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Re: Application of DukeNet Communications, LLC for Authority to Provide Alternative 
Local Exchange Service Within the State of Florida 

Dear Sir or Madam: 

Enclosed please find the origmal and eight (8) copies of the Apphcauon of DukeNet 
Cornmunicatlons, LLC for Authority to Provide Alternative Local Exchange Service Within the 
State of Florida, as well as a check for the apphcatlon fee of $250. 

Please acknowledge your receipt of the enclosed by date-stamping the two (2) extra copies of the 
Apphcauon and returning them to the undersigned in the enclosed self-addressed stamped envelope. 
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** FLORIDA PUBLIC SERVICE COMMISSION ** 

DIVISION OF REGULATORY OVERSIGHT 
C E RTI F I CAT1 0 N S ECTlO N 

APPLICATION FORM 
for 

AUTHORfTY TO PROVIDE 
ALTERNATIVE LOCAL EXCHANGE SERVICE 

WITHIN THE STATE OF FLORIDA Cf2 UTO/' * 

Instructions 

This form is used as an application for an original certificate and for approval of 
the assignment or transfer of an existing certificate. in the case of an 
assignment or transfer, the information provided shalt be for the assignee or 
transferee (See Page 12). 

0 Print or type all responses to each item requested in the application and 
appendices. If an item is not applicable, please explain why. 

0 Use a separate sheet for each answer which will not fit the allotted space. 

0 Once completed, submit the original and six (6) copies of this form along with a 
non-refundable application fee of $250.00 to: 

Florida Public Service Commission 
Division of Records and Reporting 
2540 Shumard Oak Blvd. 
Tallahassee, Florida 32399-0850 
(850) 41 3-6770 

0 If you have questions about completing the form, contact: 

Florida Public Service Commission 
Division of Regulatory Oversight 
Certification Section 
2540 Shumard Oak BIvd. 
Tallahassee, Florida 32399-0850 
(850) 413-6480 

FORM PSClCMU 8 (I 1195) 
Required by Commission Rule Nos 25-24.805, 
25-24.81 0, and 25-24.81 5 



AP P L I CAT1 0 N 

I. This is an application for 4 (check one): 

(4 1 

0 

0 

0 

Original certificate (new company). 

Approval of transfer of existing certificate: Example, a non-certificated 
company purchases an existing company and desires to retain the original 
certificate of aut ho ri ty . 

Approval of assignment of existing certificate: Example, a certificated 
company purchases an existing company and desires to retain the certificate 
of authority of that company, 

Approval of transfer of control: Example, a company purchases 51% of a 
certificated company. The Commission must approve the new controlling 
entity. 

2. Name of company: 

DukeNet Communications, LLC 

3. Name under which the applicant will do business (fictitious name, etc.): 

same: DukeNet Communications, LLC 

4. Official mailing address (including street name & number, post office box, city, state, 
zip code): 

400 South Tryon Street, MC WC 29 
Charlotte, North Carolina 28202 
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5. Florida address (including street name & number, post office box, city, state, 
zip code): 

CT Corporation System 
4200 South Pine Island Road 
Plantation, Florida 33324 

6. Structure of organization: 

( ) Individual 
( ) Foreign Corporation 
( ) General Partnership 
(X ) Other LLC 

( ) Corporation 
( ) Foreign Partnership 
( ) Limited Partnership 

7 .  If individual, provide: 

Name: 

Title: 

Address: 

C i ty/S t a t e/Zi p 

Telephone No.: Fax No.: 

Internet E-Mail Address: 

Internet Website Address: 

8. If incorporated in Florida, provide proof of authority to operate in Florida: 

(a) The Florida Secretary of State corporate registration number: 

3 FORM PSC/CMU 8 (1 1/95) 
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9. If foreiqn corporation, provide proof of authority to operate in Florida: 

(a) The Florida Secretary of State corporate registration number: 

M0200000691 

I O .  If usinq fictitious name-dlbla, provide proof of compliance with fictitious name 
statute (Chapter 865.09, FS) to operate in Florida: 

(a) The Florida Secretary of State fictitious name registration number: 

11. If a limited liabilitv partnership, provide proof of registration to operate in 
Florida: 

(a) The Florida Secretary of State registration number: 

12. If a partnership, provide name, title and address of all partners and a copy of 
the partnership agreement. 

Name: 

Title: 

Add ress : 

C itylStatelZi p : 

Telephone No.: Fax No.: 

Internet €-Mail Address: 

I n te rne t Webs i te Add ress : 

13. If a foreign limited partnership, provide proof of compliance with the foreign 
limited partnership statute (Chapter 620.1 69, FS), if applicable. 

(a) The Florida registration number: 

'f4. Provide F.E.I. Number(if applicable): 56-1 879392 

4 FORM PSC/CMU 8 (I 1/95) 
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15. Indicate if any of the officers, directors, or any of the ten largest stockholders 
have previously been: 
(a) adjudged bankrupt, mentally incompetent, or found guilty of any felony or of any 
crime, or whether such actions may result from pending proceedings. Provide 
explanation. 
None 

(b) an officer, director, partner or stockholder in any other Florida certificated 
telephone company. If yes, give name of company and relationship. If no longer 
associated with company, give reason why not. 
Richard Deason previously heid the position of Vice President Operations 
and Engineering at Edge Connections. Mr. Deason Ieft Edge Connections in 
order to pursue career opportunities with DukeNet Communications as Vice- 
President for Marketing and Business Development. 

16. Who will serve as liaison to the Commission with regard to the following? 

(a) The application: 

Name: Charles V. Gerkin, Jr. 
Title: Attorney at Law 
Ad d ress : 

City/State/Zi p : 
Telephone No.(770) 414-4206 
I nte r n et E-M a i I Add res s : C ha r I es .G e r k i n@attb i . com 
I n ternet Webs ite Add ress : 

Suite 610 - PMB 307 
4135 La Vista Road 
Tucker, Georgia 30085-5003 

Fax No.: (770) 234-5965 
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(b) Official point of contact for the onqoinq operations of the companv: 

Name: William Bradley Davis 
Title: Vice President - Engineering and Operations 
Address:400 South Tryon Street, MC WC 29 
City/State/Zip: Charlotte, North Carolina 28202 
Telephone No.(704) 382-4016 Fax No.: (704) 382-3534 
Internet E-Mail Add ress:wbdavis@du ke-energy.com 
Internet Website Address: 

( c) C o m p 1 a i n ts/l n q u i r ies fro m custom e rs : 

Name: William Bradley Davis 
Title: Vice President - Engineering and Operations 
Address:400 South Tryon Street, MC WC 29 
City/State/Zip: Charlotte, North Carolina 28202 
Telephone No.(704) 382-4016 Fax No.: (704) 382-3534 
Internet E-Mail Address:wbdavis@du ke-energy.com 
Internet Website Address: 

17. List the states in which the applicant: 

(a) has operated as an alternative local exchange company. 

North Carolina and South Carolina 

(b) has applications pending to be certificated as an alternative local exchange 
company. 

Georgia 

(c) is certificated to operate as an alternative local exchange company. 

North Carolina and South Carolina 

(d) has been denied authority to operate as an alternative local exchange 
company and t he  circumstances involved. 

None 

(e) has had regulatory penalties imposed for violations of telecommunications 
statutes and the circumstances involved. 

None 
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(f) has been involved in civil court proceedings with an interexchange carrier, 
local exchange company or other telecommunications entity, and the 
circumstances involved. 

None 

18. Submit the following: 

A. Managerial capability: give resumes of employees/officers of the company that 
would indicate sufficient managerial experiences of each. 

A. R. Mullinax 
DukeNet President and CEO 
Bachelor of Business Administration - Texas A 2% M University 
Executive Program - Stanford University 
Member of American Institute of Certified Public Accountants 
More than 24 years experience in the energy and telecommunications industries 

William Bradley Davis 
Du keNet Vice President of Engineering and Operations 
Bachelor of Science - Mechanical Engineering - North Carolina State University 
Masters of Business Administration - Queens College, Charlotte, North Carolina 
More than 19 years experience in public utilities industry (power and 
telecommunications 

6. Technical capability: give resumes of employeeslofficers of the company that 
would indicate sufficient technical experiences or indicate what company has 
been contracted to conduct technical maintenance. 

William Bradley Davis 
DukeNet Vice President of Engineering and Operations 
Bachelor of Science - Mechanical Engineering - North Carolina State University 
Masters of Business Administration - Queens College, Charlotte, North Carolina 
More than 19 years experience in public utilities industry (power and 
telecommunications 

Anthony Ray Cockerham, PE 
Director of Engineering and Operations 
Bachelor of Science - Electrical Engineering- North Carolina State University 
Master of Science - Telecommunications Management - Southern Methodist 
U n ivers i ty 
More than I I years experience in telecommunications industry 

FORM PSClCMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 
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C. Financial capability. 

The application should contain the applicant's audited financial statements for the 
most recent 3 years. If the applicant does not have audited financial statements, it 
shall so be stated. 

The unaudited financial statements should be signed by the applicant's chief 
executive officer and chief financial officer affirminq that the financial statements 
are true and correct and should include: 

1. the balance sheet: 

2. income statement: and 

3. statement of retained earnings. 

NOTE: This documentation may include, but is not limited to, financial statements, a 
projected profit and loss statement, credit references, credit bureau reports, and 
descriptions of business relationships with financial institutions. 

Further, the following (which includes supporting documentation) should be 
provided: 

4 .  written explanation that the applicant has sufficient financial capability to 
provide the requested service in the geographic area proposed to be served. 

2. written explanation that the applicant has sufficient financial capability to 
maintain the requested service. 

3. written explanation that the applicant has sufficient financial capability to meet 
its lease or ownership obligations, 

DukeNet is an indirect wholly owned subsidiary of Duke Energy Corporation. 
Duke Energy provides all of DukeNet's capital and operating financial needs. 
Please refer to enclosed Duke Energy annual reports for 1999,2000 & 2001. 

FORM PSC/CMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.81 5 

8 



THIS PAGE MUST BE COMPLETED AND SIGNED 

I. 

2. 

3. 

4. 

APPLICANT ACKNOWLEDGMENT STATEMENT 

REGULATORY ASSESSMENT FEE: 1 understand that all telephone companies 
must pay a regulatory assessment fee in the amount of .I 5 of one percent of gross 
operating revenue derived from intrastate business. Regardless of the gross 
operating revenue of a company, a minimum annual assessment fee of $50 is 
required. 

GROSS RECEIPTS TAX: I understand that all telephone companies must pay a 
gross receipts tax of two and one-half percent on all intra and interstate business. 

SALES TAX: I understand that a seven percent sales tax must be paid on intra 
and interstate revenues. 

APPLICATION FEE: I understand that a non-refundable application fee of $250.00 
must be submitted with the application. 

UTILITY OFFICIAL: 

Jan Holder 
Print Name \ && Signature u 

Vice President - 
Budgets & Business Planning 
Title 

(704) 382-5665 (704) 382-3534 
Telephone No. Fax No. 

Address: 400 South Tryon Street, MC WC 29 
Charlotte, North Carolina 28202 

9 FORM PSC/CMU 8 (I 1/95) 
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THIS PAGE MUST BE COMPLETED AND SIGNED 
AFFIDAVIT 

By my signature below, I, the undersigned officer, attest to the accuracy of the 
information contained in this application and attached documents and that the 
applicant has the technical expertise, managerial ability, and financial capability to 
provide alternative local exchange company service in the State of Florida. I have 
read the foregoing and declare that, to the best of my knowledge and belief, the 
information is true and correct. 1 attest that I have the authority to sign on behalf of 
my company and agree to comply, now and in the future, with all applicable 
Commission rules and orders. 

Further, I am aware that, pursuant to Chapter 837.06, Florida Statutes, 
"Whoever knowingly makes a false statement in writing with the intent to 
mislead a public servant in the performance of his official duty shalt be guilty 
of a misdemeanor of the second degree, punishable as provided in s. 775.082 
and s. 775.083." 

UTILITY OFFICIAL: 

William Bradley Davis 
Print Name 

Vice President - 
Engineering & Operations 
Title Date  AS 
(704) 382-4016 (704) 382-3534 
Telephone No. Fax No. 

Address:POO South Tryon Street, MC WC 29 
Charlotte, North Carolina 28202 

North Carolina 
Mecklenburg County 

I ,  Willie P. Bailey, a Notary Public for said County and State, do hereby certify that William Bradley 
Davis personally appeared before m e  this day and acknowledged the due execution of the 
foregoing instrument. 

Witness my hand and official seal, this the 5* day of June, 2002. 

(Official Seal) 

My commission expires 

10 FORM PSC/CMU 8 ( I  1/95) 
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INTRASTATE NETWORK (if available) 

Chapter 25-24.825 (5), Florida Administrative Code, requires the company to make 
available to staff the alternative local exchange service areas only upon request. 

I. POP: Addresses where located, and indicate if owned or leased. 

None 

2. SWITCHES: Address where located, by type of switch, and indicate if 
owned or leased. 

None 

3) 4’) 

3. TRANSMISSION FACILITIES: P OP-to-POP facilities by type of facilities 
(microwave, fiber, copper, satellite, etc.) and indicate if owned or leased. 

POP-to-POP OWNERSHIP 

None 

I 1  FORM PSC/CMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



CERTIFICATE SALE, TRANSFER, OR ASSIGNMENT STATEMENT 

NIA 

I, (Name) 
(Title) of (Name of Company) 

and current holder of Florida Public Service Commission Certificate Number # 

a: 
, have reviewed this application and join in the petitioner's request for 

( ) sale 

( ) transfer 

( ) assignment 

of the above-mentioned certificate. 

UTILITY OFFICIAL: 

Print Name 

Title 

Telephone No. 

Signatu re 

Date 

Fax No. 

Address: 

FORM PSClCMU 8 (I  1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 
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We are a global energy 
leader not because of t h e  power  

generated b y  our plants  or our other 
assets around the wor ld.  Duke Energy has 

grown to  become a global energy leader because 
of the  e n e r g y  generated b y  our brains. Brainpower. 



Brainpower. 



EARNINGS PEA S H A R E  
I- ~ 5 

I N  D O L L A R S  
2 5  R E T U R N  O N  EQUITY 

20 ~ ~~~ I P E R C E N T A G E S  

97 98 99 

2 0  

1 5  

1 0  

5 

0 

97  93 99  



D U K E  E N E R G Y  

Y E A R S  ENDED DEC 3 1  
-~ 

FINANCIAL HIGHLIGHTS 

1 I N  M I L L I O N S ,  E X C E P T  W H E R E  N O T E D  

0 pera t i ng Reven l ies 
Earnings Gefore I n t e r e s t  and Taxes 
Income Before Ext raord inary I t e m  
[\I et  Income 
Earnings Available for  Conimon Stockholders 

Conimon Stock Data 
Weighted Average 

Shares Outstanding 
Gasic Earnings per Share (before 

ex t ra  o r d i nary it e ni ) 

Basic Earnings per Share 
Dividends p e r  Share 

1 1  

Capital izat ion 
Common Equity 
Minor i ty  I n t e r e s t  

P re fe r red  Stock 
Trust  Preferred Securit ies 
Total Debt  

SEC Fixed Charges Coverage 

Total Assets 

To ta l  Debt  
Cash Flows f rom Operating Activi t ies 
Cash Flows f rom Inves t i ng  Activi t ies 
Cash Flows f r o m  Financing Activi t ies 

Operat ing Data 

I .. 

5 

I ~ I.--;--- . ._ 

E I ec t r I c 0 pe ra t  ions V o I u ni es , 

Natura l  Gas Transmission Volumes, 

Na tu ra l  Gas Marketed,  TBtu/d 

Elect r ic i ty  Marketed,  GWh 
Na tu ra l  Gas Gathered and 

Sa I es-G W t i  

Th roug  hput-TBt u 

Processed/Transported, TGtu/d 

Production, MGbl/d 
Na tu ra l  Gas Liquids 

I 

99 98 97 a 

21,742 $17,610 $16,309 
2,043 2,647 2,108 

847 1,260 974 
1,507 1,252 9 74 
1,487 1,231 902 

3 65 361 360 

2.26 $3.43 $2 51 
4.08 3.41 2.51 
2.20 2.20 1.90 

42% 48% 49% 
6% 2 O/O 1 Yo 

1% 2 Yo 3 Yo 
7 % 5 Yo 2 Yo 

44 Oh 4 3 % 45 % 

2.9 4.7 4.1 

33,409 $26,806 $24,029 
9,432 7,168 6,777 
2,684 2 ,331  2,140 

(3,800) (2,476) (1,994) 
1,600 78 (203) 

81,548 82,011 77,935 

1,893 2,593 2,862 
11.0 8 4  7 3  

109,634 95,991 64,650 

5.1 3.6 3.4 

192.4 110.2 10s 2 

a - Financial i i i forniation reflects accounting for the 1597 niergei With PanEneryy Coip as a pooling of interests A s  a result, the financial i i i forniation gives ef fect  t o  the 

i i ie rger  3s if it tiad ocrurretl Jaiitrary 1, 1997 * b ~ Un i ts  o f  measure used are gigawatt-hours [GWh), tri l l ion 6rit isti tt iernial units (T6tu), trrlliori Brit ish therri ial units pe i  day  

(T6tu:tl) and thousand barrels per day (MBbl!tl), as aplilicable c - Inc ludes Trading and Market ing and Field Services volumes d - Excliides Electric Operat ionr  volumes 

0 3  



RICHARD B.  PRIORY 
Cha i rman  o f  t he  E o a r d  

P res ide  11 t a ii d 

Chief  Execut ive O f f i ce r  

0 4  

T O  O U R  S H A R E H O L D E R S  

+ 
I 
I 

We  are living in the most exciting, oppot-tunity-rich tinie in 
the history of energy. Arid your company is leading this new 
era by applying the brainpower of our people and a network 
of energy businesses and assets to create and sustain 

-+ 

i nc re as i ng share ho Ide r va I u e. 
Customers around the corner and around the glotie 

seek the edge that  will move them forward competitively 
and move economies upward. That edge is energy - Duke 
Energy - and we’re del ivering 

Consider these measures of growth achieved in the 
past two years. 

911 percent growth in our unregulated power 

ye ne r a t i o n port f o I io ; 
75 percent growth in  natural gas liquids produced, 
70 percent growth in non-utility U.S power sales; 
52 percent growth in gas volumes marketed; 
50 percent growth in  volunies of natural gas 
processed; arid 
33 percent growth in operating revenues. 

I n  this period, your company has transformed itself 
f rom the premier “hyper-electric” to one of t he  inaster 
architects in the new energy economy We have assembled 
the assets, resoi~rces,  people and market positions that  
enable us to  capture sol id returns on oi ir  investnients, 



identify and seize the opportunities i i i  a dynaniic energy marketplace and increase our business scope and capital 
efficiency through a well-designed, growing network of energy businesses. 

Movement of Duke Energy’s stock price performance in 1999 did not match the bold strides of a company 
coniiii itted t o  and delivering growth. Energy stocks in general were undervalued in a market driven by relatively few 

high-growth technology stocks. We focused our efforts iii 1999 on results and repositioning so that  Duke Energy and 

its owners will be f irst in line to benefit froni the reinvestment of capital as  the sector strengthens. Financial 

analysts and business publications are becoming more bullish on the energy sector, wi th  Duke Energy often singled 

out as a standout investment opportunity. 

Duke Energy has bui l t  a solid foundation and we are accelerating our strategy 

ancl delivering on our promise to  our owners and customers. The basics of the strategy are straightforward 1) 
We are building or acquiring energy platforms - solid, sustainable interconnected energy businesses in target  
markets; 2) We are actively managing the risks of our portfol io of energy businesses; 3) We are operating as a 

connected enterprrse, bringing into play each of the Duke Energy businesses that add new value, new service, i iew 
ad va n ta  yes for ou r c usto ni e rs. 

Events of 1999 i l lustrate key aspects of our strategy 1) Duke Energy’s energy merchant strategy accelerated 

sharply to  meet the burgeoning cleniand for generation in the U.S. I n  1999 we started construction of 2,000 
megawatts (MW) of capacity, brought 5,000 MW of capacity into operation and sold 950 MW to capture better margins 

and manage risks. 2) We redeployed our pipeline assets into growth markets, moving capital froni the sale of our 
Midwest Pipelines into markets where we could capture greater shareholder value. I n  addition to our new Maritin-res 

& Northeast Pipeline that brings gas from Nova Scotia to  6oston, we also announced the purchase of East Tennessee 

Natural Gas Company. (3) We exploited consolidation of the midstream gas business, building scope and value in an 
important business segment Our acquisition of UPFuels and the proposed conibination of Duke Energy Field Services 

wrth Phillips Petroleum’s Gas Processing a n d  Marketing unit underscore this strategy. 4) We replicated our value 
chain strategy in  key international markets. I n  Latin America we  acquired 3,100 MW of generating capacity in four 
countries and established our trading and marketing business in Buenos Aires, Argentina. I n  Australia we  began 

construction of the Eastern Gas Pipeline, announced three major gas supply contracts in New South Wales, and 
niacle substantial strides in integrating our natural gas and power generation assets with trading and marketing 

capabilities, connecting our skills and services t o  become the country’s f irst energy merchant. 5) We bui l t  a 

co m p r e h e n s i ve, corpora t ew i d e r i  s k ni a nag e ni e n t c a pa b i  I it y t h r o ii cj h w h i c h we s y s t e ilia t i  ca I I y id en t if y a 11 d ma nag e 

risks associated with energy commodity prices, credit, interest rates and foreign currency exchange. We have 

expanded our intellectiial capitat in this area to create a significant strategic advantage going forward. 

Duke Energy’s energy merchant businesses are the engine for robust 

earnings growth. Our diversified energy businesses can further enhance earnings as strength in certain markets 
offsets periodic weakness in other markets or segments. For 1999, earnings before interest and taxes (EBIT), net 

of minority interests, f rom unregulated businesses accounted for $465 niillion, a 25 percent increase f rom 1998 
unregulated earnings. Conibining this wi th  solid growth in our electric operations and pipeline activities, Duke 
Energy delivered earnings available t o  coninion shareholders of $1,4S7 niillion, or $4 OS per basic share, for 1999. 

’ STRATEGY I N  ACTION 

* E A R N I N G S  HIGHLIGHTS 
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Duke Energy Field Services (DEFS) EBIT grew to $144 million in 1999, f rom $76 million in  1998 - a 90 percent 

increase. The $1.35 billion purchase of UPFuels catapulted DEFS t o  the number one U S .  producer of natural gas 
Iiquids (NGL) just as prices rebounded froni historic lows. I n  2000, we  plan to combine our gathering and processing 
business wi th  Phillips Petroleum’s field services unit to  create the new Duke Energy Field Services, a company about 

three tinies the size o f  i ts nearest competitor. 

Duke Energy North America (DENA) and Duke Energy International (DEI) completed the acquisition and 
development of assets totaling $2.3 billion in 1999, and contributed $181 million in EBIT, net  of minority interests, 

for 1999, compared to $64 niill ion for 1998. Across North America, DENA capitalized on market timing and i ts  

comniercial expertise t o  develop and manage a growing portfol io of wholesale generation assets, beconiing a 

teading supplier of wholesale energy. Duke Energy In ternat ional  acquired quality assets that  span the Latin 
American continent. These assets provide us w i th  geographic diversity and fuel optionality, and create the 

p la t form fo r  an integrated energy business. Duke Energy In ternat ional  is marshaling our financial strength and 

brainpower to  advance a sound, vigorous growth strategy and supply the rapidly growing demand for gas and 
electr ici ty in these countries. 

Duke Energy Merchants (DEM), whtch enconipasses Duke Energy Trading and Marketing and other businesses, 

strengthened i ts position on several fronts. I t  continued to  add more structured, longer-term transactions and 
solidified i ts position as a top-t ier natural gas and power marketer in the U.S. DEM contributed EBIT of $70 mil [ ion 

in 1999, net of niinority interests, compared to $81 million for  1998 
Duke/Fluor Daniel emerged as a market leader in  1999. Rankings by Engineering News Record revealed the 

partnership t o  be the number one U.S. contractor for  engineering, procurement and construction of fossil-fueled 

power generation. I n  1999, this partnership was awarded contracts to  construct 7,600 MW of power generation a t  
11 plants worldwide, and had a 40 percent niarket share of U.S. gas-fired generation construction. 

We undertook significant restructuring and repositioning o f  two  energy services businesses in 1999 at a cost 
of $73 million. Both DukeSolutions and Duke Engineering Sr Services required these steps to  position them for 

success in 2000 and beyond. 
Our natural gas transmission business achieved strong growth through market initiatives, improved efficiency 

and operational excellence. Duke Energy Gas Transmission’s total EBIT o f  $627 million in 1999, down f rom $702 mil- 
lion in 1998, reflected the loss of earnings due to  the sale of the Midwest Pipelines earlter in  the year. But the 

Northeast Pipelines delivered excellent earnings growth, contributing EBIT of $557 million for  1999, 17 percent 

above 1998 €BIT of $476 miition. W e  also agreed t o  acquire East Tennessee Natural Gas Company, which brings 

strong growth potentia! and enhances market opportunities for the Texas Eastern Transmission system. 

Duke Power’s performance ref lected sales growth combined wi th  excellent operations and custonier focus. Our 

nuclear system operated at a 90 percent capacity factor and was recognized for  achieving the lowest fuel costs 

of any U.S. nuclear operator. We continued our quarter-century track record for operating the most efficient 

fossil-fueled power generation system in the U S .  Duke Power delivered EBIT of $1,656 inillion, excluding an $800 
million contingency reserve made for asbestos claims related t o  construction of Duke Power generating facilittes in 
the 1960s and 1970s. Duke Power EBIT was $1,513 million for  1998. Duke Energy wi l l  deal wi th  potential asbestos 

liabilities prudently and responsibly, now and in the future 
Crescent Resources’ growth in residential developed lot sales and i ts comniercial real estate portfol io drove 

EBIT to $176 million for 1999, a 24 percent increase over 199s. DukeNet Communications continues t o  be on track 

for profitability in 2000 and represents an exciting growth opportunity for us as our wor ld  becomes more connected. 
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GOING FORWARD We are committed t o  achieving growth in annual earnings per share of 8 to 10 percent. 

Our intent is to  pay dividends at the current level and then consider increasing the payout when the dividend rat io 

reaches 50 percent. This policy, along wi th  our strong balance sheet, enables us to  continue generating the capital 
reqtiired by an aggressive growth strategy. 

Expect your conipany to take bold steps as we  continue to define and shape the energy industry. Look for  a 
more dynaniic approach t o  managing our portfol io of assets. Look for  accelerated deal f low that  results in i iew 
platforms, new energy businesses and growing value for  shareholders. And look for  us to help set the pace for  

electric industry restructuring in North Carolina and South Carolina. 
We chose these words in 1997 when we  created Duke 

Energy and set for  ourselves the goal of redefining energy capabilities and service for a new, interconnected world. 

Why? Because the expectations of custonlers in a global econoniy transcend al l  of the old benchmarks and boundaries 

The World Wide Web is redefining the world of the 21st century, and Duke Energy is using that technology to  

build an electronic pathway to the next generation of business. We are advancing a strong, foctised initiative t o  
exploit the profound power of technology and e-business in every aspect of our business, with the ult iniate aim of 

connecting with our customers and business partners how and when they want. We are putt ing our brainpower t o  
work, building on the strong technical and communications infrastructure of Duke Energy. 

The interconnected global econoniy requires an entirely new model of service and efficiency in delivering energy 

and energy services. And we are moving beyond the linear concept of an energy value chain toward a web of energy 
infrastructure, commodity markets and value-added services that  wi l l  define our industry in the 21st century. 

We believe Duke Energy leads the way for a new generation of energy and energy services - from the capabilities 

of our team to the strategic business assets that nialte up our ever-changing enterprise. Duke Energy has the inherent 

strength to deliver the growth and shareholder value t o  which we’re coniniitted. Our results for  1999 speak very 

clearly t o  those goals. 
Three years ago, it was a vision; today, it is a reality. Duke Energy can quickly identify and seize the opportunities 

created by the unshackling of econoniies froni energy regulat ion and market-stifling constraints. We can increase 

our business scope anywhere in the world, across the energy value chain. We have moved beyond yesterday’s utility 

model to create a business model that connects assets, markets and customers in i iew ways. We are creating 

a growing web of businesses and business connections while delivering greater-than-ever value t o  markets and 
custoni ers. 

This new world - this next generation - is ours to  create and shape. Across Duke Energy there is a strong 

sense that we  have the drive and the brainpower and the heart to make great things happen. I can only describe 
i t  as a kind of business adrenaline that is putt ing all of our businesses and our peolile at the t o p  of their game. 

Read on, and share the excitement that is Duke Energy. 

THE NEXT GENERATION O F  ENERGY 

R I C H A R D  B.  P R I O R Y  
F e b r u a r y  11 2000 
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TO RECOGNIZE AN 

OPPORTUNITY. YOU 

H A V E  TO S E I Z E  I T A T  

THE RIGHT TIME.” 



B 

“Duke Energy t a r g e t s  key r e g i o n s  of  t h e  
w o r l d  w h e r e  f r e e  m a r k e t s  p r e v a i l .  A s  
monopo l ies  g ive way t o  compet i t ion ,  w e  
f u e l  t h e  n e w  e c o n o m i e s  by  p r o v i d i n g  
l o w - c o s t  a n d  r e l i a b l e  e n e r g y  a n d  by 
advancing open compet i t ion .  Open compe- 
t i t i o n  p r o m o t e s  e c o n o m i c  g r o w t h .  Our  
c u s t o m e r s  c a n  buy  r e l i a b l e  e n e r g y  a t  
p r ices  t h a t  a r e  c o m p e t i t i v e  on a w o r l d  
sca le.  W e  b e n c h m a r k  o u r s e l v e s  aga ins t  
t h e  b e s t  i n  t h e  wor ld  i n  energy  p r i c e  and 
r e l i a b i l i t y .  Our  success  i s  m e a s u r e d  by 
g r o w t h .  W e  help o u r  c u s t o m e r s  g r o w  by 
prov id ing  energy  a t  c o m p e t i t i v e  p r ices .  W e  
help t h e  c o u n t r i e s  i n  w h i c h  we o p e r a t e  t o  
g r o w  a r o b u s t  economy.  And w e  help Duke 
Energy g r o w  va lue  f o r  i t s  s h a r e h o l d e r s  by 
inves t ing  i n  w o r l d  energy  m a r k e t s .  A t  Duke 
Energy, w e  p r o m o t e  and c a p t u r e  g r o w t h . ”  

A G U S T I N  COZZI 
i s  a f i r s t -genera t i on  

energy  m a r k e t  a n a l y s t  i n  

n e w  and  rap id l y  evo lv ing  

Lat in American m a r k e t s  

R A I N P 0 W E R 



Duke Energy International (DEI) is replicating Duke Energy’s North American strategy of 
integrating natural gas and power assets with energy trading and marketing. DEI man- 
ages these energy businesses from within the regions in which it operates, recruiting 
local talent and brainpower - people who know the markets and have established 
relationships. This strengthens the company’s social, economic and commercial ties in 
the markets and provides a distinct competitive advantage: intellectual capitat. 

Duke Energy’s primary focus in the region is Australia. In less than a year, 
DEI became the first energy merchant in Australia, with a portfolio of gas and power 
assets and a trading and marketing business. No other company has this mix of assets 
and capabilities. Building upon its initial position in Queensland Gas Pipeline in 1999, 
DEI acquired 400 MW of generation and an interest in a pipeline from BHP Power. It fol- 
lowed with the launch of Eastern Gas Pipeline, which will change the competitive land- 
scape in Australia by introducing competition and increasing reliability in time for the 
2000 Summer Olympic Games in Sydney. 

But Duke Energy wasn’t content to  wait for the pipeline to be complete. Capitalizing 
on i ts core trading and marketing and risk management skills, DEI is already providing 
customers competitive energy services and tools, enabling these customers to manage 
their energy needs in a newly competitive environment. 

Some companies are pulling back from Latin America because they 
lack the skills and capabilities to integrate traditional assets and trading and marketing. 
These skills are essential in a merchant market. In 1999 DEI established a lead position 
by building Latin America’s f irst regional power generation and energy trading and 
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By the end of 1999 DEI had controll ing interest in 3,500 gross MW of generating 
capacity in five countries and a trading and marketing business based in Buenos Aires, 
Argentina. DEI acquired controlling interest in Companhia de GeraqAo de Energia 
Eletrica Paranapanema, one of 8razil’s largest power producers. With a total installed 
capacity of 2,300 MW, Paranapanema is strategically located in Brazil’s industrial 
heartland. Like Brazil, El Salvador is privatizing energy companies. DEI purchased 
controlling interest in Generadora Acajutla S.A. de C.V. and Generadora Salvadoreiia 
S.A. de C.V., with a combined 275 MW of power generation. DEI plans to  add generation 
at this location. DEI acquired 90 percent interest in EGENOR S.A.A., which owns 525 
MW of thermal and hydroelectric power generation in northern Peru. DEI’S initial interest 
in EGENOR was acquired from Dominion Resources, Inc. in a broader transaction in 
which the company agreed to  purchase Dominion’s controll ing interest in a portfolio 
of hydroelectric, natural gas and diesel power generation businesses in Argentina, 
Belize, Bolivia and Peru, totaling 1,200 gross MW. 

Duke Energy is bringing proven international experience and its core expertise 
in energy trading and marketing to  European markets. The European Union has issued 
energy market directives that are part of a trend toward liberalization and deregulation. 
Market reform and regional integration will create opportunities for energy arbitrage 
and for investment and development of energy infrastructure. 

’EUROPE 
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IT ALL COMES DOWN TO KNOWLEDGE. WE 
DESIGN IT, BUILD IT AND MANAGE IT BETT 
EXTRACT GREATER VALUE FROM EVERYTH 

KNOW HOW TO SIT 
‘ER THAN ANYONE. 
ING WE DO.” 

E A PLANT, 
WE WORK 

FINANCE 
SMARTER, 

IT, PERMIT IT, 
, FASTER AND 

“The merchant power business is  competit ive 
and dynamic - dr iven by m a r k e t  cycles and 
commodi ty  pr ices.  To  capture  t h e  g r e a t e s t  
va lue we act ive ly  manage our  p o r t f o l i o  o f  
genera t ion  assets ,  j u s t  as savvy inves tors  
manage t h e i r  s tock  por t fo l ios .  Ours is  a 
s t r a t e g y  o f  b u y - b u i l d - m a n a g e - s e l l .  W e  
inves t  i n  a m a r k e t  when it i s  l o w  i n  the  
capaci ty  cycle and seek oppor tun i t ies  t o  
d i v e s t  w h e n  w e  can r e a l i z e  s i g n i f i c a n t  
v a l u e  f r o m  our assets .  W h a t  gives us  t h e  
compet i t i ve  edge? W e  unders tand m a r k e t  
f u n d a m e n t a l s .  W e  h a v e  a n  a g g r e s s i v e  
d eve lop  m e  n t p r o g r a m . W e ’  r e  t o  p - f  1 I g h t 
a s s e t  m a n a g e r s ,  d e l i v e r i n g  s u p e r i o r  
p e r f o r m a n c e  a n d  b u i l d i n g  v a l u e  w h i l e  
manag ing  o u r  p o r t f o l i o .  The c o r e  s k i l l s  
un ique t o  Duke Energy  d e l i v e r  g r e a t e r  
va lue f r o m  our  genera t ion  por t fo l io . ”  

JAMES M DONNELL 

PRESIDENT A N D  C E O  

D U K E  ENERGY 

N O R T H  A M E R I C A  

A d e p t  c o m m o d i t i e s  t i  ader  

a n d  e n e r g y  developer ,  a 

pawer  f u I c o n i  b in a t  i o  R i n  

t oday ‘s  me rc t i  a n t market 

...... 

B R A I N  P O W E R  
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’DUKE ENERGY NORTH AMERICA Duke Energy North America (DENA) entered the 
wholesale merchant generation business less than three years ago and is today one of 
the leading developers, owners and managers of wholesale merchant generation in the 
U.S. By the end of 1999, DENAs asset portfolio included interest in 4,400 MW in operation, 
3,300 MW under construction and 9,300 MW in advanced stages of development. 

Recognizing that the traditional “buy and hold” approach would not capture the 
value to  be realized in a merchant environment, DENA adopted a strategy of portfolio 
management. Currently it targets five high-growth regions, continually assessing its 
positron in each market and increasing or decreasing i ts presence depending on the 
opportunit ies presented. Several deals highlight 1999. (1) DENA sold its 50 percent 
interest in the 130 MW Mecklenburg Energy Facility to  United American Energy. (2) DENA 
signed a IO-year lease with the Port of San Diego (California) to  operate the 706 MW 
South Bay Power Plant, and secured the opportunity to  develop a next-generation 
replacement plant. (3) The company entered the Southwest market through its acquisition 
of a 50 percent interest in the Griffith Energy Project from PP8.L Global, Inc. The 590 MW 
merchant plant in Arizona will begin commercial service in 2001. (4) DENA began 
construction of two 640 MW merchant peaking power plants in Indiana and Ohio. Within 
a month of groundbreaking, DENA announced the sale of a 50 percent interest in both 
facilities to  Cinergy Capital & Trading, Inc. In addition, DENA acquired a 50 percent interest 
in a 130 MW Cinergy facil i ty under development in Ohio. Commercial operation of 
the t w o  peaking fac i l i t ies  is  schedu led  fo r  the  summer of 2000. (5) Const ruc t ion  
proceeded on DENA’s 510 MW Hidalgo Energy project in Texas, and DENA sold a 21.4 
percent interest in the facility’s output to  the Brownsville Public Utilities Board. 

By integrating Duke Energy’s full range of capabil it ies, DENA will continue 
to  maintain i ts  speed t o  market and “first mover” advantage. This, coupled with the 
capabi l i ty  t o  accompl ish  mul t ip le ,  s imul taneous t ransac t ions ,  enables DENA t o  
contribute increased earnings of as much as 1 0  percent to 20 percent on a project basis 
compared with its competition. 

By moving power plants from the drawing board to the power 
grid better than any competitor, Duke/Fluor Daniel is a partner in the success of DENA, 
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DEI and power generation developers worldwide. Significant projects announced in 1999 
include: (1) turnkey engineering, procurement and construction (EPC) services for Primary 
Energy Inc.’s 540 MW cogeneration facility at BP Amoco’s Whiting Refinery; (2) EPC and 
start-up services to  Texas Independent Energy’s 1,000 MW greenfield power plant in Texas; 
(3) EPC services for West Georgia Generating Co. L.P.’s 650 MW natural gas- and oil-fired 
simple cycle plant in Georgia; (4) EPC services for DENAs 640 MW Madison and Vermillion 
projects in Ohio and Indiana; (5) EPC services for SCELGG’s 450 MW gas-fired plant in South 
Carolina. Also in 1999, Duke/Fluor Daniel began construction of the 450 MW AES Puerto 
Rico project, which will be one of the cleanest operating coal-fired plants in the world. 

Duke Energy has elevated risk management to  encompass and 
integrate its diverse energy businesses. Duke Energy’s aim is to  manage risk - as a strategic 
and competitive advantage. A corporate risk management committee, chaired by the chief 
financial officer, establishes risk management policies that address volatility associated 
with commodity prices, interest rates, credit and foreign exchange. 

As energy commodity trading and marketing have grown dramatically, corporate risk 
management has established a comprehensive system to assess, manage and hedge 
commodity price risk. Risk management also addresses commodity price risk exposures 
inherent in such diverse energy assets as power generation and natural gas processing. 
Duke Energy does not just hedge against risk in a defensive position but creates competitive 
advantages for assets, market services and customers. 

DEM achieved strong growth in volumes marketed of both 
natural gas and power. For 1999 gas volumes increased 31 percent, to  10.5 trill ion Btu 
(TBtu). Power volumes increased 11 percent, to  109,634 gigawatt-hours (GWh). DEM 
expanded services in 1999 and now encompasses gas sales, power sales, natural gas 
storage, natural gas transmission, gas supply, controlled generation and power 
transmission. DEM began to shape a North American commodity market for coal when it 
reached a throughput agreement with Arch Coal. Through Arch’s Catlettsburg, Kentucky, 
coal terminal DEM will buy, store, blend and market coal. 

3RISK MANAGEMENT 
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G E O R G E  GROWN 

V I C E  P R E S I D E N T  AND 

M A N A G I IV G D I R E C TO R 

C O R P O R A T E  R I S K  MANAGEMENT 

I n - d e p t h  exper ience  i n  e n e r g y  

r i  i k r i i  3 n a ge 171 en t, p 0 1  i c y ,  c r i! di t 

a n d  f i n a n c e ,  s p a i - l n i n g  e n 2 r y y  

inclusti ies and  bank ing  

" D u k e  E n e r g y  i s  e n t e r i n g  a n e w  a n d  l a r g e r  
u n i v e r s e  o f  r i s k ,  b a s e d  o n  v o l a t t l i t y  o f  e n e r g y  
c o m m o d i t y  m a r k e t s ,  c r e d i t  m a r k e t s  a n d  
f o r e i g n  e x c h a n g e .  I t ' s  a n  e x p a n d i n g  u n i v e r s e  
b e c a u s e  o f  t h e  d r a m a t i c  g r o w t h  i n  t h e  s c o p e  
o f  o u r  t r a d i n g  a n d  m a r k e t i n g  a c t i v i t i e s  a n d  
o u r  e n e r g y  a s s e t s .  W e  c a n n o t  a f f o r d  t o  h e d g e  
a w a y  r i s k  o r  t o  a v o i d  i t  by p u r s u i n g  a t i m i d  o r  
s h e l t e r e d  b u s i n e s s  s t r a t e g y .  W i t h  r i s k  c o m e s  
reward .  H o w  do w e  manage  o u r  r i s k  p r o f i l e  and 
exp lo i t  Duke Energy 's  c o m p e t i t i v e  advan tages?  
The way  w e  s t r u c t u r e  acqu is i t i ons  and  ove rseas  
i nves tmen ts .  The way w e  develop commerc ia l  
a r r a n g e m e n t s  t o  m i t i g a t e  r i s k .  T h e  w a y  w e  
e m  p I o y f i n a n c i a I d e r  i v a  t i v e s  a n d i n s t r u m e n  t s. 
A n d  w e  c o n t i n u e  t o  r e c r u i t  a g g r e s s i v e l y  f o r  
t h e  b e s t  m i n d s  f r o m  t h e  e n e r g y  i n d u s t r y ,  a s  
w e l l  a s  b a n k i n g  a n d  o t h e r  I i idL is t t - ies w i t h  a 
t r a d i t i o n a l  f o c u s  on m a r k e t  r i s k  m a n a g e m e n t . "  

PREM RAMAMIRTHAM'S  

f o t w a r d  t r a d i n g  g roup  111 DEM 

gene  I atecl ap 11 f o x  i ti1 a t  e 1 y 

$70 n i i l l i on  of g r o s s  niargrr i  

i n  one y e a r ,  a n  unpreceden ted  

a c t i  1 e v e  m e nt 

B R A 1  N P O W E R  
R R A T hl D n I A  F D 





” O U R  VISION FOR THIS INDUSTRY HAS BECOME THE DRIVING FORCE IN ITS EVOLUTION. 

OUR GOALS FOR 1999 WERE AMBITIOUS,  AND WE SUCCESSFULLY MET EACH ONE: (1) WE 

PRODUCTION BASIN;  (3) IMPROVED OUR ASSET BASE IN EXPANDING PRODUCTION AREAS; 
AND (4)  ESTABLISHED A POSITION IN CANADA.”  

BECAME A MEGA-PLAYER I N  THE N G L  INDUSTRY; (2) COMPLETED A STEP-OUT TO A NEW 

.................- 

“ W e  set  fnt i r  goals f o r  1999: hecome a mega-player in 

the  NGL indus t r y ;  cnmp lp te  a s tep -nu t  to  a n e w  
prnclliction basin;  iniprnve niir a F s e t  h a w  i n  expanding 
product inn areas;  2nd e c h h l i s h  a positinn in  Canada. 
We’ve a rq i l i r ed  1 !PFuels, Canrnck’s Canadian assets, 
Koch’s  Soi-ith T e x a s  f a c i l i t i e s ,  cr lmpleted a n e w  
processing p lant  in T P X ~ S  and constructed a new p lant  
in the Mohile Ray area. Thp cnmhinat ion nf thesp has 
essent i3 l ly  dniihlpd t h e  e2rn ings c a p a b i l i t y  o f  Duke 
Energy FiPld Serv ices.  A t  t he  same t ime ,  n a t u r a l  gas  
l iqiitds pr ices  hegan tn rebourld, and th is  gave LIS a 
do 11 h I p- t~ a r rp I P c! P 7 r n I n a r hnn t. hl nw \NP’ re f 0 I I nw i n q 

take  DEFS t o  the next IPVCII, it f i i n d ~ m e n t d l y  redef ines 
the  indr lstry.  niir visinn fgr  thiq industry has become 
the  +r iv ing fnrcP in  i ts  P w l ! i t i n v . ’ ’  

f l>\q \rrrth thp Ph \ l l l \ Jc  Ppfrnjnlrm r { e q f l  ~ ~ : h ~ ~ l l  dflas/j ’t J l l S t  

J IM W MOGG 

PRESID’ENT AND CEO 
D U K E  E N E R G Y  

FIELD S E R V I C E S  

Broad  exper ience  ac ross  

t h e  n a t u r a l  g a s  indust ry ,  

i t i c  lud i n g  ope ra t i ons ,  g as  

supply ,  f o r e c a s t i n g  a n d  

r e g u l a t o r y  a f f a i r s  

B R A I N P O W E R  



‘FIELD SERVICES In  a $1.35 bi l l ion deal, DEFS acquired UPFuels from Union Pacific 
Resources Group Inc., which encompasses its natural gas gathering, processing and fraction- 
ation, natural gas liquids (NGL) pipelines, and natural gas and NGL marketing businesses. DEFS 
also bought the South Texas natural gas gathering, treating and processing systems from a 
subsidiary of Koch Industries and purchased Canrock gathering and processing assets in 
Alberta, Canada, from Cometra Energy. DEFS now serves seven major production basins from 
the Canadian Rockies to the Gulf of Mexico. 

The growth of DEFS in 1999 was dramatic. In one year DEFS: (1) became the largest 
NGL producer in the U.S., at approximately 200,000 barrels per day (Bbl/d); (2) grew to 
one of the largest U.S. processors of natural gas, with a capacity of 6.9 billion cubic feet per 
day (Bcf/d), up from 4.6 Bcf/d; (3) increased the number of processing facilities in which it 
owns all or partial interest from 41 to  66; (4) expanded operation of processing plants from 
30 to 52 plants; (5) expanded its fractionation capacity by 11 8,000 Bbl/d to  200,000 Bbl/d; 
and (6) extended its pipeline systems by 8,000 miles to  28,000 miles. 

In December, Duke Energy and Phillips Petroleum redefined the evolution of the field 
services industry in a single stroke. The companies agreed to  combine midstream businesses, 
subject to regulatory approval, to create the largest U.S. NGL business and the premier 
gatherer and processor of natural gas. Depending on market conditions after closing, it IS 

expected that the new company will offer approximately 20 percent of its equity to the public in 
an initial public offering, giving investors the opportunity to participate directly in this industry. 

Duke Power’s customer base in North Carolina and South Carolina 
grew by 2.8 percent across all classifications in 1999. Electricity sales decreased slightly by 
0.6 percent compared with 1998. Duke Power’s reputation has been built on everything from 
technical and operational expertise to what IS nationally regarded as the best in customer service. 
The inaugural Financial Times Energy Award for Best Electric Company recogntzed Duke Power’s 
almost 100 years of “safe, reliable, competitively priced electricity and outstanding customer 
service . . . .” Electric Light & Power ~~ Magazine ranked Duke’s coal-fired power plants the 
most fuel-efficient in the U.S. for the 25th consecutive year - an unparalleled achievement. 
Its nuclear system had its best year ever in 1999, achieving a capacity factor of 90 percent, 
setting records for productivity and producing almost 55 million MWh for the year. Duke Power 
earned the highest rating for customer service for US. electric utilities, according to the American 
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Customer Satisfaction Index, based on customers’ actual experiences. Electric Operations 
continues its traditional emphasis on customer service and value while leading efforts to  
bring additional benefits that can be realized with well-ordered restructuring initiatives. 

Duke Energy Gas Transmission transported 1,566 TBtu to 
Mid-Atlantic and New England markets in 1999, an annual increase of 7 percent. In December, 
Maritimes & Northeast Pipeline was placed in service and received the first delivery of 
natural gas from the Sable Offshore Energy Project. Duke Energy owns 37.5 percent of the 
pipeline, which has a design capacity of 530 million cubic feet per day (MMcf/d) in Canada 
and 400 MMcf/d in the U.S. 

Earnings growth potential will be driven by gas-fired power generation, as new plants 
are brought on line to serve growing demand and to replace older plants with cleaner, 
more efficient technology. Duke Energy Gas Transmission is pursuing a number of projects 
to meet this growth, including: (1) Hubline and Cross Bay, which will move incremental supply 
into Boston and New York, respectively; (2) a proposed pipeline that will be built to serve 
the high-growth Florida market; and (3) Spectrum, designed to move natural gas from the 
Midwest to the Northeast. 

New earnings opportunities arise with the proposed purchase in 2000 of East Tennessee 
Natural Gas Company. This system’s core market IS growing above the national average, and it will 
further enhance revenues by providing access to a new market for Texas Eastern Transmission 
Corporation’s capacity. 

OukeSolutions, which offers integrated energy services for large, end-use 
customers, signed several contracts across North America. Among these are: (1) a $29 million 
energy efficiency contract at eight Veterans Affairs Medical Centers; (2) a long- term,  
multimillion-dollar investment with lnexcon Maine Inc. in 292 MW of power generation owned 
by Great Northern Paper Co.; (3) a 15-year on-site utilities agreement to provide a steam 
generating facility at Formica’s largest plant, in Evendale, Ohio; (4) a $19 million integrated 
energy alliance with Toronto Dominion Centre, Canada’s largest office complex; and (5) a five- 
year, $1 50 million agreement for an integrated energy alliance with CarrAmerica Realty 
Corporation in what may be the most comprehensive energy alliance in the commercial real 
estate industry. 

3NATURAL GAS TRANSMISSION 
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“ I t  is t h e  most exc i t ing in te l lec tua l  chal lenge 
i n  the e lect r ic  indust ry .  We a r e  tak iny  a sys tem 
t h a t  has  been i n  place f o r  decades - and t h a t  
has w o r k e d  w e l l  - a n d  we ’ re  leading the riiove 
t o  c rea te  in  i t s  place a sys tem t h a t  w i l l  de l iver  
a new level  of b e n e f i t  t o  custoniers ,  employees 
and shareholders.  The e lec t r i c  u t i l i t y  indus t ry  
is  fundamenta l  t o  our  l ives and our  soc ia l  
o rder .  It’s cr i t i ca l  f o r  us  t o  do r e s t r u c t u r i n g  
r igh t  - t o  take what  we’ve done w e l l  f o r  so  
many years  and do i t  b e t t e r .  I n  1 9 9 9  w e  
s tepped f o r w a r d  to  l e a d  indus t ry  r e s t r u c t u r i n y  
i n  a much more  act ive way. Duke Energy I S  

showing the w o r l d  how the in tegra t ion  o f  the 
energy value chain w i l l  de l iver  a new level  of  
e f f ic iency and serv ice t o  energy m a r k e t s  a n d  
c o n s u m e r s .  W e  w a n t  t o  b u i l d  a c u n s e n s u s  
a m o  n g  r e g  u la  t o r s  , c u s t o nie r s  , i i ives t o  r s ,  
compet i to rs  - everyone - s o  we can s w i f t l y  
move beyond the uncer ta in t ies  o f  th is  c u r r e n t  
t r a n s i t i o n  per iod  t o  c rea te  a who le  new level of 
va lue  and per formance i n  our indust ry . ”  

................................ 

ELLEN T R U F F  

V I C E  P R E S I D E N T  A N D  G E N E R A L  C O U N S E L  
C O R P O R A T E  A N D  E L E C T R I C  O P E R A T I O N S  

B r o a d  exper t i se  i n  a r e a s  o f  l aw  involv ing s t a t e  

and  f e d  e ra  1 reg u I a t  ion, con t rac t  I a ~WI,  

c o r p o r a t e  gove rnance  and  f i nance  

B R A I N P O W E R  
n n n  7 .I m n n m r n  

L I S A  CRUTCHFIELD 

Vice Pres ide i i t  

Energy Public Policy 

and Regu la to ry  Af fa i rs ,  

d r a w s  o r  he r  exper ience  

i i i  f i n a n c e  and as 

V i c e  Chai rman o f  t h e  

Pen risy Iva n ia  Pub I I C  

U t i l i t i e s  Commiss ion i n  

shaping co rpo ra te  indust ry  

r e s t  I uc t u  r i n g  po l  icy 



MITTEE Diike Energy’s Policy Conimittee reflects the company rl iverse i n  experience, background ai icl  point of view Those who a re  

owlei lye aiid experience of Duke Energy stand shoulder to shoulder wi th those who l iave beer] recruiter1 t o  bring experience and expertise 

gainecl around the world. Mole than 30 percent of t h e  company’s leaderstiip has lieen recrtt ited fror-ii outside traditional ro les i i i  the natural gas a i i d  e lect r ic  

power industries Across t h e  board and around the wor ld their brainpower works for customers, employees and investors -a l l  who liave a s take i i i  Duke Energy 

R I C H A R D  B .  P R I O R Y  
Chairman of t he  Board 
President and Chief Execut ive Of f i cer  
53, ]a i  ned Duke Ei lErgy i n  1976, 

e lec ted  Pres ident  of Duke  Power in 
1994, e lec ted  Chairman and Chief 
Execut ive Of f i cer  in 1997, elected 
President i n  1998. 

R I C H A R D  J. OSBORNE 
Execut ive Vice Pres ident  
and Chief Financial  Off icer 
43, jo i i ied  Duke Energy it1 1975, 
e lec ted  Vice Presiclent and Chief 
Financial  Off icer i i i  1991, elected 
Execut ive Vice Pres ident  and 
Chief Ftnancial  Off icer i n  1997 

R I C H A R D  W. BLACKBURN 
Execut ive Vice Pres ident  
General  Counsel  and Secretary 
57, loinecl Duke Energy i n  1997. 
Pr io r  t o  jo in ing  Duke Energy,  
Mr Glackburn was President 
and Group Execut ive with NYNEX 
W o r I d w  icle C o r  m ti n i cat  i o n  s a n d  
Media G r o u p  

HARVEY J.  PADEWER 
G r o u p  Prestdent,  Energy Service 
52, j o i i i e d  Duke Energy in 1998 
Pr io r  t o  jo in ing  D u k e  Energy, 
Mr Padewer was Se i i i o i  Vice 
Pres ident  arid General  Manager 
ot Ut i l i co rp  Energy Group 

S 

W I L L I A M  A.  COLEY 
Group President,  Duke Power  
56, jo ined Duke Energy i n  1966, 

elected President o f  Duke  Power 
Co m p a n y ’ s A s so c i a t ed E n t e r p r i se s 
Group i n  1994,  e lec ted  Group 
President of Duke Power in  1997. 

FRED J.  FOWLER 
Group President,  Energy Transn i i ss ion  
54, jo ined Duke Energy i n  1985; 
elected President of T runk l ine  Gas C o m p a n y  

111 1991, e lec ted  Pres ident  of l S o u r c e  
Corpora t ion  i n  1993, e lec ted  
PreSidEilt of Texas Eas tern  Transmissioi l  
Corpora t ion  i n  1994; e lec ted  G~OLI[I 

President of Energy Transmission in 1997. 

RUTH G. S H A W  
Execut ive Vice Pres ident  and 
Chief Admin is t ra t i ve  Of f i cer  
52, jo ined Duke Energy i n  1992 
CIS \ l i ce  Pres ident ,  Corpora te  
C on1 iii ti n i cat i on$, e I ec t ecl Sen i o i 
Vice President,  Coi  p o r a t e  Resources 
i i i  1994; e lec ted  Execut ive Vice 
P res i dent a n d C h i e f  Adrii i 11 i s  t ra t  i ve  
O f f i c e r  in  1997. 
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M ANA G E ME N T ’ S D IS C U S S I  0 N AND AN A LY S I S 

I OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION 

INTRODUCTION 
Management’s Discussion and Analysis should be read i i i  

conjunction w i th  the Consolidated Financial Statements 
-BUSINESS SEGMENTS Duke Energy Corporation (collectively w t h  
i ts subsidiaries, “Duke Energy”) is an integrated energy and energy 
services provider wi th the abil ity to  of fer  physical delivery and man- 
agement of both electricity and natural gas throughout the U S and 
abroad. Duke Energy provides these and other services through 
seven business segments. Electric Operations, Natural  Gas 
Transmission, Field Services, Trading and Marketing, Global Asset 
Development, Other Energy Services and Real Estate Operations. 

El e c t r i c 0 per a t  i on s gene rates , t rans  ni i  t s , d i  s t r i b ii t e  s a n d 
sells electr ic energy in  central  and western  North Carolina and the 
western  port ion of South Carolina (doing business as Duke Power 
or Nantahala Power and Light) These electric operations are subject 
t o  the rules and regulat ions of the Federal Energy Regulatory 
Comniission (FERC), the North Carolina Utilities Commission (NCUC) 
and the  Public Service Commission of South Carolina (PSCSC). 

Natural  Gas Transmission provides interstate t ransportat ion 
and storage of natural  gas fo r  customers pr imari ly in the Mid- 
Atlantic and New England states. Unt i l  the sale of the Midwest  
Pipelines on March 29, 1999, Natural Gas Transmission also provided 
interstate t ransportat ion and storage services in  the midwest 
states See further discussion of the sale of  the Midwest  Pipelines 
in  Note 2 to the Consolidated Financial Statements The interstate 
natural gas transmission and storage operations are subject to  the 
rules and regulations of the FERC. 

Field Services gathers, processes, t ransports and markets 
natural gas and produces, transports and markets natural gas liquids 
(NGLs). Field Services operates gather ing systems in western 
Canada and ten contiguous states tha t  serve major gas-producing 
regions in the Rocky Mountain, Permian Basin, Mid-Cont inent and 
onshore and of fshore Gulf Coast areas. 

Trading and Marketing markets natural gas, electricity and 
other energy-related products across Nor th  America. Duke Energy 
owns a 60% interest in Trading and Market ing’s energy t rading 
operations, wi th Mobil Corporation owning a 40% minor i ty inter-  
est  This segment also includes certain other t rading activit ies and 
l imi ted hydrocarbon exploration and product ion act iv i t ies that  a re  
wholly owned by Duke Energy 

Global Asset Development develops, owns and operates ener- 
gy-related facil i t ies worldwide Global Asset Development conducts 
i t s  operations primarily through Duke Energy North America, LLC 
(Duke Energy North America) and Duke Energy Internat ional ,  LLC 
(Duke Energy International) 

Other Energy Services provides engineer ing,  consulting, 
construct ion and i 11 t e g ra te d en erg y so I u t i  on s w or I d w i de, p r i ilia r i I y 
t h r o u g h  Duke Engineer ing & Services,  I n c  (Duke Engineer ing 
& Serv ices) ,  Duke/F luor  Dan ie l  a n d  DukeSolu t ions ,  I n c .  
(DukeSolut ions) 

Rea I Est a t  e Opera t i o n s con d u c t s i  t s b us i n e ss t t i  r o u g t i  
Crescent Resources, I i i c  , which develops high quality commercial 
and resident ia l  real  estate projects and manages land holdings in  
the southeastern U S 

I n  1997, Duke Power Conipany (Duke Power) merged w i th  
PanEnergy Corp (PanEnergy) The merger was accounted for as a 
pootJng of in te res ts ;  therefore,  t h e  Consol idated Financial  

Statements and other financial informat ion included in  th is  Annual 
Report for  periods prior to  the merger include the combined histori- 
cal f inancial resul ts of Duke Power and PanEnergy See Note 2 to  
the Consolidated Financial Statements fo r  addi t ional  informat ion 
on the combination 
-BUSINESS STRATEGY Duke Energy’s bus iness  s t ra tegy  IS t o  
develop in tegra ted  energy  i n f r a s t r u c t u r e s  in  t a r g e t e d  reg ions  
where Duke Energy’s extensive capabi l i t ies in  developtng energy 
assets,  opera t ing  e lec t r i c i t y ,  gas and NGL plants,  op t im iz ing  
coniniercial operations and managing risk can provide comprehensive 
energy solut ions for customers and create super ior  value f o r  
shareholders. Domestically, Duke Energy is aggressively invest ing 
i n  new merchant power plants throughout the  U.S , expanding i t s  
natural  gas pipeline infrastructure in the  eastern U S I  rapidly 
increasing i ts leading position in  gas processing and NGL marketing 
and broadening i t s  t rad ing  and market ing expert ise across the  
energy spectrum Internationally, Duke Energy is currently focusing 
on integrated electr ic and gas opportuni t ies in Australia and Latin 
America and intends t o  implement i t s  strategies in Europe 

Electric Operations continues to  str ive to  maintain low costs 
and competit ive rates for  i ts customers and to  provide high quality 
customer service Electric Operat ions is expected to  grow nioder- 
ately,  consistent w i th  histor ical  t rends. Expansion w i l l  pr imari ly 
resul t  f rom continued economic growth  in  i t s  service terr i tory.  

Natural  Gas Transmission provides sol id earnings growth  
and strengthens i ts compet i t ive posi t ion by adher ing to a compre- 
hensive strategy o f  selected acquis i t ions and developing incre- 
mental  projects tha t  expand services t o  meet specific customer 
needs. I n  January 2000, Natural  Gas Transmission announced tha t  
it had entered into a def in i t ive agreement to purchase the  East 
Tennessee Natural  Gas Company, a pipeline wel l  positioned to  serve 
the rapidly growing southeastern region of the U.S The transact ion 
i s  expected to  close in the  f i r s t  quarter of 2000, subject  to  regu- 
latory approval. For more  informat ion on th is  purchase, see Note 
19  t o  the Consolidated Financial Statements 

Duke Energy plans to  significantly grow several of i ts  business 
segments Field Services, Trading and Market ing,  Global Asset 
Development and Other Energy Services Restructur ing of energy 
markets in the U S and abroad is providing substantial opportunities 
for  these segments to capitalize on the i r  broad capabi l i t ies 

Expansion oppor tun i t ies  f o r  F ie ld  Services include t h e  
planned combination of Duke Energy’s gas gathering and processing 
businesses w i t h  Phi l l ips Pet ro leum’s  Gas Processing and 
Market ing uni t  to fo rm a new midstrearn company. The transact ion 
i s  expected to  close by f i r s t  quar te r  2000, subject  to  regulatory 
approval. See Note 19 to the  Consolidated Financial Statements 
fo r  fur ther discussion 

Trading and market ing act iv i t ies a t  Duke Energy continue t o  
expand as Trading and Market ing provides energy supply, output 
marke t ing ,  r i sk  management  and commerc ia l  op t im iza t ion  
services t o  al l  of Duke Energy’s merchant s t ruc tu re  developments 
Trading and Market ing continues to  increase i t s  custonier base fo r  
wholesale energy management services to  aggregators,  d istr ibu- 
t ion companies, large industr ia ls and other marketers.  

Global Asset Development expects to  cont inue s t rong earn- 
ings growth  through acquisit ions, d ivest i tures,  construct ion of  
greenf ie ld projects and expansion of  exist ing faci l i t ies as oppor- 
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tuni t ies a re  extracted, evaluated and realized through the market-  
place Duke Energy’s combination of assets and capabil it ies that  
span the energy value chain have contr ibuted to Global Asset 
Development’s successful delivery of natural  gas pipeline, power 
generation, energy market ing and other services as denionstrated 
both domestically and internationally. To capture the greatest  
value in  North America, Duke Energy North America, through i ts 
port fo l io nianagenient strategy, seeks opportuni t ies to  invest in 
markets which have capacity needs and to  divest, in whole or in 
part ,  when signi f icant value can be realized. 

Other Energy Services seeks to  g row wi th  various types of 
services inc lud ing  comprehens ive  energy e f f i c jenc ies  i n  food, 
text i le and government faci l i t ies 

The strong rea l  estate market in  the Southeast continues to  
present substant ia l  g r o w t h  opportuni t ies fo r  both the commercial 
and residential development of Real Estate Operations I n  addition 
to  init iating development o f  significant office and industrial facil i t ies 
in each of  i t s  establ ished markets, Real Estate Operations entered 
a new market niche in  1999 to develop nioderately priced residential 
communit ies in  Jacksonvil le, Florida. Real Estate Operations also 
announced plans t o  enter the mult i - fami ly market and t o  signifi- 
cantly increase i ts re ta i l  development. 

856 $1,513 $1,282 
627 702 624 
144 76 157 

70 81 23 
181 64 4 
(94) 10 18 
176 142 98 

(9 )  2 (120) 
92 57 22 

:; 2,043 $2,647 $2,108 

RESULTS OF OPERATIONS 
I n  1999, earnings available fo r  common stockholders were 

$1,487 mil l ion,  or  $4.08 per basic share, net of an af ter- tax extra- 
ordinary gain of $660 mill ion, o r  $1 82 per basic share. I n  1996, 
earnings available for  common stockholders were $1,23L mil l ion,  
or  $3.41 per basic share, net o f  an af ter- tax extraordinary loss of 
$8 mill ion, or $0 02 per basic share The increase in  earnings 
available fo r  common stockholders was pr imari ly due to  the 1999 
ext raord inary  gain resu l t ing  f r o m  the  sale of the  Midwest  
Pipelines This gain, a long w i th  the factors described below tha t  
af fect  segment p ro f i t  and loss, was  part ia l ly  of fset  by a pre-tax 
$800 mi l l ion charge fo r  est imated in jury and damages claims (see 
Note 1 4  t o  the  Consolidated Financial Statements), higher interest  
expense and minor i ty interest  expense 

Earnings available fo r  common stockholders increased $329 
nii l l ion in 1998 f r o m  1997 earnings o f  $902 mill ion, or  $2 5 1  per 
basic share The increase in earnings available for  coirimon stock- 
holders was due to  the  factors described below that af fect  seg- 
ment p ro f i t  and loss. These factors were  part ia l ly  of fset  by 
increased in te res t  expense and minor i ty interests.  

Operating income for 1999 was $1,795 mil l ion compared to 
$2,433 in i l l ion in 1998 and $1,970 mil l ion in  1997. Earnings before 
interest  and taxes (EBIT) were  $2,043 mill ion, $2,647 mil l ion and 
$2,108 mil l ion for  1999, 1998 and 1997, respectively. Management 
evaluates each business segment based on an  internal  measure of 
earnings before interest  and taxes, af ter  deducting niinortty inter-  
ests Operating Income and EBIT are  af fected by the same fluctu- 
ations fo r  Duke Energy and each of i ts  business segments. The 
only notable di f ference between Operat ing Income and EBIT is the 
inclusion in  EBIT of certain non-operat ing act iv i t ies See Note 3 t o  
the Co ii so I i date d F i n a n c i a I S t  ate men t s f o r a d d i t i o n a I i n f o r ma t i o n 
on bus i ness segni e n t s. 

EBIT is summarized in the fo l lowing table and is discussed 
by bus in  ess segment the re a f t  e r. 

Y E A R S  ENDED DEC 3 1  i EBIT BY BUSINESS SEGMENT 
, 
i IN MILLioNS 
Electric Operat ions 
N a t  u r a I G a s Trans m i ss i o n 
Field Services 
Trading and Market ing 
Global Asset Development 
Other Energy Services 
Real Estate Operations 
Other Operations 
Minor i ty In te res ts  
Consolidated €BIT 

Other Operations pr ima r i  I y incl ude coii im u nica t ion services, 
water  services and certain unal located corporate costs. Inc luded 
in  the  amounts discussed hereaf te r  are intercompany transact ions 
tha t  a re  el iminated in  the Consolidated Financial Statements. 

j I N  M I L L I O N S  (EXCEPT WHERE NOTED)  99  98 97 

4,700 $4,626 $4,401 
3,966 3,228 3,221 T 734 1,398 1,180 

Operating Revenues 
Operating Expenses 
0 per a t  i n g I i i  come 
Other Income, Net of Expenses 122 115 102 
EBIT 4 856 $1,513 $1,262 

Sales - GWh a 81,548 62 ,011  77,935 

a Gigawatt-hours 

I n  1999, EBIT for Electric Operations decreased $657 ni i l l ion 
compared to 1998, pr imari ly due to  an  $800 nii l l ion charge fo r  
es t imated  in ju ry  and damages claims See Note 14  t o  t h e  
Co n so I i dated F i n a n c i a I S ta t  e men t s f o r add i t  i on a I i nf or mat  i o n 
re la ted  to  th is  charge. Part ia l ly  of fset t ing th is  decrease was a 
2.8% increase in  t h e  number of cus tomers  in  t h e  Electr ic 
Operations’ service te r r i to ry  dur ing 1999, and the absence of  
1998 severance and o ther  cos ts  re la ted  to  c losing Electr ic 
0 p e ra t  io n s’ me r c ha n d i s i n g b u s i ness. 

I n  1998, EBIT fo r  Electric Operat ions increased $231 mil l ion 
as compared t o  1997, pr imar i l y  due to a 5 2% increase i n  
gigawatt-hour sales Gigawatt-hour sales increased as a resu l t  of  
warnier spr ing and summer weather  conditions dur ing 1998 and a 
2 5% g r o w t h  i n  t h e  nuniber of  cus tomers  i n  t h e  E lec t r i c  
Operat ions’  service te r r i to ry .  EBIT also increased due to  the  
absence o f  1997 severance costs,  however th is was substant ia l ly  
o f f se t  by 1998 costs related t o  the closing of Electric Operat ions’  
in e r c h a n d i s i n g bus i ness . 

NATURAL GAS T R A N S M i S S i O N  Y E A R S  ENDED DEC 3 1  

98  9 7  

1,206 $1,528 $1,572 
615 864 9 64 
591 664 608 
36 35 16 

627 $ 702 $ 624 

Opera t i n g Revenues 
Operat ing Expenses 
Operat ing Income 
Other Income, Net of Expenses 
EBIT 

Throughput - TBtu a 1,893 2,593 2,862 
a Tri l l ion Br i t i sh  thermal uni ts.  
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EBTT for Natural Gas Transmission decreased $75 mi l l ion in  
1999 compared to  1998. A s  a resul t  of the sale of the Midwest  
Pipelines to  CMS Energy Corporation (CMS) on March 29, 1999, 
EBIT for t h e  Midwest Pipelines decreased $156 inil l ion compared 
to 1995’s fu l l  year of  operat ion For the Northeast Pipelines, EBIT 
increased $S1 mi l l ion compared to 199S, pr imari ly as a resul t  of 
increased earnings f rom market-expansion projects and jo int  
ventures, higher throughput and lower operat ing expenses. A gain 
o f  $24 nii l l ion resul t ing f rom the sale of Duke Energy’s interest  in 
the Alliance Pipeline project  and benefits total ing $35 nii l l ion 
re la ted  t o  t h e  complet ion of cer ta in  PCB (po lych lo r ina ted  
biphenyl)  and soi l  c lean-up programs be low est imates also 
increased EBIT in 1999 Part ia l ly  of fset t ing these contr ibut ions to  
EBIT were  the non-recurrence of the 1998 favorable resolution of  
regulatory issues related to  gas supply real ignment cost  issues 
( “ G S R  issues”) and a 1998 refund f rom a state property tax ruling. 

I n  1996, EBIT for Natural  Gas Transmission increased $78 
mi l l ion compared to  1997 EBIT for the Northeast Pipelines 
increased $56 mi l l ion in  1998 over 1997, pr imari ly as a resu l t  of  
the favorable resolut ion o f  GSR issues, favorable state property 
tax rul ings and increased market expansion projects.  These 
increases were part ia l ly  of fset  by a decrease in throughput 
pr imari ly as a resul t  of mi ld winter weather 

For the Midwest Pipelines, 1998 EBIT increased $22 mill ion 
compared t o  1997, pr imari ly due t o  a gain on the  sale of the 
general  partner interests in Northern Border Partners,  L P. and 
non-recurr ing 1997 l i t igat ion expenses. These increases were  
part ia l ly  of fset  by the favorable resolut ion of certain regulatory 
matters in  1997, which was ref lected as addi t ional  revenue and 
o ther  incoii ie 

1 FIELD SERVICES YEARS ENDED D E C  3 1  

~ I N  M I L L I O N S  (EXCEPT WHERE N O T E D )  99 98 97  

Operating Revenues 3,590 $2,639 $3,055 

41 157 
35 

Operating Expenses 
Operating Income 
Other Income, Net of Expenses 
EBIT 1;:) $ 76 5 1 5 7  

3,444 2,598 2,898 1 146 

Natural  Gas Gathered and 
Processed/Transported, 
TBtu/d a 5.1 3 6  3.4 

NGL Production, MBbl/d 192.4 110.2 108 2 
Natural  Gas Marketed, TBtu/d 0.5 0 4  0.4 
Average Natural  Gas Price 

2.27 $ 2 11 $ 2 59 

0.34 $ 0.26 $ 0.35 

per MMBtu C 
Average NGL Price 

per Gallon 

a Tri l l ion Br i t ish thermal  uni ts per day 
b Thousand barrels per day. 
C Mil l ion Br i t ish thermal units. 
d Does not ref lect  resul ts of commodity hedges. 

I n  1999, €BIT for Field Services increased $68 mi l l ion com- 
pared t o  1998 A significant portiori of the increase resul ted f roni  
the March 31, 1999 acquisit ion of the natural  gas gathering, pro- 
cessing, f ract ionat ion and NGL pipeline business f rom Union 
Pacific Resources (UPR), (collectively, the  “UPR acquis i t ion”) .  For 
more  inforniat ion on the UPR acquisit ion, see Note 2 to  the 

Cons 0 1  i dated F i n a ncia I State men t s In1 p roved avera ge N G L p r i ces, 
which were  up SO 08 per gallon, or  30.8% f rom the  pr io r  year, also 
contr ibuted t o  the increase in  EBIT Part ia l ly  of fset t ing these 
increases were  $34 mi l l ion in  1998 of gains on sales of assets, 
which were  included i n  o ther  income. 

EBIT fo r  Field Services decreased $ 8 1  ni i l l ion in  1998 f rom 
1997, pr i i i iar i ly  due to a decrease i n  average NGL pr ices of 
approximately $0 09 per gallon, or 25 7% The decrease in  EBIT  
was part ia l ly  of fset  by $34 mi l l ion of gains on sales of assets, 
which were  included i n  other income 

On December 16, 1999, Duke Energy announced t h a t  i t  
had signed de f in i t i ve  agreements  w i t h  Ph i l l i ps  Pet ro leum t o  
f o r m  a new mids t ream gas ga ther ing  and process ing  company. 
See Note  19  t o  t h e  Conso l ida ted  Financial  S ta tements  f o r  
f u r t he r cl i sc u ssi  on. 

h R A D l N G  AND MARKETING YEARS ENDED DEC 3 1   IN M I L L I O N S  ( E X C E P T  WHERE NOTED)  99 98  97  

Operating Revenues 11,793 $8,785 $7,489 
Operating Expenses 11,724 8,665 7,446 

69 1 2 0  43 
2 1 

Operating Income 
Other Income, Net of Expenses 
Minor i ty In te res t  Expense 42 4 1  2 1  
E B I T  I 70 $ 81 $ 23 

Natural  Gas Marketed, TBtu/d 10.5 s.0 6 9  
Electricity Marketed, GWh 109,634 95,991 64,650 

In 1999, EBIT for Trading and Market ing decreased $ 1 1  
mi l l ion f r o m  1998. The decrease resu l ted  pr imari ly f roni  lower  
natural  gas t rading margins, part ia l ly  of fset  by higher electr ic i ty 
t rading margins as wel l  as margins associated w i th  o ther  t rad ing  
act iv i t ies and sates of natural  gas interests associated w i t h  
dr i l l ing activit ies 

EBIT for Trading and Market ing increased $58 mi l l ion in  
1998 compared t o  1997 The increase resul ted pr imar i l y  f rom 
increased trading margins and electr ic i ty margins, part ia l ly  of fset  
by inc reased expenses due to bus iness  growth .  E lec t r i c i t y  
volumes marketed increased pr imar i l y  as a resu l t  of acquir ing the  
remaining 50% ownership in te res t  in  the  Duke/Louis Dreyfus, 
L L C (D/LD) jo int  venture in  June 1997 

Y E A R S  ENDED DEC 3 1  GLOBAL ASSET DEVELOPMENT 

I N  MILLIONS (EXCEPT WHERE NOTED) 99  98  9 7  

Operat ing Revenues $ 777 $319 $123 
Operat ing Expenses 
Opera t i n g I n  co ni e 

5 7 1  261 129 1 206 58 (6) 
22 11 
16 1 

Other Income, Net of Expenses 
Minor i ty In te res t  Expense 
EBIT 181 $ 64 $ 4 

Proport ional  Megawat t  

Prop o r t i o n a I Max i mum 

a Includes under construct ion or under contract  
b Mil l ion cubic fee t  per day. 

Capacity Owned a 8,773 6,041 3,912 

Pipeline Capacity a ,  M M c f / d  309 124 - 
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I n  1999, EBIT fo r  Global Asset Developnient increased $117 
nii l l ion compared to  1998. The increase includes $99 mil l ion in 
income f r o m  the  sale o f  part ia l  interests in  four generat ing 
stat ions i n  the U.S. as a resul t  o f  executing i t s  domestic port fo l io 
management s t ra tegy  Earnings f r o m  new pro jec ts  in  Lat in 
America and Aust ra l ia  also cont r ibu ted  863 mi l l ion  t o  t h e  
increase Partially of fset t ing these increases were higher operating 
expenses and increased development cos ts  associated w i t h  
business expansion 

EBIT fo r  Global Asset Development increased $60 mtl l ion in  
1998 over 1997 The increase resul ted pr imari ly f rom business 
expansion and acquisit ions, including the July 1998 acquisit ion of 
th ree  electr ic generat ing stat ions in Californra and the December 
1997 acquis i t ion of  an indirect  32.5% ownership interest  in 
American Ref-Fuel Company. An expansion to  the PT Puncakjaya 
power generat ion faci l i ty  in  Indonesia also contr ibuted t o  the 
increase in  EBIT dur ing 1998 The increase in  EBIT was part ia l ly  
of fset  by decreased earnings resul t ing f rom lower pr ices a t  
Nat ional  Methano l  Company, a methanol  and MTBE (methyl  
ter t iary butyl  ether)  business i n  Saudi Arabia 

!OTHER ENERGY SERVICES Y E A R S  ENDED DEC 3 1  

( I N  MILLIONS 99  98 97 

989 $521 $376 
1,083 511 353 

(94) 1 0  23 
(5) I (94) - .  $ 10 - $ 18 

Operating Revenues 
Operating Expenses 
Operating Income 
Other Income, Net  of Expenses 
EBIT 

I n  1999, EBIT for Other Energy Services decreased 8104 
nii l l ion compared t o  1998 The decrease was pr imari ly due to  
charges o f  $38 mi l l ion and $35 mi l l ion a t  Duke Engineering & 
Services and DukeSolutions, respectively These charges, which 
include costs associated w i th  repositionrng the companies t o  
focus on growth  markets, included expenses related t o  severance, 
office closings and wr i te -o f fs  of i incollectable accounts. Inc reased 
development act iv i ty a t  DukeSolutions and decreased earnings 
from projects of Duke Engineering 8 Services a lso contr ibuted to 
lower EBIT. EBIT for Other Energy Services decreased $8 ni i l l ion 
in 1998 compared to 1997, pr imari ly due to  reduced earnings of 
Duke Engineeriny & Services 

1 R E A L  ESTATE OPERATIONS YEARS ENDED DEC 3 1  

( I N  MILLIONS 99 9 8  97  

233 $181 $124 
39 26 

176 $142 $ 98 

Operating Revenues 
Operating Expenses 
EBIT 

I n  1999, EBIT for Real Estate Operations increased $34 
nii l l ion compared to  1998. The increase was pr imari ly due to 
increased resident ia l  developed lo t  sales, land sales and commer- 
cial project  sales, part ia l ly  of fset  by decreased lake lot  sales 
EBIT for Real Estate Operations increased $44 ni i l l ion in  1998 over 
1997, pr imar i l y  as a resul t  of increased coniniercial project  sales, 
lake l o t  sales and land sales, including a gain on the sale of land 
in  the Jocassee Gorges reg ion  of South Carol ina 
-OTHER OPERATIONS EBIT for Other Operations decreased $11 
mil l ion in  1999 compared to 199S, pr iniar i ly  as a resu l t  of t h e  
resolut ion of certain contingent i tems dur ing 1998 €BIT for Other 

Operations increased $122 mi l l ion in 1998 compared to  1997, 
pr imari ly as a resul t  o f  the absence of 871 mil l ion of non-recurr ing 
1997 merger-related costs and the favorable resolut ion of certain 
cont ingent i tems in 1998, part ia l ly  of fset  by a 1997 gain on the 
sale of  Duke Energy’s ownersh ip  in te res t  i n  t h e  Mid land 
Cog e ne r a t i o n Vent 11 r e  

STOCKHOLDERS In te res t  expense increased $87 mil l ion in  1999 
compared to 1998, and $42 mi l l ion in 1998 compared t o  1997 due 
to higher average debt balances outstanding, resul t ing f r o m  
acquisit ions and expansion 

Minor i ty interests increased $46 mi l l ion in 1999 compared t o  
1998, and $73 mil l ion in  1998 conipared t o  1997 The increases 
were  due pr in iar i ly  to  regular distr ibut ions paid on new issuances 
of Duke Energy’s t rus t  p re fe r red  secur i t ies For more  rnforniation 
on issuances of  t rus t  p re fe r red  securit ies, see Note 12 t o  the 
Consolidated Financial Statements. Excludr ng these dividends, 
ni inar i ty interests related pr imari ly t o  Global Asset Development’s 
1999 investments and Trading and Marketing’s jo int  venture w i t h  
Mob i l  Corporat ion For more  informat ion regarding acquis i t ions 
and new projects,  see Notes 2 and 8 to  the Consolidated Financial 
Stat  e ni e n ts , 

Duke Energy’s ef fect ive income tax rate was approximately 
35%, 38% and 40% for  1999, 1998 and 1997, respect ively The 
decrease in  1999 f roni  199s was pr imari ly clue t o  the favorable 
resolut ion of several income tax issues and the ut i l izat ion of 
certain capi ta l  l o s s  car ry fo rwards  due to  the sale of the  Midwest  
Pipelines Favorable resolut ion of income tax issues also resu l ted  
in a decline i n  the ef fect ive t ax  rate in  1998 f rom 1997. Duke 
Energy expects i ts ongoing ef fect ive tax ra te  t o  approximate 38% 

The sale of the Midwest  Pipelines to  CMS closed on March 
29, 1999 and tesul ted in  a $660 ni i l l ion extraordinary gain, ne t  of 
income tax o f  $404 mi l l ion For fu r ther  discussion on the sale, see 
Note 2 to  the Consolidated Financial Statements. 

I n  January 1998, TEPPCO Partners,  I P., in  which Duke 
Energy has a 21.1% ownership interest ,  redeemed certain First  
Moitgage Notes which resulted in Duke Energy recording a non-cash 
extraordinary loss of $8 mill ion, ne t  o f  income tax of  $5 nii l l ion, 
re la ted  to i ts share of costs of the  ear ly re t i rement  of debt. 

I n  December 1997, Duke Energy redeemed four issues of 
p r e f e r r e d  stock and commenced a tender  o f fe r  t o  purchase a 
por t ion  o f  six addi t ional  issues of p re fe r red  stock Premiums 
related t o  these redemptions were included in the Consolidated 
Statements of Income and Comprehensive Incoi i ie i i i  1997 as 
Dividends and Premiums on Redemptions of P r e f e r r e d  and 
Preference Stock. 

-OTHER IMPACTS ON EARNINGS AVAILABLE FOR COMMON 

LIQUIDITY AND CAPITAL RESOURCES 
-OPERATING CASH FLOWS Net cash provided by operat ions was 
$2,684 ni i l l ion in 1999, $2,331 mi l l ion in  1998 and $2,140 ni i l l ion in  
1997. I n  each of these years, the increase in cash w a s  pr imari ly 
due t o  net income resul t ing f rom business expansion 

On August 29, 1998, the  FERC approved a set t lement f r o m  
Texas Eastern Transmission Corporat ion (TETCO), a subsidiary of 
Duke Energy, which accelerates recovery of  natural  gas t rans i t ion  
costs. The order was ef fect ive October 1, 1998 and includes a ra te  
mora tor ium unt i l  2004. Net cash f lows from operat ions a l e  no t  
expected t o  change for the f i rs t  t w o  years af ter  Implementat ion,  
l i o v w e r ,  a f te r  the  na tura l  gas transi t ion costs a re  fu l ly  recov- 
ered, cash f lows f rom operat ions are  expected to decrease o n  an 
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annual  b a s i s  Fo r  m o r e  I n f o r m a t i o n  concern ing  t h e  se t t l emen t ,  see  
No te  4 t o  the  Conso l i da ted  F i n a n c i a l  S ta temen ts .  

I n  l a t e  1999, Duke  E n e r g y  es tab l i shed  a n  acc rua l  f o r  es t i -  
m a t e d  in ju ry  and  damages  c l a i m s  Duke  Energy expects  t o  f u n d  
approx ima te l y  $350 mi l l ion,  w h i c h  i s  compr i sed  of a n  i nsu rance  
pot icy  p r e m i u m  and  e s t i m a t e d  c l a i m  ac t i v i t y  ove r  the  nex t  yea r ,  
p r i m a r i l y  t h rough  n e w  deb t  i ssuances .  Management  be l i eves  t h a t  
t he  l o n g - t e r m  cash  r e q u i r e m e n t s  o f  t h e  p r o j e c t e d  l i ab i l i t y  w i l l  not 
have a m a t e r i a l  e f fec t  on D u k e  Energy ’s  l i qu id i t y  o r  cash f l o w s  
See No te  14 t o  t h e  Conso l i da ted  F inancia l  S ta ten ien ts  f o r  f u r the t  
d i scuss ion  
- INVESTING CASH FLOWS Cap i ta l  and  inves tmen t  expend i tu res  
w e r e  approx imate ly  $5 9 b i l l i on  i n  1999 compared to approx imate ly  
$2 5 b i l l i o i i  i n  1996 The i n c r e a s e  p r i m a r i l y  r e s u l t e d  f r o m  bus iness  
expans ion  f o r  t he  F ie ld  Serv i ces  and  Global  Asset  Deve lopmen t  
segmen ts  Business expans ion  f o r  F ie ld  Serv ices i nc luded  t h e  
$1.35 b i l l i on  acc lu is i t ion o f  t h e  n a t u r a l  gas  ga the r ing ,  p rocess ing ,  
f rac t i ona t ion  and  NGL p ipe l i ne  bus iness  f r o m  UPR a long  w i t h  i t s  
n a t u r a l  gas and  NGL m a r k e t i n g  act iv i t ies .  I n t e r n a t i o n a l  bus iness  
expans ion  f o r  Global  Asset  Deve lopmen t  i nc luded  $1 7 b i l l i on  f o r  
i nu l t i p le  acqu is i t i ons  i n  La t i n  Amer i ca ,  w e s t e r n  Aus t ra l i a  and  N e w  
Zealand I n  1999,  Global  Asse t  Deve lopmen t  a l so  began  cons t ruc -  
t i o n  of n iu l t i p le  p o w e r  genera t i on  p lan ts  i n  N o r t h  Amer i ca  and  
con t inued  cap i ta l  expend i tu res  o n  p r o j e c t s  i n i t i a ted  p r i o r  t o  1999 
Expend i tu res  r e l a t e d  to  these  ac t i v i t i es  w e r e  pa r t i a l l y  f unded  by 
$ 1  9 b i l l i on  in cash  p roceeds  f r o m  the  sa le  o f  Panhandle Eas te rn  
P ipe  L ine Company (PEPL), T r u n k l i n e  Gas Conipany (Trunk l ine)  and  
add i t i ona l  s t o r a g e  r e l a t e d  t o  t h o s e  sys tems ,  w h i c h  subs tan t i a l l y  
c o m p r i s e d  t h e  M i d w e s t  P ipe l i nes ,  a long  w i t h  T runk l i ne  LNG 
Company For add i t i ona l  i n f o r m a t i o n  concern ing  acqu is i t i ons  and  
d isposi t ions,  see No te  2 to  t h e  Conso l i da ted  F inancia l  S ta temen ts  

Capi ta l  and  inves tmen t  expend i tu res  i t1  1998 i nc reased  $ 4 7 2  
m i l l i on  f r o m  $2 0 b i l l i on  in 1997 pr imar i l y  due  t o  bus iness  expan-  
s ion by Global  Asset  Deve lopmen t  Th is  i nc luded  t h e  5501 n i i l l i on  
pu rchase  of  t h r e e  e lec t r i c  g e n e r a t i n g  s t a t i o n s  i n  Ca l i f o rn ia  and  
the  co inp le t i on  o f  t h e  f i r s t  phase  o f  B r i d g e p o r t  Energy,  a power- 
genera t i on  p l a n t  in Cor inect icut  Eus iness  expans ion  f o r  N a t u r a l  
Gas T ransmiss ion  and  F ie ld  Serv i ces  a l so  con t r i bu ted  t o  t h e  
i nc rease  i n  cap i ta l  and  inves tmen t  expend i tu res  The inc rease  w a s  
pa r t i a l l y  o f f s e t  by dec reased  expend i tu res  f o r  E lect r ic  Operat ions,  
p r imar i l y  as a r e s u l t  o f  s tean i  g e n e r a t o r  rep lacemen ts  a t  c e r t a i n  
o f  i t s  nuc lea r  p lan ts  i n  1997, and  by t h e  acctu is i t ion of  t h e  rema in -  
i ng  50% ownersh ip  of t he  D/LD jo in t  ven tu re  ifl June  1997 

Pro  1 e c te d 2 0 00 cap t t a I a n d i n ves  t m e ii t ex pe  n d i t  u r e s f o r 
E lec t r i c  Operat ions,  inc lud ing a l l owance  f o r  f unds  used  du r ing  
cons t ruc t i on ,  a r e  app rox ima te l y  $900 mi l l i on .  These p ro jec t i ons  
i nc lude  expend i tu res  fo r  ex i s t i ng  p lan ts ,  i nc lud ing  r e f u r b i s h m e n t  
and  upgrades  r e l a t e d  to  t h e  Oconee Nuc lea r  Stat ion ’s  app l i ca t i on  
fo r  a 20-year  renewa l  of its opera t i ng  l icense,  w h i c h  i s  expec ted  
to  rece ive  approva l  f r o m  t h e  Nuc lea r  Regu la to ry  Commiss ion  i n  
2000. 

Pro jec ted  2000 cap i ta l  and  i n v e s t m e n t  expend i tu res  f o r  
Na tu ra l  G a s  Transmiss ion,  inc lud ing a l l owance  f o r  f unds  used  du r -  
i ng  cons t ruc t i on ,  a r e  approx in ia te ly  $600 mi l l ion.  These p ro jec -  
t i ons  inc lude expansion o f  the M a r i t i m e s  & N o r t h e a s t  P ipe l ine,  
w h i c h  de l i ve rs  nat i r ra l  gas t o  marke ts  i n  t h e  Canadrai i  M a r t t i m e s  
p rov inces  and  the no r theas te rn  U S f r o m  a supply  bas in  o f f s h o r e  
of Nova Scotia, and the  p lanned 8386 mi l l i on  pu rchase  of the  East  
Tennessee Na tu ra l  G a s  Company, w h i c h  IS  expec ted  to  c lose  i n  the  
f r r s t  qua r te r  o f  2000 and  i s  con t ingen t  i ipor i  r e g u l a t o r y  app rova l  

Fo r  f u r t h e r  d iscuss ion on t h i s  pu rchase ,  see  No te  19 t o  t h e  
Con soli da ted  F i  na  n c i a I S ta t  e n ie  r i  t s 

Duke  Energy p lans  to con t inue  t o  s ign i f i can t l y  g r o w  seve ra l  
o f  i t s  b u s i n e s s  s e g m e n t s  F i e l d  S e r v i c e s ,  G loba l  A s s e t  
Development ,  T rad ing  and  M a r h e t i n g  a n d  O t h e r  Energy Serv ices.  
Expansion p lans  fo r  Field Serv i ces  i n c l u d e  t h e  comb ina t ion  of  D u k e  
Energy ’s  gas  ga the r ing  and  p r o c e s s i n g  bus inesses  w i t h  Ph i l l i ps  
Pe t ro leum’s  Gas Process ing  a n d  M a r k e t i n g  u i i i t  t o  f o r m  a n e w  
m i d s t r e a m  company The t r a n s a c t i o n  i s  expec ted  t o  c lose by f i r s t  
qua r te r  2000 and  i s  sub jec t  t o  r e g u l a t o r y  app rova l  See No te  19 t o  
the  Cons o I i da ted  F i n a n c ia  I S ta t  e m e n  t s f o r  add  it i on  a I i n f o r ma  t i  o n . 

