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Florida Public Service Commission

Division of Records and Reporting
2540 Shumard Oak Blvd.

Tallahassee, Florida 32399-0850

0050/~ TAX

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 original and eight (8) copies of the Applicaton of DukeNet

Communications, LLC for Authority to Provide Alternative Local Exchange Service Within the
State of Florida, as well as a check for the applhication fee of $250.

Please acknowledge your receipt of the enclosed by date-stamping the two (2) extra copies of the
Application and returning them to the undersigned in the enclosed self-addressed stamped envelope.
Thank you for your assistance in this matter.

Very tryly yo
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** FLORIDA PUBLIC SERVICE COMMISSION **

DIVISION OF REGULATORY OVERSIGHT
CERTIFICATION SECTION

APPLICATION FORM
for
AUTHORITY TO PROVIDE
ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

CA050/-TX

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 shall be for the assignee or
transferee (See Page 12).

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

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

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) 413-6770

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 PSC/CMU 8 (11/95) COOLMENT w1 s g
Required by Commission Rule Nos 25-24.805, ) a o=
25-24.810, and 25-24.815 U007 JUN I} &

FPSC “CULMIS3I0H CLERK



APPLICATION
This is an application for v (check one):
(N ) 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 authority.

( ) 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.

Name of company:

DukeNet Communications, LLC

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

FORM PSC/CMU 8 (11/95) 2
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



5. Florida address (including street name & number, post office box, city, state,
zip code):

CT Corporation System
1200 South Pine Island Road
Plantation, Florida 33324

6. Structure of organization:

) Individual Corporation

( ()

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

7. Hindividual, provide:

Name;

Title:

Address:

City/State/Zip:

Telephone No.: Fax No.:

Internet E-Mail Address:

Internet Website Address:

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

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

FORM PSC/CMU 8 (11/95) 3
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



10.

If foreign corporation, provide proof of authority to operate in Florida:
(a) The Florida Secretary of State corporate registration number:

M0200000691

If using fictitious name-d/b/a, 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 liability 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:
Address:
City/State/Zip:
Telephone No.: Fax No.:
Internet E-Mail Address:
Internet Website Address:
13. If a foreign limited partnership, provide proof of compliance with the foreign
limited partnership statute (Chapter 620.169, FS), if applicable.
(a) The Florida registration number:
14. Provide F.E.l. Number(if applicable): 56-1879392
FORM PSC/CMU 8 (11/95) 4

Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



15.

16.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,

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 heild the position of Vice President Operations
and Engineering at Edge Connections. Mr. Deason left Edge Connections in
order to pursue career opportunities with DukeNet Communications as Vice-
President for Marketing and Business Development.

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

(@) The application:

Name: Charles V. Gerkin, Jr.
Title: Attorney at Law
Address: Suite 610 — PMB 307
4135 La Vista Road
City/State/Zip: Tucker, Georgia 30085-5003
Telephone No.(770) 414-4206 Fax No.: (770) 234-5965

Internet E-Mail Address: Charles.Gerkin@attbi.com
Internet Website Address:

25-24.810, and 25-24.815



(b) Official point of contact for the ongoing operations of the company:

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@duke-energy.com
Internet Website Address:

(c) Complaints/Inquiries from customers:

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@duke-energy.com
Internet Website Address:

17. List the states in which the applicant:
(a) hbhas 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 the circumstances involved.

None

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

None

FORM PSC/CMU 8 (11/95) 6
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



18.

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,

(f) has been involved in civil court proceedings with an interexchange carrier,

local exchange company or other telecommunications entity, and the
circumstances involved.

None

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 & 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

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

B. Technical capability: give resumes of employees/officers 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 Coliege, 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
University

More than 11 years experience in telecommunications industry

25-24.810, and 25-24.815



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 affirming 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:

1. 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 (11/95) 8
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



THIS PAGE MUST BE COMPLETED AND SIGNED

APPLICANT ACKNOWLEDGMENT STATEMENT

REGULATORY ASSESSMENT FEE: | understand that all telephone companies
must pay a regulatory assessment fee in the amount of .15 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: | understand that all telephone companies must pay a
gross receipts tax of two and one-half percent on ali intra and interstate business.

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

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

UTILITY OFFICIAL:

Jan Holder
Print Name Signature%mggoxkk

Vice President —

Budgets & Business Planning

Title Date Le{S [02
(704) 382-5665 (704) 382-3534
Telephone No. Fax No.

Address: 400 South Tryon Street, MC WC 29

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,

Charlotte, North Carolina 28202

25-24.810, and 25-24.815



THIS PAGE MUST BE COMPLETED AND SIGNED
AFFIDAVIT

By my signature below, |, 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. | have
read the foregoing and declare that, to the best of my knowledge and belief, the
information is true and correct. | attest that | 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, | 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 shall 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 Signature

Vice President —

Engineering & Operations /
Title Date A/ / S; c 2
(704) 382-4016 (704) 382-3534

Telephone No. Fax No.

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

North Carolina
Meckienburg County

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

Witness my hand and official seal, this the 5_ ‘z day of June, 2002.

(Official Seal)

My commission expires , 20 0 é .

FORM PSC/CMU 8 (11/95)
Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815

10



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.

1. POP: Addresses where located, and indicate if owned or leased.
None
1) 2)
3) 4)

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

owned or leased.

None
1) 2)
3) 4)

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

None
1)
2)
3)
4)
FORM PSC/CMU 8 (11/95) 11

Required by Commission Rule Nos. 25-24.805,
25-24.810, and 25-24.815



CERTIFICATE SALE, TRANSFER, OR ASSIGNMENT STATEMENT

[, (Name)

N/A

(Title)

of (Name of Company)

and current holder of Florida Public Service Commission Certificate Number #

a:
( )sale

() transfer

( ) assignment

of the above-mentioned certificate.

UTILITY OFFICIAL:

Print Name

Title

Telephone No.

Address:

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

Signature

Date

Fax No.

FORM PSC/CMU 8 (11/95)

Required by Commission Rule Nos. 25-24.805,

25-24.810, and 25-24.815
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P Duke
& Energy..

We are a global energy
leader not because of the power
generated by our plants or our other
assets around the world. Duke Energy has
grown to become a global energy leader because
of the energy generated by our brains. Brainpower.

1999 ANNUAL REPORT



Brainpower.



FINANCTAL HIGHLIGHTS
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DUKE ENERGY

| FINANCIAL HIGHLIGHTS YEARS ENDED DEC 31

"IN MILLIONS, EXCEPT WHERE NOTED 99 98 g7 d
Operaling Reventies | 21,742 $17,610  $16,309
Earnings Before Interest and Taxes 2,043 9. 647 2108
Income Before Extraordinary Ttem 847 1,260 074
Net Income 1,507 1,252 974
Earnings Available for Common Stockholders 1,487 1,231 007

Common Stock Data
Welghted Average

Shares Outstanding 365 261 360
Basic Farnings per Share (before

extraordinary item) $ 296 $3.43 $2 51
Basic Earnings per Share ] 4.08 341 251
Dividends per Share 2.20 290 1.90

Capitalization

Common Equity 42% 48% 49%
Minority Interest 6% 2% 1%
Preferred Stock 1% 2% 3%
Trust Preferred Securrties 7% 5% 2%
Total Debt 44% 43% 45%
‘SEC Fixed Charges Coverage 2.9 4.7 4.1
Total Assets $ | 33,409 $26,806 $24,029
Total Debt 9,432 7,168 6,777
Cash Flows from Operating Activities 2,684 2,331 2,140
Cash Flows from Investing Activities (3,800) (2,476) (1,994)
Cash Flows from Frnancing Activities 1,600 78 (203)

S R

Operating Data ©
Electric Operations Yolumes,

Sales—GWh 81,548 82,011 77,935
Natural Gas Transmission Volumes,

Throughput—TBtu 1,893 9593 2862
Natural Gas Marketed, TBtu/d © 11.0 g4 73

) .

Electricity Marketed, GWh 109,634 98,991 64,650
Natural Gas Gathered and

Processed/Transported, TBtu/d 51 3.6 34
Natural Gas Liguids

Production, MBbl/d 199 .4 110.2 108 2

a - Financial information reflects accounting for the 1997 merger with PanEnergy Coip as a pooling of interests As a result, the financial information qives effect to the
merger as if it had occurred January 1, 1997 = b - Units of measure used are gigawatt-hours (GWh), trilhion British thermal units (TBtu), trellion British thermal umits per day

(TBtu/d) and thousand barrels per day (MBbi/d), as applicable * ¢ - Includes Trading and Marketing and Field Services velumes ¢ d - Excludes Electric Operations volumes




TO OUR SHAREHOLDERS

RICHARD B. PRIORY

Chairman of the Board

President and

Chief Executive Officer N

We are living 1n the most exciting, opportunity-rich time m
the history of energy. And your company is leading this new
strategy 4 era by applying the brainpower of our people and a network
of energy busmesses and assets to create and sustam

Iincreasing shareholder value.

Customers around the corner and around the globe
seek the edge that will move them forward competitively
and move economies upward. That edge 1s energy — Duke
Energy — and we're delivering

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

911 percent growth n our unregulated power
generation portfolio;

78 percent growth in natural gas hquids produced,
70 percent growth in non-utility U.S power sales;
52 percent growth in gas volumes marketed;

50 percent growth in volumes of natural gas
processed; and

33 percent growth in aperating revenues.

In this period, your company has transformed itseif
from the premier “hyper-electric” to one of the master
architects in the new energy economy We have assembled
the assets, resources, people and market positions that
enable us to capture sohd returns an our Investments,



identify and seize the opportunities 1n a dynamic 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
committed to and delivering growth. Energy stocks in general were undervalued in a market driven hy relatively few
high-growth technology stocks. We focused our efforts in 1999 on results and repositioning so that Duke Energy and
its owners will be first in line to benefit from the reinvestment of capital as the sector strengthens. Financial
analysts and business publications are becoming more hullish on the energy sector, with Duke Energy often singled
out as a standout investment opportunity.

1 STRATEGY IN ACTION Duke Energy has built a solid foundation and we are accelerating our strategy
and 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 portfolio of energy businesses; 3) We are operating as a
connected enterprise, bringing into play each of the Duke Energy businesses that add new value, new service, new
advantages for our customers.

Events of 1999 illustrate key aspects of our strategy 1) Duke Energy’s energy merchant strategy accelerated
sharply to meet the burgeoning demand for generation in the U.S. In 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 from the sale of our
Midwest Pipelines into markets where we could capture greater shareholder value. In addition to our new Maritimes
& Northeast Pipeline that brings gas from Nova Scotta to Boston, we also announced the purchase of East Tennessee
Natural Gas Company. (3) We exploited consolidation of the midstream gas business, building scope and value i an
important business segment Our acquisition of UPFuels and the proposed combination of Duke Energy Field Services
with Phillips Petroleum’s Gas Processing and Marketing unit underscore this strategy. 4) We replicated our value
chain strategy i key international markets. In Latin America we acquired 3,100 MW of generating capacity in four
countries and established our trading and marketing business in Buenos Aires, Argentina. In Australia we began
construction of the Eastern Gas Pipeline, announced three major gas supply contracts in New South Wales, and
made substantial strides in integrating our natural gas and power generation assets with trading and marketing
capabilities, connecting our skills and services to hecome the country’s first energy merchant. 5) We built a
comprehensive, corporatewsde risk management capahility through which we systematically identify and manage
risks associated with energy commodity prices, credit, interest rates and foreign currency exchange. We have
expanded our intellectual capital in this area to create a significant strategic advantage going forward.