P ro jec ted  2000  cap i ta l  a n d  i n v e s t m e n t  expend i tu res  f o r  
G loba l  Asse t  D e v e l o p n i e n t  a r e  a p p r o x i n i a t e l y  $3.6 b i l l i on .  
Ex p a ii s i  o n o p po r t u  n i t  i e s for  G lob a I Asset De v e I o p me n t ’s  domes  t i c 
d iv is ion,  Duke Energy N o r t h  Anier ica,  i nc lude  t h e  con t inua t ion  o f  
va r ious  g reen f ie ld  p r o j e c t s  ac ross  t h e  U S Expansion p lans  f o r  
Global  Asset  Deve lopmen t ’ s  i n t e r n a t i o n a l  division, Duke  Energy 
I n t e r n a t i o n a l ,  i n c l u d e  c o m p l e t i n g  t h e  p u r c h a s e  of  Don i i n ion  
Resources,  Inc.’s p o r t f o l i o  of hyd roe lec t r i c ,  n a t u r a l  gas a n d  d iese l  
p o w e r  genera t i on  bus inesses  i n  A i g e n t i n a  a n d  Bol iv ia  (see No te  2 
t o  the  Cai iso l idated F inanc ia l  S t a t e m e n t s )  and  t h e  January  2000  
comp le t i on  o f  t h e  tender  o f f e r  f o r  a d d i t i o n a l  ownersh ip  i n t e r e s t s  
in Canipanhia d e  Gerac%o d e  Energ ia  E le t r i ca  Paranapanema 
(Paranapanema)  ( see  N o t e  19 to t h e  Conso l i da ted  F inanc ia l  
S ta temen ts ) .  Duke Energy I n t e r n a t i o n a l  w i l l  a l so  con t inue  to  focus  
on i t s  reg iona l  t a r g e t  a r e a s  i n  Aus t ra l i a  a n d  La t i n  Amer i ca  fo r  f u r -  
t h e r  expans ion  o p p o r t u n i t i e s  a n d  i n t e n d s  t o  imp lemen t  i t s  s t ra te -  
g ies  i n  Europe 

Pro jec ted  2000 cap i ta l  and  i n v e s t m e n t  expend i tu res  f o r  
T rad ing  ancl M a r k e t i n g  a r e  a p p r o x i m a t e l y  $200 m i l l i on  Th is  
i nc ludes  expend i tu res  r e l a t e d  t o  T r a d i n g  a n d  Marke t i ng ’ s  n e w  
subs id ia ry ,  Duke  Energy H y d r o c a i  bons ,  w h i c h  w a s  f o r m e d  in  t h e  
second  q u a r t e r  o f  1999 t o  i n v e s t  c a p i t a l  i n  l i m i t e d  hyd roca rbon  
e x p l o r a t i o n  a n d  p r o d u c t i o n  p r o s p e c t s  t h r o u g h  n o n - o p e r a t i n g  
w o r k i n g  i n te res ts .  D u k e  Energy ’ s  i n t e n t  i s  to  p roduce  na tu ra l  g a s  
t o  pa r t i a l l y  o f f s e t  t h e  s h o r t  gas  p o s i t i o n  o f  Duke  Energy ’s  p o w e r  
genera t i on  a s s e t s  a n d  t o  i n c r e a s e  p r o d u c t i o n  vo lumes  t h a t  wi l l  b e  
bene f i c ia l  t o  F ie ld  Serv ices,  T r a d i n g  a n d  Marke t i ng ,  and  N a t u r a l  
Gas T ransmiss ion  

P ro jec ted  2 0 0 0  cap i ta l  and  i n v e s t m e n t  expend i tu res  f o r  
O t h e r  Energy  Serv i ces ,  Rea l  E s t a t e  O p e r a t i o n s  a n d  O t h e r  
Opera t i ons  a r e  approx ima te l y  $200 i i i i l l ion,  $400 n i i l l i on  and  $250 
n i  i I I i o n  , respec t i ve  I y 

Al l  p r o j e c t e d  cap i ta l  a n d  i n v e s t m e n t  expend i tu res  f o r  t h e  
above  segmen ts  a r e  s u b l e c t  t o  p e r i o d i c  r e v i e w  and  rev i s ion  a n d  
n iay va ry  s ign i f i can t l y  depend ing  o n  a n u m b e r  of  f a c t o r s  inc lud ing,  
b u t  not l i m i t e d  to, i ndus t r y  r e s t r u c t u r i n g ,  r e g u l a t o r y  cons t ra in t s ,  
a c q 11 i s  it i on  o p p o r t u n it i e s, m a r k  e t  v o  1 a t  i I it y an  d e co nom i c t r e n d s 
-FINANCING CASH FLOWS Duke  Energy ’s  conso l i da ted  cap i ta l  
s t r u c t u r e  a t  December  31, 1999, i n c l u d i n g  s h o r t - t e r m  debt ,  w a s  
44% deb t ,  6% m i n o r i t y  i n t e r e s t s ,  7% t r u s t  p r e f e r r e d  secu r i t i es ,  
1% p r e f e r r e d  s tock  and  4 2 %  c o m m o n  equ i t y  F ixed c h a r g e s  
cove rage ,  c a l c u l a t e d  i i s i n g  t h e  S e c u r i t i e s  a n d  Exchange  
Commiss ion  me thod ,  w a s  2 9 t imes ,  4.7 t i m e s  and  4 1 t i m e s  f o r  
1999, 199s a n d  1997 ,  respec t i ve l y  

Duke  Energy ’s  bus iness  expans ion  oppor tun i t i es ,  a long w i t h  
d iv idends,  d e b t  r e p a y m e n t s  a n d  o p e r a t i n g  and  inves t i ng  r e q u i r e -  
men ts ,  a r e  expec ted  t o  b e  f u n d e d  by  c a s h  f r o m  opera t i ons ,  ex te r -  
na l  f i nanc ing ,  con in ion  s tock  i ssuances  a n d  t h e  p roceeds  f r o m  ce r -  
t a in  a s s e t  sa les  
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During 1999, Duke Energy and i ts subsidiary, Duke Capital 
Corporat ion (Duke Capital), issued a total  of $1 9 bi l l ion of  Senior 
Notes. The proceeds were  used for general corporate purposes, 
including reducing commercial  paper indebtedness incurred in  
connection w i t h  acquis i t ions of e lectr ic power generat ing assets 
in Latin America. Global Asset Development, through i ts Australian 
subsidiary,  bor rowed approximately $450 mi l l ion  under new 
financing arrangements,  including a combined conimercial paper 
and nied i u m- te  r ni note program, bank fa  c i I iti es and no n-re co u rse 
f inancing f o r  cer ta in  western  Austral ian assets. These new 
Global Asset Development frnancings are  denominated i n  ei ther 
Austral ian or New Zealand dollars. Issuances from the combined 
commercial  paper and medium-term note prograni  and the  bank 
faci l i t ies were  used to  re fund br idge financing of  assets obtained 
during 1998 and 1999 and to  fund on-going construction expenditures 
fo r  the Eastern Gas Pipeline and fu tu re  projects in Australia. 
Global Asset Development also assumed approximately $430 
mill ion of non-recourse debt, denoniinated in  Brazil ian reais, in 
relat ion t o  the acquis i t ion of Paranapanenia (see Note 2 t o  the  
Consolidated Financial Statements) and borrowed $380 nii l l ion 
under a new bank faci l i ty  t o  refinance the California generat ing 
assets. For addi t ional  informat ior i  regarding debt, see Note 10 t o  
the Consolidated Financial Statements 

Also dur ing t h e  year, Duke Energy’s and Duke Capital’s 
business trusts,  which are  t reated as whol ly owned subsidiarres 
for  f inancial  report ing purposes, issued a total  o f  $500 mi l l ion o f  
t rus t  p re fe r red  securit ies. See Note 12 t o  the Consolidated 
F inanc ia l  S t a t e m e n t s  f o r  a d d i t i o n a l  i n f o r m a t i o n  on t h e  t r u s t  
p re fe r red  secur i t ies 

Under i t s  commercial  paper facil i t ies, Duke Energy had the  
abi l i ty  t o  b o r r o w  up t o  $2 8 bi l l ion at both December 31, 1999 and 
1998 The comniercial paper faci l i t ies consisted of $1 25 bi l l ion fo r  
Duke Energy and 11.55 bi l l ion for  Duke Capital A t  December 31, 
1999, Global  Asset Development a l s o  had available an approxi- 
mately $500 mi l l ion combined commercial paper and medium-term 
note program. Duke Energy’s var ious bank credi t  faci l i t ies totaled 
approximately $3.7 bi l l ton (including approximately $320 mi l l ion 
related to  foreign faci l i t ies) a t  December 31, 1999 and $2.9 bi l l ion 
a t  December 31, 1999 A t  December 31, 1999, approximately $1.8 
bi l l ion was outstanding under the commercial  paper faci l i t ies and 
approximately $460 mi l l ion of borrowings were outstanding under 
the bank credi t  facil i t ies. Certain of the credi t  faci l i t ies support  
the issuance of commercial paper, therefore,  the issuance of com- 
mercial  paper reduces the amount available under these credi t  
faci l i t ies (see Note 10 to  the Consolidated Financial Statements) 

As o f  December 31, 1999, Duke Energy and i ts subsidiar ies 
had the  abi l i ty  to  issue up to $2.15 bi l l ion aggregate pr incipal  
amount of  debt and other securit ies under shelf registrat ions f i led 
w i th  the Securit ies and Exchange Commission Effective January 
7, 2000, t h e  amount available w a s  increased by $1 5 bi l l ion Such 
secur i t ies may be  issued as First  and Refunding Mortgage Bonds, 
Senior Notes, Subordinated Notes or  Preferred Securit ies. 

On December 16, 1999, Duke Energy announced tha t  it had 
sigi ied def in i t ive agreements to  combine Duke Energy’s gas gath- 
er ing and processing businesses w i th  Phil l ips Petroleum’s Gas 
Processing and Market ing uni t  to  fo rm a new midstream company. 
The new company w i l l  seek t o  a r range approximately $ 2  6 bi l l ion 
of  debt f inancing and, upon closing of the transaction, w i l l  inake a 
one-t ime cash distr ibut ion of $1.2 bi l l ion to  both Duke Energy and 
Phil l ips Petroleum The new company would then of fer  approxi-  

mately 20% of i t s  equity t o  the public in  2000 to reduce t h e  debt 
resul t ing f rom the  transact ion Such an of fer ing is conditional 
upon completion o f  the t ransact ion and favorable marke t  condi- 
t ions For additional information, see Note 19 to the  Consolidated 
Financial Statements. 

T o  maintain financial f lexibi l i ty  and reduce the amount of  
f inancing needed for g rowth  opportuni t ies,  Duke Energy’s Board 
of Directors adopted a dividend policy i n  June 199s  tha t  targets 
50% of earnings paid out i n  dividends on coninion stock The 
Board of Directors intends to maintain dividends a t  the current 
quarter ly r a t e  of $0 55 per share unt i l  the  ta rge t  payout rat io IS 

reached a t  which t ime i t  intends to re-evaluate i ts dividend policy 
I n  Apr i l  1999, Duke Energy’s shareholders approved an 

amendment t o  t h e  Articles of Incorpora t ion  to  increase the  autho- 
rized common stock f r o m  500 mi l l ion t o  1 bi l l ion shares. This 
increase in authorized stock w i l l  provide Duke Energy w i t h  added 
f lexibi l i ty  in ef fect ing financrngs, stock spl i ts o r  stock dividends, 
stock plans and other t ransact ions and arrangements involving 
the use of comnion stock. 

Duke Energy InvestorChoice Plan, a stock clividend reinvest-  
ment plan, al lows investors to reinvest dividends i n  new issuances 
of coninion stock and t o  purchase common stock direct ly f rom 
Duke Energy. Issuances under th is plan were no t  mater ia l  in  1999, 
1998 o r 1 9 9 7  

Duke Energy used authorized but unissued shares of  i ts  com- 
mon stock to meet 1999 and 1998 employee benefit plan contribution 
requirements This practrce IS expected to continue in 2000. 

QUANTITATIVE AND QUALITATIVE 
DISCLOSURES ABOUT MARKET RISK 
-RISK POLICIES Duke Energy is exposed to  market risks associated 
w i th  interest  rates,  commodity prices, equity pr ices and foreign 
exchange ra tes  Comprehensive r isk management pol ic ies have 
been establ ished by the Corporate Risk Management Comniittee 
(CRMC) to monitor and control  these market risks. The CRMC is 
chaired by the  Chief Financial Officer and is comprised of  senior 
executives The C R M C  has responsibi l i ty  for  oversight o f  interest  
rate risk, foreign currency risk, credi t  r isk and energy r i sk  man- 
agement, including approval  of  energy financial exposure l imi ts 
-INTEREST RATE RISK Duke Energy i s  exposed t o  r i sk  resul t ing 
f rom changes in  interest  rates as a resul t  o f  i ts  issuance o f  vari- 
able-rate debt, f ixed-rate debt and t rus t  p re fe r red  securit ies, 
coniniercial paper and auction market p re fe r red  stock, as we l l  as 
in te res t  ra te  swaps and in te res t  ra te  lock agreements Duke 
Energy manages its interest  r a t e  exposure by l imi t ing i t s  var iable- 
ra te  and f ixed-rate exposures t o  certain percentages of  to ta l  cap- 
italization, as se t  by policy, and by monitor ing the ef fects of  mar- 
ket  changes in interest  rates Duke Energy may also enter into 
f inancial  der ivat ive instruments including, but no t  l im i ted  to, 
swaps, opt ions and treasury r a t e  agreements t o  manage and mit-  
igate interest  ra te  r isk exposure. See Notes I, 7, 10, 1 2  and 13  to  
the Consolidated Financial Statements for  addi t ional  informat ion.  

Based on a sensitivity analysis as of December 31, 1999, it 
was  est imated tha t  if marke t  in te res t  rates average 1% higher 
( lower) in  2000 than in  1999, earnings before inconie taxes would 
decrease (rncrease) by approximately $24 mill ion. Comparatively, 
based on a sensitivity analysis as of December 31, 1998, had 
in te res t  rates averaged 1% higher ( lower) in 1999 than in  1998, it 
was est imated tha t  earnings before inconie taxes wou ld  have 
decreased ( inc reased)  by approx in ia te ly  $23  mi l l ion  These 
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aniounts were  determined by considering the  impact of the  hypo- 
thet ical  interest  ra tes  on the var iable-rate secur i t ies outstanding 
as of December 31, 1999 and 1998 In the  event of  a s igni f icant 
change In in te res t  rates,  management would l ikely take actions to 
manage i ts exposure t o  the change. However, due to  the uncer- 
tainty of the specific act ions tha t  would be taken and their  possi- 
b le effects, the sensitivity analysis assunies no changes in  Duke 
Energy’s financial structure 
-COMMODITY PRICE RISK Duke Energy, substantially through i t s  
subsidiaries, is exposed to  the impact of  market f luctuat ions in 
the pr ice o f  natural  gas, electr ic i ty and natural  gas l iquid products 
marketed and purchased Duke Energy employs establ ished poli- 
ties and procedures to manage i ts r isks associated w i th  these 
ma r ke t f I u c t u a t i o n s u s i n y va r i o us c o m mod it y de r t v a t i ves , i n c I u d- 
ing fo rward  contracts, futures,  swaps and options Marke t  r isks 
associated w i th  commodity der ivat ives held fo r  p i i rposes other 
than trading were not mater ia l  at December 31, 1999 and 1998. 
See Notes 1 and 7 to  the Consolidated Fir,ancial Statements fo r  
additional informat ion 

The r i sk  in  the comniodity t rading port fo l io is measured on a 
daily basis utilizing a Value-at-Risk model to  determine the niaximum 
potent ia l  one-day favorable o r  unfavorable Daily Earnings a t  Risk 
(DER). The DE!? is monitored daily in  comparison to  establ ished 
thresholds Other measures are  a l so  uti l ized t o  monitor the r isk in  
the coniniodity t rading port fo l io on a monthly and annual basis. 

The DER coniputations are  based on a histor ical  simulation, 
which uti l izes price movements over a specified per iod t o  simulate 
fo rward  pr ice curves i n  the energy marke ts  to  est imate the favor-  
able or unfavorable impact of one-day’s pr ice movement on the 
existing port fo l io.  The histor ical  s imulat ion emphasizes the most 
recent market activity, which is considered the most re levant 
predictor of immediate fu tu re  marke t  movements for  natural  g a s ,  
electr ic i ty and petroleum products.  The DER computations uti l ize 
several key assumptions, including a 95% confidence level for  the 
resul tant  pr ice movement and the holding per iod specified for  the  
calculation. Duke Energy’s DER calculat ion includes commodity 
der i va t i v e ins t r u men ts he Id for  t r a d i n g p u r p ose s . T t i  e est  i mated 
potent ia l  one-day favorable or unfavorable inipact on earnings 
before inconie taxes related to commodity der ivat ives held fo r  
t rading purposes at December 31, 1999 and 1996 was approxi- 
mately $10 mill ion. The average est imated potent ia l  one-day 
favorable or unfavorable impact on earnings be fore  inconie taxes 
related to  commodity derivatives held for  t rading purposes was 
approximately $11 niil l ion and $ 5  ni i l l ion dur ing 1999 and 199S, 
respectively The increase in  average 1999 amounts compared 
with 1998 is a result of an increase in  the authorized energy financial 
exposure l imi t  in 1998, which was approved by the  CRMC Changes 
in  markets inconsistent w i th  histor ical  t rends could cause actual 
resul ts to exceed predicted l imits. 

Subsidiaries of  Duke Energy are also exposed t o  market f luc- 
tuations in  the prices of NGLs related to their  ongoing gather ing 
and processing operating activit ies. Duke Energy closely nioni tors 
the r isks associated w i th  NGL pr ice changes on i t s  future opera- 
tions, and where appropriate, uses crude oi l  and natural  gas coin- 
modity instruments to  hedge NGL pr ices Based on a sensi t iv i ty 
analysis as of December 31, 1999, i t  was est imated that i f  NGL 
prices average one cent per gallon less in  2000, earnings be fore  
i n c a n e  taxes would decrease by approximately $6 nii l l ion, af ter  
considering the effect of Duke Energy’s coniniodity hedge positions 
Comparatively, based on Sensitivity analysis as of December 31, 

1998, i f  NGL pr ices would have averaged one cent per  gallon less 
in 1999, it was est imated tha t  earnings before inconie taxes wou ld  
have decreased by approximately $8 nii l l ion 
-EQUITY PRICE RISK Duke Energy main ta ins  t r u s t  funds, 
as requ i red  by the Nuclear Regulatory Comniission, to  fund 
certain costs of nuclear decommissioning. (See Note 11 t o  the  
Consolidated Financial Statements.) As of December 31, 1999 
and 1998, these funds were invested pr imar i l y  in  domestic and 
i n t e r n a t i  o n a I e q u i t y s e c u r i t i es, f i xed - r a t e  , f i x e d - i n co ni e s ec u r i t i e s 
and cash and cash equivalents Management believes that i t s  
exposure to f luctuat ions in  equity pr ices or  interest  rates wi l l  not  
mater ia l ly  af fect  consolidated resul ts of operat ions See fu r ther  
discussion in  the Current Issues, Nuclear Deconiniissioning Costs 
section of  Management’s Discussion and Analysis 
-FOREIGN OPERATIONS RISK Duke Energy i s  exposed to  foreign 
currency r isk,  sovere ign  r i sk  and o ther  fo re ign  opera t ions  
r isk tha t  ar ise f roni  investments i n ’  internat ional  a f f i l i a tes  and 
businesses owned and operated in  foreign countries. T o  mit igate 
risks associated with foreign currency fluctuations, when possible, 
contracts a re  denominated in o r  indexed to  the U.S dol lar  or  may 
be hedged through debt denominated in  the foreign currency 
Duke Energy also uses foreign currency derivatives, where possible, 
to  manage i t s  r isk re la ted  to  foreign currency fluctuations. To 
monitor its currency exchange rate risks, Duke Energy uses sensitivity 
analysis, which measures the impact of a devaluation of the foreign 
currencies t o  which it has exposure. 

A t  December 31, 1999, Duke Energy’s priniary foreign currency 
exchange r a t e  exposures were the Brazi l ian real, the  Austral ian 
dollar and the Canadian dol lar  Exposures t o  other foreign curren- 
cies were not mater ia l  Based on the sensi t iv i ty analysis a t  
December 31, 1999, a 10% devaluation in  the  currency exchange 
rates in Brazil would reduce Duke Energy’s financial posi t ion by 
$65  nii l l ion and would not s igni f icant ly af fect  Duke Energy’s con- 
solidated resul ts of operat ions or cash f lows over the  next twelve 
moi i ths Based on the  sensitivity analysis a t  December 31, 1999, a 
10°/o devaluation in  other foreign currencies were  insigni f icant to  
Duke Energy’s consol idated resul ts o f  operat ions,  f inancial  posi- 
t ion or cash flows Exposures t o  foreign currency r isks were  no t  
mater ia l  to consol idated resul ts of  operat ions,  f inancial posi t ion 
or  cash f lows dur ing 199s. 

CURRENT ISSUES 
-ELECTRIC COMPETITION Wholesale Co m pet1 ti o n The Energy 
Policy Act of 1992 (EPACT) and the FERC’s subsequent rulemaking 
act iv i t ies have establ ished t h e  regulatory f ramework  t o  open the  
wholesale energy market to  compet i t ion EPACT amended provi-  
s ions of the Public Ut i l i ty  Holding Company Act of 1935 and the  
Federal Power Act to  remove certain bar r ie rs  to a compet i t ive 
wholesale market EPACT permits ut i l i t ies to  part ic ipate i n  the 
development o f  independent electr ic generat ing plants fo r  sales 
to  wholesale customers, and also permi ts  the  FERC t o  order t rans- 
mission access fo r  th i rd  part ies to  t ransmission faci l i t ies owned 
by another ent i ty.  It does not, however,  permi t  the FERC to  issue 
an order requir ing t ransmission access to  re ta i l  customers. The 
FERC,  responsible i n  large measure f o r  implementat ion of  EPACT, 
has moved vigorously t o  implement i t s  mandate, interpret ing the  
statute bioadly and issuing orders fo r  th i rd-party t ransmission 
service and a number of ru les of general  applicabil ity, including 
Orders 888 and 869 
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0 p e n - a cc e s s  t r a n s m i ss  i o n f o r  w h o  I e s  a I e cu s t o m e rs a s 
de f i ned  b y  t h e  FERC’s f i na l  r u l e s  p rov ides  energy  supp l i e rs ,  
i nc lud ing  Duke  Energy,  w i t h  oppor tun i t i es  t o  se l l  and  de l i ve r  
capac i t y  and  energy  a t  marke t -based  p r i ces  Duke  Energy arid 
seve ra l  of i t s  n o n - r e g u l a t e d  subs id ia r i es  have  been  g r a n t e d  
a u t h o r i t y  b y  t h e  FERC t o  a c t  a s  p o w e r  m a r k e t e r s  E lec t r i c  
Opera t i ons  ob ta ined  f r o n i  t h e  FERC open-access r u l e  the  r i g h t s  t o  
s e l l  capac i t y  and  energy  a t  marke t -based  r a t e s  f ron i  i t s  o w n  
assets .  Open access p rov ides  ano the r  supply  op t i on  th rough  w h i c h  
Elect r ic  Opera t i ons  can pu rchase  a t  a t t rac t i ve  r a t e s  a p o r t i o n  o f  
capac i t y  and  energy  r e q u i r e m e n t s  resu l t i ng  i n  l o w e r  ove ra l l  costs 
t o  cus tomers  Open access a l so  p rov ides  Elect r ic  Opera t i ons ’  
ex i s t i n g w h o  I e s a I e c u s t o m  e r s w i t h coni  p e t i t i v e o p p o r t u 11 it i e s t o  
seek  o t h e r  supp l i e rs  fo r  t he i r  capaci ty  and  energy  req i i r ren ien ts  

On December  20, 1999,  t h e  FERC i ssued  i t s  Orde r  No 2000 
r e g a r d i n g  Regional  T ransmiss ion  Organizat ions (RTOs) I n  i t s  
o rde r ,  t he  FERC s t r e s s e d  the  vo lun ta ry  r i a t i i r e  o f  RTO par t i c i pa t i on  
by u t i l i t i es  a n d  sets m i n i m u m  charac te r i s t i cs  and  func t i ons  t h a t  
n i i i s t  be  m e t  by u t i l i t i es  t h a t  pa r t i c i pa te  i n  a n  RTO The o r d e r  p ro -  
v ides  f o r  an  open,  f l ex ib le  s t r u c t u r e  f o r  RTOs t o  n ieet  t he  needs  of 
t he  market ,  and  prov ides fo r  t he  poss ib i l i ty  o f  incent ive ratemaking 
a n d  o t h e r  b e n e f i t s  f o r  u t i l i t i es  t h a t  p a i t i c i p a t e  i n  a i l  RTO 

The  cha rac te r i s t i cs  f o r  accep tab le  RTOs inc lude indepen-  
dence f r o n i  n iar l te t  pa r t i c i pan ts ,  ope ra t i ona l  con t ro l  ove r  a reg ion  
of su f f i c i en t  scope t o  suppor t  e f f i c i en t  and  nond isc r im ina to ry  
markets ,  and  exc lus ive author i ty  t o  mainta in  sho r t - te rm re l iab i l i ty  
The o r d e r  r e q u i r e s  each u t i l i t y  sub jec t  t o  t h e  j u r i sd i c t i on  o f  t h e  
FERC a n d  n o t  a l ready  in a FERC-approved RTO t o  make  a f i l i ng  b y  
O c t o b e r  1 5 ,  2000,  t h a t  e i t h e r  p r o p o s e s  p a r t i c i p a t i o n  i n  a n  
RTO t h a t  w i l l  be  i n  ope ra t i on  n o  l a te r  t han  December  15,  2001, 
o r  p rov ides  a s t a t u s  r e p o r t  on t h e  u t i l i t y ’ s  p rog ress  t o w a r d s  
pa r t i c i pa t i on  i n  a n  RTO 

Because O r d e r  No 2000 has  j u s t  been  issued,  and  n iay b e  
rev i sed  i n  ce r ta in  respec ts ,  management  canno t  e s t i m a t e  i t s  
e f f e c t  on f u t u r e  conso l i da ted  r e s u l t s  of ope ra t i ons  o r  f i nanc ia l  
pos i t i on .  

Re ta i l  Compe t i t i on  Current ly ,  E lect ]  ic Opera t i ons  o p e r a t e s  
as a ve r t i ca l l y  i n teg ra ted ,  i nves to r -owned  u t i l i t y  w i t h  exc lus ive 
r i g h t s  to  supp ly  e lec t r i c i t y  i n  a f ranch ised  se rv i ce  t e r r i t o r y  - a 
20,000-square-mi le  Serv ice t e r r i t o r y  i n  t h e  Caro l i nas  I n  i t s  r e t a i l  
bus iness,  t h e  NCUC and  t h e  PSCSC regu la te  Elect r ic  Opera t i ons ’  
se rv i ce  and  r a t e s  

Elect r ic  i ndus t r y  r e s t r u c t u r i n g  i s  be ing  addressed  i n  a l l  50 
s ta tes  a n d  i n  t h e  D i s t r i c t  o f  Columbia These r e s t r u c t u i i n g s  w i l l  
l i ke l y  i m p a c t  a l l  en t i t t es  o w n i n g  e lec t r i c  genera t i ng  asse ts  The 
NCUC and  t h e  PSCSC a r e  s tudy ing  the  m e r i t s  o f  r e s t r u c t u r i n g  the  
elect i- ic u t i l i ty  indust ry  in the  Caro l inas Dur ing  1999 ,  t h i e e  e lect r ic  
u t i l i t y  r e s t r u c t u r i n g  b i l l s  w e r e  f i l ed  i n  Sou th  Caro l i na ’ s  House  of 
Represen ta t i ves  A l l  t h r e e  b i l l s  w o u l d  i n t roduce  compe t i t i on  w h i l e  
a l l ow ing  u t i l i t i es  to  recove r  s t r a n d e d  costs ,  and  have t rans i t i on  
and  phase- in  pe r iods  rang ing  f r o n i  f i ve  t o  s ix  years.  A t ask  f o r c e  
fo rn ied  by the  Sou th  Caro l ina Sena te  i s  a l so  examin ing  i ssues  
r e l a t e d  t o  de regu la t i on  o f  t he  state’s e lec t r i c  u t i l i t y  br is iness 
Th is  task f o r c e  w i l l  p r e p a r e  a r e p o r t  for rev iew ,  d i scuss ion  and 
p o s s i b l e  l e g i s l a t i v e  a c t i o n  by t h e  s t a t e ’ s  Sena te  J u d i c i a r y  
Conin l i t tee and  Genera l  Assembly as  a who le  

I n  M a y  1997,  N o r t h  Caro l ina passed  a b i l l  t h a t  es tab l i shed  a 
s tudy  c o n i i i ~ i s s i o n  t o  examine w h e t h e r  compe t i t i on  shou ld  b e  
i n ip len ien ted  i n  t h e  s ta te  M e m b e r s  of  t h i s  commiss ion  i nc lude  
leg is la tors ,  customers,  u t i l i t ies  and  a meniber  of a n  env i ronmen ta l  

group.  The s tudy  conin i iss ion expec ts  t o  i ssue  i t s  r e p o r t  t o  the  
Genera l  Assemb ly  i n  2000 

One of  the s ign i f i can t  i ssues  the  study conin i iss ion mus t  
add ress  i s  t he  approx ima te l y  $6 b i l l i on  o f  deb t  i ssued  b y  t h e  t w o  
N o r t h  C a i o l i n a  mun ic ipa l  agenc ies  ( N o r t h  Caro l i na  Mun tc ipa l  
Power  Agency Number  1 and  the N o r t h  Caro l ina Eas te rn  Mun ic ipa l  
Agency). Th i s  d e b t  i s  r e l a t e d  t o  t h e i r  j o in t  o w n e r s h i p  of genera t i on  
asse ts  w i t h  Duke  Energy and  Caro l i na  Power  SI L igh t  (CP&L). The  
ni II n i c i pa I pow e r agencies ’  i i ie mb e r mun ic ipa l i t i es  c u r r e n t  I y have 
e lec t r i c  r a t e s  h ighe r  than  e i the r  Duke  Energy o i  CP&L a n d  a r e  
fac ing  s ign i f i can t  r a t e  i nc reases  i n  t h e  f u t u r e  t o  se rv i ce  t l i e  deb t  
As a result, t l ie  power agencies’ debt and electr ic ra tes a l e  econoniic 
deve lopmen t  i ssues  for t h e  5 1  p o w e r  agency n iun i c ipa l i t i es  and, 
b y  extens ion,  f o r  t he  s t a t e  as a who le  

On Oc tober  26 and  27 ,1999 ,  a t  t he  r e q u e s t  of t h e  s tudy  com- 
miss ion,  f o u r  p roposa ls  w e r e  subn i i t t ed  to  reso lve  the  n iun icrpal  
deb t  issue,  o n e  o f  wh ich  w a s  a j o i n t  Duke  Er ie igy-CP&L p roposa l  
The  s tudy  commiss ion  expec ts  to  inc lude  a recommenda t ion  t o  
reso lve  the  mun ic ipa l  debt issue in  i t s  i e p o r t  t o  the  Genera l  
Assenib ly  i n  2000 

M o r e  t h a n  a dozen b i l l s  o n  e lec t r i c  r e s t r u c t u r i n g  have been  
in t roduced  i n  the  l a s t  sess ion  o f  Congress On Oc tober  27, 1999 
the  U S. House  Conin ierce Subcommi t tee  o n  Energy a n d  Power  
v o t e d  t o  m o v e  H.R 2944,  “ T h e  E l e c t r i c i t y  C o m p e t i t i o n  and  
Re l i ab i l i t y  Act,” t o  t h e  fu l l  Commerce  Coni rn i t tee The  p r i m a r y  
r e s t r u c t u r i n g  i ssues  addressed  inc lude  repea l  of m a j o r  p rov i s ions  
of  t h e  Publ ic  U t i l i t y  Ho ld ing  Company Act  and  t h e  Publ ic  U t i l i t y  
Re y u I a t  o r y Po I i c i es  Act  , r e  I I a b  i 1 i t  y , t r a n s n i  i s s i o n, n u  c I e a r de c o 111- 
m iss ion ing  and  state au tho r i t y  

C u r r e  ii t I y , t h e e I e c t r i c u t i I i t y i n d ti s t r y i s p r e  d o m i n a n t I y 
r e g u l a t e d  on a b a s i s  des igned  to recove r  t h e  cost of p rov id ing  
e lec t r i c  power  to  cus tomers  If cos t -based  regu la t i on  w e r e  to  b e  
d i scon t inued  i n  t h e  i ndus t r y  f o r  a n y  reason,  i nc lud ing  compe t i t i ve  
p ressu re  on the  cost -based p r i ces  o f  e lect r ic i ty ,  p r o f i t s  cou ld  be  
reduced  and  e lec t r i c  u t i l i t i es  m i g h t  be  requ i red  to  reduce  the i r  
a s s e t  ba lances  t o  r e f l e c t  a m a r k e t  b a s i s  l e s s  t h a n  c o s t  
Discont inuance of cos t -based  regu la t i on  w o u l d  a l so  r e q u i r e  a f fec t -  
e d  u t i l i t i es  to  w r i t e  o f f  t he i r  assoc ia ted  r e g u l a t o i y  asse ts  Duke 
Energy ’s  r e g u l a t o r y  asse ts  a r e  i nc luded  i n  the  Conso l i da ted  
Balance Sheets. The  po r t i on  o f  t h e s e  regu la to ry  asse ts  r e l a t e d  t o  
Elect r ic  Operat ions is approx imate ly  $1 4 b i l l ion,  inc lud ing p r imar i l y  
pu rchased  capaci ty  costs, deb t  expense and  de fe r red  taxes re la ted  
to  regu la to ry  asse ts  Duke Energy i s  recove r ing  subs tan t i a l l y  a l l  of 
t hese  regu la to ry  asse ts  t h r o u g h  i t s  c u r r e n t  who lesa le  and  r e t a i l  
e lec t r i c  r a t e s  a n d  w o u l d  a t t e m p t  t o  con t inue  t o  recove r  these  
asse ts  du r ing  a t rans i t i on  t o  compe t i t i on  I n  addi t ion,  Duke  Energy 
wou ld  seek t o  recove r  the  costs  o f  i t s  e lec t r i c  genera t i ng  fac i l i t i es  
i n  excess of t l ie  m a r k e t  p t i c e  of p o w e r  a t  t h e  t i m e  o f  t rans i t i on  

Duke  Energy suppor t s  a p roper l y  n ianaged and  o t d e r l y  t r a n -  
s i t i on  t o  compe t i t i ve  genera t ton  and re ta i l  serv ices in the  e lec t r i c  
i n d u s t r y H o w e v e r  , t r a n s f o r ni i n g t h e c ~i r r e n t r e g  u I a t  e d i n d us t r y 
i n to  ef f ic ient ,  compe t i t i ve  genera t i on  and  re ta i l  e lec t r i c  m a r k e t s  i s  
a comp lex  under tak ing ,  w h i c h  w i l l  r e q u i r e  a ca re fu l l y  cons ide red  
t rans i t i on  to  a r e s t r u c t u r e d  e lec t r i c  i ndus t r y  The key t o  e f fec t i ve  
r e t a i l  compe t i t i on  i s  f a i rness  among  cus tomers ,  se rv i ce  p r o v i d e r s  
and  investors .  Duke Energy i n tends  t o  con t inue  t o  w o r k  w i t h  cus-  
tomers ,  l eg i s la to rs  and  regu la to rs  t o  add ress  a l l  t l i e  i m p o r t a n t  
i ssues  Managen ien t  cu r ren t l y  canno t  p red ic t  t l i e  in ipact ,  i f  any, of 
t h e s e  compe t i t i ve  fo rces  on f u t u r e  conso l i da ted  resu l t s  o f  ope ra -  
t i ons  o r  f i nanc ia l  pos i t i on  
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-NATURAL GAS COMPETITION Who lesa le  Compet i t i on  On Ju l y  
29, 1998,  t h e  F E R C  i ssued  a Not ice of Proposed  Rulemaking 
(NOPR) on s h o r t - t e r m  n a t u r a l  gas  t r a n s p o r t a t i o n  serv ices,  w h i c h  
p roposed  a n  i n t e g r a t e d  package  of rev i s ions  to  i t s  regu la t i ons  
gove rn ing  i n t e r s t a t e  n a t u r a l  g a s  p ipe l ines.  "Shor t  t e r n i "  has been  
de f i ned  i n  the  NOPR as a l l  t r ansac t i ons  o f  l ess  than  one  yea r  
Under  t h e  p roposed  approach ,  cos t -based  regu la t i on  w o u l d  h e  
e I i ni i na  t e d f o r  sho r t - t e rm t r a n s p o  r t a t i o n a n d r e p  1 aced by r e  g u I a t  o r  y 
p o I i c i e s i ii t e n de d t o  m a  x I ni I z e c o n i  p e t i t i o n i n the  s h o r t - t e  r n i  
t ranspor ta t i on  market ,  m i t i ga te  the  abi l i ty  o f  companies to  exerc ise 
res idua l  n ionopoly  p o w e r  and  p rov ide  oppor tun i t i es  f o r  g r e a t e r  
f l ex ib i l i t y  i n  p rov id ing  p ipe l i ne  se rv i ces  The  p roposed  changes 
inc lude  i n i t i a t i v e s  to  r e v i s e  p i p e l i n e  schedu l i ng  p r o c e d u r e s ,  
r e c e i p t  a n d  d e l i v e r y  p o i n t  p o l i c i e s  a n d  p e n a l t y  p o l i c i e s ,  a n d  
r e q u i r e  p ipe l i nes  t o  auc t i on  s h o r t - t e r m  capaci ty .  O the r  p roposed  
changes w o u l d  improve  the  FERC's r e p o r t i n g  requ i remen ts ,  p e r n i i t  
p ipe l i nes  to  nego t ia te  r a t e s  and  t e r m s  of  serv ices,  and  rev i se  
ce r ta in  r a t e  and  ce r t i f i ca te  po l i c i es  t h a t  a f fec t  compe t i t i on .  

I n  con junc t i on  w i t h  the  NOPR, the  FERC a lso  i ssued  a No t i ce  
o f  I n q u i r y  (NOI )  on i t s  p r i c ing  po l i c i es  i n  t h e  ex i s t i ng  l o n g - t e i n i  
m a r k e t  and  p r i c ing  po l i c i es  f o r  n e w  capaci ty  The FERC seeks  com- 
men ts  on whe the r  i t s  po l i c i es  a r e  b iased  t o w a r d  e i t h e r  s h o r t - t e r m  
o r  l o n g - t e r m  serv ice,  p rov ide  accu ra te  p r i c e  s ignals  and  t h e  r i g h t  
i ncen t i ves  f o r  p ipe l i nes  to  p rov ide  op t ima l  t ranspor ta t i on  se rv i ces  
and  cons t ruc t  f ac i l i t i es  t h a t  m e e t  f u t u r e  demand  a n d  do  n o t  r e s u l t  
i n  ove r  bu i l d ing  and  excess  capaci ty .  Corrinients on t h e  NOPR 
and  NOS w e r e  due  in  Apr i l  1 9 9 9  On Sep tember  15,  1999 ,  t h e  
FERC i ssued  a n e w  pol icy  s t a t e m e n t  o n  ce r t i f y i ng  n e w  i n t e r s t a t e  
capac i t y  in response  to  con imen ts  f i l e d  o n  t h e  ce r t i f i ca te  i ssues  
ra i sed  i n  the  NOPR. 

Because the  u l t i m a t e  reso lu t i on  o f  t hese  i ssues  i s  unknown,  
management  canno t  e s t i m a t e  the  e f fec ts  of t hese  m a t t e r s  on 
f u t u r e  conso l i da ted  resu l t s  o f  ope ra t i ons  o r  f i nanc ia l  pos i t i on  

Re ta i l  Compe t i t i on  Changes i n  regu la t i on  t o  a l l o w  r e t a i l  
con ipe t i t i on  cou ld  a f fec t  Duke  Energy 's  na tu ra l  gas  t r a n s p o r t a t i o n  
con t rac ts  w i t h  l oca l  gas d i s t r i bu t i on  compan ies  Na tu ra l  gas r e t a i l  
de regu la t i on  i s  i n  t h e  very e a r l y  s tages  of  deve lopmen t  and  man-  
agemen t  cannot  es t ima te  t h e  e f fec ts  of t h i s  m a t t e r  on f u t u r e  con- 
so l i da ted  resu l t s  o f  ope ra t i ons  o r  f i nanc ia l  pos i t ton.  
-NUCLEAR DECOMMISSIONING COSTS Duke  Energy 's  e s t i m a t e d  
s i t  e-spec i f ic n uc lea r de co m ni i ss  i on  i n g  cos ts  t o t  a I a p p rox  i i l i a  t e l  y 
$1 9 b i l l i on  s t a t e d  in 1 9 9 9  do l l a rs  b a s e d  on decommiss ion ing  s tud-  
i es  comp le ted  i n  1999.  This  e s t i m a t e  i nc ludes  t h e  c o s t  o f  deconi -  
n i iss ion ing p lan t  coniponents n o t  sub jec t  t o  rad ioac t i ve  contani i -  
na t i on  Duke Energy con t r i bu tes  to  a n  ex te rna l  decommiss ion ing  
t r u s t  f u n d  and  ma in ta ins  an  i n te rna l  r e s e r v e  t o  fund  these  costs .  

The  balance of t h e  ex te rna l  f u n d s  a s  o f  December  31, 1999  
and  1 9 9 6  w a s  $703 m i l l i o n  a n d  $5SO ni i l l ion,  r e s p e c t i v e l y  The 
ba lance  o f  t he  i n te rna l  rese rve  a s  o f  December  31, 1 9 9 9  and  1 9 9 s  
w a s  $223  n i i l l ion and  $217 ni i l l io r i ,  r espec t i ve l y ,  a n d  i s  re f l ec ted  i n  
t h e  Consol idated Balance Sheets a s  Accumu la ted  Deprec ia t i on  and  
A n ior  t iza ti o n 

Bo th  the  IVCUC and  t h e  PSCSC have g r a n t e d  Duke  Energy 
recove ry  of es t ima ted  decommiss ion ing  cos ts  t h r o u g h  r e t a i l  r a t e s  
ove r  the  expected rema in ing  se rv i ce  p e r i o d s  o f  i t s  nuc lea r  p l a n t s  
Management  be l ieves t h a t  f und i i i g  of t he  decomni iss iontng cos ts  
w i l t  n o t  have a ma te r ia l  adve rse  e f f e c t  o n  conso l i da ted  r e s u l t s  of 
ope ra t i ons  o r  f i nanc ia l  p-osition. See N o t e  11 to  t h e  Conso l i da ted  
F i n a n c i a I S ta t  e in e 11 t s f 0 r add  it i o n a I i n f o r n i  a t i o fl 

As of  December 31,  1 9 9 9  and  1 9 9 s )  the  ex te rna l  decommis -  

s ion ing  t r u s t  f und  w a s  inves ted  p r i m a r i l y  i n  domes t i c  and  in te rna -  
t i o na  l eq  u i ty  s ec u r i t i e s, f i xed- r a t e ,  f i xe d- i  n co me  sec u r i t i e s  a n d 
cash  and  cash  equ iva len ts  M a i n t a i n i n g  a p o r t f o l i o  t h a t  i nc ludes  
l ong - te rm equi ty  i nves tmen ts  n iax im izes  the  r e t u r n s  t o  b e  u t i l i zed  
to fund nuc lear  decommiss ion ing,  wh ich  in the  l ong - te rm w i l l  b e t t e r  
co r re la te  to i n f l a t i ona ry  i n c i e a s e s  i n  decommiss ion ing  cos ts  
However ,  t he  equ i t y  secu r i t i es  i nc luded  i n  Duke  Energy 's  p o r t f o l i o  
a re  exposed t o  pr ice f luctuat ions i n  equi ty  markets ,  arid the f ixed- 
rate, f ixed- income secur i t ies  are exposed to changes in in terest  ra tes.  

Duke  Energy ac t i ve l y  m o n i t o r s  i t s  p o r t f o l i o  b y  benchmark ing  
t h e  p e r f o r m a n c e  of i t s  i nves tn ien ts  aga ins t  ce r ta in  i ndexes  and  b y  
mainta in ing,  and  per iod ica l ly  rev iewing,  estab l ished t a r g e t  a l loca-  
t i on  percentages of t he  assets  i n  i ts  t r u s t s  Because the  account ing 
f o r  nuc lea r  deconin i iss ion ing recogn izes  t h a t  costs  a r e  recove red  
th rough  the  E lec t r i c  Opera t i ons  segmen t ' s  ra tes ,  f l uc tua t i ons  i n  
equ i t y  p r i ces  o r  i n t e r e s t  r a t e s  do  n o t  a f f e c t  conso l i da ted  r e s u l t s  
o f  ope ra t i ons .  
-ENVIRONMENTAL Duke Energy is sub jec t  t o  in ternat ional ,  federa l ,  
s t a t e  and  loca l  regu la t i ons  rega rd ing  a i r  a n d  w a t e r  qual i ty ,  i a r -  
ardous and  sol id was te  d isposal  and  o the r  env i ron i i ier i ta l  m a t t e r s  

M a n u f a c t u r e d  Gas P lan ts  a n d  Super fund  S i tes  Duke Energy 
w a s  an o p e r a t o r  o f  manu fac tu red  g a s  p l a n t s  u n t i l  t he  e a r l y  1950s 
and  has e n t e r e d  i i i t o  a coopera t i ve  e f fo r t  w i t h  the  S ta te  o f  N o r t h  
Caro l ina and  o t h e r  o w n e r s  of c e r t a i n  f o r m e r  manu fac tu red  gas  
p lan t  s i t es  t o  i nves t i ga te  and,  w h e r e  necessary,  remed ia te  these  
con tamina ted  s i t es  The S ta te  of Sou th  Caro l ina has exp ressed  
i n t e r e s t  i n  e n t e r i n g  i n t o  a s in i i l a r  a r ranger r i en t  Duke  Energy i s  
cons ide red  by r e g u l a t o r s  to  be  a po ten t i a l l y  respons ib le  p a r t y  a n d  
may  b e  sub jec t  t o  f u t u r e  l i ab i l i t y  a t  seven fede ra l  Super fund  s i t e s  
and  two s t a t e  Super fund  s i t es  W h i l e  the  c o s t  of remed ia t i on  o f  
t h e  rema in ing  s i t es  may  b e  subs tan t i a l ,  Duke  Energy w i l l  sha re  In 
any l i ab i l i t y  assoc ia ted  w i t h  remed ia t i on  o f  con tamina t ion  a t  such  
s i t e s  w i t h  o t h e r  po ten t i a l l y  respons ib le  pa r t i es  k i lanagement  
be l i eves  t h a t  r e s o l u t i o n  o f  t hese  n i a t i e r s  w i l l  no t  have a m a t e r i a l  
adve rse  e f fec t  on  conso l i da ted  r e s u l t s  of ope ra t i ons  o r  f i nanc ia l  
pos  I t I O  I1 

PCB (Po lych lo r i na ted  Biphenyl )  Assessmen t  a n d  Clean-up 
P r o g r a m s  I n  June 1999,  t h e  Env i ronmen ta l  P ro tec t i on  Agency 
(EPA) c e r t i f i e d  that .TETC0,  a w h o l l y  a w n e d  subs id ia ry  o f  Duke  
Energy,  h a d  comp le ted  c lean  u p  o f  PCB con tamina ted  s i t es  under  
cond i t i ons  s t i p u l a t e d  by a U.S Consen t  Dec ree  i n  19S9. TETCO i s  
r e q u i r e d  to  con t inue  g r o u n d w a t e r  m o n i t o r i n g  on a number  o f  s i t es  
f o r  a t  l eas t  t h e  nex t  t w o  y e a r s  T h e  es t ima ted  cos t  of such  i i ion i -  
t o r i n g  i s  n o t  m a t e r i a l  

Under  t e r m s  of  t h e  a g r e e m e n t  w i t h  CMS d iscussed  i n  No te  2 
t o  t he  Conso i i da ted  F inancia l  S ta temen ts ,  Duke  Energy i s  ob l i ga t -  
e d  to  comp le te  c lean -up  of  p rev ious l y  i den t i f i ed  con tan i i na t i on  a t  
c e r t a i n  ag reed-upon  s i t es  on t h e  PEPL and  Trur ik l ine sys tems  
These c lean -up  p r o g r a m s  a r e  expec ted  t o  con t inue  u n t i l  2001 The 
con tamina t ion  r e s u l t e d  f r o i n  t h e  p a s t  use  o f  l ub r i can ts  con ta in ing  
PCBs and  the  p r i o r  use  of  w a s t e w a t e r  co l l ec t i on  fac i l i t i es  and  
o t h e r  on -s i t e  d i sposa l  a r e a s  Soi l  a n d  sed imen t  tes t i ng ,  t o  da te ,  
has d e t e c t e d  no  s ign i f i can t  o f f - s i t e  con tan i i na t i on  Duke  Energy 
has commun ica ted  w i t h  t h e  EPA a n d  a p p r o p r i a t e  s ta te  r e g u l a t o r y  
agenc ies  on t h e s e  m a t t e r s  

A t  December  31, 1 9 9 9  a n d  1998 ,  rema in ing  e s t i m a t e d  c lean -  
up cos ts  a n  the  TETCO, PEPL and  T runk l i ne  sys tems  w e r e  acc rued  
a n d  i n c l u d e d  i n  t h e  C o n s o l i d a t e d  Ba lance  Shee ts  a s  O t h e r  
C u r r e n t  L iab i l i t i es  a n d  Env i ronmen ta l  Clean-up L iab i l i t i es  These 
cos t  es t i n ia tes  r e p r e s e n t  g ross  c lean -up  cos ts  expec ted  t o  be  
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Incurred, have not been discounted or reduced by customer recov-
e r i es  and  gene ra l l y  do  no t  i nc l ude  fines,  pena l t i es  o r  th i rd -pa r ty
claims  Costs expected to be recovered from customers have been
defer red and are rncluded  in t he  Conso l i da ted  Ba lance  Shee ts  as
Env i ronmen ta l  C lean -up  Cos ts

The federal and state clean-up programs are not expected to
Inter rupt  or  dlmlnlsh  Duke  Ene rgy ’ s  ability  t o  de l i ve r  na tu ra l  gas
to  cus tomers  Based  on  Duke  Ene rgy ’ s  expe r i ence  t o  da te  and
cos ts  i ncu r red  fo r  c l ean -up  ope ra t i ons ,  managemen t  be l i eves  the
reso lu t i on  o f  ma t te rs  re la t i ng  to  the  env i ronmen ta l  issues  (IIS-
c u s s e d  a b o v e  WIII no t  have  a  ma te r ia l  adve rse  e f fec t  on  consoII-
dated results of operations or financial position

Air  Qua l i t y  Con t ro l  The  C lean  Air  Ac t  Amendments  o f  1990
requr re  a  two-phase  reduc t ion  by  electric  utllltles  In aggregate
annua l  emlsslons  o f  su l f u r  dioxide  and  n i t rogen  oxide  by  2000
Duke  Ene rgy  cu r ren t l y  mee ts  a l l  requlrements  o f  Phase  I  Duke
Energy  suppo r t s  t he  na t i ona l  ob jec t i ve  o f  p ro tec t i ng  air  q u a l i t y  In
the  mos t  cos t -e f fec t i ve  manner ,  and  has  a l ready  reduced  emls-
sions  by  ope ra t i ng  p lan ts  efficiently,  using  nuc lea r  and  hyd roe lec -
t r i c  generatlon  and Implementrng  v a r i o u s  c o m p l i a n c e  s t r a t e g i e s
To  mee t  Phase  I I  requ i remen ts  by  2000 ,  Duke  Energy ’ s  cu r ren t
s t r a tegy  I nc l udes  using  l o w - s u l f u r  c o a l ,  purchasing  su l f u r  dloxrde
emlsslon  a l l o w a n c e s  a n d  InstallIng  l ow-n i t r ogen  oxide  burners
and emission  monltorrng  equ ipmen t  Cons t ruc t i on  ac t i v i t i es  need -
e d  t o  c o m p l y  with  Phase  I I  requ i rements  will  be  comp le ted  In the
spring  o f  2 0 0 0 ,  a l l o w i n g  c o m p l i a n c e  with  year  2000  Phase  I I
requ i rements .  AddItional  a n n u a l  o p e r a t i n g  e x p e n s e s  o f  a p p r o x i -
m a t e l y  $ 2 5  m i l l i o n  f o r  l o w - s u l f u r  c o a l  p r e m i u m s ,  e m i s s i o n
a l l owance  pu rchases  and  o the r  comp l i ance  actlvrtles  wdl  occu r
a f te r  2000.  This  s t ra tegy  I S  con t i ngen t  upon  deve lopmen ts  In
f u t u re  marke t s  f o r  em iss i on  a l l owances ,  l ow -su l f u r  coa l ,  f u t u re
regu la to ry  and  leglslatlve  a c t i o n s  a n d  a d v a n c e s  in c l e a n  air  tech-
nologies.

In  Oc tobe r  1998 ,  t he  EPA I ssued  a  f i na l  ru l rng  on  reg iona l
ozone  con t ro l  which  requ i res  rev i sed  S ta te  Implementation  P l a n s
for 22 eastern states and the District  of Columbia. This  EPA ruling
I S  being  c h a l l e n g e d  in  cou r t  by  va r i ous  s ta tes ,  I ndus t r y  and  o the r
In te res ts ,  Including  the  s ta tes  o f  Nor th  Caro l ina  and  Sou th
Carolina and Duke Energy. In May 1999, the court ordered that no
state need submit  a plan “pending further order of the court ” The
EPA has  under taken  o the r  ozone- re la ted  ac t i ons  having  v i r t u a l l y
Identical  g o a l s  T h e s e  a c t i o n s  h a v e  likewise  been  cha l l enged  by
the  same or  slnillar  pa r t i es  The  reso lu t i on  o f  t he  Oc tobe r  1998
action IS expected to resolve these other ozone-related actions as
we l l  The  Nor th  Ca ro l i na  Env i ronmen ta l  Managemen t  Commiss ion
I S  cons ide r i ng  seve ra l  compe t i ng  p roposa l s  t o  reduce  utility
emlsslons  o f  n i t rogen  oxide.  A  p roposed  ru le  I S  a n t i c i p a t e d  In
March 2000 with a final  rule In  September 2000. Depending on the
resolutton  of these matters, costs to Duke Energy may range from
a p p r o x i m a t e l y  $ 1 0 0  million  to  $600 mllllon  f o r  add i t i ona l  cap i t a l
improvemen ts

In October 1999, the EPA sent Duke Energy a request seeking
InformatIon  on  Duke  Power ’ s  repa i r  and  ma in tenance  o f  its  coal-
flred  p l a n t s  since  1978.  This  I S  pa r t  o f  t he  EPA ’s  New Source
Reviews (NSR) enforcement inltlative,  in which the EPA claims that
utllltles  and  o the rs  have  commItted  w i d e s p r e a d  v i o l a t i o n s  o f  t h e
Clean Air Act permitting requirements  for the past quarter century.
In  November  1999 ,  the  EPA filed  s u i t  a g a i n s t  s e v e n  u t i l i t i e s
and Issued  an  adminlstrattve  o rde r  t o  Tennessee  Va l l ey  Authority
alleging numerous NSR permlttrng  violations  The EPA’s allegations
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run  coun te r  to  p rev ious  EPA gu idance  regard ing  the  appllcablhty
of the NSR permlttmg  requirements Duke Power, along with  several
o ther  utlllttes,  has  rou t ine ly  under taken  the  t ype  o f  repa i r ,
r ep lacemen t ,  and  ma in tenance  p ro jec t s  t ha t  t he  EPA now  c l a ims
are Illegal. A suit has not been Instituted against Duke Energy, and
while  it I S  t oo  ea r l y  t o  p red i c t  any  consequences ,  Duke  Ene rgy
b e l i e v e s  t h a t  a l l  o f  I t s  e l e c t r i c  g e n e r a t i o n  units  a re  proper ly
permi t ted  and  have  been  p roper l y  maIntaIned  B e c a u s e  t h i s
mat ter  I S  in  its  mos t  p re l im ina ry  s tage  with  respec t  to  Duke
Energy ,  management  canno t  es t ima te  the  e f fec ts  o f  these  mat te rs
on  fu tu re  conso l i da ted  resu l t s  o f  ope ra t i ons  o r  financial  p o s i t i o n .

In  December  1997,  the  United  Na t i ons  he ld  nego t i a t i ons  in
Kyoto, Japan to deternine  how to minimize  global warmtng  caused
by ,  among  o the r  th ings ,  ca rbon  dioxide  emlsslons  f rom fossil-fired
genera t ing  facllltles  and  methane  f rom na tu ra l  gas  opera t ions
Fur ther  negotlatlons  in November  1998 resu t ted  in a  wo rk  p l an  t o
comp le te  the  ope ra t i ona l  de ta i l s  o f  t he  Kyo to  ag reemen t  by  l a te
2000 .  I f  th rs  lnltlative  I S  adopted  In Its  cur rent  fo rm,  tt c o u l d  h a v e
fa r  reach ing  impllcatlons  to  Duke  Energy  and  the  en t i re  energy
i n d u s t r y  B e c a u s e  this  mat ter  I S  III  t h e  e a r l y  s t a g e s  o f  d i s c u s s i o n ,
managemen t  canno t  es t ima te  the  e f fec t s  on  fu tu re  conso l i da ted
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On January  4, 2000,  Duke  Energy announced  t h a t  it h a d  
e n t e r e d  i n to  a de f i n i t i ve  a g r e e m e n t  t o  purchase,  for  $386 mi l l ion,  
100% of t he  s tock  of El Paso  Energy Corporat ion ’s  wholly o w n e d  
subsid iary ,  East Tennessee Na tu ra l  Gas Company, a 1,100-mi le  
p ipe l i ne  t h a t  c rosses  Duke  Energy ’ s  TETCO p ipe l i ne  and  se rves  the  
sou theas te rn  reg ion  of t h e  U S. 

B o t h  t ransac t i ons  a r e  sub jec t  t o  regu la to ry  app rova l  a n d  a r e  
expec ted  to c lose i n  t h e f i i s t  q u a r t e r  o f  2000. 

I n  January 2000, Duke Energy completed a tender  o f fe r  t o  the  
minor i ty  shareholders of Paranapanema and  successful ly acqui red an  
addit ional 51% economic in terest  in the  company fo r  approximately 
$260  m i l l i on  This  i nc reased  Duke  Energy ’s  economic owne t  sh ip  
f r o m  approx ima te l y  44% t o  approx ima te l y  95%. 
-FORWARD-LOOKING STATEMENTS From t i m e  t o  t ime ,  Duke 
Energy’s repo r t s ,  f i l i ngs  and  o the r  publ ic  announcements  may  
i n ct u de  a ssu m p t I o i is, p ro jec  t i o  n s, expec t  a t i  on s, i n t e n t i on  s o r 
be l i e f s  a b o u t  f u t u r e  events .  These s ta temen ts  a r e  i n tended  a s  
“ f o r w a r d -  Io  o k i n g s t a t e  p i  e n  t s ”  u n d e r t t i  e P r i va  t e  Sec u r i t 1 e s 
L i t i ga t i on  Re fo rm Act  o f  1995  Duke  Energy cau t ions  t h a t  assump- 
t i ons ,  p ro jec t i ons ,  expec ta t i ons ,  i n ten t i ons  o r  be l i e f s  abou t  f u t u r e  
even ts  may  and  o f t e n  do vary f r o m  ac tua l  r e s u l t s  and  t h e  d i f f e r -  
ences be  t w  e e ii ass u m p  t i o ns, p r o j  ec t i o ns, expect  a t  io lis, i n t e n  t i o ns 
o r  be l i e f s  and  Ectual  r e s u l t s  can b e  ma te r ia l  Accord ing ly ,  t h e r e  

can b e  no  assu rance  t h a t  ac tua l  r e s u l t s  w i l l  n o t  d i f f e r  n ia te r i a l l y  
f r o m  those  exp ressed  or imp l i ed  by t h e  fo rward - look ing  s ta te -  
men ts .  Some of  t h e  fac to rs  t h a t  cou ld  cause  ac t i i a l  ach ievemen ts  
and  even ts  t o  d i f f e r  n ia te r i a l l y  f r o m  those exp ressed  o r  imp l i ed  i n  
such  f o r w a r d - l o o k i n g  s t a t e m e n t s  i nc lude  s tate,  f ede ra l  and  fo r -  
e ign  l eg i s la t i ve  and  regu la to ry  i n i t i a t i ves  t h a t  a f fec t  cos t  and  
inves tmen t  recove ry ,  have a n  impac t  o n  r a t e  s t r u c t u r e s  and  a f fec t  
t h e  speed  a n d  degree  t o  w h i c h  compe t i t i on  en te rs  t h e  e lec t r i c  and  
na tu ra l  gas i ndus t r i es ,  in du s t r  i a I, co i i i  me  rc  ia 1 and  res i  den t  i a I 
g r o w t h  i n  the  se rv i ce  t e r r i t o r i e s  o f  Duke  Energy and  i t s  sub- 
s id ia r i es ;  t h e  w e a t h e r  and  o t h e r  n a t u r a l  phenomena ,  t h e  t im ing  
and  ex ten t  o f  changes  in c o m m o d i t y  pr ices,  i n t e r e s t  r a t e s  and  
fo re ign  cu r rency  exchange ra tes ,  changes  in  env i ron i i i en ta l  and  
o t h e r  l a w s  a n d  r e g u l a t i o n s  t o  w h t c h  D u k e  Energy  a n d  i t s  
subs id ia r i es  a r e  sub jec t  o r  o t h e r  ex te rna l  f ac to rs  ove r  wh ich  Duke  
Energy h a s  no  con t ro l ;  t h e  r e s u l t s  o f  f i nanc ing  e f fo r t s ,  i nc lud ing  
Duke Energy’s ab i l i t y  t o  ob ta in  f i nanc ing  o n  favo rab le  te rms ,  
w h i c h  can be  a f f e c t e d  by Duke  Energy ’s  c r e d i t  r a t i n g  a n d  genera l  
economic cond i t i ons ,  g r o w t h  i n  o p p o r t u n i t i e s  for Duke Energy ’s  
bus iness  un i t s ,  a n d  t h e  e f f e c t  of accoun t ing  po l i c i es  i ssued  
pe r iod i ca l l y  b y  accoun t ing  s tandard -se t t i ng  bod ies  
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Basic $ 
Di I u t ive 

Basic $ 
Dilutrve 

- 

Earnings per share a 

~ 

Dividends per share 
Balance Sheet 
Total assets ~ $ 
Long-term debt  
Preferred s t o c k  w i th  sinking fund requi rements 

1 SELECTED FINANCIAL DATA Y E A R S  ENDED DEC 3 1  

2.26 
2.25 

4.08 
4.07 
2.20 

33,409 
8,683 

104 

1 I N  MILLIONS, EXCEPT FER SHARE AMOUNTS 

Income Statement 

Operating expenses a 
Operating income 
Other income and expenses 
Earnings before in terest  and taxes 
I n t e r e s t  expense 
Minor i ty  in terests  
Earn i ngs before income taxes 
Income taxes 
I nc o ni e before ext ra o r d i n a r y i t  e ni 
Extraordinary gain ( loss) ,  net of  tax 
Net income 
Dividends and premiums on redemptions 

Earnings avai lable for  common stockholders 

Common Stock Data 
Shares of  conimon stock outstanding 

Operating revenues - 9 

o f  prefer red and preference stock 

Year-end 
Weighted average 

Earnings per share (before extraordinary i tem) a 

‘9 9 98 97 b 96 95 b 

21,742 $17,610 $16,309 $12,302 $ 9,694 
19.947 15.177 14.339 10.143 7.626 

1,795 2,433 1,970 2,159 2,068 
248 214 138 13 5 122 

2,043 2,647 2,108 2,294 2,190 
601 5 1 4  472 499 508 
142 96 23 6 - 

1,300 2,037 1,613 1,789 1,652 
453 777 63 9 696 664 
847 1,260 974 1,091 1,018 

- (17) - 660 (8) 
1,507 1,252 974 1,074 1,018 

20 21 72 44 49 
1,487 $ 1,231 $ 902 $ 1,030 $ 969 

366 
365 

363 360 359 362 
361 360 361 361 

$ 3 43 
3.42 

$ 3.41 
3.40 
2.20 

$26,806 
6,272 

124 

$ 2.51 $ 2.90 
2.50 2.88 

$ 2.51 $ 2.85 
2.50 2.83 
1.90 1.57 

$ 2.68 
2.67 

$ 2.68 
2.67 
1 .50  

$24,029 $22,366 
6,530 5,485 

149 234 

$20,868 
5,803 

234 
~ 

a Financial in format ion ref lects  a pre- tax $800 nii l l ion charge fo r  est imated in jury  and damages claims. The earn ing per share 
ef fect  of th is  charge was $1.34 per share. See Note 1 4  t o  the Consolidated Financial Statements for fu r the r  in format ion.  
h Financial Information ref lects  accounting for the 1997 merger  w i th  PanEnergy Corp as a pool ing of  in terests  As a result,  the 
f inancial in format ion gives effect to  the merger as i f  i t  had occurred January 1, 1995. 

1 COMMON STOCK DATA BY Q U A R T E R  

Firs t  Quarter 
Second Quarter 
Thi rd  Quarter 
Four th Quarter 

99 98 
DIVIDENDS STOCK P R I C E  R A N G E  DIVIDENDS STOCK PRICE RANGE 
P E R  S H A R E  HIGH LOW PER SHARE HIGH LOW 

0.55 $64 “ / I 6  $54 1 3 / M  $0.55 $60 ’/s $53 ’/,A 
1.10 6 1  3/16 52 1.10 62 ‘/in 55 ‘I’~ 

66 3/1,s 57 ’ / I < ,  

0.55 56 7/s  47 ’/i6 0.55 70 “ / 1 6  60 ‘ / 1 6  

- 58 ’ / 2  52 ’/M - 
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, CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME Y E A R S  E N D E D  DEC 31  

1 I N  M I L L I O N S ,  EXCEPT PER S H A R E  AMOUNTS 99 98 97 

Operat ing Revenues 
Sales, t rad ing and  market ing of natura l  gas 

and pe t ro leum products  (Notes I and 7) 
Generation, t ransmiss ion and d is t r ibut ion of e lect r ic i ty  (Notes 1 and 4) 
Trading and market ing o f  e lect r ic i ty  (Notes 1 and 7) 
Transpor tat ion and  s torage of natura l  gas (Notes 1 and 4) 
Other (Note 8) 

Total operat ing revenues 

Operat ing Expenses 
Natura l  gas and pet ro leum products  purchased (Note 1) 
Net  in terchange and purchased power  (Notes 1, 4 and 5) 
Fuel used in  e lect r ic  generat ion (Notes 1 and 11) 
Other operat ion and maintenance (Notes 4, 11 and 14)  
Deprec iat ion and anior t izat ion (Notes 1 and 5) 
Proper ty  and  other  taxes 

Total operat ing expenses 

Operat ing I n c o m e  

Other  I n c o m e  and  Expenses 
Deferred re tu rns  and a l lowance fo r  funds used dur ing const ruct ion (Note 1) 
Other, net 

Total o ther  inconie and expenses 

Earnings Before I n t e r e s t  and Taxes 
I n t e r e s t  Expense.(Notes 7 and 10) 
Minor i ty  I n t e r e s t s  (Note 12) 

Earnings Before I n c o m e  Taxes 
Income Taxes (Notes 1 and 6) 

Income Before Ext raord inary I t e m  
Extraord inary Gain (loss), ne t  of tax 

Net  Income 
Dividends and  Premiums on  Redemptions of 

P re fe r red  a n d  Preference Stock (Note 13) 

Earnings Available for  Common Stockholders 

Other Comprehensive Income,  ne t  o f  t ax  

Tota l  Comprehensive I n c o m e  
Foreign currency t rans lat ion adjustments (Note 1) 

Common Stock Data (Note I) 
Weighted average shares outs tanding 
Earnings per  share (before ext raord inary i tem) 

Basic 
Dilut ive 

Basic 
Di I u t ive 

Earnings per share 

D i v i de t i  ds pe r  share 

10,922 $7,854 $8,151 
4,934 4,556 4,334 
3,610 2,758 1,665 
1,139 1,450 1,504 
1,137 932 655 

21.742 17.610 16.309 

10,636 7,497 7,705 
3,507 2,916 1,960 

764 767 743 
3,701 2,738 2,721 

968 909 8 4 1  
371 3 50 369 

19,947 15,177 14,339 

1.795 2.433 1.970 

82 88 109 
166 126 29 
248 214 138 

2,043 2,647 2,108 
601 5 1 4  4 72 
142 96 23 

1,300 2,037 1,613 
453 777 639 

a47 1,260 9 74 
660 (81 - 

1,507 3,252 974 

20 2 1  72 

1,487 1,231 902 

- - (2) 
1,485 $1,231 $ 902 

365 3 6 1  360 

2.26 $3.43 $2.51 
2.25 $3.42 $2.50 

4.08 $3.41 $2 .51  
4.07 $3.40 $2.50 
2.20 $2 20 $1.90 

See Notes to Consol idated F inancia l  Statements 
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- _ _  
CONSOLIDATED BALANCE SHEETS ~ _ _ _ ~ _ _ _ _  I I N  MILLIONS 

ASSETS 
Current Assets (Note 1) 

Cash and cash equivalents (Note 7) 
Receivables (Note 7) 
Inventory 
Current portion of natural gas transition costs (Note 4) 
Current portion of purchased capacity costs (Note 5) 
Unrealized gains on mark-to-market transactions (Note 7) 
Other (Note 7) 

Total current assets 

Investments and Other Assets 
Investments in affiliates (Notes 8 and 14) 
Nuclear decommissioning trust funds (Note 11) 
Pre-funded pension costs (Note 17) 
Goodwill, net (Notes 1 and 2) 
Notes receivable 
Unrealized gains on mark-to-market transactions (Notes 1 and 7) 
Other 

Total investments and other assets 

Property, Plant and Equipment (Notes 1, 5, 9, 10 and 11) 
cost 
Less accumulated depreciation and amortization 

Net property, plant and equipment 

Regulatory Assets and Deferred Debits (Note I) 
Purchased capacity costs (Note 5) 
Debt expense 
Regulatory asset related to income taxes 
Natural gas transition costs (Note 4) 
Environmental clean-up costs (Note 14) 
Other 

Total regulatory assets and deferred debits 

( 

Total Assets - 

DEC 31 

99 98 

613 
3,248 

599 
81 

146 
1,131 

353 
6.171 

$ 80 
2,318 

543 
100 

99 
1,457 

246 
4.843 

1,299 902 
703 580 
3 15 332  
844 495 
154 244 
690 396 
705 283 

4.710 3,232 

30,436 27,128 
9,441 10,253 

20,995 16,875 

497 
2 23 
500 

4 
27 

282 
1,533 

648 
253 
506 

80 
69 

300 
1,856 

33,409 $26,806 

See Notes to Consolidated Financial Statements. 

F 14 



DEC 31 
_ _  .~ _. ~~ 

CONS0 LI DATED BALANCE SHEETS CONTI N U  ED 

I N  M I L L I O N S  99 9a 
~~ - 

LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities 

Accounts payable 
Notes payable and commercial paper (Notes 7 and 10) 
Taxes accrued (Note 1) 
Interest accrued 
Current maturities of long-term debt and preferred stock (Notes 10 and 13) 
Unrealized losses on mark-to-market transactions (Notes 1 and 7) 
Other (Notes 1 and 14) 

Total current liabilities 

Long-term Debt (Notes 7 and 10) 

Deferred Credits and Other Liabilities (Note 1) 
Deferred income taxes (Note 6) 
Investment tax credit (Note 6) 
Nuclear decommissioning costs externally funded (Note 11) 
Environmental clean-up liabilities (Note 14) 
Unrealize,d losses on mark-to-niarket transacttons (Note 7) 
Other (Note 14) 

Total deferred credits and other liabilities 

Minority Interests (Note 2) 

Guaranteed Preferred Beneficial Interests in Subordinated 
Notes of Duke Energy Corporation or Subsidiaries (Notes 7 and 12) 

Preferred and Preference Stock (Notes 7 and 13) 
Preferred and preference stock with sinking fund requirements 
Preferred and preference stock without sinking fund requirements 

Total preferred and preference stock 

Commitments and Contingencies (Notes 5, 11 and 14) 

Common Stockholders’ Equity (Notes 15 and 16) 
Common stock, no par, 1 billion shares authorized; 366 niillion and 363 million 

Retained earnings 
Accumulated other comprehensive income 

shares outstanding at  December 31,1999 and 1998, respectively 

Total common stockholders’ equity 

Total Liabilities and Stockholders’ Equity 

2,312 
26 7 
685 
139 
515 

1,241 
717 

5,876 

$ 1,754 
209 
119 
109 
707 

1,387 
670 

4.955 

13,6133 6,272 

3,402 3,705 
225 242 
703 580 
1 0 1  148  
438 362 

2,099 907 
6,968 5’944 

1,200 253 

1,404 919 

71 104 
209 209 
280 313 

4,603 4,449 
4,397 3,701 

8,998 8,150 

- (2) 

33,409 $26,806 

See Notes to Consolidated Financial Statements. 
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, CONSOLIDATED STATEMENTS O F  CASH FLOWS 

1 IN  M I L L I O N S  

Cash Flows from Operating Activities 
Net i nc o me 
Adjustments to reconcile net iiicoiiie to net cash provided by 

operating activities: 
De p rec i a t  i o n and a nio r t iza t ion 
Extraordinary (gain) loss, i iet of tax 
Injuries and damages accrual 
Deferred inconie taxes 
Purchased capacity levelization 
Transition cost recoveries (payments), net 
(Increase) decrease in 

Receivables 
Inventory 
Other current assets 

Increase (decrease) in 
Accounts payable 
Taxes accrued 
Interest accrued 
Other current liabilities 

Net cash provided by operating activities 
Other, net 

Cash Flows from Investing Activities 
Capital and investment expenditures 
Proceeds from sale of subsidiaries 
De co m m i ss i o n I n g , ret i rem en ts  a n d other 

Net cash iised in investing activities 

Cash Flows from Financing Activities 
Proceeds from the issiiance of 

Long-term debt 
Guaranteed preferred berieficial interests in subordinated 

Comnion stock and stock options 

Long-term debt 
Conimon stock 
Preferred and preference stock 

notes of Duke Energy Corporation or  Subsidiaries 

Payments for the redemption of 

Net change in notes payable and coniniercial paper 
Dividends paid 
Other 

Net cash provided by (used in) financing activities 

Net increase (decrease) in cash and cash equivalents 
Cash rece ived from b u si ness acq u i  sit ions 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents a t  end of year 

Sup p I e n i  e n ta I D i sc I o s u res 
Cash paid for interest, net of amount capitalized 
Cash paid for inconie taxes 

See N o t e s  t o  Consoliclaterl  F inancia l  S ta temen ts  

Y E A R S  ENDED DEC 31 
_I 

258 4 64 
2,684 2,331 2,140 

(5 ,936)  (2,500) (2,026) 
1,900 - - 
236 24 34 

(3,800) (2,476) (1,994) 

3,221 1,357 1,616 

484 5 8 1  339 
162 176 1 5  

(57) 484 (67) 
49 38 
80 109 166 

- 

613 $ 80 $109 

541 !$ 490 $476 
732 $ 733 $470 
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__ 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS’ EQUITY Y E A R S  E N D E D  D E C  31 _ _  ._ 

I I N  M I L L I O N S  

Common Stock 
Balance at  beginning of year 
Dividend reinvestment and employee benefits 
Other capital stock transactions, net 

Balance at end of year 

Retained Earnings 
Batance at beginning of year 
Net income 
Common stock dividends 
Preferred and preference stock dividends and premiums 

Other capital stock transactions, net 
on redeniptions (Note 13) 

Balance at  end of year 

Accumulated Other Comprehensive Income 
Balance at  begrnning of year 
Foreign currency translation adjustments (Note 1) 

Balance at end of year 

Total Common Stockholders’ Equity 

99 98 97 

4,449 $4,284 $4,289 
154 165 (9 )  

4 - - 

4,603 4,449 4,284 

3,701 3,256 3,052 
1,507 1,252 974 
(802) (794) (682) 

8,998 $8,150 $7,540 

See Notes t o  Consol idated F inancia l  Statements.  

, 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS F O R  THE Y E A R S  E N D E D  DECEMBER 3 1 ,  1999, 1998 AND 1997 
- 

’ SUMMARY O F  SIGNIFICANT ACCOUNTING 
POLICIES 
-CONS 0 LID AT1 ON The c o nso I i d  a t e  d f i ii a n c ia  I s ta t  e 111 e n t s i n c I u (1 e 
t h e  accoun ts  o f  a l l  o f  Duke  Energy Corporat ion ’s  m a j o r i t y - o w n e d  
su bs t d i a r ies a f t  e r t l ie  e I i ni  in a t  i o n of  si  g n i f  i ca n t i n t e r c o  iii pa  11 y 
t ra r i sac t i ons  and balances I n v e s t m e n t s  i n  o the r  en t i t i es  t h a t  a r e  
n o t  con t ro l l ed  by Duke  Energy Corporat ion,  b u t  w h e r e  i t  has s ig-  
n i f i can t  in f luence ove r  ope ra t i ons ,  a r e  accounted f o r  us ing  t h e  
equ i t y  m e t h o d  

The p repara t i on  of f i nanc ia l  Statements in confol-iiiity wi th 
genera l l y  accep ted  accoun t ing  p i  inc ip les r e q u i r e s  management  t o  
m a k e  es t ima tes  and  assun ip t i ons  t h a t  a f fec t  t l ie  amoun ts  r e p o r t -  
e d  i n  t h e  f inanc ia l  s ta ter r le i i ts  and  accompanying no tes  A l though  
these  es t i n ia tes  a r e  based  o r  inanagement ’s  know ledge  o f  c u r i  e i i t  
and  expec ted  f u t u r e  events ,  ac tua l  resu l t s  cou ld  d i f f e r  f r o m  those  
e s t  i m a t e s  

“Duke  Energy ”  is used  iii t hese  No tes  2s a co l l ec t i ve  i e f e r -  
ence to  Duke Energy Cot-porat ion and i t s  subs id ia i i es  
-CASH AND CASH EQUIVALENTS All l i qu id  i nves tmen ts  w i th  ma tu -  
r i t i e s  a t  da te  o f  pu rchase  of  t h r e e  mon ths  o r  less a r e  cons ide ied  
cash equ iva len ts  
-INVENTORY I n v e n t o r y  cons is t s  p r imar i l y  o f  m a t e r i a l s  a n d  sup- 
p l ies,  gas  he ld  f o r  t ransmiss ion,  p rocess ing  and  sa les commi t -  
ments,  and  coal  he ld  f o r  e lec t r i c  genera t i on  I n v e n t o r y  is reco rd -  
e d  a t  t he  l o w e r  o f  c o s t  o r  marke t ,  p r imar i l y  us ing  t h e  ave fage  cos t  
me thod  
-ACCOUNTING FOR RISK MANAGEMENT ACTIVITIES Duke  Energy,  
p r i m a r i l y  t h rough  i t s  subs id ia r i es ,  n ianages i ts ‘exposui  e to  r i sk  
f ron i  ex is t i n g co n t ra c t ua I conin i  it men  t s a i i c l  p rov i  des  r i s k  nia na  g e- 
m e n t  se rv i ces  t o  i t s  cus tomers  and  supp l i e rs  th rough  commod i t y  
d e r  i va t i ves  , i n t I ti d i n g f o rw a r d c o n t r a  c t s, f u t  u r e s ,  ov e r -  t h e -  
coun te r  s w a p  ag reemen ts  and  op t i ons  

Conin iod i ty  de r i va t i ves  u t i l i zed  f o r  t r a d i n g  pu rposes  a r e  
accoun ted  f o r  u s i n g  t h e  m a r k - t o - m a r k e t  m e t h o d  Under  th i s  
me thodo logy ,  t hese  i i is t rur r ie i i ts  a r e  ad jus ted  to m a r k e t  va lue,  and  
t h e  un rea l i zed  gains and  losses a re  recoyn ized  i n  c u r r e n t  p e r i o d  
i ncome a n d  a re  i nc luded  in the  Conso l i da ted  S t a t e m e n t s  o f  
I n c o m e  and  Comprehensive I n c o m e  as Matura i  G a s  a n d  P e t r o l e u m  
Produc ts  Purchased  o r  blet I n t e r c h a n g e  arid Purchased  P o w e i ,  
a n d  in  t h e  Consol idated Gala i ice Shee ts  as Unrea l i zed  Gains 0 1  
Losses on M a r k - t o - M a r k e t  T i  ansac t i o i i s  

Commod i t y  de r i va t i ves  such as fu tu res ,  f o twarc l s ,  o v e r - t h e -  
coun te r  s w a p  ag reemen ts  and  op t i ons  a re  a l s o  u t i l i zed  f o r  i ioii- 

t r a d i n g  pu rposes  t o  hedge  t h e  in ipact  o f  m a r k e t  f l uc tua t i ons  i n  t he  
p r i ce  of  n a t u r a l  gas, e lec t r i c i t y  and  o t h e r  ene rgy - re la ted  p roduc ts .  
T o  qual i fy  a s  a hedge, the  p r i c e  movements  in  t h e  commod i t y  
de r i va t i ves  mus t  be  h igh ly  c o r r e l a t e d  i v i t l i  t he  under l y ing  hedged  
commod i t y  Under  the  de fe r ra l  methocl o f  account ing,  ga ins  and  
losses r e l a t e d  to  conimocli ty de r i va t i ves  \nitiich qua l i f y  as  hedges  
a r e  recogn ized  i n  i ncome w h e n  t h e  u i i de i  l y i ng  hedged  phys i ca l  
t r a n s a c t i o n  c loses  a n d  a r e  i n c l u d e d  i i i  t h e  C o n s o l i d a t e d  
S ta temen ts  o f  I n c o m e  and  Comprehensive I n c o m e  a s  N a t u r a l  Gas 
and  P e t r o l e u m  Produc ts  Purchased,  ot N e t  I n t e r c h a n g e  a n d  
Purchased  Power  I f  t he  commodity de r i va t i ve  i s  n o  loi’igei su f f i -  
c i en t l y  c o r r e l a t e d  t o  the  ui iclerlyir ig commodi ty ,  o r  i f  t h e  uncler-ly- 
i n g  commod i t y  t ransac t i on  c loses  ea r l i e r  t h a n  an t i c ipa ted ,  t h e  
d e f e r r e d  ga ins  o r  losses a re  recogni; ied i n  incor i ie  

Duke  Energy per iod ica l ly  uses  i n t e r e s t  ra te  swaps? account- 
e d  f o r  u n d e r  t h e  accrual  method,  t o  manage  the  i n t e r e s t  r a t e  
c ha  r a  c t  e r i s  t ics  ass oc i a  t e  d i t h o ti t s  ta i i  d i Jig de b t I t i t  e r e s t  t a t  e 

c l i f ferent ia ls  t o  b e  p a i d  o r  rece ived  as i n t e r e s t  ra tes  change a r e  
acc rued  and  recognized as an  a d j u s t m e n t  t o  i n te t  es t  expense.  The 
smount acc rued  as e i the r  a payab le  to  o r  rece ivab le  f r o m  cotin- 
t e i p a r t i e s  i s  inc l t i r led i n  t h e  Conso l i da ted  Balance Shee ts  as 
Regulatoi-y Assets  and  D e f e r r e d  Deb i t s  

Duke  Energy a l so  per ioc l ica l ly  u t i l i zes  in te i -est  r a t e  lock 
a g r e e m e n t s  to  hedge  in te res t  r a t e  r i s k  assoc ia ted  wth n e w  d e b t  
i ssuances  Under  t h e  de fe r ra l  m e t h o d  of account ing,  ga ins  o r  loss-  
es o n  such  ag reemen ts ,  w h e n  se t t l ed ,  a r e  deferrec l  i n  t h e  
Conso l i da ted  Balance Shee ts  a s  Long- te rm Deb t  and  a r e  amor t i zed  
in the  Conso l i da ted  S ta temen ts  o f  I n c o m e  and  Coniprehei is ive 
I n c o m e  as an  ad jus tmen t  to i n t e i  e s t  expense  

Duke Energy I S  exposed t o  fo i  e ign  cu r rency  r i s k  f r o i n  invest -  
men ts  i n  i n te rna t i ona l  a f f i l i a tes  a n d  bus inesses  o w n e d  a n d  ope t -  
s t e d  i n  fo re ign  coun t r i es  To m i t i g a t e  t i s k s  assoc ia ted  w i t h  f o r -  
e ign  cu r rency  f l uc tua t i ons ,  w h e n  poss ib le ,  con t rac ts  a r e  denomi-  
n a t e d  i n  o r  indexed to  the  U.S. do l l a r  o r  inay b e  hedged  t h r o u g h  
debt denoni i i ia ted i i i  t h e  fo re ign  cu r rency  Duke  Energy a l so  uses  
f o r e i g n  cu r rency  de r i va t i ves ,  w h e r e  poss i l i l e ,  to hedge  i t s  r i sk  
r e l a t e d  to  f o r e i g n  cu r ie i i cy  f l uc tua t i ons  To qua l i f y  a s  a hedge,  
t h e r e  m u s t  be a h igh  degi-ee o f  c o r r e l a t i o n  b e t w e e n  p r i c e  move-  
m e n t s  i n  the  de r i vq t i ve  and  the i t e m  des igna ted  a s  be ing  hedged  
These de r i va t i ves  a r e  accoun ted  f o r  under  t h e  d e f e r r a l  m e t h o d  
p rev ious l y  desc r ibed  under  c o m m o d i t y  de r i va t i ves  u s e d  fo r  non -  
t r a  d i n y pur poses 

Duke  Energy a l so  en te rs  i n t o  f o r e i g n  cu r rency  swap ag ree -  
n ier i ts  t o  manage  fore igr i  cu r rency  r i s k s  assoc ia ted  w i th  energy  
c o 11 t r a c t s  den  o n? i n a t e cI i ii f o r e  i g n c u r r e ii c I e s These a g r e  e in1 e 11 ts 
at e accoun ted  f o r  under  t l i e  m a r k - t o  m a r k e t  n ie thod  pt ev ious l y  
des c r  i be  d 
-GOODWILL Goodw i l l  r e p r e s e n t s  the  excess  o f  acqu is i t i on  cos ts  
ove r  t h e  f a i l  va lue of  t he  n e t  a s s e t s  o f  an  a c q u i r e d  bus iness.  The 
goodw i l l  c r e a t e d  b y  Duke  Energy ’s  acqu is i t i ons  is a i i i o r t i zed  o n  a 
s t ra igh t - l i ne  bas i s  ove r  t h e  use fu l  l i ves  o f  t h e  asse ts ,  r a n g i n g  
f r o m  1 0  to  40 yea rs  The amoun t  o f  goodw i l l  r e p o r t e d  on  t h e  
Conso1:dated Balance Sheets a s  of  December 31, 1999 a i i d  1996, 
respec t i ve l y ,  w a s  $844 m i l l i on  a n d  $195 m i l l i on ,  n e t  o f  accumu la t -  
e d  amor t i za t i on  of $21S ni i l l ion and  $166  n i i l i ion.  See No te  2 to  t h e  
Co n s o  I i (I a t  e d F i ii 3 n c i a I S tat  e m  e n t s f o r  i n f o r ni a t i o n o 11 s 1 g n i f  i c a n t 
good  w i I I add  it ions 
-PROPERTY, PLANT AND EQUIPMENT Proper t y ,  p i a n t  a n d  equ ip -  
n ien t  a r e  s ta ted  a t  o r i g ina l  c o s t  D u k e  Energy  cap i ta l i zes  a i l  con-  
s t r u c t i o n - r e l a t e d  d i rec t  l abo r  a n d  m a t e r i a l  cos ts ,  as w e l l  as ind i -  
r e c t  cons t ruc t i on  costs .  I n d i r e c t  cos ts  i nc lude  genera l  eng inee r -  
ing,  t axes  a i i d  the  c o s t  o f  money  The  c o s t  of  r e n e w a l s  a n d  be t -  
t e r m e n t s  t h a t  ex tend  tha  use fu l  l i f e  o f  p r o p e r t y ,  p l a n t  a n d  equip-  
m e n t  IS a l so  cap i ta l i zed  The cost o f  repa r rs  and  rep lacemen ts  is 
cha rged  t o  expense as i ncu r ie t i .  Deprec ia t i on  is genera l l y  cam-  
p i i ter i  us ing  the  s t r a i y h t - l i n e  m e t h o d  The  compos i te  we igh ted -  
ave rage  deprec ia t i on  ra tes ,  exc lud ing  nuc lea r  fuel,  w e r e  3.73%, 
3 82% a i i d  3 67% fo r  1999, 1998 and  1997, respec t i ve l y  

When p roper t y ,  p lan t  a n d  e q u i p m e n t  ma in ta ined  by Duke  
Energy ’ s  regu la ted  opera t i ons  a r e  r e t i r e d ,  t h e  o r ig ina l  cos t  p l u s  
t h e  cos t  of re t i remer i t ,  less salvage,  i s  cha rged  t o  accumulatec l  
de  p r ec i a t  i o n a n d a iii o r  t i za t i on W h e 11 e n t i r e  r e g  u I a t e d ope  r a t  i n g 
un i t s  a r e  so ld  o r  non - regu la ted  p r o p e r t i e s  a r e  r e t i r e d  o r  so ld,  t h e  
p rope  r t  y a n d r e  I a t  e d a c c u iii II I a t  e d (1 e p r e  c i a t i o n a 11 d an i  o rt i za t i o n 
accoun ts  a r e  reduced ,  and  a n y  ga in  or loss i s  r e c o r d e d  i n  i ncome,  
ur i less o t h e r w i s e  r e q u i r e d  b y  t h e  Federa l  Energy Regu la to ry  
Co iii in i ss i  o n (FER C j 
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- IMPAIRMENT OF LONG-LIVED ASSETS The recoverabi l i ty  of long 
l ived assets  and  in tangib le  a s s e t s  a re  rev iewed whenever  events  o r  
changes i n  c i rcunis tances i nd i ca te  tha t  t he  carry ing arriourit of t he  
asse t  rriay not be  recoverable.  Such evaluat ion is  based o n  var io i is  
ana lyse s, in c I u d I ii g u nd  i scou n t e d cas t i  f I o w  p r oj e c t i on s 

Premiums ,  d i scoun ts  a n d  expenses  i n c u r r e d  in connec t ion  with the  
i ssuance  of p resen t l y  o u t s t a n d i n g  l o n y - t e r m  deb t  a r e  an io t t i zed  
ove r  t h e  t e r m s  of  t h e  r e s p e c t i v e  issues Any ca l l  p re iwu i i i s  o r  
u ii a iii o r  t I z e d expenses  a s s o c i a t  e d w I t h r e f  i n a n c i ii g h i g t i  e T-c o s t 
deb t  ob l i ga t i ons  used  t o  f i n a n c e  regu la ted  asse ts  and  opera t i ons  
a r e  ar r ior t ized cons is ten t  w i t h  regu la to ry  t r e a t m e n t  o f  t h o s e  
i t en i s  
-ENV I R O  N M ENT A L EX PEN D I T U  RES E n v i r o 11 me  ii t a I ex p e n d i tu  r e s  
t h a t  r e l a t e  t o  a n  ex i s t i ng  c o n d i t i o n  caused by past ope ra t i ons  and  
do  no t  con t r i bu te  to  c u r r e n t  o r  f u t u r e  revenue  genera t i on  a r e  
expensed  Env i ronmen ta l  e x p e n d i t u r e s  r e l a t i n g  t o  c u r r e n t  o r  
f u t u r e  revenues  a r e  e x p e n s e d  o r  capi ta l ized a s  a p p r o p r i a t e  
L i a b i I it i e s  a r e  r e  c o r d e d  !Y he  n e 11 v i  r o  n m e n  t a I asses  sni e n t s  a n cl/o r 
c lean -ups  a r e  p robab le  a n d  t h e  cos ts  can b e  reasonab ly  es t i n ia t -  
ed  Cer ta in  o f  t h e s e  env i ronn ien ta l  assessmen ts  and  c lean-up 
c o s t s  a r e  e x p e c t e d  t o  b e  r e c o v e r e d  f r o n i  l l a t u r a l  G a s  
T ransmiss ion  cus tomers  and  have ,  t he re fo re ,  been  d e f e r r e d  sild 
a re  i nc luded  i n  t h e  Conso l i da ted  Balance Shee ts  a s  Envi ronnienta l  
Clean-up Costs  
-COST-BASED REGULATION Duhe Eneigy ’s  regu la ted  opera t i ons  
a r e  sub jec t  t o  the  p rov i s ions  o f  S ta temen t  o f  F inancia l  Account ing 
S tandards  ( S F A S )  No 71, “Accoun t i i i g  f o r  t he  E f fec ts  of  Cer ta in  
Types of Regu la t i on  ” Accord ing ly ,  ce r ta in  asse ts  and  l i ab i l i t i es  
tha t  r e s u l t  f r o m  t h e  r e g u l a t e d  ra temak ing  p rocess  a r e  reco rded  
tha t  w o u l d  n o t  b e  r e c o r d e d  u n d e r  genera l l y  accep ted  accoun t ing  
p r inc ip les  f o r  non - regu la ted  en t i t i es  These regu la to ry  asse ts  a i i d  
l i ab i l i t i es  a r e  c lass i f i ed  i n  the  Conso l i da ted  Balance Shee ts  a s  
Regu la to ry  Asse ts  and  D e f e r r e d  Debits, and  D e f e r r e d  Cred i t s  3 i id  

O the r  L iab i l i t ies ,  respec t i ve l y  The appl icabi l i ty  of SFAS No 7 1  is 
rou t i ne l y  eva lua ted ,  aiid f a c t o r s  such as  regu la to ry  changes and  
t h e  impac t  o f  compe t i t i on  a r e  c o n s i d e i e d  D iscon t inu ing  cos t -  
based  regu la t i on  or i nc reas ing  compe t i t i on  i n igh t  r e q u i r e  conips-  
r i les to r e d u c e  the i r  asse t  ba lances to i e f l e c t  a m a r k e t  bas i s  less 
t h a n  c o s t  and  to  w r i t e  o f f  t he i r  assoc ia ted  regu la to ry  asse ts  
Management  canno t  p r e d i c t  t he  po ten t i a l  impac t ,  i f  any,  of d is-  
co ii t i n i i  i n g c o s t  - b a s e d r e  g ii I a t  i o n o r I II c r e a s  I n g c o 111 p e t  i t i o ii on 
f u t u r e  f i nanc ia l  pos i t i on  o r  conso l i t i a ted  r e s u l t s  o f  ope ra t i ons  
However ,  D u k e  Energy con t inues  t o  pos i t i on  i t se l f  t o  e f fec t i ve l y  
niee t these c ha  I I e ii g es by ma i i t a  i n i n g co m p e t i t i ve p r i ces 
-COMMON STOCK OPTIONS Duke Energy accounts fo r  s tock -based  
compensa t ion  us ing t h e  in t r i r is ic  i i i e t l i od  of  accoun t ing  Under  i t i i s  
method,  con ipensa t ion  cost ,  i f  any, i s  nieasureci as the  excess o f  
t he  quo ted  m a r k e t  p r i c e  o f  Duke Energy ’s  s tock  a t  t he  da te  of  t he  
g r a n t  ove i  t he  a m o u n t  a n  employee m u s t  pay  t o  acqu i re  t h e  s tock  
Res t r i c ted  s tock  i s  reco rded  a s  compensa t ion  cos t  ove r  the  requ i  
s i t e  ves t i ng  p e r i o d  based  on the m a r k e t  va lue  o n  t h e  d a t e  o f  t he  
g ran t  P ro  f o r m a  d i sc losu res  u t i l i z i ng  the  f a i i  va lue accoun t ing  
me thod  a r e  i nc luded  in Note 16 to  the  Conso l i da ted  Firaiici,il 
Staterr ien ts 
-REVENUES Revenues o i i  sa les of e lec t r i c i t y  and  t r a n s p o r t a t i o n  
and  stot-age o f  i i a tu ra l  g a s  a t e  r e c o g n i i e d  as  s e n i c e  I S  ~p ro \ / i ded  
Revenues o n  sa les  of  na tu ra l  gas and  pe t ro leu in  p roduc ts ,  a s  we l l  
as e lect r ic i ty ,  gas  and  o the r  energy p r o d u c t s  n ia rke ted ,  a r e  rec  
oynizerl  i n  t h e  p e r i o d  o f  del ivery Receivables on the  Conso l i da ted  

-UNAMORTIZED DEBT PREMIUM, DISCOUNT AND EXPENSE 

Balance Sheets i nc luded  $207 i i i i I I i on  and  $193 n i i l l io i i  as of 
December  31, 1999 and  199S, I espec t i ve l y ,  f o r  e lec t r i c  se rv i ce  
t h a t  has  been  p rov ided  b u t  n o t  ye t  b i l l e d  t o  cus tomers .  W h e n  l a t e  
cases  a t e  pend ing  f i l i a l  app rova l ,  a poi- t ion o f  the revenues  i s  sub-  
j e c t  t o  poss ib le  r e f u n d  Reserves  a r e  es tab l i shed  w h e r e  r e q u i r e d  
f o r  such  cases 
-NUCLEAR FUEL An io r t i r a t i o i i  o f  n u c l e a r  fue l  i s  i nc luded  i n  t h e  
Conso l i da ted  S ta temen ts  o f  I n c o m e  a n d  Comprehensive I n c o m e  a s  
Fue l  Used  in Elect r ic  Genera t i on  T h e  an io r t i r a t i on  i s  r e c o r d e d  
us i ii g t h e u n i t s  - of - p r o d  u c t i o ii iii e t  h o il 

CONSTRUCTION (AFUDC) Defer r e d  r e t u r n s  r e p r e s e n t  t h e  esti- 
iii a tecl f i n a nc i n g cos ts  ass  oc  i a  t e d w i t h f u ncli n g ce r t a i  n r e g  u I a t  o r y  
asse ts  These I egulato i -y  asse ts  p r i m a r i l y  a rose  f ron i  t h e  funcl ing 
of p i i t chased  capac i t y  cos ts  above leve ls  co l l ec ted  i n  r a t e s  
D e f e r r e d  r e t u r n s  at e non -cash  i t e m s  a n d  a r e  p r imar i l y  recogn ized  
as  a n  add i t i on  t o  Pu rchased  Capac i t y  Costs  w i t h  a n  o f f se t t i ng  
c r e d i t  t o  O the r  I n c o m e  and Expenses.  

AFUDC r e p r e s e n t s  t h e  e s t i m a t e d  deb t  and  e q u i t y  cos ts  o f  
cap i ta l  f unds  necessa ry  t o  f inance t h e  cons t ruc t i on  of  n e w  r e y u -  
l a t e d  fac i l i t i es  AFUDC i s  a non -cash  i t e m  and  IS recogn ized  a s  a 
cos t  of P roper t y ,  P lan t  and  Equ ipmen t ,  wi th o f f se t t i ng  c r e d i t s  t o  
O the r  I n c o m e  a n d  Expenses,  and  to  I n t e r e s t  Expense A f t e r  con-  
s t r u c t i o n  i s  comp le ted ,  Duke  Energy  is p e r m i t t e d  to  recove r  t h e s e  
costs ,  i nc lud ing  a fa i r  r e t u r n ,  t h t o u g l i  t h e i r  i nc lus ion  i n  r a t e  base  
arid i n  t h e   tovi vision f o r  dep rec ia t i on .  

Rates t ised f o r  cap i ta l i za t i on  o f  d e f e r r e d  r e t u r n s  ancl AFUDC 
by Duke  Energy ’s  r e g u l a t e d  o p e r a t i o n s  a i  e ca lcu lated i n  conip l i -  
a i ice w i t h  FERC r u l e s  
-FOREIGN CURRENCY TRANSLATION Asse ts  and  l i ab i l i t i es  of Duke  
Energy ’s  i n te rna t i ona l  ope ra t i ons ,  w h e r e  t h e  loca l  cu r rency  i s  t h e  
func t i ona l  currency,  have been  t r a n s l a t e d  at  yea r -end  exchange 
ra tes ,  and revenues  and  expenses have been  t rans la ted  us ing  
ave rage  exchange r a t e s  p reva i l i ng  d u r i n g  the  year  Ad jus tmen ts  
r e s  u I t i ii g I r o  iii t r a n SI a t i o n a r e  I n c I u d e d  i n t h e  Con so I i d a  t e d  
S ta te inen ls  of I n c o m e  and  Comprehens ive  I n c o m e  a s  Fo re ign  
C ti r r e n cy T r a n s I a t  i o n A dj us t m e  n t s  The  f i n a 11 c I a I s ta t  e ni e 11 t s of 
i n te rna t i ona l  ope ia t i ons ,  w h e r e  the  U S do l l a r  is t he  func t i ona l  
cu r rency ,  r e f l e c t  cer tar r i  t r ansac t i ons  denomina ted  i n  the  l oca l  c u r -  
rency  t h a t  have been r e m e a s u r e d  in  U.S do l l a rs  The ren ieasu re -  
mer i t  of loca l  cu r renc ies  i n to  U S. d o l l a r s  c rea tes  gains a n d  losses 
f i  on1 fo re ign  cu r rency  t ransac t i ons  t h a t  a r e  inc luded in  conso l i da t -  
ed  n e t  inconie 
- INCOME TAXES Duke  Energy and  i t s  subs id ia r i es  f i l e  a conso l i -  
d a t e d  fede ra l  i ncome tax  i e t u r n  D e f e r r e d  i ncome taxes  have  been 
p r o v I de  cl f o r t e iii p o I- a r y  d I f f e r e n ce  s Te m p o r a  r y  d i f f e re f i  ce  s o ccu r 
w h e n  even ts  and t r a n s a c t i o n s  recogn ized  fo r  f i nanc ia l  r e p o r t i n g  
r e s u l t  i n  taxah le  o r  t ax -deduc t ib le  a m o u i i t s  i n  d i f f e r e n t  p e r i o d s  
I n v e s t m e n t  tax  c r e d i t s  have been  d e f e r r e d  and  a r e  be ing  a m o r -  
t i zed  o v e r  the  e s t i m a t e d  u s e f u l  l i i ies  of t h e  r e l a t e d  p roper t i es .  
-EARNINGS PER COMMON SHARE Bas ic  ea rn ings  p e r  s h a r e  i s  

b a s e d  on a simple w e i g h t e d  ave rage  of common shares  ou ts tand -  
ing D i l u t i ve  ea r r i i ngs  p e r  sha re  r e f l e c t s  t h e  po ten t i a l  d i l u t i on  that  
c o u l d  occu r  i f  sec i i t  i t i e s  o r  o t h e r  a g r e e m e n t s  t o  i ssue  con in ion  
s tock ,  such  as  s tock  opt ions,  w e r e  exe rc i sed  o r  conve r ted  i n t o  
con i i i i on  s tock  The  inunierator  f o i  t h e  ca l cu la t i on  of bas i c  a n d  
d i l u t i v e  ea i - i i ings  per sha re  i s  e a r n i n g s  ava i l ab le  far con in ion  
s tockho lde rs .  

-DEFERRED RETURNS AND ALLOWANCE FOR FUNDS USED DURING 
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~ ~ . _ _ _ _ _ _ _  
1 DENOMINATOR-FOR EARNINGS PER SHARE 

’ Denon i i na to r  f o r  bas ic  
I N  M I L L I O N S  99  98 97  

ea rn ings  p e r  sha re  
(weighted sverage shares 
outs t andi ng) 365 361 360 

a dilutive stock ootions 1 2 
Assumed exercise of 

Denomina to r  f o r  dr lu t ive ea rn ings  
p e r  sha re  365 362  362 

a W h i l e  Duke  Energy h a d  d i l u t i ve  s tock op t tons  as of  December  31, 
1999,  t h e  amoun t  d i d  not round  t o  one  m i l l i on  

-EXTRAORDINARY ITEMS In 1999,  Duke  Energy rea l i zed  an  ex t ra -  
o rd ina ry  ga in  of $660 n i i l l ion,  o r  $1 82 p e r  sha re ,  r e l a t i n g  t o  the  
sa le  o f  ce r ta in  p ipe l i ne  compan ies  See No te  2 to t h e  Conso l i da ted  
F inancia l  S ta ten ie i i t s  f o r  add i t i ona l  i n fo rma t ion  on the  ex t rao rd i -  
na ry  i t e m  

I n  January  1998,  TEPPCO P a r t n e i s ,  L P (TEPPCO), in wh ich  
a subs id ia ry  of  D u k e  Energy has  a 2% genera l  p a r t n e r  i n t e r e s t  and  
a 19.1% l i n i i t ed  pa r t i i e t  i n te res t ,  redeemed ce r ta in  F i r s t  M o r t g a g e  
N o t e s  A non-cash  ex t rao rd ina ry  loss of  $6 mi l l i on ,  ne t  of i ncome 
tax of $5 m i l l i on ,  w a s  reco rded  r e l a t e d  to  cos ts  of  t he  e a r l y  
r e t i r e m e n t  of d e b t  Earn ings p e r  conin ion sha re  for  1998 w e r e  
reduced  by $0.02 a s  a resu l t  o f  t h i s  cha rge  
-NEW ACCOUNTING STANDARD I n  Sep tember  1998, SFAS No 
133 ,  “ A c c o u n t i n g  f o r  D e r i v a t i v e  I n s t r u n i e n t s  a n d  H e d g i n g  
Activi t ies,” w a s  i ssued  Duke Energy i s  r e q u i r e d  t o  adop t  t h i s  
s t a n d a r d  by January  1, 2001 SFAS No 133  r e q u i r e s  t h a t  a l l  der iv-  
a t i ves  be  recognized as  e i t he r  asse ts  o r  l i ab i l i t i es  and  measured  
a t  f a i r  value, a n d  i t  de f i nes  the accoun t ing  f o r  changes i n  the  f a i r  
va lue o f  t he  de r i va t i ves  depending o n  the  i n tended  u s e  o f  t he  
de r i va t i ve  Duke  Energy i s  cu r ren t l y  r e v i e w i n g  t h e  expec ted  
impac t  of SFAS No  1 3 3  on conso l i da ted  r e s u i t s  o f  ope ra t i ons  and  
f i nanc ia l  pos i t i on  
-RE CLASS1 F IC  AT10 N S Ce r t a i ii a ni o u n t s ha  ve b e e n r e  c I as s i f  i e d i n 
t h e  Conso l i da ted  F inancia l  S ta temen ts  t o  c o n f o r m  t o  t h e  c u r r e n t  
p r e s  e n  t a t i o n 

2~~~~~~~~ COMBINATIONS, ACQUISITIONS 
AND DISPOSITIONS 
-BUSINESS COMBINATIONS PanEnergy Corp (PanEnergy)  On 
J u n e  18, 1997 ,  Duke P o w e r  Company (Duke Power )  changed  i t s  
nanie t o  Duke Energy Corpo ra t i on  and  con ip le ted  a s tock - fo r - s tock  
n ie rge r  w i t h  PanEi iergy ( t h e  merge r ) .  PanEnergy w a s  invo lved  in  
the  gather ing,  p rocess iny ,  t ranspor ta t i on  and  s t o r a g e  of  n a t u r a l  
gas, t he  product ion of natura l  gas l iquids (NGLs), and  t h e  marke t i ng  
of n a t u r a l  gas, e lec t r i c i t y  ancl o the r  ene rgy - re la ted  p r o d u c t s  
Pursuan t  t o  t h e  inlerger ag reemen t ,  Duke Energy i ssued  158 3 mr l -  
l i o n  sha res  of  i t s  common stock i n  exchange  fo r  al l  o f  t h e  o u t -  
s tand ing  common stock of PanEnergy Accord ing ly ,  each  sha re  o f  
PanEnergy conin ion s tock  ou ts tand ing  w a s  conver ted  i n t o  t h e  r i g h t  
t o  rece ive  1 0 4 4 4  sha res  of  Duke Energy’s conimon s tock  I n  add i -  
t ion,  each ou ts tand ing  op t i on  to  pu rchase  PanEnergy c o m m o n  
s tock  became an  op t i on  to pu rchase  conin io i i  s tock  o f  D u k e  
Energy, ad jus ted  accord ing ly  The n ie rge r  w a s  accoun ted  f o r  a s  a 
p 001 I r! y of i n t e r e  st s , t /i e r e f  o r e, t h e  Co n s o I i [I a t  e d F i n a n c I a I 
S ta temen ts  and  o the r  f inanc ia l  i n fo r i na t i on  i nc luded  i n  t h i s  Annual  
Repor t  f o r  pe r iods  p r i o r  t o  t h e  m e r g e r  i nc lude  t h e  comb ined  

h i s to r i ca l  f i nanc ia l  resu l t s  o f  D u k e  Power  and  PanEnergy.  
-BUSINESS ACQUISITIONS For  acqu is i t i ons  accoun ted  f o r  us ing 
the  pu rchase  method,  assets  a n d  l i ab i l i t i es  have been  conso l i da ted  
a s  of  t h e  pu rchase  da te  a n d  e a r n i n g s  f r o m  t h e  acqu is i t i ons  have 
been  inc luded  in conso l i da ted  e a r n i n g s  of Duke  Energy subse-  
quen t  to  t h e  pu rchase  da te .  Asse ts  a c q u i r e d  and  l i a b i l i t i e s  
assumed  a r e  r e c o r d e d  a t  t h e i r  e s t i m a t e d  f a i r  values, and  the 
excess o f  t h e  pu rchase  p r i c e  o v e r  the  es t ima ted  f a i r  va lue  o f  t he  
n e t  i den t i f i ab le  asse ts  a n d  l i ab i l i t i es  acqu i red  a r e  r e c o r d e d  a s  
goodw i l  I 

Domin ion  Resources ’  Hyd roe lec t r i c ,  N a t u r a l  Gas and Diese l  
Power  Genera t i on  Bus inesses  I n  August  1999, Duke  Energy,  
t h r o u g h  i t s  who l l y  o w n e d  subs id ia ry  Duke  Energy I n t e r n a t i o n a l ,  
LLC (Duke Energy I n t e r n a t i o n a l )  reached  a de f i n i t i ve  a g r e e m e n t  
w i t h  Doni in ion Resources,  I i i c  (Domin ion  Resources )  t o  a c w i r e  
i t s  p o r t f o l i o  of hyd roe lec t r i c ,  n a t u r a l  gas  and  d iese l  p a w e r  
genera t i on  bus inesses  i n  A rgen t ina ,  Bel ize, Bol iv ia  and  Peru  f o r  
a p p r o x i n i a t e l y  $405 m i l l i o n  I n  O c t o b e r  1999, D u k e  Energy  
I n t e r n a t i o n a l  comp le ted  t h e  pu rchase  o f  the bus inesses  i n  Bel ize 
and  Peru  f r o m  Domin ion Resources, as wel t  as acqui red addi t ional  
ownersh ip  i n te res ts  i n  t h e  P e r u  bus iness  (Egenor)  f r o m  t w o  o t h e r  
par t ies fo r  $152 mi l l ion in cash and  ce r ta in  other  ownership i n te res ts  
i n  Sou th  Amer i ca  The  p u r c h a s e  i n c r e a s e d  D u k e  E n e r g y  
In te rna t i ona l ’ s  ownersh ip  it1 Egenor  f r o m  approx ima te l y  30% to  
90% The  comp le t i on  o f  t h e  pu rchases  i i i  A rgen t ina  a n d  Bo l i v ia  a r e  
Subject  t o  rece iv ing  a p p r o p r i a t e  g o v e r n m e n t a l  c o n s e n t s  and 
approva ls  and  a r e  expec ted  t o  c lose  b y  mid-2000.  

Asse ts  and  l i ab i l i t i es  of t h e  Bel ize and  Peru  bus inesses  have 
b e e n  reco rded  a t  p re l im ina ry  f a i r  va lues  a long  w i t h  goodw i l l  o f  
$74 m i l l i on  w h i c h  is be ing  a m o r t i z e d  on a s t ra igh t - l i ne  b a s i s  ove r  
35  t o  40 y e a r s  The f i na l  p u r c h a s e  p r i c e  a l l oca t i on  and  e s t i m a t e d  
l i f e  of goodw i l l  a re  sub lec t  t o  a d j u s t m e n t  w h e n  add i t i ona l  i n fo r -  
ma t ion  concern ing  asse t  a n d  l i ab i l i t y  va lua t i ons  IS f i na l i zed  a n d  
the  eva lua t i on  o f  ce r ta in  p r e - a c q u i s i t i o n  con t ingen t  l i ab i l i t i es  has 
been  completed.  

Companhia de G e r a q i o  d e  Energ ia  E le t r i ca  Paranapanema 
(Paranapanema) I n  Augus t  1999 ,  Duke  Energy I n t e r n a t i o n a l  
e n t e r e d  a se r ies  of t r ansac t i ons  t o  con ip le te  a $ 7 6 1  n i i l l i on  
pu rchase  of  a con t ro l l i ng  vo t i ng  i n t e r e s t  and  an approx ima te  44% 
econon i i c  i n t e r e s t  i n  P a r a n a p a n e m a ,  a n  e l e c t r i c  g e n e r a t i n g  
conipany i n  Braz i l  A s s e t s  a n d  l i ab i l i t i es  have been  r e c o r d e d  at  
p r e l i m i n a r y  f a i r  va lues  a long  w i t h  goodw i l l  of $134 n i i l l i o i i  w h i c h  
i s  be ing  amor t i zed  on a s t r a i g h t - l i n e  b a s i s  ove r  4 0  y e a r s  The f i na l  
pu rchase  p r i ce  a l l oca t i on  a n d  e s t i m a t e d  l i f e  of goodw i l l  are 
sub jec t  t o  ad jus tmen t  w h e n  add i t i ona l  i n f o r m a t i o n  concern ing  
a s s e t  and  l i ab i l i t y  va lua t i ons  IS f i na l i zed  a n d  t h e  eva lua t i on  o f  
ce r ta in  p re -acqu is i t i on  con t ingen t  l i ab i l i t i es  has been  comp le ted .  

I n  January  2000, Duke  Energy  comp le ted  a tender  o f f e r  to  
the  ni i n o r i t y  s ha r e  ho  I de r s o f  Pa r  a nap  a nema a n d  s u ccessf  u I l y 
acqu i red  an add i t i ona l  51% economic  i n t e r e s t  i n  t h e  company  
f o r  app rox ima te l y  $280 n i i l l i on  Th is  i nc reased  Duke  Eneryy ’s  
economic  ownersh ip  fron) a p p r o x i m a t e l y  44% to  approx ima te l y  
95% See N o t e  19 t o  the Conso l i da ted  F inancia l  S ta temen ts .  

U n i o n  Pac i f i c  R e s o u r c e s ’  Ga the r ing ,  P r o c e s s i n g  a n d  
M a r k e t i n g  Opera t i ons  O n  M a r c h  31, 1999,  Duke  Energy  t h r o u g h  
i t s  who l l y  o w n e d  subs id ia ry ,  Duke  Energy F ie ld  Serv ices,  I n c  , 
comp le ted  the  $1 35 b i l l ion acquis i t ion of  t he  na tu ra l  gas gather ing,  
p rocess ing ,  f rac t i ona t ion  a n d  N G L  p ipe l i ne  bus iness  f r o m  Un ion  
Paci f ic  Resources (UPR), as we l l  as UPR’s NGL marke t i ng  act iv i t ies  
(co l lect ive ly ,  “ t h e  UPR acqu is i t i on ” )  Goodw i l l  o f  $135 m i l l i on  has  
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been  r e c o r d e d  and  i s  be ing  an io r t i zed  on a s t ra igh t - l i ne  bas i s  ove r  
15  to  20 y e a r s  The f i na l  pu rchase  p r i ce  a l l oca t i on  and  es t ima ted  
l i f e  o f  g o o d w i l l  a r e  s u b j e c t  to  a d j u s t m e n t  p e n d i n g  a d d i t i o n a l  
i n f o r m a t i o n  con  ce r ii i ny  a s s e t  a n d  I i ab  i 1 1  t y  v3 I 11 a t  i o n s  a n d t h e  
eva lua t i on  of  c e r t a i n  p re -acqu is i t i on  con t ingen t  l iab i l i t ies .  
-DISPOSITIONS PEPL Companies and Trunk l i ne  LNG On M a r c h  
29,  1999, w h o l l y  o w n e d  s u b s i d i a r i e s  o f  D u k e  Energy  s o l d  
Panhand le  Eas te rn  Pipe l i n e  Company (PEPL), T runk l i ne  G a s  
Conipany arid add i t i ona l  s to rage  re la ted  t o  those  sys tems  (co l lec-  
t ively, t h e  PEPL Companies) ,  wh ich  subs tan t i a l l y  compr i sed  t h e  
M i d w e s t  P ipe l ines,  a long  w i t h  T runk l i ne  I N G  Company (Trunk l ine 
LNG) to CMS Energy Corporat ion (CMS) The sales pr ice of $2 2 b i l l ion 
invo lved cash  p roceeds  o f  $1 9 b i l l i on  and  CMS’ assumpt ion  of 
ex is t ing PEP1 debt  of approx imate ly  $300 n i i l l ion The sa le resu l ted  
in a n  ex t rao rd ina ry  ga in  of  $660 mi l l ion,  n e t  o f  i ncome tax o f  $404 
in i l l ion,  and  a n  i nc rease  i n  ea rn ings  p e r  bas ic  sha re  o f  $1.52. 
Under  the  t e r m s  of  t h e  ag reemen t  w i t h  CMS, Duke Energy r e t a i n e d  
c e r t a i n  asse ts  and  l iab i l i t ies ,  such as the  Houston o f f i ce  b u i l d i n g ,  
c e r t a i n  env i ronmen ta l ,  l ega l  and  tax  l iab i l i t ies ,  and  subs tan t i a l l y  
a l l  in terconipany balances Management  bel ieves tha t  t he  re ten t i on  
of these i ten is  wi l l  not have a mater ia l  adverse effect on consolidated 
r e s u l t s  o f  ope ra t i ons  or  f i nanc ia l  pos i t i on  

1 FOR T H E  P E R I O D  FROM JANUARY 1 ,  1999 
THROUGH MARCH 28, 1999 ( I N  MILLIONS) 

Opera t i ng  revenues  
0 pe r a t  i n g ex p e ii s e s  
Other  inconie, n e t  

Earn ings b e f o r e  i n t e r e s t  and  taxes  1: 73 

a E x c l u d e s  i n t e r c o m p a n y  b u i l d i n g  r e n t a l  r e v e n u e ,  a l l o c a t e d  
co rpo ra te  expenses,  bu i l d ing  deprec ia t i on  and ce r ta in  o t h e r  costs  
re ta ined  by Duke  Energy 

T h e  p r o  f o r m a  r e s u l t s  o f  o p e r a t i o n s  f o r  a c q u i s i t i o i i s  a n d  
d i spos i t i ons  do n o t  ma te r ia l l y  d i f f e r  f r o m  r e p o r t e d  r e s u l t s  

3BUSINESS SEGMENTS Duke  Energy i s  a n  i n t e g r a t e d  
energy  and  e n e r y y  se rv i ces  p rov ide r  w i t h  t h e  ab i l i t y  to  o f fe r  phys-  
ica l  de l i ve ry  a n d  management  of  b o t h  e lec t r i c i t y  and  n a t u r a l  gas 
th roughou t  t h e  U S and  ab road  Duke Energy p rov ides  t h e s e  and  
o t h e r  s e r v i c e s  t h r o u g h  seven  b u s i n e s s  segmen ts .  E l e c t r i c  
Operat ions,  Na tu ra l  Gas T ransmiss ion ,  F ie ld  Serv ices,  T rad ing  and  
Marke t i ng ,  Global  Asset  Development ,  O the r  Energy Serv i ces  and  
Real Es ta te  Operat ions.  

E I e c t r i c 0 p e r a t  i ons  y e  ii e r a t e s, i r  a i is m i ts, di s t r i b u  t e s a n d  
se l l s  e lec t r i c  ene rgy  in cen t ra l  and  w e s t e r n  N o r t h  Carol ina aiicl t he  
w e s t e r n  p o r t i o n  o f  South Caro l ina (do ing  bus iness  as Duke P o w e r  
o r  Nan taha la  P o w e r  and  L ight )  These e lec t r i c  ope ra t i ons  a r e  sub-  
j ec t  t o  the  r u l e s  and  regu ta t i ons  o f  t he  F E R C ,  t he  N o r t h  Caro l ina 
U t i l i t i es  Commiss ion  (NCUC) and  t h e  Publ ic  Serv ice Conin i iss ion of 
South Caro l ina (PSCSC) 

N a t II r a  I Gas T r  a tis ni i ss i on 1) r o v  i des  i n t e rs t a t e t r a ns [ i o  r ta  t i o n  
and  s t o r a g e  of  i i a tu ra l  gas for  cus tomers  lpriniari lv i n  t h e  Micl- 
A t l an t i c  and  N e w  England s ta tes  Un t i l  t he  sa le  of  t he  M i d w e s t  
P ipe l ines on M a r c h  29,  1999,  N a t u r a l  Gas T ransmiss ion  also p ro -  
v ided i n t e r s t a t e  t r a n s p o r t a t i o n  and  s t o r a g e  serv ices i n  the  mid-  
w e s t  s t a t e s  See f u r t h e r  d iscuss ion of t he  sa le  of t he  M i d w e s t  

P ipe l i nes  i n  No te  2 to  t h e  Conso l i da ted  F inancia l  S ta temen ts  The 
i n t e r s t a t e  n a t u r a l  gas t rans i ’ t i iss ion and  s to rage  opera t i ons  a r e  
sub jec t  to  the  ru les  and  regu la t i ons  o f  t h e  FERC 

F ie ld  Serv ices gathers,  p rocesses ,  t ranspor t s  and m a r k e t s  
na tu ra l  gas and p roduces ,  t r a n s p o r t s  and  m a r k e t s  N G L s  F ie ld  
Serv ices opera tes  ga the r ing  sys tems  i n  w e s t e r n  Canada and  t e n  
con t iguous  s ta tes  t h a t  se rve  m a j o r  gas -p roduc ing  reg ions  i n  the  
Rocky Moun ta in ,  Pe r i i i i an  Basin,  M id -Con t inen t  and  onshore  and  
o f f sho re  Gulf Coast  a r e a s  

T rad ing  and  M a r k e t i n g  m a r k e t s  na tu ra l  gas,  e lec t r i c i t y  a n d  
o t h e r  ene rgy - re la ted  p roduc ts  ac ross  N o r t h  Amer i ca  Duke Energy 
o w n s  a 60% i n te res t  i n  T rad ing  and  Marke t i ng ’ s  ene rgy  t i a d i n g  
opera t i ons ,  w i t h  Mob i l  Co rpo ra t i on  own ing  a 40% minor i t y  i n te res t  
This segment  3150 includes cer ta in  o the r  t rad iny  act iv i t ies  and  I in i -  
i t ed  hyd roca rbon  exp lo ra t i on  and p roduc t i on  ac t i v i t i es  t h a t  a r e  
who l l y  o w n e d  by Duke Energy 

GI o b a I Asset  Deve I o p n i  e n t d ev e I o p s, o w n s  a n d o p e r a t e s  
en e r g  y - re1 a t e d  f ac i I i t  i es w o  r I tlw i d  e G I ob a I Asset  D ev e I o p m e  n t 
conducts  i t s  ope ra t i ons  p r in ia r i l y  t h r o u g h  Duke  Energy N o r t h  
Amer ica,  I L C  (Duke Energy N o r t h  Amer ica)  and  Duke  t n e r g y  
I n t e r n  a t  io n a I 

O t h e r  E n e r g y  S e r v i c e s  p r o v i d e s  e n g i n e e r i n g ,  c o n s u l t i n g ,  
co 11s t r u c t i o r i  a r id i n t e y r a t e  d energy so I u t i on  s w o r I clw i (1 e, 1) r i iii a ri I y 
t h rough  Duke  Eng ineer ing  & Serv ices,  I n c  , Duke /F luo r  Danie l  a n d  
DukeSolut ions,  I n c  

Rea l  E s t a t e  O p e r a t i o n s  c o n d u c t s  i t s  b u s i n e s s  t h r o u g h  
Crescen t  Res o u r ces , I 11 c., w h i c h (le ve  1 o p s h i g h q ti a I it y c o ni ni e r c i a I 
and  res iden t ia l  r e a l  es ta te  p ro jec ts  and  manages  land  ho ld ings  i n  
the  sou theas te rn  U S. 

Duke  Energy ’s  r e p o r t a b l e  segmen ts  a r e  s t r a t e g i c  bus iness  
un i t s  t h a t  o f f e r  d i f f e ren t  p roduc ts  a n d  se i v i ces  a n d  a r e  each  man-  
a g e d  separa te l y  The  accoun t ing  po l i c i es  f o r  t he  segn ien ts  a r e  t h e  
same as  those  desc r ibed  i n  No te  1 t o  the  Conso l i da ted  F inanc ia l  
S t a t e iii e n ts . M a  nag  e ni e n t eva I u a t e  s s e g 111 e n t 11 e r f o r in a ii c e b a s e d  
o n  ea rn ings  be fo re  i n t e r e s t  and  taxes  (EBIT)  a f t e r  dec luct ing 
n i i no r i t y  i n t e r e s t s  EBIT p r e s e n t e d  i n  the  accompany ing  t a b l e  
inc ludes i n te rsegmen t  sa les accounted f o r  a t  p i  ices rep resen ta t i ve  
of  una f f i l i a ted  pa r t y  t i  ansact ior is  Segment  asse ts  a re  p rov ided  as 
add i t i ona l  i n fa rn ia t i on  i n  the  acLonipanyiny tab le  and  a r e  n e t  o f  
i ii t e  r co iii p a n y s dv a n c es, I ii t e i-co n i  pa  n y n o t e s  r e  c e i v a b I e a n d  
i n v e s t ni e n t s i n s II b s i d I a r i es  

0 the  r 0 p e r a  t i o 11 s p r i rn a r i I y i n c I u des co m n i  u n i ca t i o n s e r v i c e  s, 
w a t e r  se rv i ces  and  ce r ta in  una l l oca ted  co rpo ra te  i ten is .  
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Elect r ic  Opera t i ons  !% 
N a t  u r a I G as T r a nsni i ssi o n  
F ie ld  Serv i ces  
T rad ing  and  M a r k e t i n g  
G I ob a I Asset  D eve I o p m e n t 
Other Energy Serv ices 
Real  Estate Opera t i ons  
O the r  Opera t i ons  
El i R i  i n a t  i  on s and M i no r i t y I n te res ts  

Tota l  Conso l i da ted  $ 

I IN MILLIONS 

4,626 $ -  $ 4,626 $1,513 $522 $ 556 $12,953 
1,426 102 1,528 702 215 290 4,996 
2,094 545 2,639 76 80 304 1,893 
8,614 171 8,785 81 11 8 3,233 

237 82 319 64 31 1,027 2,061 
436 85 521 10 1 2  41 376 
161 181 142 6 217 724 

(4) 26 22 2 32 27 968 

17,610 $ -  $17,610 $2,647 $909 $2,500 $26,806 

- 

- - - (1,011) (1,011) 57 (398) 

U N AFF l  LI AT ED 
REVENUES 

Elect r ic  Opera t i ons  - $ 
Natu ra l  Gas Transni iss ion 
F ie ld  Serv ices 
T rad ing  and  M a r k e t i n g  
Global Asset  Deve lopmen t  
O the r  Energy Serv ices 
Real  Estate Opera t i ons  
O the r  Opera t i ons  
Elinirnations and Minor i ty  I n te res Is  

T o t  a I C o ii s o I i  da ted  $ 

Year  Ended  Dec 31 1999 

Natu ra  I Gas T rans  ni i  ss i  o n 
F ie ld  Serv i ces  
T rad ing  and  M a r k e t i n g  
Global  Asset  Deve lopmen t  
O the r  Energy Serv ices 
Real  Es ta te  Opera t i ons  
O the r  Opera t i ons  
Etini inations and  Minor i ty  Interests 

Elect r ic  Opera t i ons  ~ 9 

4,401 $ -  $ 4,401 $1,262 $498 $ 743 812,955 
1,468 104 1,572 624 229 247 5,059 
2,481 5 74 3,055 157 71 157 1,855 
7,411 78 7,489 23 7 18 1,557 

109 14  123 4 9 348 988 
343 33 376 1s 6 47 223 
124 124 98 4 223 594 
(28) (2s) (120) 17 245 941 

(603) (8031 22 (446) 
16,309 $ -  $16,309 $2,108 $841 $2,028 $24,029 

- 

- 
- - - 

4,700 
1,100 
2,883 

11,334 
612 
886 
233 

(6) 
- 

DEPRECIATION CAPITAL AND 
INTERSEGMENT TOTAL AND INVESTMENT SEGMENT 

REVENUES REVENUES EBlT AMORTIZATION EXPENDITURES ASSETS 

$ -  $ 4,700 $ 856 
106 1,206 627 
70 7 3,590 144 
459 11,793 70 
165 777 181 

233 176 
103 989 (94) 

44 38 (9) 

- 

$542 
126 
131 

1 2  
104 

14 
9 

30 

$ 759 
261 

1,630 
1 0 4  

2,703 
94  

368 
17 

$13,133 
3,897 
3,565 
4,060 
6,673 

612 
983 

1,298 
- - (1,584) (1,584) 92 (812) 

To ta l  Consol idated $~ 21,742 t b -  $21,742 $2,043 $968 $5,936 $33,409 

In 1999, f o re ign  opera t i ons  cons is ted  of 10% o f  conso l i da ted  revenues  a n d  15% of conso l i da ted  l ong - l i ved  asse ts ,  p r i m a r i l y  i n  Canada 
and  Lat in  Amer ica Fore ign opera t i ons  w e r e  n o t  m a t e r i a l  for  1996 a n d  1997. 
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4RE GULATORY MATTERS 
-ELECTRIC OPERATIONS The NCUC and  t h e  PSCSC approve  r a t e s  
fo r  r e t a i l  e lec t r i c  sa les w i t h i n  the i r  respect ive s ta tes  The FERC 
approves  Elect r ic  Opera t i ons ’  r a t e s  f o r  e lect t  IC sa les to  who lesa le  
cus ton ie rs  Elect r ic  sa les to  t h e  o t h e r  j o in t  o w n e r s  of  t h e  Catawba 
N u c l e a r  S ta t i on ,  w h i c h  i e p i e s e n t  a m a j o r i t y  o f  E lec t r i c  
0 p e r  a t  i o n  s’ e I e c t r i c w h o  1 e s  a I e rev en  u e s , a r e  se t  t 11 r ou y h co n t r a c- 
t u a l  ag reemen ts  

I n  1997,  i n  con junc t i on  w i t h  i t s  merge r  w i t h  PanEnergy,  Duke 
Energy a g r e e d  to  cap the  base  e lec t r i c  r a t e s  fo r  re ta i l  cus tomers  
a t  ex i s t i ng  leve ls  t h r o u g h  2000, w i t h  ve ry  l im i ted  excep t ions  Duke  
Energy a lso a g r e e d  to f r eeze  rates,  excep t  f o r  t he  marke t -based  
ra tes ,  f o r  t ra i i s i i i i s s io i i  and  wholesale e lec t r i c  sa les  I n  addi t ion,  
Duke  Energy agt-eed to  a cap on the r a t e s  cha rged  t o  t h e  o t h e r  
j o in t  owners  of Catawba Nuclear  Stat ion under  the  in terconnect ion 
a g r e e m e n t s  and  o n  t h e  r e i m b u r s e m e n t  of  ce r ta in  cos ts  r e l a t e d  t o  
admin i s t ra t i on  and  genera l  expenses  and  genera l  p l a n t  costs  
u n d e r  o p e r a t i o n  a n d  f u e l  a g r e e m e n t s  M a n a g e m e n t  be l i eves  
t h a t  t h e s e  ag reemen ts  w i l l  n o t  have a n ia te r i a l  adve rse  e f f e c t  on 
conso l i da ted  r e s u l t s  o f  ope ra t i ons  o r  f inanc ia l  pos i t ion.  

Fuel  cos ts  a r e  r e v i e w e d  seni ian i iua l ly  i n  t he  who lesa le  j u r i s -  
d i c t i on  and  annual ly  i n  the  South Caro l ina re ta i l  ju t  isd ic t ion,  with 
p rov i s ions  fo r  rev iew ing  such  costs  iii base  r a t e s  I n  t h e  N o r t h  
Caro l i na  re ta i l  j u r i sd i c t i on ,  a i e v i e w  o f  f ue l  costs  in r a t e s  i s  

r e q u i r e d  annual ly  and  du r ing  genera l  r a t e  case p roceed ings  All  
j u r i sd i c t i ons  a l l o w  Duke  Energy t o  ad jus t  e lec t r i c  r a t e s  f o r  p a s t  
o v e r -  o r  under - recove ry  of  f u e l  cos ts  Therefore,  t h e  d i f f e rence  
b e t w e e n  ac tua l  fuEl  costs  i n c u r r e d  f o r  e lec t r i c  ope ra t i ons  and  fue l  
cos ts  recove red  th rough  r i t e s  i s  re f l ec ted  i n  revenues  The st ipu-  
l a t i on  ag reemen ts  re la ted  to  the  m e r g e r  do not apply  t o  the  f u e l  
cos t  ad jus t  m e n  t s . 

Ce r t a  i n o f  E I e c t r i c 0 p e ra t  4 o i i s’ e I e c t r i c LV h o I e s a I e c u s t o in e r s, 
exc lud ing  the  o t h e r  Catawba Nuc lea i  S ta t i on  j o in t  owners ,  i n i t i a t -  
e d  p roceed ings  i n  1995  b e f o r e  the  FERC concern ing  r a t e  r e l a t e d  
m a t t e r s  Duke  Energy and  w i l e  of i t s  e leven who lesa le  cus tomers  
e n t e r e d  i n t o  a se t t l emen t  in Ju ly  1996  w h i c h  reduced  t h e  cus-  
t o m e r s ’  e lec t r i c  i a tes  by approx i i na te l y  9% These con t rac ts  w i l l  
b e  i n  e f f e c t  t h rough  2001, sub jec t  t o  annual  renewa ls  t h e r e a f t e r  
Eoth of  t he  cus ton ie rs  t h a t  d id  n o t  e n t e r  i n to  the  s e t t l e m e n t  
s igned  ag reemen ts  and  began  pu rchas ing  e lec t r i c i t y  f r o m  o t h e r  
supp l i e rs  i n  1997.  Management  be l ieves t h a t  t hese  a g r e e m e n t s  
wi l l  n o t  have a m a t e r i a l  adve rse  impac t  o i i  conso l i da ted  r e s u l t s  of  
ope ra t i ons  o i  f i nanc ia l  pos i t i on  

I n  December  1997, Duke Energy f i l ed  app l i ca t i ons  w i t h  t h e  
FERC, NCUC and  PSCSC fo r  au tho r i t y  t o  co i i ib ine Nan taha la  P o w e r  
ant1 t i g h t  (a who l l y  ow i ied  subsid iary)  and  Duke P o w e r  Duke  
Energy rece ived  the  necessary app rova ls  i n  June ,  Ap r i l  a n d  
Februa ry  1996,  respec t i ve l y  Nan taha la  Power  and  L igh t  b e g a n  
opera t i ons  as a d i v i s ion  of Duke Power  e f fec t i ve  Augus t  3 ,  1 9 9 s  

On December  20, 1999,  the  FERC issued O r d e r  2000, w h i c h  
en  c o u r a g  e s t r a n s  m i s s i 0 n 0 w n e r s  to  vo I u r i  t a I_ i I y j o i 11 Reg i 0 ii a I 
Ti ansn i i ss ion  Organizat ions (RTOs) to  i nc rease  access to  t h e  
na t i on ’ s  p o w e r  gr id .  A l l  publ ic  u t i l i t i es  t h a t  own ,  ope ra te ,  o r  con-  
t r o l  i n t e r s t a t e  e lec t r i c  t ransn i i ss ion  a r e  r e q u i r e d  t o  f i l e  w i t h  t h e  
FERC by Oc tober  15,  2000. This  f i l i i i g  n iust  desc r ibe  the  conipa-  
ny’s p roposa l  to  j o in  an  RTO, inc lud ing a desc r ip t i on  o f  e f f o r t s  l o  
par t i c i pa te ,  reaso i i s  f o r  n o t  pa r t i c i pa t i ng ,  p lans f o r  f u r t h e r  wot k 
t o w a r d s  pa r t i c i pa t i on  and /o i  any obs tac les  i n  pa r t i c i pa t i on  A l l  
RTOs a r e  to  b e  opera t i ona l  by December  15 ,  3-001 

-NATURAL G A S  TRANSMISSION Duke  Energy ’ s  i n t e r s t a t e  n a t u r a l  
gas  p i  pe l  i ii e s p r i ni  a r i I y 11 rov i  de t r a n s p o r t  a t  io  in and  s t o r a g e  se r -  
v ices pu rsuan t  t o  FERC Order  636. Orde r  636 allows p ipe l i nes  io 
recove r  e l i g ib le  r o s t s  resu l t i ng  f r o m  imp lemen ta t i on  o f  t h e  o r d e r  
( t rans i t i on  costs) .  I n  1994,  t h e  FERC approved  Texas Eas te rn  
T r a  n s ni i ss i o ii Corpo ra t i on  ’ s (T ETCO) se t  t I e ni e n t r e s  o I v i n g r e g  ti I a- 
t o r y  tssues re la ted  p r imar i l y  to  O r d e r  636 t r a n s i t i o n  cos ts  aiicl a 
number  o f  o t h e r  issues re la ted  t o  se rv i ces  p r i o r  t o  O r d e r  6 3 6  
Under  t h e  1 9 9 4  se t t l emen t ,  TETCO’s l i ab i l i t y  f o r  t ra i l s i t i on  c o s t s  
w a s  es t ima ted  based  on t h e  amount of p roducers ’  na t i i r a l  g a s  
rese rves  and  o t h e r  fac to rs  I n  1998,  TETCO favo rab ly  reso lved  a l l  
r ema in ing  gas pu rchase  contracts ,  recogniz ing $39  nii l l ion o f  
i ncome ($24 m i l l i on  a f t e r  tax)  I n  addi t ion,  t h e  FERC approved  a 
s e t t l e m e n t  f i l ed  by TETCO, wh ich  acce le ra tes  recove ry  o f  n a t u r a l  
gas t ra i i s i t i on  costs  The 1 9 9 6  s e t t l e m e n t  is n o t  expec ted  to  have  
a n ia te r i a l  adve rse  e f fec t  o n  the  conso l i da ted  r e s u l t s  of opet a- 
t i ons  o r  f i i ianc ia l  pos i t ron 
-GLOBAL ASSET DEVELOPMENT Three  Ca l i f o rn ia  e lec t r i c  g e n e r a t -  
i ng  p lan ts ,  Moss  Landing, South 6ay  arid Oakland,  se l l  e lec t r i c i t y  
u n d e r  t h e  te rms  of  Rel iab i l i ty  Must  Run Agreemen ts  w i t h  t h e  
Ca I if o r n i a I n  depe ii den t  S y s t e m Op e r a t  o r, w hi c h p u r c ha ses e I ec- 
t r i c i t y  a t  FERC regu la ted  r a t e s  Moss  Land ing  and  Ozk land  have  
e n t e r e d  i n to  s e t t l e m e n t  ag reemen ts  w i t h  respec t  to  t h e  r a t e s  t o  
be  pa id  to  t h e m  by the  I n d e p e n d e n t  Sys tem O p e r a t o r  Those se t -  
t ler i ients  w e r e  approved  by the  FERC i n  January  2000 Sou th  Bay 
h a s  n o t  reached  a f i na l  ag reemen t  w i th  respec t  t o  i t s  e lec t r i c  
r a t e s  and,  t h e i e f o i e ,  i t s  r a t e s  a r e  sub jec t  t o  p a r t i a l  r e f u n d  o r  s u r -  
cha rge  Management  be l ieves t h a t  t he  f i na l  reso lu t i on  of  t h i s  nnat- 
t e r  wi l l  n o t  have a m a t e r i a l  adve rse  e f f e c t  o n  conso l i da ted  r e s u l t s  
o f  o p e i a t i o n s  o i  f i nanc ia l  pos i t i on  

5JOINT OWNERSHIP OF GENERATING 
FAG I L I T IE S 

’ JOINT OWNERSHIP OF CATAWBA NUCLEAR STATION 
~ _ I _  

Owner Ownership Interest 
37 5% 
25 125% 

12 546 

100 OD,, 

’ Nor th  Carolina Municipal Power Agency hluniber 1 (I\ICMPA) 
Nor th Carolina Electric Membership Corporation (NCEMC) 
Duke Energy Corporation 12 5% 
Piedniont Municipal Power Agency (PMPA) 
Saluda Rivei Electric Cooperative, I i i c  (Saltitla River) 9 375U.b 

As of December  31, 1999,  $523 n i i l l io i i  of P roper t y ,  P l a n t  ar id  
Equ ipmen t  a i id  $243 n l i l l i on  o f  accumu la ted  deprec ia t i on  a n d  
a m o i  t i za t i on  rep resen ted  Duke Energy ’ s  i nves tmen t  111 Catawba 
Nuc lea r  Stat ior i  Units 1 and 2 Duke  Energy ’s  sha re  o f  o p e r a t i n g  
cos ts  i s  i nc luded  in  the  Conso l i da ted  S ta temen ts  o f  I n c o m e  a n d  
Co mp r e  li e n s ive I n t o  ni e 

Duke  Energy e n t e r e d  i n to  c o n t r a c t u a l  i n te rconnec t ion  a g r e e -  
m e n t s  w i t h  t h e  o t h e r  j o i n t  o w n e r s  of  Ca tawba  Nuc lea r  S t a t i o n  t o  
pu rchase  dec l i n ing  pe rcen tages  of the genera t i ng  capac i t y  a n d  
energy  f r o i n  t h e  s ta t i o i i  These ~ ~ t i r c l i a s e d  p o w e r  a g r e e m e n t s  
became e f fec t i ve  in 19S5 and  1 9 5 6  The pui -chased p o w e r  ag ree -  
m e n t s  w e r e  es tab l i shed  f o r  f i f t e e n  y e a r s  fo r  NCMPA a n d  PMPA 
a i i d  ter i  yea rs  f o r  NCEMC ant1 Salt i t la R ive r  

The  p o r t i o n  of  pu rchased  capac i t y  sub jec t  t o  l eve l i za t i on  n o t  
recove red  in r a t e s  w a s  de fe r red .  Duke  Energy  i s  r e c o v e r i n g  the  
a c c u in1 u I a t  e cl b a I a n ce, i n c I u cl i n g r e t  ti r n s o n  t t i  e d e f e r r e d  b a I a n c e, 
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s ta tu to ry  r a t e  o f  35Sb 
Ad jus tmen ts  resu l t i ng  f i  o m  

S t a t e  i ncome tax ,  
n e t  of fede ra l  i ncome tax e f f e c t  

Favo rab le  reso lu t i on  of tax i ssues  
O the r  i t ems ,  n e t  

ove r  a pe r iod  expec ted  t o  e l i d  i n  2004 Ju r i sd i c t i ona l  l eve l i za t i ons  
a re  i n tended  to  recove r  total  casts ,  i nc lud ing  d e f e r r e d  re tu rns ,  
and  a r e  sub jec t  t o  ad jus tmen ts ,  i nc lud ing  f i na l  t rue -ups .  The  cur-  
r e n t  leve l ized approved  revenues  a r e  app iox in ia te l y  $186  m i l l i on  

For  the  yea rs  ended  December  31, 1999, 199s and  1997, 
pu rchased  capaci ty  and  energy  cos ts  f r o m  t h e  o t h e r  j o i n t  o w n e r s  
was  approx in ia te l y  $62 mi l l ion,  $ S S  m i l l i on  a n d  $120 mil l ion,  
respec t i ve l y  These amoun ts ,  a f t e r  ad jus tmen ts  f o r  t h e  costs of  
capaci ty  pu rchased  n o t  r e f l e c t e d  i n  c u r r e n t  ra tes ,  a r e  includecl in 
the  Conso l i da ted  S t a t e m e n t s  of  I n c o m e  a n d  Comprehens ive  
Incon ie  a s  Net I n t e r c h a n g e  and  Purchased  P o w e r  As o f  December  
31,  1999  a n d  1995, $643 mi l l ran  a n d  $747 in i l l ion,  respec t i ve l y ,  
assoc ia ted  w i t h  the  cos t  of capaci ty  pu rchased  b u t  no t  re f l ec ted  i n  
cu r ren t  r a t e s  have been accumu la ted  i n  t h e  Consol idated Balance 
Shee ts  a s  Purchased  Capaci ty  Costs  and  Cur ren t  Po r t i on  of 
Pu rchased  Capaci ty  Costs. 

T t i  e i n t e  r c o n  n ec t io n a g r ee i i i  e n t s a I so p r ov i cl e f o r su p p I e in en - 
t a l  p o w e r  sa les by Duke Energy to  t h e  o t h e r  j o in t  o w n e r s  of 
Catawba Nuc lea r  S ta t i on  to  sa t i s f y  the i r  capaci ty  and energy  
needs beyond  t h e  capaci ty  and  energy  wh ich  they r e t a i n  f r o m  t h e  
s ta t i on  o r  po ten t i a l l y  acqu i re  i n  t h e  f a r m  o f  o t h e r  resources  The 
ag reemen ts  f u r t h e r  p rov ide  the o t h e r  j o i n t  o w n e r s  the  ab i l i t y  t o  
secu re  such  supp lemen ta l  r e q u i r e m e n t s  ou ts ide  o f  t hese  con t rac -  
t ua l  ag reemen ts  fo l l ow ing  an  a p p r o p r i a t e  no t i ce  per iod.  NCEMC, 
Saluda River  and  NCMPA have g i ven  such  approp r ia te  no t i ce  e f fec -  
t i v e  January  1, 2 0 0 1  PMPA w i l l  con t i nue  to  rece ive  supp lemen ta l  
p o w e r  sa les  f r o m  Duke  Energy t h r o u g h  December  31, 2005 As the  
o the r  j o in t  o w n e r s  t e t a i n  m o r e  capac i t y  and  energy  f r o m  the  
s fat ion,  o r  ob ta in  add i t i ona l  capac i t y  and energy  f r o m  a t h i r d  
pa r t y ,  s u p p l e m e n t a l  p o w e r  s a l e s  a r e  e x p e c t e d  t o  d e c l i n e  
Management  be l ieves t l i i s  w i l l  n o t  have a m a t e r i a l  a d v e i s e  e f fec t  
on conso l i da ted  resu l t s  of ope ra t i ons  o r  f i nanc ia l  pos i t i on .  

$ 4 5 5  $713 $565 

47 90 7 1  
(30) - - 
(19) (26)  3 

GINCOME TAXES 

Federa l  
State 

Total c u r r e n t  incanie taxes  
De fe r red  income taxes,  n e t  

Federa l  
State 

Tota l  de fe r red  income taxes, ne t  
I n v e s t m e n t  tax  c red i t  a m o i t i z a t i o n  
To ta l  income tax expense 

5 526 $673 $433 

664 511 533 

(127) (15)  1 1 2  

(192) (15) 121  
(19) (15) (15) 

$ 453 $777 1639 

138 135 i n 0  

(65) (4) 9 

Effect ive tax r a t e  34.9% 38 I% 39 6% 

1 NET DEFERRED INCOME TAX LIABILITY COMPONENTS DEC 3 1  
~ 1 IN  MILLIONS 

D e f e r r e d  c red i t s  

A I t e r  na  t i  ve ni i ii i m u ni  

O the r  

and  o t h e r  l i ab i l i t i es  

tax  c r e d i t c a r r y f o r w a r d  

To ta l  d e f e r r e d  i ncome tax a s s e t s  

Ne t  d e f e r r e d  i ncome tax  asse ts  
Va lua t i on  a l l owance  

I n v e s t m e n t s  and  o t h e r  asse ts  
P roper t y ,  p lan t  and  e q u i p m e n t  
Regu la to ry  asse ts  a n d  d e f e r r e d  deb i t s  
Regulatory  asse t  

r e l a t e d  t o  r e s t a t i n g  to  p re - tax  bas i s  
O the r  

To ta l  d e f e r r e d  i ncon ie  tax  l i ab i l i t i es  
S ta te  d e f e r r e d  i n c o m e  tax ,  

n e t  o f  f ede ra l  tax e f f e c t  
Net d e f e r r e d  i ncome tax l i ab i l i t y  

99 98 

556 $ 268 

3 0  
8 36 

564 334 

- 

(245) (207) 
(2,483) (2,405) 

(427) (542) 

(432) (435) 
(69)  

(3,587) (3,658) 

(340) (357) 4 (3,425) $(3,733) ' 

The change in  t h e  n e t  de fe r red  income tax l iab i l i ty  f r o m  1998 
t o  1999  d i f f e rs  f r o m  t h e  1999  de fe r red  income tax expense a s  a 
resu l t  o f  t h e  remova l  of ne t  de fe r red  income tax l iab i l i t ies  due to 
the  sa le  o f  t h e  PEPL Companies and Trunkl ine LNG 

7RISK MANAGEMENT AND FINANCIAL 
INSTRUMENTS 
-CO M M 0 DITY DERIVATIVES 0 ti k e  E n e  r g  y , p r i m a  r i I y t h r o  ti g h 
T rad ing  and  Market ing,  manayes  i t s  exposure  t o  r i sk  f r o m  ex is t ing 
contractual  commi tmen ts  and  p rov ides  r i sk  management  serv ices 
to  i ts  cus tomers  th rough  f o r w a r d  contracts ,  fu tures,  ove r - the -  
counter  s w a p ag reemen ts  and  op t  i o ns (co I I e c t i ve I y , " coni  mo  d i t y 
de r i va t i ves " )  Energy commodi ty  f o r w a r d  con t rac ts  invo lve phys ica l  
de l ivery  of an energy commod i t y  Energy commodi ty  fu tu res  invo lve 
the buy ing o r  se l l ing of  n a t u i a l  gas,  e lec t r i c i t y  o r  o the r  energy-  
re la ted  conin iod i t ies a t  a f ixed p r i c e  Over- the-counter  swap  ag ree -  
men ts  requ i re  Duke Energy to  rece ive  or n iake payments based  on 
the  d i f f e rence  b e t w e e n  a speci f ied p r i ce  and the  actual  p r i ce  of the 
under l y ing  conimodi ty  Energy commod i t y  opt ions he ld  t o  m i t i ga te  
p r i ce  r i sk  p rov ide  the r ight ,  b u t  riot t he  requ i remen t ,  t o  b u y  or  se l l  
ene rgy - re la ted  commod i t i es  a t  a f i xed  pr ice.  

Commod i t y  Der i va t i ves  - Trad ing  Duke  Energy engages  rn 
t h e  t r a d i n g  of  cp i i in iod i ty  de r i va t i ves ,  a n d  t h e r e f o r e  exper iences  
n e t  open pos i t i ons  Duke  Energy  manages  open pos i t i ons  w i t h  
s t r i c t  po l i c i es  w h i c h  I i n i i t  i t s  exposure  t o  m a r k e t  r i sk  ar id  r e q u i r e  
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da i l y  r e p o r t i n g  to  management  of  po ten t i a l  f i nanc ia l  exposure.  
These  po l i c i es  i nc lude  s ta t i s t i ca l  r i sk  to le rance  l i m i t s  us ing  h is-  
t o r i c a l  p r i ce  movements  t o  ca lcu late a da i ly  ea rn ings  a t  r i s k  n iea-  
su ren ien t  The  we igh ted -ave rage  l i f e  o f  Duke Energy 's  commod i t y  
r i s k  p o r t f o l i o  w a s  approx in ia te l y  20  mon ths  a t  December  31, 1 9 9 9  

N ET GAINS RECOGNIZED FROM TRADING COMMODITY DERIVATIVES 

I N  MILLIONS 

N a t u r a l  gas 
E lec t r i c i t y  

99 98  97 

$114 $34  
a 14 

a Not ma te r ia l  

ABSOLUTE NOTIONAL CONTRACT QUANTITY OF COMMODITY DERIVATIVES 
HELD FOR TRADING PURPOSES 

DEC 3 1  

99 98 

N a t u r a l  gas, i n  b i l l i on  cubic  f e e t  36,285 11,149 
Elect r ic i ty ,  i n  g i g a w a t t  hou rs  469,371 112,367 

FAIR VALUES OF COMMODITY DERIVATIVES - TRADING 

iga te  i n t e i e s t  r a t e  r i sk  exposure  r e l a t e d  to  Iborrowings The  
no t i ona l  amoun ts  shown in  the  f o l l o w i n g  tab le  se rve  so le ly  as a 
bas i s  f o r  t he  ca lcu lat ion o f  paymen t  s t r e a m s  t o  be  exchanged  
These no t i ona l  amoun ts  a r e  n o t  a m e a s u r e  o f  t h e  company ' s  expo-  
s u r e  th rough  i t s  u s e  of  de r i va t i ves  Fa i r  va lues  shown i n  the  f o l -  
l ow ing  tab le  rep resen t  es t ima ted  amoun ts  t h a t  Duke  Energy ifiioulcl 
have rece ived  i f  t he  swaps  l iad b e e n  s e t t l e d  a t  c u r r e n t  m a r k e t  
r a t e s  on t h e  respec t i ve  dates. 

DEC 3 1  99  

NOTIONAL FAIR  C O N T R A C T S  

I DOLLARS IN MILLIONS 

AMOUNT VALUE E X P I R E  
I n t e r e s t  r a t e  

s w a p s  $ 600 $2 2000 

DEC 3 1  98  

N O T I O N A L  FA1 R C O N T R A C T S  
AMOUNT VALUE E X P I R E  

I n t e r e s t  r a t e  
swaps  $ 300 $S 1999-2000 

IN  MILLIONS 
99 98 

ASSETS L IABIL IT IES ASSETS L l A B i L i T i E S  

Fa i r  va lue  a t  Dec  3 1  
N a j u r a l  gas  
E lec t r i c i t y  

Ave rage  f a i r  va lues  
f o r  t h e  yea r  

N a t u r a l  gas  
E lec t r i c i t y  

2,966 $2,855 $1,275 $1,179 
1,302 1,271 57s 570 

2,401 2,269 305 75 7 
962  9 0 0  420 416  

D e f e r r e d  ga ins  on se t t l ed  i n t e r e s t  r a t e  de r i va t i ves  w e r e  n o t  
n ia te r i a l  i i i  1 9 9 9  or 1998  Unrea l i zed  ga ins  and  losses  a n d  e x p o -  
s u r e  t o  changes  in  m a r k e t  c o n d i t i o n  w e r e  n o t  r i i a te r i a l  a t  
December  31, 1 9 9 9  and  1 9 9 8  A s  a r e s u l t  o f  t h e  i n t e r e s t  r a t e  s u a p  
con t rac ts  w l i i c h  s w a p  f ixed r a t e  ob l i ga t i ons  t o  e f fec t i ve  f l o a t i n g  
rates,  i n t e r e s t  expense f o r  t he  r e l a t i v e  no t i ona l  amoun t  o n  t h e  
Conso l i da ted  S ta temen ts  o f  I n c o m e  a n d  Comprehens ive  I n c o m e  i s  
recogn ized  a t  t he  w e i g h t e d  ave rage  London  in te rbank  o f f e r e d  ra te  
( L I B O R )  f o r  t he  yea r  p lus  the  app l i cab te  m a r g i n s  

Commod i t y  Der i va t i ves  - Non-Trad ing  At December  31, 
1 9 9 9  a n d  1995,  Duke  Energy he ld  o i  i ssued  seve ra l  commod i t y  
der ivat ives,  p r i m a r i l y  i i i  t he  fo rn i  o f  swaps,  t h a t  reduce  exposure  
t o  n ia rke t  p r i ce  f l uc tua t i ons  fo r  ce r ta in  p o w e r  and  NGL p roduc t i on  
fac i l i t i es  At December  31, 1999 ,  t hese  conin iod i ty  de r i va t i ves  
ex tended  f o r  pe r iods  tip to  t e n  yea rs  The gains, l osses  a n d  cos ts  
r e l a t e d  to  non- t rad ing  commod i t y  de r i va t i ves  tha t  qua l i f y  as a 
hedge  a r e  n o t  recognized un t i l  t he  under l y ing  phys i ca l  t ransac t i on  
c loses  At December  31, 1 9 9 9  and  1995,  Duke Energy had  un rea l -  
ized n e t  ga ins ( losses)  o f  $(120) mi l l i on  and  $10  i i i i l i ian,  respec -  
t ive ly ,  re la ted  t o  non - t rad ing  commod i t y  de r i va t i ves  The de te rm i -  
na t i on  of un rea l i zed  n e t  ga ins ( losses)  r e q u i r e s  j u d g m e n t  i n  
i n t e r p r e t i n g  m a r k e t  da ta  and developing es t ima tes  o f  f a i r  va lue  
Accord ing ly ,  t he  un rea l i zed  n e t  ga ins ( losses)  as o f  Decenibet  31, 
1 9 9 9  and  1 9 9 6  a r e  n o t  necessar i ly  i nd i ca t i ve  o f  t h e  a m o u n t s  Duke  
Energy could have rea l i zed  i n  the c u r r e n t  m a r k e t  

ABSOLUTE NOTIONAL CONTRACT QUANTITY OF COMMODITY 
DERIVATIVES HELD FOR NON-TRADING PURPOSES 

99 98 

N a t u r a l  gas, i n  b i l l i on  cubic  feet  5 9 2  216 
Elect r ic i ty ,  i n  g i g a w a t t  hou rs  45,877 10,615 
P o w e r  capaci ty ,  i n  m e g a w a t t  mon ths  
Oil ,  in thousands  of  b a r r e l s  32,764 4,875 

25,950 - 

-INTEREST RATE DERIVATIVES Duke  Energy pe r iod i ca l l y  e n t e r s  
i n t o  f i nanc ia l  de r i va t i ve  i ns t run ien ts  inc lud ing,  b u t  n o t  l im i ted  to, 
swaps ,  op t i ons  and  t reasu ry  r a t e  ag reemen ts  t o  manage  and  m i t -  

1 WEIGHTED AVERAGE RATE FOR INTEREST RATE SWAPS 

FOR Y E A R S  E N D E D  DEC 3 1  

99 98 97  
i 
8% Ser ies  B Swap 5.36% 5 69% 5 78% 
7 5 %  Ser ies  6 Swap 6.42% 6 74% 6 53% 
Coni nie r ci  a I pap  e r f ixed 

r a t e  s w a p s  4.95% - - 

-FOREIGN CURRENCY DERIVATIVES T r a d i n g  and  M a r k e t i n g  e n t e r s  
i n t o  f o r e i g n  cu r rency  s w a p  a g r e e m e n t s  t o  m a n a g e  fo re ign  cu r re i i -  
cy r i s k s  assoc ia ted  w i t h  energy c o n t r a c t s  denomina ted  i n  f o r e i g n  
cu r renc ies  As of December  31, 1999, the  ag reemen ts  h a d  a 
no t i ona l  con t rac t  amoun t  o f  app rox ima te l y  $ 7 6 2  mi l l ion,  beg inn ing  
i n  the  y e a r  2000 a n d  ex tend ing  t o  t h e  yea r  2005, and  liacl a 
w e i g h t e d  ave rage  f i xed  exchange r a t e  of  1 4 7 0  Canadian d o l l a r s  
to  U S do l l a rs .  As of  December 31, 199S, t h e  a g r e e m e n t s  had  a 
no t i ona l  con t rac t  amoun t  o f  app rox ima te l y  $120 n i i l l io i i ,  heg inn ing  
i n  t h e  y e a r  2000 a n d  extencl ing t o  t h e  yea r  200'5, and  h a d  a 
w e i g h t e d  ave rage  f i xed  exchange r a t e  of  1 4 7 2  Canadian d o l l a r s  
to  U.S do l l a rs  The  fa i r  va lue of f o r e i g n  cu r rency  s w a p  ag ree -  
n ien ts  w a s  no t  m a t e r i a l  a t  December  31, 1 9 9 9  o r  1 9 9 6  

Iii an t i c ipa t i on  o f  t he  tender  o f f e r  f o r  P a r a n a p a n e i m  (see  
No te  I9 t o  t h e  Consol idated F inancia l  S ta temen ts ) ,  Duhe Energy 
en te rec l  i n t o  f o r e i g n  c u r r e n c y  f o r w a r d  c o n t r a c t s  t o  o b t a i n  
B raz i l i an  i e a i s  A s  o f  December  31, 1999, t h e  for!'dard c o n t r a c t s  
h a d  a no t i ona l  amoun t  of $2S0 n i i l l i o i i  a t  a n  a v e r a g e  exchange  r a t e  
o f  1 5 4 9 6  Braz i l ian rea i s  to  U S d o l l a r s  w h i c h  approx in ia ted  fa i t  
va lue.  
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-MARKET AND CREDIT RISK New York Mercan t i l e  Exchange 
(Exchange) t r a d e d  f u t u r e s  and  o p t  i on  co  n t r a  c t s a r e  gua r a n t  ee  cI by 
the  Exchange and  have i i on i i na l  c red i t  r i sk  On a l l  o t h e r  t ransac -  
t i ons  p rev ious l y  desc r ibed ,  Duke Energy i s  exposed  t o  c r e d i t  r i sk  
i n  t h e  even t  o f  nonper fo r i xance  b y  the  coun te rpa r t i es .  For  each  
coun te rpa r t y ,  Duke  Energy analyzes i t s  f i nanc ia l  cond i t i on  p r i o r  t o  
en te r ing  i n to  an  ag reemen t ,  es tab l i shes  c red i t  l im i t s  and  mon i to rs  
the  approp r ia teness  of  t h e s e  l i m i t s  on an  ongo ing  bas i s  The 
change in  m a r k e t  va lue  o f  exchange- t raded  fu tu res  a n d  op t i ons  
con t rac ts  requr i  es da i l y  cash  s e t t l e m e n t  iii n ia rg in  accoun ts  w i t h  
brokers Swap contracts  and  mos t  o ther  over- the-counter  inst ruments 
a re  genera l l y  s e t t l e d  a t  t h e  exp i ra t i on  of  the con t rac t  t e r m  and  
may be  sub jec t  t o  rr iargin requ i remen ts  w i t h  the  coun te rpa r t y .  
-FINANCIAL INSTRUMENTS The f a i r  va lue o f  f i nanc ia l  i ns t rumen ts  
i s  summar i zed  i n  t h e  f o l l o w i n g  tab le .  Judgmen t  i s  r e q u i r e d  in  

i n te rp re t i ng  m a r k e t  da ta  to deve lop  t h e  e s t i m a t e s  o f  f a i r  va lue 
Accord ing ly ,  t he  e s t i m a t e s  de te rm ined  a s  o f  December  31, 1999 
and 1 9 9 8  a r e  n o t  necessa r i l y  i nd i ca t i ve  o f  t h e  amoun ts  Duke 
Energy cou ld  have rea l i zed  i n  c u r r e n t  m a r k e t  exchanges.  The 
ma jo r i t y  o f  t h e  es t ima ted  fa i r  va lue amoun ts  w e r e  ob ta ined  f r o m  
in  dependent  pa r t i es  

FI NAN C I At INSTRUMENTS 

IN MILLIONS 
99 

B O O K  A P P R O X I  MAT E 
VALUE F A I R  VALUE 

9,165 ' $8,891 

1,404 1,207 
313 303 i 98 

Long- te rm deb t  a 
Guaran teed  p r e f e r r e d  

bene f i c ia l  i n te i  e s t s  
in subo i  r l inated no tes  o f  Duke  
Energy o r  subs id ia i  i es  

P re fe r red  s tock  a 

BOOK A P P R O X I  MATE 
V A L U E  FAIR  VALUE 

6,959 $7,240 

919 937 
333 346 

Long- te rm deb t  a 
G u a r a ii t e e (I p r e  f e r r e d 

bene f i c ia l  i n t e r e s t s  
i n  subord ina ted  no tes  of Duke 
Energy o r  subs id ia r i es  

P r e f e r r e d  s tock 

a I i ic I u des cu r  rei1 t i l ia  t u  r i t ies 

The fa i t  va lue o f  cash ancl cash equ iva len ts ,  no tes  receivable,  
no tes  payab le  and  conin ierc ia l  paper  a r e  no t  ma te r ia l l y  d i f f e r e n t  
f r o m  the i r  ca r ry ing  amoun ts  because  of  t h e  s h o r t - t e r m  n a t u r e  
of  t hese  ins t run ien ts  o r  because  the  s ta ted  r a t e s  approx ima te  
mat  k e t  r a t e s  

Guarantees n iade o i i  beha l f  o f  a f f i l i a tes  o r  r e c o u r s e  p rov i -  
s ions f r o m  a f f i l i a tes  have no  book  va lue  assoc ia ted  w i t h  them, ancl 
t h e r e  a r e  no  f a i r  va lues read i l y  de te rm inab le  s ince q u o t e d  m a r k e t  
Dr ices a re  n o t  avai lab le 

81NVESTMENT IN AFFILIATES I n v e s t m e n t s  i n  domes-  
t i c  and  in te rna t i ona l  a f f i l i a t e s  w h i c h  a r e  no t  con t ro l l ed  by  Duke 
Energy b u t  w h e r e  Duke  Energy has s ign i f i can t  in f luence ove r  oper-  
a t i ons  a r e  accoun ted  f o r  by t h e  equ i t y  me thod  These inves tmen ts  
i nc lude  u n d i s t r i b u t e d  ea rn ings  of  $6  m i l l i on  and  $ 5  m i l l i on  i n  1999  
a n d  199S, respec t i ve l y .  Duke  Energy 's  sha re  of  ne t  inconie f r o m  
these  a f f i l i a t e s  i s  r e f l e c t e d  i n  t h e  Consol idated S ta temen ts  o f  
I n c o m e  and  Comprehens ive  I n c o m e  a s  Othet  Opera t i ng  Revenues 
-NATURAL G A S  TRANSMISSION I n v e s t n i e n t s  p r i m a r i l y  i nc lude  
ownersh ip  i n t e r e s t s  i n  n a t u r a l  gas  p ipe l i ne  j o i n t  ven tu res  wh ich  
t r a n s p o r t  gas f r o m  Canada t o  the  U S  I n v e s t m e n t s  i nc lude  a 
37 5% o w n e r s h i p  i n t e r e s t  in M a r i t i m e s  & N o r t h e a s t  P ipe l ine,  
1 L.C. 
-FIELD SERVICES I n v e s t m e n t s  p r i n ia r i l y  i nc lude  a 37% i n t e r e s t  
i n  a pa r tne rsh ip  w h i c h  o w n s  n a t u r a l  gas ga the r ing  sys tems  i n  the  
Gul f  o f  Mex ico  (Dauph in  I s l a n d  Ga the r ing  Par tne rs )  and  a 2 1  1% 
i n t e r e s t  i n  TEPPCO 
-GLOBAL ASSET DEVELOPMENT G l o b a l  Asset  Developnient  has 
i nves tmen ts  i n  va r ious  na tu ra l  gas and  e lect r ic  genera t i on  and  
t ransmiss ion  fac i l i t i es  i n  i t s  t a r g e t e d  geographic  a reas  Sign i f icant  
investn ients  inc lude a 50% i nd i rec t  i n te res t  i n  VMC Genera t i ng  
Company ,  a n i e r c h a i i t  e l e c t r i c  g e n e r a t i n g  c o m p a n y ,  a 36.5% 
tnd i rect  i n te res t  i n  Anier ica i i  Ref-Fuel  Company and  a 25% i i i t l i rect  
i n t e r e s t  i n  Na t iona l  Me thano l  Company, w h i c h  o w n s  and  opera tes  
a me thano l  and  MTBE (me thy l  t e r t i a ry  bu ty l  e the r )  bus iness  i n  
Jubai l ,  Saudi  Arabia 
- OT H E R EN ERG Y SERVICES I n  v e s t  m e n t s i n c I II de  the  pa r t i c i p a t  i 0 n 
in  va r ious  cons t ruc t i on  and  s u p p o r t  ac t i v i t i es  fo r  f oss i l - f ue led  
g e n e r a t i n g  p lan ts .  
-REAL ESTATE OPERATIONS I n v e s t m e n t s  i nc lude  va r ious  rea l  
e s t a t e  de v e lop m e n  t p r oj e c t  s 
-OTHER OPERATIONS I n v e s t m e n t s  i nc lude  a 20% i n t e r e s t  111 the  
Bel lSouth PCS L P j o i n t  ven tu re ,  w h i c h  p rov ides  w i re less  pe rsona l  
con im t in icat  i on  se rv i ces  
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Tr a l i s  ni  I ss io  n 
F ie ld  Services 
Global Asset  

0 the  r E 11 e rg  y 
Services 

Real Es ta te  
Operat ions 

Other  
Operat ions 

Total 

De ve I o p m e  n t 

~. _ _  I- 

DEC 3 1  97  

0' > 67 $ 83 $ 150 $104 $ 37 $141 
- 439 - 439 3 03 303 

425 224 649 171 2 23 394 

51 6 57 19  23 42 

11 11 5 5 

(7) - (7) 17 17 

- - 

- 

5 986 $313 $1,299 $619 $283 $902 $455 $231 $686 

Transmiss ion 
Field Services 
Global Asset 

Rev e I op men t 
Other  Energy 

Serv ices 
Real Estate 

Operat ions 
Other  

DOMESTIC INTERNATIONAL TOTAL 

$ 67 $ - $ 6 7  
160 - 160 

174 208 3S2 

16 10 26 

2 

36 13 49 

- 2 

<- $ -  $ 8  
- - 19 

16 $ 9 !$ 25 5 1 4  $ 3 $ 1 7  $ S  
44 - 44 9 9 19  

47 10 57 50 1 6  6s S 21 29 

10 3 13 1 13 14 4 8 12 

3 3 - - - - - - - 

S 1,544 
7,826 
1,155 
4,727 

:; 3,488 

t; 3,510 
3,104 

193 

Operat ions 
Total 

- ~ ~ 

COMBINED FINANCIAL INFORMATION OF UNCONSOLIDATED SUBSIDIARIES ___ _. . 
IN MILLIONS 

DEC 3 1  

Balance Sheet 
Cur r e n t  Assets 
Noncur ren t  Assets 
Cur ren t  L iab i l i t ies  
Noncur ren t  Liabi l i t ies 
Net  Assets  

I n c o m e  Statement  
Operat ing Revenues 
Operat ing Expenses 
Net  I n  c o 111 e 

99  98 97 

$ s4s $ 642 
7,340 5,565 
1,054 75 8 
3384 3,257 
$3,220 $2,495 

$1,667 $ 905 
1,166 703 

263 72 

Duke Energy h a d  outs tanding notes receivable f r o m  ce r ta in  a f f i l i a tes  of $72 n i i l l ion and $80 n i i l l ion a t  December 31, 1999 and  
1998, respect ive ly .  
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'PROPERTY, PLANT AND EQUIPMENT 

PROPERTY, PLANT AND EQUIPMENT 

I N  M l l L l O N S  DEC 31 

Elect r ic  u t i l i t y  
G e 11 e ra  t i o n 
T rans  ni i ssi o 11 a i i  d 

d i s t r i bu t i on  
Genera l  p lan t  
Nuc lea r  fue l  
Const i  uc t i on  work 

i n  p r o g r e s s  
Tota l  e lec t r i c  u t i l i t y  

Na t u rat gas t r a n s  ni iss i on 
No n- r e g  ii I a t e d  ge i i e ra  t i o n 
G a t  tie r i  ng a n (1 process  i 11 CJ 

Cons t r u c t io n w o r k  

O the r  p roper t y  
i n  p r o g r e s s  

a ii d equ  I p i i i e  11 t 

P lan t  and  Equ ipmen t  
Tota l  P i  ope1 ty ,  

t 
99 9 8  

i 7,876 $ 7,670 

6,577 6,324 
1,166 1,127 
741 554 

343 3 28 
16,703 16,003 

4,473 6,194 
4,457 83 7 
2,423 1,409 

881 469 

1,494 2,216 

30,436 $27,128 

ACCUMULATED DEPREClATtON 

DEC 31 

99  98 

6,950 $ 6,371 
1,217 2,585 
493 26 
781 1,271 

9,441 $10,253 
a I n c l u d e s  amor t i za t i on  of  nuc lea r  f u e l  1999 - 8444 mi l l i on ,  199s 
- 5325 ni i l l io i i  

E lect r ic  u t i l i t y  a 
Na tu r a  I gas t r a ii sn i  i s  si  o n  
I\] o n - r e g 11 I a t  e d 'J e n e rat io 11 

Other 
Tot  a I A c cu mu I ;1 t e  d 

Deprec ia t i on  

~ O D E B T  AND CREDIT FACILITIES 

LON G -TERM DEBT 

I N  M I L L I O N S  F YEAR D U E  

DUKE ENERGY 
F i r s t  and  re fund ing  

mor tgage  bonds  a 
7 yo 2000 
5 / 90 - 6 / O h  2001 200s 
6 / I %  - 8 30% 2023 2025 
7% - 8 95% 2027 - 2033 
Mor tgage  bonds  m a t u r e d  du r ing  1999 

Po I /  u t i o in co ii t r o  I cleh t, 

No tes  
3 85% 7 75% 2012 - 2017 

5 38% - 9 21% 2009 - 2016 
6% 6 6% 2028 - 2035 

Coi i in ierc ia l  paper ,  5 84% and  5.28% 
1,veiyhted ave rage  r a t e  a t  
December 31, 1999  and  1998,  
respec t  i v e I y 

Other  deb t  
CONTINUED 

DEC 3 1  

99 98 

; 200 $200 
625 625 
661 676 
165 165 

425 - 

172 172 

264 65 
500 300 

1,000 1,200 I 21 23 

 LONG-TERM DEBT (CONTINUED)  

D E C  3 1  

Y E A R  DUE 

DUKE CAPITAL CORPORATION 
Sei i ior  No tes  

6 ' /  ?h - 7'/ Yo 2004 - 2009 
6 /.% - 8% 2018 - 2019 

Commerc ia l  paper ,  5 91% 
and  5 73% we igh ted -ave rage  r a t e  
a t  December  31, 1999 arid 1998, 
respec t i ve l y  

arid 4 68% we igh ted -ave rage  r a t e  
a t  December  31, 1999 and  1998, 
respec t  i ve  I y 

Note payab le  to  a f f i l i a t e  5 03% 

PANENERGY 
Bonds 
7 / 1% 2022 
S /  YO Deben tu res  2025 

Notes  
7% - 9.9%, 

m a t  u r i n g  ser  t a I ly 2003 - 2006 
Notes  m a t u r e d  du r ing  1999 

TETCO 
No tes  

S% - l o > /  Yo 2000 I 2004 

2001 - 2012 
M e d i u m - t e r m ,  Ser ies  A, 
7.64% - 9 07% 

ALGONQUIN GAS TRANSMISSION COMPANY 
9 13% hlotes 2003 

CRESCENT RESOURCES, I N C  b 
Cons t r ii c t  i o n a n d in o r  t g a ge loans,  

Revolv ing c r e d i t  fac i l i t ies ,  
5.66% - 7 26% 2000 - 2011 

5 98% we igh ted -ave rage  r a t e  
at  December  31, 1998 2001 

GLOBAL ASSET DEVELOPMENT 
M e d i u m - t e r m  note,  7 25% 2004 
Cred i t  f ac i l i t i es ,  6 01% 

we igh ted -ave rage  r a t e  a t  
December  31, 1999 2002 

7.69% - 18% 2000 - 2005 
7.8% 2004 - 2013 
6% - 10% C 2013 - 2017 

Caoital  l eases  2009 - 2028 

Notes 

No tes  m a t u r e d  du r ing  1999 

Other debt of subsidiaries 
Una ni o r t i zed deb t  d i s co u ii t 

and  p r e m i u m ,  n e t  
To ta l  l o n g - t e r m  deb t  
C u r r e n t  n ia tu r i t i es  o f  l o n g - t e r m  deb t  
Total long-term portion 

99  

1,250 
650 

500 

83 

3 28 
100 

395 
- 

500 

51 

100 

46 

I 

162 

460 

107 
161 
485 
207 
- 

34 

(62) 
9,165 

98  

$ 250 
150 

500 

24 

328 
100 

395 
114 

500 

100 

100 

69  

100 

- 

- 

33 
- 
- 

- 

78 

313 

(48) 
6,959 

a Substantially all of Electric Operations' electr ic plant vi'as mortgaged 
h Subs tan t i a l  amoun ts  of  C rescen t  Resources '  r e a l  e s t a t e  devel -  
o p m e n t  p ro jec ts ,  l and  and  bu i l d ings  w e r e  p ledged  as co l l a te ra l  
C P a r a n a p a n e m a  ( 6 r a z i l )  d e b t ,  p r i n c i p a l  IS inclexed a n n u a l l y  t o  
i n f l a t i on  
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$ 460 $ 1 0 0  
86 4 

1,764 1,905 
2,310 2,009 

(460) (100) 

(1,500) (1,700) 
S 267 $ 209 

(83) - 

I A N  N UAL MATURITIES 

364-day  fac i l i t i es  a 
Three-year  revo lv ing  

Four -year  revo lv ing  

Five-year revo lv ing  

fac i l i t i es  

fac i l i t i es  

fac i l i t i es  a 
To ta l  Conso l ida ted  

‘ I N  MILLIONS 

2000 
2001 
2002 
2003 
2004 

823 $ 10 

565 450 

125 - 

2,200 - 
$3,713 $460 

482 
306 
225 
601 
958 

364-day  fac i l i t i es  a 
Four-year revo lv ing  

F ive-year  revo lv ing  
fac i l i t i es  

fac i l i t i es  a 
Tota l  Consol idated 

Annual matur i t ies exclude $1,736 riiillion of long-term debt 
that  matures af ter  2004 which have call options whereby Duke 
Energy has the option t o  repay the debt early Based on the years 
in  which Duke Energy may f i rs t  exercise their  redemption options, 
$881 mill ion could potentially be repaid in 2000, $326 nii l l ion in 
2002, $227 mi l l ion in 2003, 8200 nii l l ion in 2004 and $100 mi l l ion 
thereafter.  

9 600 5 -  

125 100 

2,200 - 
S 2,925 $100 

1 CREDIT  FACILITIES 1 I N  M I L L I O N S  
DEC 3 1  99  

I NOTES PAYABLE AND COMMERCIAL PAPER 

I IN MILLIONS 

Cred i t  fac i l i t i es  o u t s t a n d i n g  
Note  payable 
Co ni  m e  rc  ia I pap e r o u t s t a  n d  i n g 

Less  p o r t i o n  c lass i f ied  a s  l o n g - t e r m  
Cred i t  fac i l i t i es  
N o t e  payab le  
Commerc ia  I pap e r 

P o r t i o n  c lass i f ied  as s h o r t - t e r m  

The w e i g h t e d  average i n t e r e s t  r a t e  o n  o u t s t a n d i n g  s h o r t -  
t e r m  notes  payab le  and c o m m e r c i a l  paper  a t  December  31, 
1 9 9 9  and 1 9 9 8  w a s  5.72% and 5.23%, respec t ive ly .  

” NUCLEAR DECOMMISSIONING COSTS 
-NU CLEAR DE CO M MISS I O N  I N  G COSTS Est i ni a t  e d s i t e - s p e c i f i c 
nuclear deconiniissioning costs, including the cost of deconiniis- 
sioning plant coniponents not subject  t o  radioact ive contaniina- 
tion, total  approximately $1 9 bi l l ion stated in  1999 dol lars based 
on decommissioning studies completed in  1999 This amount 
includes Duke Energy’s 12.5% ownership in the Catawba Nuclear 
Stabon The other jo int  owners of Catawba Nuclear Stat ion are  
res  11 o 11 s I b 1 e fo r  de co ni ni is s i o n i n g costs r e  I a t  e d t o  t t i  e i r own e r s h i p 
interests i n  the stat ion Both the NCUC and the PSCSC have grant-  
ed  Duke Energy recovery of est imated decomiii issioii i i ig costs 
through re ta i l  rates over the expected reniaini i ig service per iods 
of Duke Energy’s nuclear stat ions Such est imates presume each 
uni t  wi l l  be  decommissioned as  soon as possible fo l lowing the end  
of i t s  l icense l i fe Although subject to  extension, the  current oper-  
at i i ig l icenses for Duke Energy’s nuclear uni ts expire as fo l lows 
Oconee 1 and 2 - 2013, Oconee 3 - 2011; McGuire 1 - 2021, 
McGuire 2 - 2023, and Catawba 1 - 2023, Catawba 2 - 2026 

During 1999 and 1998, Duke Eneryy expensed approximately 
$57 i i i i l l io i i  which was contr ibuted t o  the external  funds fo i  
decommissioning cos ts  and accrued an addi t io i ia l  $6 i i i i l lron t o  the 
intei  nal  reserve hluclear uni ts a re  depreciated a t  an annual r a t e  
of 4 7%,  of which 1 6 1 %  is  fo r  decommissioning The balance of 
the  external  funds a s  o f  December 31, 1999 and 1998 was $703 
mi l l ion and $550 niit l ioi i, respect ively The balance of the internal  
reserve as of December 31, 1999 and 199s  was $223 mi l l ion and 
$217 mill ion, respectively, and i s  re f lec ted  i n  the Consolidated 
6 a 1 a n c e S h e  ets a s  A c c u m u I a t  e d De p r e  c i at ion an d A ti1 o r t 1 za t i o n 
Ma n a g e ni e n t bel  i eves that  the  de  c o nil11 i ss  i on i ng costs b e i n g 
recovered through rates,  when coupled w i t h  assumed a f te r - tax  
fund earnings of 5 5 %  to  5.9%, are  current ly suf f ic ient  t o  provide 
f o i  the  cost of decommissioning 

A provis ion i n  the Energy Po l i cy  Act of 1992 establ ished a 
fund f o r  the  t lecontani inat ion and deconini issioni i ig of  the  
Depar tment  of  Energy’s (DOE) uran iun i  e r i r i chment  p lan ts  
Licensees are  subject t o  an annual assessment fo r  15 years based 
on their  p i 0  ra ta  share o f  past  enr ichment services. The annual  
assessment i s  recorded in the Consol idated Statements o f  Income 
and Comprehensive Income as  Fuel Used iii Eleclrtc Generat ion 
Duke  Energy paid $10 mi l l ion dur ing 1999  and h a s  paid $75 mi l l ion  
cuinulatively related t o  i ts ownership in te res ts  in  nuclear plants. 
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(P re fe r red  Stock A) 1 9 9 2  800,000 s 
620% D 

(P re fe r red  Stock A) 1 9 9 2  500,000 
6.20% T 1 9 9 2  130,000 
6.30% U 1 9 9 2  130,000 
6.40% V 1 9 9 2  130,000 
6 75% X 1 9 9 3  250,000 
5 95% B 

(P re fe r red  Stock A) a 1992 - 

Tota l  

The  r e m a i n i n g  l i ab i l i t y  a n d  regu la to ry  asse ts  of $70 n i i l l ion a i id  
$79 ni i l l ion at  December  31, 1999  and 1998, respect ive ly ,  a re  
re f l ec ted  i n  t h e  Conso l i da ted  Balance Shee ts  as  De fe r red  Credi ts  
a n d  Othe r  Liabi l i t ies, and Regulatory  Assets and  De fe r red  Debits, 
respect ive ly  
-SPENT NUCLEAR FUEL Under  I)rovisjons of  t he  Nucleat Was te  
Policy Act o f  1952, Duke Energy l ias  en te ied  in to contracts  w i t h  the 
DOE fo r  t he  d isposal  of spen t  i iuc lear  fue l  The DOE fa i l ed  t o  begin 
accept ing the  spent  nuc lear  fue l  on January 31, 199S, the  date pro-  
v ided by the  Nuclear  Was te  Policy Act and  by Duke Energy 's  con t iac t  
w i t h  t h e  DOE On June S, 1998, Duke Energy f i led with the  Uni ted 
States Cou i t  of Fede ia l  Claims a c la im against  the DOE fo r  claniages 
i n  excess of $1 bi l l ion a r i s ing  out  of t he  DOE'S fa i lure t o  begi i i  
accept ing conimerc ia l  spent  nuc lear  fue l  by January 31, 1998 
Damages c la imed in the  su i t  a re  in tended t o  recover  costs  tha t  Duke 
Energy is i ncu r r i ng  a n d  wil l  cont inue to  incu i  as a resu l t  of t he  DOE'S 
pa r t i a l  ma te r ia l  b reach  o f  i t s  cont ract  w i t h  Duke Energy, inc lud ing 
costs associated w i t h  secur ing addit ional spent  fue l  s torage capacity. 
Duke Energy wil l cont inue t o  safe ly  manage i t s  spent  nuc lear  fue l  
un t i l  t h e  DOE accepts  it. Payrrierits made to  the  DOE fo r  d isposal  
cos ts  a re  based  on nuc lea r  ou tpu t  and  a r e  i nc luded  in t h e  
Consol idated Statements of  I ncon ie  and  Comprehensive Incon ie  a s  
Fuel Used in Elect r ic  Generation. 

20 5 2 0  

20 20  
1 3  1 3  
1 3  1 3  
13 1 3  
25 25 

20 
$ 1 0 4  $124 

- 

I ~ G U A R A N T E E D  PREFERRED BENEFICIAL 
INTERESTS IN SUBORDINATED NOTES OF 
DUKE ENERGY OR SUBSIDIARIES 
Duke Energy and  Duke Capi ta l  Corpo ra t i on  (Duke Capi ta l )  have 
each fo rn ied  bus iness  t r u s t s  fo r  wh ich  they o w n  a l l  the respec t i ve  
conin ion secur i t ies .  The t rus ts  issue and  se l l  p r e f e r r e d  secu r i t i es  
and  invest  t h e  g ross  p roceeds  in  asse ts  o f  t he  t rus ts  Substant ia l ly  
a l l  t he  asse ts  of each  t r u s t  a re  j t in ior  subord ina ted  no tes  i ssued  by 
the respect ive company 

P u s T  PREFERRED SECURIT IES 

I I N  M I L L I O N S  DEC 3 1  

ISSUED RATE 99 98 JUNIOR SUBORDINATED NOTES 

Duke  Energy 

1997 

1999 

7 2% 350 $350 7 2% Series A due 2037 

7 2% 4 250 ~ 7.2% Series 6 due 2039 
4 50% c 1964 175,000 
7 85% s 1992 300,000 
7 00% w 1 9 9 3  249,989 
7 04% Y 1 9 9 3  299,995 
6 375% 

1,257,185 
Auc t ion  Ser ies  A 1990 750,000 

(P re fe r i  ed  Stock A )  1 9 9 3  

To ta l  

Duke Capital 

199s 7'/ Yo 

1996 7 '/, '/o 
1999 s '/, Yo 

Unamortized 

debt discount 

S 18 $ 1 8  
30 30 
25 25 
30 30 

31 3 1  
75 75 

$ 209 $209 

250 250 7 /?/o Set ies A due 203s 

350 350 7 / . O h  Series B due 203s 

250 - E'/ YO Series C clue 2029 

These t rus t  prefer red securit ies represent  prefer red iinclivided 
beneficial in terests  in the assets of the respective t rusts  Payment o f  
distr ibutions on these preferred securit ies is guaranteed by the respec- 
t ive company, but  only t o  the extent  the t rusts  have funds legally and 
immediately avai lable to  make such dist i  lbutioiis Dividends of  $57 
i i i i l l ioi i ,  $44 ni i l l ion and $15 mil l ion re la ted to  the t rus t  prefer red 
securit ies have been included in the Consolidated Statements of 
Income and Comprehensive Income as Minoi i ty  I n te res ts  fo r  the years 
ended December 31, 1999, 1998, and 1997, respectively 

I3PREFERRED AND PREFERENCE STOCK 

AUTHORIZED SHARES OF STOCK AS O F  DECEMBER 31, 1999 AND 1998 
.. --. . ~- 

PAR SHARES 
VALUE ( I N  M I L L I O N S )  

1 2  5 
10 0 
1.5 

P r e f e r r e d  Stock 
P r e f e r r e d  Stock A 
P r e f e r e n c e  Stock 1 0 0  

As of  December  31, 1999  and  199S, t h e r e  w e r e  no s h a r e s  o f  
p r e f  e r e  n ce s tock  oii t s t a n  d in g 

The annua l  s ink ing f u n d  r e q u i r e m e n t s  f o r  2000 t h r o u g h  2004  
a r e  $33  n i i l l ion,  833 mi l l i on ,  $13  niillioti, $ 2  n i i l l i on  and  $2 ni i l l ion,  
respec t i ve l y  Some add i t i ona l  reden iF t i ons  a re  p e r m i t t e d  a t  Duke  
E ne  r g y ' s o p t i  on . 

F 30 



1 NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

’ 4COMMITMENTS AND CONTINGENCIES 
-NUCLEAR INSURANCE Duke Energy owns arid operates the 
McGuire and Oconee Nuclear Stations w i t h  two and three nuclear 
reactors,  respectively, and operates and has a part ia l  ownership 
interest  in the Catawba Nuclear Station w i th  t w o  nuclear reactors 
Nuclear insurance coverage is maintained in three program areas. 
I i ab i I i t  y cover age, prop e r ty , de co n t a ni i n a t i o n an d de c o m ti1 i ss i o n- 
ing coverage, and business interrupt ion and/or extra expense 
coverage Certain expenses associated w i th  nuclear insurance 
premiums paid by Duke Energy are reimbursed by the other jo int  
owners of the Catawba Nuclear Stat ion 

Pursuant t o  the Price-Anderson A c t ,  Duke Energy is required 
t o  insure against  public l iabi l i ty  claims resul t ing f rom nuclear inci- 
dents to the full l imi t  of l iabi l i ty  of approximately $9 .6  bi l l ion 

The niaximum required pr ivate 
pr in iary l iabi l i ty  insurance of $200 mi l l ion has been purchased 
along w i th  a l ike amount t o  cover certain worker to r t  claims. 

This policy current ly provides 
approxiniately $9.6 bi l l ion of coverage through the Price-Anderson 
Act’s mandatory rndustry-wide excess secondary insurance pro- 
grain of r isk pool ing The $9.6 bi l l ion of coverage i s  the sum of the 
current pot en t i al cum u I a t i ve retrospect i ve p re  m i u m a ssessni e n t s  
of $88 mil l ion per l icensed commercial nuclear reactor This $9.6 
bi l l ion w i l l  be increased by $88 mi l l ion as each addi t ional  coni- 
merctal nuclear reactor is l icensed, o r  reduced by $85 mil l ion fo r  
certain nuclear reactors that  are no longer operat ional  and may 
be exempted f rom the  r isk pooling insurance program. Under th is  
program, l icensees coii ld be assessed retrospect ive premiums t o  
compensate for  damages in the event of  a nuclear incident a t  any 
l icensed facil i ty in the nation I f  such an incident occurs and pub- 
lic l iabi l i ty  damages exceed pr in iary insurances, l icensees may be 
assessed up to  $85 mi l l ion for  each o f  their  l icensed reactors,  
payable at a ra te  no t  to  exceed $10 nifl l ion a year per l icensed 
reactor for each incident The $88 n ~ i l l r o n  amount i s  subject  t o  
indexing for inf lat ion and may be subject  t o  state premium taxes 

Duke Energy is a member of Nuclear Electric Insurance 
Limited (NEIL), which provides property and business interrupt ion 
insurance coverage for Duke Energy’s nuclear faci l i t ies under the 
f o I I ow i n g t h r ee PO I I cy p r og rams : 

Pr imary Property Insurance This policy provides $500 mil- 
l ion i n  pr imary property damage coverage for each of Duke 
Energy’s nuclear faci l i t ies 

Excess Property Insurance This policy provides excess 
prop e r ty , de c o n t a  m i nation a n d de c o ni ni i s s i o n in  g I i a b i I i t  y i n s u r -  
ance in the fo l lowing amounts $2.25 bi l l ion for  the Catawba 
Nuclear Station and $1 5 bi l l ion each for the  Oconee and McGuire 
Nuclear Stations 

This policy provides busi-  
ness interrupt ion and/or extra expense coverage resul t ing f r o m  
an accidental outage o f  a nuclear uni t  Each uni t  o f  the McGuire 
and Catawba Nuclear Stations is insured for up t o  approximately 
$4 mi l l ion per week and the Ocoiiee Nuclear Station uni ts a re  
insured for up to  approximately $3 i i i i l l ion per week. Coverage 
amounts per uni t  decline i f  more than one uni t  is involved in an 
accidental  outage. I n i t i a l  coverage beg ins  a f te r  a 12-week 
deductible per iod and continues a t  100% for  52 weeks and 80% 
for  the next 110 weeks. 

I f  NEIL’S losses ever exceed i t s  reserves for any of the  
above three programs, Duke Energy w i l l  be l iable for  assessments 
of up to  five t imes i ts annual preniiums The current potent ia l  

Pr imary Liabil ity Insurance 

Excess Liabil ity Insurance 

Business In te r rup t ion  Insurance 

max imum assessments a r e  as f o l l o w s -  Pr imary  Proper ty  
Insurance - $22 mi l l ion,  Excess Property Insurance - 522 mil l ion,  
Business In te r rup t ion  Insurance - $20 mill ion. 

The other jo in t  owners of  the  Catawba Nuclear Station are  
obligated to  assume their  pro rata share of any l iabi l i t ies fo r  re t -  
r os p ec t I ve p r e ni i u nis a ii d other p r e m  i u m a s s e s s men t s r e  su It i n g 
f rom the Price-Anderson Act’s excess secondary insurance pro- 
gram of  r isk pooling or  the NEIL policies. 
-ENVIRONMENTAL Duke Energy is subject  t o  internat ional ,  feder-  
al, state and local regulat ions regarding a i r  and water  quality, 
hazardous and solid waste disposal and other environmental  mat-  
te rs  

Manufactured Gas Plants and Superfund Sites Duke Energy 
was an operator o f  manufactured gas plants unt i l  the ear ly 1950s 
and has entered into a cooperative e f fo r t  w i t h  the  State o f  Nor th  
Carolina and other owners  o f  certain fo rmer  manufactured gas 
plant sites t o  investigate and, where  necessary, remediate these 
contaminated sites. The State of  South Carolina has expressed 
interest  in  enter ing into a s i i i i i lar  arrangement.  Duke Energy is 
considered by regulators to be a potent ia l ly  responsible party and 
may be subject to  fu tu re  l iabi l i ty  a t  seven federal  Superfund si tes 
and two state Superfund sites. Whi le  the cost o f  reniediat ion of 
the remaining si tes may be substantial, Duke Energy w i l l  share in 
any l iabil i ty associated w i th  reinediat ion of contaminat ion a t  such 
si tes w i th  other potent ia l ly  responsible part ies Management 
believes tha t  resolut ion of these mat te rs  w i l l  not  have a mater ia l  
adverse ef fect  on  consol idated resu l ts  of operat ions or f inancial 
posi t ion 

PCB (Polychlorinated Biphenyl) Assessment and Clean-up 
Programs I n  June 1999, the Environmental Protect ion Agency 
(EPA) cert i f ied that  TETCO, a whol ly owned subsidiary of Duke 
Energy, had completed clean up  of PCB contaminated sites under 
conditions st ipulated by a U S Consent Decree in  1989 TETCO is 
requ i red  t o  continue groundwater monitor ing on a number of s i tes 
f o r  a t  least  the next two years The est imated cost of  such moni- 
to r ing  is no t  mater ia l .  

Under te rms o f  the agreement w i t h  CMS discussed in Note 2 
to the Consolidated Financial Statements, Duke Energy i s  obl igat-  
ed to  complete clean-up of previous ident i f ied contaminat ion a t  
certain agreed-upon si tes on the PEPL and Trunkl ine systems. 
These clean-up programs are  expected t o  cont inue un t i l  2001. The 
contamination resul ted f rom the  past use of lubr icants containing 
PCBs and the pr io r  use of  was tewater  col lect ion faci l i t ies and 
other on-site disposal areas. Soil and sediment testing, to  date, 
has detected no signi f icant of f -s i te contamination. Duke Energy 
has communicated w i th  the EPA and appropr iate state regulatory 
agencies on these mat te rs  

At Deceniber 31, 1999 and 1998, remaining est imated clean- 
up costs on the TETCO, PEPL and Trunkl ine systenis have been 
accrued and are included in  the Consolidated Balance Sheets as 
0 the  r Cu r r e  n t Li a b i I it i e s a n d E ii v i r o n me n t a  I C I e a n - 11 p Lia b i I i t  i e s. 
These cost est imates represent gross clean-up costs expected t o  
be incurred, have no t  been discounted or reduced by customer 
recover ies and generally do no t  include fines, penal t ies or th i rd -  
party c la\ms Costs expected to be recovered f rom customers have 
been deferred and are  included in  the Consolidated Balance 
Sheets as of December 31, 1999 and 199S, as Environmental 
Clean-up Costs 

The federal  and state clean-up programs are  not expected to 
in te r rup t  or diminish Duke Energy’s abi l i ty  to deliver natural  gas 
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to  customers. Based on Duke Energy’s experience to  date and 
costs incurred fo r  clean-up operations, nianagenient believes the 
reso lu t ion  of m a t t e r s  re la t ing  t o  the  env i ronmenta l  issues 
discussed above w i l l  no t  have a mater ia l  adverse ef fect  on con- 
solidated resul ts of operat ions or f inancial posi t ion 
-INJURY AND DAMAGES CLAIMS Duke Energy has experienced 
numerous claims relat ing to  daniages fo r  personal  injury alleged 
t o  have ar isen f rom the exposure to  or use of asbestos in  connec- 
t ion w i t h  construct ion and maintenance act iv i t ies performed by 
Duke Energy on i t s  electr ic generation plants dur ing the 1960s and 
1970s During 1999, Duke Energy exper ienced a s igni f icant 
increase in the number of  these claims This increase, coupled 
w i th  i ts cumulative experience in  claims received, prompted Duke 
Energy t o  conduct a comprehensive review which was completed 
in late 1999 and to  record an $800 nii l l ion accrual, which is included 
in  Other Deferred Credits and Other Liabil it ies in the Consolidated 
Financial Statements, t o  ref lect  the purchase of a th i rd  party 
insurance policy as we l l  as est imated amounts for  future claims 
no t  recoverable under such policy. The insurance policy, conibinetl 
w i th  amounts covered by self-insurance reserves, provides fo r  
claims paid up to  an aggregate of $ 1  6 bi l l ion Duke Energy 
current ly believes the est imated claims relat ing to th is exposure 
w i l l  not  exceed such amount While Duke Energy is uncertain as to  
the t im ing  o f  when claims wi l l  be  received, port ions of the 
est imated claims may no t  be received and paid fo r  30  or  more 
years Amounts reserved for injury and damages claims were not 
mater ia l  in  1998 and 1997. 