2 EARNINGS HIGHLIGHTS Duke Fnergy’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 mimority interests, from unregulated businesses accounted for $468 million, a 25 percent increase from 1998
unregulated earnings. Combining this with solid growth in our electric operations and pipeline activities, Duke
Energy delivered earnings avatlable to common shareholders of $1,487 million, or $4 08 per basic share, for 1999.




arowth

Duke Energy Field Services (DEFS) EBIT grew to $144 miflion 1n 1999, from $76 million 1n 1998 — a 90 percent
increase. The $1.35 hillion purchase of UPFuels catapulted DEFS to the number one U.S. producer of natural gas
liquids (NGL) just as prices rebounded from historic lows. In 2000, we plan to combme our gathering and processing
business with Phillips Petroleum’s field services unit to create the naw Duke Energy Field Services, a company about
three times the size of its nearest competitor.

Duke Energy North America (DENA) and Duke Energy International (DET) completed the acquisition and
development of assets totaling $2.3 billion in 1999, and contributed $181 miltion n EBIT, net of minonity interests,
for 1999, compared to $64 milhon for 1998. Across North America, DENA capitalized on market timing and its
commercial expertise to develop and manage a growing portfolio of wholesale generation assets, hecoming a
teading suppher of wholesale energy. Duke Energy International acquired quahty assets that span the Latin
American contment. These assets provide us with geographic diversity and fuel optionality, and create the
platform for an integrated energy business. Duke Energy International 1s marshaling our financial strength and
brainpower to advance a sound, vigorous growth strategy and supply the rapidly growing demand for gas and
electricity in these countries.

Duke Energy Merchants (DEM), which encompasses Duke Energy Trading and Marketing and other husinesses,
strengthened its position on several fronts. It continued to add more structured, longer-term transactions and
solidified its position as a top-tier natural gas and power marketer in the U.S. DEM contributed EBIT of $70 mullion
In 1999, net of minority 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 to he the number one U.S. contractor for engineering, procurement and construction of fossil-fueled
power generation. In 1999, this partnership was awarded contracts to construct 7,600 MW of power generation at
11 plants worldwide, and had a 40 percent market share of U.S. gas-fired generation construction.

We undertook significant restructuring and repositioning of two energy services businesses in 1999 at a cost
of $73 million. Both DukeSolutions and Duke Engineering & Services required these steps to position them for
success m 2000 and beyond.

Our natural gas transmussion business achieved strong growth through market initiatives, improved efficiency
and operational excellence. Duke Energy Gas Transmission’s total EBIT of $627 million in 1999, down from $702 mil-
lion m 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 EBIT of $476 million. We also agreed to acquire East Tennessee MNatural Gas Company, which brings
strong growth potential and enhances market opportunities for the Texas Eastern Transmission system.

Duke Power’s performance reflected sales growth combined with excellent operations and customer focus. Our
nuclear system operated at a 90 percent capacity factor and was recogmized for achieving the lowest fuel costs
of any U.S. nuclear operator. We continued our guarter-century track record for operating the most efficient
fossil-fueled power generation system in the U.S. Duke Power delivered EBIT of $1,656 million, excluding an $800
miliien contingency reserve made for asbestos claims related to construction of Duke Power generating facilittes in
the 1960s and 1970s. Duke Power EBIT was $1,513 million for 1998. Duke Energy will deal with potential ashestos
liabilities prudently and responsibly, now and in the future

Crescent Resources’ growth in residential developed lot sales and its commercial real estate portfolio drove
EBIT to $176 million for 1999, a 24 percent increase over 1998. DukeNet Communications continues to be on track
for profitability in 2000 and represents an exciting growth opportunity for us as our world becomes more connected.



3 GOING FORWARD We are committed to achieving growth in annual earnings per share of 8 to 10 percent.
Our intent 1s to pay dividends at the current level and then consider increasing the payout when the dividend ratio
reaches 50 percent. This policy, along with our strong balance sheet, enables us to continue generating the capital
required hy an aggressive growth strategy.

Expect your company to take bold steps as we continue to define and shape the energy industry. Look for a
more dynamic approach to managing our portfolio of assets. Look for accelerated deal flow that results in new
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.

4 THE NEXT GENERATION OF ENERGY We chose these words 1n 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 customers in a global economy transcend all of the old benchmarks and boundaries

The World Wide Web 1s redefining the world of the 21st century, and Duke Energy 1s using that technology to
build an electronic pathway to the next generation of business. We are advancing a strong, focused initiative to
exploit the profound power of technology and e-business in every aspect of our business, with the ultimate aim of
connecting with our customers and business partners how and when they want, We are putting our brampower to
work, building on the strong technical and communications infrastructure of Duke Energy.

The interconnected global economy reguires an entirely new madel 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 will 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 make up our ever-changing enterprise. Duke Energy has the inherent
strength to deliver the growth and shareholder value to which we’re committed. Our results for 1999 speak very
clearly to those goals.

Three years ago, It was a vision; today, it 1s a reality. Duke Energy can quickly identify and seize the opportunities
created by the unshackling of economies from energy regulation and market-stifling constraints. We can increase
our business scope anywhere in the world, across the energy value chamn. We have moved beyond yesterday’s utility
model to create a business model that connects assets, markets and customers in new ways. We are creating
a growing web of businesses and business connections while delivering greater-than-ever value to markets and
customers.

This new world — this next generation — 1s ours to create and shape. Across Duke Energy there 1s a strong
sense that we have the drive and the brainpower and the heart to make great things happen. I can only describe
it as a kind of busmess adrenaline that 1s putting all of our businesses and our people at the top of their game.

Read on, and share the excitement that 1s Duke Energy.
sz ’ EI az'7

RICHARD B. PRIORY
February 11 2000



“THE IMPORTANCE

OF TIMING CAN’'T BE

UNDERESTIMATED.

IT'S NOT ENOUGH

TO RECOGNIZE AN

OPPORTUNITY. YOU

HAVE TO SEIZE IT AT

THE RIGHT TIME.”




BRUCE A WILLTAMSON

PRESIDENT AND CEO

DUKE ENERGY INTERNATIONAL
Multi-faceted experience in
international energy, inciuding mergers
and acquisitions, development, finance,
and trading and marketing

“Duke Energy targets key regions of the
world where free markets prevail. As
monopolies give way to competition, we
fuel the new economies by providing
low-cost and reliable energy and by
advancing open competition. Open compe-
tition promotes econcmic growth. Our
customers can buy reliable energy at
prices that are competitive on a world
scale. We benchmark ourselves against
the best in the world in energy price and
reliability. Our success 1s measured by
growth. We help our customers grow by
providing energy at competitive prices. We
help the countries in which we operate to
grow a robust economy. And we help Duke
Energy grow value for its shareholders by
investing in world energy markets. At Duke
Energy, we promote and capture growth.”

AGUSTIN COZZI

1s a first-generation
energy market analyst in
new and rapidiy evoiving

Latin American markets




international

Duke Energy International (DEI) is replicating Duke Energy’s North American strategy of
integrating natural gas and power assets with energy trading and marketing. DEl 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 capital.

1ASIA/PACIFIC 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 portfolic 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. 1t 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 its 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.

2LATIN AMERICA 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 DE| established a lead position
by building Latin America’s first regional power generation and energy trading and
marketing business through several significant acquisitions. Duke Energy B -
also exited non-core assets, leveraging its position into more strategic holdings.




WE ARE CHANGING THE WAY THE WORLD BUYS AND SELLS ENERGY.

By the end of 1999 DEI had controliing interest in 3,500 gross MW of generating
capacity in five countries and a trading and marketing business based in Buenos Aires,
Argentina. DEl acquired controlling interest in Companhia de Gera¢do de Energia
Elétrica Paranapanema, one of Brazil's largest power producers. With a total installed
capacity of 2,300 MW, Paranapanema is strategically located in Brazil's industrial
heartland. Like Brazil, ElI Salvador is privatizing energy companies. DEl purchased
controlling interest in Generadora Acajutla S.A. de C.V. and Generadora Salvadorefa
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 controlling interest in a portfolio
of hydroelectric, natural gas and diesel power generation businesses in Argentina,
Belize, Bolivia and Peru, totaling 1,200 gross MW.

3EUROPE 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.



MARY GILBERT
DENA Chief Financial
Cfficer, brought to
DENA more than a
decade of financial
experience In energy

asset development

“EVERY MOVE
WE MAKE IS
A BUILDING
BLOCK IN
OUR OVERALL
STRATEGY.”




“IT ALL COMES DOWN TO KNOWLEDGE. WE KNOW HOW TO SITE A PLANT, FINANCE IT, PERMIT IT,
DESIGN IT, BUILD IT AND MANAGE IT BETTER THAN ANYONE. WE WORK SMARTER, FASTER AND
EXTRACT GREATER VALUE FROM EVERYTHING WE DO.”

“The merchant power business 1s competitive
and dynamic — driven by market cycles and
commodity prices. To capture the greatest
value we actively manage our portfolio of
generation assets, just as savvy investors
manage their stock portfolios. Ours 1s a
strategy of buy-build-manage-sell. We
imnvest in a market when 1t is low In the
capacity cycle and seek opportunities to
divest when we can realize significant
value from our assets. What gives us the
competitive edge? We understand market
fundamentals. We have an aggressive
development program. We’'re top-flight
asset managers, delivering superior
performance and buitlding value while
managing our portfolio. The core skills
unigue to Duke Energy deliver greater
value from our generation portfolio.”

JAMES M DONNELL
PRESIDENT AND CEO
DUKE ENERGY
MORTH AMERICA

-------- Adept commodities trader
and energy developer, a
powerful combimation in

today’s merchant market




north
america

1DUKE 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, DENA’s 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 portfolic
management. Currently it targets five high-growth regions, continually assessing its
position in each market and increasing or decreasing its presence depending on the
opportunities 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 10-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 PP&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 facility under development in Ohio. Commercial operation of
the two peaking facilities is scheduled for the summer of 2000. (56) Construction
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 capabilities, DENA will continue
to maintain its speed to market and “first mover” advantage. This, coupled with the
capability to accomplish multiple, simultaneous transactions, enables DENA to
contribute increased earnings of as much as 10 percent to 20 percent on a project basis
compared with its competition.

2DUKE/FLUOR DANIEL By moving power plants from the drawing board to the power
grid better than any competitor, Duke/Fluor Daniel 1s a partner in the success of DENA,




INTEGRATING CAPABILITIES

DEl 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 DENA’s 640 MW Madison and Vermillion
projects in Ohio and Indiana; (5) EPC services for SCE&G’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.

3RISK MANAGEMENT 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.