Whi le Duke Energy has recorded an accrual re lated to  th is  
est imated l iabil i ty, such estrniates cannot be made w i th  certainty. 
Factors, such as the frequency and magnitude of clainis, could 
resul t  in  changes in  the estiniates o f  the in jury and damages 
l iabi l i ty  and insurance recover ies Such changes could resul t  in, 
over time, a di f ference f r o m  the amount current ly ref lected in the  
financial statements However, due t o  Duke Energy’s insurance 
program related to  th is  l iabil i ty, management believes tha t  any 
changes i n  the  est imates would not have a mater ia l  adverse ef fect  
on coi iscl idated resul ts of operat ions or  f inancial posi t ion 
-LITIGATION Duke Energy and i t s  subsidiaries are involved in  
legal, tax and regulatory proceedings before various courts, regu- 
I a to ry  coni ni i ss i on s and govern m e n t a I age n c i es reg  a r d i n g perf  o r -  
niance, contracts and other mat te rs  ar is ing in  the ordinary course 
of business, some of which involve substant ia l  amounts Where 
appropriate, Duke Energy has made accruals in  accordance w i t h  
SFAS No 5, “Accounting for Contingencies,” to  provide fo r  such 
mat te rs  Management believes tha t  the  f inal  disposition of  these 
proceedings w i l l  no t  have a mater ia l  adverse ef fect  on consolidat- 
ed resul ts of  operations or  f inancial position. 
-0TH ER COMMITMENTS AND CONTINGENCIES Per i od i ca I I y, Duke 
Energy may become involved in contractual disputes w i th  natural  
gas t ransmission customers involving potent ia l  or  threatened 
abrogat ion of contracts by the customers I f  the customers are  
successful ,  Duke Energy may no t  receive t h e  fu l l  value of 
ant ic ipated benef i ts under the contracts 

I n  the normal course of business, certain of Duke Energy’s 
subsidiar ies and af f i l iates enter into various contracts for  energy 
sefv ices tha t  contain certain schedule and performance require- 
ments. Certain subsidiaries of Duke Energy had guaranteed per-  
formance under some o f  these contracts in the amount of approx- 
imately $2  5 bi l l ion and $1 2 bi l l ion as o f  December 31, 1999 and 
1998, respectively. I n  addition, certain subsidiar ies o f  Duke 

Energy have guaranteed debt agreements o f  af f i l iates and have 
provided surety bonds and le t te rs  of  credit, a l l  o f  which totaled 
approximately $553 mi l l ion and $492 mi l l ion as of December 31, 
1999 and 1998, respectively The increase in  the amount of these 
obtigations i s  due to  the  increased construct ion act iv i t ies a t  Duke 
Energy North Anierica and Duke/Fluor Daniel Management monitors 
and approves these obltgations and believes it is unl ikely tha t  
Duke Energy would be required to  per fo rm or otherwise incur any 
mater ia l  losses associated w i th  the  above obl igat ions 

M a n a g e m e n t  b e l i e v e s  t h a t  t h e s e  c o m m i t m e n t s  a n d  
contingencies wi l l  no t  have a mater ia l  adverse ef fect  on consoli- 
dated resul ts of operat ions or  f inancial position. 
-LEASES Duke Energy uti l izes assets under operat ing leases i n  
several areas of operations. Consolidated rental  expense amounted 
to  $87 nii l l ion, $80 mi l l ion and $92 mil l ion in  1999, 1996 and 1997, 
respect ively.  Fu ture  min imum ren ta l  payments under  Duke 
Energy’s var ious operat ing leases fo r  the years 2000 th rough 
2004 are  $79 mill ion, $68 mill ion, $58 mill ion, $50 mi l l ion and $45 
mill ion, respectively. 

15COMMON STOCK A t  Duke Energy’s annual meet ing o f  
shareholders held on April 15,  1999, shareholders approved an 
amendment t o  the Art ic les of Incorpora t ion  t o  increase the  autho- 
r ized common stock f rom 500 mi l l ion t o  1 bi l l ion shares. 

I n  1996, the 8oard  of  Directors author ized Duke Energy t o  
repurchase up to  $1 bi l l ion of i ts  common stock dur ing the per iod 
beginning February 1996 and ending February 2001 No repur-  
chases of common stock were  made in  1999, 1998 or 1997, and 
none are  ant ic ipated in  the fu tu re  

“STOCK-BASED COMPENSATION Under Duke Energy’s 
1998 Stock Incent ive  Plan, stock opt ions fo r  up t o  f i f teen  mi l l ion 
shares of common stock may be granted to  key employees. Under 
the plan, the  exercise pr ice of each option granted equals the 
market pr ice o f  Duke Energy’s conimon stock on the date of grant.  
Vesting per iods range froni  one to  f ive years w i t h  a maximum 
exercise t e r m  of ten  years. 

Effective w i th  Duke Energy’s merger w i th  PanEnergy Corp, 
each share of PanEnergy co‘linion stock, outstanding imniediately 
p r io r  t o  the merger,  was converted into the r igh t  t o  receive 1.0444 
shares o f  Duke Energy common stock. Each opt ion to purchase 
PanEnergy common stock, outstanding pr ior  to  the merger,  was 
assumed by Duke Energy and became exercisable upon the same 
te rms as under the applicable PanEnergy stock opt ion plan and 
opt ion agreement, except tha t  these options became opt ions to  
purchase shares of Duke Energy common stock, appropr iately 
adjusted. 
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s 12 
19 
23 
27  
49 
58  
65 

STOCK OPTION ACTIVITY 
~~ 

OPTIONS W E I G H T E D  A V E R A G E  
( IN THOUSANDS)  E X E R C I S E  P R I C E  

:; 1 2  
19 
23 
27 
44 
57 
67 
34  

Outstanding at 
Dec 3 1  1996 

Granted 
Exercised 
Forfei ted 

Outstanding at 
Dec 3 1  1997 

Granted 
Exercised 
Forfei ted 

Outstanding a t  
Dec 3 1  1998 

Granted 
Exercised 
Forfei ted 

Outstanding a t  
Dec 3 1  1999 

1 STOCK OPTIONS AT D E C  3 1 .  1999  
? 

RANGE O F  
E X E R C I S E  
P R I C E S  

$10 to $14 
$15 to $20 
$21 to  $25 
$26 to  8 3 1  
$42 to $50 
$51 to $59 
$60 to $67 

Total 

R A N G E  O F  
E X E R C I S E  
P R I C E S  

$10 to $14 
$15 to  $20 
$21 to  $25 
$26 to $31 
$42 to $50 
$51 to $59 
$60 to  $67 

Total 

20 
44 
1 9  
27  

24 
57 
2 1  
57 

45 
54 
23 
57 

5 1  

~ 

OUTS TA N D I NG 

NUMBER 
( IN T H O U S A N D S )  

36 
728 
153 
157 

2,992 
4,443 

303 
8,812 

W E I G H T E D  
A V E R A G E  

R E M A I N I N G  
LIFE ( Y R S )  

1.4 
4.0 
4.2 
6.1 
9.8 
8 6  
9.0 

E X E R C I S A B L E  

N U M B E R  
( I N  T H O U S A N D S )  

36 
728 
153 
157 
124 
582 
13 

1.793 

Duke Energy had 1.5 mi l l ion and 2.4 mi l l ion opt ions exercis- 
able at December 31 ,1998 and 1997, w i t h  weighted average exer- 
cise pr ices of $22 and $ 2 1  per option, respectively. 

The weighted-average fair  value of opt ions granted was $10, 
$9  and $10 per option dur ing 1999, 1998 and 1997, respectively 
The fair value of each option grant was  est imated on the  date of 
grant using the Black-Scholes opt ion-pr ic ing model. 

. .  
ASSUMPTIONS FOR OPTION-PRICING 

99 98 9 7  

'S tock  dividend yield 4 1% 4.2% 3.5% 
Expected stock pr ice volat i l i ty  18.8% 1 5  1% 20.7% 

Expected opt ion l ives 7 years 7 years 7 years 
Risk-free interest  rates 5.9% 5 6% 6.5% 

Had compensation expense f o r  stock-based comDensation 
been determined based on the fai r  value a t  the grant dd[eS, 1999 
net income would have been $1,49S inil l ion, or  $4 06 per basic 
share, 1998 net inconie would have been $1,250 mill ion, or  $3 40 
per basic share; and 1997 net income would have been $ 9 7 1  mil- 
lion, or  $2  50  per basic share 

Duke Energy has the 1996 Stock Incent ive Plan ( the 1996 
Pian) under which t w o  mi l l ion shares of common stock were 
reserved for awards t o  employees. Restr icted stock grants made 
under the 1996 Plan vest over a per iod  ranging between one and 
f ive years Duke Energy awarded 65,850 restr icted shares ( fa i r  
value a t  grant dates of approximately $4 mill ion) in 1999 and 
3,000 restr icted shares in  1998 Compensation expense fo r  the 
grants i s  charged to earnings over the restr ict ion per iod and was 
not mater ia l  in  1999, 1998 o r  1997 

I n  addition, Duke Energy granted Performance Awards under 
the 1998 Long-Term Incent ive Plan (the 1998 Plan), under which 
f i f teen mi l l ion shares of common s tock  have been reserved for 
employee awards  Grants under the  1998 Plan vest over per iods 
ranging between one and seven years Duke Energy awarded 
493,200 shares ( fa i r  value a t  g ran t  dates of  $26 millbon) i n  1999 
Compensation expense for the stock grants is charged to earnings 
over the vesting per iod,  and amounted to  $3 mi l l ion in  1999. 

I7EMPLOYEE BENEFIT PLANS 
-RETIREMENT PLANS Duke Energy and i ts subsidiaries maintain 
a no in-co n I r i bu tory de f i ned ben ef  I t re t  i r e  men t p la n cover I n g ni os t 
employees w i th  niininium service requirements using a cash bal- 
ance formula Under a cash balance formula, a plan part ic ipant 
accumulates a re t i rement  benef i t  based upon a percentage, which 
may vary w i t h  age and years of  service, of  cur ren t  el ig ib le earn- 
ings and cur ren t  in te res t  credits. 

On December 31, 1998, al l  def ined benef i t  re t i rement  plans 
maintained by Duke Energy and i t s  Subsidiaries, except for  the 
PanEnergy re t i rement  plan, were  merged t o  fo rm the Duke Energy 
Ret i rement Cash Balance Plan (Duke Energy Plan). The plan merg- 
er changed the benef i t  fo r  certain part ic ipants,  f r o m  a formula 
based pr in iar i ly  on benef i t  accrual  servtce and highest average 
earnings, t o  a cash balance formula.  

Through December 31, 1998, the  PanEnergy re t i rement  plan 
provided re t i rement  benef i ts (I) for  e l ig ib le employees o f  certain 
subsidiar ies that  a re  generally based on an employee's years o f  
benef i t  accrual service and highest average eligible earnings, and 
(11) fo r  e l ig ib le employees o f  certain other subsidiaries under a 
cash balance forniula. I n  1998, a s igni f icant amount of lump sun1 
payouts was made f r o m  the  PanEnergy plan resul t ing in a set t le-  
ment gain of $10 mill ion. Effective January 1, 1999, the  benef i t  
formula under the PanEnergy plan, for al l  e l ig ib le employees, was 
changed t o  a cash balance formula 

I n  connection w i th  the 1999 sale of the Midwest  Pipelines to  
CMS, benef i t  accruals under the PanEnergy plan were  frozen on 
December 31, 1998 for all part ic ipants who, as a resul t  of the 
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sale, became eniployees of CMS and I ts subsidiaries Once the 
transfer of the  benef i t  obligation and related assets o f  the  
af fected part ic ipants t o  CMS was completed, the PanEneryy plan 
was merged into the Duke Energy Plan 

Duke Energy’s policy is t o  fund amounts, as necessary, on an 
actuar ia l  basis to  provide assets suf f ic ient  to  meet benef i ts t o  be 
paid t o  plan part ic ipants.  On December 30, 1997, assets and relat-  
ed l iabi l i t ies of $236 nii l l ion and $204 nii l l ion, respectively, for  
certain PanEnergy plan part ic ipants were t rans fer red  t o  the  Duke 
Power plan A s  a resul t  o f  th is t ransfer,  no contr ibut ions to  the 
Duke Energy plan were  necessary in  1999 or  1998. 

2,540 $2,372 
72 63 

165 169 
5 

(41) 141 
- 

(85) - 

(205) ( 2 1 0 )  
S 2,446 $2,540 

earned dur ing the year 
I n t e r e s t  cost on 

projected benef i t  obl igat ion 
Expected re tu rn  on 

plan assets 
A mor t  iza t i o n of  pr  i o r 

service cost 
A mor t  i z a t i o n of net 

t ransi t ion asset 
Recognized net 

actuar ia l  loss 
Set t I e me ii t y a i n 
Net per iodic 

pension costs 

RECONCl L l  ATION OF FUNDED STATUS TO PRE-FUNDED PENSION COSTS 

k L i 0 N S  

72 $ 63 $ 62 

165 169 164 

(224) (218) (209) 

(3) (4) (5) 

(4) (4) (4) 

12 1 0  1 7  
- (10) - 

$ i a  $ 6  5 25 

Change i n  Benef i t  Obligation 
Benef i t  obligation at beginning of year 
Service cost 
I n t e r e s t  cost 
Plan amendment 
Actuarial (gain) l oss  
Transfer to  CMS 
Benef i ts paid 
Benef i t  obligation at end of year 

Change in  Plan Assets 
Fair value of p lan 

Actual re tu rn  on plan assets 
E ni p I o y e r c o n t r i b u t i o n s 
Transfer io CMS 
Benef i ts paid 
Fair  value of  plan 

assets at beginning of year a 

assets a t  end of year a 

DEC 31 

99  98 

Funded status 
U n recog n i zed i iet 

experience (gain) loss 
Unrecognized pr io r  

service cost reduction 
Unrecognized ne t  t ransi t ion asset 
Pre-funded pension costs 

a Principally equity and f ixed i i iconie secur i t ies 

$ 675 $ 382  

I (315) 2 

ASSUMPTIONS USED FOR PENSION BENEFITS ACCOUNTING a 
_. ~- 

99 98 97 

7.50 6 75 7.25 Discount ra te  
Sa I a r y  i 11 crease 4.50 4 67 4 1 5  
Expected long-term 

ra te  of re tu rn  on Dlan assets 9 25 9.25 9 25 

I PERCENT 

a Reflects weiyhted averages across al l  p lans 

Duke Energy a l so  sponsors employee savings plans which 
cover substantially a l l  employees Employer niatching contr ibu- 
t ions of $68 mill ion, $53 mi l l ion and $53 mi l l ion w e r e  expensed in 
1999, 1998 and 1997, respectively 
-OTHER POSTRETIREMENT BENEFITS Duke Energy and most of  i t s  
subsidiar ies provide certain heal th care and l i fe insurance bene- 
f i t s  fo r  re t i red  employees on a contr ibutory and non-contr ibutory 
basis. Eniployees become el ig ib le fo r  these benef i ts i f  they have 
met certain age and service requirenients a t  ret i rement,  as 
def ined in  the plans. Under plan amendments ef fect ive l a te  1 9 9 8  
and ear ly 1999, heal th care benef i ts for  fu tu re  re t i rees  h e r e  
changed to  l imi t  employer contr ibut ions and medical  coverage 

Such benef i t  costs are accrued over the act ive service per iod 
of employees to the date of full e l ig ib i l i ty  for  the benef i ts.  The ne t  
u n re  c og n I ze d t r a n s i t i o n ob I i g a t i o n , res  u I t i n g f r o m  the i n i  p I e me n t a- 
t ion of accrual accounting, is being amort ized over approximately 
20 years 
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~COMPONENTS OF NET PERIODIC POSTRETIREMENT BENEFIT COSTS 

I IN MILLIONS YEARS ENDED DEC 3 1  

Serv ice cos t  bene f i t  

I n t e r e s t  cost  on 
ea rned  du r ing  t h e  y e a r  

accumu la ted  pos t -  
r e t i r e m e n t  b e n e f i t  ob l i ga t i on  

Expected r e t u r n  on 
p l a n  asse ts  

Amor t i za t i on  of p r i o r  
se rv i ce  cos t  

Amor t i za t i on  o f  
n e t  t rans i t i on  ob l i ga t i on  

Recognized n e t  
ac tua r ia l  (ga in)  loss 

Ne t  p e r  i o d  i c p o s t  r e t  i r e  m e n  t 
bene f i t  cos ts  

RECONClLlATlON OF FUNDED STATUS TO ACCRUED 
POST R E T I R E M E N T  BENEFIT COSTS 

I N  MILLIONS DEC 3 1  
~ ~ _ _ _  

_______ 
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Change in  Bene f i t  Ob l i ga t i on  
Ac cu m u I a te  d p os t r  e t i  r e m e tit 

bene f i t  ob l i ga t i on  a t  
beg inn ing  of  yea r  

Serv ice cos t  
I n t e r e s t  cos t  
P lan  pa r t i c i pan ts ’  con t r i bu t i ons  
Amendments  
Ac tua r ia l  ga in  
Bene f i t s  pa id  
A cc u ni u I a t  e d p o s t  r e t  i r e  ni e n t  

bene f i t  ob l i ga t i on  a t  
end  o f  yea r  

Change in  Plan Assets 
Fair  va lue of p ian  

Ac tua l  r e t u r n  o n  p lan  asse ts  
Employer  con t r i bu t i ons  
Plan pa r t i c i pan ts ’  con t r i  b ti t i ons  
Benef i ts  pa id  
Fai r  m a r k e t  va lue of  

asse ts  a t  beg inn ing  o f  yea r  a 

p lan  asse ts  a t  end  of  yea r  a 

; 562 S 625 

305 S 266  
4 1  34 
23 45 
7 6 

(49) (46) 

327 $ 305 

1 ASSU M P T l O N S  USED FOR POSTRETIREMENT BENEFITS ACCOUNTING a ‘ P E R C E N T  
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Di scoii n t r a t e  
Salary  i nc rease  
Ex pec t e d  l ong  - t e r in 

r a t e  of  r e t u r n  on 
401(h) asse ts  

7.50 6.75 7 25 
4.50 4 67 4 33 

9.25 9 25 9 25  
Expected l ong - te rm r a t e  

of  r e t u r n  o n  
RLR asse ts  6.75 6 75 6.75 

Expect  e d lo ng-  t e r  ni 
r a t e  of r e t u r n  on 
VEBA asse ts  9.25 9 25 9.25 

Assumed t a x  r a t e  39.60 39.60 39 60 

a Re f lec ts  w e i g h t e d  ave rages  ac ross  a l l  p lans  
b Hea l th  ca re  p o r t i o n  o f  p o s t r e t i r e m e n t  bene f i t s  i n  V E B A  t rus ts .  

Fo r  m e a s u r e m e n t  purposes, a 5 0% w e i g h t e d  ave rage  rate 
of i nc rease  in  the  p e r  cap i ta  cos t  o f  cove red  hea l th  ca re  b e n e f i t s  
was assumed f o t  1999 The r a t e  w a s  assumed  t o  dec rease  graclu- 
a l ly  t o  4 75% f o r  2005 and  r e m a i n  a t  t h a t  leve l  t he rea f te r .  
Assumed  h e a l t h  c a r e  cos t  t r e n d  r a t e s  have a s ign i f i can t  e f fec t  o n  
the  amoun ts  r e p o r t e d  f o r  t h e  hea l th  ca re  p lans  

SENSlTlVlTY TO CHANGES IN ASSUMED HEALTH CARE 
COST TREND RATES 

IN  M I L L I O N S  1 - P E R C E N T A G E -  1 - P E R C E N T A G E -  I- P O i N T  INCREASE P O I N T  D E C R E A S E  

E f fec t  o n  t o t a l  
o f  se rv i ce  a n d  
i n t e r e s t  cos t  
componen ts  3 (2)  

E f fec t  o n  p o s t  
r e t  i r e  m e n  t b e n e f  i t 
ob l i ga t i on  (24) 

(235) $(320) 
8 9 

(110) (23) 
229 239 ! (108) S ( 9 5 )  

Funded status 
Unrecognized p r i o r  se rv i ce  cos t  
Unrecognized n e t  exper ience  gain 
Unrecognized t rans i t i on  ob l i ga t i on  
Accrued pos t  r e t i r e  ni e n t 

benef t  t costs  

a Pr inc ipa l ly  equ i t y  and  f i xed  i ncome secu r i t i es .  
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1999 
Opera t ing  revenues 
Opera  t t n g  income 
EBIT 
I n  co ni e b e f o r e  e x t r a  o r  d i n a r y  it e m  
Net i n  c o me 
Earn ings  p e r  share  

(be fore  e x t r a o r d i n a r y  i tem)  
Basic 
D i lu t i ve  

Basic 
D i lu t i ve  

Earn ings  p e r  s h a r e  

1998 
Opera t ing  revenues 
Opera t ing  income 
EBIT 
I n c o m e  b ef o r e  ex t r a o  r d t na r y  i t e m  
N e t  income 
Earn ings  p e r  s h a r e  

(be fore  e x t r a o r d i n a r y  i tem)  
Basic 
D i lu t i ve  

Basic 
D i lu t i ve  

Earn ings  p e r  share  

- -~ 

FIRST 

QUARTER 

4,160 
627 
683 
307 
967 

0.83 
0.83 

2.65 
2.64 

4,115 
608 
678 
328 
320 

0 89 
0 89 

0.57 
0.87 

'gSUBSEQUENT EVENTS On December 16, 1999, Duke 
Energy announced tha t  i t  had signed definit ive agreements to  
combine Duke Energy's gas gathering and processing businesses 
w i t h  Phil l ips Petroleum's Gas Processing and Market ing un i t  t o  
fo rm a new midstream company Under the te rms o f  the  agree- 
ments,  the new company wi l l  seek to  arrange approximately $2  6 
bi l l ion of debt f inancing and, upon closing of the transaction, w i l l  
make a one-time cash distr ibut ion o f  $1 2 bi l l ion to  both Duke 
Energy and Phil l ips Petroleum A t  closrng, Duke Energy w i l l  own 
about 70% of  the i iew company and Phil l ips Petroleum wi l l  o w n  
about 30% The new company would then of fer  approximately 20% 
of  i t s  equity t o  the public in  2000 to  reduce the debt resul t ing from 
the  transact ion Such an of fer ing is conditional upon complet ion o f  
the  t ransact ion and favorable niarket conditions 

SECOND 

QUARTER 

$4,691 
531 
568 
288 
288 

$ 0.77 
!3 0.77 

$ 0.77 
$ 0.77 

$4,014 
549 
582 
279 
279 

$ 0.76 
$ 0.76 

$ 0.76 
$ 0 7 6  

~~ .~ 

THIRD 

QUARTER 

$6,694 
884 
908 
441 
441 

$ 1.20 
$ 1.19 

$ 1.20 
$ 1.19 

$5,295 
826 
871 
429 
429 

$ 1.18 
$ 1.17 

$ 1.18 
$ 1.17 

~~~~ ~.. 

F O U R T H  

Q U A R T E R  

$6,197 
(247) 
(116) 
(189) 
(189) 

$ (0.53) 
$ (0.53) 

$ (0.53) 
$ (0.53) 

$4,183 
450 
516 
224 
224 

$ 0.60 
$ 0.60 

$ 0.60 
$ 0.60 

T O T A L  

$21,742 
1,795 
2,043 

847 
1,507 

$ 2.26 
$ 2.25 

$ 4.08 
$ 4.07 

$17,610 
2,433 
2,647 
1,260 
1,252 

$ 3.43 
$ 3.42 

$ 3 . 4 1  
$ 3 40 

On January 4, 2000, Duke Energy announced tha t  i t  had 
entered into a def in i t ive agreement t o  purchase, f o r  $366 mil l ion,  
100% o f  the stock o f  El Paso Energy Corporat ion's whol ly owned 
subsidiary, East Tennessee Natura l  Gas Company, a 1,100-mile 
pipeline tha t  crosses Duke Energy's TETCO pipeline and serves the 
southeastern region of t he  U S 

Both  t ransact ions are  sublect  t o  regulatory approval  and are  
expected to  close in  the f i rs t  quar te r  of 2000 

I n  January 2000, Duke Energy completed a tender of fer  t o  
the  minor i ty shareholders o f  Paranapanenia and successfully 
acquired an addi t ional  51% economic in te res t  i n  the company fo r  
a p p r o x i m a t e l y  $280 m i l l i o n  Th is  i n c r e a s e s  Duke Energy 's  
econoniic ownership f rom approximately 44% to  approximately 95% 
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’ ANNUAL M E E T I N G  

-The 2000 Annual M e e t i n g  o f  Duke Energy 

Shareho lders  w i l l  be 

Date-!. Thursday April ~ 20, 2000 

Time 1 0  a m  

Place O.J. Mi l le r  Auditorium 

Energy Center 

526 South Church Street 

Charlotte, North Carolina 

~ ~ ~ _ _  

~- 

*SHAREHOLDER SERVICES 

-Shareholders w i t h  quest ions about the i r  

stock accounts, lega l  t rans fer  requirements,  

a d d ress  c hang es, rep  I ace 111 en t d i v i den d 

checks, replacement of los t  cer t i f i ca tes  or 

other services should call (800)468-3653 or 

(704)382-3853 E-mail reques ts  should be 

sei i t  to  InvestDUK@cluke-energy com 

Wr i t ten  requests should be addressed to  

Inves tor  Relations 

Duke Energy Corporation 

P 0 Box 1005 
Charlotte, NC 28201-1005 

3 ~ ~ ~ ~ ~ ~ 0 ~ ~ ~ ~  I N T E R N E T  SERVICES 

-Duke Energy’s Webs i te  p rov ides  inves tors  

w i t h  access t o  

-The latest  company news, including news 

r e  I eases and f i n a n ci a I b u I I e t i  ii s ,  

-SEC f i l i ngs ,  

-Stock per lo rmance;  

-Audio/visual webcasts of conference calls, 

a n n o u nc e nl e n t s a n d me e t  i ii g s, 
- In fo rmat ion  and enrol lment in the 

InvestorDirect  Choice Plan, 

-Sign-up fo r  autoniatic e-mail updates 

T o  learn niore about Internet-based services, 

v is i t  Duke Energy on t h e  Web a t  

w w w  duke-energy coni 

or via e-mai l  a t  InvestDUK@duke-energy coni 

4STOCK EXCHANGE L I S T I N G  

-Duke Energy’s comnion stock,  F i rs t  and 

Refunding M o r t g a g e  Bonds and cer ta in  

issues of p r e f e r r e d  secur i t ies  a re  l i s ted  on 

the New York Stock Exchange The company’s 

common stock t r a d i n g  symbol is DUK 

5~~~~~~~ ADDRESS: 
www duke-energy com 

GINVESTORDIRECT CHOICE PLAN 
-The I n v e s t o r D i r e c t  Choice P lan  prov ides  a 

s imp le  and conven ien t  way  f o r  i n t e r e s t e d  

par t ies  t o  purchase comnion s tock  d i rec t l y  

th rough t h e  company w i t h o u t  incur r ing  

brokerage fees. Bank d r a f t s  f o r  monthly 

purchases as we l l  as a sa fekeep ing  op t ion  

f o r  depos i t ing  c e r t i f i c a t e s  in to  the  plan a r e  

avai lable The p lan  a l s o  p rov ides  f o r  f u l l  

re inves tment ,  d i rec t  depos i t  or  cash 

payment  o f  d iv idends 

F I N A N C I A L  P U B L I C A T I O N S  

-Duke Energy w i l l  f u rn i sh  t o  any shareholder,  

w i t h o u t  charge, copies o f  t h e  1999  r e p o r t  

on SEC Form l O - K ,  t h e  1 9 9 9  Sta t is t i ca l  

Supplement and an aucl iotape record ing  of  

excerp ts  f r o m  t h e  1999 Annual Repor t  

 DUPLICATE MAILINGS 
-You w i l l  receive dup l ica te  mai l ings  of  

annual  r e p o r t s ,  proxy s t a t e m e n t s  and o ther  

shareho lder  ma i l ings  i f  your  shares  a r e  

reg is te red  in  d i f f e r e n t  accounts.  If you 

receive such dupl icat ions,  p lease cal l  

I n v e s t o r  Relat ions f o r  i n s t r u c t i o n s  on 

e l im ina t ing  the  dup l ica te  mai l ings  or 

combining your  accounts  

’TRANSFER AGENT A N D  REGISTRAR 
-Duke Energy main ta ins  shareho lder  

records  and ac ts  as Trans fer  Agent  and 

Reg is t ra r  f o r  t h e  company’s 

common and p r e f e r r e d  stock issues  

ODIVIDEND PAYMENT 
-Duke Energy has paid q u a r t e r l y  cash 

div idends on i t s  common stock f o r  73 

consecut ive years .  Div idends on common 

and p r e f e r r e d  s tock  in  2000 a r e  expec ted  

to be p a i d  on M a r c h  16,  J u n e  16, 
September 18  and December 1 8  

BOND TRUSTEE 
- I f  you have any quest ions r e g a r d i n g  your 

bond account, call (600)275-2048 or  w r i t e  t o  

The Chase Bank o f  Texas, N. A 
Corpora te  T r u s t  Services 

P. 0. Box 2320 

Dallas, TX 75221-2320 

Duke Energy is an Equal Opportunity Employer. 

This r e p o r t  is  publ ished solely t o  i n f o r m  

shareho lders  and IS no t  to  be  cons idered 

an o f fe r ,  o r  the  so l i c i ta t ion  o f  an  o f fe r ,  t o  

buy o r  se l l  secur i t ies  

This report was printed in  the USA on recycled paper 



AUDITOR’S REPORT 

I N  DEPEN D ENT AUDITORS’  REPORT 

To t h e  B o a r d  o f  D i r e c t o r s  a n d  S t o c k h o l d e r s  o f  
Duke Energy  C o r p o r a t i o n  

W e  have a u d i t e d  t h e  c o n s o l i d a t e d  b a l a n c e  s h e e t s  o f  Duke 
Energy  C o r p o r a t i o n  a n d  s u b s i d i a r i e s  (Duke Energy)  as  o f  
D e c e m b e r  31, 1999 a n d  1998, a n d  t h e  r e l a t e d  c o n s o l i d a t e d  
s t a t e m e n t s  o f  incon ie  a n d  c o m p r e h e n s i v e  income,  c o m m o n  
s t o c k h o l d e r s ’  e q u i t y  a n d  c a s h  f l o w s  f o r  e a c h  o f  t h e  t h r e e  
y e a r s  i n  t h e  p e r i o d  e n d e d  December  31, 1999. T h e s e  f i n a n -  
c i a l  s t a t e m e n t s  a r e  t h e  r e s p o n s i b i l i t y  o f  Duke Energy ’s  
management .  Our  r e s p o n s i b i l i t y  I S  t o  e x p r e s s  an o p i n i o n  
on t h e  f i n a n c i a l  s t a t e m e n t s  b a s e d  o n  our a u d i t s .  

W e  c o n d u c t e d  o u r  a u d i t s  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  
a c c e p t e d  a u d i t i n g  s t a n d a r d s .  T h o s e  s t a n d a r d s  r e q u i r e  t h a t  
w e  p l a n  a n d  p e r f o r m  t h e  a u d i t  t o  o b t a i n  r e a s o n a b l e  a s s u r -  
a n c e  a b o u t  w h e t h e r  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  f r e e  of 
m a t e r i a l  m i s s t a t e m e n t  An audr t  tnc ludes  e x a m i n i n g ,  o n  a 
t e s t  basis,  ev idence s u p p o r t i n g  t h e  a m o u n t s  a n d  d isc lo -  
s u r e s  i n  t h e  f i n a n c i a l  s t a t e m e n t s .  An a u d i t  a l s o  i n c l u d e s  
a s s e s s i n g  t h e  a c c o u n t i n g  p r i n c i p l e s  u s e d  a n d  s i g n i f i c a n t  
e s t i m a t e s  m a d e  b y  m a n a g e m e n t ,  a s  w e l l  a s  e v a l u a t i n g  the 

o v e r a l l  f i n a n c i a l  s t a t e m e n t  p r e s e n t a t i o n .  W e  b e l i e v e  t h a t  
o u r  a u d i t s  p r o v i d e  a r e a s o n a b l e  bas is  f o r  o u r  o p i n i o n .  

I n  o u r  op in ion ,  t h e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s  
r e f e r r e d  t o  above p r e s e n t  f a i r l y ,  i n  a l l  m a t e r i a l  r e s p e c t s ,  
t h e  f i n a n c i a l  p o s i t i o n  o f  D u k e  Energy  as o f  D e c e m b e r  31, 
1999 a n d  1998, a n d  t h e  r e s u l t s  o f  t h e i r  o p e r a t i o n s  a n d  
t h e i r  c a s h  f lows f o r  each o f  t h e  t h r e e  y e a r s  i n  t h e  p e r i o d  
e n d e d  December  31, 1999 i n  c o n f o r m i t y  w i t h  g e n e r a l l y  
a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s .  

DELOITTE & TOUCHE LLP 
C h a r l o t t e ,  N o r t h  C a r o l i n a  
F e b r u a r y  11 2000 

RESPONSIBIL ITY FOR F I N A N C I A L  STATEMENTS 

The f i n a n c i a l  s t a t e m e n t s  o f  Duke Energy  C o r p o r a t i o n  (Duke 
Energy)  a r e  p r e p a r e d  by  m a n a g e m e n t ,  w h o  a r e  r e s p o n s i b l e  
f o r  t h e i r  i n t e g r i t y  a n d  o b j e c t i v i t y .  The s t a t e m e n t s  a r e  p re -  
p a r e d  i n  c o n f o r m i t y  w i t h  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  
p r i n c i p l e s  i n  a l l  n i a t e r i a l  r e s p e c t s  a n d  n e c e s s a r i l y  i n c l u d e  
j u d g m e n t s  a n d  e s t i m a t e s  of  the e x p e c t e d  e f f e c t s  o f  e v e n t s  
a n d  t r a n s a c t i o n s  t h a t  a r e  c u r r e n t l y  b e i n g  r e p o r t e d .  

Duke Energy ’s  s y s t e m  o f  i n t e r n a l  a c c o u n t i n g  c o n t r o l  i s  
d e s i g n e d  t o  p r o v i d e  r e a s o n a b l e  a s s u r a n c e  t h a t  a s s e t s  a r e  
s a f e g u a r d e d  a n d  t r a n s a c t i o n s  a r e  e x e c u t e d  a c c o r d i n g  t o  
m a  n a g  em en t ’ s  a u t  ho r i za t i o n. I n t e r n  a I a cco  u n t i n g co n t r o Is 
a l s o  p r o v i d e  r e a s o n a b l e  a s s u r a n c e  t h a t  t r a n s a c t i o n s  a r e  
r e c o r d e d  p r o p e r l y ,  s o  t h a t  f i n a n c i a l  s t a t e m e n t s  c a n  b e  p r e -  
p a r e d  a c c o r d i n g  t o  g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i -  
p l e s  I n  a d d i t i o n ,  a c c o u n t i n g  c o n t r o l s  p r o v i d e  r e a s o n a b l e  
a s s u r a n c e  t h a t  e r r o r s  o r  i r r e g u l a r i t i e s  w h i c h  c o u l d  b e  
m a t e r i a l  t o  t h e  f i n a n c i a l  s t a t e m e n t s  a r e  p r e v e n t e d  o r  a r e  
d e t e c t e d  by  e m p l o y e e s  w i t h i n  a t i m e l y  p e r i o d  as  they  p e r -  
f o r m  t h e i r  a s s i g n e d  f u n c t i o n s  D u k e  Energy ’s  a c c o u n t i n g  
c o n t r o l s  a r e  c o n t i n u a l l y  r e v i e w e d  f o r  e f f e c t i v e n e s s .  I n  
a d d i t i o n ,  w r i t t e n  p o l i c i e s ,  s t a n d a r d s  a n d  p r o c e d u r e s ,  a n d  a 
s t r o n g  i n t e r n a l  a u d i t  p r o g r a m  a u g m e n t  D u k e  Energy ’s  
a c c o u n t i n g  c o n t r o l s .  

T h e  B o a r d  o f  D i r e c t o r s  p u r s u e s  i t s  o v e r s i g h t  r o l e  f o r  t h e  
f i n a n c i a l  s t a t e m e n t s  t h r o u g h  t h e  a u d i t  c o m m i t t e e ,  w h i c h  IS 

c o m p o s e d  e n t i r e l y  o f  d i r e c t o r s  who a r e  n o t  e m p l o y e e s  o f  
D u k e  Energy .  The a u d i t  c o i n m i t t e e  m e e t s  w i t h  m a n a g e m e n t  
a n d  i n t e r n a l  a u d i t o r s  p e r i o d i c a l l y  t o  r e v i e w  a c c o u n t i n g  
c o n t r o l  i s s u e s  a n d  t o  nioni tor-  e a c h  g r o u p ’ s  d i s c h a r g e  of i t s  
r e s p o n s i b i l i t i e s .  The a u d i t  c o m m i t t e e  a l s o  m e e t s  p e r i o d i -  
ca l l y  w i t h  D u k e  Energy ’s  i n d e p e n d e n t  a u d i t o r s ,  D e l o i t t e  & 
Touche LLP The i n d e p e n d e n t  a u d i t o r s  h a v e  f r e e  a c c e s s  t o  

t h e  a u d i t  c o m m i t t e e  a n d  t h e  B o a r d  o f  D i r e c t o r s  t o  d i s c u s s  
i n t e r n a l  a c c o u n t i n g  c o n t r o l ,  a u d i t i n g  a n d  f i n a n c i a l  r e p o r t -  
i n g  m a t t e r s  w i t h o u t  t h e  p r e s e n c e  o f  m a n a g e m e n t .  

SANDRA P. MEYER 
V i c e  P r e s i d e n t  a n d  

C o r p o r a t e  C o n t r o l l e r  
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Lett e r to S ti a re ho 1 der s 
Duke Energy Corporation 

Throughout this report, we talk about basic truths, 
those enduring tenets that govern our success and 
produced breakthrough results for Duke Energy in 2000. 

V a l u e  C r e a t i o n  C r i v e s  Cs 

Defining the year was our own basic truth: We put 
value creation first. Every member of our team, in every 
business and in every global locale, shares that clarity 
of purpose. We come to work each morning with the 
goal of creating high-growth, sustainable shareholder 
value. And, at the end of the day, i t  i s  the one true 
measure of our success. 

We enjoyed a lot of good days in 2000! 
Breakthrough results drove record earnings 

growth, broadened our market base and rewarded 
shareholders by unlocking some of the hjdden value 
in our company. We reached a pivotal milestone in 
our rise as a premier growth energy player, with 90 
percent of our revenue and over half our earnings 
now coming from our competitive businesses. 

We surpassed our pledge to grow earnings at an 
annual rate of 8 to 10 percent, achieving ongoing earnings 
per share of $2.10, a 17 percent increase over 1999. 
Revenue for the year increased 127 percent to $49.3 
billion, and ongoing earnings before interest and taxes 
(EBIT) increased 29 percent to $3.7 billion. 

Total shareholder return exceeded 75 percent for the 
year, and Duke Energy out-performed its peers in the 
Dow Jones Utilities Index by 67 percent. 

Those are the highlights of an outstanding year. 
But as good as the days behind us were, the days 

ahead will be even better. On the strength of our proven 
performance and rich potential, we split our stock 
earlier this year and raised our earnings growth target 
to 10 to 15 percent over the next few years. Value 
creation drives us. 

I t  A l l  B e g i n s  W i t h  C u s t o m e r s  

The key to business success remains unchanged: 
Anticipate and meet customer needs better, faster and 
more efficiently than anyone else. We’re using the 
Internet to connect with our customers in new and 
different ways - to be their resident “energy expert,” t o  
deliver seamless, fully integrated service, and to drive 
costs out of their business in countless ways. And, 
we’re launching new businesses to serve emerging 
customer needs. For example, in 2000, Duke Capital 
Partners was created to provide debt and equity capital 
and financial services to high-growth energy businesses, 
Our customer focus is both forward-looking and 
grounded in core attributes like reliability, service 
excellence and accountability. 



What are the results of our customer focus? Our 
Energy Services businesses delivered combined €BIT of 
$688 million in 2000, a 338 percent increase, These 
strong results were driven by aggressive expansion and 
management of our merchant plant portfolio, as well as 
gains in energy trading and risk management. 

In the U.S., we expanded our regional energy busi- 
nesses, delivering a record four new power plants and 
2,300 megawatts in time for summer’s peak, We broke 
ground on six new facilities that wil l add 3,400 
megawatts by summer 2001, and we remain on target 
with the development of an additional 20,000 
megawatts by 2004. 

Internationally, we continued to tap the extraordinary 
potential of Latin American markets. In Brazil, we 
increased ownership in one of the country’s largest 
generating companies to 95 percent. We likewise made 
leadership gains in Peru and El Salvador, and grew our 
asset bases in Argentina and Bolivia. 

In Asia Pacific, we delivered a first-time competitive 
natural gas supply to Australia, and began pre-construction 
efforts on a pipeline for the state of Tasmania. 

Back in the U.S., merging the capabilities of our 
Field Services uni t  wi th Phillips Petroleum’s gas 
gathering, processing and marketing business contributed 
to a 106 percent increase in EBlT for Field Services. 

Our more mature businesses also derived value 
growth in new and creative ways. Successful market 

expansion projects and acquisitions fueled 8 percent growth 
in ongoing operating earnings for Natural Gas Transmission. 
Duke Power’s customer base increased by 2.5 percent in 
2000, and ongoing earnings grew by 3 percent. 

We have a sustainable, successful business strategy. 
We have an extraordinary asset portfolio that expands 
and contracts as we harvest market cycles. But what 
differentiates Duke Energy is the exceptional creativity, 
innovation, diligence and discipline of our employee team. 
We move with the speed and agility that comes from 
knowledge, decisiveness and a drive to lead. 

In 2000, we continued to elevate corporate risk 
management as a source of competitive advantage and 
named Rich Osborne the company’s first chief risk officer. 
With more than half of our revenues today derived from 
commodity positions, savvy risk management is integral to 
our success going forward. 

Earlier this year, we welcomed Robert Brace as executive 
vice president, chief financial officer, and a member of our 
policy committee. Robert most recently led the finance 
function for British Telecommunications plc, in London, and 
brings to our company a wealth of international finance, 
strategic planning, and merger and acquisition experience. 

These moves add depth and diversity to an industry- 
leading management and employee team. 

E A R N I N G S  Per Share d i n  do l la rs  R E V E N  U E Growth  +in billions R E T  U R N On Equity +percentages 

‘ I  
1 

49.3 I 
i 



h G o o d  B u s i n e s s  

Duke Energy is value-minded - and we are 
high-minded, We adhere to the highest standards of 
service and integrity in all our markets and transactions. 
The Duke Energy name is perhaps our greatest shared 
asset, and we take great care and pride as we introduce 
ourselves to new customers and wor ld  marke ts ,  
Your company will not compromise values built over 
a century for short-term gain. 

The 2001 outlook for energy is strong, even in light of 
the economic slowdown facing other sectors. The last 
several months clearly point to the need for increased 
domestic power generation and expansion of our natural 
gas infrastructure. Market volatility, price movement and 
supply shortfalls all signal an out-of-balance energy 
market. And no other company is better positioned than 
Duke Energy to deliver solutions and create value from 
shifting economic and market dynamics. 

Duke Energy is working diligently to address the critical 
energy issues facing California that have dominated the news 
this year. Fundamentally, the crisis is due to electricity 
demand that far outstripped supply, and a reluctance to fill 
the gap with new generation and the infrastructure to 
efficiently fuel it. 

We have applied our high operational standards to 
the four plants we operate in California, and in 2000 
increased their output by 50 percent. We also plan 
to reinvest up to $1.6 billion to upgrade our existing 
units and replace others, adding approximately 1,560 
megawatts of new capacity. Duke Energy is committed 
to generating the power needed by the California grid 
today - and to generating the ideas and solutions that 
will assure long-term market stability, 

California's flawed approach to restructuring vividly 
i l lustrates the preconditions that must exist for  
deregulat ion to succeed: a reasonable balance 
between supply and demand, use of forward energy 
contracts to shield consumers from price volatility, and 
a measured approach that provides fo r  an e f f i c ien t  
wholesale market before full retail competition unfolds, 
These requirements play to Duke Energy's strengths 
and experience, and we are working with state leaders 
in  the Carolinas and elsewhere to  help protect that  
secure energy future. 

Our business plan and earnings growth trajectory 
are not reliant on changes in the regulatory structure in 
which our electric franchise currently operates. 
Restructured or not, we are positioned to meet our targets 
and deliver on the energy imperative facing our country. 

Fo rward  

2000 was a year of premier results for Duke Energy, 
In 12 months, our pre-split stock price climbed from 
the mid-40s to a new all-t ime high in the 90s. We did 
that by holding fast to the basic principles that 
have served us well for nearly 100 years, while 
continuously reinventing our businesses and the way 
we work to succeed in a very different, opportunity- 
rich future. 

We are poised to deliver even greater results in 
2001. We are excited about the horizon that stretches 
before us: vast, rich, and full of promise - for our 
company, our shareholders, our customers, our  
employees and our world. You can count on Duke Energy 
to drive the growth, value and change that wil l 
benefit us all. And you can count on us to lay down 
new tracks around the globe, bringing the benefits 
of energy, breakthrough thinking, bold solutions and 
real results to all corners. 

R I C H A R D  B P R I O R Y  
F e b r u a r y  2 3 ,  2 0 0 1  



F I N A N C I A L  H I G H L I G H T S  
D U K E  E N E R G Y  

2000 1999 1998 

Operating revenues 1 $ 49,318 1 $ 21,766 I $ 77,662 

$ 2.39 
2.39 
1.10 I 

Earnings before interest and taxes 
Income before extraordinary item 
Net income 
Earnings available for common stockholders 

$ 1.13 
2.04 
1 .IO 

4,014 
1,776 
1,776 
1,757 

$ 58,176 
13,282 

2,225 
(5,030) 
2,714 

2,043 
847 

1,507 
1,487 

$ 33,409 
9,432 
2,684 

1,600 
(3,800) 

2,647 
1,260 
1,252 
1,231 

12.6 
275,258 

COMMON STOCK DATAa 
Weig hted-average 

shares outstanding 
Basic earnings per share (before 

extraordinary item) 
Basic earnings per share 
Dividends per share 

11.0 
109,634 

CAP I TAL I Z AT I 0 N 
Common equity and minority interest 
Preferred stock 
Trust preferred securities 
Total debt 

SEC fixed charges coverage 

, 
4 6 9'0 48% 

1 
5 '/o 

48% 
3.8 

722 

$ 1.72 
1.70 
1.10 

50% 
2 O/O 
5 ?h 

43% 
4.7 

Total assets 
Total debt 
Cash flows from operating activities 
Cash flows used in  investing activities 
Cash flows from financing activities 

OPERATING DATAb 
Electricity sales, GWhC 
Natural gas transmission volumes, 

throughput, TBtu 
Natural gas marketed, TBtu/dd 
Electricity marketed, GWhe 
Natural gas gathered and 

Natural gas liquids 
processed/transported, TBtu/d 

production, MBbl/d 

5.1 

7.6 I 
I 358m5 I 192-4 1 

$ 26,806 
7,168 
2,331 

(2,476) 
78 

82,011 

2,593 
8.4 

98,991 

3.6 

11 0.2 

i 

a - Restated t o  r e f l e c t  the  two- fo r -one c o m m o n  s t o c k  s p l i t  e f fec t i ve  January  26, 2 0 0 1  b - Units o f  measure  used are g igawat t -hours  (GWh} ,  

t r i l l i on  Br i t i sh  thermal  units (TBtu), t r i l l i on  Br i t i sh  thermal  un l ts  per day (TBtu id ) ,  and thousand bar re ls  per day (MBblid),  as app l i cab le  

c - Franchised Electr ic only d - includes Nor th  American Wholesale Energy and F ie ld  Services volumes e - Excludes Franchised Etectrtc volumes 
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The right mix of energy assets, knowledge, 
businesses and people. 

A company that’s disciplined. Dynamic. Agile. 

Leading change, not adapting to it. 

Duke Energy is one company with many faces - 
asset management, trading and marketing, risk 
management, electric power, natural gas and 
more. It is a thriving network of energy businesses, 
each with a distinctive history, a unique focus, a 
service niche. 

Yet the Duke Energy companies are united in 
purpose and direction - delivering real results to 
customers and creating value for investors. They 
share a keen awareness of supply and demand, 
critical to forecasting market cycles. Together, 
they work to uphold Duke Energy’s reputation for 
integrity, customer commitment, environmental 
responsibility and good citizenship. 

But success requires more than diverse capabilities 
and common values. It requires knowing how to 
put those competitive advantages to work. 

Duke Energy has consistently held to a solid, 
straightforward strategy: Develop and manage a 
dynamic portfolio of energy assets. Deliver energy 
solutions to customers. Trade and market energy. 
Actively manage risk. 

Duke Energy’s management team launched this 
strategy with confidence, and it has served us 
well. Not only have we stayed the strategic 

course amid market uncertainties, but we’ve 
also applied this plan across the board, to every 
business line in every region. And it is working. 

In the U.S., we are building regional energy 
businesses in gas, power, trading and marketing. 
And we are replicating that success to create 
a strong foothold in newly competitive interna- 
tional markets. Duke Energy is supplying and 
moving energy to targeted growth markets 
in North America, Latin America, Asia Pacific 
and Europe. 

We are leading the evolution from regulated utilities 
to full-scope competitive energy companies. Most 
of Duke Energy’s revenue - roughly 90 percent - and 
more than half its earnings are now generated 
by the company’s competitive businesses. We saw 
the market signs and moved into profitable new 
ventures. Smart moves. 

Industry restructuring and dramatic growth in 
demand are changing the way the world thinks 
about energy. Higher standards of living and 
light-speed communication have whetted the 
world’s appetite for new electric generation. 
What used to be “wants” are now “needs.” 

In the U.S. alone, consumers wil l  need more than 
200,000 additional megawatts of electricity - 
nearly a 25 percent increase - within the next 
decade. Most of that new capacity - some 90 
percent - will likely be fueled by natural gas. 
Duke Energy - with the knowledge, skills, speed 
and agility to turn market openings into market 
positions - will be filling those energy needs. 



Putting strategy into action is Duke Energy’s 
forte. Not just doing it, but doing it right. With 
foresight. Market intelligence. Decisiveness. 
Every decision to build, buy, sell or operate is 
carefully weighed against a two-part litmus test: 
Does it meet market demand? Does it create value? 

In hundreds of transactions since Duke Energy 
made the leap from pipelines and kilowatts to an 
integrated energy company, the answers to the 
litmus test have been “yes” and “yes.” 

In the U.S., Duke Energy is answering the nation’s 
mandate for more electric power with a fleet of 
en e r g y - e f f i c i e n t 111 e rc t i  ant p 1 a n t s . Last su m m et-, 
Duke Energy Nsrth America (DfNA) hustled to 
bring four plants on line - an unprecedented 
achievement - to help the nation keep its cool 
during the peak demand season. And the company 
promises six more to help ensure power 
availability during the summer of 2001. 

Duke Energy’s first-to-market advantage comes 
from its integrated capabilities. DENA oversees 
plant development, negotiates gas supply and 
markets the power. Duke Engineering & Services 
provides environmental and siting expertise, and ties 
the finished plant to the electric grid. Duke/Fluor 

Daniel handles plant design, construction and 
operation. And Duke Energy Gas Transmission 
pipelines bring the fuel to the plants. 

Knowing when and where to buy, and being in a 
position to act swiftly, are equally valuable. Case 
in point: DENA gained an early entrance into the 
growing Southwest power market by purchasing 
a half-interest in the Griffith Energy Project, a 
gas-fired merchant plant under construction in 
Arizona and due to begin operation in mid-2001. 

1 Duke Energy North America’s growing merchant ~ 

plant portfolio is  on schedule to put more than 
23,000 megawatts of new capacity in operation by 
2Q04. In addition, DENA trades eight times as much 
power and five to  six times as much natural gas as 

1 Duke Energy owns, operates or controls. I 

By 2010, U.S. demand for natural gas is expected 
to grow from 22 trillion to 30 trillion cubic feet 
per year - mostly t o  fuel electric generation. The 
Department of Energy estimates $1.5 trillion 
wi l l  be invested in new pipel ines and gas 
infrastructure over the next 15 years. Duke Energy 
is increasing i ts share of that  business by 
developing new gas projects in high-growth 
eastern U.S. markets. 



In the Southeast, natural gas usage is growing at 
an annual rate of more than 4 percent, twice the 
national average. To open the region to natural 
gas supplies from the Gulf Coast, Duke Energy 
Gas Transmission (DEGT) purchased the East 
Tennessee Naturaf Gas Company and connected 
its pipelines to Duke Energy’s own Texas Eastern 
system. Further expansion is planned via the 
Patriot Extension, which will bring natural gas to 
southwest Virginja for the first time and will introduce 
a competitive gas supply to North Carolina. 

In New England, Duke Energy is a partner in the 
Maritimes & Northeast Pipeline, completed in 
1999. Originating offshore of Nova Scotia, the 
pipeline is fueling new merchant plants and 
expanding its reach into the Boston area with the 
current Hubline project. 

The demand for natural gas in Florida is expected 
to double in the next decade. Duke Energy is 
partnering with Williams to build the Gulfstream 
pipeline from Alabama across the Gulf of Mexico 
to Central Florida - bringing over one billion 
cubic feet per day of new pipeline capacity to the 
state by mid-2002. 

Getting the gas to market is one challenge. 
Storing it for quick accessibility is another, 
particularly when it is needed to bring peaking 

power plants on line at a moment’s notice. That 
reality prompted DEGT to purchase Market Hub 
Partners, a salt cavern storage business with 23 
billion cubic feet of capacity in Texas and 
Louisiana, and potential expansion facilities in 
Mississippi and Pennsylvania. 

1 Duke Energy Gas Transmission operates 12,000 1 
miles of natural gas pipeline, transporting 8 percent 

I of the natural gas consumed in the U.S. I 

In March 2000, Duke Energy merged its field ser- 
vices business with Phillips Petroleum’s gas 
gathering, processing and marketing unit to form a 
new midstream company - Duke Energy Field 
Services (DEFS). 

DEFS separates valuable natural gas liquids 
(NGLs) like propane and butane from raw natural 
gas, and sells both the residue gas and the NGLs. 
The new company is the nation’s number one 
producer of NGLs and one of the largest natural 
gas gatherers and marketers in the U.S. 

1 Duke Energy Field Services owns and operates 70 I 
plants and 57,000 miles of pipeline, and produces 
approximately 20 percent of NGL processing volumes 

j in the U.S. I 

f 



Too Hot. 



Legend has it Albert Einstein didn’t speak 
until he was about five. When he finally 
spoke, he said, “The soup’s too hot.” His 
parents asked him why he hadn’t spoken 
sooner. He said, “Up until now everything 
was fine.” There’s just no substitute for 
good timing. “Take the joint venture with 
Phillips. We could’ve waited around and 
watched another company take the lead in 
natural gas liquids. Or we could act. We’re 
not talking about action for action’s sake. 
We’re talking about eyes open, feet firm 
on the ground, evaluating your situation 
so that, when the time is right, you make 
the right things happen.” 





Worldwide, the energy industry is changing 
dramaticaIly. In the U.S., electric deregulation is 
under way, while in other countries, government 
control of energy is giving way to private interests. 
Standards of living continue to rise, and the 
electronic age is creating unprecedented demand. 

In the new economy, energy companies have a 
choice. They can look the other way, pretend the 
world is not changing around them, and become 
extinct. Or they can use change as an opportunity - 
to focus on their core businesses, devise successful 
strategies, expertly manage their risks and 
deliver energy to the world. 

Duke Energy believes that a competitive market 
offers consumers more choices in both power 
supply and pricing, and breeds new, innovative 
technologies. Around the world, deregulation 
and privatization are opening new markets - 
and creating new opportunities for energy 
companies that act swiftly in response t o  
customer needs. 

Duke Energy is replicating its domestic strategy 
internationally, targeting key regions of the world 
where more open energy markets are emerging. 
Currently, we’re focused on Latin America, Asia 
Pacific and Europe. 

Energy privatization, population growth, economic 
prosperity and rising demand for power have 
created rich fields of opportunity for Duke Energy 
International (DEI) in both South America and 
Central America. Duke Energy is one of Latin 
America’s leading energy companies, with a 
diverse portfolio of generation facilities in 
Argentina, Bolivia, Brazil, Ecuador, El Salvador 
and Peru. 

Driving Duke Energy’s position in Latin Amerka 
is the company’s $1 billion investment in Brazil, 
the eighth largest economy in the world. In 2000, 

Duke Energy acquired an additional interest in the 
Paranapanema hydroelectric system, bringing DEI’S 
ownership in one of Brazil’s largest generation 
companies to 95 percent. 

DEI successfully manages a growing portfolio 
of hydroelectric and thermal assets in Peru’s 
competitive power market. DEI also holds 
generating facilities in El Salvador, and has 
innovated cross-border power trades with 
neighboring Guatemala. These asset positions 
are complemented by DEI’S natural gas and 
power wholesale marketing business in Buenos 
Aires and other energy hubs. 

The first merchant player to build natural gas 
infrastructure in Australia, Duke Energy swiftly 
addressed a familiar need - a shortage of natural 
gas pipelines. In August, DEI completed the 500- 
mile Eastern Gas Pipeline, introducing natural gas 
competition to Australia’s deregulating industry. 
And we fueled competition of a different sort, the 
2000 Olympic Games in Sydney, by providing gas 
for the Olympic flame. 

The pipeline will also deliver natural gas to a new 
Duke Energy asset - the Bairnsdale Power Plant. 
And in mid-2001, DEI will begin construction 
of a pipeline that will deliver natural gas to  
the energy markets of the Australian state of 
Tasmania for the first time. 

Duke Energy has moved to capture the potential 
in Europe’s liberalizing energy markets b y  
establishing a trading and marketing position. 
DEI has acquired Mobil Europe Gas Inc. (MEGAS), 
the Netherlands’ largest independent gas 
marketing company. From that platform and 
DEI’S London office, Duke Energy will expand into 
power marketing, asset positions and other 
pursuits in targeted European regions. 
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Expansion into new markets has brought new 
risks - currency volatility and diverse economic 
conditions. Add volatility in fuel costs, fluctuating 
interest rates and other factors, and risk man- 
agement becomes even more critical. 

Across North America and around the world, 
an effective risk management program buoys 
Duke Energy to tackle projects that make 
economic sense and to buy or sell assets when 
market conditions are right. Duke Energy has 
elevated i ts risk management function to a 
competitive advantage by making risk calculation 
and mitigation a high priority across the enterprise. 

Duke Energy’s power company consistently 
leads the industry in customer service, ranking 
first or second among utilities by the American 
Customer Service Index every year since 1994. 
Approximately 2 million customers in Duke Power’s 
22,000-square-mite service area have 24-hour 
access to the company’s Customer Service Center. 

Wherever in the wor ld we do business, 
environmental stewardship guides our work. 
We work hard to protect natural and cultural 

resources, from California’s marine habitats to 
Maine’s stone walls and wetlands to Australia’s 
aboriginal homelands. 

Duke Energy is putting its values and expertise 
t o  use in new and different ways to benefit 
our customers and impact the bottom line. 
DukeSolutions provides supply management, 
risk hedging and e-business solutions to help 
major energy consumers use energy more wisely 
and more efficiently. Duke Capital Partners 
makes financing and asset management services 
available to wholesale and commercial energy 
markets. And Duke Energy Merchants is expanding 
our strong trading and marketing capabilities to 
energy-related ventures beyond natural gas and 
power - like refined products, fertilizers and crude oil. 

We intend to continue to revolutionize the energy 
industry. By producing and delivering energy. 
By serving our customers wi th unparalleled 
commitment. By leading our industry w i th  
innovative solutions to the world’s energy needs. 

We are Duke Energy. Decisive. Results driven. 
Leading the way to the future. 
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INTRODUCTION 
Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements. 

@I BUSINESS SEGMENTS Duke Energy Corporation (collectively with its subsidiaries, "Duke Energy") is an integrated 
energy and energy services provider with the ability to offer physical delivery and management of both electricity and natural 
gas throughout the U.S. and abroad. Duke Energy provides these and other services through seven business segments. 

__-___.._-.___.______l..l..lI ~ __I_ ~- 

{FRANCHISED ELECTRIC generates, transmits, distributes and sells electric energy in central and western North Carolina and the 
western portion of South Carolina. Its operations are conducted primarily through Duke Power and Nantahala Power and Light. 
These electric operations are subject to the rules and regulations of the Federal Energy Regulatory Commission (FERC), the North 
Carolina Utilities Commission (NCUC) and the Public Service Commission of South Carolina (PSCSC). 

{NATURAL G A S  TRANSMISSION provides interstate transportation and storage of natural gas for customers primarily in the Mid- 
Atlantic, New England and southeastern states. Its operations are conducted primarily through Duke Energy Gas Transmission 
Corporation. The interstate natural gas transmission and storage operations are subject to the rules and regulations of the FERC. 

{F IELD SERVICES gathers, processes, transports, markets and stores natural gas and produces, transports, markets and stores 
natural gas liquids (NGLs). Its operations are conducted primarily through Duke Energy Field Services, LLC (DEFS), a l imited 
liability company that is approximately 30% owned by Phillips Petroleum. Field Services operates gathering systems in western 
Canada and 11 contiguous states that serve major natural gas-producing regions in  the Rocky Mountain, Permian Basin, 
Mid-Continent, East Texas-Austin Chalk-North Louisiana, as well as onshore and offshore Gulf Coast areas. 

{NORTH AMERICAN WHOLESALE ENERGY'S (NAWE'S) activities include asset development, operation and management, primarily 
through Duke Energy North America, LLC (DENA), and commodity sales and services related to natural gas and power, primarily 
through Duke Energy Trading and Marketing, L L C  (DETM). DETM is a l imited liability company that is approximately 40% owned 
by Exxon Mobil Corporation. NAWE also includes Duke Energy Merchants, which develops new business lines in the evolving 
energy commodity markets. NAWE conducts i ts business throughout the U.S. and Canada. The operations of the previously 
segregated Trading and Marketing segment were combined by management into NAWE during 2000, Previous periods have been 
restated to conform to  current period presentation. 

{ INTERNATIONAL ENERGY conducts its operations through Duke Energy International, LLC. International Energy's activities include 
asset development, operation and management of natural gas and power facil i t ies and energy trading and marketing of natural 
gas and electric power. This activity is targeted in  the Latin American, Asia-Pacific and European regions. 

{OTHER ENERGY SERVICES is a combination of businesses that provide engineering, consulting, construction and integrated energy 
solutions worldwide, primarily through Duke Engineering 8( Services, Inc. (DE&S), Duke/Fluor Daniel (D/FD) and DukeSolutions, 
Inc. (DukeSolutions). D/FD is a 50/50 partnership between Duke Energy and Fluor Enterprises, Inc. 

{DUKE VENTURES is comprised of other diverse businesses, primarily operating through Crescent Resources, Inc. (Crescent), 
DukeNet Communications, LLC (DukeNet) and Duke Capital Partners (DCP). Crescent develops high-quality commercial, residen- 
tial and multi-family real estate projects and manages land holdings primarily in the southeastern U.S. DukeNet provides fiber 
optic networks for industrial, commercial and residential customers. DCP, a newly formed, wholly owned merchant finance com- 
pany, provides financing, investment banking and asset management services to wholesale and commercial energy markets. 

0 BUSINESS STRATEGY Duke Energy is one of the world's leading integrated energy companies. The company's busi- 
ness strategy i s  to develop integrated energy businesses in  targeted regions where Duke Energy's extensive capabilities in  devel- 
oping energy assets, operating electricity, natural gas and NGL plants, optimizing commercial operations and managing risk can 
provide comprehensive energy solutions for customers and create superior value for shareholders. The growth in  and restruc- 
turing of global energy markets are providing opportunities for Duke Energy's competitive business segments to capitalize on 
their comprehensive capabilities. Domestically, Duke Energy is aggressively investing in  new merchant power plants throughout 



the U.S., expanding its natural gas pipeline infrastructure in the eastern U S . ,  rapidly increasing its leading position in  natural 
gas gathering and processing and NGL marketing, and developing its trading and marketing structured origination expertise 
across the energy spectrum. Internationally, Duke Energy is currently focusing on integrated electric and natural gas opportunities 
in Latin America, Asia Pacific and Europe. 

Franchised Electric continues to add customers, maintain low costs and deliver high-quality customer service. Franchised 
Electric is expected to grow moderately, consistent with historical trends. Expansion will primarily result from continued economic 
growth in its service territory. 

Natural Gas Transmission has increased its earnings growth rate by executing a comprehensive strategy of selected acqui- 
sitions and expansions and by developing expanded services and incremental projects that meet changing customer needs. 

Field Services has developed market-leading size, scope and reliability of supply in natural gas gathering, processing and 
NGL marketing. Field Services plans to make additional investments in gathering, processing and NGL infrastructure. Field 
Services’ interconnected natural gas processing operations provide an opportunity to capture fee-based investment opportuni- 
ties in certain NGL assets, including pipelines, fractionators and terminals. 

NAWE plans to continue increasing earnings through acquisitions, divestitures, construction of greenfield projects and 
expansion of existing facilities as regional opportunities are identified, evaluated and realized throughout the North American 
marketplace. To capture the greatest value in the U.S., DENA, through its portfolio management strategy, seeks opportunities to  
invest in energy assets in markets that have capacity needs and to  divest other assets, in whole or i n  part, when significant value 
can be realized. Commodity sales and services related to natural gas and power continue to expand as NAWE provides energy 
supply, structured origination, trading and marketing, risk management and commercial optimization services to large energy 
customers, energy aggregators and other wholesale companies. 

International Energy plans to continue expanding through acquisitions, divestitures, construction of greenfield projects and 
expansion of existing facilities in selected international regions. International Energy’s combination of assets and capabilities and 
close working relationships with other subsidiaries of Duke Energy allow i t  to efficiently deliver natural gas pipeline, power gen- 
eration, energy marketing and other services. 

Other Energy Services plans to grow by providing an expanding customer base with a variety of engineering and energy effi- 
ciency services that allow customers to more effectively deal with rapidly changing conditions in the energy marketplace. 

Duke Ventures plans to expand earnings capabilities in  its real estate, telecommunications and capital f inancing business 
units by developing regional opportunities and by applying extensive experience to new project development. 

Duke Energy’s business strategy and growth expectations can vary signjficantly depending on many factors, including, but 
not limited to, the pace and direction of industry restructuring, regulatory constraints, acquisition opportunities, market volatility 
and economic trends. However, Duke Energy’s growth expectations do not rely on industry restructuring in North Carolina and 
South Carolina. 

RESULTS OF OPERATIONS 
- 

In 2000, earnings available for common stockholders were $1,757 million, or $2.39 per basic share, including a pre-tax gain of 
$407 mill ion, or an after-tax gain of $0.34 per basic share, on the sale of Duke Energy’s 20% interest in BellSouth Carolina PCS 
(BellSouth PCS), In 1999,  earnings available for common stockholders were $1,487 million, or $2 .04  per basic share, including 
an after-tax extraordinary gain of $660 mill ion, or $0.91 per basic share resulting from the sale of the Panhandle Eastern Pipe 
Line Company (PEPL), Trunkline Gas Company (Trunkline) and additional storage related to those systems, which substantially 
comprised the Midwest Pipelines along with Trunkline LNG Company. The increase in earnings available for common stockhold- 
ers in  2000 was primarily due to a 96% increase in segment earnings as described below, including the BellSouth PCS gain. 
Partially offsetting this increase was the 1 9 9 9  extraordinary gain and higher interest and minority interest expense in the cur-  
rent year. 

Earnings available for common stockholders increased $256 mill ion in 1 9 9 9  from 1 9 9 8  earnings of $1,231 mill ion, or $1 .70  
per basic share. The increase in  earnings available for common stockholders was primarily due to the 1 9 9 9  extraordinary gain 
resulting from the sale of the Midwest Pipelines. This gain, along with the factors described below that affect segment earnings, 
was partially offset by a pre-tax $800 mill ion charge for estimated injury and damages claims (see Note 1 4  to the Consolidated 
Financial Statements) and higher interest and minority interest expense. 



Earnings per share information provided above has been restated to reflect the two-for-one common stock split effective 
January 26, 2001. See Note 15 to the Consolidate# Financial Statements for additional information. 

Operating income for 2000 was $3,813 mill ion compared to  $1,819 mill ion in 1999 and $2,485 mill ion in 1998. Earnings 
before interest and taxes (EBIT) were $4,014 million, $2,043 mill ion and $2 ,647 million for 2000, 1999 and 1998, respective- 
ly. Management evaluates each business segment based on an internal measure of EBIT, after deducting minority interests. 
Operating income and EBlT are affected by the same fluctuations for Duke Energy and each of its business segments. The only 
notable difference between operating income and EBlT is the inclusion in EBlT of certain non-operating activities, See Note 3 to 
the Consolidated Financial Statements for additional information on business segments. €BIT is summarized in the following 
table and is discussed by business segment thereafter 

. ~~ ~ 

- .~ ~~ 

Operating revenues 
Operating expenses 
Ope rating income 
Other income, net of expenses 
EBlT 

....-. 
~~~~~ ~ .. ~~~~~~~~ ~ ~~~ ~ . ~ .~ ~ ~ . ~ ~ ~~~ ~ ~~ 

Sales - GWha - .- 

. -~ .. . . 

Franchised Electric 
Natural Gas Transmission 
Field Services 
North American Wholesale Energy 
International Energy 
Other Energy Services 
Duke Ventures 
Other Operations 
EBlT attributable to minority interests 
Consolidated EBlT 

~~ 
~~~~~ ~~ - _ _  _ _  - .  ~~~~~~~~~ ~ .___ . .  - ~ 

2000 1999 1998 
$ 4,946 $ 4,700 $ 4,626 

3,316 3,966 3,228 
1,630 i 7 3 4  1,398 

74 ~ 122 115 
$ 1,704 ~ $ 856 $ 1,513 

82,011 

I 

~~~ ~ . . _ ~  . ~~ 

- 

~~~~ ~ - 

._ ~.~ 

84,766 81,548 

$ 1,704 
534 
296 
41 8 
331 
(61) 

563 
(2) 

231 
$ 4,014 

- . ~~~~~~~ 

DECEMBER 31 

1999 
$ 856 

627 
1 4 4  
209 

42 
(94) 

162 
5 

92 - . . 

1998 
$ 1,513 

702 
76 

133 
12 
10 

122 
22  
57 

. -. -. 

$ 2,043 I $ 2,647 

Other Operations primarily include certain unallocated corporate costs. Included in the amounts discussed hereafter are inter- 
company transactions that are eliminated in the Consolidated Financial Statements. 

Franchised Electric’s EBlT increased $848 million in 2000 when compared to 1999, primarily due to an $800 mill ion charge in 
1999 for estimated injury and damages ctaims (see Note 14 to the Consolidated Financial Statements). Overall favorable weather 
and growth in customers, partially offset by increased operating costs, also contributed to this increase in EBIT. The average 
number of customers in Franchised Electric’s service territory increased 2.5% during 2000. Total gigawatt-hour sales to cus- 
tomers increased by 3.9% for 2000, Sales to general service and residential customers increased 4.7% and 4.4%, respectively, 
while total industrial sales decreased 0.5%. 

In 1999, Franchised Electric’s EBlT decreased $657 mill ion compared to 1998, primarily due to  the above-mentioned charge 
for estimated injury and damages claims. Partially offsetting this decrease was a 2.8% increase in the number of customers in 
Franchised Electric’s service territory during 1999, and the absence of 1998 severance and other costs related to closing 
Franchised Electric’s merchandising business. 



Operating revenues 
Operating expenses 
Operating income 

I 

--r 
1999 1998 

- ~ . ~ ~- ~ 

2000 
$1,131 $ 1 , 2 3 0  $ 1 , 5 4 2  

6 0 9  
522 

61 5 864 
6 1 5  6 7 8  

In 2000,  EBlT for Natural Gas Transmission decreased $93 mill ion compared to 1999,  primarily due to $1 3 2  mill ion of EBlT in 
1 9 9 9  that did not reoccur in 2000. These items consisted of $70 mill ion of EBlT related to the Midwest Pipelines, which were 
sold to CMS Energy Corporation (CMS) in March 1999;  a $24 mill ion gain resulting from the sale of Duke Energy's interest in  
the Alliance Pipeline project; and benefits totaling $38 million related to the completion of certain environmental cleanup pro- 
grams below estimates. These items were partially offset by increased earnings from market-expansion projects and joint ven- 
tures such as the Maritimes & Northeast Pipeline, which was placed into service in December 1 9 9 9 ,  and earnings from East 
Tennessee Natural Gas Company and Market Hub Partners (MHP), which were acquired in March and September 2000, respec- 
tively. See Note 2 to the Consolidated Financial Statements for additional information on the sale of the Midwest Pipelines and 
the acquisitions of East Tennessee Natural Gas Company and MHP. 

EBlT for Natural Gas Transmission decreased $75 mill ion in  1 9 9 9  compared to  1998.  As a result of the sale of the Midwest 
Pipelines in March 1999, EBlT for the Midwest Pipelines decreased $1 56 mill ion compared to 1 9 9 8 ' s  full year of operation. For 
the remainder of Natural Gas Transmission, EBIT increased $81 mill ion compared to 1 9 9 8 ,  primarily as a result of increased 
earnings from market-expansion projects and joint ventures, higher throughput and lower operating expenses. A $24 mill ion gain 
resulting from the sale of Duke Energy's interest in  the Alliance Pipeline project and benefits totaling $38 mill ion related to the 
completion of certain environmental cleanup programs below estimates also increased EBlT in 1 9 9 9 .  Partially offsetting these 
contributions to EBlT were the favorable impacts in  1 9 9 8  in connection with the resolution of regulatory issues related to nat-  
ural gas supply realignment costs and a refund from a state property tax ruling. 

2000 
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Field Services' EBlT increased $1 52 mill ion in  2000 from 1999.  The increase in EBlT and volume activity was primarily due to 
the combination of Field Services' natural gas gathering, processing and marketing business with Phillips Petroleum's Gas 



Gathering, Processing and Marketing unit (Phillips) in March 2000; the acquisition of the natural gas gathering, processing, frac- 
tionation and NGL pipeline business from Union Pacific Resources (UPR) (collectively, the "UPR acquisition") in April 1999; and 
other recent acquisitions and plant expansions. For additional information on the Phillips combination and the UPR acquisition, 
see Note 2 to the Consolidated Financial Statements. Improved average NGL prices, which increased 56% over 1 9 9 9  prices, also 
contributed significantly to  the increase in EBIT. 

In 1 9 9 9 ,  Field Services' EBlT increased $68 mill ion compared to 1998.  A significant portion of the increase resulted f rom 
earnings from the UPR acquisition. Improved average NGL prices, which were up 31 % from the prior year, also contributed to the 
increase in  EBIT. Partially offsetting these increases were $34 mill ion of asset sale gains in 1 9 9 8 ,  

NORTH AMERICAN WHOLESALE ENERGY 1 IN DECEMBER 31- 

~ ~ _ _  
2000 1999 

~~~~ ~. 

Operating revenues 
Operating expenses 33 ,386 ___ 

Operating income 4 8 8  1 6 4  
Other income, net of expenses 
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_.I .- --_I 

. __ Proportional megawatt - capacity owneda - 

NAWE's EBlT increased $209 million in  2000 compared to 1 9 9 9 .  The increase was the result of increased earnings from asset 
positions, increased trading margins due to price volatility in  natural gas and power and a $47 mill ion increase in income from 
the sale of interests in generating facilities as a result of NAWE executing its portfolio management strategy. Operating revenues 
and expenses increased as the volumes of natural gas and power marketed increased 13% and 151%,  respectively. These 
increases were partially offset by a $1 1 0  million charge related to receivables for energy sales in California, and increased oper- 
ating and development costs associated with business expansion. See the Current Issues, California Issues section of  
Management's Discussion and Analysis, and Note 14 to the Consolidated Financial Statements for further information. 

In 1999,  EBlT for NAWE increased $76 mill ion from 1 9 9 8 .  The increase included $ 9 9  mill ion in income from the sale of par-  
t ial interests in four generating facil i t ies as a result of NAWE executing its portfolio management strategy. Partially offsetting 
these increases were lower natural gas trading margins, partially offset by higher power trading margins as well as margins 
associated with other trading activities and sales of natural gas interests associated with dri l l ing activities. Higher operating 
expenses and increased development costs associated with business expansion also partially offset the earnings increases. 

INTERNATIONAL ENERGY LIN MILLIONS, EXCEPT WHERE NOTED 1 YEARS ENDED 
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International Energy’s EBlT increased $289 million in 2000 when compared to 1 9 9 9 .  The increase was primarily attributable to 
increased earnings in Latin America, mainly resulting from new investments (see Note 2 to the Consolidated Financial Statements 
for a discussion of significant acquisitions). The increase also included $54 million f rom the February 2000 sale of certain assets 
relating to  the transportation of liquefied natural gas. 

In 1 9 9 9 ,  International Energy’s €BIT increased $30 mill ion compared to 1998.  Earnings from new investments in Latin 
America and Australia contributed $63 mill ion to  the increase. Partially offsetting these increases were higher operating expens- 
es and increased development costs associated with business expansion. 

~ __ 1~~ DECEMBER 31 -~ OTHER ENERGY SERVICES 1 IN MILLIONS YEARS ENDED 

0 pe rat i n g r eve n u es 
Operating expenses 
EBlT 

r -  

1998 
$ 521 

51 1 

In 2000, EBlT for Other Energy Services improved $33 mill ion compared to 1999.  New business activity and decreased operat-  
ing  expenses a t  DukeSolut ions,  and earnings related to new projects a t  D/FD were responsible fo r  cur ren t  year improved 
EBIT. The results for 2000 also include Duke Energy’s portion of an estimated project loss recorded by D/FD of approximately 
$62 mill ion, partially offset by 1 9 9 9  charges of $38 mill ion and $35 million a t  DE&S and DukeSolutions, respectively. The 1 9 9 9  
charges primarily related to expenses for severance and office closings associated with repositioning the companies for growth. 

EBlT for Other Energy Services decreased $1 04 mill ion in 1 9 9 9  compared to 1998.  The decrease was primarily due to the 
above-mentioned charges of $38 mill ion and $35 mill ion a t  DE&S and DukeSolutions, respectively. Increased development costs 
at OukeSolutions and decreased earnings from projects of DE&S also contributed to lower EBIT. 

DECEMBER 31 _ _ _ _ _ _ _ _ _ _ ~  r- 2 0 0 0 7  -1999 - 1 9 8  - -~ 

DUKE VENTURES 1 IN MILLIONS 1 YEARS ENDED 

Operating revenues $ 642 $ 232 $ 171 
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- _  

__________ 
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EBlT for Duke Ventures increased $401 million in 2000 when compared to 1999.  This increase is primarily attributable to the 
sale by DukeNet of its 20% interest in  BellSouth PCS to BellSouth Corporation for a pre-tax gain of $407 million. Slightly off- 
setting this increase in EBlT was a decrease in commercial project sales and land sales a t  Crescent. 

In 1999, EBlT for Duke Ventures increased $40 mill ion compared to 1998.  The increase was primarily due to Crescent’s 
increased residential developed lot sales, land sales and commercial project sales, partially offset by decreased lake lot sales. 
Increased fiber optic revenues a t  DukeNet and decreased losses related to its interest in BellSouth PCS also contributed to  
increased EBIT. 

@ OTHER IMPACTS ON EARNINGS AVAILABLE FOR COMMON STOCKHOLDERS Interest expense increased 
$31 0 million in 2000 compared to 1999,  and $87 mill ion in 1 9 9 9  compared to 1 9 9 8  due to  higher average debt balances out- 
standing, resulting from acquisitions and expansion. 

Minority interest expense increased $1 65 mill ion in 2000 compared to 1 9 9 9  and $46 mill ion in 1999 compared to 1998.  
Included in  minority interest expense is expense related to regular distributions on issuances of Duke Energy’s t rust  preferred 
securities (see Note 1 2  to the Consolidated Financial Statements). This expense increased $21 mill ion for 2 0 0 0  and $43 million 
for 1 9 9 9  due to additional issuances of Duke Energy’s trust preferred securities during 1 9 9 9  and 1 9 9 8 .  

In addition, the increase for 2000 includes minority interest expense related to Field Services’ combination with Phillips 
Petroleum, and increased minority interest expense at NAWE related to its joint venture with Exxon Mobil Corporation, partially 
offset by decreased minority interest expense at International Energy related to its 1999 and 2000 acquisitions. The 1 9 9 9  
increase in minority interest expense over 1 9 9 8  related primarily to International Energy’s 1 9 9 9  investments and NAWE’s joint 
venture with Exxon Mobil Corporation. For additional information regarding acquisitions and new joint  venture projects, see Notes 
2 and 8 to the Consolidated Financial Statements. 



Duke Energy’s effective income tax rate was approximately 37%, 35% and 38% for 2000,  1 9 9 9  and 1 9 9 8 ,  respectively. The 
decrease in 1999 was primarily due to the favorable resolution of several income tax issues and the utilization of certain capi- 
tal loss carryforwards due to the sale of the Midwest Pipelines. 

The sale of the Midwest Pipelines to CMS closed in March 1999 and resulted in a $660 mill ion extraordinary gain, net of 
income tax of $404 mill ion (see Note 2 to  the Consolidated Financial Statements). 

In January 1998,  TEPPCO Partners, LP, in which Duke Energy has a 21 , I  YO ownership interest, redeemed certain First 
Mortgage Notes. This resulted in a non-cash extraordinary loss of $8 mill ion, net of income tax of $5 mill ion, related to Duke 
Energy’s share of costs of the early retirement of debt. 

. .- __ ” ~ .. 
LIQUIDITY A N D  CAPITAL RESOURCES 

.. . ~p~~ - .- 

0 OPERATING CASH FLOWS Net cash provided by operations was $2,225 million in 2000, $2,684 million in 1999 and 
$2,331 million in 1998.  Cash flows from operations decreased in  2000 compared to 1 9 9 9  primarily due to tax payments made 
in 2000 related to the sale of the Midwest Pipelines. The increase in cash flows from operations in  1 9 9 9  from 1 9 9 8  was pr i -  
marily due to net income resulting from business expansion. 

In 1999,  Duke Energy established an accrual for estimated injury and damages claims. During 2000, Duke Energy paid 
approximately $253 mill ion for the related insurance premium. Management believes that the long-term cash requirements of 
the projected liability wil l not have a material effect on Duke Energy’s liquidity or cash flows. See Note 1 4  to the Consolidated 
Financial Statements for further discussion. 

@ INVESTING CASH FLOWS Capital and investment expenditures were approximately $5.6 bil l ion in 2 0 0 0  compared to 
$5.9 billion in  1999.  The primary use of cash in investing activities for capital and investment expenditures reflects development 
and expansion expenditures, upgrades to existing assets and the acquisitions of various businesses and assets. The change in 
Natural Gas Transmission’s capital expenditures is primarity due to business expansion related to the approximately $390 mi l -  
l ion acquisition of East Tennessee Natural Gas Company and the approximately $250 million of cash for the acquisition of MHP. 
In 2000,  NAWE began construction of a number of power generation plants in the U.S. and continued capital expenditures on 
projects init iated prior to  2000. International Energy’s business expansion included the completion of a tender offer to the minor- 
ity shareholders of Compan hia de Geracao de Energia Eletrica Paranapanema (Paranapanema) for approximately $280 mill ion 
and the completion of the approximately $405 million acquisit ion of Dominion Resources, Inc.’s portfolio of hydroelectric, natur- 
at gas and diesel power generation businesses in Latin America. Offsetting the capital and investing expenditures were cash pro- 
ceeds of $400 million from the 2 0 0 0  sale of Duke Energy’s 20% interest in  BellSouth PCS to BellSouth Corporation. For addi- 
tional information concerning significant acquisitions and dispositions, see Note 2 to the Consolidated Financial Statements. 
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Capital and investment expenditures in 1 9 9 9  increased approximately $3.4 billion from 1 9 9 8  capital and investment expendi- 
tures of approximately $2 .5  billion. The increase primarily resulted f rom business expansion for the Field Services, NAWE and 
International Energy business segments, Business expansion for Field Services included the $1 .35  billion UPR acquisit ion. In 
1999,  NAWE began construction of multiple power generation plants in the U.S. and continued capital expenditures on projects 
initiated prior to 1999.  International Energy’s business expansion included $ 1 , 7  billion for multiple acquisitions in  Latin America, 



. -  

Commercial paper $1 -25  $1.55  
1 .oo 

$2.55 
ECNs 
Total ~ - $1.75 

.- . - 

western Australia and New Zealand. Expenditures related to these activities were partially funded by $1.9 bil l ion in cash 
proceeds from the sale of the Midwest Pipelines. For additional information concerning significant acquisitions and dispositions, 
see Note 2 to  the Consolidated Financial Statements. 

Projected 2001 capital and investment expenditures for Duke Energy are approximately $7.9 billion, of which over 75% 
IS planned to be for competitive business segments which are not subject to state rate regulation. This projection includes 
approximately $6.5 billion for acquisitions and other expansion opportunities and $1.4 bil l ion for existing plant upgrades. Duke 
Energy's projected capital expenditures also include $800 million in expenditures over the next three years for its Gulfstream 
pipeline project. 

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

$1 .OOb $0.41 

$1 .oo $0.41 $5.71 

8 FINANCING CASH FLOWS Duke Energy's consolidated capital structure at December 31 ,  2000,  including short-term 
debt, was 48% debt, 46% common equity and minority interests, 5% trust preferred securities and 1% preferred stock. Fixed 
charges coverage, calculated using the Securities and Exchange Commission (SEC) method, was 3.8 times, 2.9 times and 4.7 
times for 2000, 1999 and 1998, respectively. 

Duke Energy's business expansion opportunities, along with dividends, debt repayments and operating requirements, are 
expected to be funded by cash from operations, external financing, common stock issuances and the proceeds from certain asset 
sales. Funding requirements met by external financing, common stock issuances and proceeds from the sale of assets are 
dependent upon the opportunities presented and favorable market conditions. Management believes Duke Energy has adequate 
financial resources to meet its future needs. 

During 2000, Duke Energy issued a total of $550 mill ion of Senior Notes at rates of approximately 7.250%. The proceeds 
were used for general corporate purposes. In April 2000, DEFS issued approximately $2.75 bil l ion of commercial paper associ- 
ated with the Phillips combination of which $1.22 bil l ion was distributed to Phillips Petroleum. In August 2000, DEFS issued $1.7 
billion of notes at rates from 7 .50% to 8.1 25% and reduced the outstanding balance of its commercial paper. In December 2000, 
Texas Eastern Transmission Corporation (TETCO) issued $300 million of 7.30% notes due 201 0. For additional information 
regarding debt, see Note 1 0  to the Consolidated Financial Statements, 

During 2000, Duke Energy formed Catawba River Associates, LLC, and third-party, non-controlling, preferred interest holders 
invested approximately $1,025 million. The preferred interest receives a preferred return equal to an adjusted floating reference 
rate (approximately 7.847% at December 31, 2000). See Note 2 to the Consolidated Financial Statements for further discussion. 

During 2000, Duke Energy repaid $380 mill ion of 8.0% notes, $200 million of 7.0% notes, $200 mill ion of 10.375% notes 
and made $323 million in scheduled debt repayments. In addition, Duke Energy made a tender offer for $1 15 million of the notes 
assumed with the acquisition of MHP. As of December 31, 2000, approximately $88 mill ion of these notes had been retired. 

Under its commercial paper facil i t ies and extendible commercial note programs (ECNs), Duke Energy had the ability to bor- 
row up to $5.7 billion and $3.3 bil l ion a t  December 31  , 2000 and 1999,  respectively. A summary of the available commercial 
paper and ECNs as of December 31 ,  2000, is as follows: 

The amount of Duke Energy's bank credit and construction facilitjes available at  December 31 , 2000 and 1999,  was 
approximately $4.2 billion and $3.7 billion, respectively. Certain of the bank credit facilities support the issuance of commercial 
paper; therefore, the issuance of commercial paper reduces the amount available under these credit facil i t ies. At December 31 , 



2000, approximately $3.2 bil l ion was outstanding under the commercial paper facilities and ECNs, and approximately $44 mi l -  
lion was outstanding under bank credit and construction facil i t ies. 

As of December 31 , 2000, Duke Energy and its subsidiaries had the ability to issue up to $4.5 bil l ion aggregate public offer- 
ing price of debt and other securities under shelf registrations filed with the SEC. Such securities may be issued as Senior Notes, 
First and Refunding Mortgage Bonds, Subordinated Notes, Trust Preferred Securities, Duke Energy Common Stock, Stock 
Purchase Contracts or Stock Purchase Units. 

On December 20, 2000, Duke Energy announced a two-for-one common stock split effective January 26, 2001, to share- 
holders of record on January 3, 2001, All outstanding share and per-share amounts have been restated to reflect the stock split. 

To maintain financial flexibility and reduce the amount of f inancing needed for growth opportunities, Duke Energy’s Board 
of Directors adopted a dividend policy in  December 2000 that maintains dividends at the current quarterly rate of $0.275 per 
share, subject to declarations from time to t ime by the Board of Directors. This policy is consistent with Duke Energy’s growth 
profile and strikes a balance between providing a competitive dividend yield and ensuring that cash is available to fund Duke 
Energy’s growth. Duke Energy has paid quarterly cash dividends for 74 consecutive years. Dividends on common and preferred 
stocks in 2001 are expected to be paid on March 16, June 1 8 ,  September 17 and December 17, subject to the discretion of the 
Board of Directors. 

Duke Energy’s InvestorDirect Choice Plan, a stock purchase and dividend reinvestment plan, allows investors to reinvest div- 
idends in new issuances of common stock and to  purchase common stock directly from Duke Energy. Issuances under this plan 
were not material in 2000, 1 9 9 9  or 1998.  

Duke Energy used authorized but unissued shares of its common stock to meet 2000 and 1999 employee benefit plan con- 
tribution requirements. This practice is expected to continue in 2001. 

QUANTITATIVE A N D  QUALITATIVE D ISCLOSURES A B O U T  M A R K E T  R I S K  

@ RISK POLICIES Duke Energy is exposed to market risks associated with interest rates, commodity prices, equity prices and 
foreign currency exchange rates. Comprehensive risk management policies have been established by management to monitor and 
manage these market risks. Duke Energy’s Policy Committee is responsible for the overall approval of market risk management 
policies and the delegation of approval and authorization levels. The Policy Committee is comprised of senior executives who receive 
periodic updates from the Chief Risk Officer (CRO) on market risk positions, corporate exposures, credit exposures and overall 
results of Duke Energy’s risk management activities. The CRO has responsibility for the overall management of interest rate risk, 
foreign currency risk, credit risk and energy risk, including monitoring of exposure limits. 

@ I N T E R E S T  RATE R I S K  Duke Energy is exposed to risk resulting from changes in interest rates as a result of its 
issuance of variable-rate debt, fixed-rate securities, commercial paper an# auction market preferred stock, as well as interest 
rate swaps and interest rate lock agreements. Duke Energy manages its interest rate exposure by l imiting its variable-rate and 
fixed-rate exposures to certain percentages of total capitalization, as set by policy, and by monitoring the effects of market 
changes in interest rates. Duke Energy may also enter into financial derivative instruments, including, but not l imited to, swaps, 
options and treasury lock agreements to  manage and mitigate interest rate risk exposure. See Notes 1 , 7, I O ,  12  and 13 to  the 
Consolidated Financial Statements for additional information. 

Based on a sensitivity analysis as of December 31 , 2000, i t  was estimated that if market interest rates average 1 % higher 
(lower) in  2001 than in 2000, earnings before income taxes would decrease (increase) by approximately $53 mill ion. 
Comparatively, based on a sensitivity analysis as of December 31, 1999, had interest rates averaged 1 % higher (lower) in  2000 
than in  1999,  i t  was estimated that earnings before income taxes would have decreased (increased) by approximately $24 mi l -  
lion. These amounts were determined by considering the impact of the hypothetical interest rates on the variable-rate securities 
outstanding as of December 31 , 2000 and 1999.  The increase in interest rate sensitivity is primarily the result of the increase 
in outstanding variable-rate commercial paper. In the event of a significant change in interest rates, management would likely 
take actions to manage its exposure to the change. However, due to the uncertainty of the specific actions that would be taken 
and their possible effects, the sensitivity analysis assumes no changes in  Duke Energy’s financial structure. 



@ COMMODITY PRICE R I S K  Duke Energy, substantially through its subsidiaries, is exposed to the impact of market f luc- 
tuations in  the price of natural gas, electricity and other energy-related products marketed and purchased. Duke Energy employs 
established policies and procedures to manage its risks associated with these market f luctuations using various commodity 
derivatives, including forward contracts, futures, swaps and options. See Notes 1 and 7 to the Consolidated Financial Statements 
for additional information. 

The risk in the commodity trading portfolio is measured and monitored on a daily basis utilizing a Value-at-Risk model to 
determine the maximum potential one-day favorable or unfavorable Daily Earnings a t  Risk (DER). The DER is monitored daily in 
comparison to established thresholds, Other measures are also utilized to l imit and monitor the risk in the commodity trading 
portfolio on monthly and annual bases. 

The DER computations are based on a historical simulation, which utilizes price movements over a specified period to s im- 
ulate forward price curves in the energy markets to estimate the favorable or unfavorable impact of one day’s price movement 
on the existing portfolio. The historical simulation emphasizes the most recent market activity, which is considered the most rel- 
evant predictor of immediate future market movements for natural gas, electricity and other energy-related products. The DER 
computations utilize several key assumptions, including a 95% confidence level for the resultant price movement and the hold- 
ing period specified for the calculation. Duke Energy’s DER calculation includes commodity derivative instruments held for trad- 
ing purposes. Duke Energy’s DER amounts are depicted in the table below. The increase in DER amounts as compared to 1999 
is a result of Duke Energy’s expanding portfolio of energy-related products both domestically and internationally. 

Estimated One-Day 
Operational I Impact OR EBIT at 

-- ~ 7 ----- ~- 
DAILY EARNINGS AT RISK ~ IN MILL IONS~ 

Estimated One-Day Estimated Average Est i mated Average 
Impact OR EBlT at 

locat ions 
~- 

Certain subsidiaries of Duke Energy are also exposed to  market fluctuations in  the prices of various commodities related to their 
ongoing power generating, natural gas gathering, processing and marketing activities. Duke Energy closely monitors the risks 
associated with these commodities’ price changes on its future operations, and where appropriate, uses various commodity 
instruments, such as electricity, natural gas, crude oil and NGLs to hedge these price risks. Based on a sensitivity analysis as of 
December 31 ,  2000, i t  was estimated that if NGL prices average one cent per gallon less in  2001, EBlT would decrease by 
approximately $8 mill ion, after considering the effect of Duke Energy’s commodity hedge positions. Comparatively, the same sen- 
sitivity analysis as of December 31, 1999, estimated that €BIT would have decreased by approximately $6 million. Based on the 
sensitivity analyses associated with other commodities’ price changes, net of Duke Energy’s commodity hedge positions, the 
effect on EBlT was not material as of December 31 ,  2000 or 1999. 

December 31 , 1999 
-~ 

December 31, 2000 

@ CREDIT RISK Duke Energy’s principal markets for power and natural gas marketing services are industrial end-users 
and utilities located throughout the U.S., Canada, Asia Pacific and Latin America. Duke Energy has concentrations of receivables 
from natural gas and electric uti l i t ies and their affiliates, as well as industrial customers throughout these regions. These 
concentrations of customers may affect Duke Energy’s overall credit risk in that  certain customers may be similarly affected by 
changes in economic, regulatory or other factors. On all transactions where Duke Energy is exposed to credit risk, Duke Energy 
anatyzes the counterparties’ f inancial condition prior to entering into an agreement, establishes credit l imits and monitors the 
appropriateness of these limits on an ongoing basis. As of December 31, 2000, Duke Energy had approximately $400 million in 
receivables related to  energy sales in California, Duke Energy quantified its exposures with regard to those receivables and 
recorded a provision of $1 10 mill ion. See the Current Issues, California Issues section of Management’s Discussion and Analysis, 
and Note 1 4  to the Consolidated Financial Statements for further information regarding credit exposure. 

The change in market value of New York Mercantile Exchange-traded futures and options contracts requires daily cash 
settlement in margin accounts with brokers. Physical forward contracts and financial derivatives are generally settled at the 



expiration of the contract term or each delivery period; however, these transactions are also generally subject to margin agree- 
ments with the majority of Duke Energy’s counterparties. 

(3 EQUITY PRICE RISK Duke Energy maintains trust funds, as required by the Nuclear Regulatory Commission, to fund 
certain costs of nuclear decommissioning (see Note 1 1  to the Consolidated Financial Statements). As of December 31 ,  2000 and 
1 9 9 9 ,  these funds were invested primarily in domestic and international equity securities, fixed-rate, f ixed-income securities and 
cash and cash equivalents. Management believes that its exposure to fluctuations in equity prices or interest rates wil l not 
materially affect consolidated results of operations, cash flows or financial position. See further discussion in  the Current Issues, 
Nuclear Decommissioning Costs section of Management’s Discussion and Analysis. 

@ FOREIGN CURRENCY R I S K  Duke Energy is exposed to foreign currency risk that arises from investments in  interna- 
tional affi l iates and businesses owned and operated in foreign countries. To mitigate risks associated with foreign currency 
fluctuations, when possible, contracts are denominated in or indexed to the U.S. dollar, or investments may be hedged through 
debt denominated in the foreign currency, Duke Energy also uses foreign currency derivatives, where possible, to manage its risk 
related to foreign currency fluctuations. To monitor its currency exchange rate risks, Duke Energy uses sensitivity analysis, which 
measures the impact of a devaluation of the foreign currencies to  which it has exposure. 

At December 31, 2000, Duke Energy’s primary foreign currency exchange rate exposures were the Brazilian real, the 
Peruvian nuevo sol, the Australian dollar, the El Salvadoran colon, the Argentine peso, the European euro and the Canadian 
dollar. Based on a sensitivity analysis as of December 31 ,  2000, a 10% devaluation in the currency exchange rates in Brazil 
would reduce Duke Energy’s financial position by approximately $91 mill ion and would not significantly affect Duke Energy’s 
consolidated results of operations, cash flows or f inancial position over the next 12  months. Based on a sensitivity analysis as 
of December 31, 1999,  a 10% devaluation in the Brazilian currency exchange rates would have reduced Duke Energy’s financial 
position by approximately $65 million. The increase in sensitivity to the Brazilian real is primarily due to the increased investment 
in  Paranapanema as a result of Duke Energy’s tender offer in 2000, See Note 2 to the Consolidated Financial Statements f o r  
further information. Based on these sensitivity analyses, a 10% devaluation in other foreign currencies was insignificant to 
Duke Energy’s consolidated results of operations, cash flows or financial position. 

0 ELECTRIC COMPETITION {WHOLESALE COMPETITION The Energy Policy Act of 1992 and the FERC’s subsequent 
rulemaking activities opened the wholesale energy market to competit ion. 

Open-access transmission for wholesale customers as defined by the FERC’s final rules provides energy suppliers, including 
Duke Energy, with opportunities to sell and deliver capacity and energy at market-based prices, Franchised Electric obtained 
from the FERC’s open-access rule the rights to sell capacity and energy at market-based rates from its own assets, which allows 
Franchised Electric to purchase, at attractive rates, a portion of its capacity and energy requirements resulting in lower overall 
costs to customers. Open access also provides Franchised Electric‘s existing wholesale customers with competitive opportunities 
to  seek other suppliers for their capacity and energy requirements. 

On December 20, 1999 and February 25, 2000, the FERC issued its Order 2000 and Order 2000-A regarding Regional 
Transmission Organizations (RTOs). In these orders, the FERC stressed the voluntary nature of RTO participation by uti l i t ies 
and set minimum characteristics and functions that must be met by uti l i t ies that participate in an RTO, including exclusive and 
independent authority to  propose rates, terms and conditions of transmission service provided over the facil i t ies it operates. The 
order provides for an open, flexible structure for RTOs to meet the needs of the market and provides for the possibility of 
incentive ratemaking and other benefits for utilities that participate in an RTO. 

As a result of these rulemakings, on October 16, 2000, Duke Energy and two other investor-owned uti l i t ies, Progress 
Energy and South Carolina Electric Gas, f i led with the FERC to  establish GridSouth Transco, LLC (GridSouth), as an RTO. If 
approved, GridSouth will be a for-profit, independent transmission company, responsible for operating and planning the companies’ 
combined transmission systems. The target date for formation of GridSouth is December 15, 2001,  However, the actual date that 
GridSouth becomes operational wil l depend upon the resolution of all necessary regulatory approvals and resolving all technical 

I 



issues, Management believes that the establishment of GridSouth wil l not have a material adverse effect on Duke Energy’s future 
consolidated results of operations, cash flows or financial position. 

-[RETAIL COMPETITION Currently, Franchised Electric operates as a vertically integrated, investor-owned utility with exclusive 
rights to  supply electricity in  a franchised service territory - a 22,000-square-mile service territory i n  the Carolinas. In its retail 
business, the NCUC and the PSCSC regulate Franchised Electric’s service and rates. 

Electric industry restructuring is being addressed in all 50 states and in the District of Columbia. These restructurings wil l 
likely impact al l  entities owning electric generating assets. The NCUC and the PSCSC are studying the merits of restructuring the 
electric utility industry in the Carolinas. During 1999, three electric utility restructuring bil ls were fi led in South Carolina’s House 
of Representatives. All three bil ls addressed competition while allowing utilities to recover stranded costs, and have transition 
and phase-in periods ranging from five to six years. A task force formed by the South Carolina Senate is also examining issues 
related to deregulation of the state’s electric utility business. Legislators anticipate that legislation is likely to be introduced 
during 2001. This task force wil l prepare a report for review, discussion and possible legislative action by the state’s Senate 
Judiciary Committee and General Assembly as a whole. 

In May 1997, North Carolina passed a bil l  that  established a study commission to  examine whether competition should be 
implemented in the state. Members of this commission include legislators, customers, uti l i t ies and a member of an environ- 
mental group. The study commission unanimously approved a set of recommendations on electric restructuring in  April 2000. 
The commission’s report lo the legislature containing these recommendations was submitted to the General Assembly in May. 
The report basically recommended retail deregulation beginning partially in 2005 and fu l ly  in 2006. However, recent events in 
California’s power market have led the study commission to evaluate whether, and to what extent, proposed legislation should 
be introduced in 2001, In general, the commission has expressed interest in  ensuring that a viable wholesale electric market Is 
i n  place prior to opening the state’s retail electric market. 

Currently, the electric utility industry is predominantly regulated on a basis designed to recover the cost of providing electric 
power to customers. If cost-based regulation were to be discontinued in the industry for any reason, including competitive pres- 
sure on the cost-based prices of electricity, profits could be reduced and electric utilities might be required to reduce their asset 
balances to reflect a market basis less than cost. Discontinuance of cost-based regulation would also require affected uti l i t ies 
to write off their associated regulatory assets. Duke Energy’s regulatory assets are included in the Consolidated Balance Sheets. 
The portion of these regulatory assets related to Franchised Electric is approximately $1.2 billion, including primarily purchased 
capacity costs, deferred debt expense and deferred taxes related to regulatory assets. Duke Energy is recovering substantially 
all of these regulatory assets through its current wholesale and retail electric rates and may attempt to continue to recover these 
assets during a transition to competit ion. In addition, Duke Energy would seek to recover the costs of its electric generating 
facilities in excess of the market price of power a t  the time of transition. 

Duke Energy supports a properly managed and orderly transition to competitive generation and retail services in the 
electric industry. However, transforming the current regulated industry into efficient, competitive generation and retail electric 
markets is a complex undertaking, which wil l require a carefully considered transition to  a restructured electric industry. The key 
to effective retail competit ion is fairness among customers, service providers and investors. Duke Energy intends to continue to 
work with customers, legislators and regulators to  address all the important issues. Management currently cannot predict the 
impact, if any, of these competitive forces on future consolidated results of operations, cash flows or financial position. 

@ NATURAL G A S  COMPETITION -[WHOLESALE COMPETITION On February 9, 2000, the FERC issued Order 637, which 
sets forth revisions to its regulations governing short-term natural gas transportation services and policies governing the 
regulation of interstate natural gas pipelines. “Short-term” has been defined as all transactions of less than one year. Among the 
significant actions taken are the lifting of the price cap for short-term capacity release by pipeline customers for an experimental 
2 1/2-year period ending September 1 , 2002, and requiring that interstate pipelines file pro forma tariff sheets to (i) provide for 
nomination equality between capacity release and primary pipeline capacity; (ii) implement imbalance management services (for 
which interstate pipelines may charge fees) while at the same time reducing the use of operational flow orders and penalties; 



and (iii) provide segmentation rights if operationally feasible. Order 637 also narrows the right of f i rst  refusal t o  remove eco- 
nomic biases perceived in  the current rule. Order 637 imposes significant new reporting requirements for interstate pipelines 
that were implemented by Duke Energy during the third quarter of 2000. Additionally, Order 637 permits pipelines to propose 
peak/off-peak rates and term-differentiated rates, and encourages pipelines to propose experimental capacity auctions. By Order 
637-A,  issued in  February 2000, the FERC generally denied requests for rehearing and several parties, including Duke Energy, 
have fi led appeals in the District of Columbia Court of Appeals seeking court review of various aspects of the Order. During 
the thi rd quarter of 2000, Duke Energy's interstate pipelines made the required pro forma tariff sheet f i l ings. These filings are 
currently subject to review and approval by the FERC. 

Management does not believe the effects of these matters wi l l  have a material ef fect  on Duke Energy's future consolidated 
results of operations, cash flows or financial position. 

3 RETAIL COMPETITION Changes in regulation to allow retail competit ion could affect Duke Energy's natural gas transportation 
contracts with local natural gas distribution companies. Natural gas retail deregulation is in the very early stages of development 
and management cannot estimate the effects of this matter on future consolidated results of operations, cash flows or f inancial 
position. 

@ N U C L E A R  D E C O M M I S S I O N I N G  C O S T S  Estimated site-specific nuclear decommissioning costs, including the cost 
of decommissioning plant components not subject to radioactive contamination, total approximately $1.9 bil l ion stated in 1999 
dollars based on decommissioning studies completed in 1999. Duke Energy contributes to an external decommissioning trust 
fund and maintains an internal reserve to fund these costs. 

The balance of the external fund as of December 31, 2000 and 1999, was $71 7 mill ion and $703 mill ion, respectively. The 
balance of the internal reserve as of December 31 , 2000 and 1999, was $231 mill ion and $223 mill ion, respectively, and is 
reflected in the Consolidated Balance Sheets as Accumulated Depreciation and Amortization. 

Both the NCUC and the PSCSC have granted Duke Energy recovery of estimated decommissioning costs through retail rates 
over the expected remaining service periods of its nuclear plants, Management believes that funding of the decommissioning 
costs wil l not have a material adverse effect on consolidated results of operations, cash f lows or f inancial position. See Note 11 
to  the Consolidated Financial Statements for additional information. 

The external decommissioning trust fund is invested primarily in  domestic and international equity securities, f ixed-rate, 
f ixed-income securities and cash and cash equivalents. These investments are exposed to  price fluctuations in  equity markets, 
and changes in interest rates. Because the accounting for nuclear decommissioning recognizes that costs are recovered through 
Franchised Electric's rates, fluctuations in equity prices or interest rates do not affect consolidated results of operations, cash flows 
or financial position. 

@ N U C L E A R  R E - L I C E N S I N G  In May 2000, the Nuclear Regulatory Commission renewed the operating license for Duke 
Energy's three Oconee nuclear units through 2033 to 2034. Licenses for Duke Energy's other nuclear units expire between 2021 
and 2026 and are also available for renewal. 

@ E N V I R O N M E N T A L  Duke Energy is subject to international, federal, state and local regulations regarding air and water 
quality, hazardous and solid waste disposal and other environmental matters. 

{MANUFACTURED GAS PLANTS AND SUPERFUND SITES Duke Energy was an operator of manufactured gas plants unti l the early 
1950s and has entered into a cooperative effort wi th the State of North Carolina and other owners of certain former manufac- 
tured gas plant sites to investigate and, where necessary, remediate these contaminated sites. Duke Energy is  considered by 
regulators to be a potentially responsible party and may be subject to future liability at eight federal Superfund sites and three 
state Superfund sites. While the cost of remediation of these sites may be substantial, Duke Energy wil l share in  any liability 
associated with remediation of contamination at such sites with other potentially responsible parties. Management believes that 
resolution of these matters wi l l  not have a material adverse effect on consolidated results of operations, cash flows or financial 
posit ion. 



3 P C B  (POLYCHLORINATED BIPHENYL) ASSESSMENT AND CLEANUP PROGRAMS In June 1999, the Environmental Protection Agency 
(EPA) certif ied that TETCO, a wholly owned subsidiary of Duke Energy, had completed cleanup of PCB-contaminated sites under 
conditions stipulated by a U.S. Consent Decree in 1989. TETCO was required to continue groundwater monitoring on a number 
of sites for two years. This required monitoring was completed as of the end of 2000,  pending EPA concurrence. TETCO will be 
evaluating and discussing with the EPA, appropriate state authorities or both the need for additional remediation or monitoring. 

Under terms of the sales agreement with CMS discussed in Note 2 to the Consolidated Financial Statements, Duke Energy 
is obligated to complete cleanup of previously identified contamination resulting f rom the past use of PCB-containing lubricants 
and other discontinued practices at certain sites on the PEPL and Trunkline systems. Based on Duke Energy’s experience to date 
and costs incurred for cleanup operations, management believes the resolution of matters relating to the environmental issues 
discussed above wil l not have a material adverse effect on consolidated results of operations, cash flows or financial position. 

{A IR  QUALITY CONTROL The Clean Air Act (CAA) Amendments of 1990 required a two-phase reduction by electric uti l i t ies in  
aggregate annual emissions of sulfur dioxide and nitrogen oxide by 2000. All projects associated with these requirements have 
been completed and Duke Energy currently meets all requirements of Phase I and Phase II. 

In October 1998, the EPA issued a final rule on regional ozone control that  required 22 eastern states and the District of 
Columbia to revise their State Implementation Plans (SIPS) to significantly reduce emissions of nitrogen oxide by May 1 ,  2003.  
The EPA’s rule was challenged in  court by various states, industry and other interests, including the states of North Carolina and 
South Carolina, and Duke Energy. In March 2000, the court upheld most aspects of the EPA’s rule. The same court subsequent- 
ly issued a decision that extended the compliance deadline for implementation of emission reductions to  May 31, 2004. In 
January 2000, the €PA finalized another ozone-related rule under Section 126 of the CAA that has virtually identical emission 
control requirements as its October 1998 action, but with a May 1 , 2003 compliance date. The EPA’s 2000 rule has been chal- 
lenged in  court. The court i s  expected to  issue its decision during the spring of 2001. 

In response to the EPA’s October 1998 rule, both North Carolina and South Carolina are in the process of finalizing the SIP 
revisions to implement the EPA rule’s emission reduction requirements. Additionally, North Carolina has adopted a separate rule 
that caps nitrogen oxide emissions from coal-fired power plants in  the event the EPA’s SIP rule is eventually overturned. 

Depending on the resolution of these and related matters, management anticipates that costs to Duke Energy may range 
from $500 mill ion to $900 mill ion i n  capital costs for additional emission controls over an estimated t ime period which contin- 
ues through 2007. Emission control retrofits of this type are large technical, design and construction projects. These projects 
will be managed closely to ensure the continuation of reliable electric service to Duke Energy’s customers throughout the 
projects and upon their completion. 

On December 22, 2000, the U.S. Justice Department, acting on behalf of the EPA, fi led a complaint against Duke Energy in  
the U.S. District Court in Greensboro, North Carolina, for alleged violations of the New Source Review (NSR) provisions of the 
CAA. The EPA is claiming that 29 projects performed at 25 of Duke Energy’s coal-fired units were major modifications as defined 
in the CAA and that Duke Energy violated the CAA’s NSR requirements when i t  undertook those projects without obtaining per-  
mits and install ing emission controls for sulfur dioxide, nitrogen oxide and particulate matter. The complaint requests, among 
other things, that the court enjoin Duke Energy from operating the coal-fired units identif ied in the complaint, and order Duke 
Energy to install additional emission controls and pay unspecified civil penalties. This complaint appears to be part of the EPA’s 
NSR enforcement initiative, in which the EPA claims that uti l i t ies and others have committed widespread violations of the CAA 
permitting requirements for the past 25 years. The EPA has sued @r issued notices of violation of investigative information 
requests, to at least 48 other electric utilities and cooperatives. 

The EPA’s allegations run counter to previous EPA guidance regarding the applicability of the NSR permitting requirements. 
Duke Energy, along with other uti l i t ies, has routinely undertaken the type of repair, replacement, and maintenance 
projects that the EPA now claims are illegal, Duke Energy believes that all of its electric generation units are properly permitted 
and have been properly maintained, and intends to defend itself vigorously against these alleged violations. However, because 
these matters are in a preliminary stage, management cannot estimate the effects of these matters on Duke Energy’s future 
consolidated results of operations, cash flows or financial position.The CAA authorizes civil penalties of up to $27,500 per day 
per violation at each generating unit. Civil penalties, if ultimately imposed by the court, and the cost of any required new 
pollution control equipment, if the court accepts the EPA’s contentions, could be substantial. 



{GLOBAL CL IMATE CHANGE In 1997, the United Nations held negotiations in Kyoto, Japan to determine how to minimize global 
warming. The resulting Kyoto Protocol prescribed, among other greenhouse gas emission reduction tactics, carbon dioxide emission 
reductions f rom fossil-fueled electric generating facilities i n  the U.S. and other developed nations, as well as methane emission 
reductions from natural gas operations. Several subsequent meetings have been held attempting to  resolve operational details 
to clear the way for multinational ratification and implementation without resolution. If the Kyoto Protocol were to be adopted in 
its current form, i t  could have far-reaching implications for Duke Energy and the entire energy industry. However, the outcome 
and timing of these implications are highly uncertain, and Duke Energy cannot estimate the effects on future consolidated results 
of operations, cash flows or financial position. Duke Energy remains engaged with those developing public policy initiatives and 
continuously assesses the commercial implications for its markets around the world. 

@ CALIFORNIA ISSUES +CALIFORNIA LITIGATION Duke Energy’s subsidiaries, DENA and DETM, have been named among 
16 defendants in a class action lawsuit (the Gordon lawsuit) f i led against companies identif ied as “generators and traders” of 
electricity in California markets. DETM also was named as one of numerous defendants in  four additional lawsuits, including two 
class actions (the Hendricks and Pier 23 Restaurant lawsuits), f i led against generators, marketers and traders and other 
unnamed providers of electricity in  California markets. These suits were brought either by or on behalf of electricity consumers 
in the State of California. The Gordon and Hendricks class action suits were filed in the Superior Court of the State of California, 
San Diego County, in  November 2000. The other three suits were fi led in January 2001, one in the Superior Court of the State 
of California, San Diego County, and the other two in the Superior Court of the State of California, County of San Francisco. These 
suits generally allege that the defendants manipulated the wholesale electricity markets in violation of state laws against unfair 
and unlawful business practices and state antitrust laws. Plaintiffs in the Gordon suit seek aggregate damages of over $4 
billion, and the plaintiffs in the other suits, to the extent damages are specified, allege damages in excess of $1 bil l ion. The 
lawsuits each seek the disgorgement of alleged unlawfully obtained revenues for sales of electricity and, in three suits, an award 
of treble damages. 

{CALIFORNIA WHOLESALE ELECTRICITY MARKETS As a result of high prices in the western U.S. wholesale electricity markets in 
2000, several state and federal regulatory investigations and complaints have commenced to determine the causes of the prices 
and potentially to recommend remedial action. The FERC concluded its investigation by issuing on December 15, 2000, an Order 
Directing Remedies in  California Wholesale Electricity Markets. In this conclusion, the FERC found no basis in allegations made 
by government officials in  California that specific electric generators artificially drove up power prices. This conclusion is  con- 
sistent with similar findings by the Compliance Unit of the California Power Exchange (CalPX) and the Northwest Power Planning 
Council. That Order Is the subject of numerous rehearing requests. 

At the state level, the California Public Utilities Commission, the California Electricity Oversight Board, the California Bureau 
of State Audits and the California Office of the Attorney General all have separate ongoing investigations into the high prices and 
their causes. None of those investigations have been completed and no findings have been made in connection with any of them. 

-[CALIFORNIA UTILITIES DEFAULTS A N D  OTHER PROCEEDINGS Two California electric utilities recently defaulted on many of their 
obligations to suppliers and creditors. NAWE supplies electric power to these utilities directly and indirectly through contracts 
through the California Independent System Operator (CAISO) and the CalPX. NAWE also supplies natural gas to these utilities 
under direct contracts. With respect to electric power sales through the CAISO and CatPX, Duke Energy quantified its exposures 
at December 31, 2000 to these uti l i t ies and recorded a $1 10 mill ion provision. As a result of these defaults and certain related 
government actions, Duke Energy has taken a number of steps, including jnitiating court actions, to  mitigate its exposure. 

While these matters referenced above are in  their earliest stages, management does not believe, based on its analysis to 
date of the factual background and the claims asserted in these matters, that  their resolution wil l have a material adverse effect 
on Duke Energy’s consolidated results of operations, cash flows or financial position, 



@ LITIGATION AND CONTlNGENCl ES {EXXON MOBlL C O R P O R A T I O N  A R B I T R A T I O N  In December 2000, three subsidiaries 
of Duke Energy initiated binding arbitration against three subsidiaries of the Exxon Mobil Corporation (collectively, the “Exxon Mobil 
entities”) concerning the parties’ joint ownership of DETM and certain related affiliates (collectively, the “Ventures”). At issue is a 
buy-out right provision in  the parties’ agreement. The agreements governing the ownership of the Ventures contain provisions 
giving Duke Energy the right to purchase the Exxon Mobil entities’ 40% interest in the Ventures in the event material business dis- 
putes arjse between the Ventures’ owners. Such disputes have arisen, and consequently, Duke Energy exercised its right to buy 
the Exxon Mobil entities’ interest. Duke Energy claims that refusal by the Exxon Mobil entities to honor the exercise is  a breach 
of the buy-out right provision, and seeks specific performance of the provision. Duke Energy also complains of the Exxon Mobil 
entities’ lack of use of, and contributions to, the Ventures. 

In January 2001, the Exxon Mobil entities asserted counterclaims in the arbitration and claims in a separate Texas state 
court action alleging that Duke Energy breached its obligations to the Ventures and to the Exxon Mobil entities. The Exxon Mobil 
entities also claim that Duke Energy violated a Guaranty Agreement. While this matter is in its early stages, management believes 
that the final disposition of this action wil l not  have a material adverse effect on Duke Energy’s consolidated results of opera- 
tions, cash flows or financial position. 

For information concerning litigation and other commitments and contingencies, see Note 1 4  to the Consolidated Financial Statements. 

@ NEW ACCOUNTING STANDARD In June 1998,  Statement of Financial Accounting Standard (SFAS) No. 133, 
“Accounting for Derivative Instruments and Hedging Activities,” was issued. Duke Energy was required to adopt this standard by 
January 1 ,  2001. SFAS No. 133 requires that all derivatives be recognized as either assets or liabilities and measured a t  fair 
value, and changes in the fair value of derivatives are reported in current earnings, unless the derivative is designated and effective 
as a hedge. If the intended use of the derivative is to hedge the exposure to  changes in the fair value of an asset, a liability or 
a firm commitment, then changes in the fair value of the derivative instrument wil l generally be offset in  the income statement 
by changes in the hedged item’s fair value, However, i f  the intended use of the derivative is to hedge the exposure to variability 
in expected future cash flows, then changes in  the fair value of the derivative instrument wi l l  generally be reported in Other 
Comprehensive Income (OCI). The gains and losses on the derivative instrument that are reported in OCI wil l be reclassified to 
earnings in the periods in which earnings are impacted by the hedged item. 

Duke Energy has determined the effect of implementing SFAS No. 133 and recorded a net-of-tax cumulative-effect adjust- 
ment of $96 mill ion as a reduction in earnings. The net-of-tax cumulative-effect adjustment reducing OCI  and Common 
Stockholders’ Equity is estimated to be $921 million on January 1 ,  2001. 

Currently, there are ongoing discussions surrounding the implementation and interpretation of SFAS No. 133 by the 
Financial Accounting Standards Board’s Derivatives Implementation Group. Duke Energy implemented SFAS No. 133 based on 
current rules and guidance in  place as of January 1 ,  2001. However, if the definition of derivative instruments i s  altered, this 
may impact Duke Energy’s transition adjustment amounts and subsequent reported operating results. 

@ FORWARD-LOOKING STATEMENTS From t ime to time, Duke Energy’s reports, f i l ings and other public announce- 
ments may include assumptions, projections, expectations, intentions or beliefs about future events. These statements are 
intended as “forward-looking statements” under the Private Securities Litigation Reform Act of 1 995.  Duke Energy cautions that 
assumptions, projections, expectations, intentions or beliefs about future events may and often do vary from actual results and 
the differences between assumptions, projections, expectations, intentions or beliefs and actual results can be material. 
Accordingly, there can be no assurance that actual results wil l not differ materially from those expressed or implied by the 
forward-looking statements. Some of the factors that could cause actual achievements and events to differ materially f rom those 
expressed or implied in such forward-looking statements include state, federal and foreign legislative and regulatory initiatives 
that affect cost and investment recovery, have an impact on rate structures and affect the speed and degree at which competition 
enters the electric and natural gas industries; industrial, commercial and residential growth in the service territories of Duke Energy 
and its subsidiaries; the weather and other natural phenomena; the timing and extent of changes in commodity prices, interest 
rates and foreign currency exchange rates; changes in environmental and other laws and regulations to which Duke Energy and 
its subsidiaries are subject or other external factors over which Duke Energy has no control; the results of f inancing efforts, 
including Duke Energy’s ability to obtain financing on favorable terms, which can be affected by Duke Energy’s credit rating and 
general economic conditions; growth in opportunities for Duke Energy’s business units; and the effect of accounting policies 
issued periodically by accounting standard-setting bodies. 
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SELECTED F I N A N C I A L  DATA 1 IN MILLIONS, EXCEPT P E R - S H A R E  A M O U N T S  I YEARS ENDED DECEMBER 31 
1998 1997b 

15,177 
2,485 

162 

14,339 
1,970 

138 

First quarter 
Second quarter 
Third quarter 
Fourth quarter 

Dividends Stock Price Range Dividends Stock Price Range 
Per Share High Low Per Share High 
$ 0.275 $ 28.94 $ 23.19 $ 0.275 $ 32.34 $ 27.41 

0.55 31.25 ! 26.16 30.59 26,06 
42.88 28.31 29.25 26.22 

0.275 44 I97 ~ 40.22 j 0.2 j5  28.44 23.53 

1996b 
I N CO M E STAT EM EN T 

Operating revenues 
Operating expenses 
Operating income 
Other income and expenses 
Earnings before interest and taxes 
Interest expense 
Minority interest expense 
Earnings before income taxes 
Income taxes 
Income before extraordinary item 
Extraordinary gain (loss), net of tax 
Net income 
Dividends on preferred and 

Earnings available for common stockholders 
preference stock 

~ $ 49,318 ~ $ 21,766 ~ $ 17,662 I $ 16,309 $ 12,302 
10 , l  43 
2,159 

135 
2,294 

499 
6 

_ _  1 45,505 1 19,947 

2,037 I 1,613 
777 1 639 

2,796 1,300 
~ 1,020 

1,776 1 , 507 

1,789 
698 

\ I  

1,074 

44 
$ 1,030 

974 

72 20 
$ 1,231 ~ $ 902 $ 1,487 

733 
729 

$ 1.13 
1.13 

$ 2.04 
2.03 
1.10 

COMMON STOCK DATAC 

Shares of common stock outstanding 
739 
736 

$ 2.39 
2.38 

$ 2.39 
2.38 
1 . I O  

726 I 720 71 8 
722 

$ 1.45 
1.44 

$ 1.43 
1.42 
0.79 

Year-end 
Weighted average 

Basic 
Diluted 

Basic 
Diluted 

Earnings per share (before extraordinary item) 

Earnings per share 

Dividends per share 

722 720 

$ 1.72 
1.71 

$ 1.70 
1.70 
1 .IO 

$ 1.26 
1.25 

$ 1.26 
1.25 
0.95 

$ 24,029 
6,530 

BALANCE SHEET 

Total assets 
Long-term debt, less current maturit ies 

$ 58,176 
11,019 

$ 26,806 
6,272 

$ 22,366 
5,485 

$ 33,409 
8,683 

- 

COMMON STOCK DATA BY QUARTERC 
2000 -p 1999 

a Financial information reflects a pre-tax $800 million charge for estimated injury and damages claims. The earnings-per-share effect of 
this charge was $0.67 per share. See Note 14 to the Consolidated Financial Statements fo r  further information. 
Financial information reflects accounting for the 1997 merger with PanEnergy Corp as a pooling of interests. As  a result, the financial 
information gives effect to the merger as if it had occurred January 1, 1996, 
Restated to reflect the two-for-one common stock split effective January 26, 2001 
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i EARNINGS BEFORE INCOME TAXES 
INCOME TAXES (NOTES 1 AND 6) 
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~ 2000 
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I 777 

and petroleum products (Notes 1 and 7) 
Trading and marketing of electricity (Notes 1 and 7) 
Generation, transmission and distribution of 

Transportation and storage of natural gas (Notes 1 and 4) 
electricity (Notes 1 and 4) 
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1,045 
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INCOME BEFORE EXTRAORDINARY ITEM i 1,776 
EXTRAORDINARY GAIN (LOSS), NET OF TAX 

I . . _. . . ~ _ _  

NET INCOME I 1,776 

$ 10,922 
3,610 

I 

847 i 1,260 
(8) 660 ~ 

1 , 507 I 1,252 
1 

4,934 
1,139 

1,161 
21,766 

FARNINGS AVAll ARI  F FOR COMMON STOCKHnl DFRS 

10,636 
3,507 

764 
3,701 

968 
'37.1 

% 1757  t $ 14R7-----t- !x 1 7.11 

OPERATING INCOME 3,813 1,819 
I i---- 

OTHER INCOME AND EXPENSES 
Deferred returns and allowance for funds used 

Other, net 
during construction (Note 1) 
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INTEREST EXPENSE (NOTES 7 AND 10) 
MINORITY INTEREST EXPENSE (NOTES 2 AND 12) 

~ 

- t , W  I - t  

91 1 
307 

L , U - t d  

601 
142 

1998 
.~ . 

$ 7,854 
2,788 

4,586 
1,450 

984 
17,662 

7,497 
2,916 

767 
2,738 

909 
350 

15,177 

2,485 

-~ 

~~~ 

88 
74 

162 

2 , 647 
51 4 

96 

DIVIDENDS ON PREFERRED AND 

PREFERENCE STOCK (NOTE 13) 19 I 20 
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COMMON STOCK DATA (NOTE 1)  
Weighted -averag e shares out standing 

~ Earnings per share (before extraordinary item) 
Basic 
Diluted 

Basic 
Diluted 

Earnings per share 

Dividends per share 

736 729 722 

$ 2.39 $ 1.13 $ 1,72 
$ 2 38 $ 1.13 $ 1 .71  

8 1 / u  
$ 2.38 $ 2.03 $ 1.70 
$ 1.10 $ 1.10 $ 1.10 

See Notes to Consolidated Financial Statements. 



IN MILLIONS __ ~- 

CASH FLOWS FROM OPERATING ACTIVITIES 
' Net income 
I Adjustments to  reconcile net income to net cash provided by 

operating activities. 
Depreciation and amortization 
Net mark-to-market gain 
Extraordinary (gain) loss, net of tax 
Gain on sale of equity investment 
Provision on NAWE receivables 

Deferred income taxes 
Purchased capacity levelization 
Transition cost recoveries (payments), net 
{Increase) decrease in 

~ Injury and damages accrual 

Receivables 
Inventory 
Other current assets 

Increase (decrease) in 
Accounts payable 
Taxes accrued 
Interest accrued 
Other current liabilities 

Net cash provided by operating activities 
Other, net 

~ .. . ~ - ~- ~ 

CASH FLOWS FROM INVESTING ACTIVITIES 
Capital and investment expenditures 
Proceeds from sale of subsidiaries and equity investment 
Decommissioning, retirements and other 

Net cash 1 used in investing activities 

Y E A R S  E N D E D  

1999 

Supplemental Disclosures 
Cash paid for interest, net of amount capitalized 
Cash paid for income taxes 

1998 2000 

Long-term debt 
Preferred and preference stock 

Net change in notes payable and commercial paper 
Distributions to minority interests 
Contributions from minority interests 
Dividends paid 
Other 

$ 1,776 

1,348 
(464) 

(407) 
110 

152 
138 

a2 

2 , 2 2 5  

3,206 

230 

$ 1,507 

1,151 

2,684 

i 3,221 

484 
162 

I (541 I 22 
1,600 
.- - -~ 

2,714 

61 3 __ 80 - 

$ 622 $ 613 

$ 1,252 

1,055 

8 
(75) 

2,331 

(2,500) 

24 
(2,476) 

(81 4) 
6 

78 
~ 

$ 817 $ 541 
$ 1,177 $ 732 

$ 490 
$ 733 

See Notes to Consolidated Financial Statements 



-_ - ~- - .. 
IN  MILLIONS 

Investments in affiliates (Notes 8 and 14) 
Nuclear decommissioning trust funds (Note 11) 

DECEMBER 31 

Total 
__ 

ASSETS 
CURRENT ASSETS (NOTE I )  

, Cash and cash equivalents (Note 7) ' Receivables (Notes 1 and 7) 
i Inventory 

Current portion of natural gas transition costs (Note 4) 
Current portion of purchased capacity costs (Note 5) 
Unrealized gains on mark-to-market transactions (Note 7) 
Other (Note 7) 

~ 

__ - . . .- 
Total I current assets 

investments and other assets 

PROPERTY, PLANT AND EQUIPMENT (NOTES 1 , 5 ,  9, 10 AND 11) 
, cost 

Less accumulated depreciation and amortization 

._. - 
Net ~ property, plant and equipment ___ 

REGULATORY ASSETS AND DEFERRED DEBITS (NOTE 1) 
Purchased capacity costs (Note 5) 
Deferred debt expense (Note 7) 
Regulatory asset related to income taxes 
Other (Notes 4 and 14) 

.I__ 

Total regulatory assets and deferred debits 
- - . . 

TOTAL ASSETS 

2000 

$ 622 
8,293 

736 

149 
11,038 

1,317 
22,155 

1,370 
71 7 
304 

1,566 
462 

4,218 
1.445 

10,082 

34,675 
10.1 46 

__ - 24,469 

356 
208 
506 i 400 

1,470 

~ $58,176 

-. 

1999 

$ 613 

599 

146 
1,131 

353 
6,171 

3 248 

a i  

1,299 
703 
31 5 

154 
690 
705 

4,710 

a44 

- 

30,436 
9.441 

20,995 

497 
223 
500 
31 3 

1,533 
~. - 

$33,409 

See Notes to Consolidated Financial Statements. 



- D E C E M B E R  31 
-T -2000 I 1999 _. - . ~- IN M I L L I O N S  

I 

t I AB I LIT1 ES AND C 0 M M 0 N STO C KH 0 LD ERS ' EQUITY 
CURRENT LIABILITIES 

Accounts payable I $ 7,375 I $ 2,312 
Notes payable and commercial paper (Notes 7 and 10) 267 

685 
~ 

I 1,826 
Taxes accrued (Note 1) I 261 
Interest accrued 208 
Current maturities of long-term debt and preferred stock (Notes 10 and 13) 

~ 

470 
Unrealized losses on mark-to-market transactions (Notes 1 and 7) I 11,070 
Other (Notes 1 and 14) 1,769 

Total I current liabilities 1 22,979 

139 
51 5 

1 ,241  
71 7 

5,876 

LONG-TERM DEBT (NOTES 7 AND 10) 1 11,019 
-~ - - 

8,683 

DEFERRED CREDITS AND OTHER LIABILITIES (NOTE 1) 
Deferred income taxes (Note 6) 
Investment tax credit (Note 6) 

I Nuclear decommissioning costs externally funded (Note 1 1 
Environmental cleanup liabilities (Note 14) 
Unrealized losses on mark-to-market transactions (Note 7) 
Other (Note 14) 

Total ~ deferred credits and other liabilities 
~- 

COMMITMENTS AND CONTINGENCIES (NOTES 5, 1 1  AND 14) 

3,851 
21 1 
71 7 
100 

1,574 
3,581 

3,402 
225 
703 
101 
438 

2,099 
I 10,034 6,968 

~~ 

1,404 
GUARANTEED PREFERRED BENEFICtAL INTERESTS IN SUBORDINATED 

NOTES O F  DUKE ENERGY CORPORATION O R  SUBSIDIARIES (NOTES 7 AND 12) 
.. ~ __ 

MINORITY INTERESTS (NOTE 2) 

PREFERRED AND PREFERENCE STOCK (NOTES 7 AND 13) 
__ 

1 Preferred and preference stock with sinking fund requirements 
I Preferred and preference stock without sinking fund requirements 

_ _  
Total I prefer-red and preference stock 

I- "~ 

i 2,435 
L ~~ 

1,200 

38 
209 

71 
209 
280 ~ 247 

COMMON STOCKHOLDERS' EQUITY (NOTES 1 , I  5 AND 16) 
Common stock, no par, 1 billion shares authorized; 739 million and 733 million 

Retained earnings 
I 
~ Accumulated other comprehensive income 

shares outstanding at December 31, 2000 and 1999, respectively 

Total common stockholders' equity 
1 ~ ~. 

4,603 
4,397 

(2) 
8,998 

$33,409 $58,176 T O  TAL L I AB I LIT I E s AND c o M M o N s T o c K H o L D E R s E a u I TY 

See Notes to Consolidated Financial Statements. 



-~ I N  M I L L I O N S  

BALANCE DECEMBER 31, 1997 

I Net income 

Common 
Stock 

-1 

Accumulated 
Other 

Retained Comprehensive 
Earnings Income --- ~~ 

$ 3,256 

1 1 Total comprehensive income 
' Dividend reinvestment and employee benefits (Note 16) 1-1 6 5  

I 

~ _ _ _ _ _ _ _ _ _ _ ~ ~  

~ Common stock dividends I I (794) ' 
Preferred and preference stock dividends (Note 13) ' Other capital stock transactions, net 

BALANCE DECEMBER 31, 1998 

I Net income 
1 Other comprehensive income: 

Total 
Comprehensive 

-- ~ 

Total Income 
1 
i 

~~ 

(794) I 

I Foreign currency translation adjustments (Note 1)  I 
1 

~ ~ -Ap. 

! Total 1 comprehensive income 
~ Dividend reinvestment and employee benefits (Note 16) I ~ 

154 i 
Common stock dividends I 
Preferred and preference stock dividends (Note 13) 
Other capital stock transactions, net 

See Notes to  Consolidated Financial Statements, 



.. .- - 
1. S U M M A R Y  OF SIGNIFICANT ACCOUNTING POLICIES 

- .~ - 

@ CONSOLIDATION The Consolidated Financial Statements include the accounts of all of Duke Energy Corporation’s 
majority-owned subsidiaries after the elimination of significant intercompany transactions and balances. Investments in other 
entities that are not controlled by Duke Energy Corporation, but where it has significant influence over operations, are accounted 
for using the equity method. 

The preparation of f inancial statements in conformity with generally accepted accounting principles requires management 
to make estimates and assumptions that affect the amounts reported in  the financial statements and accompanying notes. 
Although these estimates are based on management’s best available knowledge of current and expected future events, actual 
results could differ from those estimates. 

“Duke Energy” is used in  these Notes as a collective reference to Duke Energy Corporation and its subsidiaries. 

3 
are considered cash equivalents. 

CASH A N D  CASH EQUIVALENTS Al l  liquid investments with maturit ies at date of purchase of three months or less 

3 INVENTORY Inventory consists primarily of materials and supplies, natural gas and natural gas l iquid (NGL) products 
held in storage for transmission, processing and sales commitments, and coal held for electric generation. Inventory is recorded 
at the lower of cost or market, primarily using the average cost method. 

@ ACCOUNTING FOR RISK M A N A G E M E N T  A N D  COMMODITY T R A D I N G  ACTIVITIES Commodity derivatives 
utilized for trading purposes are accounted for using the mark-to-market method. Under th is methodology, these instruments are 
adjusted to market value, and the unrealized gains and losses are recognized in current period income and are included in the 
Consolidated Statements of Income as Natural Gas and Petroleum Products Purchased or Net Interchange and Purchased Power, 
and in  the Consolidated Balance Sheets as Unrealized Gains or Losses on Mark-to-Market Transactions. 

Commodity derivatives such as futures, forwards, over-the-counter swap agreements and options are also utilized for 
non-trading purposes to hedge the impact of market fluctuations in the price of natural gas, electricity and other energy-related 
products. To qualify as a hedge, the price movements in the commodity derivatives must be highly correlated with the underlying 
hedged commodity. Under the deferral method of accounting, gains and losses related t o  commodity derivatives that qualify as 
hedges are recognized in income when the underlying hedged physical transaction closes and are included in the Consotidated 
Statements of Income as Natural Gas and Petroleum Products Purchased, or Net Interchange and Purchased Power. If the com- 
modity derivative is no longer sufficiently correlated to  the underlying commodity, or if the underlying commodity transaction 
closes earlier than anticipated, the deferred gains or losses are recognized in income. 

Duke Energy periodically uses interest rate swaps, accounted for under the accrual method, to manage the interest rate 
characteristics associated with outstanding debt. Interest rate differentials to  be paid or received as interest rates change are 
accrued and recognized as an adjustment to interest expense. The amount accrued as either a payable to or a receivable from 
counterparties is included in the Consolidated Balance Sheets as Deferred Debt Expense. 

Duke Energy also periodically utilizes interest rate lock agreements to hedge interest rate risk associated with new debt 
issuances. Under the deferral method of accounting, gains or losses on such agreements, when settled, are deferred in the 
Consotidated Balance Sheets as Long-Term Debt and are amortized in the Consolidated Statements of Income as an adjustment 
to Interest Expense. 

Duke Energy is exposed to  foreign currency risk from investments in international affiliates and businesses owned and 
operated in  foreign countries. To mitigate risks associated with foreign currency fluctuations, when possible, contracts are 
denominated in  or indexed to the U.S.  doltar or investments may be hedged through debt denominated in the foreign currency. 
Duke Energy also uses foreign currency derivatives, where possible, to hedge its risk related to foreign currency fluctuations. 
To qualify as a hedge, there must be a high degree of correlation between price movements in the derivative and the item 
designated as being hedged. 



Duke Energy also enters into foreign currency swap agreements to manage foreign currency risks associated with energy 
contracts denominated in foreign currencies. These agreements are accounted for under the mark-to-market method previously 
described. 

0 GOODWILL Goodwill represents the excess of acquisition costs over the fair value of the net assets of an acquired busi- 
ness. The goodwilt created by Duke Energy’s acquisitions is amortized on a straight-line basis over the useful lives of the assets, 
ranging from 10 to 40 years. The amount of goodwill reported on the Consolidated Balance Sheets as of December 31, 2000 and 
1999, was $1,566 million and $844 million, net of accumulated amortization of $291 million and $21 8 million, respectively. See 
Note 2 to the Consolidated Financial Statements for information on significant goodwill additions. 

@ PROPERTY, PLANT AND EQUIPMENT Property, plant and equipment are stated at original cost. Duke Energy 
capitalizes all construction-related direct labor and material costs, as well as indirect construction costs. Indirect costs include 
general engineering, taxes and the cost of money. The cost of renewals and betterments that extend the useful life of property, 
plant and equipment i s  also capitalized. The cost of repairs and replacements is charged to expense as incurred. Depreciation 
is generally computed using the straight-line method. The composite weighted-average depreciation rates, excluding nuclear 
fuel, were 3.97%, 3.73% and 3.82% for 2000, 1999 and 1998, respectively. 

When property, plant and equipment maintained by Duke Energy’s regulated operations are retired, the original cost plus 
the cost of retirement, less salvage, is charged to accumulated depreciation and amortization. When entire regulated operating 
units are sold or non-regulated properties are retired or sold, the property and related accumulated depreciation and amortiza- 
tion accounts are reduced, and any gain or loss is recorded in income, unless otherwise required by the Federal Energy 
Regulatory Commission (FERC). 

@ IMPAIRMENT OF LONG-LIVED ASSETS The recoverability of long-lived assets and intangible assets are reviewed 
whenever events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable. Such eval- 
uation is based on various analyses, including undiscounted cash flow projections. 

@ UNAMORTIZED DEBT PREMIUM, DISCOUNT AND EXPENSE Premiums, discounts and expenses incurred in 
connection with the issuance of currently outstanding long-term debt are amortized over the terms of the respective issues. Any 
call premiums or unamortized expenses associated with refinancing higher-cost debt obligations used to finance regulated 
assets and operations are amortized consistent with regulatory treatment of those items. 

E) ENVl RONM ENTAL EXPENDITURES Environmental expenditures that relate to  an existing condition caused by past 
operations and do not contribute to current or future revenue generation are expensed. Environmental expenditures relating to 
current or future revenues are expensed or capitalized as appropriate. Liabilities are recorded when environmental assessments 
and/or cleanups are probable and the costs can be reasonably estimated. 

@ COST-BASED REGULATION Duke Energy’s regulated operations are subject to  the provisions of Statement of 
Financial Accounting Standards (SFAS) No, 71 , “Accounting for the Effects of Certain Types of Regulation.” Accordingly, certain 
assets and liabilities that result from the regulated ratemaking process are recorded that would not be recorded under generally 
accepted accounting principles for non-regulated entities. These regulatory assets and liabilities are ctassified in the 
Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other Liabi tities, respectively. 
The applicability of SFAS No. 71 is routinely evaluated, and factors such as regulatory changes and the impact of competition 
are considered. Discontinuing cost-based regulation or increasing competition might require companies to reduce their asset 
balances to reflect a market basis less than cost and to write off their associated regulatory assets. Management cannot predict 
the potential impact, if any, of discontinuing cost-based regulation or increasing competition on future consolidated results 
of operations, cash flows or financial position. However, Duke Energy continues to position itself to effectively meet these 
challenges by maintaining competitive prices. 



@ C O M M O N  STOCK OPTIONS Duke Energy accounts for stock-based compensation using the intrinsic method of 
accounting. Under this method, compensation cost, if any, is measured as the excess of the quoted market price of Duke 
Energy’s stock at the date of the grant over the amount an employee must pay to acquire the stock. Restricted stock grants and 
Company Performance Awards are recorded as compensation cost over the requisite vesting period based on the market value 
on the date of the grant. Pro forma disclosures utilizing the fair value accounting method are included in Note 1 6  to the 
Consolidated Financial Statements. All outstanding common stock amounts and compensation awards have been adjusted to reflect 
the two-for-one common stock split effective January 26, 2001. See Note 15 to  the Consolidated Financial Statements for addi- 
tional information on the stock sulit. 

@ REVENUES Revenues on sales of electricity and transportation and storage of natural gas are recognized as service 
is provided. Revenues on sales of natural gas and petroleum products, as welt as electricity, gas and other energy products 
marketed, are recognized i n  the period of delivery. The allowance for doubtful accounts was approximately $200 million and $43 
million as of December 31, 2000 and 1999,  respectively. Receivables on the Consolidated Balance Sheets included $244 mi l -  
l ion and $207 million as of December 31 , 2000 and 1999, respectively, for electric service that has been provided but not yet 
billed to customers. When rate cases are pending final approval, a portion of the revenues is  subject to possible refund. Reserves 
are established where required for such cases. During 2000, Duke Energy adopted the provisions of Staff Accounting Bulletin 
(SAB) 101 issued by the Securities and Exchange Commission. The impact of adopting SAB 101 was not material to Duke Energy. 

@ 
Electric Generation. The amortization is recorded using the units-of-production method. 

NUCLEAR FUEL Amortization of nuclear fuel is included in the Consolidated Statements of lncome as Fuel Used in 

@ DEFERRED R E T U R N S  A N D  ALLOWANCE FOR F U N D S  U S E D  D U R I N G  CONSTRUCTION (AFUDC)  
Deferred returns represent the estimated financing costs associated with funding certain regulatory assets. These regulatory 
assets primarily arose from the funding of purchased capacity costs above levels collected in rates. Deferred returns are non- 
cash items and are primarily recognized as an addition to Purchased Capacity Costs with an offsetting credit to Other Income 
and Expenses. 

AFUDC represents the estimated debt and equity costs of capital funds necessary to finance the construction of new 
regulated facilities. AFUDC is a non-cash item and is recognized as a cost of Property, Plant and Equipment, with offsetting credits 
to Other Income and Expenses and to Interest Expense. After construction is completed, Duke Energy is permitted to recover 
these costs, including a fair return, through their inclusion i n  rate base and in  the provision for depreciation. 

Rates used for capitalization of deferred returns and AFUDC by Duke Energy’s regulated operations are calculated in  
compliance with FERC rules. 

0 FOREIGN CURRENCY TRANSLATION Assets and liabilities of Duke Energy’s international operations, where the 
local currency is the functional currency, have been translated at year-end exchange rates, and revenues and expenses have 
been translated using average exchange rates prevailing during the year. Adjustments resulting from translation are included in 
the Consolidated Statements of Common Stockholders’ Equity and Comprehensive Income as Foreign Currency Translation 
Adjustments. The financial statements of international operations, where the U.S. dollar is the functional currency, reflect 
certain transactions denominated in the local currency that have been remeasured in  U.S. dollars. The remeasurement of local 
currencies into U.S. dollars resulting f rom foreign currency gains and losses is included in consolidated net income. 

@ I N C O M E  TAXES Duke Energy and its subsidiaries fi le a consolidated federal income tax return. Deferred income taxes 
have been provided for temporary differences. Temporary differences occur when events and transactions recognized for  f inan- 
cial reporting result in taxable or tax-deductible amounts in  different periods. Investment tax credits have been deferred and are 
being amortized over the estimated useful lives of the related properties. 

@ EARNINGS PER C O M M O N  SHARE Basic earnings per share is based on a simple weighted average of common 
shares outstanding. Diluted earnings per share reflects the potential dilution that could occur if securities or other agreements 



to  issue common stock, such as stock options, were exercised or converted into common stock. The numerator far the calcula- 
t ion of basic and diluted earnings per share is earnings available for common stockholders. 

2000 I 1999 
- 

1998 
Denominator for basic earnings per share (weighted-average shares outstanding) 
Assumed exercise of diluted stock options 
Denominator for diluted earnings per share 

All common stock amounts have been adjusted to  reflect the two-for-one common stock split effective January 26, 2001.  See 
Note 15 to  the Consolidated Financial Statements for additional information on the stock split. 

735.7 729.3 722.0  
~ 1.6 3 . 7  

~ _ - _ _  2.4 
739 I4 730.9 724.4  

- 

@ EXTRAORDINARY ITEMS In 1999, Duke Energy realized an extraordinary gain of $660 mill ion after tax, or $0.91 per 
share, relating to the sale of certain pipeline companies. See Note 2 to  the Consolidated Financial Statements for  additional 
information on the extraordinary item. 

In January 1998,  TEPPCO Partners, L P  (TEPPCO), in which Duke Energy has a 21 ,1% ownership interest, redeemed certain 
First Mortgage Notes. A non-cash extraordinary loss of $8  million, net of income tax of $5 million, was recorded related to costs 
of the early retirement of debt. Earnings per common share for 1 9 9 8  were reduced by $0.01 as a result of th is charge. 

@ N E W  ACCOUNTING STANDARD In June 1 9 9 8 ,  SFAS No. 133, “Accounting for Derivative Instruments and Hedging 
Activities,” was issued. Duke Energy was required to adopt this standard by January 1 ,  2001.  SFAS No. 1 3 3  requires that all 
derivatives be recognized as either assets or l iabil i t ies and measured at fair value, and changes in  the fair value of derivatives 
are reported in current earnings, unless the derivative is designated and effective as a hedge. If the intended use of the deriv- 
ative is to hedge the exposure to changes in the fair value of an asset, a liability or a f i rm commitment, then changes in  the fair 
value of the derivative instrument wil l generally be offset in the income statement by changes in  the hedged item’s fair value. 
However, if the intended use of the derivative is to  hedge the exposure to variability in expected future cash flows, then changes 
in  the fair value of the derivative instrument wil l generally be reported in  Other Comprehensive Income (OCI). The gains and loss- 
es on the derivative instrument that are reported in OCI  wil l be reclassified to earnings in the periods in which earnings are 
impacted by the hedged item. 

Duke Energy has determined the effect of implementing SFAS No. 133 and recorded a net-of-tax cumulative-effect adjust- 
ment of $96 million as a reduction in  earnings. The net-of-tax cumulative-effect adjustment reducing OCI and Common 
Stockholders’ Equity is estimated to be $921 mill ion on January 1 ,  2001. 

Currently, there are ongoing discussions surrounding the implementation and interpretation of SFAS No. 133 by the 
Financial Accounting Standards Board’s Derivatives Implementation Group. Duke Energy implemented SFAS No. 1 3 3  based on 
current rules and guidance in  place as of January 1, 2001. However, if the definition of derivative instruments is altered, th is 
may impact Duke Energy’s transition adjustment amounts and subsequent reported operating results. 

@ RECLASS1 FlCATlONS Certain prior period amounts have been reclassified in the Consolidated Financial Statements to 
conform to the current presentation. 

.__ - . .- - - 
2. BUSINESS ACQUIS IT IONS A N D  D I S P O S I T I O N S  
_ _ _  

@ BUSINESS ACQUIS IT IONS For acquisitions accounted for using the purchase method, assets and liabilities have been 
consolidated as of the purchase date and earnings from the acquisitions have been included in consolidated earnings of Duke 
Energy subsequent to the purchase date. Assets acquired and liabilities assumed are recorded a t  their estimated fair values, and 
the excess of the purchase price over the estimated fair value of the net identifiable assets and liabilities acquired is recorded 
as goodwill. Purchase price allocations are subject to  adjustment when additional information concerning asset and liabil i ty 
valuations becomes available within one year after the acquisition. 



{MARKET HUB PARTNERS (MHP)  In September 2000, Duke Energy, through a wholly owned subsidiary, completed the approxi- 
mately $400 million acquisition of MHP from subsidiaries of NiSource Inc. for approximately $ 2 5 0  mill ion in cash and the 
assumption of $150 mill ion in debt. MHP provides natural gas storage services in  Louisiana and Texas with a current capacity 
of 23 billion cubic feet with significant expansion capabilities. Approximately $1 5 9  mill ion of goodwill was recorded in  the trans- 
action and is being amortized on a straight-l ine basis over 35 years. In association with the acquisit ion of MHP, a tender offer 
was made for $1 15 mill ion of the assumed debt as required by the debt agreements. As of December 31, 2000, approximately 
$88 mill ion of this debt was retired. 

+PHILL IPS PETROLEUM’S GAS GATHERING, PROCESSING A N D  MARKETING UNIT (PHILLIPS) In March 2000, Duke Energy, through a 
wholly owned subsidiary, completed the approximately $1 .7  billion transaction that combined Field Services’ and Phillips’ gas 
gathering, processing and marketing business to form a new midstream company, named Duke Energy Field Services, LLC 
(DEFS). In connection with the combination, DEFS issued approximately $2 .75  billion of commercial paper in April 2000. The pro- 
ceeds were used to make one-time cash distributions of approximately $1 - 5 3  bil l ion to Duke Energy and $1 - 2 2  billion to Phillips 
Petroleum. Duke Energy owns approximately 70% of DEFS and Phillips Petroleum owns approximately 30%. Goodwill of approx- 
imately $429 million was recorded in connection with the transaction and is being amortized on a straight-l ine basis over 20 
years. 

{EAST TENNESSEE NATURAL GAS COMPANY In March 2000, Duke Energy, through a wholly owned subsidiary, completed the 
approximately $390 mill ion acquisition of East Tennessee Natural Gas Company from El Paso Energy. East Tennessee Natural Gas 
Company owns a 1 ,100-mi le  interstate natural gas pipeline system that crosses Duke Energy’s Texas Eastern Transmission 
Corporation’s (TETCO’s) pipeline and serves the southeastern region of the U.S. 

{DOMINION RESOURCES’ HYDROELECTRIC, NATURAL GAS AND DIESEL POWER GENERATION BUSINESSES In August 1999,  Duke Energy, 
through its wholly owned subsidiary Duke Energy International, LLC (DEI), reached a definitive agreement to  acquire Dominion 
Resources Inc.’s 1,200-megawatt  portfolio of hydroelectric, natural gas and diesel power generation businesses in Latin America 
(collectively, the “Dominion acquisitions”) for approximately $405 million. The Dominion acquisitions were completed in April 
2000, and total goodwill related to these purchases was $1 0 9  million and is being amortized on a Straight-line basis over 40 years. 

{COMPANHIA DE GERACAO DE ENERGIA ELETRICA PARANAPANEMA (PARANAPANEMA) In January 2000,  Duke Energy, through its 

interest in Paranapanema, an electric generating company in  Brazil. Goodwill of approximately $1  34 mill ion was recorded in  rela- 
t ion to this acquisition and is being amortized on a straight-l ine basis over 40 years. 

I wholly owned subsidiary DEI, completed a series of transactions to purchase for approximately $1 - 0 3  billion an approximate 9 5 %  

-[UrUlON PACIFIC RESOURCES’ GATHERING, PROCESSING AND MARKETING OPERATIONS In March 1999,  Duke Energy through its whol- 
ly owned subsidiary, Duke Energy Field Services, Inc., completed the $1 .35  bil l ion acquisition of the natural gas gathering, pro- 
cessing, fractionation and NGL pipeline business from Union Pacific Resources (UPR), as well as UPR’s NGL marketing activities. 
Goodwill of $1 3 5  mill ion has been recorded and is being amortized on a straight-l ine basis over 1 5  to 2 0  years. 

@ DISPOSITIONS -[BELLSOUTH CAROLINA PCS (BELLSOUTH PCS) In September 2000, Duke Energy, through its wholly 
owned subsidiary DukeNet Communications, LLC (DukeNet), sold its 20% interest in BellSouth PCS for approximately $400 mi l -  
lion to BellSouth Corporation. Operating revenues includes the resulting pre-tax gain of $ 4 0 7  mill ion, or an after-tax gain of 
$0.34 per basic share. 



{CATAWBA RIVER ASSOCIATESl L t C  (CATAWBA RIVER) During 2000, Duke Energy formed Catawba River, and third-party, 
non-controll ing, preferred interest holders invested $1,025 mill ion. Catawba River is a l imited liability company with separate 
existence and identity from its members, and the assets of Catawba River are separate and legally distinct from Duke Energy. 
The preferred interest receives a preferred return equal to an adjusted floating reference rate (approximately 7.847% at  
December 31, 2000). The results of operations, cash flows and financial position of Catawba River are consolidated with Duke 
Energy. The preferred interest and the expense attributable to th is interest are included in Minority Interests and Minority Interest 
Expense, respectively, on the Consolidated Financial Statements. 

{ P E P L  COMPANIES AND TRUNKLINE LNG In March 1 9 9 9 ,  wholly owned subsidiaries of Duke Energy sold Panhandle Eastern Pipe 
Line Company (PEPL), Trunkline Gas Company (Trunkline) and additional storage related to those systems, which substantially 
comprised the Midwest Pipelines, along with Trunkline LNG Company to CMS Energy Corporation (CMS). The sales price of $2.2 
billion involved cash proceeds of $1.9 billion and CMS’ assumption of existing PEPL debt of approximately $300 mill ion. The sale 
resulted in an extraordinary gain of $660 mill ion, net of income tax of $404 million, and an increase in  earnings per basic share 
of $0.91 . In 1999 and 1998,  earnings before interest and taxes (EBIT) of $70 mill ion and $1 56 million, respectively, relating to  
the Midwest Pipelines was included in Duke Energy’s operating results. Under the terms of the sales agreement with CMS, Duke 
Energy retained certain assets and liabilities, which wil l not have a material adverse effect on consolidated results of operations, 
cash flows or financial position. 

The pro forma results of operations for acquisitions and dispositions do not materially differ f rom reported results 

3.  BUSINESS SEGMENTS 

Duke Energy is an integrated energy and energy services provider with the ability to offer physical delivery and management of 
both electricity and natural gas throughout the U.S. and abroad. Duke Energy provides these and other services through seven 
business segments. 

{FRANCHISED ELECTRIC generates, transmits, distributes and sells electric energy in central and western North Carolina and the 
western portion of South Carolina. Its operations are conducted primarily through Duke Power and Nantahala Power and Light. 
These electric operations are subject to the rules and regulations of the FERC, the North Carolina Utilities Commission (NCUC) 
and the Public Service Commission of South Carolina (PSCSC). 

-[NATURAL GAS TRANSMISSION provides interstate transportation and storage of natural gas for customers primarily in the 
Mid-Atlantic, New England and southeastern states. Its operations are conducted primarily through Duke Energy Gas 
Transmission Corporation. The interstate natural gas transmission and storage operations are subject to the rules and regulations 
of the FERC. 

{F IELD SERVICES gathers, processes, transports, markets and stores natural gas and produces, transports, markets and stores 
NGLs. Its operations are conducted primarily through DEFS, a l imited liability company that is approximately 30% owned by 
Phillips Petroleum. Field Services operates gathering systems in  western Canada and 11 contiguous states that serve major 
natural gas-producing regions in the Rocky Mountain, Permian Basin, Mid-Continent, East Texas-Austin Chalk-North Louisiana, 
as well as onshore and offshore Gulf Coast areas. 

{NORTH AMERICAN WHOLESALE ENERGY’S (NAWE’S)  activities include asset development, operation and management, primarily 
through Duke Energy North America, LLC (DENA), and commodity sales and services related to  natural gas and power, primarily 
through Duke Energy Trading and Marketing, LLC (DETM). DETM is a l imited liability company that is approximately 40% owned 
by Exxon Mobil Corporation, NAWE also includes Duke Energy Merchants, which develops new business lines in  the evolving 
energy commodity markets. NAWE conducts its business throughout the U.S. and Canada. The operations of the previously 
segregated Trading and Marketing segment were combined by management into NAWE during 2000. Previous periods have been 
restated to conform to current period presentation. 



{INTERNATIONAL ENERGY conducts its operations through DEI. International Energy's activities include asset development, oper- 
ation and management of natural gas and power facilities and energy trading and marketing of natural gas and electric power. 
This activity is targeted in  the Latin American, Asia-Pacific and European regions. 

{OTHER ENERGY SERVICES is a combination of businesses that provide engineering, consulting, construction and integrated energy 
solutions worldwide, primarily through Duke Engineering & Services, Inc., Duke/Fluor Daniel (D/FD) and DukeSolutions, Inc. D/FD 
is a 50/50 partnership between Duke Energy and Fluor Enterprises, Inc. 

{DUKE VENTURES is comprised of other diverse businesses, primarily operating through Crescent Resources, Inc. (Crescent), 
DukeNet and Duke Capital Partners (DCP). Crescent develops high-quality commercial, residential and multi-family real estate 
projects and manages land holdings primarily in  the southeastern U.S. DukeNet provides fiber optic networks for industrial, com- 
mercial and residential customers. DCP, a newly formed, wholly owned merchant finance company, provides financing, invest- 
ment banking and asset management services to  wholesale and commercial energy markets. 

Duke Energy's reportable segments are strategic business units that  offer different products and services and are each man- 
aged separately. The accounting policies for the segments are the same as those described in Note 1 to the Consolidated 
Financial Statements. Management evaluates segment performance based on EBlT after deducting minority interests. €BIT pre- 
sented in  the accompanying table includes intersegment sales accounted for at prices representative of unaffiliated party 
transactions. Segment assets are provided as additional information in  the accompanying table and are net of intercompany 
advances, intercompany notes receivable and investments in subsidiaries. 

Other Operations primarily include certain unallocated corporate items. 
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_. BUSINESS SEGMENT DATA 1 I N  MILLIONS 

41 8 
~ 331 

75 
97 

(2,118) 
$ - 

(2,118) 231 1 
$49,318 $ 4,014 , $ 1,167 $ 5,634 

minority interests (1,172) (1 ,172) ~ 92 ~ 

$ 21,766 Total ~ consolidated $ - $21,766 I $ 2,043 ~ $ 968 1 $ 5,936 ~ $ 33,409 - 

Capital and 
Investment 

Expenditures 
Total 

Revenues 
$ 4,946 

1,131 
9,060 

33,874 
1,067 

Segment 
Assets 

$ 661 
973 
376 

1,937 
980 

28 
643 

36 

$ 12,819 
4,995 
6,266 

28,213 
4,551 

543 
1,967 
2,749 

(3,927) 
$ 58,176 

Natural Gas Transmission 998 
Field Services 
North American 

Wholesale Energy 
International Energy 
Other Energy Services 
Duke Ventures 
Other Operations 
Eliminations and 

minority interests 
Total 1 consolidated 

7,601 ~ 1,459 

33,590 ~ 284 
1,060 7 

528 
642 
(47) 

167 

68 ~ 

13 
17 I 

29 I 

$ 49,318 

Natural Gas Transmission 
Field Services 
North American 

Wholesale Energy 
International Energy 
Other Energy Services 
Duke Ventures 
Other Operations 
Eliminations and 

1,124 ~ 106 
2,883 ~ 707 

1,230 
3,590 

627 1 126 ' 261 1 3,897 
1,630 

1,028 
1,779 

94 
382 

3 

3,565 

6 , 268 
4,459 

61 2 
1,031 
1,250 

(806) 

~ 323 
886 
232 ~ 

(5) 

178 
34 

103 

44 

11,801 
357 
989 
232 

39 

209 
42 

(94) 
162 

5 

57 
58 
14 
13 
27 

YEAR ENDED DECEMBER 31, 1998 

Franchised Electric I $ 4,626 
Natural Gas Transmission i 1,440 

North American 
Wholesale Energy ~ 8,727 

International Energy 125 
Other Energy Services I 436 
Duke Ventures i 171 

Field Services i 2,132 

Other Operations i 5 

$ - I $ 4,626 
102 i 1,542 
545 1 2,677 

$ 1,513 
702 

76 

133 
12 
10 

$ 522 
21 5 

80 

27 
15 
12 
10 
28 

$ 12,953 
4,996 
1,893 

4,394 
900 
376 
81 8 
874 

$ 586 
290 
304 

796 
239 

41 
232 

12 

56 
34 
85 

8,783 
159 
521 
171 I 122 
31 I 22 

I  Eliminations and I 
minority interests 1 I (848) 

Total 1 consolidated 1 $ 17,662 1 $ - 
57 

$ 2,647 
- I  - I  (3981 (848) 

$ 17,662 $ 909 $ 2,500 1 $ 26,806 



G E O G R A P H I C  DATA I IN MILLIONS 

Consolidated revenues $ 43 ,282 
2000 

31,074 Consolidated _ _  long-term assets 
1 9 9 9  I 

Consolidated revenues $ 1 9 , 3 3 6  
22 ,995 Consolidated long-term assets 

$ 16 ,589 
20 ,982 

1 9 9 8  
Consolidated revenues 
Consolidated long-term assets 

-~ 

-~ - - _._ 

._ 

1 Canada ~ Latin America Other Foreign I Consolidated 
I --7-- I 

$ 4 ,964 $ 512 
2 ,823 3 6 , 0 1 9  

$ 21,766 
26,854 

$ 9 9 6  $ 31 $ 46 $ 1 7 , 6 6 2  
1 4 0  207 6 3 2  21,961 

- _ _ _  4. REGULATORY M A T T E R S  
- .  

@ F R A N C H I S E D  ELECTRIC The NCUC and the PSCSC approve rates for retail electric sales within their respective states, 
The FERC approves Franchised Electric’s rates for electric sales to wholesale customers. Electric sales to the other joint owners 
of the Catawba Nuclear Station, which represent a majority of Franchised Electric’s wholesale revenues, are set through con- 
tractual agreements. 

Fuel costs are reviewed semiannually in the wholesale jurisdiction and annually in  the South Carolina retail jurisdiction, with 
provisions for reviewing such costs in base rates. In the North Carolina retail jurisdiction, a review of fuel costs in rates is 
required annually and during general rate case proceedings. All jurisdictions allow Duke Energy to adjust electric rates for past 
over- or under-recovery of fuel costs. Therefore, the difference between actual fuel costs incurred for electric operations and 
fuel costs recovered through rates is reflected in revenues. 

On December 20, 1999 and February 25, 2000, the FERC issued its Order 2000 and Order 2000-A regarding Regional 
Transmission Organizations (RTOs). In these orders, the FERC stressed the voluntary nature of RTO participation by utilities and 
set minimum characteristics and functions that must be met by uti l i t ies that participate in an RTO, including exclusive and inde- 
pendent authority to propose rates, terms and conditions of transmission service provided over the facilities i t  operates. The 
order provides for an open, flexible structure for RTOs to meet the needs of the market and provides for the possibility of incen- 
tive ratemaking and other benefits for utilities that participate in  an RTO. 

As a result of these rulemakings, on October 16, 2000,  Duke Energy and two other investor-owned uti l i t ies, Progress 
Energy and South Carolina Electric & Gas, filed with the FERC to establish GridSouth Transco, LLC (GridSouth), as an RTO. If 
approved, GridSouth will be a for-profit, independent transmission company, responsible for operating and planning the cornpa- 
nies‘ combined transmission systems. The target date for formation of GridSouth is December 15, 2001. However, the actual 
date that GridSouth becomes operational wil l depend upon the resolution of all necessary regulatory approvals and resolving all 
technical issues. Management believes that the establishment of GridSouth wi l l  not have a material adverse effect on future con- 
solidated results of operations, cash flows or financial position. 

(3 NATURAL GAS T R A N S M I S S I O N  On February 9, 2000, the FERC issued Order 637, which sets forth revisions to its 
regulations governing short-term natural gas transportation services and policies governing the regulation of interstate natural 
gas pipelines. “Short-term” has been defined as all transactions of less than one year. Among the significant actions taken are 
the lifting of the price cap for short-term capacity release by pipeline customers for an experimental 2 1/2-year period ending 
September 1, 2002, and requiring that interstate pipelines fi le pro forma tariff sheets to (i) provide for nomination equality 
between capacity release and primary pipeline capacity; (ii) implement imbalance management services (for which interstate 
pipelines may charge fees) while at the same time reducing the use of operational f low orders and penalties; and (iii) provide 
segmentation rights if operationally feasible. Order 6 3 7  also narrows the right of f irst refusal to remove economic biases per-  
ceived in  the current rule, Order 637 imposes significant new reporting requirements for interstate pipelines that were imple- 
mented by Duke Energy during the third quarter of 2000. Additionally, Order 637 permits pipelines to propose peak/off-peak 
rates and term-differentiated rates, and encourages pipelines to propose experimental capacity auctions. By Order 637-A, issued 



in February 2000, the FERC generally denied requests for rehearing and several parties, including Duke Energy, have filed 
appeals in the District of Columbia Court of Appeals seeking court review of various aspects of the Order. During the third quarter 
of 2000, Duke Energy’s interstate pipelines made the required pro forma tariff sheet fil ings. These fi l ings are currently subject 
to review and approval by the FERC. 

Management does not believe the effects of these matters wil l have a material effect on Duke Energy’s future consolidated 
results of operations, cash flows or financial position. 

- -- ~- 5. JOINT OWNERSHIP OF GENERATING FACILITIES 

JOINT OWNERSHIP OF CATAWBA NUCLEAR STATION - 

Owner 
North Carolina Municipal Power Agency Number 1 (NCMPA) 
North Carolina Electric Membership Corporation (NCEMC) 
Duke Energy Corporat ion 
Piedmont Municipal Power Agency (PMPA) 
Saluda River Electric Coooerative. Inc. (Saluda River) 

OwnershiD Interest 
37.5% 
28.1  Yo 
12.5% 
12.5% 

9.4% 
100.0% 

As of December 31, 2000, $525 mill ion of property, plant and equipment and $268 mill ion of accumulated depreciation and 
amortization represented Duke Energy’s investment in  Catawba Nuclear Station Units 1 and 2. Duke Energy’s share of operating 
costs is included in the Consolidated Statements of Income. 

Duke Energy entered into contractual interconnection agreements with the other joint owners of Catawba Nuclear Station to 
purchase declining percentages of the generating capacity and energy from the station, which expired during 2000. 

The portion of purchased capacity costs subject to levelization in  rates was deferred. As of  December 31, 2000 and 1999,  
$505 mill ion and $643 million, respectively, associated with the cost of capacity purchased but not reflected in  current rates 
have been accumulated in the Consolidated Balance Sheets as Purchased Capacity Costs and Current Portion of Purchased 
Capacity Costs. Duke Energy is recovering the accumulated balance, including returns on the deferred balance, over a period 
expected to end in 2004. Jurisdictional levelizations are intended to recover total costs, including deferred returns, and are sub- 
ject to adjustments, including final true-ups. For the years ended December 31, 2000, 1999 and 1998,  purchased capacity and 
energy costs from the other joint owners were approximately $7 million, $62 million and $88 million, respectively. These 
amounts, after adjustments for amounts in current rates, are included in  the Consolidated Statements of Income as Net 
Interchange and Purchased Power. 

The interconnection agreements also provide for supplemental power sales by Duke Energy to the other jo int  owners of 
Catawba Nuclear Station to satisfy their capacity and energy needs beyond the capacity and energy which they retain f rom the 
station or potentially acquire in the form of other resources. The agreements further provide the other jo int  owners the ability to 
secure such supplemental requirements outside of these contractual agreements following an appropriate notice period. NCEMC, 
Saluda River and NCMPA have given such appropriate notice effective January 1, 2001. PMPA will continue to receive supple- 
mental power sales from Duke Energy through December 31 , 2005. As the other joint owners retain more capacity and energy 
from the station, or obtain additional capacity and energy f rom a third party, supplemental power sales are expected to decline. 
Management believes this will not have a material adverse effect on consolidated results of operations, cash f lows or financial 
position 



-~ 
INCOME TAX EXPENSEIN MILLIONS 1 YEARS ENDED - 

Current income taxes 
2000 

~~ ~p ~~ 

Federal $ 679 
State 109 

18 Foreign 
Total current income taxes 806 

Federal 187 
State 13 

, 2 9  Foreign 
2 2 9  
(1 5) 

1 $ 1,020 

1 1 -  ~ - - p ~ ~ ~  

Deferred income taxes, net 

- .  ~~ 

~ - - .- - _. . . 
Total deferred income taxes, net 

Investment tax credit amortization 

_p-_ .. 
TotalJncome tax expense ____ ___-I l l l _ _ . ~ _ . - ~  

I 

DECEMBER 31  

: $ 453 
_ _ _ _ _ _ _ _ _ _ _ _ ~ ~  ~ _ _  . ~ .  

36.5% 34.9% 
Total ~ income tax expense 

. - - _______p 

Effective tax rate 

1999 I 1998 

$ 777 
38.1 % 

$ 525 
138 

1 

$ 673 
138 

I 

664 ~ 81 1 - 

1998 

$ 713 

90 

International property, plant, & equipment 
Other 

Valuation allowance 

Investments and other assets 
Property, plant and equipment 
Regulatory assets and deferred debits 
Regulatory asset related to restating to pre-tax basis 

Total deferred income tax liability 
State deferred income tax, net of federal tax effect 

Total I net deferred income tax liabilitv 

Total deferred income tax assets 

Net deferred income tax assets 
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7. R I S K  MANAGEMENT AND FINANCIAL INSTRUMENTS 

{COMMODITY DERIVATIVES - TRADING Duke Energy provides risk management services to i ts customers through forward con- 
tracts, futures, over-the-counter swap agreements and options (collectively, “commodity derivatives”). Duke Energy engages in  
the trading of commodity derivatives, and therefore experiences net open positions, which are managed with strict policies that  
l imit its exposure to market risk and require daily reporting to management of potential financial exposure. These policies include 
statistical risk tolerance limits using historical price movements to calculate a daily earnings at risk measurement, The weight- 
ed-average life of Duke Energy’s commodity trading portfolio was approximately 25 months a t  December 31, 2000. 

. . . ~ . - -  ___- 

Natural gas $ 2 1 2  
I Electricity 368 

46 Othera 
..- ~ - ~ ~ - 

1999 ! 1998  
$ 83 $ 114 

41 14 

~~~ 

ABSOLUTE NOTIONAL CONTRACT QUANTITY OF 
COMMODITY DERIVATIVES HELD FOR TRADING PURPOSES DECEMBER 31 

1999 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2000 
I ~. ~~ 

39,716 17,248 
Electricity, in gigawatt hours 289,109 185,536 
Fertilizer contracts, in thousands of tonnes 
Refined products, in thousands of barrels 

141,619 
451 , I  33  

~ ~ _ _ _ _ _ _ _  ~- 

FAIR  VALUES OF C O M M O D I T Y  DERIVATIVES - T R A D I N G  I I N  MILLIONS 

Natural gas 
Electricity 
Fertilizer contracts 
Refined products 
Othera 

~ . 
~ ~~~ 

f a i r  values at  December 31, 
Natural gas 
Electricity 
Fertilizer contracts 
Refined products 
Othera 
Eliminations 

~ 21;:: 
20,150 19,801 2,401 

6,650 6,558 962 , 
3,002 2,974 
1 ,345  1,309 

437 427 I 

Total fair values 

Average fair values for the year 

2000 ! 1999 

Assets 

$ 45,423 
9,436 
5,886 
1 , I  92 

303 
(4 6 , 9  84) 

~ ~ - ~ _ _ _ _ _  

~ $ 15,256 

Liabilities Assets Liabilities 

$ 45,104 
9,254 
5,850 
1,159 

268 
(4 6,9 84) 

$ 14,651 

$ 2,966 
1 ,302  

(2  , 447) 

$ 2,855 
1,271 

(2,447) 

<COMMODITY DERIVATIVES - NON-TRADING Duke Energy also manages its exposure to risk from existing assets, liabilities and 
commitments by hedging the impact of market f luctuations. At December 31, 2000 and 1999,  Duke Energy held or issued 
several commodity derivatives, primarily in the form of swaps, that reduce exposure to market price fluctuations for certain 
power and NGL production facilities. A t  December 31,  2000, these commodity derivatives extended for periods up to 1 0  years 
and generally contain margin requirements. The gains, losses and costs related to non-trading commodity derivatives are not 
recognized until the underlying physical transaction closes. At  December 31, 2000 and 1999,  Duke Energy had unrealized net 
losses of $1,642 million and $1 20 million, respectively, related to non-trading commodity derivatives. These unrealized losses 
partially offset the unrealized market value gains related to  future cash flows from underlying asset positions, 



AEiSOLUTE NOTIONAL CONTRACT QUANTITY OF 
DECEMBER 31 COMMODITY DERIVATIVES - ~ HELD FOR NON-TRADING PURPOSES 

_ _ _ _ _ _ _ ~  

2000 -- ~ 19;i2 
_____ 

401 
75 ,932 45,877 

25,950 
3 2 , 7 6 4  

35 ,325 
43,991 

~ 

_ _ _ _ _ ~  

Natural gas, in bil l ion cubic feet 
Electricity, in  gigawatt hours 
Power capacity, in  megawatt months 
Crude oil, in  thousands of barrels 

Gains and losses that had been deferred in anticipation of planned financing transactions on interest rate swap derivatives have 
been capitalized and are being amortized over the life of the underlying debt. These deferred gains and losses were not material in 
2000 or 1999.  As a result of the interest rate swap contracts, interest expense for the relative notional amount is recognized at 
the weighted-average rates as depicted in the following table. I 

@ INTEREST RATE DERIVATIVES Duke Energy periodically enters into financial derivative instruments including, but 
not limited to, swaps, options and interest rate locks to manage and mitigate interest rate risk related to existing and anticipated 
borrowings. The notional amounts shown in the following table serve solely as a basis for the calculation of payment streams to 
be exchanged. These notional amounts are not a measure of Duke Energy's exposure through its use of derivatives. Fair values 
shown in the following table represent estimated amounts that Duke Energy would have received (paid) if the swaps had been 
settled at current market rates on the respective dates. 

2000 
INTEREST RATE DERlVATlV 

_ _ _ _ _ _ ~ ~ ~ ~ ~  ~ ~ 

1999 
- 

~~ .~ 

Fixed-to-floating rate 
swaps 

Cancelable fixed-to- 
f loating rate swaps 

CPa floating - to-fixed 
rate swap 

Interest rate locks 

a Commercial paper 
~~ _ _ _ _ _ _ _ _ ~ ~  ~ 

Notional I Fair 
Amounts Value Expire 

Contracts Notional -1- Fair 
Expire I Amounts Value 

+- 
~~~~ 

$ 275 ~ $ 27 ~ 2009 
I 

6 3 0  20 2004-2022 

I 
100 (1 1 2001 

(9) 1 2011 

~~ 

I 
$ 1 0 0  $ 1  2000 

! 

1 - ~ 2 0 0 0  500 

9 FOREIGN CURRENCY DERIVATIVES NAWE enters into foreign currency swap agreements to manage foreign 
currency risks associated with energy contracts denominated in foreign currencies, primarily in the Canadian dollar. As of 
December 31  , 2000, the agreements had a notional contract amount of approximately $1 ,396 million, beginning in the year 
2001 and extending through the year 2005,  and had a weighted-average fixed exchange rate of 1 .4672 Canadian dollars to one 
U.S. dollar. As of December 31 , 1999, the agreements had a notional contract amount of approximately $762 million, beginning 
in the year 2 0 0 0  and extending to the year 2005,  and had a weighted-average fixed exchange rate of 1 . 4 7 0  Canadian dollars to 
one U.S. dollar. The fair value of foreign currency swap agreements was not material at December 31, 2000 or 1 9 9 9 .  

~. 

~ 

1999 
~ ~ ~ _ _ _ _ _  ~ - 

2000 
~ 

~~ 

1998 
Fixed-to-floating rate swaps 
Cancelable fixed-to-floating rate swaps 
Commercial paper swaps 

6.50% 5.7  1 % 6.04% 
5.09% 
6.1 1 % 4.95% I 



@ MARKET A N D  CREDIT  RISK Duke Energy’s principal markets for power and natural gas marketing services are 
industrial end-users and utilities located throughout the U.S.,  Canada, Asia Pacific and Latin America. Duke Energy has concen- 
trations of receivables f rom natural gas and electric utilities and their affiliates, as well as industrial customers throughout these 
regions. These concentrations of customers may affect Duke Energy’s overall credit risk in that certain customers may be similar- 
ly affected by changes in economic, regulatory or other factors. On all transactions where Duke Energy is exposed to credit r isk,  
Duke Energy analyzes the counterparties’ financial condition prior to entering into an agreement, establishes credit l imits and 
monitors the appropriateness of these limits on an ongoing basis. As of December 3 1 ,  2000,  Duke Energy had approximately 
$400 mill ion in receivables related to energy sales in California. Duke Energy quantified its exposures with regard to those 
receivables and recorded a provision of $1 10 million. See Note 14 to the Consolidated Financial Statements for further informa- 
tion regarding credit exposure. 

The change in market value of New York Mercantile Exchange-traded futures and options contracts requires daily cash 
settlement in  margin accounts with brokers. Physical forward contracts and financial derivatives are generally settled at the 
expiration of the contract term or each delivery period; however, these transactions are also generally subject to margin agree- 
ments with the majority of Duke Energy’s counterparties. 

2000 

FINANCIAL I N S T R U M E N T S  The fair value of financial instruments is summarized in the following table. Judgment is 
required in interpreting market data to  develop the estimates of fair value. Accordingly, the estimates determined as of December 
31 ,  2000 and 1999, are not necessarily indicative of the amounts Duke Energy could have realized in current markets. The majority 
of the estimated fair value amounts were obtained from independent parties. 

1999 
. - 

FINANCIAL INSTRUMENTS I I N  M I L L I O N S  

Book Value 
Approximate Approximate 

Fair Value I Book Value 1 Fair Value 
Long-term debta 
Guaranteed preferred beneficiat interests in 

a Includes current maturities 

$ 1 1 , 4 5 6  $ 1 2 , 1 9 8  $ 9,165 $ 8,891 

The fair value of cash and cash equivalents, notes receivable, notes payable and commercial paper are not materially different 
f rom their carrying amounts because of the short- term nature of these instruments or because the  stated rates approximate 
market rates. 

Guarantees made on behalf of affiliates or recourse provisions from affiliates have no book value associated with them, and 
there are no fair values readily determinable since quoted market prices are not available. 

subordinated notes of Duke Energy 
or subsidiaries 1 ,406 

Preferred stocka ~ 2 8 0  

8. I N V E S T M E N T  IN AFFILIATES 

1 , 3 8 9  1 ,404  1 , 2 0 7  
275 31 3 3 0 3  

Investments in domestic and international affiliates that are not controlled by Duke Energy but where Duke Energy has signifi- 
cant influence over operations are accounted for by the equity method. These investments include undistributed earnings of $70 
mill ion and $6 million in 2000 and 1999, respectively. Duke Energy’s share of net income from these affi l iates is reflected in the 
Consolidated Statements of Income as Other Operating Revenues. 

@ NATURAL GAS TRANSMISSION Investments primarily include ownership interests in  natural gas pipeline joint ven- 
tures which transport natural gas to the U.S. from Canada. Investments include a 37.5% ownership interest in Marit imes 8, 
Northeast Pipeline, LLC. 

@ FIELD SERVICES Investments primarily include a 37% interest in a partnership which owns natural gas gathering sys- 
tems in the Gulf of Mexico (Dauphin Island Gathering Partners) and a 21 -1% ownership interest in TEPPCO. 



(5) N O R T H  AMERICAN WHOLESALE ENERGY Significant investments include a 50% indirect interest in  VMC 
Generating Company, a merchant electric generating company, a 32 .5% indirect interest in American Ref-Fuel, LLC and a 50% 
interest in  Southwest Power Partners. 

Natural Gas 
Transmission 

Field Services 
North American 

3 INTERNATIONAL ENERGY International Energy has investments in various natural gas and electric generation and 
transmission facilities in  its targeted geographic areas. Significant investments include a 25% indirect interest in National 
Methanol Company, which owns and operates a methanol and MTBE (methyl tertiary butyl ether) business in Jubail, Saudi Arabia. 

$ 8 2  $ 88 $ 170 
373 373 

@ 
fossil-fueled generating plants. 

O T H E R  ENERGY SERVICES Investments include the participation in various construction and support activities for 

Domestic 1 International ! Total 1 Domestic I International 1 Total Domestic I International I Total 

@ DUKE VENTURES Significant investments include various real estate development projects and a 20% interest in the 

Natural Gas q$ 1 3  
Field Services 39 

BellSouth PCS joint venture until its sale in 2000.  

INVESTMENT IN AFFILIATES I IN MILLIONS 

$ 4 $ 3 9  1 7  

I_ __. I 2000 
I Domestic 1 International ! Total 

North American ~ 

Wholesale 
Energy 3 6  

International 
Energy 4 3  

Other Energy 
Services (1 3) 

Duke Ventures (9) 
Other Operations (1 0) 

Total 1 , $56- - $ 4 7  __ 

3 6  

43 

(1 3) 
(9) 

(1 0) 
$ 1 0 3  

DECEMBER 31 

4 2 5  425 

1998 
Domestic 1 International 

1 7 1  1 

223 

- 24  1 0 1  
' 

1 5 4  

Services 7 18 
Other Energy 

Other Operations 
Total 1 

Total 

$ 141 
3 0 3  

1 7 1  

2 2 3  

4 2  
2 4  

$ 902 
(2) 

I 

$ 1 6  1 $ 9 $ 2 5 i  $ 1 4  
4 4  I 

$ 17 
9 



SUM MAR I Z ED CO M BI NED FI N A NC I AL I N FOR MAT ION 
OF UNCONSOLIDATED AFFILIATES I N  MILLIONS DECEMBER 31 

~- 

1999 7- 1998 
~ ~~~ =---- v ~- 

Balance sheet 
$ 848 I Current assets $ 1,242 $ 1,544 

Electric generation and transmission 

Noncurrent assets 6,588 
Current I ia bilities 888 
Noncurrent liabilities 4,404 

~- Net assets 

Income statement 

-LFr-:= $ 2,538 

Operating revenues , $ 4,617 

11,734 

7,340 
1 ,084  
3,884 t $ 3,220-  

7,826 
1,155 
4,727 

$ 3,488 
~ ~ _ _ _ _ _ _ _ _  - 

---I -~ 

_ -  

$ 3,510 ~ $ 1,667 

Duke Energy had outstanding notes receivable f rom certain affi l iates of $70 mill ion and $72 mill ion at December 31, 2000 and 
1999, respectively. 

- ~~ 

9. PROPERTY, PLANT AND EQUIPMENT 
~ ~~ - 

DECEMBER 31 ~- NET PROPERTY, .__ P L A N T  A N D  EQUIPMENT I IN M ~ L L I O N S  I ~~~ 

.- 

Gathering and processing facilities 
Other buildings and improvements 
Leasehold imp rovemen t s 

Nuclear fuel 
Equipment 
Ve h i d e s  
Construction in process 

1,717 
0,290 
2,466 
1,310 

8 
741 
83 
37 

1,220 
2,539 

$ 30,436 

$ (9,441) - -  

~~ 

~- 

~ 

Total 1  property, plant and equipment $ 34,615 
_- ~~ 

Total I accumulated depreciationa ~~ $(I 0,146) ~ ~~ 

4,434 ~ 

1,339 
14 

761 
92 
36 

2,209 
I 

Other I 2,679 I 

.. .~ ~ 

1999 
2 5  

I 
Total j net property, plant and equipment I $ 24,469 $ 20,995 

a Includes amortization of nuclear fuel: 2000 - $503 million; 1999 - $444 million 

Capitalized interest of $67 mill ion, $52 mill ion and $28 mill ion is included in the Consolidated Statements of Income for the 
years ended December 31, 2000, 1999 and 1998, respectively. 



IO. DEBT AND CREDIT FACILITIES 
.- ~ ~ ~~~ 

LONG-TERM DEBT I IN M I L L I O N S  

~ Year Due 
DUKE ENERGY 

First and refunding mortgage bondsa 
5 I 875 Yo-6. 37 5% 
6.750 Yo-8. 30 Oh 
7.0%-8.950% 

Pollution control debt, 3.850%-5.80% 
Notes: 

5.3 7 5 Yo - 9.2 I 0 'Yo 
6.0 %-6 I 60 % 

Commercial paper, 6.51 0% and 5.840% 
weighted-average rate at December 31 , 2000 
and 1 9 9 9 ,  respectivelyb 

Other debt 
Notes matured during 2000 
_ _ _ _ _ _ ~ ~  

DUKE CAPITAL CORPORATION 

Senior notes: 
6.25Ooh-7.50% 
6.750%-8.50% 

Commercial paper, 6.660% and 5.91 0% 
weighted-average rate at December 31 , 2000 
and 1999,  respectivelyb 

weighted-average rate at December 31,  2000 
and 1999, respectively 

Note payable to affi l iate 6.140% and 5.030% 

. .  . ~~~ 

PAN EN E R GY C O R  P 

Bonds: 
7.750% 
8.6 2 5% de bent u res 

7.0 %-9.9 0 YO, m at u ring s e ria I I y 
Notes:  

TETCO 

Notes: 
7.30%-I 0.375% 
Medium-term, Series A, 7.640%-9.070% 

2001 -2008 
2023-2025 
2027-2033 
201 2-201 7 

2009-201 6 
2028-2038 

2004-2009 
201 8-201 9 

2022 
2025 

2001 -201 0 
2001 -201 2 

.. 

ALGONQUIN GAS TRANSMISSION COMPANY 

9.1 30% Notes  2003 

2000 
~ ~ _ _ _ _ _  

$ 625 
661 
165 
172 

81 1 
500 

1,256 
18 

1,400 
650 

1,378 

141 
~ ~ 

328 
100 

384 

1999 

600 
51 

$ 625 
661 
165 
172 

264 
500 

1 , I  84 
21 

200 
_ _ _ _ _ _ ~  

1 ,250 
650 

535 

86 
~ 

328 
100 

395 

500 
51 

1 0 0  
I 

100 
_ _ _ _ _ _ _ _ _ ~  ~ 

~ _ _  ~ 

a Substantially all of Franchised Electric's plant was mortgaged 

b Extendible commercial notes are included in the 2000 amounts 



LONG-TERM DEBT (CONTINUED) 1 IN  MILLJONS _ _ _ _ _ _ ~ - _ _ _ _  

-- I DEFS 

Notes, 7.50%-8.125% 
Commercia t paper, 7.390% weighted - averag e 

-- -~ -1 rate at December 31, 2000 
- 

DENA 

Bonds, 7.50%-10.0% 
Capital leases 
Notes matured during 2000 

_- - 

DEI 

Medium-term note 7.250% 
Notes: 

4.50%-18.0% 
7.90% 
6.0%-10.0%c 

~ Credit facilities, 6.1 30% and 6.01 0% 
weighted-average rate at December 31, 2000 
and 1999, respectively 

weighted-average rate at December 31 ,  2000 
and 1999, respectively 

Commercial paper, 6 .40% and 5.51 0% 

2004 139 
~ 

!  CRESCENT^ 
Construction and mortgage loans, 6,30%-9.50% 

Other debt of subsidiaries 
Unamortized debt discount and premium, net 

Total long-term debt 
Current maturities of long-term debt 
Short-term notes payable and commercial paper 

Total 1 long-term portion 

162 

201 0-2030 
2009-2028 

302 
272 

c 

207 
380 

2001 -2024 222 
2004-201 3 i 138 
201 3-201 7 I 477 

I 44 

107 
161 
485 

80 

223 ~ 49 

2001-201 0 I 6 7  46 

34 
(66) rq 9,432 (482) 

$ 1 1 , 0 1 9  $ 8,683 

1 103 

~ ~ . -  .- (267) 

c Paranapanema (Brazil) debt; principal is indexed annually to inflation. 
d Substantial amounts of Crescent’s real estate development projects, land and buildings were pledged as collateral. 

The weighted-average interest rate on outstanding short-term notes payable and commercial paper at December 31 ,  2000 and 
1999, was 6 .80% and 5.720°h, respectively. 

~. - -~ _ _ _  ANNUAL MATURITIES 1 IN _. MILLIONS 

2001 $ 437 
2002 2 6 3  
2003 4 7 5  
2004 956 
2005 922 
There aft e r __ .. ~ .. 8,403 
Total 1 long-term debt $ 11,456 

_I 



Included in the annual maturities after 2005 is $1,536 mill ion of long-term debt that has call options whereby Duke Energy has 
the option t o  repay the debt early. Based on the years in  which Duke Energy may first exercise its redemption options, $95 mil- 
lion could potentially be repaid in 2001, $1,114 mill ion in  2002,  $227 mill ion in  2003 and $1 00 mill ion in  2005. 

McGuire 1 
McGuire 2 
Catawba 1 
Catawba 2 
Oconee 1 and 2 
Oconee 3 

- ____ 
DECEMBER 31 C R E D I T  FACILITIES I IN MILLIONS -- 

1999 
~- - 

2000 
I 

Credit Credit 
Facilities ~ Outstanding Facilities 

I 

~ ~ _ _ _ _  ~ _ _ -  
364-day facilitiesa 
Three-year revolving facilities 
Four-year revolving faci I i  t ies 
Five-year revolving facilitiesa 2 ,200 2 , 2 0 0  

-_  ~ ~ _ _ _ _ _ _ _ _ _ _  . ._ -~ 
$ 3,713 
- ~~~ 

----- Total consolidated $ 4,205 $ 4 4  

a Supported commercial paper facilities 

~- __ 
2021 
2 0 2 3  
2 0 2 4  
2026 
2033 
2034 

- __ 

11. NUCLEAR DECOMMISSIONING COSTS 

@ NUCLEAR DECOMMISSION I N G  COSTS Estimated site-specific nuclear decommissioning costs, including the cost 
of decommissioning plant components not subject to  radioactive contamination, total approximately $1.9 bil l ion stated in 1999 
dollars based on decommissioning studies completed in 1999.  This amount includes Duke Energy’s 1 2 . 5 %  ownership in  the 
Catawba Nuclear Station. The other joint owners of Catawba Nuclear Station are responsible for decommissioning costs related 
to their ownership interests in the station. Both the NCUC and the PSCSC have granted Duke Energy recovery of estimated 
decommissioning costs through retail rates over the expected remaining service periods of Duke Energy’s nuclear stations. The 
operating licenses for Duke Energy’s nuclear units are subject to extension. On May 23, 2000, Duke Energy was granted a 
license renewal for Oconee. The current operating licenses for Duke Energy’s nuclear units are as follows: 

During 2 0 0 0  and 1999, Duke Energy expensed approximately $57 million, which was contributed to the external funds for 
decommissioning costs, and accrued an additional $8 million to the internal reserve. Nuclear units are depreciated at an annual 
rate of 4.7%, of which 1.61 % is for decommissioning. The balance of the external funds as of December 31 , 2000 and 1999, 
was $717 million and $703 million, respectively. The balance of the internal reserve as of December 31 , 2000 and 1999,  was 
$231 mill ion and $223 million, respectively, and is reflected in the Consolidated Balance Sheets as Accumulated Depreciation 
and Amortization. Management believes that the decommissioning costs being recovered through rates, when coupled with 
expected fund earnings, are currently sufficient to provide for the cost of decommissioning. 

A provision in the Energy Policy Act  of 1 9 9 2  established a fund for the decontamination and decommissioning of the 
Department of Energy’s (DOE) uranium enrichment plants, (the D&D Fund). Licensees are subject to an annual assessment for 
1 5  years based on their pro rata share of past enrichment services. On June 1 2 ,  1998,  Duke Energy and 21 other uti l i t ies fi led 
a lawsuit challenging the constitutionality of the D&D Fund and seeking an injunction that prohibits the government f rom col-  
lecting the assessment and a refund of all assessments paid. The annual assessment is recorded in the Consolidated Statements 



of Income as Fuel Used in Electric Generation. Duke Energy paid $10 million during 2000 and has paid $85 million cumulatively 
related to its ownership interests in nuclear plants. The remaining liability and regulatory assets of $62 million and $70 mill ion 
at December 31 ,  2000 and 1999, respectively, are reflected in the Consolidated Balance Sheets as Deferred Credits and Other 
Liabilities, and Regulatory Assets and Deferred Debits, respectively. 