4DUKE ENERGY MERCHANTS DEM achieved strong growth in volumes marketed of both
natural gas and power. For 1999 gas volumes increased 31 percent, to 10.5 trillion 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.






GECRGE BROWN

YICE PRESIDENT AND
MANAGING DIRECTOR
CORPORATE RISK MANAGEMENT
In-depth experience in energy
risk management, policy, credit
and finance, spanning energy

industiies and hanking

“Duke Energy I1s entering a new and larger
universe of risk, based on volatility of energy
commodity markets, credit markets and
foreirgn exchange. It’s an expanding universe
because of the dramatic growth 1n the scope
of our trading and marketing activities and
our energy assets. We cannot afford to hedge
away risk or to avoid 1t by pursuing a timid or
sheltered business strategy. With risk comes
reward. How do we manage our risk profile and
exploit Duke Energy’s competitive advantages?
The way we structure acquisitions and overseas
investments. The way we develop commercial
arrangements to mitigate risk. The way we
employ financial derivatives and instruments.
And we continue to recruit aggressively for
the best minds from the energy industry, as
well as banking and other industries with a
traditional focus on market risk management.”

PREM RAMAMIRTHAM'S
forward trading group n DEM
generated approximately

$70 mitlion of gross margm

in one year, an unprecedented

achiavement
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“OUR 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
BECAME A MEGA-PLAYER IN THE NGL INDUSTRY; (2) COMPLETED A STEP-OUT TO A NEW
PRODUCTION BASIN; (3) IMPROVED OUR ASSET BASE IN EXPANDING PRODUCTION AREAS;
AND (4) ESTABLISHED A POSITION IN CANADA.”

“We set four goals for 1999: hecome a mega-player in
the NGL industry; complete a step-out to a new
prodiction hasin; improve our asset hase i expanding
production areas; and establhish a position in Canada.
We’'ve acquured 1'PFuels, Canrock’s Canadian assets,
Koch’s South Texas facilities, completed a new
processing plant in Texas and constructed a new plant
in the Mobhile Ray area. The comhination nf these has
essentially douhled the earnings capahility of Duke
Energy Field Services. At the same time, natural gas
figutds prices hegan tn rebound, and this gave us a
dnuhle-harreled earpinas honst. New we're following
thic with the Phithpe Patralanum danl vrhich dnagp’t just
take DEFS tn the next level, 1t fundamentally redefines
the industry. Our vision for this industry has hecome
the drivina force 1n tits evalutinn /!

JIM W MOGG
PRESIDENT AND CEQ

DUKE ENERGY

FIELD SERVICES
________ Broad experience across

the naturaf gas industry,

including operations, gas

supply, forecasting and

regulatory affairs



1FIELD SERVICES In a $1.35 billion 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 n
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 (Bct/d), up from 4.6 Bcf/d; (3) Increased the number of processing facilities in which 1t
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 118,000 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 n 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 cpportunity to participate directly in this industry.

2ELECTRIC OPERATIONS Duke Power's customer base in North Carolina and South Carolina

grew by 2.8 percent across all classifications in 1999. Electricity sales decreased shghtly by
0.6 percent compared with 1998. Duke Power’s reputation has been built on everything from
technical and operational expertise tc what 1s nationally regarded as the best in customer service.
The inaugural Financial Times Energy Award for Best Electnic Company recognized Duke Power’s
almost 100 years of “safe, reliable, competitively priced electricity and outstanding customer
service . . . .” Flectric 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 U.S. electric utilities, according to the American




DRAMATIC GROWTH THROUGH EVOLUTION

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.

SNATURAL GAS TRANSMISSION 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 capactty 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 wili 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 1s growing above the naticnal average, and it will
further enhance revenues by providing access to a new market for Texas Eastern Transmission
Corporation’s capacity.

4DUKESOLUTIONS DukeSolutions, 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 Inexcon Maine Inc. 1n 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, $150 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.






“It 1s the most exciting ntellectual chailenge
in the electric industry. We are taking a system
that has been in place for decades — and that
has worked weil —and we’re leading the move
to create 1nits place a system that will deliver
a new level of henefit to customers, employees
and shareholders. The electric utility industry
Is fundamental to our hves and our social
order. Tt’s critical for us to do restructuring
right — to take what we’ve done well for so
many vyears and do it hetter. In 1999 we
stepped forward to lead industry restructuring

in a much more active way. Duke Energy 1s
showing the world how the integration of the
energy value chain will deliver a new level of
efficiency and service to energy markets and

LISA CRUTCHFIELD

Vice President

Energy Public Policy

and Regulatory Affairs,
draws on her experience
in finance and as

Vice Chairman of the
Pennsylvania Public

Utihities Commission in

consumers. We want to huild a consensus
among regulators, customers, 1nvestors,
competitors — everyone — S0 we can swiftly
move beyond the uncertainties of this current
transition period to create a whole new level of
value and performance in our industry.”

shaping corporate industry

restructuring policy

ELLEN T RUFF

VICE PRESIDENT AND GENERAL COUNSEL

CORPORATE AND ELECTRIC OPERATIONS
......... Broad expertise 1n areas of law involving state

and federai requlation, contract law,

corporate governance and finance




‘ POLICY COMMITTEE Duke Energy’s Policy Cammittee reflects the company diverse in experience, background and point of view Those who are

! steeped In the knowledge and experience of Duke Energy stand shoulder to shoulder wiih those who have been recruited to bring experience and expertise
gained around the world. More than 30 percent of the company’s leadership has been recruited from outside traditional roles in the natural gas and electric

power industries Acioss the board and around the world therr hrampower works for customers, employees and investors — all who have a stake in Duke Energy

RICHARD B. PRIORY

Chairman of the Board

President and Chief Executive Officer
53, Joined Duke Energy in 1976,
elected President of Duke Power in

1994, elected Chairman and Chief RICHARD J. OSBORNE
Executive Officer 1n 1997, elected Executive Vice President
President 1n 1998. and Chief Financial Officer

49, Joined Duke Energy in 1975,
elected Vice President and Chief
Financial Officer in 1991, elected
Executive Vice President and
Chief Financial Officer 1n 1997

RICHARD W. BLACKBURN
Executive Vice President
Genera! Counsel and Secretary
57, joined Duke Energy in 1997.
Pricr to joining Duke Energy,

Mr Blackburn was President
and Group Executive with NYNEX
Worldwide Communications and

Media Group HARVEY J. PADEWER

Group President, Energy Services
52, joined Duke Energy in 1998
Prior to joimning Duke Energy,

Mr Padewer was Senicr Vice
President and General Manager
of Utilicorp Energy Group

WILLIAM A. COLEY

Group President, Duke Power

56, joined Duke Energy 1n 1966,

elected President of Duke Power

Company’s Assoctated Enterprises

Group 1n 1994, elected Group

President of Duke Power in 1997. RUTH G. SHAW

Executive Yice President and

Chief Administrative Officer

52, joined Duke Energy In 1992

as Yice President, Corporate
Communications, elected Senlor
Vice President, Coiporate Resolrces
in 1994; elected Executive Vice
President and Chief Administrative
Officer in 1997.

FRED J. FOWLER

Group President, Energy Transmission

54, joined Duke Energy in 1985;

elected President of Trunkline Gas Company
In 1991, elected President of 1Source
Corporation in 1993, elected

President of Texas Eastern Transmission
Corporation in 1994; elected Group
President of Energy Transmission in 1997,
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RICHARD B. PRIORY

Chairman of the Board

President and Chief Executive Officer.
53, Chairman, Management Cammittee;
Finance Committee; Corporate
Governance Committee

Director since 1990.
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Chairman and Chief Executive Officer,
Bernhardt Furmiture Company

56; Chairman, Corporate
Performance Review Committee,
Finance Committee.

Director since 1991.
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B&C Associates, Inc.

65; Finance Committee, Corporate
Performance Review Committee
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| MANAGEMENT’S DISCUSSION AND ANALYSIS

| oF RESULTS or OPERATIONS aND FINANCIAL CONDITION

INTRODUCTION

Management’s Discussion and Analysis should be read mn
conjunction with the Consolidated Financial Statements
-BUSINESS SEGMENTS Duke Energy Corporation (collectively with
its subsidiaries, “Duke Energy™) 1s an integrated energy and energy
services provider with the ability to offer physical delivery and man-
agement of both electricity and natural gas throughout the US 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.

Electric Operations generates, transmits, distributes and
sells efectric energy in central and western North Carolina and the
western portion of South Carolina (doing business as Duke Power
or Nantahala Power and Light) These electric operations are subject
to the rules and regulations of the Federal Energy Regulatory
Commussion (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 and New England states. Until the sale of the Midwest
Pipelines on March 29, 1999, Natural Gas Transnussion also provided
Iinterstate transportation 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, transports and markets
natural gas and produces, transports and markets natural gas liquids
(NGLs). Field Services operates gathering systems in western
Canada and ten contiguous states that serve major gas-producing
regions In the Rocky Mountain, Permian Basin, Mid-Continent and
onshore and offshore Gulf Coast areas.

Trading and Marketing markets natural gas, electricity and
other energy-related products across North America. Duke Energy
owns a 60% interest in Trading and Marketing's energy trading
operations, with Mobil Corporation owning a 40% minority inter-
est This segment alsc includes certain other trading activities and
limited hydrocarbon exploration and production activities that are
wholly owned by Duke Energy

Global Asset Development develops, owns and operates ener-
gy-related facihties worldwide Global Asset Development conducts
its operations primariy through Duke Energy North America, LLC
(Duke Energy North America) and Duke Energy International, LLC
(Duke Energy International)

Other Energy Services provides engineering, consulting,
construction and integrated energy sclutions worldwide, primarily
through Duke Engineering & Services, Inc (Duke Engineering
& Services), Duke/Fluor Damel and DukeSolutions, Inc.
(DukeSolutions)

Real Estate Operations conducts 1ts business through
Crescent Resources, Inc, which develops high quality commercial
and residential real estate projects and manages land holdings in
the southeastern U S

In 1997, Duke Power Company (Duke Power) merged with
PanEnergy Corp (PanEnergy) The merger was accounted for as a
poohng of interests; therefore, the Consolidated Financial

Statements and other financial information incfuded in this Annual
Report for periods prior to the merger include the combined histori-
cal financial results of Duke Power and PanEnergy See Note 2 to
the Consolidated Financial Statements for additional information
on the comhination
-BUSINESS STRATEGY Duke Energy’s business strategy (s to
develop Integrated energy infrastructures in targeted regions
where Duke Energy’s extensive capabilities in developing energy
assets, operating electricity, gas and NGL plants, optimizing
commercial operations and managing risk can provide comprehensive
energy solutions for customers and create superior value for
shareholders. Domestically, Duke Energy 1s aggressively investing
n new merchant power plants throughout the U.S, expanding its
natural gas pipeline infrastructure in the eastern US, rapidly
ncreasing its leading position 1n gas processing and NGL marketing
and broadening its trading and marketing expertise across the
energy spectrum Internationally, Duke Energy Is currently focusing
on Integrated electric and gas opportunities in Australia and Latin
America and intends to implement 1ts strategies in Europe

Electric Operations continues to strive to maintain low costs
and competitive rates for its customers and to provide high guality
customer service Electric Operations 1s expected to grow moder-
ately, consistent with historical trends. Expansion will primarily
result from continued econemic growth in 1ts service territory.