I@ SPENT NUCLEAR F U E L  Under provisions of the Nuclear Waste Policy Act of 1982,  Duke Energy has entered into con- 
tracts with the DOE for the disposal of spent nuclear fuel. The DOE failed to begin accepting the spent nuclear fuel on January 
31, 1998,  the date provided by the Nuclear Waste Policy Act and by Duke Energy’s contract with the DOE. On June 8 ,  1998,  
Duke Energy filed with the U.S. Court of Federal Claims a claim against the DOE for damages in excess of $1 bil l ion arising out 
of the DOE‘s failure to  begin accepting commercial spent nuclear fuel by January 31 ,  1 9 9 8 .  Damages claimed in the suit are 
intended to recover costs that Duke Energy is incurring and wil l continue to incur as a result of the DOE’s partial material breach 
of i t s  contract with Duke Energy, including costs associated with securing additional spent fuel storage capacity. Duke Energy 
wil l continue to safely manage its spent nuclear fuel until the DOE accepts it. Payments made to the DOE for disposal costs are 
based on nuclear output and are included in the Consolidated Statements of Income as Fuel Used in Electric Generation. 

12. GUARANTEED PREFERRED BENEFICIAL INTERESTS IN SUBORDINATED 
NOTES OF DUKE ENERGY OR SUBSIDIARIES 

-_ - ~~ . -  

Duke Energy and certain subsidiaries have each formed business trusts for  which they own all the respective common securi- 
ties. The trusts issue and sell preferred securities and invest the gross proceeds i n  junior subordinated notes issued by the 
respective parent companies. 

DECEMBER 3 1  ~- _ _  

Due I 2000 1999 

1 9 9 8  2038 I 350 350 

- 

I 1 9 9 7  2037 -1 $ 350 !$ 350 
Issued - 

1 9 9 8  7 . 3  7 5 Yo 
1 9 9 9  
1 9 9 9  I 7 .20% _ .-.- .. 

Unamortized debt discount 

250 250 
2029 250 250 

250 250 2039 

$ 1 , 4 0 6  $ 1,404 

_. .. ~~ . . 

2038 ~ 

I 
(44) ___ ~~ (46)- 

~. ~~ 

These trust preferred securities represent preferred undivided beneficial interests in the assets of the respective trusts. Payment 
of distributions on these preferred securities is guaranteed by the respective parent company, but only to the extent the trusts 
have funds legally and immediately available to make such distributions. Dividends of $1 08 mill ion, $87 mill ion and $44 million 
related to the trust preferred securities have been included in the Consolidated Statements of Income as Minority Interest 
Expense for the years ended December 31, 2000, 1 9 9 9  and 1998,  respectively. 

13.  PREFERRED AND PREFERENCE STOCK 
.. 

~~~ ~~ 

Preferred Stock 

Par 
Value 

$ 1 0 0  

Shares 
( I N  MILLIONS) 

12.5 

I $ 25 1 0 . 0  
$ 1 0 0  I 1 . 5  

i 
Preferred Stock A 
Preference Stock 

As of December 31, 2000 and 1999,  there were no shares of preference stock outstanding. 



~~~ ~ ~ ~ ~ ~~ ~ ~~~~~~~ 

6 .20% D (Preferred Stock A) 1 9 9 2  1 800,000 I $ 20 
6.30% U 1 9 9 2  130,000 13 
6.40% V 1 9 9 2  130,000 1 3  
6.75% X 1 9 9 3  250,000 i 25 
6.1 0% C (Preferred Stock A)a 1 9 9 2  

The annual sinking fund requirements for 2001 through 2005 are $33 million, $13 mill ion, $2 million, $2 mill ion and $2 mill ion, 
respectively. Some additional redemptions are permitted a t  Duke Energy's option. 

$ 20 
1 3  
1 3  
25 
20 

PREFERRED S T O C K  W I T H O U T  SlruKlNG FUND REQUIREMENT 

Rate/Series ~ Year Issued 
~ 

6.20% Ta 1 9 9 2  
Total I 

~ . _ _  

4.50% C 
7.85% S 
7.00% W 
7.04% Y 
6 .375% (Preferred Stock A) 
Auction Series A 

Total 

' 3  ~~ 

$104 
. -~ 

$ 71 ' 
_________ l-.- 

1 9 6 4  
1 9 9 2  
1 9 9 3  
1 9 9 3  
1 9 9 3  
1 9 9 0  

~ -~ _- 
$ 1 8  

3 0  
~ 25 

3 0  
31 
75 

$ 2 0 9  
~~~ ~~ - .... 

i 1 DOLLARS IN MILLIONS 
~~ 

Shares Outstanding 
at December 31, 2000 

1 7 5 , 0 0 0  
300,000 
249,989 
299,995 

1,257,185 
750,000 

- .... 

$ 18 
30 
2 5  
30 
31 
75 

$ 209 

The call provisions for the outstanding preferred stock specify various redemption prices not exceeding 104% of par value, plus 
accumulated dividends to  the redemption date. 

-. 
14. COMMITMENTS A N D  CONTINGENCIES 

~~~~ ~~~ ~~~~~~ . . ~~ 

@ N U C L E A R  I N S U R A N C E  Duke Energy owns and operates the McGuire and Oconee Nuclear Stations with two and three 
nuclear reactors, respectively, and operates and has a partial ownership interest in the Catawba Nuclear Station with two nuclear 
reactors. Nuclear insurance coverage is maintained in three program areas: liability coverage; property, decontamination and 
decommissioning coverage; and business interruption and/or extra expense coverage. Certain expenses associated with nuclear 
insurance premiums paid by Duke Energy are reimbursed by the other joint owners of the Catawba Nuclear Station. 

Pursuant to the Price-Anderson Act, Duke Energy is required to  insure against public liability claims resulting from nuclear 
incidents to  the full l imit of liability of approximately $9.5 bil l ion. 

-[PRIMARY LIABILITY INSURANCE The maximum required private primary liability insurance of $200 mill ion has been purchased 
along with a like amount to cover certain worker tort claims. 

{EXCESS LIABILITY INSURANCE This policy currently provides approximately $9.3 billion of coverage through the Price-Anderson 
Act's mandatory industry-wide excess secondary insurance program of risk pooling. The $9.3 billion of coverage is the sum of 
the current potential cumulative retrospective premium assessments of $88 million per licensed commercial nuclear reactor. This 
$9.3 bil l ion will be increased by $88 million as each additional commercial nuclear reactor is licensed, or reduced by $ 8 8  mi l -  
lion for certain nuclear reactors that are no longer operational and may be exempted from the risk pooling insurance program. 
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, 



l icensees may be assessed up to $88 million for each of their licensed reactors, payable at a rate not to exceed $10 mill ion a 
year per licensed reactor for each incident, The $88 mill ion amount is subject to indexing for inflation and may be subject to 
state premium taxes. 

Duke Energy is a member of Nuclear Electric Insurance Limited (NEIL), which provides property and business interruption 
insurance coverage for Duke Energy's nuclear facilities under the following three policy programs: 

< P R I M A R Y  PROPERTY I N S U R A N C E  
Duke Energy's nuclear facil i t ies. 

This pol icy provides $500 mi l l ion  i n  p r imary  property damage coverage fo r  each of 

{EXCESS PROPERTY INSURANCE This policy provides excess property, decontamination and decommissioning liability insurance 
in the following amounts: $2.25 billion for the Catawba Nuclear Station and $1.5 bil l ion each for the Oconee and McGuire 
Nuclear Stations. 

-(BUSINESS INTERRUPTION INSURANCE This policy provides business interruption and/or extra expense coverage resulting f rom 
an accidental outage of a nuclear unit. Each unit of the McGuire and Catawba Nuclear Stations is insured for up to approximately 
$4 million per week and the Oconee Nuclear Station units are insured for up to approximately $3 million per week. Coverage 
amounts per unit decline if more than one unit is involved in  an accidental outage. Initial coverage begins after a 12-week 
deductible period and continues at 100% for 52 weeks and 80% for the next 11 0 weeks. 

If NEIL'S losses ever exceed its reserves for any of the above three programs, Duke Energy wi l l  be liable for assessments of 
up to five times its annual premiums. The current potential maximum assessments are as follows: Primary Property Insurance - 
$1 8 mill ion; Excess Property Insurance - $1 8 mill ion; Business Interruption Insurance - $1 5 mill ion. 

The other jo int  owners of the Catawba Nuclear Station are obligated to  assume their  pro rata share of any l iabil i t ies for  
retrospective premiums and other premium assessments resulting from the Price-Anderson Act's excess secondary insurance 
program of risk pooling or the NEIL policies. 

@ 
quality, hazardous and solid waste disposal and other environmental matters. 

ENVIRONMENTAL Duke Energy is subject to international, federal, state and local regulations regarding air and water 

<MANUFACTURED GAS PLANTS AND SUPERFUND SITES Duke Energy was an operator of manufactured gas plants until the early 
1950s and has entered into a cooperative effort with the State of North Carolina and other owners of certain former manufac- 
tured gas plant sites to investigate and, where necessary, remediate these contaminated sites. Duke Energy is considered by 
regulators to be a potentially responsible party and may be subject to future liability at eight federal Superfund sites and three 
state Superfund sites. While the cost of remediation of these sites may be substantial, Duke Energy will share in  any liability 
associated with remediation of contamination at such sites with other potentially responsible parties. Management believes that 
resolution of these matters wi l l  not  have a material adverse effect on consolidated results of operations, cash flows or financial 
position. 

3 P C B  (POLYCHLORINATED BtPHENYL) ASSESSMENT AND CLEANUP PROGRAMS In June 1999,  the Environmental Protection Agency 
(EPA) certif ied that TETCO, a wholly owned subsidiary of Duke Energy, had completed cleanup of PCB-contaminated sites under 
conditions stipulated by a U,S. Consent Decree in 1989. TETCO was required to continue groundwater monitoring on a number 
of sites for two years. This required monitoring was completed as of the end of 2000, pending EPA concurrence. TETCO will be 
evaluating and discussing with the EPA, appropriate state authorities or both the need for additional remediation or monitoring. 

Under terms of the sales agreement with CMS discussed in  Note 2 to the Consolidated f inancial  Statements, Duke Energy 
is obligated to  complete cleanup of previously identified contamination resulting from the past use of PCB-containing lubricants 
and other discontinued practices at certain sites on the PEPL and Trunkline systems. Based on Duke Energy's experience to date 
and costs incurred for cleanup operations, management believes the resolution of matters relating to  the environmental issues 
discussed above wil l not  have a material adverse effect on consolidated results of operations, cash flows or f inancial position. 



+ A I R  QUALITY CONTROL In October 1998, the EPA issued a final rule on regional ozone control that required 22 eastern states 
and the District of Columbia t o  revise their State Implementation Plans (SIPS) to significantly reduce emissions of nitrogen oxide 
by May 1 ,  2003. The EPA’s rule was challenged in court by various states, industry and other interests, including the states of 
North Carolina and South Carolina, and Duke Energy. In March 2000, the court upheld most aspects of the EPA’s rule. The same 
court subsequently issued a decision that extended the compliance deadline for implementation of emission reductions to May 
31, 2004. In January 2000, the EPA finalized another ozone-related rule under Section 126 of the Clean Air Act (CAA) that has 
virtually identical emission control requirements as its October 1998 action, but with a May 1 ,  2003 compliance date. The EPA’s 
2000 rule has been challenged in court. The court i s  expected to issue its decision during the spring of 2001. 

In response to the EPA’s October 1998 rule, both North Carolina and South Carotina are in  the process of finalizing the SIP 
revisions to implement the EPA rule’s emission reduction requirements. Additionally, North Carolina has adopted a separate rule 
that  caps nitrogen oxide emissions from coal-fired power plants in the event the EPA’s SIP rule is eventually overturned. 

Depending on the resolution of these and related matters, management anticipates that costs to Duke Energy may range 
from $500 mill ion to $900 million in capital costs for additional emission controls over an estimated t ime period which contin- 
ues through 2007. Emission control retrofits of this type are large technical, design and construction projects. These projects 
wi l l  be managed closely to ensure the continuation of reliable electric service to Duke Energy’s customers throughout the  
projects and upon their completion. 

On December 22, 2000, the U.S. Justice Department, acting on behalf of the EPA, filed a complaint against Duke Energy in 
the U.S. District Court in Greensboro, North Carolina, for alleged violations of the New Source Review (NSR) provisions of the 
CAA. The EPA is claiming that 29 projects performed at 25 of Duke Energy’s coal-fired units were major modifications as defined 
in the CAA and that Duke Energy violated the CAA’s NSR requirements when it undertook those projects without obtaining per-  
mits and installing emission controls for sulfur dioxide, nitrogen oxide and particulate matter. The complaint requests, among 
other things, that the court enjoin Duke Energy from operating the coal-fired units identified in the complaint, and order Duke 
Energy to install additional emission controls and pay unspecified civil penalties. This complaint appears to  be part of the EPA’s 
NSR enforcement initiative, in  which the EPA claims that uti l i t ies and others have committed widespread violations of the CAA 
permitting requirements for the past 25 years. The EPA has sued or issued notices of violation or investigative information 
requests, to at least 48 other electric utilities and cooperatives. 

The EPA’s allegations run counter to previous €PA guidance regarding the applicability of the NSR permitting requirements. 
Duke Energy, along with other uti l i t ies, has routinely undertaken the type of repair, replacement, and maintenance projects that  
the EPA now claims are illegal. Duke Energy believes that all of its electric generation units are properly permitted and have been 
properly maintained, and intends to defend itself vigorously against these alleged violations. However, because these matters are 
in a preliminary stage, management cannot estimate the effects of these matters on Duke Energy’s future consolidated results 
of operations, cash flows or financial position. The CAA authorizes civil penalties of up to $27,500 per day per violation a t  each 
generating unit. Civil penalties, if ultimately imposed by the court, and the cost of any required new pollution control equipment, 
if the court accepts the EPA’s contentions, could be substantial. 

@ INJURY AND DAMAGES CLAIMS Duke Energy has experienced numerous claims relating to damages for personal 
injury alleged to have arisen from the exposure to or use of asbestos in connection with construction and maintenance activities 
conducted by Duke Energy on its electric generation plants during the 1960s and 1970s. During 1999, Duke Energy experienced 
a significant increase in the number of these claims. This increase, coupled with its cumulative experience in claims received, 
prompted Duke Energy to conduct a comprehensive review which was completed in late 1999 and to record an $800 mill ion 
accrual, which is included in Other Deferred Credits and Other Liabilities in  the Consolidated Balance Sheets, to reflect the pur-  
chase of a third-party insurance policy as well as estimated amounts for future claims not recoverable under such policy. The 
insurance policy, combined with amounts covered by self-insurance reserves, provides for claims paid up to an aggregate of 
$1.6 billion. Duke Energy currently believes the estimated cjaims relating to this exposure wil l not exceed such amount. While 
Duke Energy is uncertain as to the timing of when claims wil l be received, portions of the estimated claims may not be received 
and paid for 30 or more years. 

While Duke Energy has recorded an accrual related to this estimated liability, such estimates cannot be made with certainty. 
Factors, such as the frequency and magnitude of claims, could resul t  in changes in  the estimates of the injury and damages 
liability and insurance recoveries. Such changes could result in, over time, a difference from the amount currently reflected in 



the financial statements. However, due to  Duke Energy’s insurance program relating to this liability, management believes that 
any changes in the estimates would not have a material adverse effect on consolidated results of operations, cash flows or finan- 
cial position. 

(3 CALIFORNIA ISSUES -[CALIFORNIA LITIGATION Duke Energy’s subsidiaries, DENA and DETM, have been named among 
1 6  defendants in a class action lawsuit (the Gordon lawsuit) f i led against companies identif ied as “generators and traders” of 
electricity in California markets. DETM also was named as one of numerous defendants in four additional lawsuits, including two 
class actions (the Hendricks and Pier 23 Restaurant lawsuits), filed against generators, marketers and traders and other 
unnamed providers of electricity in California markets. These suits were brought either by or on behalf of electricity consumers 
in the State of California. The Gordon and Hendricks class action suits were fi led in the Superior Court of the State of California, 
San Diego County, in  November 2000, The other three suits were filed in January 2001, one in the Superior Court of the State 
of California, San Diego County, and the other two in the Superior Court of the State of California, County of San Francisco. These 
suits generally allege that the defendants manipulated the wholesale electricity markets in violation of state laws against unfair 
and unlawful business practices and state antitrust laws. Plaintiffs in  the Gordon suit seek aggregate damages of over $4 
bil l ion, and the plaintiffs i n  the other suits, to the extent damages are specified, allege damages in excess of $1 bil l ion. The 
lawsuits each seek the disgorgement of alleged unlawfully obtained revenues for sales of electricity and, in three suits, an award 
of treble damages. 

A C A L I F O R N I A  WHOLESALE ELECTRICITY MARKETS As a result of high prices in the western U.S. wholesale electricity markets in  
2000, several state and federal regulatory investigations and complaints have commenced to determine the causes of the prices 
and potentially to recommend remedial action. The FERC concluded its investigation by issuing on December 15, 2000, an Order 
Directing Remedies in California Wholesale Electricity Markets. In this conclusion, the FERC found no basis in allegations made 
by government officials in California that specific electric generators artificially drove up power prices. This conclusion is con- 
sistent with similar f indings by the Compliance Unit of the California Power Exchange (CatPX) and the Northwest Power Planning 
Council, That Order is the subject of numerous rehearing requests. 

At the state level, the California Public Utilities Commission, the California Electricity Oversight Board, the California Bureau 
of State Audits and the California Office of the Attorney General al l  have separate ongoing investigations into the high prices and 
their causes. None of those investigations have been completed and no findings have been made in  connection with any of them. 

ACALIFORNIA  UTILITIES DEFAULTS A N D  OTHER PROCEEDINGS Two California electric uti l i t ies recently defaulted on many of their 
obligations to suppliers and creditors. NAWE supplies electric power to these uti l i t ies directly and indirectly through contracts 
through the California Independent System Operator (CAISO) and the CalPX. NAWE also supplies natural gas to these uti l i t ies 
under direct contracts. With respect to electric power sales through the CAISO and the CalPX, Duke Energy quantified its expo- 
sures at December 31 , 2000 to these utilities and recorded a $1 10 mill ion provision. As a result of these defaults and certain 
related government actions, Duke Energy has taken a number of steps, including initiating court actions, to mitigate its exposure. 

While these matters referenced above are in  their earliest stages, management does not believe, based on its analysis to 
date of the factual background and the claims asserted in these matters, that their resolution wil l have a material adverse effect 
on Duke Energy’s consolidated results of operations, cash flows or financial position. 

@ LITIGATION AEXXON M O B I L  CORPORATION ARBITRATION In December 2000, three subsidiaries of Duke Energy init iated 
binding arbitration against three subsidiaries of the Exxon Mobil Corporation (collectively, the “Exxon Mobil entit ies”) concerning 
the parties’ jo int  ownership of DETM and certain related af f i l iates (collectively, the “Ventures”). At issue is a buy-out r ight  
provision in the parties’ agreement. The agreements governing the ownership of the Ventures contain provisions giving Duke 
Energy the right to purchase the Exxon Mobil entit ies’ 40% interest in the Ventures in the event material business disputes arise 
between the Ventures’ owners. Such disputes have arisen, and consequently, Duke Energy exercised its right to buy the Exxon 
Mobil entities’ interest. Duke Energy claims that refusal by the Exxon Mobil entities to honor the exercise is a breach of the buy- 
out right provision, and seeks specific performance of the provision. Duke Energy also complains of the Exxon Mobil entities’ lack 
of use of, and contributions to,  the Ventures. 



In January 2001, the Exxon Mobil entities asserted counterclaims in the arbitration and claims in a separate Texas state 
court action alleging that Duke Energy breached its obligations to the Ventures and to the Exxon Mobil entities. The Exxon Mobil 
entit ies also claim that Duke Energy violated a Guaranty Agreement. While this matter is in  its early stages, management believes 
that the final disposition of this action will not have a material adverse effect on Duke Energy’s consolidated results of opera- 
tions, cash flows or financial position. 

(3 OTHER COMMITMENTS AND CONTINGENCIES <FINANCIAL GUARANTEES Certain subsidiaries of Duke Energy 
have guaranteed debt agreements of affiliates and have provided surety bonds and letters of credit, all of which totaled approx- 
imately $1.9 billion and $853 million as of December 31 2000 and 1999,  respectively. The increase in the amount of these oblig- 
ations is primarily due to increasing support for margin deposits and power exchange participation. 

E) LEASES Duke Energy utilizes assets under operating leases in several areas of operations. Consolidated rental expense 
amounted to  $90 million, $87 mill ion and $80 mill ion in  2000, 1 9 9 9  and 1998,  respectively. Future minimum rental payments 
under Duke Energy’s various operating leases for the years 2001 through 2005 are $74 mill ion, $60 mill ion, $51 million, $44 
mill ion and $38 mill ion, respectively. 

-_ 
15 .  COMMON STOCK 

On December 20, 2000, Duke Energy announced a two-for-one common stock split effective January 26, 2001 , t o  shareholders 
of record on January 3, 2001.  All outstanding share and per share amounts have been restated to reflect the stock split, and 
appropriate adjustments have been made in the exercise price and number of shares subject to stock options along with appro- 
priate adjustments to stock amounts and other employee benefit programs. Effective with the stock split, the quarterly cash 
dividend rate on common stock is $0.275 per share, subject to declaration from time to time by the Board of Directors. 

At its December 20 ,  2000 meeting, the Board of Directors approved a proposal to increase the number of authorized shares 
of common stock from one billion to two bil l ion. Such an increase is  subject to shareholder approval at the Duke Energy 
Corporation Annual Meeting of Shareholders to be held on April 26, 2001. 

16. STOCK-BASED COMPENSATION 
~- -. . -~ 

Al l  of the following information regarding outstanding common stock shares and options has been restated t o  ref lect  the 
two-for-one common stock split discussed in  Note 15 to the Consolidated f inancial  Statements. 

Under Duke Energy’s 1 9 9 8  Long-term Incentive Plan (the 1 9 9 8  Plan), stock options for up to  30 mill ion shares of common 
stock may be granted to key employees. Under the 1 9 9 8  Plan, the exercise price of each option granted is required to be no less 
than the market price of Duke Energy’s common stock on the date of grant. Vesting periods range from one to  five years with a 
maximum term of 1 0  years. An amendment to the 1 9 9 8  Plan, subject to shareholder approval at the Duke Energy Corporation 
Annual Meeting of Shareholders to be held on April 26,  2001 , wil l increase the number of shares of common stock available 
under the 1 9 9 8  Plan to 6 0  million shares. 



STOCK O P T I O N  ACTIV ITY . 
I 

Options 1 Weighted-Average 

5 , 4 5 9  I-- 7 , 0 9 6  

_- (IN THOUSANDS) Exercise Price 

$1 2 
2 9  

~~~ ~. ~ - - 
Outstanding at December 31 , 1 9 9 7  

Granted 
Exercised 
Forfeited 

Granted 
Exercised 

Outstanding at December 31 , 1 9 9 8  

(1,896) 
(1,736) 

I 8,923 
1 0 , 3 0 8  

(856) 

11 
2 9  
23 
27 
1 2  
29 
25  

Forfeited 

Granted 7 ,594 41 
Outstanding at December 31 ,  1 9 9 9  17 ,625 

I 
Exercised 
Forfeited 

Outstanding at December 31, 2000 

21 
27 
31  

STOCK O P T I O N S J  

Range of 
Exe rcis e 
Prices 

$ 5  to $ 7  
$ 8  to $ 1 0  
$ 1 1  t o $ 1 2  
$ 1 3  to $ 1 6  
$ 2 1  t o $ 2 5  
$26 to $ 3 0  
$ 3 1  to $ 3 4  
>$34 
Total 1 

- _- 

I T  DECEMBER 31, 2 0 0 0  

Outstanding 

Weighted- 
Average Average 

Number Remaining Life Exercise 
Price 

7 
9 4 4  
203 
2 2 0  

6 ,115 
7 ,726 

5 7 8  
6 ,713 

1 . 3  
3.1 
3 . 3  
5.1 
8.9 
7 . 7  
8 -0 

10.0 

I 
$ 7  
10 
1 2  
1 4  
2 5  
2 9  
32 
43 

22,506 I I 

Exerc isa b I e 

Number 
( IN THOUSANDS) 

7 
9 4 4  
2 0 3  
2 2 0  

Weighted- 
Average 
Exercise 

Price 

$ 7  
1 0  
1 2  
1 4  

I 

1 , 5 3 2  2 4  
2,111 1 2 9  185 3 3  

-7xe-l- $ 2 3  

Duke Energy had 3 . 6  million and 3.0 mill ion options exercisable at December 31, 1 9 9 9  and 1 9 9 8 ,  with weighted-average 
exercise prices of $1 7 and $1 1 per option, respectively. 

tively. The fair value of each option grant was estimated on the date of grant using the Black-Scholes option-pricing model. 
The weighted-average fair value of options granted was $1 0, $5 and $4  per option during 2000,  1999 and 1998,  respec- 

WE I G H TED -AVER A G  E A S S  U M P T I  0 N S FO R O P T  ION - P R I CI N G 

4.1 Oh 4.2% 
18.8% 15.1 Oh 

I 5.9% 5.6% 

Stock dividend yield 
Expected stock price volatility I i 25.1 Oh 
Risk-free interest rates 5 .3% 
Expected option lives j 7 years 7 years 7 years 

Had compensation expense for stock-based compensation been determined based on the fair value at the grant dates, 2 0 0 0  net 
income would have been $1 ,764 million, or $2.37 per basic share; 1 9 9 9  net income would have been $1,498 million, or $2 .03  
per basic share; and 1 9 9 8  net income would have been $1,250 million, or $1 .70  per basic share. 

I 3.7% 1 2000 

I ._ __ 



Under Duke Energy's 1 9 9 6  Stock Incentive Plan (the 1 9 9 6  Plan), four million shares of common stock were reserved for 
awards to employees. Restricted stock grants made under the 1 9 9 6  Plan vest over periods ranging from one to five years. Duke 
Energy awarded 294,526 restricted shares (fair value at grant dates of approximately $8 million) in 2000 and 131,700 restricted 
shares (fair value at grant dates of approximately $4 million) in 1999.  Compensation expense for the grants is charged to earnings 
over the restriction period and amounted to $4 million in 2000 and was not material in 1 9 9 9  or 1 9 9 8 .  

Duke Energy granted Company Performance Awards under the 1998 Plan, under which 30 mill ion shares of common stock 
have been reserved for employee and outside director awards. These share grants under the 1998 Plan vest over periods ranging 
between one and seven years. Duke Energy awarded 225,000 of these shares (fair value a t  grant dates of $7 million) in  2000 
and 986,400 of these shares (fair value a t  grant dates of $26 million) in 1999. Compensation expense for the stock grants is 
charged to earnings over the vesting period, and amounted to $7 million in 2000, $3 million in 1 9 9 9  and zero in 1998.  

17. EMPLOYEE BENEFIT PLANS 

@ RETIREMENT P L A N S  Duke Energy and its subsidiaries maintain a non-contributory defined benefit retirement plan 
covering most employees with minimum service requirements using a cash balance formula. Under a cash balance formula, a 
plan participant accumulates a retirement benefit based upon a percentage, which may vary with age and years of service, of 
current eligible earnings and current interest credits. 

O n  December 31, 1 9 9 8 ,  all defined benefit retirement plans maintained by Duke Energy and i ts subsidiaries, except for the 
PanEnergy retirement plan, were merged to form the Duke Energy Retirement Cash Balance Plan (the Duke Energy Plan). The 
plan merger changed the benefit for certain participants, from a formula based primarily on benefit accrual service and highest 
average earnings, to  a cash balance formula. 

Through December 31, 1998, the PanEnergy ret i rement plan provided ret i rement benef i ts (i) for eligible employees of 
certain subsidiaries that are generally based on an employee's years of benefit accrual service and highest average eligible earn- 
ings, and (ii) for eligible employees of certain other subsidiaries under a cash balance formula. In 1 9 9 8 ,  a significant amount of 
lump sum payouts were made from the PanEnergy plan resulting in a settlement gain of $1 0 mill ion. Effective January 1 ,  1 9 9 9 ,  
the benefit formula under the PanEnergy plan, for all eligible employees, was changed to  a cash balance formula,  

In connection with the 1999 sale of the Midwest Pipelines to CMS, benefit accruals under the PanEnergy plan were frozen 
on December 31 ,  1998,  for all participants who, as a result of the sale, became employees of CMS and its subsidiaries. Once 
the transfer of the benefit obligation and related assets of the affected participants to CMS was completed, the PanEnergy plan 
was merged into the Duke Energy Plan. 

Duke Energy's policy is to fund amounts, as necessary, on an actuarial basis to provide assets sufficient to meet benefits 
to  be paid to plan participants. No contributions to the Duke Energy Plan were necessary in 2000 or 1 9 9 9 .  The net unrecognized 
transition asset, resulting from the implementation of accrual accounting, is being amortized over approximately 20 years. 

C O M P O N E N T S  O F  N E T  P E R I O D I C  P E N S I O N  COSTS-;_ IN  M I L L I O N S  YEA-RS-ENDED DECEMBER 31 _ _  

1998 
Service cost benefit earned _____. during the year pr+v 1 $ 1 6 9  63 

___ 

Interest cost on projected benefit obligation I 
Expected return on plan assets 
Amortization of prior service cost 
Amortization of net  transition asset 
Recognized net actuarial loss 
Settlement gain 

Net periodic pension costs __ 
_I- 



$ 2 ,446 

16 

CHANGE IN BENEFIT OBLIGATION 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Actuarial (gain) loss 

Unrecognized net transition asset 
Pre-funded pension costs 

$ 2 ,540 
72 

1 6 5  
(41 ) 

*-- (21 I 
$ 3 1 5  

a Principally equity and fixed-income securities 

I 

I 

I- ~~~ 

~~ 

1998 
7.50 7.50 6 .75  
4.53 4.50 ~ 4.67 

ASSUMPTIONS USED FOR PENSION BENEFITS ACCOUNTINGa 

Discount rate 
Salary increase 
Expected long-term rate of return on plan assets 

~- 

--I. ~ 

PERCENT ____ 2ooopL. - f 1999 

I 

9 , 2 5  I 9 .25 I 9.25  
a Reflects weighted averages across all plans 

Duke Energy also sponsors employee savings plans that cover substantially all employees. Employer matching contributions of 
$66 million, $68 mill ion and $53 mill ion were expensed in 2000, 1 9 9 9  and 1 9 9 8 ,  respectively. 

@ OTHER P O S T R E T I R E M E N T  B E N E F I T S  Duke Energy and most of its subsidiaries provide certain health care and 
life insurance benefits for retired employees on a contributory and non-contributory basis. Employees become eligible for these 
benefits if they have met certain age and service requirements at retirement, as defined in  the plans. Under plan amendments 
effective late 1 9 9 8  and early 1999,  health care benefits for future retirees were changed to l imit employer contributions and 
medical coverage. 

Such benefit costs are accrued over the active service period of employees to  the date of full eligibility for the benefits. 
The net unrecognized transition obligation, resulting from the implementation of accrual accounting, is being amortized over 
approximately 20 years. 



-_._ . ~. _ _ _ _ _  - . __ 
Service cost benefit earned during the year $ 7  $ 10 $ 5  

Recognized net actuarial (gain) loss 
Net periodic postretirement benefit costs 

_I _.~_ __._ 

. .~ ~ - ~ P  ~ ~ ~~~ 

CHANGE IN BENEFIT OBLIGATION 

Accumulated postretirement benefit obligation 

Service cost 
Interest cost 
Plan participants ' contributions 
Actuarial (gain) loss 
Benefits paid 

at beginning of year 

Accumulated postretirement benefit obligation 

~~~~ ~ ~~P 

at end of year 
~ ~~~~~ ~ ~ ~ ~ ~ 

(1 1 1 
$ 59 I $ 4 4  i 

$ 4 4  

CHANGE IN PLAN ASSETS 

Fair value of plan assets at beginning of yeara 
Actual return on plan assets 
Employer contributions 
Plan participants' contributions 
Benefits paid 

Fair market value of plan assets at end of yeara 

2000 PERCENT 

Discount rate 7 . 5 0  
Salary increase 4.53 
Expected long-term rate of return on assets 9 .25  
Assumed tax rateb 39.60 

~ ~ ~ _ _ _ _ _ _ _ _ _ _ _ _  

Funded status 
Unrecognized net experience gain 
Unrecognized prior service cost 
Unrecognized transition obligation 

a Principally equity and fixed-income securities 
~~ . 

Accrued postretirement benefit costs 
- 

1998 
6.75  
4 .67  

9.25 9.25 
39.60 39.60 

2000 I 1999 

$ 562 
5 

43 
7 

39 
(42) 

$ 614 

$ (289) 
(47) 

5 
21 4 

$ 562 

$ 305 
41 
23 
7 

(49) 
$ 3 2 7  

a Reflects weighted averages across all plans 
b Applicable to the health care portion of funded postrettrement benefits 



For measurement purposes, a 6% average annual rate of increase in the per capita cost of covered health care benefits was 
assumed for 2000 and beyond, Assumed health care cost trend rates have a significant effect on the amounts reported for the 
health care plans. 

Third Quarter ' 

SENSITIVITY TO C H A N G E S  IN A S S U M E D  HEALTH C A R E  
~~ 

1 -Percentage- 1 -Percentage- 

-~ 

Effect on total service and interest costs 
Effect on postretirement benefit obligation 

Fourth Quarter 
18. Q U A R T E R L Y  F INANCIAL DATA I UNAUDITED 

IN MILLIONS, EXCEPT PER SHARE DATA 

2000 
Operating revenues 
Operating income 
€BIT 
Net income 
Earnings per sharea 

Basic 
Diluted 

I999 
Operating revenues 
Operating income 
EBlT 
Income before 

Net income 
Earnings per share 

extraordinary item 

(before extraordinary item)a 
Basic 
Diluted 

Basic 
Diluted 

Earnings per sharea 

First Quarter ~ Second Quarter 
~- 

$ 7,290 
81 2 
859 
393 

$ 0.53 
$ 0.53 

$ 4,178 
645 
683 

307 
967 

$ 0.41 
$ 0.41 

$ 1.32 
$ 1.32 

$ 10,926 
794 
837 
329 

$ 0.44 
$ 0.44 

$ 4,691 
531 
568 

288 
288 

$ 0.39 
$ 0.39 

$ 0.39 
$ 0.39 

$ 15,691 
1,501 
1,556 

770 

$ 1.04 
$ 1.03 

$ 6,676 
866 
908 

441 
44 1 

$ 0.60 
$ 0.60 

$ 0.60 
$ 0.60 

_- 

$ 15,411 
706 
762 
284 

$ 0-38 
$ 0.38 

$ 6,221 
(223) 
(1 1 6) 

(1 89) 
(1 89) 

$ (0.27) 
$ (0.27) 

$ (0.27) 
$ (0.27) 

Total 

$ 49,318 
3,813 
4,074 
1,776 

$ 2.39 
$ 2.38 

$ 21,766 
1,819 
2,043 

847 
1,507 

$ 1.13 
$ 1.13 

$ 2.04 
~ $ 2.03 

a Restated to reflect the two-for-one common stock split effective January 26, 2001 



INDEPENDENT AUDITORS’  REPORT 
To the  Board of D i rec to rs  and Stockholders of 
Duke Energy Corporation 

We have audited the accompanying consolidated 
balance sheets of Duke Energy Corporation and 
subsidiaries (Duke Energy) as of December 31, 
2000 and 1999, and the related consolidated 
statements of income, common stockholders’  
equ i t y  and comprehens ive  income,  and cash 
f lows for each of the three years in  the period 
ended December 31 , 2000. These financial state- 
ments are the responsibility of Duke Energy’s 
management. Our responsibility is to express an 
opinion on these financial statements based on 
our audits. 

We conducted our audits in accordance with 
audit ing standards generally accepted in  the 
United States of America. Those standards 
require tha t  we plan and perform the audit 
to obtain reasonable assurance about whether 
the f inancial statements are free of material 
misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and 
disclosures in  the financial statements. An audit 
also includes assessing the accounting principles 
used and significant estimates made b y  manage- 
ment, as well  as evaluating the overall financial 
statement presentation. We bel ieve tha t  our 
audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial 
statements present fairly, in al l  material respects, 
the f inancial  posit ion of Duke Energy as of 
December 31 , 2000 and 1999, and the results of 
i ts  operations and i ts cash f lows for each of the 
three years in the period ended December 31, 
2000 in conformity with accounting principles 
general ly accepted in  the United States of 
America. 

DELOITTE & TOUCHE LLP 
Charlotte, North Carolina 
January 18, 2001 

The financial statements of Duke Energy Corporation 
(Duke Energy) are prepared by management, who 
are responsible for their integri ty and objectivity. 
The statements are prepared in  conformity w i th  
generally accepted accounting principles in al l  
material respects and necessarily include judgments 
and estimates of the expected effects of events 
and transactions that are currently being reported. 

Duke Energy’s system of internal accounting 
control is designed to provide reasonable assurance 
that assets are safeguarded and transactions are 
executed according to management’s authorization. 
Internal accounting controls also provide reasonable 
assurance that transactions are recorded properly, 
so tha t  f inancial statements can be prepared 
according to  general ly accepted account ing  
principles. In addition, accounting controls provide 
reasonable assurance that errors or irregulari t ies 
which could be material to the financial statements 
are prevented or are detected by employees within 
a t imely period as they perform their assigned 
functions. Duke Energy’s accounting controls are 
continually reviewed for effectiveness. In addition, 
writ ten policies, standards and procedures, and a 
strong internal audit program augment Duke Energy’s 
accounting controls. 

The Board of Directors pursues i ts oversight 
role for the financial statements through the 
audit committee, which is composed entirely of 
independent directors who are not employees of 
Duke Energy. The audit committee meets wi th 
management and internal auditors periodical ly 
to review accounting control issues and to monitor 
each group’s discharge of i ts  responsibilities. The 
audit committee also meets periodical ly w i th  
Duke Energy’s independent auditors, Deloitte & 
Touche LLP. The independent auditors have free 
access to the audit committee and the Board of 
Directors to discuss internat accounting control, 
auditing and financial report ing matters without 
the presence of management. 

SANDRA P. MEYER 
Senior V ice  President and Corporate Controller 



54 Chairman of the Board, President and Chief Executive Officer 
Corporate Governance Committee I Finance Committee 
D I R E C T O R  S I N C E  1990. 

57 Chairman and Chief Executive Officer, Bernhardt Furniture Company 
Chairman, Corporate Performance Review Committee I Finance Committee 
DIRECTOR S I N C E  1991. 

r 66 Chairman and President, B&C Associates, Inc. 
Corporate Performance Review Committee I Finance Committee 
DIRECTOR S I N C E  1 9 9 4 .  

57 Group President, Duke Power 
DIRECTOR S I N C E  1990. 

, .  61 Chairman and Chief Executive Officer, Sprint Corporation 
Compensation Committee I Corporate Governance Committee 
DIRECTOR S I N C E  1985. 

- I -  . .  ~ 55 Former President, Diversified Publishing Group of ABC, lnc. 
Audit Committee I Corporate Performance Review Committee 
D I R E C T O R  S I N C E  1994. 

' 61 Retired Chairman and Chief Executive Officer, PanEnergy Corp 
Corporate Governance Committee I Corporate Performance Review Committee 
D I R E C T O R  S I N C E  1990. 

. I 69 Retired Chairman and Chief Executive Officer, American General Corporation 
Audit Committee I Corporate Performance Review Committee 
DIRECTOR S I N C E  1978. 

58 President and Chief Executive Officer, Extended Stay America 
Chairman, Finance Committee I Compensation Committee 
D I R E C T O R  S I N C E  1986. 

60 President, Mars Hill College 
Chairman, Audit Committee I Compensation Committee 
DIRECTOR S I N C E  1988. 

66 Chairman of the Board and Chief Executive Officer, Linbeck Corporation 
Chairman, Compensation Committee I Audit Committee 

- I  

D I R E C T O R  S I N C E  1986. 

65 Vice President, Carolinas Healthcare System 
Chairman, Corporate Governance Committee I Compensation Committee 
D I R E C T O R  S I N C E  1 9 9 4 .  

69 Attorney-at-Law, Robinson, Bradshaw & Hinson, P.A. 
Audit Committee I Corporate Governance Committee 
D I R E C T O R  S I N C E  1995. ( R E S I G N E D  FROM T H E  BOARD O F  D I R E C T O R S  E F F E C T I V E  F E B R U A R Y  27, 2001 ) 



54 I . joined Duke 
Energy in 1976; elected President of Duke Power in 1994; elected Chairman and Chief Executive Officer in 1997;  
elected President in 1998. 

joined Duke 
Energy in  1997. Prior to  joining Duke Energy, Mr. Blackburn was President and Group Executive wi th  NYNEX 
Worldwide Communications and Media Group. 

58 I 

50 joined Duke Energy in 2001. 
Prior to joining Duke Energy, Mr. Brace was Group Finance Director of Brit ish Telecommunications plc. 

57 . - - joined Duke Energy in 1966; elected President of 
Duke Power Company’s Associated Enterprises Group in  1994; elected Group President of Duke Power in 1997.  

55 - 8  joined Duke Energy in  1985; elected President 
of  Trunkline Gas Company in 1991 ; elected President of 1 Source Corporation in 1993; elected President of Texas 
Eastern Transmission Corporation in 1994; elected Group President of Energy Transmission i n  1997.  

- .  

. 50 - joined Duke Energy in  1975;  
elected Vice President and Chief Financial Officer i n  1991 ; elected Executive Vice President and Chief Financial 
Officer in 1997. 

53 joined Duke Energy in 1998. Prior to joining 
Duke Energy, Mr. Padewer was Senior Vice President and General Manager of Utilicorp Energy Group. 

53 joined Duke Energy in 1992 
as Vice President, Corporate Communications; elected Senior Vice President, Corporate Resources, in 1994; 
elected Executive Vice President and Chief Administrative Officer in 1997. 
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A N N U A L  M E E T I N G  
The 2001 Annual Meeting of  Duke Energy Shareholders wi l l  be: 

_. -.. I DATE: THURSDAY I A P R I L  26 ,  2001 ~ 

~ T IME: 1 0  A.M. I 

~ 

PLACE:  O . J .  MILLER AUDITORIUM I E N E R G Y  C E N T E R  

526 SOUTH CHURCH STREET 
CHARLOTTE, NORTH CAROLINA- .  2 8 2 0 2  - 8  I 

S H A R E H O L D E R  S E R V I C E S  
Shareholders w i th  questions about their  stock accounts, legal t ransfer requirements, address changes, replacement 
dividend checks, replacement of lost  cert i f icates or other services should call (800) 488-3853 or (704) 382-3853.  
E-mai l  requests should be sent to  InvestDUK@duke-energy.com. Written requests should be addressed to: 

1 p € ~ ; i i ~ p ; R A T i O N  - . --- 

P O  B O X  1 0 0 5  
$CHARLOTTE, NORTH C A R O L I N A  28201 -1 005-j 

_~.._____ . .- 

S T O C K  E X C H A N G E  L I S T I N G  
Duke Energy’s common stock,  f i rs t  and refunding mortgage bonds, and certain issues of preferred securit ies and 
senior notes are l is ted on the New York Stock Exchange. The company’s common stock t rading symbol is DUK. 

WEB S I T E  A D D R E S S :  w w . d u k e - e n e r g y . c o m 1  .. 
~~ 

I N V E S T O R D I R E C T  CHOICE P L A N  
The InvestorDirect Choice Plan provides a s imple and convenient way for interested part ies to purchase common 
stock directly through the company without incurring brokerage fees. Bank drafts for monthly purchases as well as a 
safekeeping option for depositing cert i f icates into the plan are available. The plan also provides for fu l l  reinvest- 
ment, d i rect  deposit or cash payment of dividends. 

F I N A N C I A L  P U B L I C A T I O N S  
Duke Energy wi l l  furnish to  any shareholder, wi thout charge, copies of the 2000 report  on SEC Form I O - K ,  the 2000 
Stat ist ical  Supplement and an audiotape recording o f  excerpts f rom the 2000 Annual Report 

D U P L I C A T E  M A I L I N G S  
You wil l  receive duplicate mai l ings of annual reports,  proxy statements and other shareholder mai l ings if your 
shares are registered in di f ferent accounts. If you receive such duplications, please cal l  Investor Relations for 
instruct ions on el iminat ing the dupl icate mai l ings or combining your accounts. 

T R A N S F E R  AGENT A N D  R E G I S T R A R  
Duke Energy maintains shareholder records and acts as t ransfer agent and registrar for  the company’s common and 
preferred stock issues. 

D I V I D E N D  P A Y M E N T  
Duke Energy has paid quarterly cash dividends on i ts common stock for 74 consecutive years. Dividends on common 
and preferred stock in 2001 are expected to be paid, subject to  declaration by the Board of  Directors, on March 16 ,  
June 18, September 17 and December 17. 