Natural Gas Transmission provides solid earnings growth
and strengthens its competitive pasition by adhering to a compre-
hensive strategy of selected acquisitions and developing incre-
mental projects that expand services to meet specific customer
needs. In January 2000, Natural Gas Transmission announced that
it had entered Into a definitive agreement to purchase the East
Tennessee Natural Gas Company, a pipeiine well positioned to serve
the rapidly growing southeastern region of the U.S The transaction
1s expected to close in the first quarter of 2000, subject to regu-
latory approval. For more information on this purchase, see Note
19 to the Consolidated Financial Statements

Duke Energy plans to significantly grow several of its business
segments Field Services, Trading and Marketing, Global Asset
Devetopment and Other Energy Services Restructuring of energy
markets inthe US and abroad 1s providing substantial opportunities
for these segments to capitalize on their broad capabilities

Expansion opportunities for Field Services include the
planned combination of Duke Energy’s gas gathering and processing
businesses with Phitlips Petroleum’s Gas Processing and
Marketing unit to form a new midstream company. The transaction
1s expected to close by first quarter 2000, subject to regulatory
approval. See Note 19 to the Consolidated Financial Statements
for further discussion

Trading and marketing activities at Duke Energy continue to
expand as Trading and Marketing provides energy supply, output
marketing, risk management and commercial optimization
services to all of Duke Energy’s merchant structure developments
Trading and Marketing continues to increase 1ts customer base for
wholesale energy management services to aggregators, distribu-
tion companies, large industrials and other marketers.

Global Asset Development expects to continue strong earn-
Ings growth through acquisitions, divestitures, construction of
greenfield projects and expansion of existing facilities as cppor-
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tunities are extracted, evaluated and realized through the market
place Duke Energy’s combination of assets and capabihties that
span the energy value chain have contributed to Global Asset
Development’s successful delivery of natural gas pipeline, power
generation, energy marketing and other services as demenstrated
both domestically and internationally. To capture the greatest
value 1n North America, Duke Energy North America, through its
portfohio management strategy, seeks opportunities to invest in
markets which have capacity needs and to divest, in whole or in
part, when significant vaiue can be reahzed.

Other Energy Services seeks to grow with various types of
services ncluding comprehensive energy efficiencies in food,
textile and government facilities

The strong real estate market in the Seutheast continues to
present substantial growth opportunities for both the commercial
and residential development of Real Estate Operations In addition
to mitiating development of significant office and industrial facilities
in each of its established markets, Real Estate Operations entered
a new market mche 1n 1999 to develop moderately priced residential
communties in Jacksonville, Florida. Real Estate Operations also
announced plans to enter the muthi-family market and te signifi-
cantly increase its retail development.

RESULTS or OPERATIONS

In 1999, earnings available for common stockholders were
$1,487 miltion, or $4.08 per basic share, net of an after-tax extra-
ordinary gain of $660 million, or $1 82 per basic share. In 1998,
earmings available for commaon stockholders were $1,231 mitlion,
or $3.41 per basic share, net of an after-tax extraordinary loss of
$8 milhion, or $0 02 per basic share The increase In earnings
available for common stockholders was primarily due to the 1999
extraordinary gain resulting from the sale of the Midwest
Pipehines This gain, along with the factors described below that
affect segment profil and loss, was partially offset by a pre-tax
$800 million charge for estimated injury and damages claims (see
Note 14 to the Consoiidated Financial Statements), higher interest
expense and minority interest expense

Earnings available for common stockholders increased $329
mithon tn 1998 from 1997 earnings of $902 million, or $2 51 per
basic share The increase In earnings avallable for commen stock-
holders was due to the factors described below that affect seg-
ment profit and loss. These factors were partally offset by
increased interest expense and minority interests.

Operating income for 1999 was $1,795 million compared to
$2,433 mitlion 1n 1998 and $1,970 million 1n 1997. Earnings before
interest and taxes (EBIT) were $2,043 million, $2,647 million and
$2,108 million for 1999, 1998 and 1997, respectively. Management
evaluates each business segment based on an internal measure of
earnings before interest and taxes, after deducting minority inter-
ests Operating Income and EBIT are affected by the same fluctu-
ations for Duke Energy and each of its business segments. The
only notable difference between Operating Income and EBIT is the
inclusion in EBIT of certain non-operating achivities See Note 3 to
the Consolidated Financial Statements for additional information
on business segments.

EBIT 1s summarized 1n the following table and is discussed
by business segment thereafter.

i EBIT BY BUSINESS SEGMENT YEARS ENDED DEC 31

| {N MILLIONS 99 98 97
Electric Operations $ 856  $1,513  $1,282
Natural Gas Transmission | 627 702 624
Field Services | 144 76 157
Trading and Marketing 70 81 23
Global Asset Development 181 64 4
Other Energy Services (94) 10 18
Real Estate Operations 176 142 98
Cther Operations ()] 2 (120)
Minority Interests 92 57 22
Consolidated EBIT g 2,043 $2,647 $2,108

Other Operations primarily include communication services,
water services and certain unallocated corporate costs. Included
in the amounts discussed hereafter are intercompany transactions
that are eliminated in the Consolidated Financial Statements.

. ELECTRIC oPERATIONS YEARS ENDED DEC 31

'IN MILLIONS (EXCEPT WHERE NOTED) 99 98 97
Operating Revenues 4,700  $4,626  $4,401
Operating Expenses 3,966 3,228 3,221
Operating Income 734 1,398 1,180
Other Income, Net of Expenses 122 115 102
EBIT 856  $1,513  $1,282
Sales - GWh @ 81,548 82,011 77,935

a Gigawatt-hours

In 1999, EBIT for Electric Operations decreased $657 million
compared to 1998, primarily due to an $800 mullion charge for
estimated Injury and damages claims See Note 14 to the
Consclidated Financial Statements for additional information
related to this charge. Parhally offsetting this decrease was a
2.8% Increase In the number of customers in the Electric
Operations’ service territory during 1999, and the absence of
1998 severance and other costs related to closing Electric
Operations’ merchandising business.

In 1998, EBIT for Electric Operations increased $231 mithion
as compared to 1997, primarily due to a 52% increase in
gigawatt-hour sales Gigawatt-hour sales increased as a result of
warmer spring and summer weather conditions during 1998 and a
2 5% growth n the number of customers in the Electric
Operations’ service territory. EBIT also increased due to the
absence of 1997 severance costs, however this was substantially
offset by 1998 costs related to the closing of Electric Operations’
merchandising business.

NATURAL GAS TRANSMISSION YEARS ENDED DEC 31

[IN MILLIONS (EXCEPT WHERE NOTED) 99 98 97
Operating Revenues 1,206 $1,528  $1,572
Operating Expenses 615 864 964
Operating Income 591 664 608
Other Income, Net of Expenses 36 38 16
EBIT 627 $ 702 § 624
Throughput — TBtu @ 1,893 2,593 2,862

2 Trillion British thermal units.
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EBIT for Natural Gas Transmission decreased $75 million in
1999 compared to 1998. As a result of the sale of the Midwest
Pipelines to CMS Energy Corporation (CMS) on March 29, 1999,
EBIT for the Midwest Pipelines decreased $156 million compared
to 1998°s full year of aperation For the Northeast Pipelines, EBIT
increased $81 miltion compared to 1998, primarily as a result of
increased earnings from market-expansion projects and joint
ventures, higher throughput and lower operating expenses. A gain
of $24 mullion resulting from the sale of Duke Energy’s interest in
the Alhance Pipeline project and benefits totaling $38 mullion
related to the compietion of certain PCB (polychlorinated
biphenyl) and soil clean-up programs below estimates also
increased EBIT in 1999 Partially offsetting these contributions to
EBIT were the non-recurrence of the 1998 favorahle resolution of
regulatory 1ssues related to gas supply realignment cost issues
("GSR 1ssues”) and a 1998 refund from a state property tax ruling.

In 1998, EBIT for Natural Gas Transmission increased $78
million compared to 1997 EBIT for the Northeast Pipelines
increased $56 million in 1998 over 1997, primarily as a result of
the favorable resolution of GSR issues, favorable state property
tax ruhngs and increased market expansion projects. These
increases were partially offset by a decrease n throughput
primarily as a result of mild winter weather

For the Midwest Pipehines, 1998 EBIT increased $22 million
compared to 1997, primarily due to a gain on the sale of the
general partner interests in Northern Border Partners, L P. and
non-recurring 1997 litigation expenses. These Increases were
partially offset by the favorable resolution of certain reguiatory
matters in 1997, which was reflected as additional revenue and
other income

\FIELD SERVICES YEARS ENDED DEC 31

‘m MILLIONS (EXCEPT WHERE NOTED) 99 98 97
Operating Revenues 3,590 $2,639 $3,055
Operating Expenses 3,444 2,598 2,898
Operating Income 146 41 157
Other Income, Net of Expenses % 2) 35 -
EBIT 144 § 76 § 157

Natural Gas Gathered and
Processed/Transported,

TBtu/d @ 5.1 36 3.4
NGL Production, MBbl/d P 192.4 110.2 1082
Natural Gas Marketed, TBtu/d 0.5 04 0.4
Average Natural Gas Price

per MMBtu © 2.27 $211 %259
Average NGL Price

per Gallon ¢ 034 $0.26 $0.35

a Trilhion British thermal units per day

b Thousand barrels per day.

C Million British thermal units.

4 Does not reflect results of commodity hedges.

In 1999, £BIT for Field Services increased $68 million com-
pared to 1998 A significant portion of the increase resulted from
the March 31, 1999 acquisition of the natural gas gathering, pro-
cessing, fractionation and NGL pipeline husiness from Union
Pacific Resources (UPR), (coflectively, the “UPR acquisition”). For
more nformation on the UPR acquisition, see Note 2 to the

Consolidated Financial Statements Improved average NGL prices,
which were up $0 08 per gallon, or 30.8% from the prior year, also
contributed to the increase in EBIT Partially offsetting these
increases were $34 million in 1998 of gains on sales of assets,
which were included n other income.

EBIT for Field Services decreased $81 milhion in 1998 from
1997, primarily due to a decrease in average NGL prices of
approximately $0 09 per gailon, or 25 7% The decrease in EBIT
was partiatly offset by $34 million of gains on sales of assets,
which were included in ather income

On December 16, 1999, Duke Energy announced that it
had signed definitive agreements with Phillips Petroleum to
form a new midstream gas gathering and processing company.
See Note 19 to the Consohidated Financral Statements for
further discusston.