BOND T R U S T E E  
If you have any questions regarding your bond account, call (800) 275-2048 or wr i te to :  

~~~~ ~ ~ _ _  ’ THE CHASE B A N K  O F  T E X A S  N.A. 
i C O R P O R A T E  T R U S T  S E R V I C E S  

P O  BOX 2320 
DALLAS,  T E X A S  75221-2320 

~ ~ _ _ _  

Duke Energy is an equal opportunity employer Thrs report is published solely to inform shareholders and is  not to be considered an offer, o r  the solicitation of 

an offer, to  buy or sell securit ies This report was printed in the USA on recycled paper 
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This year, perhaps more than En any other, we see a viorld c h a ~ g e d  

ai-oimd LK 2001 i . ~ n d e r s c o r ~ d  the importance sf staying f o m s e d  on 

t.he essentials. We are pleased t o  share the results of  wha-t a c o ~ p a n y  
can accomplish when It is  ~ G C U S ~ ~ $ ,  A company some 24,000 peopi-z 

strong - fecused O R  per formance,  a strategy, 2 ?Ian.  F x u s e d  OR a 
philosophy - a way of thinicing. Focused nst on obstacles 01‘ !imi%, 

b u t  QI-I potentiai and possibil i ty, We‘ve had a banner year of growth. 

We’ve grown assets, We’ve grown reverlues. We’ve growrr earnings. 
And our focus, O W  driving motivationi is a powerful way a3f thinkiqg. 

a n d  deing what’s right. It’s living QUI+ strategy, st ick ing t o  t h e  basics 

arpd never losing sight of what’s important. 

I t ’ s  looking forivarcl and seeing clearly. It’s doing .tE-ke r ight  Ihir-gs, 

The Power of Focus 



TO OUR SHAREHOLDERS: 

We live in remarkable times. And for Duke Energy, 2001 was a year of remarkable change, challenge - 
and results. On the preceding pages, you saw impressive numbers, delivered by an outstanding team. 
You’ll recognize achievement and value growth in the numbers and charts - and focus, integrity and 
intellect in the people behind them. 

In a year that sometimes seemed “out of focus,” Duke Energy posted its strongest-ever earnings. 
In the midst of economic downturn, an industry in transition and the cycles of an erratic market, we 
delivered on our promises to investors and customers. The power of focus helped us hold our ground 
in 2001 - and realize new gains as well. 

As I write this letter in late February, investors in the U.S. and around the world are trying to make 
sense of things. Following fast on the heels of the dot.com demise of 2000, the bankruptcies of two 
major energy companies created new shockwaves from Wall Street to Main Street. Many investors 
I talk with feel stung by these experiences. Some are reluctant and confused. All are skeptical. 

This more sober investor outlook is a positive development. As a manic market of inflated highs and 
tailspin lows is replaced by more measured expectations and clear-headedness, we return to basics. 
Basics in business strategy and direction. In performance measures and valuations. In customer 
service and corporate values. And in clear, straightforward communications. 

We applaud this shift back to basics. The investing public deserves - and should demand - reliable 
information, candor and accountability. It is t ime for realism, rationality and forthright reporting. 
It is t ime for straight talk. 



Sounds simple, doesn’t it? But as companies have diversified, merged and morphed, the lines aren’t as clear 
as they once were. 

Not all companies with energy in their names are equally invested in energy. Many have diversified broadly 
into non-energy ventures. Duke Energy is an energy company. We have been for nearly a century, and our 
future success will play out in the vital, growing marketplace of world energy. 

In North America and key regions around the world, our strategy is the same. We gather, process, transport, 
store and market natural gas. We design, build, own and operate electric generating facilities. We manage and 
trade energy. We provide millions of customers with reliable energy. 

This integrated approach gives us the ability to avoid the market vulnerabilities of “pure plays” in our industry - 
the pure merchant generators or the pure traders. We pursue related lines of business, but always with a 
measured, disciplined approach. And as we have broadened our horizons, we have stuck close to our roots of 
energy expertise and experience. 

We build our business on more than power plants and pipelines. We also build our business on relationships. 
We take a partnering approach with our customers, and focus on delivering solutions, solving problems and 
making a positive difference in their businesses. For example, to help our customers navigate the complexities 
of energy supply and demand for both natural gas and power, we have developed e-systems through which they 
can access energy information and complete transactions in real time. 

Large or small, retail or wholesale, our customers have vastly different needs. But they all expect two things - 
reliable service and reasonable prices. We put all of our resources to work to make sure our customers get both. 

Our integrated business model - combining natural gas and power assets with trading and marketing - is what 
differentiates Duke Energy. Our generating facilities, gas processing plants, pipelines and wires are more than 
just steel, concrete and machinery - they are the building blocks of value and growth. Our trading and market- 
ing skills help us mitigate risk, navigate changing commodity cycles and economic conditions, and protect and 
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D U K E  ENERGY C O R P O R A T I O N  

Y E A R S  ENDED DECEMBER 31 

Operatin, * revenues 

Earnings before interest and taxes 

Income before extraordinary item and cumulative effect 

Net income 

Earnings available for common stockholders 

of change in accounting principle 

COMMON STOCK  DATA^ 
Weighted-average shares outstanding 

Basic earnings per share (before extraordinary item and 

cumulative effect of change in accounting principle) 

Basic earnings per share 

Dividends per share 

CAP I TAL I Z AT IO N 

Common equity 

Minority interests 

Preferred stock 
Trust p re fe r red sec u r i t i es 

Total debt 

SEC fixed charges coverage 

Total assets 

Total debt 

Cash flows from operating activities 

Cash flows used in investing activities 

Cash flows from financing activities 

OPERATING  DATA^ 
Franchised Electric's sales, GWh 

Natural Gas Transmission's proportional throughput, TBtu 

Natural gas marketed, TBtu/dC 

Electricity marketed and traded, GWhd 

Field Services' natural gas gathered and 

Field Services' natural gas liquids production, MBbl/d 

processeditransported, TBtu/d 

$ 59,503 
4,256 

1,994 
1,898 
1,884 

767 

$ 2.58 
2.45 
1.10 

41% 
7% 
1% 
5% 

46% 

3.8 

$ 48,375 
14,185 
4,595 

(6,281) 
1,354 

79,685 
1,710 

14 0 
335,210 

8.6 
397.2 

2000 

$ 49,318 
4,014 

1,776 
1,776 
1,757 

736 

$ 2.39 
2.39 
1.10 

37% 
9% 
1% 
5% 

48% 
3.6 

$ 58,232 
12,980 
2,225 

(4,930) 
2,714 

84,766 
1,771 

12.6 
275,258 

7.6 
358.5 

1999 

$ 21,766 
2,043 

84 7 
1,507 
1,487 

729 

$ 1.13 
2 04 
1.10 

42% 
6% 
1% 
7% 

44% 
2.7 

$ 33,409 
9,432 
2,684 

(3,751) 
1,600 

81,548 
1,893 

11.0 
109,634 

5.1 
152.4 

a Year 2000 and 1999 amounts are restated to reflect the two-for-one common stock split effective January 26, 2001 

Units of measure used are gigawatt-hours (GWh), trillion British thermal units (TBtu), trillion British thermal units 

per day (TBtu/d) and thousand barrels per day (MBbVd), as  applicable 

Includes volumes for both North American Wholesale Energy and Field Services 

Includes volumes for North American Wholesale Energy only 



enhance the value of our assets. By linking hard assets with trading and marketing capabilities, we increase - 
manyfold - our ability to deliver strong and consistent shareholder value. 

Our portfolio of assets is fluid and flexible. We buy, build, manage and sell energy assets and products in much 
the same way investors manage their investment portfolios: We strive to buy low and sell high! Our practice 
of acquiring and selling positions is critical to capturing vatue and aligning our business with market realities, 
so you’ll continue to see movement within the Duke Energy portfolio. 

We build our businesses, plants and pipelines in the pathways of growth, developing the systems and facilities 
to efficiently connect supply and demand. It’s like the secret of ice hockey great Wayne Gretsky’s success - 
“skating where the puck is going to be.” We build for tomorrow’s growth. 

The $8 billion acquisition of Westcoast Energy is the latest milestone in that grow-forward strategy. Westcoast 
is a natural gas pipeline, storage and distribution company based in Vancouver, British Columbia. It’s the 
perfect fit for Duke Energy - ideally positioned, linking complementary assets, and advancing our long-term 
earnings potentia I. 

With the addition of Westcoast’s network, Duke Energy will have unparalleled access to North America’s major 
natural gas supply basins and markets. Westcoast also brings an impressive network of gas gathering and 
processing services and gas storage capacity, as well as a talented team that will complement our own. 

in financial terms, the Westcoast acquisition will be immediately accretive to earnings upon closing, and will spur 
future growth in our gas transmission and other businesses. We retain our strong balance sheet and financial 
flexibility with the acquisition, consistent with our commitment to maintain solid creditworthiness. 

Operational excellence. Portfolio diversity. The overlay of energy trading and origination. Strategic acquisitions 
and divestitures. Financial strength. Those are our business model basics. When you put them together, you get 
sustainable growth and shareholder value. 

131 How has the company performed? 

Today’s investors seek real, reliable financial performance. Not platitudes. Not lofty talk of potential earnings 
and growth. Financial performance is the most basic of the basics, and we haven’t lost sight of that fundamental 
at Duke Energy. 
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You'll see many impressive numbers in this report. Here are a few that matter the most in our 
business: A sound, sustainable earnings stream. The ability to deliver superior returns on capital. 
A debt level that gives us ready and secure access to that capital. And the ability to effectively 
manage risk exposure. 

In 2001, revenues grew by 2 1  percent to nearly $60 billion, and earnings per share from our ongoing 
operations increased a record 26 percent. Reported earnings per share have seen a compound annual 
growth rate of 13 percent per year since 1998. 

Our "A"  Standard & Poor's credit rating - the strongest in our industry - allows us to initiate projects 
and see them through. We've worked hard to protect and strengthen our credit standing. In 2001, those 
efforts paid off when we completed the largest-ever combined equity and equity-linked transaction in 
the industry. We expect to see attractive acquisition opportunities in 2002 and beyond, and our credit 
muscle lets us move quickly on new growth opportunities. 

We have access to capital - and we earn superior returns on that capital. Since 1998, Duke Energy 
has ranked in the top five of a 20-company peer group in return on capital employed.Our debt-to- 
capital ratio is a solid 46 percent, and we lead the industry with 17 percent return on equity. 

0 Dow Jones Utilities , >  , , ,,,:.,- i l i ' l '  ;- , - , t i ,  / .  - :; - - . I ;. . - 0 Duke Energy 



_. . __/ , - , -  
. I  

Like you, we’re less than satisfied with Duke Energy’s stock performance for the year, down 8 percent at year 
end. In context, we hetd our own, outperforming the S&P 500 and most of our energy peers. We exceeded our 
earnings estimates for 2001 and overcame the negative impacts of general economic uncertainty and energy 
sector weakness. 

Financial performance is important. So is financial transparency. Investors need access to information so they 
can make informed decisions. And they need to know that their company has a clear picture of its risks and 
exposures at any given moment in time. 

Duke Energy has one of the most comprehensive risk control structures in the energy industry. Led by our chief 
risk officer, systems and personnel throughout the organization ensure compliance with both internal controls 
and external regulatory procedures. 

We monitor “daily earnings at risk” due to energy price fluctuations. By analyzing historic commodity prices, we 
can estimate the impact of future price movements on our portfolio. By design, the level of our daily earnings 
at risk is moderate, and it is constantly measured and monitored. 
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Effective risk management is embedded in our trading operations as well. We apply rigorous hedging 
discipline to all of our merchant generation and gas processing capacity, often selling future production 
through long-term contracts to lock in the spreads (the difference between the cost of production 
and the market price). That discipline protects us from dramatic swings in commodity prices. In the 
current market, we have hedged 91 percent of our merchant generation output for 2002, and 62 percent 
for 2003 and 2004. 

You'll find detailed explanations of our risk management and accounting practices in the Management's 
Discussion and Analysis section of this report. 

Not even a crystal ball can guarantee a perfect answer here, but there are signs to look for: 
a demonstrated track record, strong competitive positioning and the market's capacity for growth. 

A year ago, Duke Energy increased its earnings growth goal to 10 to 15 percent compounded annually, 
from a base of $2.10 per share in 2000. We outpaced that pledge in 2001, and we expect to achieve 
the high end of that range in 2002. 

After a turbulent year, the U.S. energy market remains resilient and healthy. Despite the exodus of 
key energy players in 2001, our industry - larger than any one company - remains strong. 
Customers take flight to  quality, and companies like Duke Energy - with size, scope and a reputation 
for dependability - have an opportunity to forge new customer relationships. 

The energy market continues to  function efficiently and effectively. Buyers and sellers who trade 
electronically are moving to strong and stable energy trading platforms like the Intercontinental 
Exchange, which Duke Energy helped create in 2000. 

We also have confidence in the growth potential of the energy market, even in current economic 
conditions. Reliable, efficient, affordable energy is key to global economic growth. The U.S. Energy 



Information Agency predicts that world energy consumption will increase by more than 50 percent by the year 
2020. Even in a stalled economy, U.S. energy demand continues to grow by 1 to 2 percent annually. 

For our part, we’re building and acquiring thousands of megawatts of electric generation and thousands of miles 
of natural gas pipeline to serve North American and global energy markets. We’re also adding capacity to store 
natural gas, produce natural gas liquids and transport petroleum products. 

We‘ve developed 12,000 megawatts of gas-fired power generation in the U.S. since 1997, including six 
new facilities brought on line for last summer’s peak - an unprecedented accomplishment. We’re building 
11 more facilities to begin operation this summer, and generating facilities at five more locations are under 
co n s t r u c t io n for 2003. 

We‘re also judiciously expanding our international operations - building generation capacity to meet growing 
demand in Latin America, extending our pipeline system in Australia, and pursuing new investments in 
liberalizing markets in Europe. 

In the energy business - in any business - integrity, character, trust and respect are critical success factors. 

Tough times test a company’s character and staying power. In 2001, we faced challenges and disruptions, in our 
industry and our world. The California energy crisis. Major energy companies in bankruptcy or decline. Downward 
pressure on energy prices. An economy in recession. The horrific events and aftershocks of September 11. 

Our company’s strength comes from its focus on resolving problems, not avoiding them. It’s a simple formula: 
We run a good business, we tell the truth, we work from facts and we find solutions. 

In California, for example, through al l  the political rhetoric, we focused on real solutions - keeping the 
plants running, and adding new supply to smooth out price volatitity in wholesale markets for the long term. 
I’m extremely proud of our empioyees, who worked long hours under intense scrutiny to keep the lights on 
during the crisis. 
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Turbulent times and volatile markets call for strong leadership. 

The seven executives who join me on Duke Energy's policy committee are at the top of their fields. 
They bring together diverse backgrounds and expertise, and set the true-north direction of our company. 
Behind them we have bench strength - an outstanding management team leading 24,000 talented 
energy professionals who span the disciplines of our business. 

Ours is a team that does well from a business perspective, and does good from the perspective of 
our many stakeholders. The men and women of Duke Energy work to improve their communities and 
better the lives of their neighbors with charitable giving, volunteer work and civic involvement, And to 
prepare the next generation for a better tomorrow, we invest our time, talent and resources to support 
advancements in education at all levels. 

The company's core values, business model, earnings ability, demonstrated performance, management 
discipline and future outlook - those are the critical elements I would question as an investor. The 
answers speak to a company's character, progress and potential. 

Our company rose to the challenges of 2001 by focusing on the basics: Value creation. Consistently 
strong financial performance. Integrity and candor in our financial reporting. Positioning our businesses 
for future growth and opportunity. Diversity and balance. Trust and respect. 

I believe those basics are the mark of a good company and of a good investment. They are the 
foundation that grounds us - and the spark that inspires us to new heights. 

Richard 6. Priory 

F E B R U A R Y  19, 2002 
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Richard E Pr iory 55 Chairman of the Board, President and Chief Executive Officer 

Rick Priory has led Duke Energy as its chairman and CEO since Duke Power’s 1997 merger with PanEnergy, 
one of the energy industry’s first and most successful convergence alignments. A former college professor, 
Priory joined the company as a design engineer !n 1976. His unique combination of academic and technical 
expertise led to his advancement to president of Duke Power in  1994. He was recently recognized as one 
of the world’s top 25 managers by Busmess Week. 

Richard W .  B lackburn  59 Executive Vice President, General Counsel and Secretary 
Responsible for Duke Energy’s legal, governmental affairs and energy policy and strategy, Dick Blackburn 
has spent much of his career in senior legal positions Before joining Duke Energy in  1997, he served as 
president and group executive for NYNEX Worldwide Communications and Media Group, where he had 
lead responsibility for expansion of the corporation’s global telecommunications businesses. 

Robert P Brace 52 Executive Vice President and Chief Financial Officer 
Corporate finance, accounting, taxes and investor relations are the responsibility of Robert Brace, who has 
an extensive background in international finance, strategic planning, mergers and acquisitions. He came 
to Duke Energy in 2001 from British Telecommunications plc, where he served as group finance director, 
the company’s lead financial post. 

R I C H A R D  B P R I O R Y  

FRED J .  FOWLER 

R I C H A R D  W B L A C K B U  R N 

R I C H A R D  J O S B O R N E  

ROBERT P B R A C E  

H A R V E Y  J P A D E W E R  

W I L L I A M  A C O L E Y  

RUTH G S H A W  



iVii l iam A .  Coley 58 Group President, Duke Power 
Bill Coley joined Duke Power as a plant engineer in 1966, and today oversees the generation and delivery 
of electricity to more than 2 million customers in the Carolinas. His 36-year career spans responsibility for 
engineering, information systems, operations, power delivery and customer service. Coley serves on South 
Carolina’s Palmetto Business Forum and on the North Carolina Economic Development Board. 

Fred J a  Fowler 56 Group President, Energy Transmission 
Fred Fowler is responsible for Duke Energy’s interstate natural gas pipeline system and natural gas gathering 
and processing business. He joined PanEnergy in 1985, bringing strong expertise in natural gas trading, 
marketing and transportation. He serves on the boards of directors of the Interstate Natural Gas Association 
of America and the Gas Research Institute. 

Richard .J Osborne 51 Executive Vice President and Chief Risk Officer 
Overseeing Duke Energy’s risk control policies, risk portfolio management and strategic planning, Rich Osborne 
is also responsible for the company’s Duke Ventures group of non-energy businesses - Crescent Resources, 
DukeNet and Duke Capital Partners. A summer internship led him to join Duke Energy as a financial analyst 
in 1975, and by 1991 he had advanced to become chief financial officer. 

Harvey J Pzdewer- 54 Group President, Energy Services 
Harvey Padewer leads Duke Energy North America, Duke Energy Generation Services, Du ke/Fluor Daniel 
and Duke Energy Global Markets. He joined Duke Energy in 1998, having served as senior vice president and 
general manager of Utilicorp Energy Group, and vice chairman of the board of Aquila Pipeline Company. 
Padewer has a distinguished track record in growing energy-related businesses to become market leaders. 

R u t h  G. Shaw 54 Executive Vice President and Chief Administrative Officer 
Ruth Shaw leads an array of corporate functions, ranging from human resources to information technology. 
She has also guided major strategic initiatives such as e-business and energy issues. She joined Duke Power 
as vice president of corporate communications in 1992, following a distinguished career in higher education. 
She is an active civic leader and president of the Duke Energy Foundation. 
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Management Team 

Richard  E. Priory Chairman of the Board, President and Chief Executive Officer, Duke Energy 

DUKE POWER Wii l iarn A .  Coiey Group President, Duke Power 5.0. Ferre l l  I l l  Senior Vice President, 
Electric Distribution J immy P Hicks Senior Vice President, Electric Transmission Sa- idra  F Y Y F ~ > t :  

Senior Vice President, Retail Services Ellen T. Rl;,f Senior Vice President, Asset Management $.i-,gelv? 
M. Clinton Vice President, Information Systems J .  Wilfred Neal President, Duke Communication Services 
Deborah T Pattori  Vice President, Human Resources Caro! E. Shr t im Vice President, Duke Power 
Planning and Finance Stever! K .  Young Vice President, Rates and Regulatory Affairs 

ENERGY TRANSMISSION Fred J.  Fowler Group President, Energy Transmission d imi r l y  W. Mcgg Chairman, 
President and Chief Executive Officer, Duke Energy Field Services Robert E Evans President, Duke Energy 
Gas Transmission Bar ry  R .  Pear l  President and Chief Operating Officer, TEPPCO Doroti-iy ?A. Aciss 
Senior Vice President, Finance and Administration, and Chief Financial Officer, Duke Energy Gas 
Transmission Theopcirs Holeman Senior Vice President, Transmission and Engineering, Duke Energy Gas 
Transmission Richard J Kruse Senior Vice President, Industry Initiatives, Pricing and Regulatory Affairs, 
Duke Energy Gas Transmission Tom C. Q’Connor  Senior Vice President, Marketing and Capacity Management, 
Duke Energy Gas Transmission 

ENERGY SERVICES Harvey j .  Padewer Group President, Energy Services James M C)ci-lne! i President 
and Chief Executive Officer, Duke Energy North America Jeff L. Fauik  President and Chief Executive 
Officer, Duke/Fluor Daniel C la rence L .  Ray, 3r President and Chief Executive Officer, Duke Energy 
Generation Services Bruce A .  Wi l l iamson President and Chief Executive Officer, Duke Energy Global 
Markets C. Neal Alexander, ?r, Senior Vice President, Human Resources ! ( i r k  B. Pdichiiei Senior Vice 
President and Chief Financial Officer Richard M .  S h e r r i  i I  Executive Vice President and Chief 
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Man a gem en t 's D isc u ssion a nd Ana lys i s  
o f  Resul ts  of Operations and  F inancia l  Condition 

INTRODUCTION 

Management's Discussion and Analysis should be read with the Consolidated Financial Statements 

f,.!': r iy ; - _ .  ~ . -  I ' I I I _ t I  t: ,\ ,-I <- .- 

energy and energy services, offers physical delivery and management of both electricity and natural gas throughout the U S and 
abroad Duke Energy provides these and other services through seven business segments 

Franchised Electric generates, transmits, distributes and sells electricity in central and western North Carolina and western 
South Carolina It conducts operations primarily through Duke Power and Nantahala Power and Light These electric operations are 
subject to the rules and regulations of the Federal Energy Regulatory Commission (FERC), the North Carolina Utilities Commission 
(NCUC) and the Public Service Commission of South Carolina (PSCSC) 

Natural Gas Transmission provides transportation and storage of natural gas for customers throughout North America, primar- 
ily in the Mid-Atlantic, New England and southeastern states. It conducts operations primarily through Duke Energy Gas 
Transmission Corporation Interstate natural gas transmission and storage operations are subject to the FERC's rules and regulations. 

Field Services gathers, processes, transports, markets and stores natural gas and produces, transports, markets and stores nat- 
ural gas liquids (NGLs) It conducts operations primarily through Duke Energy Field Services, LLC (DEFS), which is approximately 
30% owned by Phillips Petroleum. Field Services operates gathering systems in western Canada and 11 contiguous states in the 
U S Those systems serve major natural gas-producing regions in the Rocky Mountain, Permian Basin, Mid-Continent, East Texas- 
Austin Chalk-North Louisiana, and onshore and offshore Gulf Coast areas. 

North American Wholesale Energy (NAWE) develops, operates and manages merchant generation facilities and engages in com- 
modity sales and services related to natural gas and electric power, NAWE conducts these operations primarily through Duke Energy 
North America, LLC (DENA) and Duke Energy Trading and Marketing, LLC (DETM). DETM is approximately 40% owned by Exxon 
Mobil Corporation NAWE also includes Duke Energy Merchants Holdings, LLC, which develops new business lines in the evolving 
energy commodity markets other than natural gas and power NAWE conducts business primarily throughout the U.S. and Canada. 

International Energy develops, operates and manages natural gas transportation and power generation facilities and engages in 
energy trading and marketing of natural gas and electric power. It conducts operations primarily through Duke Energy International, 
LLC and its activities target the Latin American, Asia-Pacific and European regions 

Other Energy Services IS a combination of businesses that provide engineering, consulting, construction and integrated energy 
solutions worldwide, primarily through Duke Engineering & Services, Inc (DE&S), DukeiFIuor Daniel (D/FD) and DukeSolutions, Inc. 
(DukeSolutions) D/FD is a 50/50 partnership between Duke Energy and Fluor Enterprises, Inc , a wholly owned subsidiary of Fluor 
Corporation. (See Note 8 to the Consolidated Financial Statements ) On January 31, 2002, Duke Energy announced the planned sale 
of DE&S to Framatome ANP, Inc (See Current Issues - Subsequent Event ) 

Duke Ventures is composed of other diverse businesses, operating primarily through Crescent Resources, LLC (Crescent), 
DukeNet Communications, LLC (DukeNet) and Duke Capital Partners, LLC (DCP) Crescent develops high-quality commercial, resi- 
dential and multi-family real estate projects and manages land holdings primarily in the southeastern U S DukeNet provides fiber 
optic networks for industrial, commercial and residential customers DCP, a wholly owned merchant banking company, provides debt 
and equity capital and financial advisory services to the energy industry 

Duke Energy Corporation (collectively with its subsidiaries, Duke Energy), an integrated provider of 

G L l >  '.d25;5 ST HA^ E;; Duke Energy is one of the world's leading integrated energy companies The company's business strate- 
gy is to develop integrated energy businesses in targeted regions where Duke Energy's extensive capabilities in developing energy 
assets, operating electricity, natural gas and NGL plants, optimizing commercial operations and managing risk can provide compre- 
hensive energy solutions for customers and create superior value for shareholders The growth in and restructuring of global energy 
markets are providing opportunities for Duke Energy's competitive business segments to capttalize on their extensive capabilities. 
Domestically, Duke Energy is investing as opportunities arise in new merchant power plants throughout the U.S , expanding its natural 
gas pipeline infrastructure, advancing its leading posttion in natural gas gathering and processing and NGL marketing, and developing 
its trading and marketing structured origination expertise across the energy spectrum. Planned expansion for 2002 includes the pend- 
ing acquisition of Westcoast Energy Inc. (Westcoast) for approximately $8 billion, including the assumption of debt. Westcoast, head- 
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quartered in Vancouver, British Columbia, is a North American energy company with interests in natural gas gathering, processing, 
transmission, storage and distribution, as well as power generation and international energy businesses. (See Current Issues - Pending 
Acquisition of Westcoast Energy Inc ) Internationally, Duke Energy is currently focusing on electric and natural gas opportunities in Latin 
America, Asia Pacific and Europe. 

Franchised Electric continues to increase its customer base, maintain low costs and deliver high-quality customer service in the 
Piedmont Carolinas. Franchised Electric is expected to grow moderately. Expansion will primarily result from continued growth in the 
residential and general service sectors, partially offset by a continuing decline in the textile industry. 

Natural Gas Transmission plans to  continue its earnings growth rate by executing a comprehensive strategy of selected acquisi- 
tions and expansions, and by developing expanded services and incremental projects that meet changing customer needs. 

Field Services has developed significant size and scope in natural gas gathering and processing and NGL marketing Field Services 
plans to make additional investments in gathering, processing and NGL infrastructure Field Services’ interconnected natural gas pro- 
cessing operations provide an opportunity to capture fee-based investment opportunities in certain NGL assets, including pipelines, 
fractionators and terminals. 

NAWE plans to continue increasing earnings through acquisitions, divestitures, construction of greenfietd projects and expansion 
of existing facilities as regional opportunities are identified, evaluated and realized throughout the North American marketplace DENA, 
through its portfolio management strategy, seeks opportunities to invest in energy assets in U S markets that have capacity needs and 
to divest other assets, in whole or in part, when significant value can be realized. Commodity sales and services related to natural gas 
and power continue to expand as NAWE provides energy supply, structured originatton, trading and marketing, risk management and 
commercial optimization services lo large energy customers, energy aggregators and other wholesale compantes. 

International Energy plans to continue expanding through acquisitions, divestitures, construction of greenfield projects and expan- 
sion of existing facilities in selected international regions International Energy’s combination of assets and capabilities and close work- 
ing relationships with other subsidiaries of Duke Energy allow it to efficiently deliver natural gas pipeline, power generation, energy mar- 
keting and other services 

Other Energy Servtces’ growth opportunities will be primarily related to D/FD. Other Energy Services plans to grow by providing an 
expanding customer base with a variety of engineering, operating, procurement and construction services in areas related to energy 
assets 

Duke Ventures plans to expand earnings capabilities in its real estate, telecommunications and capital financing business units by 
developing regional opportunities and by applying extensive experience to new project development 

Duke Energy’s business strategy and growth expectations may vary significantly depending on many factors, including, but not Iimit- 
ed to, the pace and direction of industry restructuring, regulatory constraints, acquisition opportunities, market volatility and economic 
trends. However, Duke Energy’s growth expectations do not rely on progress in industry restructuring in North Carolina and South Carolina 

RESULTS OF OPERATIONS 

In 2001, earnings available for common stockholders were $1,884 million, or $2 45 per basic share, compared to $1,757 million, or 
$2.39 per basic share, in 2000 The increase was due primarily to a 6% increase in earnings before interest and taxes (EBIT),  as 
described below Current-year EBIT increases on a comparative basis were partially offset by the prior year’s pre-tax gain of $407 mil- 
lion (an after-tax gain of $0.34 per basic share) on the sale of Duke Energy‘s 20% interest in BellSouth Carolina PCS, and a current- 
year, one-time net-of-tax charge of $96 million (or $0.13 per basic share) This one-time charge was the cumulative effect of a change 
in accounting principle for the January 1, 2001 adoption of Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting 
for Derivative Instruments and Hedging Activities.” (See Note 1 to the Consolidated Financial Statements ) 

Earnings available for common stockholders increased $270 mtllron in 2000, from 1999 earnings of $1,487 million, or $2 04 per 
basic share The increase was due primarily to a 96% increase in EBIT, as described below, including the BellSouth Carolina PCS gain. 
Partially offsetting the increase in EBIT on a comparative basis was a 1999 after-tax extraordinary gain of $660 million, or $0 91 per 
basic share This gain was from the sale of Panhandle Eastern Pipe Line Company (PEPL), Trunkline Gas Company (Trunkline) and 
additional storage related to those systems, along with Trunkline LNG Company. Higher interest and minority interest expense in 2000 
also partially offset the increase in EBIT. 

Earnings per share information provided above has been restated to reflect the two-for-one common stock split effective January 
26, 2001. (See Note 16 to the Consolidated Financial Statements ) 
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In millions, except where noted 

Operati ng revenues 
Operat ing expenses 
Operat ing income 
Other income, net of expenses 
€ B I T  

Sales, GWha 

Years ended December 3 1 
200 1 2000 

$ 4,746 $ 4,946 
3,185 3,200 
1,561 1,746 

70 74 
$ 1,631 $ 1,820 

79,685 84,766 

1999 
$ 4,700 

3,880 
820 
122 

$ 942 

81,548 

a Gigawatt-hours 

Franchised Electric's EBlT decreased $189 million in 2001 as compared to 2000, due primarily to much milder weather in 
Franchised Electric's service territory during the latter part of 2001 and decreased sales to industrial customers, which were a result 
of the slowing economy These decreased sales were slightly offset by growth in the average number of residential and general ser- 
vice customers in Franchised Electric's service territory. The 2001 results also include a $36 million reduction in unbilled revenue 
receivables, resulting from a refinement in the estimates used to calculate unbilled kilowatt-hour sales (see Note 1 to the 
Consolidated Financial Statements), and $33 million in mutual insurance distributions that were reclassified from earnings to a 
deferred credit account as required by the NCUC, pending final outcome of a regulatory audit which wtll likely determine the treat- 
ment of those distributions. (See Current Issues - Regulatory Matters ) The decrease in operating revenues, due to the decrease in 
GWh sales, caused an overall decrease in operating expenses, as variable fuel costs decreased because less fuel was needed This 
decrease was partially offset by increased costs for nuclear and fossil-fueled plant outages for repairs and maintenance. 

In 2000, Franchised Electric's EBlT increased $878 million over 1999, due primarily to an $800 million expense in 1999 for  
estimated injuries and damages claims (See Note 15 to the Consolidated Financial Statements.) Overall favorable weather and 
growth in the average number of customers in Franchised Electric's service territory resulted in an increase in GWh sales, which also 
contributed to the increase in EBlT  for 2000. This increase was partially offset by increased operating costs. 

The following table shows the changes in GWh sales and average number of customers for the past two years. 

Resident i a I sales 
General service sales 
Industr ia l  sales 
Total Franchised Electr ic sales 
Average number  of customers 

1.7 % 4.4 % 
3.6 % 4.7 % 

(9.61% (0.5)% 
(6.0)% 3.9 % 
2.0 % 2.5 % 

i.! -,? ;: L, 1- I; <',S 'Li 2 1, 1,l ; F., 2; i (3, ;.; 

Operat ing revenues $ 1,105 $ 1,131 $ 1,230 
Operat ing expenses 504 58 1 586 
Operat ing income 60 1 550 644 

Years ended December 31 
In millions, except where noted 200 1 2000 1999 

Other income, net of  expenses 
E B l T  

7 12 12 
$ 608 $ 562 $ 656 

Proportional throughput,  T B t u a  1,710 1,771 1 ,893  
a Tril l ion Br i t i sh  thermal u n i t s  

In 2001, EBlT for Natural Gas Transmission increased $46 million compared to 2000, primarily from earnings of East Tennessee 
Natural Gas  Company (ETNG) and Market Hub Partners (MHP) (acquired in March and September 2000, respectively; see Note 2 lo 
the Consolidated Financial Statements) and earnings from other market expansion projects. The decrease in operating revenues for 
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2001, which was offset by a decrease in operating expenses, resulted from $112 million in rate reductions, which became effective in 
December 2000 These reduced rates reflect lower recovery requirements for operating costs at Texas Eastern Transmission, LP, which 
consists primarily of system fuel and FERC Order 636 transition costs. 

Future results of Natural Gas Transmission are expected to be positively impacted by the pending acquisition of Westcoast (See 
Current Issues - Pending Acquisition of Westcoast Energy Inc.) 

EBlT for Natural Gas Transmission decreased $94 million in 2000 compared to 1999, due primarily to $135 million of EBlT in 1999 
that did not recur in 2000 These earnings in 1999 resulted from $73 million of EBlT from the pipelines sold to CMS Energy Corporation 
(CMS) in March 1999; a $24 million gain from the sale of Duke Energy’s interest in the Alliance Pipeline project; and benefits totaling 
$38 million from the completion of certain environmental cleanup programs below estimated costs These items were partially offset by 
increased earnings from market expansion projects, joint ventures such as the Maritimes & Northeast Pipeline, which was placed into 
service in December 1999, and earnings from ETNG and MHP 

c I -8.2 ~ J I  - -? iL I - l ‘  (r .> ,<?.S Years ended December 3 1 

Operat ing revenues $ 9,651 $ 9,060 $ 3,590 

In millions, except where noted 2001 2000 1999 

Operat i n g  expenses 
Operat ing income 
Other income, net of  expenses 
Minor i ty  interest  expense 
E B l T  

9,154 8,620 3,432 
497 440 158 

1 6 (2 )  
162 135 

$ 336 $ 3 1 1  $ 156 

Natural  gas gathered and processed/transported, TBtu/da 8.6 7.6 5 1  
N G L  product ion,  MBbl /db  397.2 358.5 192.4 
Natural  gas marketed, Tbtu/d 1.6 0.7 0.5 
Average natural  gas pr ice per M M B t u C  $ 4.27 $ 3.89 $ 2 27 
Average NGL pr ice  per gal lond $ 0.45 $ 0.53 $ 0.34 
a Tr i l l ion Br i t i sh  thermal un i ts  per day 

Thousand barrels per day 
Mi l l ion  Br i t i sh  thermal  un i ts  
Does not ref lect  resul ts of commodi ty  hedges 

Field Services’ EBlT increased $25 million in 2001 from 2000. Operating revenues increased due primarily to recognizing a full 
year of the results of the combination of Field Services’ natural gas gathering, processing and marketing business with Phillips 
Petroleum‘s gas gathering, processing and marketing unit’s midstream natural gas business (the Phillips combination) in March 2000 
(See Note 2 to the Consolidated Financial Statements.) This increase was partially offset by lower average NGL prices that decreased 
$0 08 per gallon from the prior year. (See Quantitative and Qualitative Disclosures about Market Risk - Commodity Price Risk for infor- 
mation on NGL price sensitivity ) Increased operating expenses due primarily to the Phillips combination were partially offset by savings 
from cost reduction efforts and plant consolidations, and by the interaction of Field Services‘ natural gas and NGL purchase contracts 
with lower average NGL prices and higher average natural gas prices. The 11% increase in NGL production, due primarily to the Phillips 
combination, was offset by reduced recoveries at facilities, resulting from tightened fractionation spreads driven by higher average nat- 
ural gas prices. 

In 2000, Field Services’ EBlT increased $155 million compared to 1999 The increase in EBlT and volume activity was primarily 
due to the Phillips combination; the acquisition of the natural gas gathering, processing, fractionation and NGL pipeline business from 
Union Pacific Resources in April 1999, and other acquisitions and plant expansions Improved average NGL prices, which increased 
56% over 1999 prices, also contributed significantly to the increase in EBlT 
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Years ended D e c e m b e r  3 1  
In millions, except where noted 2001 2000 1999 
Operat ing revenues 
Operat ing expenses 
Operat ing income 
Other income, n e t  of expenses 
Minor i ty  interest  expense 
EBlT 

$ 43,197 $ 33,874 $ 11,801 
41,809 33,370 11,581 

1,388 504 220 
7 3 60 

44 73 6 1  
$ 1,351 $ 434 $ 219 

Natural  gas marketed, TBtu/d 12.4 11.9 10.5 
109,634 Electr ic i ty marketed and traded, GWh 335,210 275,258 

Proport iona I megawatt  capac i ty  i n  operat ion 6,799 5,134 3,532 

a Includes under construct ion or under contract  a t  per iod end 
Proport ional  megawatt  capaci ty owneda 15,569 8,984 5,799 

Compared to 2000, NAWE's EBlT increased $917 million in 2001. The increase in €BIT reflects a 32% increase in the proportional 
megawatt capacity of generation assets in operation Increased earnings also resulted from a 4% increase in the marketing of natural 
gas volumes and a 22% increase in the marketing and trading of electricity volumes. Additionally, EBlT increased $63 million over the 
prior year due to the sale of NAWE's interests in generating facilities, consistent with its portfolio management strategy, and $110 mil- 
lion due to a charge in 2000 related to receivables for energy sales in California. These increases were partially offset by increased oper- 
ating and development costs associated with business expansion and a current-year charge of $36 million for non-collateralized 
accounting exposure to Enron Corporation, which frled for bankruptcy in 2001 (See Quantitative and Qualitative Disclosures About 
Market Risk - Credit Risk.) Changes in the ownership percentage of NAWE's waste-to-energy plants and decreased earnings at DETM 
resulted in a $29 million decrease in minority interest expense compared to the prior year. 

In 2001, NAWE experienced strong growth rates by taking advantage of significant volatility in the marketplace. White management 
is taking steps to continue to increase earnings, 2001 results may not be indicative of NAWE's future earnings trends. 

In 2000, EBlT for NAWE increased $215 million from 1999, the result of increased earnings from asset positions, increased trad- 
ing margins due to price volatility in natural gas and power, and a $47 million increase in income from the sale of interests in generat- 
ing facilities. Operating revenues and expenses increased as the volumes of natural gas and electricity marketed increased 13% and 
151%, respectively These increases were partially offset by the $110 million charge related to receivables for energy sales in California, 
and increased operating and development costs associated with business expansion 

Years ended December 3 1  
2001 2000 1999 

Operat ing revenues 
Operat ing expenses 
Operat ing income 
Other income, ne t  of expenses 
Minor i ty interest  expense 
EBlT 

$ 2,090 $ 1,067 
1,817 745 

273 322 
36 42 
23 23 

$ 286 $ 341 

Proportional megawatt capacity i n  operation 4,568 4,226 
Proportional megawatt capacity owneda 5,386 4,876 
Proportional max imum pi pel i ne capacity i n  operat ion , M Mcf/db 255 
Proportional max imum pipeline capacity owneda, MMcf/d 363 363 

255 

$ 357 
2 90 

67 
8 

31  
$ 44 

2,974 
2,974 

83 
255 

a Includes under construction or under contract a t  period end 
Mi l l ion cubic feet per day 
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International Energy's EBlT decreased $55 million in 2001 compared to 2000. The decrease was due primarily to a $54 million gain 
recognized in 2000 from the sale of liquefied natural gas ships, and the impact in 2001 of foreign currency devaluation on the earnings of 
international operations. However, these were offset by inflation adjustment clauses in certain contracts and stronger Latin American oper- 
ational results 

In 2000, International Energy's EBlT increased $297 million compared to 1999 The increase was primarily attributable to increased 
earnings in Latin America, mainly resulting from new investments (See Note 2 to the Consolidated Financial Statements for a discussion 
of significant acquisitions ) The increase also included $54 million from the February 2000 sale of liquefied natural gas ships 

In millions 2001 2000 1999 

Operat ing revenues $ 565 $ 695 $ 989 

Operat ing expenses 
EB IT 

578 7 54 1,075 
$ (13) $ (59) $ (86)  

In 2001, EBlT for Other Energy Services improved $46 million compared to 2000 Current-year results included approximately 
$36 million of charges at DE&S and DukeSolutions for goodwill impairment. These charges were offset by the prior year's loss on a 
DiFD project of $62 million and a $27 million charge at DE&S to reflect a more conservative revenue recognition approach on its pro- 
jects DiFD uses the percentage-of-completion method to recognize income. (See Note 1 to the Consolidated Financial Statements for 
a discussion of revenue recognition.) Operating revenues and expenses also decreased compared to 2000, due to cessation of retail 
commodity trading at  DukeSolutions On January 31, 2002, Duke Energy announced the planned sale of DE&S to Framatome ANP, 
Inc (See Current Issues - Subsequent Event.) 

EBlT for Other Energy Services improved $27 million in 2000 compared to 1999. New business activity and decreased operat- 
ing expenses at DukeSolutions and earnings related to new projects at D/FD were responsible for improved EBlT in 2000 The results 
for 2000 also included the D/FD project loss and the DE&S charge mentioned above, Partially offsetting these amounts were 1999 
charges of $38 million at DE&S and $35 million at DukeSolutions, related to expenses for severance and office closings associated 
with repositioning the companies 

3 iJ i< ' J  E P j  1r IJ 2 E .S Years ended December 31 
In millions 2001 2000 1999 
Operat ing revenues $ 646 $ 797 $ 433 
Operat i ng expenses 
Operat ing income 
M I  nor i ty interest  expense 
EB IT 

461 229 268 
185 568 165 

$ 183 $ 568 $ 165 
2 

EBlT for Duke Ventures decreased $385 million in 2001 compared to 2000, due mainly to DukeNet's sale of its 20% interest in 
BellSouth Carolina PCS to BellSouth Corporation in 2000, for a pre-tax gain of $407 million. This decrease was minimally offset by 
increased earnings at  Crescent, related primarily to increased commercial project sales, and the absence of losses related to DukeNet's 
BellSouth Carolina PCS investment. Excluding the gain on the sale in 2000, operating revenues and expenses increased due to DCP, 
which began operations in late 2000 

In 2000, EBIT for Duke Ventures increased $403 million compared to 1999. This increase, primarily attributable to the DukeNet 
gain on the sale mentioned above, was slightly offset by a decrease in commercial project sales and land sales at Crescent 

G T Y E 9  (3FERr?TICjIIS EBlT for Other Operations decreased $163 million in 2001 and $49 million in 2000 The decrease for 2001 
was due primarily to increased contributions to the Duke Energy Foundation (an independent, Internal Revenue Code section 501(c)(3) 
entity that funds Duke Energy's charitable contributions), mark-to-market losses on corporately managed energy risk positions used to 
hedge exposure to commodity prices, increased unallocated corporate costs and a prior-year interest refund from a Revenue Agency 
Ruling. The decrease in 2000 was due primarily to increased unallocated corporate costs. 

w 
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in 2001, due primarily to lower interest rates. In 2000, interest expense increased $310 million due to higher average outstanding debt 
balances, resulting from acquisitions and expansion. 

Minority interest expense increased $20 million in 2001 and $165 million in 2000 Minority interest expense includes expense 
related to regular distributions on preferred securities of Duke Energy and its subsidiaries This expense increased $39 million in 2001 
and $14 million in 2000 related to Catawba River Assocrates, LLC (Catawba), which was formed by Duke Energy in September 2000 
(See Note 13 to the Consolidated Financial Statements ) In 2000, this expense increased $21 million due to additional tssuances of 
Duke Energy's trust preferred securities during 1999. (See Note 12 to the Consolidated Financial Statements ) 

Minority interest expense as shown and discussed in the preceding business segment €BIT discussions includes only minority 
interest expense related to EBlT of Duke Energy's joint ventures It does not include minority interest expense related to interest and 
taxes of the joint ventures Total minority interest expense related to the joint ventures (including the portion related to interest and 
taxes) decreased $19 million in 2001 and increased $130 million in 2000. The 2001 decrease is due to changes in the ownership per- 
centage of NAWE's waste-to-energy plants and decreased earnings by DETM, NAWE's joint venture with Exxon Mob11 Corporation, off- 
set slightly by increased minority interest expense for Field Services' joint venture with Phillips Petroleum. The 2000 increase was pri- 
marily due to increased minority interest expense at Field Services and NAWE, partially offset by decreased minority interest expense 
at International Energy due to its 1999 and 2000 acquisitions (See Notes 2 and 8 to the Consolidated Financial Statements for more 
information on acquisitions and new joint venture projects.) 

Interest expense decreased $126 miliion .~ 

Duke Energy's effective tax rate was approximately 37% for 2001, 37% for 2000 and 35% for 1999 
During 2001, Duke Energy recorded a one-time net-of-tax charge of $96 million related to the cumulative effect of a change in 

accounting principle for the January 1, 2001 adoption of SFAS No 133 This charge related to contracts that either did not meet the 
definition of a derivative under previous accounting guidance or do not qualify as hedge positions under new accounting requirements 
(See Notes 1 and 7 to the Consolidated Financial Statements.) 

The sale of PEPL, Trunkline and additional storage related to those systems, along with Trunkline LNG Company to CMS, closed 
in March 1999 and resulted in a $660 million extraordinary gain, after income tax of $404 million (See Note 1 to the Consolidated 
Frnancial Statements.) 

C R I T I C A L  ACCOUNTING POLIC IES 

See Quantitative and Qualitative Disclosures About Market Risk - Risk and Accounting Policies for a discussion of Mark-to-Market 
Accounting, Hedge Accounting and Normal Purchases and Normal Sales, Special Exemption. Also see Note 1 to the Consolidated 
Financial Statements for a discussion of significant accounting policies 

L I Q U I D I TY A N D C A P I TA L R E S 0 U R C E S 

As of December 31, 2001, Duke Energy had $290 million in Cash and Cash Equivalents on the Consolidated Balance Sheets This com- 
pares to $622 million as of December 31, 2000 and $613 million as of December 31, 1999 

, ' . jgKA;4T-i!\,S . L  l.-,&SC! !--i. ( - : \ t i f  S Net cash provided by operattons increased $2,370 million in 2001 and decreased $459 million in 
2000. The 2001 increase is due primarily to price movements in the energy commodities markets which have a direct impact on Duke 
Energy's use and generation of cash from operations. Earnings increase as natural gas and electricity prices move favorably with respect 
to contracts that Duke Energy holds In addition, counterparties may be required to post collateral in cash or letters of credit if price 
moves benefit Duke Energy This mechanism gives Duke Energy use of those funds on a short-term basis Conversely, negative price 
impacts reduce earnings and may require Duke Energy to post collateral with its counterparties. Cash collateral posted by Duke Energy 
is included in Other Current Assets and cash collateral collected by Duke Energy is included in Other Current Liabilities on the 
Consolidated Balance Sheets In 2000, Duke Energy posted more collateral with counterparties, reducing cash from operations In addi- 
tion, Duke Energy made tax payments in 2000 related to the sale of pipelines in 1999. These accounted for the reduced operating cash 
flows far 2000 compared to 1999. 

Cash used in investing activities increased $1,351 million in  2001 and $1,179 million in 2000 The , % ,  = s i ; \ i  '- (_.3':;!.--. 
primary use o f  cash for investing activities is capital and investment expenditures, which are detailed by business segment in the 
following table. 

. - _ ~ -  - 
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Years ended December 31 . .  . - . . ~ .  . . - *  , + I _  ,_ 1 ,  - , '  I" 1 ' - I 

, >  - 
In millions 2001 2000 1999 

Natura l  Gas Transmission 7 48 973 261 

Field Services 587 376 1,630 

Nor th  American Wholesale Energy 3,272 1,937 1,028 
Internat ional  Energy 442 980 1,779 

Duke Ventures 773 643 382 

Total consol idated $ 7,040 $ 5,634 $ 5,936 

a Amounts  are gross of cash received f r o m  acquis i t ions 

Franchised Electr ic $ 1,115 $ 661 $ 759 

Other Energy Services 13 28 94 

Other Operat ions 90 36 3 

Capital and investment expenditures increased $1,406 million in 2001 compared to 2000. The increase reflects additional expan- 
sion and development expenditures (especially related to NAWE's generating facilities), refurbishment and upgrades to existing assets 
(primarily related to Franchised Electric) and minor acquisitions of businesses and assets Also in 2001, Natural Gas Transmission invested 
in a 50% interest in Gulfstream Natural Gas System, LLC, a joint interstate natural gas pipeline development that will extend from 
Mississippi and Alabama across the Gulf of Mexico to Florida These increases were partially offset by Natural Gas Transmission's acqui- 
sition of ETNG for approximately $390 million and of MHP for approximately $250 mrllion in cash, and International Energy's approxi- 
mately $280 million tender offer for Companhia de Geracao de Energia Eletrica Paranapanema (Paranapanema) in 2000. (See Note 2 
to the Consolidated Financial Statements for more information about significant acquisitions.) 

Capital and investment expenditures decreased by $302 million in 2000 compared to 1999. In 2000, Natural Gas Transmission's 
capital expenditures increased primarily for business expansion related to the acquisitions of ETNG and MHP. Also in 2000, NAWE began 
construction of a number of power generation plants in the U S  and continued capital expenditures on ongoing projects International 
Energy's business expansion included completion of the Paranapanema tender offer and the approximately $405 million acquisition of 
Dominion Resources, Inc 's portfolio of hydroelectric, natural gas and diesel power generation businesses in Latin America 

Offsetting the capital and investing expenditures were cash proceeds of $400 million from the sale of Duke Energy's 20% interest 
in BellSouth Carolina PCS in 2000 and $1,900 million from the sale of pipelines to CMS in 1999. (See Note 1 to the Consolidated 
Financial Statements for more information on the sale of the pipelines.) 

Projected 2002 capital and investment expenditures for Duke Energy are approximately $8 0 billion, of which over 80% is planned 
for competitive business segments not subject to state rate regulation. This projection includes approximately $6 5 billion for acquisitions 
and other expansion opportunities and $1.5 billion for existing plant upgrades The above amounts do not include the pending acquisi- 
tion of Westcoast for approximately $8 billion, including the assumption of debt 

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

The consideration to Westcoast shareholders will be composed of 50% cash and 50% stock Management plans to largely utilize 
equity-linked securities to fund the cash consideration In November 2001, Duke Energy sold $750 million of mandatorily convertible 
securities (Equity Units). The net proceeds from the offering will provide a component of the permanent financing for the pending acqui- 
sition of Westcoast Management plans to use short-term borrowings to provide the additional cash requirements at closing. The timing 
for additional financing needs will be determined after the close of the transaction. (See Liquidity and Capital Resources - Financing Cash 
Flows 1 

Duke Energy's growth initiatives, along with dividends, debt repayments and operating requirements are expected to be funded by 
cash from operations, debt and capital market financings, project financings, common stock issuances through its InvestorDirect Choice 
Plan and employee benefit plans, and proceeds from the sale of assets These financing opportunities are dependent upon the opportu- 
nities presented and favorable market conditions Additionally, internal cash generation should fund approximately half of the capital 
needs Management believes Duke Energy has adequate financial resources to meet its future needs 

w 



Management’s Discussion and Analysis 
of Results o f  Operations and Financial Condition 

, !L\;,,,:y,<: : ’ !  L-,-\.:,’(<, Duke Energy’s consolidated capital structure at December 31, 2001, including short-term debt, was 
46% debt, 41% common equity, 7% minority interests, 5% trust preferred securities and 1% preferred stock Fixed charges coverage, 
calculated using Securities and Exchange Commission (SEC) guidelines, was 3.8 times for 2001, 3 6 times for 2000 and 2 7 times for 
1999 

During 2001, DEFS issued $250 million of 6 875% senior unsecured notes due in 2011 and $300 million of 5.75% senior unse- 
cured notes due in 2006. The proceeds were used to repay DEFS’ short-term debt. Also during 2001, Duke Capital Corporation (a whol- 
ly  owned subsidiary of Duke Energy), increased its note payable to DlFD by $427 million, to $568 million as of December 31, 2001 
The weighted-average interest rate on this note for 2001 was 4 05% (See Notes 8 and 10 to the Consolidated Financial Statements 1 

In March 2001, Duke Energy completed an offering of 25 million shares of common stock, priced a t  $38 98 per share, before 
underwriting discount and other offering expenses. In addition, Duke Energy completed an offering of approximately 31 million Equity 
Units. at  $25 per unit, before underwriting discount and other offering expenses. The Equity Units consist of senior notes of Duke 
Capital Corporation (which are included in Long-term Debt on the Consolidated Batance Sheets, see Note 10 to the Consolidated 
Financial Statements), and purchase contracts obligating the investors to purchase shares of Duke Energy’s common stock in 2004. 
The number of shares to be issued in 2004 will be based on the price of the common stock at conversion. Also in March 2001, the 
underwriters exercised options granted to them to purchase an additional 3.75 million shares of common stock and four million Equity 
Units at the original issue prices, less underwriting discounts, to cover over-allotments made during the offerings Total net proceeds 
from the offerings, approximately $ 1  9 billion, were used to repay short-term debt and for other corporate purposes. 

In November 2001, Duke Energy completed an offering of 30 million Equity Units, at $25 per unit, before underwriting discount 
and other offering expenses The Equity Units consist of senior notes of Duke Capital Corporation (which are included in Long-term Debt 
on the Consolidated Balance Sheets; see Note 10 to the Consolidated Financial Statements), and purchase contracts obligating the 
investors to purchase shares of Duke Energy’s common stock in 2004. The number of shares to be issued in 2004 will be based on the 
price of the common stock at conversion. The net proceeds from the offering of approximately $731 million will provide a component 
of the permanent financing for the pending acquisition of Westcoast Pending the close of the Westcoast acquisition, the net proceeds 
of the offering will be used to manage working capital needs 

During 2001, Duke Energy redeemed eight issues of its first and refunding mortgage bonds to take advantage of the general 
decline in interest rates The total face value of the redeemed bonds was $511 million, with interest rates ranging from 5 875% to 8 3% 
To fund these redemptions, Duke Energy issued commercial paper and used cash proceeds generated from short-term investments 

In January 2002, Duke Energy issued $750 million of 6.25% senior unsecured bonds due in 2012 and $250 million of floating 
rate (based on the three-month London Interbank Offered Rate (LIBOR) plus 0.35%) senior unsecured bonds due in 2005. The pro- 
ceeds from these issuances were used to manage working capital needs 

In February 2002, Duke Capital Corporation issued $500 million of 6.25% senior unsecured bonds due In 2013 and $250 million 
of 6.75% senior unsecured bonds due in 2032 In addition, Duke Capital Corporation, through a private placement transaction, issued 
$500 million of floating rate (based on the one-month LIBOR plus 0 65%) senior unsecured bonds due in 2003 The proceeds from 
these issuances will be used to manage working capital needs and to fund a portion of the cash consideration for the pending acquisi- 
tion of Westcoast 

Under its commercial paper, medium-term notes and extendible commercial notes (ECNs) programs, Duke Energy had the abili- 
ty to borrow up to $5,358 million at December 31, 2001 compared with $5,720 million at December 31, 2000 These programs do not 
have termination dates The following table summarizes the commercial paper, medium-term notes and ECNs as of December 31, 2001 

Duke Duke Capital  Duke Energy Duke Energy 
In millions Energy Corporat iona Field Services Internat ional  Total 

ECNs 500 1,000 1,500 

a Duke Capital Corporation provides f i n a n c i n g  and c red i t  enhancement  services for  i t s  subsidiar ies.  

Commercial  paper $ 1,250 $ 1,550 $ 675  $ 383b $ 3,858 

Tota I $ 1,750 $ 2,550 $ 675 $ 383 $ 5,358 

Includes abi l i ty  t o  issue m e d i u m - t e r m  notes 

The total amount of Duke Energy’s bank credit facilities was approximately $4,606 million as of December 31, 2001 compared with 
$4,205 million as of December 31, 2000 Some of the credit facilities support the issuance of commercial paper, therefore, the issuance 
of commercial paper reduces the amount available under these credit facilities. As of December 31, 2001, approximately $2,970 million 
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was outstanding in the form of commercial paper, medium-term notes and ECNs, and approximately $38 million of borrowings were out- 
standing under the bank credit facilities The credit facilities expire from 2002 to 2004 and are not subject to minimum cash require- 
ments; however, borrowings and issuances of letters of credit under approximately $1,100 million of these facilities are subject to and 
dependent on the senior unsecured debt ratings of Duke Capital Corporation (currently rated A Y A I A ) .  Ratings of Baa2, BBB or the equiv- 
alent by at least two of Moody’s Investors Service, Standard & Poor’s and Fitch, Inc must be maintained to obtain additional borrowings 
and issuances of letters of credit Any outstanding borrowings would not become due and payable. (See Note 10 to the Consolidated 
Financial Statements for more information on the bank credit facilities 1 

As of December 31, 2001, Duke Energy and its subsidiaries had effective SEC shelf registrations for up to $3,500 million in gross 
proceeds from debt and other securitres Subsequent to December 31, 2001, these SEC shelf registrations have been reduced by $1,750 
million for the senior and unsecured bonds issued in January and February 2002, excluding the private placement transaction Under 
the SEC shelf registrations, such securities may be issued as senior notes, first and refunding mortgage bonds, subordinated notes, trust 
preferred securities, Duke Energy common stock, stock purchase contracts or stock purchase units 

In 2000, Duke Energy issued $250 million 7.125% senior unsecured bonds due in 2012 with a put option that gives Investors the 
choice to put the bond to Duke Energy at par value in September 2002 or extend the maturity until 2012 If extended, the bonds would 
be recouponed at 5.7% plus the Duke Energy 10-year credit spread on the extension date Also in 2000, Duke Capital Corporation issued 
$150 million senior unsecured bonds due in 2003 that become due and payable if Duke Capital Corporation’s debt ratings fall below BBB 

In 2000, Catawba, a fully consolidated financing entity managed by a subsidiary of Duke Energy, issued $1,025 million of pre- 
ferred member interests to a third-party investor. Catawba subsequently advanced the proceeds from the sale to DE Power Generation, 
LLC, a wholly owned subsidiary of Duke Energy, which indirectly owns or leases six merchant power generation facilities located in 
California, Maine and Indiana Catawba is a limited liability company with a separate existence and identity from its preferred members, 
and the assets of Catawba are separate and legally distinct from Duke Energy. The preferred member interests receive quarterly a pre- 
ferred return equal to an adjusted floating reference rate (approximately 5 20% for the full year ended December 31, 2001) (See Note 
13 to the Consolidated Financial Statements for more information ) 

To maintain financial flexibility and reduce the amount of financing needed for growth opportunities, Duke Energy’s Board of 
Directors adopted a dividend policy in 2000 that maintains dividends at the current quarterly rate of $0.275 per share, subject to  dec- 
laration by the Board of Directors. This policy is consistent with Duke Energy’s growth profile and strikes a balance between providing 
a competitive dividend yield and ensuring that cash is available to fund Duke Energy’s growth Duke Energy has paid quarterly cash div- 
rdends for 75 consecutive years. Dividends on common and preferred stocks in 2002 are expected to be paid on March 15, June 17, 
September 16 and December 16, subject to the discretion of the Board of Directors 

Duke Energy’s InvestorDirect Choice Plan, a stock purchase and dividend reinvestment plan, allows investors to reinvest dividends 
in new issuances of common stock and to purchase common stock directly from Duke Energy. Issuances under this plan were not mate- 
rial in 2001, 2000 or 1999 

Duke Energy used authorized but unissued shares of its common stock to meet 2001 and 2000 employee benefit plan contribu- 
tion requirements. This practice is expected to continue in 2002. 

~ ~ ~ i \ ~ ~ ~ ~ ~ , - i - ~ - ~ , ~ l ~  ( ~ ; ~ ~ j ; ~ , : - ; l ~ ~ ; <  ;if\!? :::_7i;il~,?Efi.:,ii! : ;;;fiJP;bT?\J~FiO< As part of its normal business, Duke Energy is a party 
to various financial guarantees, performance guarantees and other contractual commitments to extend guarantees of credit and other 
assistance to various subsidiaries, investees and other third parties These arrangements are largely entered into by Duke Capital 
Corporation. To varying degrees, these guarantees involve elements of performance and credit risk, which are not included on the 
Consolidated Balance Sheets The possibility of Duke Energy having to honor its contingencies is largely dependent upon future oper- 
ations of various subsidiaries, investees and other third parties, or the occurrence of certain future events Duke Energy would record 
a reserve if events occurred that required that one be established (See Note 15 to the Consolidated Financial Statements for more infor- 
mation on financial guarantees.) 

In addition, Duke Energy enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling arrange- 
ments or power purchase contracts), take-or-pay arrangements, transportation or throughput agreements and other contracts that may 
or may not be recognized on the Consolidated Balance Sheets. Some of these arrangements may be recognized at market value on the 
Consolidated Balance Sheets as trading contracts or qualifying hedge positions included in Unrealized Gains or Losses on Mark-to- 
Market and Hedging Transactions. 
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

- :  , . I ,  , 
3 ,  I, , % I  - I  , . .- : ‘ :.L:> Duke Energy is exposed to market risks associated with commodity prices, credit exposure, 

interest rates, equity prices and foreign currency exchange rates. Management has established comprehensive risk management poli- 
cies to monitor and manage these market risks Duke Energy’s Policy Committee is responsible for the overall approval of market risk 
management policies and the delegation of approval and authorization levels. The Policy Committee is composed of senior executives 
who receive periodic updates from the Chief Risk Officer (CRO) on market risk positions, corporate exposures, credit exposures and 
overall risk management activities The CRO IS responsible for the overall management of credit risk and commodity price risk, includ- 
ing monitoring exposure limits. 

Under the MTM accounting method, an asset or liability is recognized at f a r  value 
and the change in the fair value of that asset or liability is recognized in earnings during the current period. This accountrng method 
has been used by other industries for many years, and in 1998 the Financial Accounting Standards Board‘s (FASB) Emerging Issues 
Task Force (EITF) issued guidance that required MTM accounting for energy trading contracts. MTM accounting reports contracts at 
their ”fair value,” (the value a willing third party would pay for the particular contract at the time a valuation IS made). 

When avaitable, quoted market prices are used to record a contract’s fair value However, market values for energy trading con- 
tracts may not be readily determinable because the duration of the contracts exceeds the liquid activity in a particular market. I f  no 
active trading market exists for a commodity or for a contract’s duration, holders of these contracts must calculate fair value using pric- 
ing models or matrix pricing based on contracts with similar terms and risks. This is validated by an internal group independent of Duke 
Energy’s trading area. Holders of thinly traded securities or investments (mutual funds, for example) use similar techniques to price 
such holdings. Correlation and volatility are two significant factors used in the computation of fair values Duke Energy validates its inter- 
nally developed fair values by comparing locations/durations that are highly correlated, using forecasted market intelligence and math- 
ematical extrapolation techniques. While Duke Energy uses industry best practices to develop its pricing models, changes in Duke 
Energy’s pricing methodologies or the underlying assumptions could result in significantly different fair values, income recognition and 
realization in future periods. 

HEDGE ACCOUNTING Hedging typically refers to the mechanism that Duke Energy uses to mitigate the impact of volatility associated with 
price fluctuations Hedge accounting treatment IS used when Duke Energy contracts to buy or sell a commodity such as natural gas or 
electricity at a fixed price for future delivery corresponding with anticipated physical sales or purchases of natural gas and power (cash 
flow hedge) In addition, hedge accounting treatment is used when Duke Energy holds firm commitments or asset positions, and enters 
into transactions that ”hedge” the risk that the price of natural gas or power may change between the contract’s inception and the phys- 
ical delivery date of the commodity (fair value hedge) While the malority of Duke Energy’s hedging transactions are used to protect the 
value of future cash flows related to its physical assets, to the extent the hedge is effective, Duke Energy recognizes in earnings the 
value of the contract when the commodity is purchased or sold, or the hedged transaction occurs or settles. 

A unique characteristic of the electric power industry is that electricity 
cannot be readily stored in significant quantities. As a result, some of the contracts to buy and sell electricity allow the buyer some flex- 
ibility in determining when to take electricity and in what quantity to match fluctuating demand. These contracts would normally meet 
the definition of a derivative requiring MTM or hedge accounting However, because electricity cannot be readily stored in significant 
quantities and an entity engaged in selling electrtcity is obligated to maintain sufficient capacity to meet the electricity needs of its cus- 
tomer base, an option contract for the purchase of electricity qualifies for the normal purchases and sales exemption described in 
Paragraph 10 of SFAS No 133 and Derivative Implementation Group (DIG) Issue No C15, “Scope Exceptions Normal Purchases and 
Normal Sales Exception for Optton-Type Contracts and Forward Contracts in Electricity.” Therefore, contracts that Duke Energy holds 
for the sale of power in future periods that meet the criteria in DIG Issue No. C15 have been designated as “normal purchase, normal 
sales” contracts, and are exempted from recognition in the Consolidated Financial Statements until power is delivered. Duke Energy 
tracks these contracts separately in its hedge portfolio, but no value for these contracts is included in the Consolidated Financial 
Statements until power is actually delivered. 

Duke Energy’s wholesale energy portfolio in North America includes the merchant generation facilities and trading contracts held 
for power, natural gas, crude oil and petroleum products Of the total estimated value of this portfolio, approximately 80% is attributed 
to the anticipated value of merchant generation facility capacity owned or controlled by Duke Energy. This portion of the value of the 

MARK-TO-MARKET ACCOUNTING (MTM ACCOUNTING) 

NORMAL PURCHASES AND NORMAL SALES, SPECIAL EXEMPTION 
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merchant generation portfolio is anticipated to be realized in future periods as the generation facilities are dispatched. A portion of this 
future value is secured by hedge contracts. Of the unhedged capacity, dispatch performance, and in some cases price, has been fur- 
ther secured through contracts designated as normal purchases and normal sales. Only the contracts designated and effective as qual- 
ifying hedges are reflected on Duke Energy's Consolidated Balance Sheets at fair value. Changes in the fair value of hedging contracts 
do not affect current-period earnings. Normal purchase and normal sales contracts are not subject to accounting recognition until con- 
tract performance occurs. The remaining percentage of the total estimated value of the merchant generation portfolio is attributed to 
the current value of trading contracts These contracts are subject to MTM accounting and changes in the contract fair value are record- 
ed as part of current-period earnings. The table below represents the value by year of Duke Energy's North American merchant gener- 
ation portfolio It does not include the value of trading positions, or hedges of other commodity risks or exposures. 

Matur i t y  i n  2005 Total 
Matur i t y  in 2002 Matur i t y  i n  2003 Matur i t y  i n  2004 and Thereaftera Port fo l io Value 

$ 814 $ 819 $ 835 $ 3,930 $ 6,398 
a For purposes of calculat ing total portfolio value, model valuations were calculated through 2010. 

As of December 31, 2001, the portion hedged of NAWE's expected output of its merchant generation portfolio was 91%, 62% and 
62% for 2002, 2003 and 2004, respectively, through derivative contracts such as forward natural gas purchases and forward power sales 

Z(.,d!li'G,ICCii r ,  PHICE ~ 1 ~ 3 t . .  Duke Energy, substantially through its subsidiaries, is exposed to the impact of market fluctuations in 
the price of natural gas, electricity and other energy-related products marketed and purchased Duke Energy employs established poli- 
cies and procedures to manage its risks associated with these market fluctuations using various commodity derivatives, including for- 
ward contracts, futures, swaps and options for trading purposes and for activity other than trading activity (primarily hedge strategies) 
(See Notes 1 and 7 to the Consolidated Financial Statements.) 

TRADING The risk in the trading portfolio is measured and monitored on a daily basis utilizing a Value-at-Risk model to determine the 
potential one-day favorable or unfavorable Daily Earnings at Risk (DER) as described below. DER is monitored daily in comparison to 
established thresholds Other measures are also used to limit and monitor risk in the trading portfolio (which includes all trading con- 
tracts not designated as hedge positions) on monthly and annual bases These measures include limits on the nominal size of positions 
and periodic loss limits 

DER computations are based on historical simulation, which uses price movements over a specified period (generally ranging from 
seven to 14 days) to simulate forward price curves in the energy markets to estimate the potential favorable or unfavorable impact of 
one day's price movement on the existing portfolio The historical simulation emphasizes the most recent market activity, which is con- 
sidered the most relevant predictor of immediate future market movements for natural gas, electricity and other energy-related prod- 
ucts. DER computations utilize several key assumptions, including a 95% confidence level for the resultant price movement and the 
holding period specified for the calculation Duke Energy's DER amounts for instruments held for trading purposes are shown in the fol- 
lowing table. 
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In  millions 
Est imated Average Estimated Average H i g h  One-Day Low One-Day 

One-Day I m p a c t  on  One-Day I m p a c t  o n  I m p a c t  on  E B l T  I m p a c t  on EBlT 
EBlT fo r  2000 for 200Ia fo r  200 1 EBlT for 2001a 

Calculated DER $ 21 $ 18 $ 86 $ 7  
a Amounts include the  impact of one origination contract tha t  was in i t iated and hedged dur ing  the current year. Duke 

Energy's Risk Management Commit tee approved increased DER l im i ts  for th is  specific contract. Excluding th is  contract, 
average and one-day high 2001 DER amounts would have been $16 mi l l ion  and $43 mil l ion,  respectively. 

DER is an estimate based on historical price volatility. Actual volatility can exceed assumed results DER also assumes a normal 
distribution of price changes, thus, if the actual distributton is not normal, the DER may understate or overstate actual results DER is 
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used to estimate the risk of the entire portfolio, and for locations that do not have daily trading activity, it may not accurately estimate 
risk due to limited price information. Stress tests are employed in addition to DER to measure risk where market data information IS Iim- 
ited In the current DER methodology, options are modeled in a manner equivalent to forward contracts which may understate the risk. 

Duke Energy's exposure to commodity price risk is influenced by a number of factors, including contract size, length, market Iiq- 
uidity, location and unique or specific contract terms The following table illustrates the movements in the fair value of Duke Energy's 
trading instruments during 2001. 

.- , > , , ;  ;.:; ;-.'a,*:- > & , - L t r  

In millions 
Fair value of con t rac ts  ou ts tand ing  a t  t h e  beg inn ing  of t h e  year 
Contracts realized or otherwise sett led dur ing  t h e  year 
Fair value of  contracts entered in to  d u r i n g  t h e  year 
Changes i n  fa i r  value amounts  a t t r ibu tab le  t o  changes i n  valuat ion techn iques  
Other changes i n  fa i r  values 
Fair value of contracts before SFAS No. 133 t rans i t ion  ad jus tment  
SFAS No. 133 t rans i t ion  ad jus tment  
Fair value of cont rac ts  ou ts tand ing  a t  the  e n d  of t h e  year 

- , -t'- ' Y ' ;  ,- 1 ~ 1 -  . 
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$ 605 
(746) 
622 

(6) 
749 

1,224 
(155) 

$ 1,069 

For the year ended December 31, 2001, the unrealized net margin recognized in operating income was $619 million as compared 
to $139 million for 2000 and $41 million for 1999. The fair value of these contracts is expected to be realized in future periods, as 
detailed in the following table. The amount of cash ultimately realized for these contracts will differ from the amounts shown in the fol- 
lowing table due to factors such as market volatility, counterparty default and other unforeseen events that could impact the amount 
andlor realization of these values At December 31, 2001, Duke Energy held cash or letters of credit of $1,071 million to secure such 
future performance, and had deposited with counterparties $178 million of such collateral to secure its obligations to  provide such 
future services Collateral amounts held or posted vary depending on the value of the underlying contracts and cover trading, normal 
purchases and normal sales, and hedging contracts outstanding. Duke Energy may be required to return held collateral and post addi- 
tional collateral should price movements adversely impact the value of open contracts or positions 

When available, Duke Energy uses observable market prices for valuing its trading instruments. When quoted market prices are 
not available, management uses established guidelines for the valuation of these contracts Management may use a variety of reason- 
able methods to assist in determining the valuation of a trading Instrument, including analogy to reliable quotations of similar trading 
instruments, pricing models, matrix pricing and other formula-based pricing methods These methodologies incorporate factors for 
which published market data may be available All valuation methods employed by Duke Energy are approved by an independent inter- 
nal corporate risk management organization 

The following table shows the fair value of Duke Energy's trading portfolio as of December 31, 2001 
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In millions 

Sources of Fair Value 2002 2003 2004 a n d  Thereafter Fair Value 
Prices supported by quoted  

market pr ices a n d  other 
external sources $ 457 $ 153 $ 9  $ 26 $ 645 

Prices based on  mode ls  and other 
valuat ion methods  (1 04) 11 128 389 424 

Total $ 353 $ 164 $ 137 $ 415 $ 1,069 

Matur i t y  i n  Matur i t y  i n  Matur i t y  i n  Matur i t y  i n  2005 Total 

The "prices supported by quoted market prices and other external sources" category includes Duke Energy's New York Mercantile 
Exchange (NYMEX) futures positions in natural gas and crude oil The NYMEX has currently quoted prices for the next 32 months In I 
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addition, this category includes Duke Energy’s forward positions and options in natural gas and power and natural gas basis swaps at 
points for which over-the-counter (OTC) broker quotes are available. On average, OTC quotes for natural gas and power forwards and 
swaps extend 22 and 32 months into the future, respectively. OTC quotes for natural gas and power options extend 12 months into the 
future, on average. Duke Energy values these positions against internally developed forward market price curves that are constantly val- 
idated and recalibrated against OTC broker quotes This category also includes “strip” transactions whose prices are obtained from 
external sources and then modeled to daily or monthly prices as appropriate. 

The “prices based on models and other valuation methods” category includes ( I )  the value of options not quoted by an exchange 
or OTC broker, ( i i )  the value of transactions for which an internally developed price curve was constructed as a result of the long dated 
nature of the transaction or the illiquidity of the market point, and ( 1 1 1 )  the value of structured transactions It is important to understand 
that in certain instances structured transactions can be decomposed and modeled by Duke Energy as simple forwards and options 
based on prices actively quoted Although the valuation of the simple structures might not be different from the valuation of contracts 
in other categories, the effective model price for any given period is a combination of prices from two or more different instruments and 
therefore have been included in this category due to the complex nature of these transactions 

The value of Duke Energy’s trading portfolio valuation adjustments for liquidity, credit and cost of service is reflected in the above amounts. 
HEDGING STRATEGIES Some Duke Energy subsidiaries are exposed to market fluctuations in the prices of energy commodities related 

to their power generating and natural gas gathering, processing and marketing activities. Duke Energy closely monitors the risks asso- 
ciated with these commodity price changes on its future operations and, where appropriate, uses various commodity instruments such 
as electricity, natural gas, crude oil and NGL contracts to hedge the value of its assets and operations from such price risks In accor- 
dance with SFAS No 133, Duke Energy’s primary use of energy commodity derivatives is to hedge the output and production of assets 
it physically owns. Contract terms are up to 13 years; however, since these contracts are designated and qualify as effective hedge posi- 
tions of future cash flows, or fair values of assets owned by Duke Energy, to the extent that the hedge relationships are effective, their 
market value change impacts are not recognized in current earnings. The unrealized gains or losses on these contracts are deferred in 
Other Comprehensive Income (OCI) or included in Other Current or Noncurrent Assets or Liabilities on the Consolidated Balance Sheets, 
in accordance with SFAS No 133 Amounts deferred in OCI are realized in earnings concurrently with the transaction being hedged 
(See Notes 1 and 7 to the Consolidated Financial Statements ) However, in instances where the hedging contract no longer qualifies for 
hedge accounting, amounts included in OCI through the date of de-designation remain in OCI until the underlying transaction actually 
occurs. The derivative contract (if continued as an open position) will be marked to market currently through earnings Several factors 
influence the effectiveness of a hedge contract, including counterparty credit risk. 

The following table shows when gains and losses deferred on the Consolidated Balance Sheets for derivative instruments qualify- 
ing as effective hedges of firm commitments or anticrpated future transactions will be recognized into earnings. Contracts with terms 
extending several years are generally valued using models and assumptions developed internally or by industry standards However, as 
mentioned previously, the gains and losses for these contracts are not recognized in earnings until settlement at their then market price 
Therefore, assumptions and valuation techniques for these contracts have no impact on reported earnings prior to settlement. 

The fair value of Duke Energy’s qualifying hedge positions at a point in time is not necessarily indicative of the value realized when 
such contracts settle. 

~~ 

Matur i ty in  Matur i t y  i n  Matur i t y  i n  Matur i ty i n  2005 Total 
2002 2003 2004 and Thereafter Contract  Value 

$ 454 $ 156 $ 71 $ (38) $ 643 

In addition to the hedge contracts described above and recorded on the consolidated Balance Sheets, Duke Energy enters into 
other contracts that qualify for the normal purchases and sales exemption described in Paragraph 10 of SFAS No 133 and DIG Issue 
No C15 These contracts, generally forward agreements to sell power, bear the same counterparty credit risk as the hedge contracts 
described above Under the same risk reduction guidelines used for other contracts, normal purchases and sales contracts are also 
subject to collateral requirements Income recognition and realization related to these contracts coincide with the physical delivery of 
power 



Management’s Discuss ion and Analysis 
o f  Resul ts  of Operations and F inancia l  Condi t ion 

Based on a sensitivity analysis as of December 31, 2001, it was estimated that a difference of one cent per gallon in the average 
price of NGLs in 2002 would have a corresponding effect on EBlT of approximately $6 million, after considering the effect of Duke 
Energy’s commodity hedge positions Comparatively, the same sensitivity analysis as of December 31, 2000 estimated that EBlT would 
have changed by approximately $8 million in 2001. Based on the sensitivity analyses associated with other commodities’ price changes, 
net of Duke Energy’s commodity hedge positions, the effect on EBlT was not material as of December 31, 2001 or 2000. Duke Energy’s 
qualifying hedge positions protect it from immediate earnings impact for adverse price movements The resulting gains and losses are 
deferred on the Consolidated Balance Sheets until cash settlement occurs, provided that the hedge positions remain effective. 

These hypothetical adverse impacts do not consider the likely positive impact that price movements would have on Duke Energy‘s 
physical purchases and sales of natural gas and electricity which these contracts hedge The hedge contracts are intended to mitigate 
the impact that price changes have on Duke Energy’s physical positions. Therefore, although the fair value of these positions may 
decline with adverse price changes, the impact on results would be minimal as Duke Energy‘s physical positions are inversely affected 
by such changes. 

I .  Duke Energy’s principal customers for power and natural gas marketing services are industrial end-users and utilities 
located throughout the U S , Canada, Asia Pacific, Europe and Latin America. Duke Energy has concentrations of receivables from nat- 
ural gas and electric utilities and their affiliates, as well as industrial customers throughout these regions These concentrations of cus- 
tomers may affect Duke Energy’s overall credit risk in that certain customers may be similarly affected by changes in economic, regu- 
latory or other factors Where exposed to credit risk, Duke Energy analyzes the counterparties’ financial condition prior to entering into 
an agreement, establishes credit limits and monitors the appropriateness of those limits on an ongoing basis. Duke Energy frequently 
uses master collateral agreements to mitigate credit exposure. The collateral agreement provides for a counterparty to post cash or let- 
ters of credit for exposure in excess of the established threshold The threshold amount represents an open credit limit, determined in 
accordance with the corporate credit policy. The collateral agreement also provides that the inability to post collateral is sufficient cause 
to terminate a contract and liquidate all positions. 

The change in market value of NYMEX-traded futures and options contracts requires daily cash settlement in margin accounts with 
brokers Financial derivatives are generally cash settled periodically throughout the contract term However, these transactions are also 
generally subject to margin agreements with many of Duke Energy’s counterparties 

As of December 31, 2001, Duke Energy had a pre-tax bad debt provision of $90 million related to receivables for energy sales in 
California (See Current Issues - California Issues.) Following the bankruptcy of Enron Corporation, Duke Energy terminated substan- 
tially all contracts with Enron Corporation and its affiliated companies (collectively, Enron) As a result, Duke Energy recorded, as a 
charge, a non-collateralized accounting exposure of $43 million. The $43 million non-collateralized accounting exposure is comprised 
of charges of $36 million at NAWE, $3 million at International Energy, $3 million at Field Services and $1 million at Natural Gas 
Transmission These amounts are stated on a pre-tax basis as charges against the reporting segment’s earnings 

The transactions between Enron and Duke Energy consisted of the following 
NAWE - forward contracts, swaps, options and physical contracts used to trade natural gas, power, crude oil, liquefied petroleum gas 
and coal 
International Energy - forward contracts and options used to trade and hedge natural gas, power and oi l  

ural gas and NGLs; transportation and storage 
Natural Gas Transmission - forward financial sales of NGLs 

. Field Services - physical purchaselsale contracts for natural gas and NGLs; forward contracts, swaps and options used to trade nat- 

The $43 million charge was a direct reduction to earnings before income taxes and was a result of charging the full amount of 
unsettled mark-to-market earnings previously recognized, and all derivative assets and accounts receivable that became impaired due 
to Enron’s financial deterioration. All assets written off or reserved for were net of the margin (cash collateral) posted by Enron of $330 
million and applied by Duke Energy in connection with transactions between the companies 

Duke Energy’s determination of its bankruptcy claims against Enron is still under review, and its claims made in the bankruptcy 
case are likely to exceed $43 million Any bankruptcy claims that exceed this amount would primarily relate to termination and settle- 
ment rights under contracts and transactions with Enron that would have been recognized in future periods, and not in the historical 
periods covered by the financial statements to which the $43 million charge relates. 
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Substantially a l l  contracts with Enron were completed or terminated prior to December 31, 2001. Duke Energy has continuing con- 
tractual relationships with certain Enron affiliates, which are not in bankruptcy. In Brazil, a power purchase agreement between a Duke 
Energy affiliate, Paranapanema, and Elektro Eletricidade e Servicos S/A (Elektro), a distribution company 40% owned by Enron, will 
expire December 31, 2005 The contract was executed by Duke Energy's predecessor in interest in Paranapanema, and obligates 
Paranapanema to provide energy to Elektro on an irrevocable basis for the contract period, In addition, a purchase/sale agreement 
expiring September 1, 2005 between a Duke Energy affiliate and Citrus Trading Corporation (Citrus), a 50/50 joint venture between 
Enron and El Paso Corporation, continues to be in effect. The contract requires the Duke Energy affiliate to provide liquefied natural 
gas to Citrus Citrus has provided a letter of credit in favor of Duke Energy to cover its exposure 

I;:iTEFiEST RATE RISK Duke Energy is exposed to risk resulting from changes in interest rates as a result of its issuance of variable- 
rate debt, fixed-to-floating interest rate swaps, commercial paper and auction market preferred stock Duke Energy manages its inter- 
est rate exposure by limiting its variable-rate and fixed-rate exposures to certain percentages of total capitalization, as set by policy, and 
by monitoring the effects of market changes in interest rates Duke Energy also enters into financial derivative instruments, including, 
but not limited to, interest rate swaps, options, swaptions and lock agreements to manage and mitigate interest rate risk exposure. (See 
Notes 1, 7, 10, 12 and 14 to the Consolidated Financial Statements.) 

Based on a sensitivity analysis as of December 31, 2001, it was estimated that if market interest rates average 1% higher (lower) 
in 2002 than in 2001, earnings before income taxes would decrease (increase) by approximately $57 million Comparatively, based on 
a sensitivity analysis as of December 31, 2000, had interest rates averaged 1% higher (lower) in 2001 than in 2000, it was estimated 
that earnings before income taxes would have decreased (increased) by approximately $53 million These amounts include the effects 
of interest rate hedges and were determined by considering the impact of the hypothetical interest rates on the variable-rate securities 
outstanding as of December 31, 2001 and 2000 The increase in interest rate sensitivity 1s primarily due to the increase in outstanding 
variable-rate commercial paper If interest rates changed significantly, management would likely take actions to manage its exposure to 
the change However, due to the uncertainty of the specific actions that would be taken and their possible effects, the sensitivity analy- 
sis assumes no changes in Duke Energy's financial structure. 

Ec. J!-;'{ PJPji:: E ::!Si.\ Duke Energy maintains trust funds, as required by the Nuclear Regulatory Commission (NRC), to fund cer- 
tain costs of nuclear decommissioning. (See Note 11 to  the Consolidated Financial Statements.) As of December 31, 2001 and 2000, 
these funds were invested primarily in domestic and international equity securities, fixed-rate, fixed-income securities and cash and 
cash equivalents. Duke Energy has an agreement with the NRC that these funds will only be used for activities relating to nuclear 
decommissioning Because the accounting for nuclear decommissioning recognizes that costs are recovered through Franchised 
Electric's rates, fluctuations in equity prices or interest rates do not affect consolidated results of operations, cash flows or financial posi- 
tion (See Current Issues - Nuclear Decommissioning Costs 1 

c>2p?;GY 51-F,F1Ei.1C'~ PISh Duke Energy is exposed to foreign currency risk from investments in international affiliates and busi- 
nesses owned and operated in foreign countries. To mitigate risks associated with foreign currency fluctuations, when possible, trans- 
actions are denominated in or indexed to the U S doltar and/or local inflation rates, or investments may be hedged through debt denom- 
inated or issued in the foreign currency. Duke Energy also uses foreign currency derivatives, where possible, to manage its risk related 
to foreign currency fluctuations. To monitor its currency exchange rate risks, Duke Energy uses sensitivity analysis, which measures the 
impact of devaluation of the foreign currencies to which it has exposure 

As of December 31, 2001, Duke Energy's primary foreign currency rate exposures were the Brazilian real, the Peruvian nuevo sol, 
the Australian dollar, the El Salvadoran colon, the Argentine peso, the European euro and the Canadian dollar. Based on a sensitivity 
analysis as of December 31, 2001, a 10% devaluation in the currency exchange rate in any or all of these foreign currencies would be 
insignificant to Duke Energy's Consolidated Statements of Income Significant devaluations may impact Duke Energy's Consolidated 
Balance Sheets by decreasing the value of Duke Energy's net investments through a reduction in the cumulative translation adjustment 
in OCI 

Since 1991, the Argenttne peso has been pegged to the U S  doltar at  a fixed 1:l exchange ratio In December 2001, the Argentine 
government imposed a restriction that limited cash withdrawals above a certain amount and foreign money transfers Financial institu- 
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tions were allowed to conduct limited activity as a bank and exchange holiday was announced, and currency exchange activity was 
essentially halted In January 2002, the Argentine government announced the creation of a dual-currency system. Subsequently, how- 
ever, the Argentine government has decided to use a free-floating currency. 

Duke Energy‘s investment in Argentina was U S .  dollar functional as of December 31, 2001 Once a functional currency determi- 
nation has been made, that determination must be adhered to consistently, unless significant changes in economic factors indicate that 
the entity’s functional currency has changed The recent events in Argentina require a change In January 2002, the functional cur- 
rency of Duke Energy’s investment in Argentina changed from the U S dollar to the Argentine peso. In compliance with SFAS No 52, 
“Foreign Currency Translation,” the change in functional currency will be made prospectively. Management believes that the events in 
Argentina will have no material adverse effect on Duke Energy‘s future consolidated results of operations, cash flows or financial position 

CURRENT ISSUES 

;’ -~ _I ,-.-:!( I - :  .u:;E.; i; _I WHOLESALE COMPETITION The Energy Policy Act of 1992 and the FERC’s subsequent rulemaking activities 
opened the wholesale energy market to competition Open-access transmission for wholesale customers, as defined by the FERC’s 
rules, provides energy suppliers, including Duke Energy, with opportunities to sell and deliver capacity and energy at market-based 
prices From the FERC’s open-access rule, Franchised Electric obtained the rights to sell capacity and energy at market-based rates 
from its own assets, which allows Franchised Electric to purchase, at attractive rates, a portion of its capacity and energy requirements 
resulting in lower overall costs to customers. Open access also provides Franchised Electric’s existing wholesale customers with com- 
petitive opportunities to seek other suppliers for their capacity and energy requirements. 

In 1999 and 2000, the FERC issued its Order 2000 and Order 2000-A regarding Regional Transmission Organizations (RTOs) 
These orders set minimum characteristics and functions RTOs must meet, including independent authority to establish the terms and 
conditions of transmission service over the facilities they control The orders provide for an open and flexible RTO structure to meet the 
needs of the market, and for the possibility of incentive ratemaking and other benefits for transmission owners that participate. 

As a result of these rulemakings, Duke Energy and two other investor-owned utilities, Carolina Power & Light Company and South 
Carolina Electric & Gas Company, planned to establish GridSouth Transco, LLC (GridSouth), as an RTO responsible for the control of 
the companies’ combined transmission systems. In March 2001, GridSouth received provisional approval from the FERC. However, in 
July 2001, the FERC issued orders recommending that utilities throughout the U S .  combine their transmission systems to create four 
large independent regional operators, one each in the Northeast, Southeast, Midwest and West The FERC ordered GridSouth and other 
utilities in the Southeast to loin in 45 days of mediation to negotiate terms of a Southeast RTO. The FERC has not issued an order specif- 
ically based on those proceedings 

Duke Energy, Carolina Power & Light Company and South Carolina Electric & Gas Company remain committed to the GridSouth 
RTO, but due to regulatory uncertainties in the RTO arena, the companies have withdrawn their applications to the PSCSC and NCUC 
to transfer functional control of their electric transmission assets to GridSouth. The companies intend to file new applications before the 
state commissions in the near future, including a revised GridSouth structure designed to meet the needs of customers and regulators 
Also, in January of 2002, GridSouth signed a memorandum of understanding with the representatives of SeTrans Grid Company 
(SeTrans), a group of investor-owned utilities and public power entities in several southeastern states seeking to form an RTO, to coop- 
erate in discussing potential operational relationships between GridSouth and SeTrans and the structure of wholesale electric markets 
in the southeast U S 

The actual structure of GridSouth or an alternative combined transmission structure and the date it will become operational 
depend upon the resolution of all regulatory approvals and technical issues Management believes that the result of this process, and 
the establishment and operation of GridSouth or an alternative combined transmission system structure, will have no material adverse 
effect on Duke Energy‘s future consolidated results of operations, cash flows or financial position 

RETAIL COMPETITION Currently, Franchised Electric operates as a vertically integrated, investor-owned utility with exclusive rights to sup- 
ply electricity in a franchised service territory - a 22,000-square-mile service territory in the Carolinas In its retail business, the NCUC 
and the PSCSC regulate Franchised Electric’s service and rates. 

Electric industry restructuring is being addressed throughout the U S .  and will likely impact all entities owning electric generating 
assets The NCUC and the PSCSC are studying the merits of restructuring the electric utility industry in the Carolinas. In 1997, North 
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Carolina passed a bill that established a study commission, including legislators, customers, utilities and a member of an environmen- 
ta l  group, to examine whether competition should be implemented in the state In 2000, the study commission unanimously approved 
a set of recommendations on electric restructuring and submitted a report containing these recommendations to the General Assembly. 
The report recommended retail deregulation beginning partially in 2005 and fully in 2006. However, events in California’s power mar- 
ket have led the study commission to evaluate whether, and to what extent, proposed legislation should be introduced. In general, the 
commission has expressed interest in ensuring that a viable wholesale electric market is in place prior to opening the state‘s retail elec- 
tric market 

Currently, the electric utility industry is predominantly regulated on a basis designed to recover the cost of providing electric power 
to customers If cost-based regulation were to be discontinued in the industry for any reason, including competitive pressure on the 
cost-based prices of electricity, profits could be reduced and electric utilities might be required to reduce their asset balances to reflect 
a market basis less than cost Discontinuance of cost-based regulatton would also requrre affected utilities to write off their associated 
regulatory assets. Duke Energy‘s regulatory assets are included in the Consolidated Balance Sheets. The portion of these regulatory 
assets related to Franchised Electric is approximately $1 0 billion, including primarily purchased capacity costs, deferred debt expense 
and deferred taxes related to regulatory assets. Duke Energy is recovering substantially all of these regulatory assets through its cur- 
rent wholesale and retail electric rates and may attempt to continue to recover these assets during a transition to competition. In addi- 
tion, Duke Energy would seek to recover the costs of its electric generating facilities in excess of the market price of power at the time 
of transition 

Duke Energy supports a properly managed and orderly transition to competitive generation and retail services in the electric indus- 
try. However, transforming the current regulated industry into efficient, competitive generation and retail electric markets is a complex 
undertaking, which will require a carefully considered transition to a restructured electric industry. The key to effective retail competi- 
tion is fairness among customers, service providers and investors. Duke Energy intends to continue to work with customers, legislators 
and regulators to address all the important issues. Management currently cannot predict the impact, if any, of these competitive forces 
on future consolidated results of operations, cash flows or financial position. 

i \ .ATI lRAL Gi’,\S CC~iJFF’ETI-~I:I::l ~ WHOLESALE COMPETITION In 2000, the FERC issued Order 637, which sets forth revisions to its reg- 
ulations governing short-term natural gas transportation services and policies governing the regulation of interstate natural gas pipelines 
“Short-term“ has been defined as all transactions of less than one year Among the significant actions taken are the lifting of the price 
cap for short-term capacity release by pipeline customers for an experimental 2 1/2-year period ending September 1, 2002, and requrr- 
ing interstate pipelines to file pro forma tariff sheets to (I) provide for nomination equality between capacity release and primary pipeline 
capacity, ( 1 1 )  implement imbalance management services (for which interstate pipelines may charge fees) while at the same time reduc- 
ing the use of operational flow orders and penalties, and ( 1 1 1 )  provide segmentation rights if operationally feasible. Order 637 also nar- 
rows the right of first refusal to remove economic biases perceived in the current rule. Order 637 imposes significant new reporting 
requirements for interstate pipelines that were implemented by Duke Energy during 2000 Additionally, Order 637 permits pipelines to 

propose peak/off-peak rates and term-differentrated rates, and encourages pipelines to propose experimental capacity auctions By 
Order 637-A, issued in 2000, the FERC generally denied requests for rehearing and several parties, including Duke Energy, have filed 
appeals in the District of Columbia Court of Appeals seeking court review of various aspects of the Order During the third quarter of 
2001, Duke Energy’s interstate pipelines submitted revised pro forma tariff sheets to update the filings originally submitted in 2000 
These filings are currently subject to review and approval by the FERC. 

Management believes that the effects of these matters will have no material adverse effect on Duke Energy’s future consolidated 
results of operations, cash flows or financial position. 

RETAIL COMPETITION Changes in regulation to allow retail competition could affect Duke Energy’s natural gas transportation contracts 
with local natural gas distribution companies. While natural gas retail deregulation is in the very early stages of development, manage- 
ment believes t h e  effects of this matter will have no material adverse effect on Duke Energy’s future consolidated results of operations, 
cash flows or financial position 

Estimated site-specific nuclear decommissioning costs, including the cost of decom- 
missioning plant components not subject to radioactive contamination, total approximately $1 9 billion stated in 1999 dollars based on 
’‘4 iJ :; 2 4 L? v ~ ? ~ ~ ~ ~ , ! ~ ; ~  r ,  11~55; ~ ~ ~ ~ . . i  j i , ;:: ;:!2&-! 5, 
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decommissioning studies completed in 1999 (studies are completed every five years). Duke Energy contributes to an external decom- 
missioning trust fund and maintains an internal reserve to fund these costs 

The balance of the external funds was $716 million as of December 31, 2001 and $717 million as of December 31, 2000, and IS 

reftected in the Consolidated Balance Sheets as Nuclear Decommissioning Trust Funds (asset) and Nuclear Decommissioning Costs 
Externally Funded (liability). The balance of the internal reserve was $239 million as of December 31, 2001 and $231 million as of 
December 31, 2000, and is reflected in the Consolidated Balance Sheets as Accumulated Depreciation and Amortization. 

Both the NCUC and the PSCSC have granted Duke Energy recovery of estimated decommissioning costs through retail rates over 
the expected remaining service periods of its nuclear plants Management believes that the decommissioning costs betng recovered 
through rates, when coupled with expected fund earnings, are sufficient to provide for the cost of decommissioning. Additionally, man- 
agement believes that funding of the decommissioning costs will not have a material adverse effect on consolidated results of opera- 
tions, cash flows or financial position (See Note 11 to the Consolidated Financial Statements ) 

The external decommissioning trust fund is invested primarily in domestic and international equity securities, fixed-rate, fixed- 
income securities and cash and cash equivalents Duke Energy has an agreement with the NRC that these funds will only be used for 
activities relating to nuclear decommissioning. These investments are exposed to price fluctuations in equity markets and changes in 
interest rates Because the accounting for nuclear decommissioning recognizes that costs are recovered through Franchised Electric’s 
rates, fluctuations in equity prices or interest rates do not affect consolidated results of operations, cash flows or financial position 

.- ~ C I C : ~ E P , ” ~  FE!-IGEi.driIr\lG In 2000, the NRC renewed the operating license for Duke Energy’s three Oconee nuclear units through 
2033 to 2034 Applications to renew the operating licenses for Duke Energy’s Catawba and McGuire nuclear units were filed with the 
NRC in June 2001. These operating licenses currently expire between 2021 and 2026 

c i ~ ~ \ ; ; t ~ , ~ ! ~ \ : i L ~ E i . i T ~  Duke Energy is subject to international, federal, state and local regulations regarding air and water quality, haz- 
ardous and solid waste disposal and other environmental matters 

Duke Energy operated manufactured gas plants until the early 1950s and has 
entered into a cooperative effort with the State of North Carolina and other owners of former manufactured gas plant sites to investigate 
and, where necessary, remediate those contaminated sites Regulators consider Duke Energy to be a potentially responsible party, pos- 
sibly subject to future liability at six federal and two state Superfund sites While remediation costs may be substantial, Duke Energy will 
share in any liability associated with contamination at these sites with other potentially responsible parties. Management believes that res- 
olution of these matters will have no material adverse effect on consolidated results of operations, cash flows or financial position 
-PCB (POLYCHLORINATED BIPHENYL] ASSESSMENT AND CLEANUP PROGRAMS In 2001, Texas Eastern Transmission, LP, a wholly owned sub- 
sidiary of Duke Energy, completed the remaining requirements of a 1989 US.  Consent Decree regarding the cleanup of PCB-contami- 
nated sites. The Environmental Protectton Agency (EPA) certified the completion of all work under the Consent Decree in January 2002. 
Monitoring of groundwater and remediation at certain sites may continue as required by various state authorities. 

In March 1999, Duke Energy sold PEPL and Trunkline to CMS. (See Note 1 to the Consolidated Financial Statements for more information 
on the sale of the pipelines ) Under the terms of the sales agreement with CMS, Duke Energy is obligated to complete cleanup of previously 
identified contamination resulting from the past use of PC8-containing lubricants and other discontinued practices at certain sites on the PEPL 
and Trunkline systems. 

Based on Duke Energy’s experience to date and costs incurred for cleanup, management believes the resolution of matters relat- 
ing to the environmental issues discussed above will have no material adverse effect on consolidated results of operations, cash flows 
or financial position. 

In 1998, the EPA issued a final rule on regional ozone control that required 22 eastern states and the District 
of Columbia to revise their State Implementation Plans (SIPS) to significantly reduce emissions of nitrogen oxide by May 1, 2003. The 
EPA rule was challenged in court by various states, industry and other interests, including Duke Energy and the states of North Carolina 
and South Carolina. In 2000, the court upheld most aspects of the EPA rule. The same court subsequently extended the compliance 
deadline for implementation of emission reductions to  May 31, 2004. 

In 2000, the EPA finalized another ozone-related rule under Section 126 of the Clean Air Act (CAA) Section 126 of the CAA has 
virtually identical emission control requirements as the 1998 action, and specified a May 1, 2003 compliance date. While the emission 

MANUFACTURED GAS PLANTS AND SUPERFUND SITES 
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reduction requirements of the rule have been upheld in court, the implementation date for the rule has been revised to May 2004 as a 
result of a legal challenge and the resulting court order Management estimates that Duke Energy will spend from $500 million to $900 
million in capital costs for additional emission controls through 2007 to comply with the new EPA rules. 

Both North Carolina and South Carolina have revised their SIPS in response to the EPA's 1998 rule, and are awaiting EPA approval. 
Legislation was introduced in the North Carolina General Assembly in 2001 and passed by the state Senate that would require North 
Carolina electric utilities, including Duke Energy, to make significant reductions in emissions of sulfur dioxide and nitrogen oxides from 
coal-fired power plants over the next seven to 11 years. Management estimates Duke Energy's cost of achieving the proposed emission 
reductions to  be approximately $1.5 billion A provision in the proposed North Carolina legislation allows Duke Energy to recover those 
costs from customers through an environmental compliance expenditure-recovery factor that is separate from the electric utility's base 
rates I f  passed into law, the final provisions could be significantly different from the proposal. 

Emission control retrofits needed to comply with the new rules are large technical, design and construction projects These pro- 
jects will be managed closely to ensure the continuation of reliable electric service to Duke Energy's customers throughout the projects 
and upon their completion. 

In 2000, the U S Justice Department, acting on behalf of the €PA, filed a complaint against Duke Energy in the U S .  District Court 
in Greensboro, North Carolina, for alleged violations of the New Source Review (NSR) provisions of the CAA. The EPA claims that 29 
projects performed at 25 of Duke Energy's coal-fired units were major modifications, as defined in the CAA, and that Duke Energy vio- 
lated the CAAs NSR requirements when it undertook those projects without obtaining permits and installing emission controls for SUI -  
fur dioxide, nitrogen oxide and particulate matter The complaint asks the court to order Duke Energy to stop operating the coal-fired 
units identified in the complaint, install additional emission controls and pay unspecified civil penalties. This complaint is part of the 
EPA's NSR enforcement initiative, in which the EPA claims that utilities and others have committed widespread violations of the CAA 
permitting requirements for the past 25 years. The EPA has sued or issued notices of violation of investigative information requests to 
at least 48 other electric utilities and cooperatives. 

The EPAs allegations run counter to previous EPA guidance regarding the applicability of the NSR permitting requirements Duke 
Energy, along with other utilities, has routinely undertaken the type of repair, replacement and maintenance projects that the EPA now 
claims are illegal. Duke Energy believes that all of its electric generation units are properly permitted and have been properly main- 
tained, and is defending itself vigorously against these alleged violations. The U S .  Vice President's National Energy Policy Development 
Group has ordered the EPA to review its NSR rules and has ordered the Department of Justice to review the appropriateness of the 
enforcement cases The €PA review was scheduled to be completed by August 2001, but has not yet been concluded In January 2002, 
the Department of Justice released a report concluding that it was not improper for the Department of Justice to initiate the enforce- 
ment cases brought on behalf of the EPA. It specifically declined to address whether the EPAs enforcement actions are wise as a mat- 
ter of national energy policy Because these matters are in a preliminary stage, management cannot estimate the effects of these mat- 
ters on Duke Energy's future consolidated results of operations, cash flows or financial position. The CAA authorizes civil penalties of 
up to $27,500 per day per vtolation at each generating unit. Civil penalties, if ultimately imposed by the court, and the cost of any 
required new pollution control equipment, if the court accepts the EPA's contentions, could be substantial. 
--GLOBAL CLIMATE CHANGE In 1997, the United Nations held negotiations in Kyoto, Japan, to determine how to minimize global warm- 
ing The resulting Kyoto Protocol prescribed, among other greenhouse gas emission reduction tactics, carbon dioxide emission reduc- 
tions from fossil-fueled electric generating facilities in the U S and other developed nations, as well as methane emission reductions 
from natural gas operations The high-level operational framework for implementtng the Kyoto Protocol was agreed to in November 
2001 If the Kyoto Protocol were to be implemented in developed countries where Duke Energy operates, it could have far-reaching 
implications for Duke Energy and the entire energy industry However, the outcome and timing of these implications are highly uncer- 
tain, and Duke Energy cannot estimate the effects on future consolidated results of operations, cash flows or financial position. Duke 
Energy remains engaged in discussions with those developing public policy initiatives and continuously assesses the commercial impli- 
cations for its markets around the world 

;>Li I - ;< :  On September 27, 2001, the FERC issued a NOPR announcing that It is consid- 
ering new regulations regarding standards of conduct that would apply uniformly to natural gas pipelines and electric transmitting public util- 
ities that are currently subject to different gas or electric standards The proposed standards would change how companies and their affili- 

PRQ?C!SL-C! c?Ii?E1',3AiC\itt1'3 {F<CjjFP,, 
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ates interact and share information by broadening the definition of “affiliate” covered by the standards of conduct, from the more narrow 
definition in the existing regulations The NOPR also seeks comment on whether the standards of conduct should be broadened to include 
the separation of those involved in the bundled retail electric sales function from those in the transmission function, as the current standards 
apply only to those involved in wholesale activities. Various entities filed comments on the NOPR with the FERC, including Duke Energy which 
filed on December 20, 2001. The FERC has indicated that they appreciate the complexity of the issues and that they would prefer having a 
technical conference before entering directly into a final rulemaking. No notice of a technical conference has been given at this time 

? E G b d \ T G Z \  FvflATTEF:. In 2001, the NCUC and PSCSC began a joint investigation, along with the Public Staff of the NCUC, 
regarding certain Duke Power regulatory accounting entries for 1998. In its internal review of the 14 entries in question, Duke Energy 
concluded that nine items were correctly classified for regulatory accounting Four items were incorrectly classified for regulatory pur- 
poses for 1998 only, and did not recur. The classification of the remaining item, distributions from a mutual insurance company, is sub- 
ject to differing regulatory interpretations Duke Energy believes this item was appropriately classified, but is evaluating its classification 
for future years. As part of their investigation, the NCUC and PSCSC have jointly engaged an independent firm to conduct an audit of 
Duke Power’s accounting records for reporting periods from 1998 through June 30, 2001. Duke Energy continues to fully cooperate 
with the commissions in their investigation As requested by the NCUC, Duke Energy has recorded the 2001 mutual insurance distrib- 
ution, approximately $33 million, in a deferred credit account on the Consolidated Balance Sheets, pending final outcome of the inde- 
pendent audit. 

C 4 L l F W ? J ! I ?  8SSUES Duke Energy, some of its subsidiaries and three current or former executives have been named as defen- 
dants, among other corporate and individual defendants, in one or more of a total of six lawsuits brought by or on behalf of electricity 
consumers in the State of California The plaintiffs seek damages as a result of the defendants’ alleged unlawful manipulation of the 
California wholesale electricity markets. DENA and DETM are among 16 defendants in a class-action lawsuit (the Gordon lawsuit) filed 
against generators and traders of electricity in California markets. DETM was also named as one of numerous defendants in four addi- 
tional lawsuits, including two class actions (the Hendricks and Pier 23 Restaurant lawsuits), filed against generators, marketers, traders 
and other unnamed providers of electricity in California markets. A sixth lawsuit (the Bustamante lawsuit) was brought by the Lieutenant 
Governor of the State of California and a State Assemblywoman, on their own behalf as citizens and on behalf of the general public, and 
includes Duke Energy, some of its subsidiaries and three current or former executives of Duke Energy among other corporate and indi- 
vidual defendants The Gordon and Hendricks class-action lawsuits were filed in the Superior Court of the State of California, San Diego 
County, in November 2000. Three other lawsuits were filed in January 2001, one in Superior Court, San Diego County, and the other 
two in Superror Court, County of San Francisco. The Bustamante lawsuit was filed in May 2001 in Superior Court, Los Angeles County. 
These lawsuits generally allege that the defendants manipulated the wholesale electricity markets in violation of state laws against unfair 
and unlawful business practices and state antitrust laws The plaintiffs seek aggregate damages of billions of dollars. The lawsuits seek 
the refund of alleged unlawfully obtained revenues for electricity sales and, in four lawsuits, an award of treble damages. These suits 
have been consolidated before a state court judge in San Diego. While these matters are in their earliest stages, management believes, 
based on its analysts of the facts and the asserted claims, that their resolution will have no material adverse effect on Duke Energy’s 
consolidated results of operations, cash flows or financial position. 

In addition to the lawsuits, several investigations and regulatory proceedings at the state and federal levels are looking into the 
causes of high wholesale electricity prices in the western U S At the federal level, numerous proceedings are before the FERC. Some 
parties to those proceedings have made claims for billions of dollars of refunds from sellers of wholesale electricity, including DETM 
Some parties have also sought to revoke the authority of DETM and other DENA-affiliated electricity marketers to sell electricity at mar- 
ket-based rates. The FERC is also conducting its own wholesale pricing investigation. As a result, the FERC has ordered some sellers, 
including DETM, to refund, or to offset against outstanding accounts receivable, amounts billed for electricity sales in excess of a FERC- 
established proxy price The proxy price represents what the FERC believes would have been the market-clearing price in a perfectly 
competitive market. In June 2001, DETM offset approximately $20 million against amounts owed by the California Independent System 
Operator and the California Power Exchange for electricity sales during January and February 2001. This offset reduced the $110 mil- 
lion reserve established in 2000 to $90 million Proceedings are ongoing to determine, among other issues, the amount of any refunds 
or offsets for periods prior to January 2001, and the method to be used to determine the proxy price in future months. 
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At the state level, the California Publtc Utilities Commission is conducting formal and informal investigations to determine if power 
plant operators in California, including some Duke Energy entities, have improperly “withheld,” either economically or physically, gen- 
eration output from the market to manipulate market prices. In addition, the California State Senate formed a Select Committee to 
Investigate Price Manipulation of the Wholesale Energy Market (Select Committee). The Select Committee has served a subpoena on 
Duke Energy and some of its subsidiaries seeking data concerning their California market activities. The Select Committee has heard 
testimony from several witnesses but no one from Duke Energy has yet been subpoenaed to testify. 

The California Attorney General is also conducting an investigation to determine if any market participants engaged in illegal activ- 
ity, including antitrust violation, in the course of their electricity sales into wholesale markets in the western U S The Attorneys General 
of Washington and Oregon are participating in the California Attorney General’s investigation. The San Diego District Attorney is con- 
ducting a separate investigation into market activities and has issued subpoenas to DETM and a DENA subsidiary. 

The California Attorney General has also convened a grand jury to determine whether criminal charges should be brought against 
any market participants To date, no Duke Energy employee has been called to testify before the grand jury nor have any criminal 
charges been filed against Duke Energy or any of its officers, directors or employees in connection with the wholesale electricity mar- 
kets in the states of the western U s. 

Throughout 2001, Duke Energy conducted its business in California to supply the maximum possible electricity to meet the needs 
of the state, limit its exposure to non-creditworthy counterparties and manage the output limitations on its power plants imposed by 
applicable permits and laws Since December 31, 2000, Duke Energy has closely managed the balance of doubtful receivables, and 
believes that the current pre-tax bad debt proviston of $90 million is appropriate. No additional provisions for California receivables were 
recorded in 2001 Management believes, based on its analysis of the facts and the asserted claims, that the resolution of these mat- 
ters will have no material adverse effect on Duke Energy’s consolidated results of operations, cash flows or financial position. 

LITICX-FlOh A V D  C9W’PlSiGEPiClFS -EXXON MOBlL CORPORATION ARBITRATION In 2000, three Duke Energy subsidiaries initiated 
binding arbitration against three Exxon Mobil Corporation subsidiaries (the Exxon Mobil entities) concerning the parties’ joint ownership 
of DETM and related affiliates (the Ventures) At  issue is a buy-out right provision under the joint venture agreements for these entities. 
If there is a material business dispute between the parties, which Duke Energy alleges has occurred, the buy-out provision gives Duke 
Energy the right to purchase Exxon Mobil’s 40% interest in DETM. Exxon Mobil does not have a similar right under the joint venture 
agreements and once Duke Energy exercises the buy-out right, each party has the right to “unwind” the buy-out under certain specif- 
ic circumstances. In December 2000, Duke Energy exercised its right to buy the Exxon Mobil entities’ interest in the Ventures Duke 
Energy claims that refusal by the Exxon Mobil entities to honor the exercise is a breach of the buy-out right provision, and seeks spe- 
cific performance of the provision. Duke Energy has also made addittonal claims against the Exxon Mobil entities for breach of the 
agreements governing the Ventures 

In January 2001, the Exxon Mobil entities made counterclaims in the arbitration and, in a separate Texas state court action, alleged 
that Duke Energy breached its obligations to the Ventures and to the Exxon Mobil entities. In April 2001, the state court stayed its action, 
compelling the Exxon Mobil entities to arbitrate their claims The Exxon Mobil entities proceeded with the arbitration of their claims and 
have not challenged this order in an appellate court In early October 2001, the arbitration panel convened an evidentiary hearing 
regarding the buy-out right provision and Duke Energy’s and Exxon Mobil’s claims against each other The panel has not yet ruled but 
Duke Energy expects a final decision from the panel in early 2002 Management believes that the final disposition of this action will 
have no material adverse effect on Duke Energy’s consolidated results of operations or financial position. 

Duke Energy and its subsidtaries are involved in other legal, tax and regulatory proceedings before various courts, regulatory com- 
missions and governmental agencies regarding performance, contracts and other matters arising in the ordinary course of business, 
some of which involve substantial amounts. Management believes that the final disposition of these proceedings will have no material 
adverse effect on consolidated results of operations, cash flows or financial position. (See Note 15 to the Consolidated Financial 
Statements for information concerning litigation and other commitments and contingencies 1 

i : E W  :IC.~CUNTII\IG 5 TAND,AF?i:.S 

“Goodwill and Other Intangible Assets ” 
In June 2001, the FASB issued SFAS No 141, “Business Combinations,” and SFAS No 142, 

SFAS No. 141 requires that all business combinations initiated (as defined by the standard) after June 30, 2001 be accounted for 
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using the purchase method. Companies may no longer use the pooling method of accounting for future combinations 
SFAS No. 142 IS effective for fiscal years beginning after December 15, 2001, and was adopted by Duke Energy as of January 1, 

2002 SFAS No. 142 requires that goodwill no longer be amortized over an estimated useful life, as  previously required. Instead, good- 
will amounts will be subject to a fair-value-based annual impairment assessment The standard also requires certain identifiable intan- 
gible assets to be recognized separately and amortized as appropriate No such intangibles have been identified a t  Duke Energy. Duke 
Energy expects the adoption of SFAS No. 142 to have an impact on future financial statements, due to the discontinuation of goodwill 
amortization expense, For 2001, pre-tax goodwill amortization expense was $101 million. The FASB and the ElTF continue to respond 
to questions to clarify key aspects of SFAS No. 142 Duke Energy has determined the effect of implementing SFAS No 142 and does 
not expect to record any impairment in 2002. 

In July 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No. 143 provides the account- 
ing requirements for retirement obligations associated with tangible long-lived assets It is effective for fiscal years beginning after June 
15, 2002, and early adoption is permitted Duke Energy is currently assessing the new standard and has not yet determined the impact 
on its consolidated results of operations or financial position 

In August 2001, the FASB issued SFAS No 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” The new rules 
supersede SFAS No 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.” The new 
rules retain many of the fundamental recognition and measurement provisions, but significantly change the criteria for classifying an 
asset as held-for-sale SFAS No 144 is effective for fiscal years beginning after December 15, 2001 Duke Energy has evaluated the 
new standard, and management believes that it will have no material adverse effect on Duke Energy’s consolidated results of operations 
or financial position. 

Er\IERc;Y Ii‘.IDiJSTF(v‘ Ar45 4CCOl ,l\iT!ry!G P3fi,C7-lCE> The energy industry landscape changed during 2001. The bankruptcy 
of Enron (See Quantitative and Qualitative Disclosures About Market Risk - Credit Risk), the tragic events of September 11, 2001 and 
the global economic downturn will likely have continued impacts on the industry 

Near-term economic growth is likely to be lower and more cyclical than in the recent past. As a result, industrial or commercial 
customers and trading counterparties could reduce their business volume with Duke Energy. However, overall demand for power is still 
on the rise Current estimates place demand growth for power between 1% and 2% annually over the next decade. Duke Energy will 
continue to seek opportunities to reduce the risks associated with economic impacts on its customers, and help markets achieve desired 
supplyldemand equilibrium and infrastructure reliability. 

The situation surrounding Enron’s bankruptcy has forced regulators and legislators to take a renewed look at accounting practices, 
financial disclosures, companies’ relationships with their independent auditors and retirement plan practices. Duke Energy cannot pre- 
dict the ultimate impact of any future changes in laws or regulations However, Duke Energy is committed to complying with all laws 
and regulations and will continue to play an active role in helping to shape future laws and regulations as they evolve 

PEbIDibiG ~ \ C , Q i V S ‘ T i Q ~ J  O F  WES’rC04ST E N E R G ?  iiJC In September 2001, Duke Energy announced its plans to acquire 
Westcoast for approximately $8 billion, including the assumption of debt. Westcoast, headquartered in Vancouver, British Columbia, is 
a North American energy company with interests in natural gas gathering, processing, transmission, storage and distribution, as well as 
power generation and international energy businesses In the pending transaction, Duke Energy would acquire all outstanding common 
shares of Westcoast in exchange for a combination of cash, Duke Energy common shares and exchangeable shares of a Canadian sub- 
sidiary of Duke Energy such that 50% of the consideration will be paid in cash and 50% in stock. The transaction is expected to close 
by the end of the first quarter of 2002, subject to regulatory approvals. The transaction will be accounted for using the purchase method 
of accounting 

SI:BSEQiJEI\IT EVEPiT On January 31, 2002, Duke Energy announced the planned sale of its DE&S business unit to Framatome 