‘TRADING AND MARKETING YEARS ENDED DEC 31

‘m MILLIONS (EXCEPT WHERE NOTED) 99 98 97
Operating Revenues 11,793  §$8,785  $7,489
Operating Expenses 11,724 8,665 7,446
Operating Income 69 120 43
Other Income, Net of Expenses 43 2 1
Minority Interest Expense 42 41 21
EBIT 70 $ 8l $§ 23
Natural Gas Marketed, TBtu/d 10.5 8.0 69
Electricity Marketed, GWh 109,634 98,991 64,650

In 1999, EBIT for Trading and Marketing decreased $11
million from 1998. The decrease resulted primarily from lower
natural gas trading margins, partially offset by higher electricity
trading margins as well as margins associated with other trading
activities and sates of natural gas interests associated with
drilling activities

EBIT for Trading and Marketing increased $58 million 1n
1998 compared to 1997 The increase resulted primarily from
increased trading margins and electricity margins, partially offset
by increased expenses due to business growth. Electricity
volumes marketed increased primarily as a result of acquiring the
remaiming 50% ownership nterest in the Duke/Louls Dreyfus,
LLC (D/LD) joint venture in dune 1997

\GLOBAL ASSET DEVELOPMENT YEARS ENDED DEC 31
[IN MILLIONS (EXCEPT WHERE NOTED) 99 98 97

Operating Revenues 777 $319 $123
Operating Expenses 571 261 129
Operating Income 206 58 {6)
Other Income, Net of Expenses 25 22 11
Minority Interest Expense 50 16 1
EBIT 181 $ 64 $ 4

Proportional Megawatt

Capacity Owned @ 8,773 6,041 3,912
Proportional Maximum
Pipeline Capacity 3, MMci/d P 309 124 -

2 Includes under construction or under contract
b Million cubic feet per day.
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In 1999, EBIT for Global Asset Development increased $117
millton compared te 1998. The Increase includes $99 muliion In
income trom the sale of partial interests 1n four generating
stations 1n the U.S. as a result of executing 1ts domestic portfohio
management strategy FEarmings from new projects i Latin
America and Australia also contributed $63 mullion to the
Increase Partially offsetting these increases were higher operating
expenses and increased development costs associated with
business expansion

EBIT for Global Asset Development increased $60 million n
1998 over 1997 The increase resulted primariy from business
expansion and acquisitions, including the July 1998 acquisitron of
three electric generating stations in California and the December
1997 acquisition of an indirect 32.5% ownership interest m
American Ref-Fuel Company. An expansion to the PT Puncakjaya
power generation facifity in Indonesia also contributed to the
increase i EBIT during 1998 The increase in EBIT was partially
offset by decreased earnings resulting from lower prices at
National Methanol Company, a methanol and MTBE (methyl
tertiary butyl ether} business in Saudi Arabia

'OTHER ENERGY SERVICES YEARS ENDED DEC 31

IN MILLIONS 99 98 97

Operating Revenues 989 $521 §376
Operating Expenses 1,083 511 353
Operating Income (94) 10 23
Other Income, Net of Expenses = - {5)
EBIT (94) $ 10 $ 18

In 1999, EBIT for Other Energy Services decreased $104
million compared to 1998 The decrease was primarily due to
charges of $38 miflion and $35 million at Duke Engineering &
Services and DukeSolutions, respectively These charges, which
include costs associated with repositioning the companies to
focus on growth markets, included expenses related to severance,
affice closings and write-offs of uncollectable accounts, Increased
development activity at DukeSolutions and decreased earnings
from projects of Duke Engineering & Services also contributed to
lower ERIT. EBIT for Other Energy Services decreased $8 million
In 1998 compared to 1997, primarily due to reduced earnings of
Duke Engineering & Services

‘REAL ESTATE OPERATIONS YEARS ENDED DEC 31

[IN MILLIONS 99 as 97
Operating Revenues 233 $181 $124
Operating Expenses 57 39 26
EBIT 176 $142 $ 98

In 1999, EBIT for Real Estate Operations increased $34
million compared to 1998. The increase was primarily due to
increased residential developed lot sales, land sales and commer-
cial project sales, partially offset by decreased lake lot sales

" EBIT for Real Estate Operations increased $44 million in 1998 over
1997, primarily as a result of increased commercial project sales,
lake lot sales and land sales, including a gain on the sale of land
in the Jocassee Gorges region of South Carolina
-OTHER OPERATIONS EBIT for Other Operations decreased $11
million 1n 1999 compared to 1998, primarily as a result of the
resolution of certain contingent items during 1998 EBIT for Gther

Operations creased $122 miflion in 1998 compared to 1997,
primarily as a result of the absence of $71 million of non-recurring
1997 merger-related costs and the favorable resolution of certain
contingent items in 1998, partially offset by a 1997 gain on the
sale of Duke Energy’s ownership interest in the Midland
Cogeneration Venture

-OTHER IMPACTS ON EARNINGS AVAILABLE FOR COMMON
STOCKHOLDERS Interest expense increased $87 million in 1999
compared to 1998, and $42 million in 1998 compared to 1997 due
to higher average debt batances outstanding, resulting from
acquisitions and expanston

Minority interests increased $46 million n 1699 compared to
1998, and $73 mullion 1n 1998 compared to 1997 The increases
were due primarily to regular distributions paid on new 1ssuances
of Duke Energy’s trust preferred securities For more information
on 1ssuances of trust preferred securities, see Note 12 to the
Consoltdated Financial Statements. Excluding these dividends,
minority interests related primarily to Global Asset Development’s
1999 investments and Trading and Marketing’s joint venture with
Mobit Corporation For mare information regarding acquisitions
and new projects, see Notes 2 and 8 to the Consolidated Financial
Statements.

Duke Energy’s effective income tax rate was approximately
35%, 38% and 40% for 1999, 1998 and 1997, respectively The
decrease in 1999 from 1998 was primarily due to the favorable
resolution of several income tax issues and the utilization of
certain capital loss carryforwards due to the sale of the Midwest
Pipelines Favorable resolution of income tax 1ssues also resulted
in a dechne in the effective tax rate m 1998 from 1997. Duke
Energy expects i1ts angoing effective tax rate to approximate 38%

The sale of the Midwest Pipelines to CMS closed on March
29,1999 and 1esulted 1n a $660 million extraordinary gain, net of
income tax of $404 mullion For further discussion on the sale, see
Note 2 to the Consolidated Financial Statements.

In January 1998, TEPPCO Partners, L P., in which Duke
Energy has a 21.1% ownership interest, redeemed certain First
Mortgage Notes which resulted in Duke Energy recording a non-cash
extraordinary loss of $8 million, net of income tax of $5 mullion,
related to its share of costs of the early retirement of debt.

In December 1997, Duke Energy redeemed four issues of
preferred stock and commenced a tender offer to purchase a
portion of six additional 1ssues of preferred stock Premiums
related to these redemptions were included in the Consohdated
Statements of Income and Comprehensive Income In 1997 as
Dividends and Premiums on Redemptions of Preferred and
Preference Stock.

LIQUIDITY anp CAPITAL RESOURCES
-OPERATING CASH FLOWS Net cash provided by operations was
$2,684 million 1n 1999, $2,331 milhon 1n 1998 and $2,140 mithon in
1997. In each of these years, the increase in cash was primarily
due to net income resulting from business expansion

On August 29, 1998, the FERC approved a settlement from
Texas Fastern Transmission Corporation (TETCO), a subsidiary of
Duke Energy, which accelerates recovery of naturai gas transttion
costs. The order was effective October 1, 1998 and includes a rate
moratorium until 2004. Net cash flows from operations are not
expected to change for the first two years after implementation,
however, after the natural gas transition costs are fully recov-
ered, cash flows from operations are expected to decrease on an
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annual basis For more information concerning the settlement, see
Note 4 to the Consolhidated Financial Statements.

In late 1999, Duke Energy established an accrual for esti-
mated njury and damages ciaims Duke Energy expects to fund
approximately $350 million, which 1s comprised of an insurance
policy premium and estimated claim activity over the next year,
primarily through new debt issuances. Management believes that
the long-term cash requirements of the projected hability will not
have a material effect on Duke Energy’s hiquidity or cash flows
See Note 14 to the Consolidated Financial Statements for furthet
discussion
-INVESTING CASH FLOWS Capital and investment expenditures
were approximately $5 9 billion 1n 1999 compared to approximately
$2 5 bilion 1n 1998 The increase primartly resulted from business
expansion for the Field Services and Global Asset Development
segments Business expansion for Field Services included the
$1.35 bilhon acquisition of the natural gas gathering, processing,
fractionation and NGL pipeline business from UPR along with its
natural gas and NGL marketing activities. International business
expanston for Global Asset Development included $1 7 tiflion for
muitiple acquisitions in Ltatin America, western Austrahia and New
Zealand In 1999, Global Asset Development also began construc-
tion of multiple power generation plants in North America and
continued capital expenditures on projects inthiated prior to 1999
Expenditures related to these activities were partially funded by
$1 9 bilhion 1n cash proceeds from the sale of Panhandle Fastern
Pipe Line Company (PEPL), Trunkline Gas Company (Trunkline) and
additional storage related to those systems, which substantially
comprised the Midwest Pipelines, along with Trunkhne LNG
Company For additional information concerning acquisitions and
dispositions, see Note 2 to the Consolidated Financial Statements

Capital and investment expenditures i 1998 increased $472
milhon from $2 0 billion in 1997 primarily due te business expan-
sion by Global Asset Development This included the $501 miliion
purchase of three electric generating stations n Californma and
the completion of the first phase of Bridgeport Energy, a power
generation plant in Connecticut Busiess expansion for Natural
Gas Transmission and Field Services also contributed to the
increase In capital and investment expenditures The increase was
partially offset by decreased expenditures for Electric Operations,
primarily as a result of steam generator replacements at certain
of its nuclear plants in 1997, and by the acquisition of the remain-
ng 50% ownership of the D/LD joint venture n June 1997

Projected 2000 capttal and investment expenditures for
Electric Operations, including allowance for funds used during
construction, are approximately $900 million. These projections
include expenditures for existing plants, including refurbishment
and upgrades related to the Oconee Nuclear Station’s application
for a 20-year renewal of its operating hcense, which 15 expected
to receive approval from the Nuclear Regulatory Commission in
2000.

Projected 2000 capital and investment expenditures for
Natural Gas Transmission, including allowance for funds used dur-
Ing construction, are approximately $600 million. These projec-
tions include expansion of the Maritimes & Northeast Pipeline,
which delivers natural gas to markets n the Canadran Marttimes
provinces and the northeastern US from a supply basin offshore
of Nova Scotia, and the planned $386 nmullion purchase of the East
Tennessee Matural Gas Company, which 1s expected to close in the
first quarter of 2000 and 1s contingent upon regulatory approval

For further discussion on this purchase, see Note 19 to the
Consohidated Financial Statements

Duke Energy plans to continue to significantly grow several
of 1ts business segments Field Services, Global Asset
Development, Trading and Marketing and Other Energy Services.
Expansion plans for Freld Services include the combination of Duke
Energy’s gas gathering and processing businesses with Phillips
Petroleum’s Gas Processing and Marketing umit tc form a new
midstream company The transaction I1s expected to close by first
quarter 2000 and 15 subject to regufatory approval See Note 19 to
the Consolidated Financial Statements for additional information.