ANP, Inc. (a nuclear supplier) for approximately $84 million Two components of DE&S are not part of the sale. Duke Energy will estab- 
lish Duke Energy - Energy Delivery Services, formed by the power delivery services component of DE&S, which will continue to supply 
power delivery solutions to customers Leadership of the U S Department of Energy Mixed Oxide Fuel project will also remain with Duke 
Energy The transaction will require a Hart Scott Rodino filing and is expected to close in the second quarter of 2002 
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;-c?P,V<R4D-IOOKI NG STA.TEMEP?TS Duke Energy’s reports, filings and other public announcements may include statements that 
reflect assumptions, prolections, expectations, intentions or beliefs about future events These statements are intended as “forward- 
looking statements” under the Private Securities Litigation Reform Act of 1995. Generally, the words “may,” “could,” “project,” 
’ I  be I ieve , ” ” a n t ic i pate , ” “expect , ” ‘‘ est i mate , ’I “ pla n , ” “forecast , ” i n t e nd ” a nd s i m i la r words id e n t i fy fo rwa rd - I oo ki n g statements , w h i c h 
generally are not historical in nature All such statements (other than statements of historical facts), including statements regarding 
operating performance, financial position, business strategy, budgets, projected costs, plans and objectives of management for future 
operations and events or developments that we expect or anticipate will occur in the future, are forward looking. Forward-looking state- 
ments are subject to certain risks and uncertainties that could, and often do, cause actual results to differ from Duke Energy‘s histori- 
cal experience and our present expectations or projections Accordingly, there can be no assurance that actual results will not differ 
materially from those expressed or implied by the forward-looking statements Caution should be taken not to place undue reliance on 
any such forward-looking statements 

Factors that could cause actual results to differ materially from the expectations expressed or implied in such forward-looking 
statements include, but are not limited to: state, federal and foreign legislative and regulatory initiatives that affect cost and investment 
recovery, have an impact on rate structures and affect the speed and degree a t  which competition enters the electric and natural gas 
industries; industrial, commercial and residential growth in the service territories of Duke Energy and its subsidiaries, the weather and 
other natural phenomena, the timing and extent of changes in commodity prices, interest rates and foreign currency exchange rates, 
changes in environmental and other laws and regulations to which Duke Energy and its subsidiaries are subject or other external fac- 
tors over which Duke Energy has no control; the results of financing efforts, Including Duke Energy’s ability to obtain financing on favor- 
able terms, which can be affected by Duke Energy’s credit rating and general economic conditions; level of creditworthiness of coun- 
terparties to transactions, growth opportunities for Duke Energy’s business units, and the effect of accounting policies issued periodi- 
ca I ly by accou n ttng sta ndard-sett i ng bodies. 



Selected Financia l  Da ta  

In millions 

Operating revenues 
Operating expenses 
Operating income 
Other income and expenses 
Interest expense 
Mi nority interest expense 
Earnings before income taxes 
tncome taxes 
Income before extraordinary i tem and 

cumulative effect of change in 
account i ng  pr i  nc i  p le 

Extraordinary gain (loss), net of tax 
Cumulative effect of change i n  

accounting principle, net of tax 
Net income 
Preferred and preference stock dividends 
Earnings available for 

i t J C, 0 E 5 TA 7 E P,./'I E ?- 

common stockholders 

200 I 2000 1999a 1998 1997b 

$ 59,503 
55.403 

$ 49,318 
45,505 

$ 21,766 
19,947 

$ 17,662 
15,177 

$ 16,309 
14,339 

4,100 
156 
785 
327 

3,144 
1,150 

1,994 

(96) 
1 ,898 

14 

3,813 
201 
91 1 
307 

2,796 
1,020 

1,776 

1,776 
19 

$ 1,884 $ 1,757 

1,819 
224 
601 
142 

1,300 
453 

2,485 
162 
514 

96 
2,037 

1 7 1  

1,970 
138 
472 

23 
1 ,613  

639 

847 1,260 
660 (8) 

1,507 1,252 
20 21 

$ 1,487 $ 1,231 

974 

974 
72 

$ 902 

%IAl_f,,NC.E SHEET 

Total assets $ 48,375 $ 58,232 $ 33,409 $ 26,806 $ 24,029 
Long-term debt,  less current maturit ies 12,321 10,717 8 ,683  6,272 6,530 

a Financial informat ion ref lects a pre-tax $800 mi l l ion charge for est imated in jur ies and damages claims. The 
earnings-per-share effect of th is charge was $0.67 per share. (See Note 15 to  the Consolidated Financial Statements.) 
Financial information reflects accounting for the 1997 merger wi th PanEnergy Corp as a pooling of interests. As 
a result, the financial rnformation gives effect to the merger as if it had occurred January 1, 1997. 





Consol idated Statements of Income 

Years ended December 31  

~ 

In millions. exceDt Der-share amounts 200 1 2000 1999 
- 8  F ,J - i : i ,. ; :- {: >; F ; \ J  1 ,; 7- :. 

Sales, trading and marketing of natural gas 
and petroleum products (Notes 1 and 7) 

Trading and marketing of electricity (Notes 1 and 7) 
Generation, transmission and distribution of electricity (Notes 1 and 4) 
Transportation and storage of natural gas (Notes 1 and 4) 
Gain on sale of equity investment (Note 2) 
Other (Note 8) 

Total operating revenues 

I ,;.I : I .  r : ., T_; c ,j 3 5 - I *  . , L. 

Natural gas and petroleum products purchased (Note 1) 
Net interchange and purchased power (Notes 1, 4 and 5) 
Fuel used in electric generation (Notes 1 and 11) 
Other operation and maintenance (Notes 4 and 11) 
Depreciation and amortization (Notes 1 and 5) 
Property and other taxes 

Total operating expenses 

$ 33,364 
18,010 

5,410 
996 

1,723 
59,503 

32,021 
16,515 

965 
4,135 
1,336 

43 1 
55,403 

4,100 

156 
785 
327 

$ 28,284 
13,086 

5,315 
1,045 

407 
1,181 

$ 10,922 
3 ,745 
4,799 
1,139 

1.161 
49,318 21,766 

27,670 
12,000 

781 
3,469 
1,167 

418 

10,636 
3,507 

7 6 4  
3,701 

9 6 8  
37 1 

45,505 19,947 

3,813 

20 1 
911 
307 

1,819 

224 
60 1 
142 

3,144 
1,150 

2,796 
1,020 

1,300 
453 

1,994 

(96) 

1,776 8 4 7  
6 6 0  

1,776 

19 

1,507 

2 0  

,. !'-: I', ; i. : (-- 5 7 1.; :I, l i  ;,/- r+ \ , \ ,  ~ I ' ., . 
We ig h t ed -ave rage s h a res out st a n d I ng 
Earnings per share (before extraordinary i tem and cumulative effect 

767 

of change in  accounting principle) 
Basic 
Di I uted 

Earnings per share 
Basic 
Diluted 

$ 2.58 
$ 2.56 

$ 2.45 
$ 2.44 

Dividends per share $ 1.10 

$ 1,757 $ 1,487 

736 

$ 2.39 
$ 2.38 

$ 2.39 
$ 2.38 
$ 1.10 

7 2 9  

$ 1.13  
$ 1 . 1 3  

$ 2.04  
$ 2.03 
$ 1 . 1 0  

See Notes to Consolidated Financial Statements. 
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In millions 
. -. ,-, \? - ,  ! ,?,',, i 7 :-, F,'I I-, I= 1.- q I ,? . ; :; !, &+ ~ ! \ '  -i , ;I .; 

Net income 
Adjustments to reconcile net income to net cash provided by 

operating activities 
Depreciation and amortization 
Cumulative effect of change in  accounting principle 
Extraordinary gain, net of tax 
Gain on sale of equity investment 
Provision on NAWE's California receivables 
I mpa i rmen t charges 
Injuries and damages accrual 
Deferred income taxes 
Purchased ca pac i ty leve I izat ion 
Transition cost recoveries, net 
(Increase) decrease in  

Net unrealized mark-to-market and hedging transactions 
Receivables 
Inventory 
Other current assets 

Increase (decrease) in 
Accounts payable 
Taxes accrued 
Interest accrued 
Other current l iabil i t ies 

Other, assets 
Other, l iabil i t ies 

Net cash provided by operating activities 
, :i +s,- <- h r!-c>\/',js ~ ;-'-{<-;;,,? ; ? d i ; i j ' ?  ,:- /::,:',/ .(:r!T 

Capital expenditures 
Investment expenditures 
Proceeds from sale of subsidiaries and equity investment 
Notes receivable 
Other 

Net cash used in  investing activit ies 
,-. , +,:r- n - f - _ . ,  - ,.,'< .-?,--);> ?;.,:>,-\',- 'I;- 2 ; ; ;  l ' , , ~ , - i  ; h -  

Proceeds from the issuance of 
Long-term debt 
Guaranteed preferred beneficial interests in  subordinated notes of 

Common stock and stock options 

Long-term debt 
Preferred and preference stock 

Net change in notes payable and commercial paper 
Distributions to minority interests 
Contributions from minority interests 
Dividends paid 
Other 

Duke Energy Corporation or subsidiaries 

Payments for the redemption of 

Net cash provided by f inancing activit ies 

Net (decrease) increase in  cash and cash equivalents 
Cash and cash equivalents a t  beginning of  period 
Cash and cash equivalents a t  end of period 

Cash paid for interest, net of amount capitalized 
Cash paid for income taxes 

' I = , , .. \ >  I ! - 4 - , : l J  !:- 

Years ended December 31 

2001 2000 

$ 1,898 

1,450 
96 

36  

1 2 9  
156 

9 1  
3,166 

(192)  
694 

(3,545)  
183 
28 

297 
351 

(243)  
4,595 

$ 1,776 

1,348 

(407) 
110 

152 
138 

82 

(464) 
(5,167) 

(100) 
(796 )  

4,867 
(439) 

64 
1,116 

175 
(230) 

2,225 

1,432 

(1,298)  
( 3 3 )  

(246)  
(329)  

(871)  
26 

1,354 

(332)  
6 2 2  

$ 290 

$ 7 3 3  
$ 770 

1999 

$ 1,507 

1,151 

(660) 

800 
(2 10) 
104 

95 

477 
( 5 7 )  
32 
73 

22 I 
61 

2,684 

(4,568) 
(966) 
400 

(1 58) 
362 

(4,930) 

3,206 

230 

(1,191) 
(33) 

1,484 
(1,216) 
1,116 
(828) 

(54) 
2,714 

9 
613 

$ 622 

$ 817 
$ 1,177 

3,221 

484 
162 

(822)  
22 

1,600 

533 
80 

$ 613 

$ 541 
$ 732 w 

See Notes t o  Consolidated Financia l  Statements 



Consolidated Ba lance Sheets 

In millions 

December  31 

2001 2000 
ASSETS 
I,URT:E:.!T 455.~~'; (i<oce ?. 1 

Cash and cash equivalents (Note 7) 
Receivables (Notes 1 and 7) 
Inventory (Note 1) 
Current portion of purchased capacity costs (Note 5) 
Unrealized gains on mark-to-market and hedging transactions (Notes 1 and 7 )  
Other 

Total current assets 

II.!:~ES T;.IFNTS AKD CTHEZ ASSETS 

Investments in afftliates (Note 8 )  
Nuclear decommissioning trust funds (Note 11) 
Pre-funded pension costs (Note 18) 
Goodwill, net of accumulated amortization (Notes 1 and 2) 
Notes receivable 
Unrealized gains on mark-to-market and hedging transactions (Notes 1 and 7 )  
Other 

Total investments and other assets 

P F I 9 a t l :  r ~ f ,  F i k N l  A N D  E Q ~ i l F k l E E I T  (i\jG:?S 1 5. 4 ,  10 a 7 d  1.) 

cost 
Less accumulated depreciation and amortization 

Net property, plant and equipment 

? E 3 ~ - ~ L A l " t ~ 8 R ' ;  ,+SSET:? -Jfl!E DEFERRED CE4I :  2 : ~ ~ . ~ i y i _  1 z.: .) -i,) 

Purchased capacity costs (Note 5) 
Deferred debt expense 
Regulatory asset related to  income taxes 
Other (Notes 4 and 15) 

Total regulatory assets and deferred debits 

$ 290 
5,301 
1,017 

160 
2,326 

45 1 

$ 622 
8,648 

739 
149 

11,038 
1,317 

9,545 

1,480 
716 
3 13 

1,730 
576 

3,117 
1,299 
9,231 

22,513 

1,387 
717 
3 04 

1,566 
462 

4,218 
1,143 
9,797 

39,464 
11,049 

34,598 
10.146 

28,415 24,452 

189 
203 
510 
282 

1,184 

356 
208 
506 
400 

1,470 

$ 48,375 $ 58,232 

See Notes to  Consolidated F inancia l  Statements. 



Con sol  id  at ed Balance Sheets 

In millions 

December  31 
2001 2000 

LIABILITIES AND COMMON STOCKHOLDERS' EQUITY 
'.,'>'F?l<Fl IT ' I C  :> !- I T  I t 5 

Accounts payable 
Notes payable and commercial paper (Notes 7 and 10) 
Taxes accrued (Note 1) 
Interest accrued 
Current maturit ies of long-term debt and preferred stock (Notes 10 and 14) 
Unrealized losses on mark-to-market and hedging transactions (Notes 1 and 7 )  
Other (Notes 1 and 15) 

Total current l iabil i t ies 

$ 4,231 
1,603 

443 
239 
274 

1,519 
2,118 

10,427 

y : r - n ~ , p - >  LI:!~: T;, *;;;\ t -  c l - ; ~ : ?  !-,,:.<EI;-I r l ~ ' 5  jI*Jr.,,. 1 j 
~ I- 

Deferred income taxes (Note 6) 
Investment tax credit (Note 6) 
Nuclear decommissioning costs externally funded (Note 11) 
Environmental cleanup liabil i t ies (Note 15) 
Unrealized losses on mark-to-market and hedging transactions (Notes 1 and 7) 
Other (Notes 4 and 15) 

Total deferred credits and other l iabil i t ies 

12,321 

4,307 
189 
716 

85 
2,212 
1,542 
9,051 

1,407 

pF,EF-EI;; ;Fr,  \ , , ! I . ,  L J < l , : * - n - L - K ' l *  - :.;;,-!,r,' , i l , ) k w -  7 ; , , , < I  1 4 )  
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Preferred and preference stock with sinking fund requirements 
Preferred and preference stock without sinking fund requirements 

Total preferred and preference stock 

1,025 

1,221 

25 
209 
234 

l:l;,i.";,;~\l sT' - , r  , <hU,_C ' t  5 '  [:(;[,IT;' u ! L ) [ & c  . 1 ,  . 1 1-  > 1.. >'-If:' I I-::, 
Common stock, no par, 2 bil l ion shares authorized; 777 mi l l ion and 739 mi l l ion 

shares outstanding at December 31, 2001 and 2000, respectively 
Retained earnings 
Accumulated other comprehensive income (loss) 

Total common stockholders' equity 

$ 7,733 
1,826 

261 
208 
470 

11,070 
1 ,769  

23,337 

10,717 

3 ,851  
21 1 
717 
100 

3 ,581  
1,574 

10,034 

1,406 

1,025 

1,410 

38 
209 
247 

6,217 
6,292 

180 

4 ,797  
5,379 

(120) 
12,689 10,056 

$ 48,375 $ 58,232 

w 



Consol idated Statements o f  Common Stockholders' 
Equ i t y  and Comprehensive Income 

Accumulated 
Other Total 

Common Retained Comprehensive Comprehensive 
In millions Stock Earnings Income (Lass) Total Income 

- ' : ; - ,P\t \ i<E r lELEl\, / ;bEq 3 :  195>E $ 4,449 $ 3,701 $ $ 8,150 
Net income 1,507 1,507 $ 1,507 
Other comprehensive income 

Foreign currency translation adjustments (Note 1) (2)  (2) (2)  
Total comprehensive income $ 1,505 

Dividend reinvestment and employee benefits (Note 17)  154 154 
Common stock dividends (802) (802) 
Preferred and preference stock dividends (Note 14) (20) (20) 
Other capital stock transactions, net 11  11 

8 -  ~. ,-:\!>-,e , L,;;<E:,;:;c2 : i ,  :c,L> < 

Net income 
Other corm p re h e n w e  i ncome 

Foreign currency translation adjustments (Note 1) 
Total comprehensive income 

Dividend reinvestment and employee benefits (Note 17) 
Common stock dividends 
Preferred and preference stock dividends (Note 14) 
Other capital stock transactions, net 

~ ? * . (  .~ ;-,!,p~,-r: c r , -  FFc,LPp2kF; - - \$-; ?'>b? 

Net income 
Other comprehensive incomea 

Cumulative effect of change in  
accounting principle (Note 1) 

Foreign currency translation adjustments (Note 1) 
Net unrealized gains on cash flow 

hedges (Notes 1 and 7 )  
Reclassification into earnings (Notes 1 and 7) 
Total comprehensive income 

Dividend reinvestment and employee benefits (Note 17)  
Equity offering (Note 16) 
Common stock dividends, including equity uni ts 

contract adjustment (Note 16) 
Preferred and preference stock dividends (Note 14) 
Other caDital stock transactions, net 

$ 4,603 $ 4,397 $ (2)  $ 8,998 
1,776 1,776 

194 
(809) 

(19) 
34 

$ 4,797 $ 5,379 $ (120) $ 10,056 
1,898 1,898 

329 
1,091 

921) (92 1) 
187) (187) 

,324 1,324 
84 84 

$ 1.658 

$ 1,898 

(921) 
(187) 

1,324 
84 

$ 2.198 
329 

1,091 

a Other Comprehensive Income amounts are net of tax, except for foreign currency translation. 

See Notes to  Consolidated Financial Statements. 



Notes t o  Consolidated F inancia l  Statements for the 
Years Ended December 31, 2001, 2000 and 1999 

: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

- 1 1  : The Consolidated Financial Statements include the accounts of Duke Energy Corporation and al l  majority-owned 
subsidiaries, after eliminating significant intercompany transactions and balances Investments in businesses not controlled by Duke 
Energy Corporation, but over which it has significant influence, are accounted for using the equity method. 

Conformity with generally accepted accounting principles (GAAP) requires management to make estimates and assumptions that 
affect the amounts reported in the financial statements and notes Although these estimates are based on management’s best available 
knowledge of current and expected future events, actual results could be different from those estimates 

‘I 

In these Notes, “Duke Energy” refers to Duke Energy Corporation and its subsidiaries 

, ,  :- . -Irl  1 3  

sidered cash equivalents. 
- I :: ! I - L  I 

J ~ . :  .:, I : All  liquid investments with maturities of three months or less at the date of purchase are con- 

- 1  8 1  I Inventory, excluding inventory held for trading, consists primarily of materials and supplies, natural gas and natural gas 
liquid (NGL) products held in storage for transmission, processing and sales commitments, and coal held for electric generation This 
inventory is recorded at the lower of cost or market value, primarily using the average cost method Inventory hetd for trading is marked 
to market 

I I 1 , -  , , 4 - ,  , r . -  -,+, ; i - :  ->,,!Y - , - ( - ; : a  I ,:- ’ ‘ _  ’ ’ A l l  derivatives not qualifying for the normal purchases and sales 
exemption under Statement of Financial Accounting Standards (SFAS) No 133, “Accounting for Derivative Instruments and Hedging 
Activities,” are recorded on the Consolidated Balance Sheets at their fair value as Unrealized Gains or Unrealized Losses on Mark-to- 
Market and Hedging Transactions. On the date that swaps, futures, forwards or option contracts are entered into, Duke Energy desig- 
nates the derivative as either held for trading (trading instrument), as a hedge of a forecasted transaction or future cash flows (cash 
flow hedge), as a hedge of a recognized asset, liability or firm commitment (fair value hedge), as a normal purchase or sale contract; 
or leaves the derivative undesignated and marks it to market 

For hedge contracts, Duke Energy formally assesses, both at the hedge contract‘s inception and on an ongoing basis, whether the 
hedge contract is highly effective in offsetting changes in fair values or cash flows of hedged items. The time value of options of $1 mil- 
lion was excluded in the assessment and measurement of hedge effectiveness for the year ended December 31, 2001. 

When available, quoted market prices or prices obtained through external sources are used to verify a contract’s fair value. For 
contracts with a delivery location or duration for which quoted market prices are not available, fair value is determined based on pric- 
ing models developed primarily from historical and expected correlations with quoted market prices. 

Values are adjusted to reflect the potential impact of liquidating the positions held in an orderly manner over a reasonable time 
period under current conditions. Changes in market price and management estimates directly affect the estimated fair value of these 
contracts. Accordingly, tt is reasonably possible that such estimates may change in the near term. 
~ TRADING Prior to settlement of any energy contract held for trading purposes, a favorable or unfavorable price movement is reported 
as Natural Gas and Petroleum Products Purchased, or Net Interchange and Purchased Power, in the Consolidated Statements of Income 
An offsetting amount is recorded on the Consolidated Balance Sheets as  Unrealized Gains or Unrealized Losses on Mark-to-Market and 
Hedging Transactions When a contract to sell is physically settled, the fair value entries are reversed and the gross amount invoiced to 
the customer is included as  Sales, Trading and Marketing of Natural Gas and Petroleum Products, or Trading and Marketing of Electricity, 
in the Consolidated Statements of Income Similarly, when a contract to purchase is physically settled, the purchase price is included as 
Natural Gas and Petroleum Products Purchased, or Net Interchange and Purchased Power, in the Consolidated Statements of Income 
If a contract is not financially settled, the unrealized gain or loss on the Consolidated Balance Sheets is reversed and reclassified to a 
receivable or payable account For income statement purposes, financial settlement has no revenue presentation effect on the 
Consolidated Statements of Income 
. CASH FLOW HEDGES Changes in the fair value of a derivative designated and qualified as a cash flow hedge are included in the 
Consolidated Statements of Common Stockholders’ Equity and Comprehensive Income as Other Comprehensive Income (OCI) until 
earnings are affected by the hedged item. Settlement amounts and ineffective portions of cash flow hedges are removed from OCI and 
recorded in the Consolidated Statements of Income in the same accounts as the item being hedged Duke Energy discontinues hedge 
accounting prospectively when it is determined that the derivative no longer qualifies as an effective hedge, or when it IS no longer prob- 
able that the hedged transaction will occur. When hedge accounting is discontinued because the derivative no longer qualifies as an 
effective hedge, the derivative continues to be carried on the Consolidated Balance Sheets at its fair value, with subsequent changes 

3 . -  - I - -  . ~ - I  ~ - ~ - -  



Notes  t o  Consol idated F inanc ia l  S t a t e m e n t s  

in its fair value recognized in current-period earnings. Gains and losses related to discontinued hedges that were previously accumu- 
lated in OCI will remain in OCI until earnings are affected by the hedged item, unless it is no longer probable that the hedged transac- 
tion will occur Gains and losses that were accumulated in OCI will be immediately recognized in current-period earnings 
-_FAIR VALUE HEDGES Duke Energy enters into interest rate swaps to convert some of its fixed-rate long-term debt to floating-rate long- 
term debt and designates such interest rate swaps as  fair value hedges. Duke Energy also enters into electricity derivative instruments 
such as swaps, futures and forwards to manage the fair value risk associated with some of its unrecognized firm commitments to sell 
generated power due to changes tn the market price of power. Upon designation of such derivatives as fair value hedges, prospective 
changes in the fair value of the derivative and the hedged item are recognized in current earnings in a manner consistent with the earn- 
ings effect of the hedged risk All components of each derivative gain or loss are included in the assessment of hedge effectiveness, 
unless otherwise noted. 

I ~ C C I ~ W ~ L L  Goodwill is the cost of an acquisition less the fair value of the net assets of the acquired business. Prior to January 1, 
2002, Duke Energy amortized goodwill on a straight-line basis over the usefut lives of the acquired assets, ranging from 10 to 40 years. 
The amount of goodwill reported on the Consolidated Balance Sheets as of December 31, 2001 was $1,730 million, net of accumulat- 
ed amortization of $388 million. The amount of goodwill as  of December 31, 2000 was $1,566 million, net of accumulated amortiza- 
tion of $291 million. Duke Energy has implemented SFAS No 142, "Goodwill and Other Intangible Assets" as of January 1, 2002. For 
information on the impact of SFAS No. 142 on goodwill and goodwill amortization, see the New Accounting Standards section of this 
footnote. {See Note 2 for information on significant goodwill additions 1 

?RCTEF--C!'. F L A W  A ? G ~  EQillPI'vlENT Property, plant and equipment are stated at historical cost less accumulated depreciation. 
Duke Energy capitalizes all construction-related direct labor and material costs, as well as indirect construction costs. Indirect costs 
include general engineering, taxes and the cost of funds used during construction The cost of renewals and betterments that extend 
the useful life of property, plant and equipment is also capitalized The cost of repairs, replacements and major maintenance projects 
is expensed as it is incurred. Depreciation is generally computed using the straight-line method. The composite weighted-average 
depreciation rates, excluding nuclear fuel, were 4 01% for 2001, 3 97% for 2000 and 3.73% for 1999 

When Duke Energy retires its regulated property, plant and equipment, it charges the original cost plus the cost of retirement, less 
salvage, to accumulated depreciation and amortization When it sells entire regulated operating units, or retires or sells non-regulated 
properties, the property and related accumulated depreciation and amortization accounts are reduced Any gain or loss is recorded as 
income, unless otherwise required by the Federal Energy Regulatory Commission (FERC). 

'~./TI'P.iP!'..IE~i'' CIF '..!?NIC;-IILEC ~ S S E T : ~  Duke Energy reviews the recoverability of long-lived and intangible assets when circum- 
stances indicate that the carrying amount of the asset may not be recoverable. This evaluation is based on various analyses, including 
undiscounted cash flow projections. 

IJi~JF,PJ1~2t?-i~ZEP DEET FF:ER'IIUIb, 3iS130LlNl- A r j D  E.KFENSE Premiums, discounts and expenses incurred with the issuance 
of outstanding long-term debt are amortized over the terms of the debt issues Any call premiums or unamortized expenses associated 
with refinancing higher-cost debt obligations used to finance regulated assets and operations are amortized consistent with regulatory 
treatment of those items, where appropriate. 

~ ~ l i ~ ~ R ~ ~ , ~ ! ~ l ~ ~ J ~ ~ , i .  EY,PENGITL!RES Duke Energy expenses environmental expenditures that relate to conditions caused by past 
operations that do not generate current or future revenues Environmental expenditures related to  operations that generate current or 
future revenues are expensed or capitalized, as appropriate. Liabilities are recorded when environmental assessments and/or cleanups 
are probable and the costs can be reasonably estimated 

r ,*, <- - - 
L,-,7.> -!-,ASED F?tG;tiL/TiC,li Duke Energy's regulated operations are subject to SFAS No 71, "Accounting for the Effects of Certain 
Types of Regulation." The economic effects of regulation can result in a regulated company recording costs that have been or are 
expected to be allowed in the rate-setting process in a period different from the period in which the costs would be charged to expense 
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by an unregulated enterprise Accordingly, Duke Energy records assets and liabilities that result from the regulated ratemaking process 
that would not be recorded under GAAP for non-regulated entities. These regulatory assets and liabilities are classified in the 
Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other Liabilities (See Note 4 ) Duke 
Energy periodically evaluates the applicability of SFAS No. 71, and considers factors such as regulatory changes and the impact of com- 
petition. If cost-based regulation ends or competition increases, companies may have to reduce their asset balances to reflect a mar- 
ket basis less than cost, and write off their associated regulatory assets. 

c x  iZ;':. 5 2 ~ 5 E T .  ? O Y c E :  & , A y - ' i ? , \ i  Duke Energy accounts for stock-based compensation under Accounting Principles Board 
Opinion No. 25, "Accounting for Stock Issued to Employees," by which compensation cost is the quoted market price of Duke Energy 
stock on the date of the grant minus the amount an employee must pay to acquire the stock Restricted stock grants and company per- 
formance awards are recorded over the required vesting period as compensation cost, based on the market value on the date of the 
grant. (See Note 17 for pro forma disclosures using the fair value accounting method.) Al l  outstanding common stock amounts and 
compensation awards have been adjusted to reflect the two-for-one common stock split effective January 26, 2001. (See Note 16 for 
more information on the stock split ) 

; F \ /  p,. 1-1 < Revenues on sales of electricity and on natural gas transportation and storage are recognized when the service is pro- 
vided. Revenues on sales of natural gas and petroleum products, as well as electricity, natural gas and other energy products market- 
ed, are recognized in the delivery period The allowance for doubtful accounts was $265 million as of December 31, 2001 and $200 
million as of December 31, 2000 Receivables on the Consolidated Balance Sheets included $177 million as of December 31, 2001 
and $244 million as of December 31, 2000 for electric service provided but not yet billed. The amount for 2001 includes a $36 million 
reduction in unbilled revenue receivables, resulting from a refinement in the estimates used to calculate unbilled kilowatt-hour sales 
Pending final approval of rate cases, a portion of revenues is subject to possible refund, and reserves are established where required. 

Long-term contracts, primarily in the Other Energy Services segment, are accounted for using the percentage-of-completion 
method. Under the percentage-of-completion method, sales and gross profit are recognized as the work is performed based on the rela- 
tionship between costs incurred and total estimated costs at completion. Sales and gross profit are adjusted prospectively for revisions 
in estimated total contract costs and contract values When the current estimates of total contract revenue and contract cost indicate 
a loss, a provision for the entire loss on the contract is recorded in that period The provision for the loss arises because estimated cost 
for the contract exceeds estimated revenue. 

' ltJ LEAF X E ' .  

Generation The amortization is recorded using the units-of-production method 
Amortization of nuclear fuel is included in the Consolidated Statements of Income as Fuel Used in Electric 

~. . , -  , I  ~ 1 Deferred returns, pECF-'R\;;FC, F:F-y\Jp\\;s 9; \;, qL'.p.'5:,u,I'.j,;L: '--;-;: c,-,\<L,~; '\;<,E,-, -> I:;;,. -: 1- - \.\:. i I '  - .  

recorded in accordance with SFAS No 71, represent the estimated financing costs associated with funding regulatory assets that pri- 
marily arise from the funding of purchased capacity costs above levels collected in rates Deferred returns are non-cash items and are 
primarily recognized as an addition to Purchased Capacity Costs, with an offsetting credit to Other Income and Expenses The amount 
of deferred returns included in Other Income and Expenses was $43 million in 2001, $50 million in 2000 and $67 million in 1999 

AFUDC represents the estimated debt and equity costs of capital funds necessary to finance the construction of new regulated 
facilities AFUDC is a non-cash item and is recognized as a Property, Plant and Equipment cost, wtth offsetting credits to Other Income 
and Expenses and to Interest Expense After construction is completed, Duke Energy is permitted to recover these costs, including a 
fair return, by including them in the rate base and in the depreciation provision. The total amount of AFUDC included in Other Income 
and Expenses and Interest Expense was $39 million in 2001, $20 million in 2000 and $23 million in 1999. 

Rates used for capitalization of deferred returns and AFUDC by Duke Energy's regulated operations are calculated in compliance 
with GAAP rules 

- *  

;' ,-% 6:  1 !> ; j :J $ i-7 Duke Energy translates assets and liabilities for its international operations, where the local 
currency is the functional currency, at year-end exchange rates. Revenues and expenses are translated using average exchange rates 

I ,:, 'i -; ;:; 2, pi s 1 ; ,T I z ,  '*,I 
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during the year Foreign Currency Translation Adjustments are included in the Consolidated Statements of Common Stockholders’ Equity 
and Comprehensive Income. In the financial statements for international operations, where the U S dollar is the functional currency, 
transactions denominated in the local currency have been remeasured in U S dollars Remeasurement resulting from foreign curren- 
cy gains and losses is included in consolidated net income 

I Duke Energy and its subsidiaries file a consolidated federal income tax return. Deferred income taxes have been 
provided for temporary differences. These occur when there are differences between the GAAP and tax carrying amounts of assets and 
liabilities These differences create taxable or tax-deductible amounts for future periods. Investment tax credits have been deferred and 
are being amortized over the estimated useful lives of the related properties 

-- t -  Duke Energy generally presents revenues net of pass-through taxes on the . . . .  
. I  

Con solid at ed Stat e men t s of I n come. 

- I Basic earnings per share is based on a simple weighted average of common shares out- 
standing. Diluted earnings per share reflects the potential dilution that could occur if securities or other agreements to issue common 
stock, such as  stock options and equity units, were exercised or converted into common stock The numerator for the calculation of 
both basic and diluted earnings per share is earnings available for common stockholders. The following table shows the denominator 
for basic and dituted earnings per share. 

2001  2000 1999 
Denominator for  basic earnings per share 

(weighted-average shares outstand i ng) 
Assumed exercise of  d i lu ted  stock equivalents 
Denominator fo r  d i lu ted  earnings per share 

767.5 735.7 

772.9 739.4 
5.4 3.7 ~ 

729.3 
1.6 

730 9 

Prior years’ common stock amounts have been adjusted to reflect the two-for-one common stock split effective January 26, 2001 
(See Note 16.) 

Options to purchase approximately 6 0 million shares of common stock as of December 31, 2001, 3 3 million shares as of 
December 31, 2000 and 4 7 million shares as of December 31, 1999 were not included in the computation of diluted earnings per 
share because the option exercise prices were greater than the average market price of the common shares during the periods. 

f Duke Energy adopted SFAS No. 133 as amended and inter- 
preted on January 1, 2001. In accordance with the transition provisions of SFAS No 133, Duke Energy recorded a net-of-tax cumula- 
tive effect adjustment of $96 million, or $0.13 per basic share, as a reduction in earnings The net-of-tax cumulative effect adjustment 
reducing OCI and Common Stockholders’ Equity was $921 million For the 12 months ended December 31, 2001, Duke Energy reclas- 
sified as earnings $222 million of losses from OCI for derivatives included in the transition adjustment related to hedge transactions that 
settled The amount reclassified out of OCI will be different from the amount included in the transition adjustment due to market price 
changes since January 1, 2001 

The Financial Accounting Standards Board’s (FASB) Derivative Implementation Group (DIG), while no longer an active group, was 
active during 2001. In December 2001, the DIG issued a final revision to Issue C15, “Scope Exceptions: Normal Purchases and Normal 
Sales Exception for Option-Type Contracts and Forwards Contracts in Electricity.” Under the guidance of Issue C15, if certain eleclrici- 
ty contracts meet the criteria, they could qualify as  normal purchases or sales under SFAS No. 133 This new guidance will be effec- 
tive April 1, 2002 The original wording of Issue C15, which was effective beginning July 1, 2001, will apply through the first quarter of 
2002 For contracts previously designated as hedges, Duke Energy treated the change as a de-designation under SFAS No. 133, and 
the fair value for each qualifying contract on July 1, 2001 became the contract’s net carrying amount Duke Energy is continuing to 
determine the impact of the revision on its future consolidated results of operations, cash flows and financial position 

,- . -, I , 
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E-’). 1 ? ~ - ? ~ ~ ‘ l l h ~ ? ~  !T€is;: In 1999, Duke Energy realized an extraordinary after-tax gain of $660 million, or $0 91 per share, from 
the sale of Panhandle Eastern Pipe Line Company (PEPL), Trunkline Gas Company (Trunkline) and additional storage related to those 
systems, along with Trunkline LNG Company, to CMS Energy Corporation (CMS). 

i iF’,’ij 0 ~ < , . ~ ~ ~ i h ~ ~ - ~ r b ; / >  :,-L,?~EL,T -;: In June 2001, the FASB issued SFAS No. 141, “Business Combinations,” and SFAS No 142 
SFAS No. 141 requires that all business combinations initiated (as defined by the standard) after June 30, 2001 be accounted for 

using the purchase method Companies may no longer use the pooling method of accounting for future combinations 
SFAS No 142 is effective for fiscal years beginning after December 15, 2001, and was adopted by Duke Energy as of January 1, 

2002, SFAS No 142 requires that goodwill no longer be amortized over an estimated useful life, as previously required Instead, good- 
will amounts will be subject to a fair-value-based annual impairment assessment. The standard also requires certain identifiable intan- 
gible assets to be recognized separately and amortized as appropriate No such intangibles have been identified at Duke Energy Duke 
Energy expects the adoption of SFAS No 142 to have an impact on future financial statements, due to the discontinuation of goodwill 
amortization expense For 2001, pre-tax goodwill amortization expense was $101 million. The FASB and the Emerging Issues Task Force 
(EITF) continue to respond to questions to clarify key aspects of SFAS No. 142 Duke Energy has determined the effect of implement- 
ing SFAS No 142 and does not expect to record any impairment in 2002. 

In July 2001, the FASB issued SFAS No 143, “Accounting for Asset Retirement Obligations ” SFAS No 143 provides the account- 
ing requirements for retirement obligations associated with tangible tong-lived assets. It is effective for fiscal years beginning after June 
15, 2002, and early adoption is permitted Duke Energy is currently assessing the new standard and has not yet determined the impact 
on its consolidated results of operations or financial position 

In August 2001, the FASB issued SFAS No 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” The new rules 
supersede SFAS No 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of ” The new 
rules retain many of the fundamental recognition and measurement provisions, but significantly change the criteria for classifying an 
asset as held-for-sale SFAS No 144 is effective for fiscal years beginning after December 15, 2001 Duke Energy has evaluated the 
new standard, and management believes that it will have no material adverse effect on Duke Energy’s consolidated results of operations 
or financial position 

;- l t- i~_4SSiF;~,‘ ,-~iC.l ’ . i  L x  Certain amounts reported in prior periods have been reclassified in the Consolidated Financial Statements to 
conform to current classifications 

1 BUSINESS ACQUISITIONS AND DISPOSITIONS 

Ea-!5:Ek5‘3 ,-:Z.C 8.:,5;?G1~x, 5 Using the purchase method for acquisitions, Duke Energy consolidates assets and liabilities as of the 
purchase date, and includes earnings from acquisitions in consolidated earnings after the purchase date Assets acquired and Iiabili- 
ties assumed are recorded at estimated fair values on the date of acquisition. The purchase price minus the estimated fair value of the 
acquired assets and liabilities is recorded as goodwill. In accordance with SFAS No. 142, goodwill is subject to a fair-value-based annu- 
al impairment assessment beginning January l ,  2002 The allocation of the purchase price may be adjusted if additional information 
on asset and liability valuations becomes available within one year after the acquisition. 
.MARKET HUB PARTNERS (MHP) In September 2000, Duke Energy, through a wholly owned subsidiary, completed the acquisition of MHP 

from subsidiaries of NiSource Inc. for approximately $250 million in cash and the assumption of $150 million in debt. MHP provides 
natural gas storage services in Louisiana and Texas Approximately $228 million of goodwill was recorded in the transaction M t l P  debt 
agreements required a tender offer for $115 million of the assumed debt. As of December 31, 2001, approximately $88 million of this 
debt was retired 
-PHILLIPS PETROLEUM‘S GAS GATHERING, PROCESSING AND MARKETING UNIT In March 2000, Duke Energy, through a wholly owned subsidiary, 
completed the approximately $1.7 billion transaction that combined Field Services’ and Phillips Petroleum’s gas gathering, processing 
and marketing business to form a new midstream company, Duke Energy Field Services, LLC (DEFS) In connection with the combina- 
tion, DEFS issued approximately $2.75 billion of commercial paper in April 2000 and used the proceeds to make one-time cash distri- 
butions of approximately $1.53 billion to Duke Energy and $1.22 billion to Phillips Petroleum Duke Energy owns approximately 70% of 
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DEFS and Phillips Petroleum owns approximately 30%. Goodwill of approximately $432 million was recorded in the transaction 
EAST TENNESSEE NATURAL GAS COMPANY (ETNG) In March 2000, Duke Energy, through a wholly owned subsidiary, completed the approx- 

imately $390 million acquisition of ETNG from El Paso Energy ETNG owns a 1,100-mile interstate natural gas pipeline system that 
crosses Duke Energy's Texas Eastern Transmission, LP's pipeline and serves the southeastern region of the U S Goodwill of approxi- 
mately $125 million was recorded in the transaction. 

In April 2000, Duke Energy, through its 
wholly owned subsidiary Duke Energy International, LLC (DEI),  completed the acquisition (which began, and parts of which had already 
closed, in 1999) of Dominion Resources Inc 's 1,200-megawatt portfolio of hydroelectric, natural gas and diesel power generation busi- 
nesses in Latin America The total purchase price was approximately $405 million. Goodwill totaling $109 million was recorded in the 
transaction. 

In January 2000, Duke Energy, through its wholly owned 
subsidiary DEI, completed a series of transactions to purchase for approximately $1 03 billion an approximate 95% interest in 
Paranapanema, an electric generating company in Brazil. Goodwill of approxrmately $134 million was recorded in the transaction. 

In September 2001, Duke Energy announced its plans to acquire 
Westcoast for approximately $8 billion, including the assumption of debt. Westcoast, headquartered in Vancouver, British Columbia, is 
a North American energy company with interests in natural gas gathering, processing, transmission, storage and distribution, as well as 
power generation and international energy businesses. In the pendtng transaction, Duke Energy would acquire all outstanding common 
shares of Westcoast in exchange for a combination of cash, Duke Energy common shares and exchangeable shares of a Canadian sub- 
sidiary of Duke Energy such that 50% of the consideration will be paid in cash and 50% in stock. The transaction is expected to close 
by the end of the first quarter of 2002, subject to  regulatory approvals The transaction will be accounted for using the purchase method 
of accounting 

DOMINION RESOURCES' HYDROELECTRIC, NATURAL GAS AND DIESEL POWER GENERATION BUSINESSES 

COMPANHIA DE GERACAO DE ENERGIA ELETRICA PARANAPANEMA (PARANAPANEMA) 

PENDING ACQUISITION OF WESTCOAST ENERGY INC. (WESTCOAST) 

. .  . - -  . -  I .  . , - >  

Communications, LLC (DukeNet), sold its 20% interest in BellSouth Carolina PCS for approximately $400 million to BellSouth 
Corporation Operating revenues in 2000 include the resulting pre-tax gain of $407 million, or an after-tax gain of $0 34 per basic share. 

BELLSOUTH CAROLINA PCS In September 2000, Duke Energy, through its wholly owned subsidiary DukeNet 

The pro forma results of operations for acquisitions and dispositions do not materially differ from reported results. 

BUSINESS SEGMENTS 

Duke Energy, an integrated provider of energy and energy services, offers physical delivery and management of both electricity and nat- 
ural gas throughout the U S and abroad Duke Energy provides these and other services through seven business segments 

Franchised Electric generates, transmits, distributes and sells electricity in central and western North Carolina and western South 
Carolina. It conducts operations primarily through Duke Power and Nantahala Power and Light. These electric operations are subject to 
the rules and regulations of the FERC, the North Carolina Utilities Commission (NCUC) and the Public Service Commission of South 
Carolina (PSCSC). 

Natural Gas Transmission provides transportation and storage of natural gas for customers throughout North America, primarily in 
the Mid-Atlantic, New England and southeastern states It conducts operations primarily through Duke Energy Gas Transmission 
Corporation Interstate natural gas transmission and storage operations are subject to the FERC's rules and regulations 

Field Services gathers, processes, transports, markets and stores natural gas and produces, transports, markets and stores NGLs. 
It conducts operations primarily through DEFS, which is approximately 30% owned by Phillips Petroleum Field Services operates gath- 
ering systems in western Canada and 11 contiguous states in the US.  Those systems serve major natural gas-producing regions in the 
Rocky Mountain, Permian Basin, Mid-Continent, East Texas-Austin Chalk-North Louisiana, and onshore and offshore Gulf Coast areas 



Notes t o  Consol idated Financial Statements 

North American Wholesale Energy (NAWE) develops, operates and manages merchant generation facilities and engages in com- 
modity sales and services related to natural gas and electric power. NAWE conducts these operations primarily through Duke Energy 
North America, LLC (DENA) and Duke Energy Trading and Marketing, LLC (DETM). DETM is approximately 40% owned by Exxon Mobil 
Corporation. NAWE also includes Duke Energy Merchants tloldings, LLC, which develops new business lines in the evolving energy com- 
modity markets other than natural gas and power. NAWE conducts business primarily throughout the U S and Canada 

International Energy develops, operates and manages natural gas transportation and power generation facilities and engages in 
energy trading and marketing of natural gas and electric power It conducts operations primarily through DEI and its activities target the 
Latin American, Asia-Pacific and European regions 

Other Energy Services is a combination of businesses that provide engineering, consulting, construction and integrated energy solu- 
tions worldwide, primarily through Duke Engineering & Services, Inc. (DE&S), DukelFluor Daniel (D/FD) and DukeSotutions, Inc. D/FD is 
a 50/50 partnership between Duke Energy and Fluor Enterprises, Inc , a wholly owned subsidiary of Fluor Corporation. (See Note 8 1 On 
January 31, 2002, Duke Energy announced the planned sale of DE&S to Framatome ANP, Inc (See Note 20.) 

Duke Ventures is composed of other diverse businesses, operating primarily through Crescent Resources, LLC (Crescent), DukeNet 
and Duke Capital Partners, LLC (DCP). Crescent develops high-quality commercial, residential and multi-family real estate projects and 
manages land holdings primarily in the southeastern U S DukeNet provides fiber optic networks for industrial, commercial and residen- 
tial customers DCP, a wholly owned merchant banking company, provides debt and equity capital and financial advisory services to the 
energy industry. 

Duke Energy’s reportable segments offer different products and services and are managed separately as strategic business units 
Their accounting policies are the same as those described in Note 1 Management evaluates segment performance based on earnings 
before interest and taxes (EBIT) after deducting minority interests. EBlT is calculated as follows: 

Years ended December 3 1 
200 1 2000 1999 

Operat ing income 
Other income and expenses 
EBlT 

$ 4,100 $ 3,813 $ 1,819 
156 201 224 

$ 4,256 $ 4,014 $ 2,043 

EBlT is the main performance measure used by management to evaluate segment performance As an indicator of Duke Energy’s 
operating performance or liquidity, EBlT should not be considered an alternative to, or more meaningful than, net income or cash flow 
as  determined in accordance with GAAP. Duke Energy’s EBlT may not be comparable to a similarly titled measure of another company. 

Beginning January 1, 2001, Duke Energy discontinued allocating corporate governance costs for its business segment analysis 
Information for the 2000 and 1999 periods has been reclassified to conform to the current-year presentation Other Operations primarily 
includes certain unallocated corporate costs 

In the accompanying table, EBlT includes intersegment sales a t  prices representative of unaffiliated party transactions. Capital and 
investment expenditures are gross of cash received from acquisitions The table also provides information on segment assets, net of 
intercompany advances, intercompany notes receivable, intercompany current assets, intercompany derivative assets and investments 
in subsidiaries. 
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Depreciation Capital and  
and Investment Segment . ; . I -  - , I  . , .  8 0 ,  ~ ' 7 

Una ff i I i a ted  I n t e rseg men t Tot a I . r :  

In millions Revenues Revenues Revenues EBlT Amortization Expenditures Assets 
~ 

.~ 
, S L ,  I ,,-A p\, :; 1 , , . , r .  ' I 

Franchised Electric 
Natural Gas Transmission 
Field Services 
North American Wholesale 

International Energy 
Other Energy Services 
Duke Ventures 
Other Operat ions 
Eliminations and 

Total consolidated 

Energy 

minority interests 

$ 4,737 $ 9 $ 4,746 $ 1,631 $ 588 $ 1,115 $ 12,964 
967 238 1,105 608 141 748 5,027 

7,997 1,654 9,651 336 285 587 7,113 

42,815 382 43,197 1,351 132 3,272 14,562 
2,074 16 2,090 286 97 442 5,115 

267 298 565 (13) 42 13  145 
646 646 183 20 7 73 1,926 

62 62 (357) 31 90 2,369 

(2,559)  (2,559) 23 1 (846) 
$ 59,503 $ - $ 59,503 $ 4,256 $ 1,336 $ 7,040 $ 48,375 

~ , " - N t -  i j < , -  -:#$, .. ,:a ._ : I - . - , - I  "' ;- \I - ~ 

Franchised Electr ic 
Natural Gas Transmission 
Field Services 
North American Wholesale 

International Energy 
Other Energy Services 
Duke Ventures 
0 t h  er 0 perat i o ns 
Eliminations and 

Total consolidated 

Energy 

minority interests 

$ 4,946 $ - $ 4,946 $ 1,820 $ 565 $ 661 $ 12,819 
998 133 1,131 562 131 973 4,995 

7,601 1,459 9,060 311 240 376 6,624 

33,590 284 33,874 434 75  1,937 28,213 
1,060 7 1,067 341 97 980 4,551 

326 369 695 (59)  13 28 543 
797 797 568 17 643 1,967 

(134) (134) (194) 29 36 2,749 

(2,118) (2,118) 23 1 (4,229)  
$ 49,318 $ - $ 49,318 $ 4,014 $ 1,167 $ 5,634 $ 58,232 

I S I  
~~ - . .  
- ,  .. \ - :L;:;!>.l" c L :  - - ' \  >: I I I I 

Franchised Electric 
Natural Gas Transmission 
Field Services 
North American Wholesale 

International Energy 
Other Energy Services 
Duke Ventures 
Other 0 perat i o ns 
Eliminations and 

Total consolidated 

Energy 

minority j nterests 

$ 4,700 
1,124 
2,883 

11,623 
323 
680 
433 

$ - $ 4,700 $ 942 $ 542 $ 759 $ 13,133 
106 1,230 656 126 261 3,897 
707 3,590 156 131 1,630 3,565 

178 11,801 219 57 1 ,028  6,268 
34 357 44 58 1,779 4,459 

309 989 (86) 14 94 612 
433 165 13 382 1,031 

( 1  62) (162) (145) 27 3 1,250 

(1,172)  (1,172) 92 (806) 
$ 21,766 $ - $ 21,766 $ 2,043 $ 968 $ 5,936 $ 33,409 
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In millions u s .  Canada America Foreign Consolidated 

' [ I ,  . -  

Consol idated revenues $ 51,723 $ 5,690 $ 628 $ 1 ,462 $ 59,503 
Consol idated long-term assets 34,150 516 2,573 1 ,594 38,833 

' !  

Consol idated revenues $ 43,282 $ 4,964 $ 512 $ 560 $ 49,318 
Consol idated long-term assets 30,772 900 2,823 1,222 35 ,717 

~ ''.).,I 

Consol idated revenues $ 19,336 $ 2,007 $ 171 $ 252 $ 21,766 
Consol idated long-term assets 22,995 250 2,708 90 1 26,854 

,.- R E G U L A T O R Y  M A T T E R S  

. I / - , -  ._ - ,  , , ,  ~ . ,.- - , r > ,  ,-\c. :r 7 -  ' - , : : I  L , . k ~ ~ ~ - ~ - ' ' k : ~  

Energy records assets and liabilities that result from the regulated ratemaking process that would not be recorded under GAAP for 
non-regulated entities. (See Note 1 ) The following table details Duke Energy's regulatory assets and liabilities 

Duke Energy's regulated operations are subject to SFAS No 71. Accordingly, Duke 

December 31 
200 1 2000 

A, 5; 5 il -\- , .., (,-,,A 3i!-i7-!&1 

Purchased capac i ty  costs (see Note  5) 
Deferred d e b t  expense 
Regulatory asset related t o  income taxes 
Depar tment  of Energy (DOE) assessment feea 
Emission al  towance controla 
Demand-side management costsa 
Environmental  c leanup costsa 
Nuclear property a n d  l iab i l i l i t y  reservesb 

$ 3 4 9  
203 
510 

53 
10 
57 
2 9  

(100) 

$ 505 
208 
506 

62  
14 
7 1  
28 

(100) 
Fuel cost  l iabi l i t iesb (17) (45)  
a Inc luded i n  Other Regulatory Assets and Deferred Debits on the Consol idated Balance Sheets 

Inc luded i n  Other Deferred Credi ts and Other L iab i l i t ies  on  t h e  Consol idated Balance Sheets 

-I I > <  . .  ,J:,-i)<,';;; LL1,-,-;., - - 

Franchised Electric's rates for electric sales to wholesale customers, excluding the other joint owners of the Catawba Nuclear Station. 
Electric sales to the other joint owners of the Catawba Nuclear Station are set through contractual agreements (See N o t e  5 for own- 
ership interests in Catawba Nuclear Station.) 

Fuel costs are reviewed semiannually by the FERC and annually by the PSCSC, with provisions for reviewing those costs in base 
rates The N C U C  reviews fuel costs in rates annually and during general rate case proceedings. Al l  jurisdictions allow Duke Energy 
to adjust electric rates for past over- or under-recovery of fuel costs The difference between actual fuel costs incurred for electric 
operations and fuel costs recovered through rates is reflected in revenues 

In 1999 and 2000, the FERC issued its Order 2000 and Order 2000-A regarding Regional Transmission Organizations (RTOs). 
These orders set minimum characteristics and functions RTOs must meet, including independent authority to establish the terms and 
conditions of transmission service over the facilities they control The orders provide for an open and flexible RTO structure to meet 
the needs of the market, and for the possibility of incentive ratemaking and other benefits for transmission owners that participate. 

The NCUC and the PSCSC approve rates for retail electric sales within their states The FERC approves 
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As a result of these rulemakings, Duke Energy and two other investor-owned utilities, Carolina Power & Light Company and 
South Carolina Electric & Gas Company, planned to establish GridSouth Transco, LLC (GridSouth), as an RTO responsible for the 
control of the companies’ combined transmission systems. In March 2001, GridSouth received provisional approval from the FERC 
However, in July 2001, the FERC issued orders recommending that utilities throughout the U S combine their transmission systems 
to create four large independent regional operators, one each in the Northeast, Southeast, Midwest and West. The FERC ordered 
GridSouth and other utilities in the Southeast to join in 45 days of mediation to negotiate terms of a Southeast RTO The FERC has 
not issued an order specifically based on those proceedings 

Duke Energy, Carolina Power & Light Company and South Carolina Electric &. Gas Company remain committed to the GridSouth 
RTO, but due to regulatory uncertainties in the RTO arena, the companies have withdrawn their applications to the PSCSC and NCUC 
to transfer functional control of their electric transmission assets to GridSouth, The companies intend to file new applications before 
the state commissions in the near future, including a revised GridSouth structure designed to meet the needs of customers and reg- 
ulators Also, in January of 2002, GridSouth signed a memorandum of understanding with the representatives of SeTrans Grid Company 
(SeTrans), a group of investor-owned utilities and public power entities in several southeastern states seeking to form an RTO, to coop- 
erate in discussing potential operational relationships between GridSouth and SeTrans and the structure of the wholesale electric mar- 
kets in the southeast U S .  

The actual structure of GridSouth or an alternative combined transmission structure and the date it will become operational 
depend upon the resolution of a l l  regulatory approvals and technical issues. Management believes that the result of this process, 
and the establishment and operation of GridSouth or an alternative combined transmission system structure, will have no material 
adverse effect on Duke Energy’s future consolidated results of operations, cash flows or financial position 

In 2001, the NCUC and PSCSC began a joint investigation, along with the Public Staff of the NCUC, regarding certain Duke 
Power regulatory accounting entries for 1998. In its internal review of the 14 entries in question, Duke Energy concluded that nine 
items were correctly classified for regulatory accounting Four items were incorrectly classified for regulatory purposes for 1998 only, 
and did not recur The classtfication of the remaining item, distributions from a mutual insurance company, is subject to differing 
regulatory interpretations. Duke Energy believes this item was appropriately classified, but IS evaluating its classification for future 
years As part of their investigation, the NCUC and PSCSC have jointly engaged an independent firm to conduct an audit of Duke 
Power’s accounting records for reporting periods from 1998 through June 30, 2001 Duke Energy continues to fully cooperate with 
the commissions in their investigation. As requested by the NCUC, Duke Energy has recorded the 2001 mutual insurance distribu- 
tion, approximately $33 million, in a deferred credit account on the Consolidated Balance Sheets, pending final outcome of the inde- 
pendent audtt. 

,,; !JRS,! -.,As - ; - p , ’ l y \ ;  \ i  0 ’ f - i ~ )  ,,- I c r . 2 ~  . J  . In 2000, the FERC issued Order 637, which sets forth revisions to its regulations governing short- 
term natural gas transportation services and policies governing the regulation of interstate natural gas pipelines. “Short-term” has been 
defined as all transactions of less than one year Among the significant actions taken are the lifting of the price cap for short-term capac- 
ity release by pipeline customers for an experimental 2 l/Z-year period ending September 1, 2002, and requiring interstate pipelines 
to file pro forma tariff sheets to ( I )  provide for nomination equality between capacity release and primary pipeline capacity; ( i i )  imple- 
ment imbalance management services (for which interstate pipelines may charge fees) while a t  the same time reducing the use of oper- 
ational flow orders and penalties; and (HI) provide segmentation rights if operationally feasible Order 637 also narrows the right of first 
refusal to remove economic biases perceived in the current rule. Order 637 imposes significant new reporting requirements for inter- 
state pipelines that were implemented by Duke Energy during 2000 Additionally, Order 637 permits pipelines to propose peakloff-peak 
rates and term-differentiated rates, and encourages pipelines to propose experimental capacity aucttons By Order 637-A, issued in 
2000, the FERC generally denied requests for rehearing and several parties, including Duke Energy, have filed appeals in the District 
of Columbia Court of Appeals seeking court review of various aspects of the Order During the third quarter of 2001, Duke Energy’s inter- 
state pipelines submitted revised pro forma tariff sheets to update the filings originally submitted in 2000 These filings are currently 
subject to review and approval by the FERC. 

Management believes that the effects of these matters will have no material adverse effect on Duke Energy’s future consolidated 
results of operations, cash flows or financial position. 
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r i t d 7 , r ;  L ,  ._ !-;: ? ~ ' - \ p c ; s ~ i l  I '- p ~ ' ~ ~ - ~ ~ ~ + ~  "':I A I  ,':1 .I .2%: On September 27, 2001, the FERC issued a NOPR announcing that it is consid- 
ering new regulations regarding standards of conduct that would apply uniformly to natural gas pipelines and electric transmitting pub- 
lic utilities that are currently subject to different gas or electric standards. The proposed standards would change how companies and 
their affiliates interact and share information by broadening the definition of "affiliate" covered by the standards of conduct, from the 
more narrow definition in the existing regulations. The NOPR also seeks comment on whether the standards of conduct should be 
broadened to include the separation of those involved in the bundled retail electric sales function from those in the transmission func- 
tion, as the current standards apply only to those involved in wholesale activities. Various entities filed comments on the NOPR with the 
FERC, including Duke Energy which filed on December 20, 2001 The FERC has indicated that they appreciate the complexity of the 
issues and that they would prefer having a technical conference before entering directly into a final rulemaking No notice of a techni- 
cal conference has been given at this time 

JOINT OWNERSHIP OF GENERATING FACILITIES 

I, c. I (q r f P , '  r ! p j I: p '< :1, ,-, _I ;: [~ & : ,\.'.Zf+ ' ' F/[!L., E ' \ I 2  ;:-;-c,Tlc;r :./ 

Owner Ownership Interest  
N o r t h  C a r o l t n a  M u n i c i p a l  Power  A g e n c y  N u m b e r  1 ( N C M P A )  
N o r t h  C a r o l i n a  E l e c t r i c  M e m b e r s h i p  C o r p o r a t i o n  ( N C E M C )  
[ ; ' ! I? <, E I i * I 2 ',! !-, f) j 

P i e d m o n t  M u n i c i p a l  Power  A g e n c y  ( P M P A )  
S a l u d a  R i v e r  E l e c t r i c  Coopera t ive ,  Inc.  (Sa luda  R i v e r )  

- d ' .  i < I I , 

37.5% 
28.1% 

12.5% 
9.4% 

~- 
, : 2 ; I 'Yt ; , 1 ' .  

a Faci l i ty  operated by Duke Energy 

As of December 31, 2001, $536 million of property, plant and equipment and $296 million of accumulated depreciation and amor- 
tization represented Duke Energy's undivided interest in Catawba Nuclear Station Units 1 and 2 Duke Energy's share of operating costs 
is included in the Consolidated Statements of Income. 

Contractual agreements to purchase declining percentages of the generating capacity and energy from the station through the year 
2000, resulted in purchased capacity costs subject to rate levelization and deferral The cost of capacity purchased but not reflected 
in current rates is reported in the Consolidated Balance Sheets as Current Portion of Purchased Capacity Costs and Purchased Capacity 
Costs Those costs were $349 million as  of December 31, 2001 and $505 million as of December 31, 2000 Duke Energy expects to 
recover the accumulated balance, including returns on the deferred balance, through 2004. The amounts levelized in rates are intend- 
ed to recover total costs, including deferred returns, and are subject to adjustments, including final true-ups Purchased capacity and 
energy costs from the other Ioint owners were not material for 2001, but were approximately $7 million for 2000 and $62 million for 
1999 After adjustments for current rates, these amounts are included in the Consolidated Statements of Income as Net Interchange 
and Purchased Power. 

The interconnection agreements also provide for supplemental power sales by Duke Energy to the other joint owners of Catawba 
Nuclear Station, to satisfy their capacity and energy needs beyond what they retain from the station or acquire elsewhere. NCEMC, 
Saluda River and NCMPA have elected to buy power outside of these contractual agreements effective January 1, 2001. Management 
believes this will have no material adverse effect on Duke Energy's consolidated results of operations, cash flows or financial position. 
PMPA will continue to receive supplemental power sales from Duke Energy through December 31, 2005. 
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INCOME TAXES 
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In millions 2001 2000 
Current income taxes 

Federa 1 $ 826 $ 679 
State 106 109 
Foreign 24 18 

Total current income taxes 956 806 

Federal 165 187 
State 9 13 
Foreign 33 29 

Total deferred income taxes, net 207 229 
Investment tax credit amortization' (13) (15) 
Total income tax expense $ 1,150a $ 1,020 

Years ended December 31 

Deferred income taxes, net 

1999 

$ 525  
138 

1 
664 

(19) 
$ 453b 

a Excludes $59 mi l l ion of deferred federal and state tax benefits related t o  the cumulat ive ef fect  of  change 

b Excludes $404 mi l l ion of current federal and state tax expense related to  the extraordinary i tem recorded 

C Unamortized investment tax credit was $189 mil l ion at December 31, 2001. 

in accounting pr inciple recorded net of tax. (See Note 1.) 

net of tax. (See Note 1.) 

Income tax, computed at  the statutory rate of 35% $ 1,100 $ 979 $ 455 

State income tax, net of federal income tax effect 74 75  47 
Favorable resolution of federal tax issues (11) (18) (30) 
Other items, net (13) (161 (19) 

Total income tax expense $ 1,150 $ 1,020 $ 453 

Effective tax rate 36.6% 36.5% 34.9% 

Adjustments resulting f rom 

Deferred credits and other l iabi l i t ies 
International property, p lant and equipment 
Other 

Valuation allowance 
Total deferred income tax assets 

$ 507 
109 

58 
674 
(17) 

Net deferred income tax assets 657 
Investments and other assets (711) 
Accelerated depreciation rates (2,885) 
Regulatory assets and deferred debi ts (290) 
Regulatory asset related to restating to  pre-tax basis (465) 

(4,351) 
State deferred income tax, net of federal tax effect (333) 
Total net  deferred income tax l iabi l i ty  $ (4,027) 

Total deferred income tax l iabi l i ty  
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7. DERIVATIVE INSTRUMENTS, HEDGING ACTIVITIES AND CREDIT RISK 

Duke Energy, substantially through its subsidiaries, is exposed to the impact of market fluctuations in the price of natural gas, electric- 
ity and other energy-related products marketed and purchased. Duke Energy employs established policies and procedures to manage 
its risks associated with these market fluctuations using various commodity derivatives, including forward contracts, futures, swaps and 
options for trading purposes and for activity other than trading activity (primarily hedge strategies). The following table shows the fair 
value of Duke Energy's derivative portfolio as of December 31, 2001 

FA12 \ /PLLE ~ J F  (3~)l\JF:,qi:is ,LS i;p ~ J ~ ~ ~ ~ ~ I ~ ~ ~  , < ~ 1  

In millions 

Maturity in 
Maturity in Maturity in Maturity in 2005 and Total Fair 

Type of Contract  2002 2003 2004 Thereafter Value 

Trad I n g  contracts $ 353 $ 164 $ 137  $ 415 $ 1,069 
Hedge cont rac ts  454 156 71  (38) 643 
Tot a I $ 807 $ 320 $ 208 $ 377  $ 1,712 

COF,'lllii13!IiT''~ %sti F L O ~ ~ :  ~ E D I G E S  Some Duke Energy subsidiaries are exposed to market fluctuations in the prices of various 
commodities related to their ongoing power generating and natural gas gathering, processing and marketing activities Duke Energy 
closely monitors the potential impacts of commodity price changes and, where appropriate, enters into contracts to protect margins for 
a portion of future sales and generation revenues. Duke Energy uses commodity instruments, consisting of swaps, futures, forwards and 
collared options, as cash flow hedges for natural gas, electricity and NGL transactions Duke Energy is hedging exposures to the price 
variability of these commodities for a maximum of nine years. 

The ineffective portion of commodity cash flow hedges and the amount recognized for transactions that no longer qualified as cash 
flow hedges were not material in 2001 As of December 31, 2001, $323 million of after-tax deferred net gains on derivative instruments 
accumulated in OCI are expected to be recognized in earnings during the next 12 months as the hedged transactions occur However, 
due to the volatility of the commodities markets, the corresponding value in OCI is subject to change prior to its reclassification into 
earn i ngs. 

C:>?,Ii\tIc>CjiT: FAIF! s,,js;L-'E ';ET:,ES Some Duke Energy subsidiaries are exposed to changes in the fair value of unrecognized firm 
commitments to  sel l  generated power or natural gas due to market fluctuations in the underlying commodity prices. Duke Energy active- 
ly evaluates changes in the fair value of such unrecognized firm commitments due to commodity price changes and, where appropri- 
ate, uses various instruments to hedge its market risk. These commodity instruments, consisting of swaps, futures and forwards, serve 
as fair value hedges for the firm commitments associated with generated power and natural gas sales Duke Energy is hedging expo- 
sures to the market risk of such items for a maximum of 13 years For 2001, the ineffective portion of commodity fair value hedges was 
not material 

7 i;p g p: i'; ,2 r.1 TL:;., (l;-;s Duke Energy provides energy supply, structured origination, trading and marketing, risk management and 
commercial optimization services to large energy customers, energy aggregators and other wholesale companies. These services require 
Duke Energy to use natural gas, electricity, NGL and transportation derivatives and contracts that expose it to a variety of market risks 
Duke Energy manages its trading exposure with strict policies that limit its market risk and  require daily reporting of potential financial 
exposure to management These policies include statistical risk tolerance limits using historical price movements to calculate a daily 
earnings at risk measurement. 

ai I: rrqEE7- :-?ATE ;I-A:Q ~ ~ P . L S : E  J% G ~ F ;  r i  C)~,;.\/I _?E:, Changes in interest rates expose Duke Energy to risk as a result of its 
issuance of variable-rate debt, fixed-to-floating interest rate swaps, commercial paper and auction market preferred stock Duke Energy 
manages its interest rate exposure by limiting its variable-rate and fixed-rate exposures to certain percentages of total capitalization, as  
set by policy, and by monitoring the effects of market changes in interest rates Duke Energy also enters into financial derivative instru- 
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C R E D I T  R I S K  Duke Energy's principal customers for power and natural gas marketing services are industrial end-users and utilities 
located throughout the U S I  Canada, Asia Pacific, Europe and Latin America Duke Energy has concentrations of receivables from nat- 
ural gas and electric utilities and their affiliates, as well as industrial customers throughout these regions. These concentrations of cus- 
tomers may affect Duke Energy's overall credit risk in that certain customers may be similarly affected by changes in economic, regula- 
tory or other factors Where exposed to credit risk, Duke Energy analyzes the counterparties' financial condition prior to entering into an 
agreement, establishes credit limits and monitors the appropriateness of those limits on an ongoing basis. Duke Energy frequently uses 
master collateral agreements to mitigate credit exposure, The collateral agreement provides for a counterparty to post cash or letters of 
credit for exposure in excess of the established threshold. The threshold amount represents an open credrt limit, determined in accor- 
dance with the corporate credit policy The collateral agreement also provides that the inability to post collateral is sufficient cause to ter- 
minate a contract and liquidate all positions 

The change in market value of New York Mercantile Exchange-traded futures and options contracts requires daily cash settlement 
in margin accounts with brokers. Financial derivatives are generally cash settled periodically throughout the contract term However, these 
transactions are also generally subject to margin agreements with many of Duke Energy's counterparties 

As of December 31, 2001, Duke Energy had a pre-tax bad debt provision of $90 million related to receivables for energy sales in 
California. (See Note 15 for further information regarding market and credit exposure ) Following the bankruptcy of Enron Corporation, 
Duke Energy terminated substantially all contracts with Enron Corporation and its affiliated companies (collectively, Enron). As a result, 
Duke Energy recorded, as a charge, a non-collateralized accounting exposure of $43 million. The $43 million non-collateralized accaunt- 
ing exposure is comprised of charges of $36 million at NAWE, $3 million at International Energy, $3 million at Field Services and $ 1  million 
at Natural Gas Transmission These amounts are stated on a pre-tax basis as charges against the reporting segment's earnings 

NAWE - forward contracts, swaps, options and physical contracts used to trade natural gas, power, crude oil, liquefied petroleum gas 

* International Energy - forward contracts and options used to trade and hedge natural gas, power and oil 
e Field Services - physical purchase/sale contracts for natural gas and NGLs; forward contracts, swaps and options used to trade 

6 Natural Gas Transmission - forward financial sales of NGLs 
The $43 million charge was a direct reduction to earnings before income taxes and was a result of charging the full amount of unset- 

tled mark-to-market earnings previously recognized, and al l  derivative assets and accounts receivable that became impaired due to 
Enron's frnancial deterioration All assets written off or reserved for were net of the margin (cash collateral) posted by Enron of $330 mil- 
lion and applied by Duke Energy in connection with transactions between the companies 

Duke Energy's determination of its bankruptcy claims against Enron IS still under review, and its claims made in the bankruptcy case 
are likely to exceed $43 million. Any bankruptcy claims that exceed this amount would primarily relate to termination and settlement rights 
under contracts and transactions with Enron that would have been recognized in future periods, and not in the historical periods covered 
by the financial statements to which the $43 million charge relates. 

Substantially all contracts with Enron were completed or terminated prior to December 31, 2001 Duke Energy has continuing con- 
tractual relationships with certain Enron affiliates, which are not in bankruptcy In Brazil, a power purchase agreement between a Duke 
Energy affiliate, Paranapanema, and Elektro Eletricidade e Servicos SIA (Elektro), a distribution company 40% owned by Enron, will expire 
December 31, 2005. The contract was executed by Duke Energy's predecessor in interest in Paranapanema, and obligates 
Paranapanema to provide energy to Elektro on an irrevocable basis for the contract period In addition, a purchasekale agreement expir- 
ing September 1, 2005 between a Duke Energy affiliate and Citrus Trading Corporation (Citrus), a 50150 joint venture between Enron and 
El Paso Corporation, continues to be in effect The contract requires the Duke Energy affiliate to provide liquefied natural gas to Citrus 
Citrus has provided a letter of credit in favor of Duke Energy to cover its exposure 

The transactions between Enron and Duke Energy consisted of the following. 

and coal 

natural gas and NGLs, transportation and storage 

8. INVESTMENT I N  AFFILIATES AND RELATED PARTY TRANSACTIONS 

Investments in domestic and international affiliates that are not controlled by Duke Energy, but over which it has significant influence, are 
accounted for by the equity method These investments include undistributed earnings of $166 million in 2001 and $70 million in 2000. 
Duke Energy received distributions of $158 million in 2001, $138 million in 2000 and $111 million in 1999 from these investments. Duke 
Energy's share of net income from these affiliates is reflected in the Consolidated Statements of Income as Other Operating Revenues. 

NATUEPL 7 E~,ii\~S~"v;iSSIC;.l Investments primarily include a 37 5% interest in the Maritimes & Northeast Pipeline and a 50% 
interest in Gulfstream Natural Gas System, LLC. The Maritimes & Northeast Pipeline is composed of Canadian and U S natural gas 
pipeline joint ventures that together transport natural gas into the U S from Canada. Gulfstream Natural Gas System, LLC is a joint inter- 
state natural gas pipeline development that will extend from Mississippi and Alabama across the Gulf of Mexico to Florida. 
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nership which owns and operates a network of pipelines for refined products and crude oil 

Investments primarily include a 21.1% ownership interest in TEPPCO Partners, LP, a publicly traded limited part- 

I - t- I - . . /  'I< , ,~:,d,+: - , - - . , L - m - o :  ~. i ,  ;- -.: Significant investments include a 50% interest in American Ref-Fuel Company, LLC 
and a 50% interest in Southwest Power Partners, LLC American Ref-Fuel Company, LLC owns and operates factlities that convert waste 
to energy Southwest Power Partners, LLC is a gas-fired combined-cycle facility under construction in Arizona. Once completed, this 
facility will serve markets in Arizona, Nevada and California 

_ _  ; - ! , , - r r , p  fi - .-. Significant investments include a 25% indirect interest in National Methanol Company, which owns and 
operates a methanol and MTBE (methyl tertiary butyl ether) business in Jubail, Saudi Arabia. 

tnvestments include participation in various construction and support activities for fossil-fueled gener- ' < --. ' - > ~ ,  7 . - , ~ ,  ' 
.~ 

~ ~ . _ ~  , 1 ~ 

ating plants. 

I I -. ' Significant investments include various real estate development projects , , r  - > -  I 8 . ~ ;  I - - -  
~ I- 
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, \  # ~- - 

% _ >  3 ,  

. -  
In millions December 31, 2001 December 31,  2000 December 31,  1999 
- - 

Domestic International Total Domestic International Total Domestic International Total 

Natural  Gas 
Tra n s m  i ssi o n 

Field Services 
North American 

Wholesale Energy 
Internat ional  

Energy 
Other Energy 

Services 
Duke Ventures 
Other Operations 
Tota I 

~~ ~ ~ 

In millions 

Natural  Gas 
Tra n s m  i ssi o n 

Field Services 
North American 

Wholesale Energy 
Internat ional  

Energy 
0 t h e  r En e rgy 

Services 
Duke Ventures 
Other Operations 
Tota I 

$ 565 
252 

315 

53 
30 

5 

$ 88 $ 653 
252 

315 

165 165 

7 60 
30 

5 

$ 82 
373 

635 

11 
23 

5 

$ 88 $ 170 
373 

9 644 

154 154 

7 18 
23 

5 

$ 67 
439 

425 

51 
10 

$ 1,220 $ 260 $ 1,480 

.: ,- ; I  ,:~< ; A , -  ,--  
I _  5 I -  I 

Year Ended December 31, 2001 

$ 1,129 $ 258 !$ 1,387 

Year Ended December 31, 2000 

Domestic International Total Domest ic  1 n t er na t ion a I Tot a I 

$ 3 8  $ 7 $ 4 5  
4 5  45 

35 35 

39 39 

49 49 
2 2 

(47)  (47)  
$ 122 $ 46 $ 168 

$ 13 
39 

36 

(13 
(9 

$ 83 $ 150 
439 

425 

224 224 

6 57 
10 

$ 992 $ 313 $ 1,305 

Year Ended December 31,  1999 

Do m es t i c I n t ern a t i o n a I Tot a I 

$ 16 $ 9 $  25 
44 44 

47 41 

10 10  
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S U M MAR I ZE D C 0 M B I NED F I NAN C I AL  I N FO R M AT1 0 N 

OF UNCONSOLIDATED AFFILIATES 

In millions 2001 2000 1999 

December 3 1 

BALANCE SHEET 

Current assets $ 1,239 $ 1,242 $ 1,544 
Noncur ren t  assets 8,199 6,588 7,826 
Current l iab i l i t ies  1,202 888 1,155 
Noncur ren t  l iab i l i t ies  4,400 4,404 4,727 
N e t  assets $ 3,836 $ 2,538 $ 3,488 

INCOME STATEMENT 

Opera t ing  revenues 
Operat ing expenses 
Net  income 

$ 5,202 $ 4,617 $ 3,510 
4,525 4,039 3,104 

499 440 193 

RELATED PARTY TRANSACTIONS Outstanding notes receivable from affiliates were $25 million as of December 31, 2001 and $70 
million as of December 31, 2000 

Duke Energy and Fluor Enterprises, Inc formed the D/FD 50/50 partnership in 1989. The partnership provides full-service siting, 
permitting, licensing, engineering, procurement, construction, start-up, operating and maintenance services for fossil-fired plants in the 
U.S. and internationally. D/FD is the primary builder for NAWE’s merchant generation plants currently under construction Fifty percent 
of the profit earned by DlFD for the construction of NAWE‘s merchant generation plants, which is associated with Duke Energy’s own- 
ership, is deferred in consolidation until the plant is sold as  part of NAWE‘s portfolio management strategy, or once the plant becomes 
operational it is amortized over the plant’s useful life. Fifty percent of the profit earned by D/FD for operating and maintenance services, 
which is associated with Duke Energy’s ownership, is eliminated in consolidation. For the year ended December 31, 2001, Duke Energy 
deferred profit of $54 million for D/FD construction contracts, and eliminated profit of $9 million for operating and maintenance ser- 
vices For the year ended December 31, 2000, Duke Energy deferred profit of $16 million for construction contracts. There was no prof- 
it from operating and maintenance services to be eliminated in 2000 For the year ended December 31, 1999, Duke Energy deferred 
profit of $6 million for construction contracts. There was no profit from operating and maintenance services to be eliminated in 1999. 
In addition, as part of the DlFD partnership agreement, excess cash is loaned at current market rates to Duke Energy and Fluor 
Enterprises, Inc. (See Note 10 ) 

In the normal course of business, Duke Energy’s consolidated subsidiaries enter into energy trading contracts with one another 
On a stand-alone basis, the accounting for such contracts may differ by counterparty For example, DETM, an energy-trading subsidiary 
within the scope of ElTF Issue No 98-10, “Accounting for Energy Trading and Risk Management Acttvities,” may enter into a contract 
to purchase natural gas storage from DEFS DEFS may treat this contract as a hedge position, and DETM may mark to market the con- 
tract through its current earnings. In the consolidation process, the effects of this contract are eliminated, and not reflected in Duke 
Energy’s Consolidated Financial Statements. In all cases, energy trading contracts (and any resulting mark-to-market gains or losses) 
between consolidated subsidiaries are eliminated in the consolidation process 

Also see Note 13, Minority Interest Financing, for additional related party information. 
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9 .  PROPERTY, PLANT AND EQUIPMENT 

NET PROPERTY. PLANT AND EQUIPMENT 

In millions 2001 2000 
Land $ 49 $ 36 
Plant 

Electric generation, distribution and transmission 19,792 18,669 

Gathering and processing facilities 4,106 4,470 
Other buildings and improvements 1,346 1,339 
Leasehold improvements 4 14 

Nuclear fuel 7 88 76 1 
Equ r pment 251 108 
Ve h i c I es 69 36 
Construction in process 5,068 2,192 
Other 1,791 1,524 
Total property, plant and equipment 39,464 34,598 
Tot a I ac c u m u I at ed d e p rec i a t  i on a (1 1,049) ( 10,146) 
Total net property, plant and equipment $ 28,415 $ 24,452 

a Includes accumulated amortization of nuclear fuel: 2001 - $546 million; 2000 - $503 mill ion 

December 31 

Natural gas transmission 6,200 5,449 

Capitalized interest of $167 million for 2001, $67 million for 2000 and $52 million for 1999 is included in the 
Consolidated Statements of Income. 

10. DEBT AND CREDIT FACILITIES 

DEBT 

In millions Year Due 
December 3 1 

200 1 2000 
DUKE ENERGY 

First and refunding mortgage bonds 
6.125% - 6 .625% 
6.75% - 7.5% 
7.0% - 8.95% 

Pollution control debt, 3.85% - 5.8% 
Notes 

5.375% - 9 .21% 
6.0% - 6.6% 

Commercial paper, 1.93% and 6.52% weighted-average 
rate a t  December 31, 2001 and 2000, respectivelya 

Other debt 
Fair value hedge carrying value adjustment 
Notes matured during 2001 

2003 $ 175 
2023 - 2025 450 
2027 - 2033 165 
2012 - 2017 172 

2009 - 2016 809 
2028 - 2038 500 

1,087 
19 

2010 - 2014 (10) 

$ 175 
450 
165 
172 

811 
500 

1,256 
18 

66 1 

(Table continued on next page) 
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2003 - 2009 
2018 - 2019 

2006 
2006 

2002 - 2003 

(Table continued on next page) 

67 100 
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DEBT (continued) 
In millions Year Due 

Decem b e t  3 1 
2001 2000 

DUKE ENERGY FIELD SERVICES, I-LC 

Notes 
7.5% - 8.125% 
5.75% - 6.875% 

Commercial paper, 2.53% and 7.39% 
weighted-average rate at December 31, 2001 
and 2000, respectively 

Capital leases 
Fair value hedge carrying value adjustment 

2005 - 2030 $ 1,700 $ 1,700 
2006 - 2011 550 

2009 - 2025 

2 13 
3 

(5) 

346 

CRESCENT. L L C ~  

Construction and mortgage loans, 2.73% - 10.0% 2002 - 2005 73 67 

OTHER DEBT OF SUBSIDIARIES 

Duke Energy Western Australia Holdings 

Parana pane ma 

Duke Energy Vermill ion 

Other international debt of subsidiaries 
Other domestic debt of subsidiaries 

Notes, 5.35%d 

Notes, 6.0% - 10.O%f 

Notes, 6.8% 

Unamortized debt discount and premium, net 
Total debt 
Current maturit ies of long-term debt 

2004 - 2013 

2002 - 2017 

2002 

124 138 

427 477 

5 
76  127 
6 1  103 

(91) 
12,980 
(437) 

Short-term notes payable and commercial paper (1,603) (1,826) 
Totat long-term debt $ 12,321 $ 10,717 
a Amounts include extendible commercial notes. 

Duke Capital Corporation is a wholly owned subsidiary of Duke Energy that  provides f inancing and credi t  
enhancement services for i ts subsidiaries. 
Component of mandatorily convertible securities (Equity Units) (See Note 16.) 
Debt denominated i n  Australian dollars 

Debt denominated in Brazil ian reais and principal is indexed annually t o  inf lat ion 
e A portion of Crescent’s real estate development projects, land and bui ld ings are pledged as collateral. 

In January 2002, Duke Energy issued $750 million of 6.25% senior unsecured bonds due in 2012 and $250 million of floating rate 
(based on the three-month London Interbank Offered Rate (LIBOR) plus 0.35%) senior unsecured bonds due in 2005. The proceeds from 
these issuances were used to manage working capital needs 

In February 2002, Duke Capital Corporation issued $500 million of 6 25% senior unsecured bonds due in 2013 and $250 million of 
6.75% senior unsecured bonds due in 2032. In addition, Duke Capital Corporation, through a private placement transaction, issued $500 
million of floating rate (based on the one-month LIBOR plus 0.65%) senior unsecured bonds due in 2003. The proceeds from these 
issuances will be used to manage working capital needs and to fund a portion of the cash consideration for the pending acquisition of 
Westcoast. 

The weighted-average interest rate on outstanding short-term notes payable and commercial paper was 3 13% as of December 31, 
2001 and 6.8% as of December 31, 2000. 
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2003 
2004 
2005 

576 
883 

1,016 
2006 2,101 
Thereafter 7,745 
Total long-term d e b t  $ 12,582 

Annual maturities after 2006 include $1,360 million of long-term debt with call options, meaning Duke Energy has the option to repay 
the debt early. Based on the years in which Duke Energy may first exercise its redemption options, it could potentially repay $1,033 mit- 
lion in 2002, $227 million in 2003 and $100 million in 2005. 

In 2000, Duke Energy issued $250 million 7 125% senior unsecured bonds due in 2012 with a put option that gives investors the 
choice to put the bond to Duke Energy at par value in September 2002 or extend the maturity until 2012 If extended, the bonds would be 
recouponed at 5.7% plus the Duke Energy 10-year credit spread on the extension date. Also in 2000, Duke Capital Corporation issued 
$150 million senior unsecured bonds due in 2003 that become due and payable if Duke Capital Corporation’s debt ratings fall below BBB 

1z H E 31 T FAC i L!T I E S 

In millions December 31. 2001 December 3 1. 2000 
Credit 

Faci I ities Outstanding 
Credit 

Fac i I it ies Outstanding 

Br idge fac i l i t y  $ 250 $ -  
3 6 4 - d a y  faci l i t iesa 2,716 
Three-year revolv ing faci l i t iesa 1,640 38 
Four-year revolving fac i l i t i es  
Five-year revolv ing fac i  I it iesa 

Total consol idated $ 4,606 $ 38 
a Major i ty of  fac i l i t i es  support commercial  paper fac i l i t i es  

$ -  $ -  

84 44 
1,796 

125 
2,200 

$ 4,205 $ 44 

The credit facilities expire from 2002 to 2004 and are not subject to minimum cash requirements; however, borrowings and issuances 
of letters of credit under approximately $1,100 million of these facilities are subject to and dependent on the senior unsecured debt rat- 
ings of Duke Capital Corporation (currently rated AYA/A) Ratings of Baa2, BBB or the equivalent by at least two of Moody’s Investors 
Service, Standard & Poor’s and Fitch, Inc. must be maintained to obtain additional borrowings and issuances of letters of credit. Any out- 
standing borrowings would not become due and payable 

i IL NUCLEAR DECOMMISSIONING COSTS 

N 1.: L1 i E A 3 3 E :: $3 I\,! hii I S 3 i t:! h i i~ G C C ’? T S Est i mat e d sit e-s pec if t c n u c I ea r d ec o m m i ss i o n i n g costs , i n c I u d i n g the cost of d eco m - 
missioning plant components not sublect to radioactive contamination, total approximately $1.9 billion stated in 1999 dollars based on 
decommissioning studtes completed in 1999 (studies are completed every five years). This includes costs related to Duke Energy’s 
12 5% ownership in the Catawba Nuclear Station. The other joint owners of the Catawba Nuclear Station are responsible for decom- 
missioning costs related to their ownership interests in the station. Both the NCUC and the PSCSC have allowed Duke Energy to recov- 
er estimated decommissioning costs through retail rates over the expected remaining service periods of Duke Energy’s nuclear stations. 
The operating licenses for Duke Energy’s nuclear units are subject to extension. In 2000, Duke Energy was granted a license renewal 
for the Oconee Nuclear Station. Applications to renew the operating licenses for Duke Energy’s other nuclear units were filed with the 
Nuclear Regulatory Commission (NRC) in June 2001 Duke Energy’s nuclear units are currently licensed as follows. 
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During 2001 and 2000, Duke Energy expensed approximately $57 million, and a corresponding amount of cash was contributed 
to external funds for decommissioning costs, and accrued an additional $8 million to the internal reserve. Nuclear units are depreciat- 
ed at an annual rate of 4.7%, of which 161% is for decommissioning. The balance of the external funds was $716 million as of 
December 31, 2001 and $717 million as  of December 31, 2000, and is reflected in the Consolidated Balance Sheets as Nuclear 
Decommissioning Trust Funds (asset) and Nuclear Decommissioning Costs Externally Funded (liability) The balance of the internal 
reserve was $239 million as of December 31, 2001 and $231 million as of December 31, 2000, and is reflected in the Consolidated 
Balance Sheets as Accumulated Depreciation and Amortization. The external decommissioning trust fund is invested primarily in 
domestic and international equity securities, fixed-rate, fixed-income securities and cash and cash equivalents. Duke Energy has an 
agreement with the NRC that these funds will only be used for activities retating to nuclear decommissioning. These investments are 
exposed to price fluctuations in equity markets and changes in interest rates. Because the accounting for nuclear decommissioning rec- 
ognizes that costs are recovered through Franchised Electric’s rates, fluctuations in equity prices or interest rates do not affect consol- 
idated results of operations, cash flows or financial position Management betieves that the decommissioning costs being recovered 
through rates, when coupled with expected fund earnings, are sufficient to provide for the cost of decommissioning. 

A provision in the Energy Policy Act of 1992 established a fund for the decontamination and decommissioning of the DOE’s 
uranium enrichment plants (the D&D Fund) Licensees are subject to an annual assessment for 15 years based on their pro rata 
share of past enrichment services In 1998, Duke Energy and 21 other utilities filed a lawsuit challenging the constitutionality of the 
D&D Fund and seeking an injunction that prohibits the government from collecting the assessment and refunds all assessments 
paid The annual assessment is recorded in the Consolidated Statements of Income as Fuel Used in Electric Generation Duke 
Energy has paid $96 million into the fund, including $11 million during 2001 The remaining liability and regulatory assets of $53 
million as of December 31, 2001 and $62 million as of December 31, 2000 are reflected in the Consolidated Balance Sheets as 
Deferred Credits and Other Liabilities, and Regulatory Assets and Deferred Debits 

sr,;~:::f ! 5 , i L ~ f - , m 2 ~ : , ~ ~ :  F!L;EL Under provisions of the Nuclear Waste Policy Act of 1982, Duke Energy has entered into contracts with 
the DOE for the disposal of spent nuclear fuel. The DOE failed to begin accepting spent nuclear fuel on January 31, 1998, the date 
specified by the Nuclear Waste Policy Act and in Duke Energy’s contract with the DOE. In 1998, Duke Energy filed a claim with the U S 
Court of Federal Claims against the DOE related to the DOE’s failure to accept commercial spent nuclear fuel by the required date. 
Damages claimed in the lawsuit are based upon Duke Energy’s costs incurred as a result of the DOE’s partial material breach of its con- 
tract, including the cost of securing additional spent fuel storage capacity. Duke Energy will continue to safely manage its spent nuclear 
fuel until the DOE accepts it. Payments made to the DOE for disposal costs are based on nuclear output and are included in the 
Consolidated Statements of Income as Fuel Used in Electric Generation. 

j i GUARANTEED PREFERRED BENEFICIAL INTERESTS IN SUBORDINATED NOTES OF DUKE ENERGY 
O R  SUBSIDIARIES 

Duke Energy and one of its subsidiaries have formed business trusts for which they own all the common securities The trusts issue 
and sell preferred securities and invest the gross proceeds in junior subordinated notes issued by the respective parent companies. 
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December 3 1 
~~ 

Issued Rate 
1997 7.20 % 
1998 7.375% 
1998 1.375% 
1999 8.375% 
1999 7.20 % 

Unamor t ized  debt d iscount  

Due 
2037 
2038 
2038 
2029 
2039 

2001 
$ 350 

350 
250 
250 
250 
(43) 

2000 
$ 350 

3 50 
250 
2 50 
250 
(44) 

$ 1,407 $ 1,406 

These trust preferred securities represent preferred undivided beneficial interests in the assets of the respective trusts. Distribution 
payments on these preferred securities are guaranteed by the respective parent companies, but only to the extent that the trusts have funds 
legally and immediately available to make distributions Dividends related to the trust preferred securities were $108 million for 2001, $108 
million for 2000 and $87 million for 1999, and have been included in the Consolidated Statements of Income as Minority Interest Expense 

MINORITY INTEREST FINANCING 

In 2000, Catawba River Associates, LLC (Catawba), a fully consolidated financing entity managed by a subsidiary of Duke Energy, issued 
$1,025 million of preferred member interests to a third-party investor. Catawba subsequently advanced the proceeds from the sale to DE 
Power Generation, LLC (DEPG), a wholly owned subsidiary of Duke Energy, which indirectly owns or leases six merchant power genera- 
tion facilities located in California, Maine and Indiana. Catawba is a limited liability company with a separate existence and identity from 
its preferred members, and the assets of Catawba are separate and legally distinct from Duke Energy The preferred member interests 
receive quarterly a preferred return equal to an adjusted floating reference rate (approximately 5.20% for the full year ended December 
31, 2001). 

The purpose of the transaction was to reimburse Duke Energy for a portion of its prior investment in the DEPG assets in a separate 
venture financing with third-party investors not requiring direct recourse to the credit of Duke Energy. The results of operations, cash 
flows and financial position of Catawba are consolidated with Duke Energy for financial reporting purposes. The preferred member inter- 
ests are included in Minority Interest in Financing Subsidiary on the Consolidated Balance Sheets, and the payments made with respect 
to the preferred return are included in Minority Interest Expense on the Consolidated Statements of Income of Duke Energy. 

The initial term of the financing ends in September 2005, at which time Catawba must either (a) reset the preferred rate as agreed 
by the existing preferred investors, (b) re-market the preferred member interests to other preferred investors, (c) redeem the outstand- 
ing preferred member interests, in whole or in part, plus any accrued and unpaid return, or (d) commence an orderly liquidation of DEPG 
and Catawba. This could impact Duke Energy’s liquidity at the time tf it were to elect to redeem the preferred member interests or, alter- 
natively, result in the loss of the future associated earnings contribution to Duke Energy of the assets of DEPG in the event of an orderly 
liquidation. 

Duke Energy and Catawba have the right to redeem the preferred member interests at any time, and the holder of the preferred 
member interests may require an early liquidation of the assets of DEPG and Catawba and a redemption of the preferred member inter- 
ests from the available liquidation proceeds upon the occurrence of specified events (such as failure to make required payments or to 
perf or m other o bl iga t i o n s) 

Duke Capital Corporation has the right to borrow certain amounts from DEPG and Catawba as demand loans If Duke Capital 
Corporation’s credit rating (currently A31A) declines below investment grade (Baa3/BBB-), the preferred members may and will likely 
require that these loans be repaid In addition, if there were such a downgrade, the preferred investor could cause an increase in the 
quarterly payments and a recharacterization of the preferred member interests as a debt obligation on the Consolidated Financial 
Statements of Duke Energy 
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PRIMARY LIABILITY INSURANCE Duke Energy has purchased the maximum required private primary liability insurance, $200 million, 
along with a like amount to cover certain worker tort claims 

EXCESS LIABILITY INSURANCE This policy currently provides approximately $9.3 billion of coverage through the Price-Anderson Act's 
mandatory industry-wide excess secondary insurance program of risk pooling. The $9 3 billion is the sum of the current potential 
cumulative retrospective premium assessments of $88 million per licensed commercial nuclear reactor. This would be increased by 
$88 million for each additional commercial nuclear reactor licensed, or reduced by $88 million for nuclear reactors no longer oper- 
ational and may be exempted from the risk pooling insurance program. Under this program, licensees could be assessed retro- 
spective premiums to compensate for damages in the event of a nuclear incident a t  any licensed facility in the U S If such an inci- 
dent should occur and public liability damages exceed primary insurances, licensees may be assessed up to $88 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 $88 million is 
subject to indexing for inflation and may be subject to state premium taxes 

Duke Energy is a member of Nuclear Electric Insurance Limited (NEIL), which provides property and business interruption 
insurance coverage for Duke Energy's nuclear facilities under three policy programs. 
-PRIMARY PROPERTY INSURANCE This policy provides $500 million of primary property damage coverage for each of Duke Energy's 
nuclear facilities 
.-EXCESS PROPERTY INSURANCE This policy provides excess property, decontamination and decommissioning liability insurance: $2.25 
billion for the Catawba Nuclear Station and $1.5 billion each for the Oconee and McGuire Nuclear Stations. 
-BUSINESS INTERRUPTION INSURANCE This policy provides business interruption and/or extra expense coverage resulting from an acci- 
dental outage of a nuclear unit. Each McGuire and Catawba unit is insured for up to approximately $4 million per week, and the 
Oconee units are insured for up to approximately $3 million per week. Coverage amounts decline if more than one unit is involved 
in an accidental outage Initial coverage begins after a 12-week deductible period and continues at 100% for 52 weeks and 80% for 
the next 110 weeks. 

If NEIL'S losses exceed its reserves for any of the above three programs, Duke Energy is liable for assessments of up to 10 times 
its annual premiums. The current potential maxtmum assessments are: Primary Property Insurance - $31 million, Excess Property 
Insurance - $36 million and Business Interruption Insurance - $29 million 

The other joint owners of the Catawba Nuclear Station are obligated to assume their pro rata share of liability for retrospective 
premiums and other premium assessments resulting from the Price-Anderson Act's excess secondary insurance program of risk 
pooling, or the NEIL policies. 

1 j ! , ; ; ?  ' I . ? ~ < > '  ; I  I: ' \ I  - -  I. 

hazardous and solid waste disposal and other environmental matters. 
~ MANUFACTURED GAS PLANTS AND SUPERFUND SITES Duke Energy operated manufactured gas plants until the early 1950s and has 
entered into a cooperative effort with the State of North Carolina and other owners of former manufactured gas plant sites to inves- 
tigate and, where necessary, remediate those contaminated sites. Regulators consider Duke Energy to be a potentially responsible 
party, possibly subject to future liability at six federal and two state Superfund sites. While remediation costs may be substantial, 
Duke Energy will share in any liability associated with contamination at these sites with other potentially responsible parties 
Management believes that resolution of these matters will have no material adverse effect on consolidated results of operations, cash 
flows or financial position. 
-PCB (POLYCHLORINATED BIPHENYL] ASSESSMENT AND CLEANUP PROGRAMS In 2001, Texas Eastern Transmission, LP, a wholly owned sub- 
sidiary of Duke Energy, completed the remaining requirements of a 1989 U S Consent Decree regarding the cleanup of PCB-cont- 
aminated sites. The Environmental Protection Agency (EPA) certified the completion of all work under the Consent Decree in January 
2002. Monitoring of groundwater and remediation at certain sites may continue as  required by various state authorities. 

In March 1999, Duke Energy sold PEPL and Trunkline to CMS. (See Note 1 for more information on the sale of the pipelines ) 

Under the terms of the sales agreement with CMS, Duke Energy is obligated to complete cleanup of previously identified contami- 
nation resulting from the past use of PCB-containing lubricants and other discontinued practices at certain sites on the PEPL and 
Trunkline systems. 

Based on Duke Energy's experience to date and costs incurred for cleanup, management believes the resolution of matters 
relating to the environmental issues discussed above will have no material adverse effect on consolidated results of operations, cash 
flows or financial position 

Duke Energy is subject to international, federal, state and local regulations regarding air and water quality, 
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AIR QUALITY CONTROL In 1998, the EPA issued a final rule on regional ozone control that required 22 eastern states and the District 
of Columbia to revise their State Implementation Plans (SIPS) to significantly reduce emissions of nitrogen oxide by May 1, 2003. 
The EPA rule was challenged in court by various states, industry and other interests, including Duke Energy and the states of North 
Carolina and South Carolina In 2000, the court upheld most aspects of the EPA rule. The same court subsequently extended the 
compliance deadline for implementation of emission reductions to May 31, 2004. 

In 2000, the EPA finalized another ozone-related rule under Section 126 of the Clean Air Act ( C A A )  Section 126 of the CAA 
has virtually identical emission control requirements as the 1998 action, and specified a May 1, 2003 compliance date While the 
emission reduction requirements of the rule have been upheld in court, the implementation date for the rule has been revised to 
May 2004 as a result of a legal challenge and the resulting court order. 

Both North Carolina and South Carolina have revised their SIPS in response to the EPAs 1998 rule, and are awaiting EPA 
approval Legislation was introduced in the North Carolina General Assembly in 2001 and passed by the state Senate that would 
require North Carolina electric utilities, including Duke Energy, to make significant reductions in emissions of sulfur dioxide and 
nitrogen oxides from coal-fired power plants over the next seven to 11 years A provision in the proposed North Carolina legislation 
allows Duke Energy to recover costs of achieving the proposed emission reductions from customers through an environmental com- 
pliance expenditure-recovery factor that is  separate from the electric utility's base rates. If passed into law, the final provisions could 
be significantly different from the proposal. 

Emission control retrofits needed to comply with the new rules are large technical, design and construction projects. These pro- 
jects will be managed closely to ensure the continuation of reliable electric service to Duke Energy's customers throughout the pro- 
jects and  upon their completion. 

In 2000, the U S Justice Department, acting on behalf of the EPA, filed a complaint against Duke Energy in  the US.  District 
Court in Greensboro, North Carolina, for alleged violations of the New Source Review (NSR) provisions of the CAA. The EPA claims 
that 29 projects performed at 25 of Duke Energy's coal-fired units were major modifications, as defined in the CAA, and that Duke 
Energy violated the CAAs  NSR requirements when it undertook those projects without obtaining permrts and installing emission con- 
trols for sulfur dioxide, nitrogen oxide and particulate matter The complaint asks the court to order Duke Energy to stop operating 
the coal-fired units identified in the complaint, install additional emission controls and pay unspecified civil penalties This complaint 
is part of the EPAs NSR enforcement initiative, in  which the EPA claims that utilities and others have committed widespread viola- 
tions of the CAA permitting requirements for the past 25 years. The EPA has sued or issued notices of violation of investigative infor- 
mation requests to at least 48 other electric utilities and cooperatives. 

The EPAs allegations run counter to previous EPA guidance regarding the applicability of the NSR permitting requirements. 
Duke Energy, along with other utilities, has routinely undertaken the type of repair, replacement and maintenance projects that the 
EPA now claims are illegal. Duke Energy believes that all of its electric generation units are properly permitted and have been prop- 
erly maintained, and is defending itself vigorously against these alleged violations The U S. Vice President's National Energy Policy 
Development Group has ordered the €PA to review its NSR rules and has ordered the Department of Justice to review the appropri- 
ateness of the enforcement cases. The EPA review was scheduled to be completed by August 2001, but has not yet been conclud- 
ed. In January 2002, the Department of Justice released a report concluding that it was not improper for the Department of Justice 
to initiate the enforcement cases brought on behalf of the EPA It specifically declined to address whether the EPA's enforcement 
actions are wise as a matter of national energy policy Because these matters are in a preliminary stage, management cannot esti- 
mate the effects of these matters on Duke Energy's future consolidated results of operations, cash flows or financial position The 
CAA authorizes civil penalties of up to $27,500 per day per violation at each generating unit. Civil penalties, if ultimately imposed by the 
court, and the cost of any required new pollution control equipment, if the court accepts the EPAs contentions, could be substantial 

! I - :I L- i ;- ( j I\! , p ;;?SI-! E5 Duke Energy, some of its subsidiaries and three current or former executives have been named as defen- 
dants, among other corporate and individual defendants, in one or more of a total of six lawsuits brought by or on behalf of electricity 
consumers in the State of California. The plaintiffs seek damages as a result of t h e  defendants' alleged unlawful manipulation of the 
California wholesale electricity markets DENA and DETM are among 16 defendants in a class-action lawsuit (the Gordon lawsuit) filed 
against generators and traders of electricity in California markets. DETM was also named as one of numerous defendants in four addi- 
tional lawsuits, including two class actions (the Hendricks and Pier 23 Restaurant lawsuits), filed against generators, marketers, traders 



Notes t o  Consolidated F inancia l  Statements 

and other unnamed providers of electricity in California markets. A sixth lawsuit (the Bustamante lawsuit) was brought by the Lieutenant 
Governor of the State of California and a State Assemblywoman, on their own behalf as citizens and on behalf of the general public, and 
includes Duke Energy, some of its subsidiaries and three current or former executives of Duke Energy among other corporate and indi- 
vidual defendants The Gordon and Hendricks class-action lawsuits were filed in the Superior Court of the State of California, San Diego 
County, in November 2000. Three other lawsuits were filed in January 2001, one in Superior Court, San Diego County, and the other 
two in Superior Court, County of San Francisco The Bustamante lawsuit was filed in May 2001 in Superior Court, Los Angeles County 
These lawsuits generally allege that the defendants manipulated the wholesale electricity markets in violation of state laws against unfair 
and unlawful business practices and state antitrust laws The plaintiffs seek aggregate damages of billions of dollars. The lawsuits seek 
the refund of alleged unlawfully obtained revenues for electricity sales and, in four lawsuits, an award of treble damages These suits 
have been consolidated before a state court judge in San Diego. While these matters are in their earliest stages, management believes, 
based on its analysis of the facts and the asserted claims, that their resolution will have no material adverse effect on Duke Energy's 
consolidated results of operations, cash flows or financial position 

In addition to the lawsuits, several investigations and regulatory proceedings at the state and federal levels are looking into the 
causes of high wholesale electricity prices in the western U S .  At the federal level, numerous proceedings are before the FERC Some 
parties to those proceedings have made claims for billions of dollars of  refunds from sellers of wholesale electricity, including DETM. 
Some parties have also sought to revoke the authority of DETM and other DENA-affiliated electricity marketers to sell electricity at mar- 
ket-based rates. The FERC is also conducting its own wholesale pricing investigation As a result, the FERC has ordered some sellers, 
including DETM, to refund, or to offset against outstanding accounts receivable, amounts billed for electricity sales in excess of a FERC- 
established proxy price. The proxy price represents what the FERC believes would have been the market-clearing price in a perfectly 
competitive market In June 2001, DETM offset approximately $20 million against amounts owed by the California Independent System 
Operator and the California Power Exchange for electricity sales during January and February 2001 This offset reduced the $110 mil- 
lion reserve established in 2000 to $90 million. Proceedings are ongoing to determine, among other issues, the amount of any refunds 
or offsets for periods prior to January 2001, and the method to be used to determine the proxy price in future months. 

At the state level, the California Public Utilities Commission is conducting formal and informal investigations to determine if power 
plant operators in California, including some Duke Energy entities, have improperly "withheld," either economically or physically, gen- 
eration output from the market to manipulate market prices. In addition, the California State Senate formed a Select Committee to 
Investigate Price Manipulation of the Wholesale Energy Market (Select Committee). The Select Committee has served a subpoena on 
Duke Energy and some of its subsidiaries seeking data concerning their California market activities The Select Committee has heard 
testimony from several witnesses but no one from Duke Energy has yet been subpoenaed to testify. 

The California Attorney General is also conducting an investigation to determine if any market participants engaged in illegal activ- 
ity, including antitrust violations, in the course of their electricity sales into wholesale markets in the western U S. The Attorneys General 
of Washington and Oregon are participating in the California Attorney General's investigation. The San Diego District Attorney is con- 
ducting a separate investigation into market activities and has issued subpoenas to DETM and a DENA subsidiary 

The California Attorney General has also convened a grand jury to determine whether criminal charges should be brought against 
any market participants. To date, no Duke Energy employee has been called to testify before the grand jury nor have any criminal 
charges been filed against Duke Energy or any of its officers, directors or employees in connection with the wholesale etectricity mar- 
kets in the states of the western U S .  

Throughout 2001, Duke Energy conducted its business in California to supply the maximum possible electricity to meet the needs 
of the state, limit its exposure to non-creditworthy counterparties and manage the output limitations on its power plants imposed by 
applicable permits and laws. Since December 31, 2000, Duke Energy has closely managed the balance of doubtful receivabtes, and 
believes that the current pre-tax bad debt provision of $90 million is appropriate. No additional provisions for California receivables were 
recorded in 2001 Management believes, based on its analysis of the facts and the asserted claims, that the resolution of these mat- 
ters will have no material adverse effect on Duke Energy's consolidated results of operations, cash flows or financial position. 

L:TIGATlGN A N L  L 9 N T I W E h C i E Z ~  EXXON MOBlL CORPORATION ARBITRATION In 2000, three Duke Energy subsidiaries initiated binding 
arbitration against three Exxon Mobil Corporation subsidiaries (the Exxon Mobil entities) concerning the parties' joint ownership of DETM 
and related affiliates (the Ventures). At issue is a buy-out right provision under the joint venture agreements for these entities If there 
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is a material business dispute between the parties, which Duke Energy alleges has occurred, the buy-out provision gives Duke Energy 
the right to purchase Exxon Mobil's 40% interest in DETM Exxon Mobil does not have a similar right under the joint venture agreements 
and once Duke Energy exercises the buy-out right, each party has the right to "unwind" the buy-out under certain specific circum- 
stances. In December 2000, Duke Energy exercised its right to buy the Exxon Mobil entities' interest in the Ventures. Duke Energy 
claims that refusal by the Exxon Mobil entities to honor the exercise is a breach of the buy-out right provision, and seeks specific per- 
formance of the provision Duke Energy has also made additional claims against the Exxon Mobil entities for breach of the agreements 
governing the Ventures. 

In January 2001, the Exxon Mobil entities made counterclaims in the arbitration and, in a separate Texas state court action, alleged 
that Duke Energy breached its obligations to the Ventures and to the Exxon Mobil entities In April 2001, the state court stayed its action, 
compelling the Exxon Mobil entities to arbitrate their claims The Exxon Mobil entities proceeded with the arbitration of their claims and 
have not challenged this order In an appellate court. lo early October 2001, the arbitration panel convened an evidentiary hearing 
regarding the buy-out right provision and Duke Energy's and Exxon Mobil's claims against each other. The panel has not yet ruled but 
Duke Energy expects a final decision from the panel in early 2002. Management believes that the final disposition of this action will 
have no material adverse effect on Duke Energy's consolidated results of operations or financial position. 

Duke Energy and its subsidiaries are involved in other legal, tax and regulatory proceedings before various courts, regulatory com- 
missions and governmental agencies regarding performance, contracts and other matters arising in the ordinary course of business, 
some of which involve substantial amounts. Management believes that the final disposition of these proceedings will have no material 
adverse effect on consolidated results of operations, cash flows or financial position 

;i..'JllT;lES Ai%JCI DkV 4GES ~ ~ A P J ! S  Duke Energy has experienced numerous claims relating to damages for personal injuries 
alleged to have arisen from the exposure to or use of asbestos in connection with construction and maintenance activities conducted 
by Duke Energy on its electric generation plants during the 1960s and 1970s During 1999, Duke Energy experienced a significant 
increase in the number of these claims This increase, coupled with its cumulative experience in claims received, prompted Duke 
Energy to conduct a comprehensive review which was completed in late 1999 and to record an $800 millton accrual, to reflect the pur- 
chase of a third-party insurance policy as well as estimated amounts for future claims not recoverable under such policy. The insurance 
policy, combined with amounts covered by self-insurance reserves, provides for claims paid up to an aggregate of $1 6 billion. Duke 
Energy currently believes the estimated claims relating to this exposure will not exceed such amount. While Duke Energy is uncertain 
as to the timing of when claims will be received, portions of the estimated claims may not be received and paid for 30 or more years. 

While Duke Energy has recorded an accrual related to this estimated liability, such estimates cannot be made with certainty. 
Factors, such as the frequency and magnitude of claims, could result in changes in the estimates of the injuries and damages liability 
and insurance recoveries. Such changes could result in, over time, a difference from the amount currently reflected in the financial 
statements. However, due to Duke Energy's insurance program relating to this liability, management believes that any changes in the 
estimates would not have a material adverse effect on consolidated results of operations, cash flows or financial position. 

?THE';-( L C ~ I ' J ~ i 1 : ~ ~ A E X l . S  L.r'iD C 9 h 7 ~ l I ~ , S E h C : E S  As part of its normal business, Duke Energy is a party to various financial guar- 
antees, performance guarantees and other contractual commitments to extend guarantees of credit and other assistance to various 
subsidiaries, investees and other third parties. These arrangements are largely entered into by Duke Capital Corporation. To varying 
degrees, these guarantees involve elements of performance and credit risk, which are not included on the Consolidated Balance 
Sheets The possibility of Duke Energy having to honor its contingencies is largely dependent upon future operations of various sub- 
sidiaries, investees and other third parties, or the occurrence of certain future events Duke Energy would record a reserve i f  events 
occurred that required that one be established. 

In addition, Duke Energy enters into various fixed-price, non-cancelable commitments to purchase or sell power (tolling 
arrangements or power purchase contracts), take-or-pay arrangements, transportation or throughput agreements and other contracts 
that may or may not be recognized on the Consolidated Balance Sheets. Some of these arrangements may be recognized a t  market 
value on the Consoltdated Balance Sheets as trading contracts or qualifying hedge positions included in Unrealized Gains or Losses 
on Mark-to-Market and Hedging Transactions 
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-FINANCIAL GUARANTEES Some Duke Energy subsidiaries have guaranteed affiliates' debt agreements and have provided surety bonds 
and letters of credit, totaling approximately $579 million as of December 31, 2001 and $1.9 billion as of December 31, 2000 The 
decrease in these obligations IS due primarily to decreasing support for margin deposits and power exchange participation. 

i~EASE::, Duke Energy leases assets in several areas of its operations Consolidated rental expense for operating leases was $114 
million in 2001, $90 million in 2000 and $87 million in 1999 Future minimum rental payments under operating leases for the years 
2002 through 2006 are $87 million, $70 million, $57 million, $43 million and  $34 million, respectively. 

1 6  COMMON STOCK AND EQUITY OFFERINGS 

In March 2001, Duke Energy completed an offering of 25 million shares of common stock, priced at $38.98 per share, before under- 
writing discount and other offering expenses In addition, Duke Energy completed an offering of approximately 31  million units of 
Equity Units, at $25 per unit, before underwriting discount and other offering expenses. The Equity Units consist of senior notes of 
Duke Capital Corporation, and purchase contracts obligating the investors to purchase shares of Duke Energy's common stock in 
2004. The number of shares to be issued in 2004 will be based on the price of the common stock at conversion. Also in March 2001, 
the underwriters exercised options granted to them to purchase an additional 3.75 million shares of common stock and four million 
Equity Units at the original issue prices, less underwriting discounts, to cover over-allotments made during the offerings. Total net pro- 
ceeds from the offerings, approximately $1.9 billion, were used to repay short-term debt and for other corporate purposes 

In November 2001, Duke Energy completed an offering of 30 million Equity Units, at $25 per unit, before underwriting discount 
and other offering expenses The Equity Units consist of senior notes of Duke Capital Corporation, and purchase contracts obligating 
the investors to purchase shares of Duke Energy's common stock in 2004 The number of shares to be issued in 2004 will be based 
on the price of the common stock at conversion. The net proceeds from the offering of approximately $731 million will provide a com- 
ponent of the permanent financing for the pending acquisbtion of Westcoast. Pending the close of the Westcoast acquisition, the net 
proceeds of the offering will be used to manage working capital needs. 

The Duke Capital Corporation senior notes that are part of the Equity Units are included in Long-term Debt on the Consolidated 
Balance Sheets. (See Note 10.) The value of the forward purchase contracts associated with the Equity Units were assumed to be zero 
at inception as the offerings were done at market prices The return on the Equity Units consists of interest on the debt component 
and a contract adjustment payment The contract adjustment was recorded as a declared dividend and its present value was record- 
ed in Other Current and Noncurrent Liabrlities on the Consolidated Balance Sheets. 

A t  Duke Energy's Annual Meeting of Shareholders held on April 26, 2001, shareholders approved an amendment to the Arttcles 
of Incorporation to increase the authorized common stock from one billion to two billion shares 

On December 20, 2000, Duke Energy announced a two-for-one common stock split effective January 26, 2001, to shareholders 
of record on January 3, 2001. All 2000 and 1999 outstanding share and per share amounts have been restated to reflect the stock 
split. Appropriate adjustments have been made in the exercise price and number of shares subject to stock options, as well as in stock 
amounts and other employee benefit programs. Effective with the stock split, the quarterly cash dividend rate on common stock is 
$0 275 per share. 

1 7  STOCK-BASED COMPENSATION 

The following information regarding outstanding common stock shares and options reflects the two-for-one common stock split dis- 
cussed in Note 16. 

Duke Energy's 1998 Long-term Incentive Plan, as amended (the 1998 Plan), reserved 60 million shares of common stock for 
company performance awards to employees and outside directors. Incenttve stock options may only be granted to key employees. 
Under the 1998 Plan, the exercise price of each option granted cannot be less than the market price of Duke Energy's common 
stock on the date of grant. Vesting periods range from one to five years with a maximum term of 10 years 
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years Duke Energy awarded 24,000 shares (fair value of approximately $1 million at grant dates) in 2001, 225,000 shares (fair value 
of approximately $7 million at grant dates) in 2000 and 986,400 shares (fair value of approximately $26 million at grant dates) in 

1999. Compensation expense for the stock grants IS charged to earnings over the vesting period, and totaled $6 million in 2001, $7 
million in 2000 and $3 million in 1999 

Phantom stock awards granted under the 1998 Plan vest over periods from one to four years. Duke Energy awarded 457,700 
shares (fair value of approximately $17 million at grant dates) in 2001 and 168,500 shares (fair value of approximately $7 million at 
grant dates) in 2000. No phantom stock awards were granted in 1999. Compensation expense for the stock grants is charged to 
earnings over the vesting period, and totaled $4 million in 2001, and was less than $1 million in 2000 There was no compensation 
expense for stock grants in 1999. 

Duke Energy's 1996 Stock Incentive Plan (the 1996 Plan) reserved four million shares of common stock for awards to employ- 
ees Restricted stock grants under the 1996 Plan vest over periods ranging from one to five years. Duke Energy awarded 124,005 
restricted shares (fair value of approximately $5 million at grant dates) in 2001, 294,526 restricted shares (fair value of approxi- 
mately $8 million at grant dates) in 2000 and 131,700 restricted shares (fair value of approximately $4 million at grant dates) in 
1999. Compensation expense for the grants is charged to earnings over the restriction period and totaled $ 4  million in 2001, $4 mil- 
lion in 2000, and $1 million in 1999. 

iij E M P L O Y E E  B E N E F I T  PLANS 

RET;EEdENT P!.ANS Duke Energy and its subsidiaries maintain a non-contributory defined benefit retirement plan. It covers 
most employees with minimum service requirements using a cash balance formula. Under a cash balance formula, a plan partici- 
pant accumulates a retirement benefit based upon a percentage (which may vary with age and years of service) of current eligible 
earnings and current interest credits. 

Duke Energy's policy is to fund amounts on an actuarial basis to provide assets sufficient to meet benefits to be paid to plan 
participants No contributions to the Duke Energy plan were necessary in 2001 or 2000 The net unrecognized transition asset, 
resulting from the implementation of accrual accounting, is amortized over approximately 20 years. Investment gains or losses are 
amortized over five years. 

bl F.'CN E hjT5 0 F I'd fT p Ee 10 2 I <: 3 E r,! 5 ,  Z f ~ f  CFSTs  

In millions 
Serv ice  c o s t  b e n e f i t  earned d u r i n g  t h e  year 
In te res t  cos t  on p r o j e c t e d  b e n e f i t  o b l i g a t i o n  
Expected  r e t u r n  on  p l a n  assets 
A m o r t i z a t i o n  of p r io r  serv ice  cost 
A m o r t i z a t i o n  of n e t  t r a n s i t i o n  asset 
Recogn ized net a c t u a r i a l  loss 
N e t  per iod ic  pens ion  c o s t s  

Years Ended December 31 
200 1 2000 1999 

$ 74 $ 70 $ 72 
188 184 165 

(264) (244) (224) 
(3) (3) (3) 
(4) (4) (4) 

12 
$ (9) $ 3  $ 18 
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Benef i t  ob l igat ion a t  beginn ing of year 
Service cost 
Interest  cost  
Actuar ia l  (gain) loss 
Plan amendments 
Benef i ts  pa id 
Benef i t  ob l igat ion at  end of  year 

E E F I - l; y :- ' ?,,A 7 ,  ,;I ! ~ ~ ;  

L ; ~ , , L , ! \ , ~ E  ?i-/-s,lbi $:$E-:-< 

Fair  value of p lan assets at  beginn ing of yeara 
Actual  return on p lan assets 
Benef i ts  pa id 
Fair value of p lan assets at  end of  yeara 

Funded status 
Unrecognized net  experience loss (gain) 
Unrecognized pr ior  service cost reduct ion 
Unrecognized net  t rans i t ion asset 
Pre-funded Dension costs 

December 31 
2000 

$ 2,586 
74 

188 
(147) 

1 
(174) 

$ 2,446 
70 

184 
16 

(130) 
$ 2,528 

$ 3,038 
(394) 
(174) 

$ 2,586 

$ 2,470 $ 3,038 

$ 313 $ 304 
a Prmcipally equity and fixed-income securities. For measurement purposes, plan assets were valued as of September 30. 

2000 1999 
Discount ra te 7.25 7.50 

ExDected long-term rate of  re turn on p lan assets 9.25 9.25 
Salary increase 4.94 4.53 

7.50 
4.50 
9.25 

a Ref lects weighted averages across a l l  p lans 

Duke Energy also sponsors employee savings plans that cover substantially al l  employees. Duke Energy expensed employer 
matching contributions of $69 mtllion in 2001, $66 million in 2000 and $68 million in 1999 

rL?T+EF: ili\!.; j - [ ~ ~ T , t ' ~ 1 ~ i ~ p l  i L -> . - ' ' ~ \ e L I T ' L  % -  Duke Energy and most of its subsidiaries provide some health care and life insurance 
benefits for retired employees on a contributory and non-contributory basis Employees are eligible for these benefits if they have 
met age and service requirements at retirement, as defined in the plans. Under plan amendments effective late 1998 and early 
1999, health care benefits for future retirees were changed to limit employer contributions and medical coverage 

These benefit costs are accrued over an employee's active service period to the date of full benefits eligibility The net unrec- 
ognized transition obligation, resulting from accrual accounting, is amortized over approximately 20 years. 
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Discount  rate 
Salary increase 
Expected long-term rate of re turn on assets 
Assumed tax rateb 

7.25 7.50 7.50 
4.94 4.53 4.50 
9.25 9.25 9.25 

39.60 39.60 39.60 
a Ref lects weighted averages across a l l  p lans 

Appl icable t o  the  heal th  care port ion of  funded post-ret i rement benef i ts  

For measurement purposes, the net per capita cost of covered health care benefits for employees who have not retired are 
assumed to have an initial annual rate increase of 11.5% in 2002 that will gradually decrease to 6% in 2008 For employees that have 
retired, an initial annual rate of increase of 14.5% in 2002 will gradually decrease to 6% in 201 1 Assumed health care cost trend rates 
have a significant effect on the amounts reported for the health care plans 

Ef fect  on to ta l  service and interest  costs 
Ef fect  on post-ret i rement benef i t  obl igat ion 

1-Percentage- 
Point  Increase 

1-Percentage- 
Po in t  Decrease 

$ 2  
47 

19 QUARTERLY FINANCIAL DATA (UNAUDITED) 

In millions, except per-share data  
2 {:;cl 1 
Operat ing revenues 
Operat ing income 
EB IT 
Income before cumulat ive ef fect  o f  

change in  account ing pr inc ip le  
Net  income 
Earnings per share (before cumulat ive 

ef fect  of change in  account ing pr inc ip le)  
Basic 
Di lu ted 

Basic 
Dit u ted 

Earnings per share 

First Second 
Quarter Quarter 

Third fourth 
Quarter Quarter Total 

$ 16,491 
1,182 
1,254 

554 
458 

$ 0.74 
$ 0.73 

$ 0.61 
$ 0.60 

$ 15,580 
880 
902 

419 
419 

$ 0.54 
$ 0.53 

$ 0.54 
$ 0.53 

$ 16,718 
1,492 
1,529 

796 
796 

$ 1.02 
$ 1.01 

$ 1.02 
$ 1.01 

$10,714 $ 59,503 
546 4,100 
571 4,256 

225 1,994 
225 1,898 

$ 0.29 $ 2.58 
$ 0.28 $ 2.56 

$ 0.29 $ 2.45 
$ 0.28 $ 2.44 

I' r -  I I J i.1 9 
0 pe rat  i n g reve n u es 
Operat ing income 
EB lT  
Net  income 
Earnings per sharea 

Basic 
Di lu ted 

$ 7,290 $ 10,926 
812 794 
859 837 
393 329 

$ 0.53 $ 0.44 
$ 0.53 !$ 0.44 

$ 15,691 $ 15,411 $ 49,318 
1 3 0  1 706 3,813 
1,556 762 4,014 

770 284 1,776 

$ 1.04 $ 0.38 $ 2.39 
$ 1.03 $ 0.38 $ 2.38 

~ 

a Restated t o  ref lect  t he  two-for-one common stock s p l i t  ef fect ive January 26, 2001 
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During the fourth quarter of 2001, Duke Energy recorded a $43 million provision for non-collateralized accounting exposure to 
Enron, as well as a $36 million reduction in unbilled revenue receivables, resulting from a refinement in the estimates used to cal- 
culate unbilled kilowatt-hour sales 

'Ti11 SUBSEQUENT EVENT 

On January 31, 2002, Duke Energy announced the planned sale of its DE&S business unit to Framatome ANP, Inc (a nuclear sup- 
plier) for approximately $84 million. Two components of DE&S are not part of the sale Duke Energy will establish Duke Energy - 
Energy Delivery Services, formed by the power delivery services component of DE&$ which will continue to supply power delivery 
solutions to customers Leadership of the U.S Department of Energy Mixed Oxide Fuel project will also remain with Duke Energy 
The transaction will require a Hart Scott Rodino filing and is expected to close in the second quarter of 2002 
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To the Board of Directors and Stockholders of 
Duke Energy Corporation 

We have audited the accompanying consolidated balance 
sheets of Duke Energy Corporation and subsidiaries 
(Duke Energy) as of December 31, 2001 and 2000, and 
the related consolidated statements of income, common 
stockholders' equity and comprehensive income, and 
cash flows for each of the three years in the period ended 
December 31, 2001. These financial statements are the 
responsibility of Duke Energy's management Our respon- 
sibility is to express an opinion on these financial state- 
ments based on our audits. 

We conducted our audits in accordance with audit- 
ing standards generally accepted in the United States of 
America. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about 
whether the financial statements are free of material mis- 
statement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 
financial statements An audit also includes assessing the 
accounting principles used and significant estimates 
made by management, a s  well as evaluating the overall 
financial statement presentation We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial state- 
ments present fairly, in all material respects, the financial 
position of Duke Energy as of December 31, 2001 and 
2000, and the results of its operations and its cash flows 
for each of the three years in the period ended December 
31, 2001 in conformity with accounting principles gener- 
ally accepted in  the United States of America 

The financial statements o f  Duke Energy Corporation 
(Duke Energy) are prepared by management, who are 
responsible for their integrity and objectivity The state- 
ments are prepared in conformity with generally accept- 
ed accounting principles in a l l  material respects and nec- 
essarily include judgments and estimates of the expected 
effects of events and transactions that are currently being 
reported. 

Duke Energy's system of internal accounting control 
is designed to provide reasonable assurance that assets 
are safeguarded and transactions are executed according 
to management's authorization. Internal accounting con- 
trols also provide reasonable assurance that transactions 
are recorded properly, so that financial statements can be 
prepared according to generally accepted accounting 
principles In addition, accounting controls provide rea- 
sons ble assurance that errors or irregularities which 
could be material to the financial statements are prevent- 
ed or are detected by employees within a timely period as 
they perform their assigned functions. Duke Energy's 
accounting controls are continually reviewed for effec- 
tiveness In addition, written policies, standards and pro- 
cedures, and a strong internal audit program augment 
Duke Energy's accounting controls. 

The Board of Directors pursues its oversight role for 
the financial statements through the audit committee, 
which is composed entirely of independent directors who 
are not employees of Duke Energy The audit committee 
meets with management and internal auditors pertodical- 
ly to review accounting control issues and to monitor 
each group's discharge of its responsibilities The audit 
committee also meets periodically with Duke Energy's 
independent auditors, Deloitte & Touche LLP. The inde- 
pendent auditors have free access to the audit committee 
and the Board of Directors to discuss internal accounting 
control, auditing and financial reporting matters without 
the presence of management 
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S H AR E HO LD ER I N FOR MAT ION 

An! iua l  Meet ing The 2002 Annual Meeting of Duke Energy Shareholders will be: 

Date: Thursday, A p r i l  25, 2002 
Time. 10 a . m .  
Place. O.J.  M i l l e r  Aud! tor ium.  Energy Center 

526 Sotith Church Street 
Char lo t te .  N o r t h  Caro l ina 25202 

Stmi-ehoIder S e r v i c e s  Shareholders with questions about their stock accounts, legal transfer 
requirements, address changes, replacement dividend checks, replacement of lost certificates or 
other services should call (800) 488-3853 or (704) 382-3853. E-mail requests should be sent to 
InvestDUK@duke-energy.com. Written requests should be addressed to: 

Investor  Relat ions 
Duke Energy Corporation 
PO Box 1005 
Char lo t te ,  Nor th Caro l ina 2820 1- 1005 

Stock Exchange L;sting Duke Energy’s common stock, first and refunding mortgage bonds, and 
certain issues of preferred securities and senior notes are listed on the New York Stock Exchange. 
The company’s common stock trading symbol is DUK. 

Web S i t e  Address: www.duke-energy.com 

I nvestorDirect Choice Plan The InvestorDirect Choice Plan provides a simple and convenient way for 
interested parties to purchase common stock directly through the company without incurring brokerage 
fees. Bank drafts for monthly purchases as well as a safekeeping option for depositing certificates into the 
plan are available. The plan also provides for full reinvestment, direct deposit or cash payment of dividends. 

F i i ~ a n c i a l  Public&ions Duke Energy will furnish to any shareholder, without charge, copies of the 
2001 report on SEC Form IO-K and the 2001 Statistical Supplement. 

L7upi8icate Marl rng5 You will receive duplicate mailings of annual reports, proxy statements and other 
shareholder mailings if your shares are registered in different accounts. If you receive such duplications, 
please call Investor Relations for instructions on eliminating the duplicate mailings or combining your accounts. 

Transfer Agent and Reg!strar Duke Energy maintains shareholder records and acts as transfer 
agent and registrar for the company’s common and preferred stock issues. 

Dividend Payment Duke Energy has paid quarterly cash dividends on its common stock for 75 
consecutive years. Dividends on common and preferred stock in 2002 are expected to be paid, subject 
to declaration by the Board of Directors, on March 15, June 17, September 16 and December 16. 

Bond Trustee If you have any questions regarding your bond account, call (800) 275-2048 or write to: 

JPMorgan Chase Bank 
Corporate Trtisi Serwces 
PO Box 2320 
Dal las.  Texzis 75221-2320 

Duke Energy is an equal opportunity employer This report is published solely to inform shareholders and is not to be considered 

an offer, or the solicitation of an offer, to buy or sell securities. This report was printed in the USA on recycled paper a 
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