Projected 2000 capital and investment expenditures for
Global Asset Development are approximately $3.6 billion.
Expansion opportunities for Global Asset Development’s domestic
division, Duke Energy North America, include the continuation of
various greenfield projects across the US Expansion plans for
Global Asset Development’s international division, Duke Energy
International, include completing the purchase of Dominion
Resources, Inc.’s portfolio of hydroelectric, natural gas and diesel
power generation businesses in Aigentina and Bolivia (see Note 2
to the Consolidated Financial Statements) and the January 2000
completion of the tender offer for additional ownership interests
in Companhia de Geragdo de Energia Elétrica Paranapanema
(Paranapanema) (see MNote 19 to the Consolidated Financial
Statements). Duke Energy International will also continue to focus
on 1ts regicnal target areas in Australia and Latin America for fur-
ther expanston opportunities and intends to implement its strate-
gles in Europe

Projected 2000 capital and investment expenditures for
Trading and Marketing are approximately $200 million This
includes expenditures related to Trading and Marketing's new
subsidiary, Duke Energy Hydrocaibans, which was formed in the
second quarter of 1999 to invest capital in imited hydrocarbon
exploration and production prospects through non-operating
working interests. Duke Energy’s intent is to produce natural gas
to partially offset the short gas position of Duke Energy’s power
generation assets and to increase productien volumes that will be
beneficial to Field Services, Trading and Marketing, and Natural
Gas Transmission

Projected 2000 capital and investment expenditures for
Other Energy Services, Real Estate Operations and Other
QOperations are approximately $200 mi'lion, $400 nullion and $250
million, respectively

All projected capital and investment expenditures for the
above segments are subject to periodic review and revision and
may vary significantly depending on a number of factors including,
but not Irmited to, industry restructuring, regulatory constraints,
acquisition opportunities, market volatility and economic trends
-FINANCING CASH FLOWS Duke Energy’s consolidated capital
structure at December 31, 1999, including short-term debt, was
44% debt, 6% minority interests, 7% trust preferred securities,
1% preferred stock and 42% common equity Fixed charges
coverage, calculated using the Securities and FExchange
Commission method, was 2 9 times, 4.7 times and 4 1 times for
1999, 1998 and 1997, respectively

Duke Energy’s business expansion opportunities, along with
dividends, debt repayments and operating and tnvesting require-
ments, are expected to be funded by cash from operations, exter-
nal financing, common stock issuances and the proceeds from cer-
tain asset sales
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During 1999, Duke Energy and its subsidiary, Duke Capital
Corporation (Duke Capital), 1ssued a total of $1 9 hillion of Senior
Notes. The proceeds were used for general corporate purposes,
including reducing commercral paper indebtedness incurred In
connection with acquisitions of electric power generating assets
in Latin America. Global Asset Development, through its Australian
subsidiary, borrowed approximatety $450 mithon under new
ftnancing arrangements, including a combined commercial paper
and medium-term note program, bank facilities and non-recourse
financing for certain western Australian assets. These new
Global Asset Development financings are denominated in either
Austrahian or New Zealand dollars, Issuances from the combined
commercial paper and medium-term note program and the bank
facilities were used to refund bridge financing of assets ohtained
during 1998 and 1999 and to fund en-going construction expenditures
for the Eastern Gas Pipeline and future projects in Austraha.
Global Asset Development afso assumed approximately $430
milhon of non-recourse debt, denomunated 1n Braziltan reats, In
relation to the acquisition of Paranapanema (see Note 2 to the
Consolidated Financial Statements) and borrowed $380 million
under a new bank facihity to refinance the Califorma generating
assets. For additional information regarding debt, see Note 10 to
the Consolidated Financial Statements

Also during the year, Duke Energy’s and Duke Capital’s
business trusts, which are treated as wholly owned subsidiartes
for financial reporting purposes, 1ssued a total of $500 millicn of
trust preferred securities. See Note 12 to the Consofidated
Financial Statements for additional information on the trust
preferred securities

Under i1ts commercial paper facihties, Duke Energy had the
ability to borrow up to $2 8 billion at both December 31, 1999 and
1998 The commercial paper facilities consisted of $1 25 billion for
Duke Energy and $1.55 billion for Duke Capitat At December 31,
1999, Global Asset Development also had available an approxi-
mately $500 million combined commercial paper and medium-term
note program. Duke Energy’s various bank credit facilities totaled
approximately $3.7 billion {including approximately $320 militon
related to foreign facihties) at December 31, 1999 and $2.9 billion
at December 31, 1998 At December 31, 1999, approximately $1.8
hillion was outstanding under the commercial paper facilities and
approximately $460 million of borrowings were outstanding under
the bank credit facilities. Certain of the credit facilities support
the issuance of commercial paper, therefore, the i1ssuance of com-
mercial paper reduces the amount available under these credit
facilities (see Note 10 to the Conschdated Financial Statements)

As of December 31, 1999, Duke Energy and i1ts subsidiaries
had the ability to 1ssue up to $2.15 hillion aggregate principal
amount of debt and other securities under shelf registrations filed
with the Securities and Exchange Commission Effective January
7, 2000, the amount avalable was increased by $1 5 billion Such
securities may be 1ssued as First and Refunding Mortgage Bonds,
Senior Notes, Subordinated Notes or Preferred Securities.

On December 16, 1999, Duke Energy announced that it had
signed definitive agreements to combine Duke Energy’s gas gath-
ering and processing businesses with Phillips Petroleum’s Gas
Processing and Marketing unit to form a new midstream company.
The new company will seek to arrange approximately $2 6 billion
of debt financing and, upon closing of the transaction, will make a
one-time cash distributton of $1.2 billion to both Duke Energy and
Phillips Petroleum The new company would then offer approxi-

mately 20% of 1ts equity to the public in 2000 to reduce the debt
resulting from the transaction Such an offering 1s conditional
upon completion of the transaction and favorable market condi-
tions For additional information, see Note 19 to the Consolidated
Financial Statements.

To maintain financial flexibility and reduce the amount of
financing needed for growth opportunities, Duke Energy’s Board
of Directors adopted a dividend policy 1in June 1998 that targets
50% of earmings paid out in dividends on common stock The
Board of Directors intends to maintain dividends at the current
guarterly rate of $0 55 per share until the target payout ratio ts
reached at which time it intends to re-evaluate 1ts dividend policy

In April 1999, Duke Energy’s shareholders approved an
amendment to the Articles of Incorporation to increase the autho-
rized common stock from 500 million to 1 hillion shares. This
increase n authorized stock will provide Duke Energy with added
flexibility in effecting financings, stock sphts or stock dividends,
stock plans and other transactions and arrangements involving
the use of common stock.

Duke Energy InvestorChoice Plan, a stock dividend reinvest-
ment 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 material in 1999,
1998 or 1997

Duke Energy used authorized but unissued shares of its com-
mon stock to meet 1999 and 1998 employee benefit plan contribution
requirements This practice 1s expected to continue 1n 2000.

QUANTITATIVE axD QUALITATIVE
DISCLOSURES asour MARKET RISK
-RISK POLICIES Duke Energy Is exposed to market risks associated
with interest rates, commaodity prices, equity prices and foreign
exchange rates Comprehensive risk management policies have
been established by the Corporate Risk Management Committee
(CRMC) to monitor and control these market risks. The CRMC 1s
chaired by the Chief Financial Officer and 1s comprised of senior
executives The CRMC has responstbility for oversight of interest
rate risk, foreign currency risk, credit risk and energy risk man-
agement, including approval of energy financial exposure himits
-INTEREST RATE RISK Duke Energy 15 exposed to risk resulting
from changes n interest rates as a result of its 1ssuance of vari-
able-rate debt, fixed-rate debt and trust preferred securities,
commercial paper and auction market preferred stock, as well as
interest rate swaps and interest rate lock agreements Duke
Energy manages ifs interest rate exposure by imiting 1ts variable-
rate and fixed-rate exposures to certamn percentages of total cap-
italization, as set by policy, and by monitoring the effects of mar-
ket changes in interest rates Duke Energy may also enter into
financial derivative instruments including, but not hmited to,
swaps, options and treasury rate agreements to manage and mit-
1gate interest rate risk exposure. See Notes 1, 7, 10,12 and 13 to
the Consolidated Financial Statements for additionai information.
Based on a sensitivity analysis as of December 31, 1999, 1t
was estimated that If market interest rates average 1% higher
(lower) in 2000 than in 1999, earnings before income taxes would
decrease (increase) by approximatety $24 million. Comparatively,
based on a sensitivity analysis as of December 31, 1998, had
interest rates averaged 1% higher (lower) 1n 1999 than in 1998, 1t
was estimated that earnings before income taxes would have
decreased (increased) by approximately $23 million These
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amounts were determined by considering the ympact of the hypo-
thetical interest rates on the variable-rate securities outstanding
as of December 31, 1999 and 1998 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 uncer-
tainty of the specific actions that would be taken and their possi-
ble effects, the sensitivity analysis assumes no changes in Duke
Energy’s financial structure

-COMMODITY PRICE RISK Duke Energy, substantially through its
substdiaries, 1s exposed to the rmpact of market fluctuations in
the price of natura! gas, electricity and natural gas liquid products
marketed and purchased Duke Energy employs established poli-
cles and procedures to manage 1ts risks associated with these
market fluctuations using various commodity dertvatives, includ-
ing forward contracts, futures, swaps and options Market risks
associated with commodity derivatives held for purposes other
than trading were not material at December 31, 1999 and 1998.
See Notes 1 and 7 to the Consclidated Financial Statements for
additional information

The risk I1n the commodity trading portfolio 1s measured on a
dally basts utilizing a Value-at-Risk modei to determine the maximum
potential one-day favorable or unfavorable Datly Earnings at Risk
(DER). The DER 1s monitored daily in comparison to established
threshotds Other measures are also utilized to monitor the risk in
the commodity trading portfolio on a monthly and annual basis.

The DER computations are based on a historical simulation,
which utilizes price movements over a specified period to simulate
forward price curves in the energy markets to estimate the favor-
able or unfavorable impact of one-day’s price movement on the
existing portfolic. The historical simulation emphasizes the most
recent market activity, which 1s considered the most relevant
predictor of iImmediate future market movements for natural gas,
electricity and petroleum products. The DER computations utilize
several key assumptions, including a 95% confidence level for the
resuttant price movement and the holding period specified for the
calculation. Duke Energy’s DER calculation includes commodity
derivative mstruments held for trading purposes. The estimated
potential one-day favorable or unfavorable impact on earnings
before income taxes related to commadity derivatives held for
trading purposes at December 31, 1999 and 1998 was approxi-
mately $10 million. The average estimated potential one-day
favorable or unfavorable impact on earnings before income taxes
related to commodity derivatives held for trading purposes was
approximately $11 million and $5 million during 1999 and 1998,
respectively The increase In average 1999 amounts compared
with 1998 |5 a result of an increase in the authorized energy financial
exposure hmit in 1998, which was approved by the CRMC Changes
in markets inconsistent with historical trends could cause actual
results to exceed predicted hmits.

Subsidianes of Duke Energy are also exposed to market fluc-
tuations in the prices of NGLs related to their ongeoing gathering
and processing operating activities. Duke Energy closely monitors
the risks associated with NGL price changes on its future opera-
tions, and where appropriate, uses crude o1l and natural gas com-
modity instruments to hedge NGL prices Based on a sensitivity
analysis as of December 31, 1999, it was estimated that if NGL
prices average one cent per gallon less in 2000, earnings before
income taxes would decrease by approximately $6 million, after
considering the effect of Duke Energy’s commodity hedge positions
Comparatively, based on sensttivity analysis as of December 31,

1998, if NGL prices would have averaged one cent per gallon less
In 1999, 1t was estimated that earnings before income taxes would
have decreased by approximately $8 million

-EQUITY PRICE RISK Duke Energy maintains trust funds,
as required by the Nuclear Regulatory Commussion, to fund
certain costs of nuclear decomnmussioning. (See Note 11 to the
Consolidated Financial Statements.) As of December 31, 1999
and 1998, these funds were vested primarily in domestic and
international equity securities, fixed-rate, fixed-income securities
and cash and cash equivalents Management believes that its
exposure to fluctuations in equity prices or interest rates will not
matenally affect consolidated results of operations See further
discussion 1n the Current Issues, Nuclear Decommissioning Costs
section of Management’s Discussion and Analysis

-FOREIGN OPERATIONS RISK Duke Energy i1s exposed to foreign
currency risk, sovereign risk and other foreign operations
risk that arse 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 dollar or may
be hedged through debt denominated in the foreign currency
Duke Energy also uses foreign currency derivatives, where possible,
to manage 1ts 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 1t has exposure.

At December 31, 1999, Duke Energy’s primary foreign currency
exchange rate exposures were the Brazilian real, the Austrahan
do!lar and the Canadian dollar Exposures to other foreign curren-
cles were not material Based on the sensitivity analysis at
December 31, 1999, a 10% devaluation in the currency exchange
rates in Brazit would reduce Duke Energy’s financial position by
$65 nullion and would not significantly affect Duke Energy’s con-
solidated results of operations or cash flows over the next twelve
months Based on the sensitivity analysis at December 31, 1999, a
10% devaluation in other foretgn currencies were insignificant to
Duke Energy’s consolidated results of operations, financial posi-
tion or cash flows Exposures to foreign currency risks were not
material to consolidated results of operations, financial position
or cash flows during 1998.

CURRENT ISSUES

-ELECTRIC COMPETITION Whoiesale Competition The Energy
Policy Act of 1992 (EPACT) and the FERC’s subseqguent rulemaking
activities have established the regulatory framework to open the
wholesale energy market to competition EPACT amended provi-
sions of the Public Utility Holding Company Act of 1935 and the
Federal Power Act to remove certain barriers to a competitive
wholesale market EPACT permits utihities to participate in the
development of independent electric generating plants for sales
to wholesale customers, and also permits the FERC to order trans-
mission access for third parties to transmission facilities owned
by another entity. It does not, however, permit the FERC to I1ssue
an order requiring transmission access to retail customers. The
FERC, responsible 1n large measure for implementation of EPACT,
has moved vigorously to implement 1ts mandate, interpreting the
statute bioadiy and 1ssuing orders for third-party transmission
service and a number of rules of general applicability, including
Orders 888 and 889
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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 Duke Energy and
several of its non-regulated subsidiaries have been granted
authority by the FERC to act as power marketers Electric
Operations obtained from the FERC open-access rule the rights to
sell capacity and energy at market-based rates from its own
assets. Open access provides another supply option through which
Electric Operations can purchase at attractive rates a portion of
capacity and energy requirements resulting in lower overall costs
to customers Open access also provides Electric Operations’
existing wholesale customers with competitive opportunities to
seek other supphiers for their capacity and energy requirements

On December 20, 1999, the FERC 1ssued i1ts Order No 20800
regarding Regional Transmission Organizations (RTOs) In ats
order, the FERC stressed the voluntary nature of RTO participation
by utiities and sets mumtmum characteristics and functions that
must be met by utilities that participate in an RTO The order pro-
vides 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

The characteristics for acceptable RTOs include indepen-
dence from market participants, operational control over a region
of sufficient scope to support efficient and nondiscriminatory
markets, and exclusive authority to mamtamn short-term reliability
The order requires each utihty subject to the jurisdiction of the
FERC and not afready in a FERC-approved RTO to make a filing by
Cctober 15, 2000, that etther proposes participation in an
RTO that will be in operation no later than December 15, 2001,
or provides a status report on the utility’s progress towards
participation in an RTO

Because Order No 2000 has just been issued, and may be
revised 1n certain respects, management cannot estimate its
effect on future consolidated results of operations or financial
position.

Retail Competition Currently, Electtic Operations operates
as a verfically integrated, mvestor-owned utihity with exclusive
rights to supply electricity in a franchised service territory — a
20,000-square-mile service territory mn the Carolinas Ints retall
business, the NCUC and the PSCSC regulate Electric Operations’
service and rates

Electric industry restructuring 1s being addressed in all 50
states and in the District of Columbia These restructurings will
likely impact all entittes owning electric generating assets The
NCUC and the PSCSC are studying the merits of restructuring the
electric utifity industry in the Carclinas During 1999, thiee electric
utithty restructuring bills were fifed in South Carohina’s House of
Representatives All three bills would introduce 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 1s also examining i1ssues
related to deregulation of the state’s electric utility business
This task force will 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 bill that estabhshed a
study comnussion to examine whether compelition should be
implemented n the state Members of this commission include
legislators, customers, utilties and a member of an environmental

group. The study commission expects to 1ssue its report to the
General Assembly in 2000

One of the sigmficant issues the study commission must
address 1s the approximately $6 bilhon of debt issued by the two
North Carohina municipal agencies (North Carolina Muntcipal
Power Agency Number 1 and the North Carolina Eastern Municipal
Agency). This debt 15 related to thewr joint ownership of generation
assets with Duke Energy and Carolina Power & Light (CP&L). The
municipal power agencies’ member municipalities currently have
electric rates higher than either Duke Energy o1 CP&L and are
facing significant rate increases in the future to service the debt
As a result, the power agencies’ debt and electric rates aie economic
development 1ssues for the 51 power agency municipahties and,
by extension, for the state as a whole

On October 26 and 27, 1999, at the request of the study com-
mission, four proposals were submitted to resolve the municipal
debt 1ssue, one of which was a joint Duke Energy-CP&L proposal
The study commission expects to include a recommendation to
resolve the municipal debt issue in its 1eport to the General
Assembly in 2000

More than a dozen bills on electric restructuring have been
introduced In the last session of Congress On October 27, 1999
the US. House Commerce Subcommittee on Energy and Power
voted to move H.R 2944, “The Electricity Competition and
Rehabtlity Act,” to the full Commerce Committee The primary
restructuring 1ssues addressed include repeal of major provisions
of the Public Utility Holding Company Act and the Public Utility
Regulatory Policies Act, rehabiiity, transmission, nuclear decom-
missioning and state authority

Currently, the electric utiity industry 1s predominantly
regulated on a basis designed to recover the cost of providing
electric power to customers If cost-hased requlation were to be
discontinued in the industry for any reason, tncluding competitive
pressure on the cost-based prices of electricity, prefits could be
reduced and electric utilities might be required to reduce therr
asset balances to reflect a market basis less than cost
Discontinuance of cost-based regulation would also require affect-
ed utiittes to write off their associated regulatory assets Duke
Energy’s regulatory assets are included in the Consolidated
Balance Sheets. The portion of these requlatory assets related to
Electric Operations 1s approximately $1 4 billion, including primarily
purchased capacity costs, debt expense and deferred taxes related
to regulatory assets Duke Energy I1s recovering substantially all of
these regulatory assets through its current wholesale and retad
electric rates and would attempt to continue to recover these
assets during a transition to competition In addition, Duke Energy
would seek to recover the costs of 1ts electric generating facilities
1n excess of the market price of power at the trme of transition

Duke Energy supports a properly managed and orderly tran-
sition to competitive generation and retail services in the electric
industry However, transforming the current regulated industry
into efficient, competitive generation and retail electric markets 1s
a complex undertaking, which will require a carefully considered
transition to a restructured electric industry The key to effective
retall competition 1s fairness among customers, service providers
and mvestors. Duke Energy intends to continue to work with cus-
tomers, legislators and regulators to address all the important
1ssues Management currently cannot predict the impact, if any, of
these competitive forces on future consolidated results of opera-
tions or financial position
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-NATURAL GAS COMPETITION Wholesale Competition On July
29, 1998, the FERC issued a Motice of Proposed Rulemaking
(NOPR) on short-term natural gas transportation services, which
proposed an integrated package of revisions to I1ts regulations
governing Interstate natural gas pipelines. “Short term” has been
defined in the NOPR as all transactions of less than one year
Under the proposed approach, cost-based regulation would be
eliminated for short-term transportation and replaced by regulatory
policies intended to maximize competition in the shart-term
transportation market, mitigate the ability of companies to exercise
residual monopoly power and provide oppertunities for greater
flexabibity in providing pipeline services The proposed changes
include mihiatives to revise pipeline scheduling procedures,
receipt and delivery point policies and penalty policies, and
require pipelines to auction short-term capacity. Other proposed
changes would improve the FERC’s reporting requirements, permit
pipelines to negotiate rates and terms of services, and revise
certain rate and certificate policies that affect competition.

In conjunction with the NOPR, the FERC also 1ssued a Notice
of Inquiry (NOI) on its pricing policies in the existing long-term
market and pricing policies for new capacity The FERC seeks com-
ments on whether its policies are brased toward erther short-term
or long-term service, provide accurate price signals and the right
incentives for pipelines to provide optimal transportation services
and construct facilities that meet future demand and do not result
in over bullding and excess capacity. Comments on the NOPR
and NOI were due tn April 1899 On September 15, 1999, the
FERC 1ssued a new policy statement on certifying new interstate
capacity in response to comments filed on the certificate i1ssues
raised in the NOPR.

Because the ultimate resolution of these issues 1s unknown,
management cannot estimate the effects of these matters on
future consolidated results of operations or financial position

Retail Competition Changes n regulation to allow retail
competition could affect Duke Energy’s natural gas transportation
contracts with local gas distribution companies Natural gas retail
deregulation 1s 1n the very early stages of development and man-
agement cannot estimate the effects of this matter on future con-
solidated results of operations or financial position.

-NUCLEAR DECOMMISSIONING COSTS Duke Energy’s estimated
site-specific nuclear decommissioning costs total approximately
$1 9 billton stated in 1999 dollars based on decommissioning stud-
les completed in 1999, This estimate includes the cost of decom-
missioning plant components not subject to radioactive contami-
nation Duke Energy contrihutes to an external decommissioning
trust fund and maintains an internal reserve to fund these costs.

The balance of the external funds as of December 31, 1999
and 1998 was $703 millicn and $580 million, respectively The
balance of the internal reserve as of December 31, 1999 and 1998
was $223 nulhion and $217 million, respectively, and 1s 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 decommissiontng costs
will not have a material adverse effect on consolidated results of
operations or financial position. See Note 11 to the Consolidated
Financial Statements for additicnal information

As of December 31, 1999 and 1998, the external decommis-

sioning trust fund was vested primarily in domestic and interna-
tienal equity securities, fixed-rate, fixed-income securities and
cash and cash equivalents Maintaimng a portfolto that includes
long-term equity investments maximizes the returns to be utilized
to fund nuclear decommissioning, which in the long-term will better
correlate to inflationary incieases in decommissioning costs
However, the equity securities included in Duke Energy’s portfolio
are exposed to price fluctuations in equity markets, and the fixed-
rate, fixed-income securities are exposed to changes in interest rates.

Duke Energy actively monitors its portfolto by benchmarking
the perfermance of its investments against certain indexes and by
maintaining, and periodically reviewing, established target alloca-
tion percentages of the assets inits trusts Because the accounting
for nuclear decommissioning recognizes that costs are recovered
through the Electric Operations segment’s rates, fluctuations in
equity prices or interest rates do not affect consolidated results
of operations.
-ENVIRONMENTAL Duke Energy I1s subject to international, federal,
state and tocal regulations regarding air and water qualty, haz-
ardous and solid waste disposal and other environmental matters

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 manufactured gas
plant sites to investigate and, where necessary, remediate these
contaminated sites The State of South Carolina has expressed
interest in entering into a similar arrangement Duke Energy 1s
considered by regulators to be a potentially responsible party and
may be subject to future hability at seven federal Superfund sites
and two state Superfund sites While the cost of remediation of
the remaiming sites may be substantial, Duke Energy will share n
any liability associated with remediation of contamination at such
sites with other potentiaily responsible parties Management
believes that resolution of these matters will not have a material
adverse effect on consolidated results of operations or financiat
position

PCB (Polychlorinated Biphenyl) Assessment and Clean-up
Programs In June 1999, the Environmental Protection Agency
(EPA) certified that TETCO, a wholly owned subsidiary of Duke
Energy, had completed clean up of PCB contaminated sites under
conditions stipulated by a U.S Consent Decree 1n 1989. TETCO 1s
required to continue groundwater monitoring on a number of sites
for at least the next two years The estimated cost of such moni-
toring 1s not material

Under terms of the agreement with CMS discussed in Note 2
to the Consolidated Financial Statements, Duke Energy 1s obligat-
ed to complete clean-up of previously identified contamination at
certain agreed-upon sites on the PEPL and Trunkline systems
These clean-up programs are expected to continue until 2001 The
contamination resulted from the past use of lubricants containing
PCBs and the prior use of wastewater collection facilities and
other on-site disposal areas Soil and sediment testing, to date,
has detected no significant off-site contamination Duke Energy
has communicated with the EPA and appropriate state regulatory
agencies on these matters

At December 31, 1999 and 1998, remaining estimated clean-
up costs on the TETCO, PEPL and Trunkline systems were accrued
and included in the Consolidated Balance Sheets as QOther
Current Liabihities and Environmental Ciean-up Liabilities These
cost estimates represent gross clean-up costs expected to be
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Incurred, have not been discounted or reduced by customer recov-
eries and generally do not include fines, penalties or third-party
claims Costs expected to be recovered from customers have been
deferred and are mcluded |n the Consolidated Balance Sheets as
Environmental Clean-up Costs

The federal and state clean-up programs are not expected to
Interrupt or dimunish Duke Energy’s ability to deliver natural gas
to customers Based on Duke Energy's experience to date and
costs incurred for clean-up operations, management believes the
resolution of matters relating to the environmental 1Ssues dis-
cussed above will not have a material adverse effect on consali-
dated results of operations or financial position

Air Quality Control The Clean Air Act Amendments of 1990
requrre a two-phase reduction by electric utihties |n aggregate
annual emisstons of sulfur dioxide and nitrogen OXide by 2000
Duke Energy currently meets all requirements of Phase | Duke
Energy supports the national objective of protecting air quality In
the most cost-effective manner, and has already reduced 2mis-
sions by operating plants efficiently, using nuclear and hydroelec-
tric generation and 1mplementing various compliance strategies
To meet Phase Il requirements by 2000, Duke Energy's current
strategy Includes USING low-sulfur coal, purchasingsulfur dioxide
emission allowances and Installing low-nitrogen ox/de burners
and emission monitermg equipment Construction activities need-
ed to comply with Phase Il requirements will be completed In the
spring of 2000, allowing compliance with year 2000 Phase Il
requirements. Additional annual operating expenses of approxi-
mately $25 million for low-sulfur coal premiums, emission
allowance purchases and other compliance activities will occur
after 2000. This strategy 1s contingent upon developments In
future markets for emission allowances, low-sulfur coal, future
regulatory and legislative actions and advances |nclean air tech-
nologies.

In October 1998, the EPA Issued a final rulrng on regional
ozone control which requires revised State Implementation Plans
for 22 eastem states and the District of Columbia. This EPA ruling
Is being challenged In court by various states, Industry and other
Interests, Including the states of North Carolina and South
Carolina and Duke Energy. In May 1999, the court ordered that no
state need Submit a plan “pending further order of the cout " The
EPA has undertaken other ozone-related actions having virtually
identical goals These actions have likewise been challenged by
the same or similar parties The resolution of the October 1998
action 1s expected to resolve these other ozone-related actions as
well The North Carolina Environmental Management Commission
Is considering several competing proposals to reduce utility
emissions of nitrogen oxide. A proposed rule 1s anticipated In
March 2000 with a final rule |0 September 2000. Depending on the
resolution of these matters, costs to Duke Energy may range from
approximately $100 miflion to $600 million for additional capital
improvements

In October 1999, the EPA sent Duke Energy a request seeking
information on Duke Power's repair and maintenance of (ts coal-
fired plants since 1978. This 1s part of the EPA's New Source
Reviews (NSR) enforcement initiative, tn which the EPA claims that
utiities and others have ¢ommitted widespread violations of the
Clean Air Act permitting requn‘ements for the past quarter century.
In November 1999, the EPA filed suit against seven utilities
and 135yed an admimistrative order to Tennessee Valley Authonty
alleging numerous NSR permiiting violations The EPA's allegations
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run counter to previous EPA guidance regarding the applicability
of the NSR permithing requirements Duke Power, along with several
other ufihties, has routinely undertaken the type of repair,
replacement, and maintenance projects that the EPA now claims
are lllegal. A suit has not been Instituted against Duke Energy, and
while 1t 1s too early to predict any consequences, Duke Energy
believes that all of Its electric generation units are properly
permitted and have been properly maintained Because this
matter 1s |n It§ most preliminary stage with respect to Duke
Energy, management cannot estimate the effects of these matters
on future consolidated results of operations or financial position.
In December 1997, the United Nations held negotiations In
Kyoto, Japan to determine how to minimize global warming caused
by, among other things, carbon dioxide emissions from fossi-fired
generating facilities and methane from natural gas operations
Further negotiations in November 1998 resutted In a work plan to
complete the operational details of the Kyoto agreement by late
2000. If thrs mitiative 1s adopted it 1tS current form, it could have
far reaching Imphcations to Duke Energy and the entire energy
industry Because this matter 1s |l the early stages of discussion,
management cannot estimate the effects on future consolidated
results of operations or financial position
-LITIGATION AND CONTINGENCIES For information concerning
hitrgation and other commitments and contingencies, see Note 14
to the Consolidated Financial Statements
-YEAR 2000 READINESS PROGRAM Duke Energy did not experi-
ence any disruption to I1ts operations resulting from the transition
to the year 2000. Duke Energy completed its year 2000 readiness
program at all of its business units in November 1999, Systems
will continue to be monitored throughout the year, with special
attention given to the leap year transition. The total cost of the
program, including internal labor as well as incremental costs
such as consutting and contract costs, was approximately $58 nullion
These costs exclude replacement systems that, in addition to
betng Year 2000 ready, provided sigmficantly enhanced capabilities
which benefit operations in future periods.
-NEW ACCOUNTING STANDARD In September 1998, Statements
of Financial Accounting Standard (SFAS) No 133, “Accounting for
Dertvative Tnstruments and Hedging Activities,” was 1ssued. Duke
Energy 1s required to adopt this standard by January 1, 2001
SFAS No 133 requires that all derivatives be recognized as either
assets or habilities and measured at fair value, and 1t defines the
accounting for changes in the fair value of the derivatives depending
on the intended use of the derivative. Duke Energy 1s currently
reviewing the expected impact of SFAS No 133 on consolidated
results of operations and financial position.
-SUBSEQUENT EVENTS On December 16, 1999, Duke Energy
announced that it had signed definitive agreements to combine
Duke Energy’s gas gathering and processing businesses with
Phillips Petroleum’s Gas Processing and Marketing unit to form
a new midstream company. Under the terms of the agreements,
the new company will seek to arrange approximately $2 6 illvon of
debt financing and, upon closing of the transaction, will make a
one-time cash distributron of $1 2 biffion to both Duke Energy and
Phillips Petroleum. At closing, Duke Energy will own about 70% of
the new company and Phillips Petroleum will own about 30%. The
new company would then offer approximately 20% of its equity to
the public 1n 2000 to reduce the debt resulting from the transaction
Such an offering 1s conditional upon completion of the transaction
and favorable market conditions
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On January 4, 2000, Duke Energy anncunced that it had
entered into a definitive agreement to purchase, for $386 milhon,
100% of the stock of El Paso Energy Corporation’s wholly owned
subsidiary, East Tennessee Natural Gas Company, a 1,100-mile
pipeline that crosses Duke Energy’s TETCO pipeline and serves the
southeastern region of the U S.

Both transactions are subject to regulatory approval and are
expected to close in the-fust quarter of 2000.

In January 2000, Duke Energy completed a tender offer to the
minority shareholders of Paranapanema and successfully acquired an
additional 51% economic interest in the company for approximately
$280 mithon This increased Duke Energy’s economic owneiship
from approximately 44% to approximately 95%.
-FORWARD-LOOKING STATEMENTS From time to time, Duke
Energy’s reports, filings and other public announcements may
mmciude 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 1995 Duke Energy cautions that assump-
tions, projections, expectations, intentions or behefs about future
avents may and often do vary from actual results and the differ-
ences between assumptions, projections, expectaiions, intentions
or heliefs and actual results can be material Accordingly, there

.

can be no assurance that actual results will not differ materially
from those expressed or imphed by the forward-looking state-
ments. Some of the factors that could cause actual achievements
and events to differ materially from those expressed or imphed in
such forward-fooking statements include state, federal and for-
eign legislative and regulatory mtiatives that affect cost and
mvestment recovery, have an impact on rate structures and affect
the speed and degree to which competition enters the electric and
natural gas industries, industrial, commercial and residential
growth In the service territories of Duke Energy and its sub-
sidiaries; 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 ather external factors over which Duke
Energy has no control; the results of financing efforts, including
Duke Energy’s abihty to obtain financing on favorable terms,
which can be affected by Duke Energy’s credit rating and general
economic conditions, growth in opportumities for Duke Energy’s
business units, and the eifect of accounting policies issued
periodically by accounting standard-setting bodies
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|SELECTED FINANCIAL DATA

YEARS ENDED DEC 31

[ IN MILLIONS, EXCEPT PER SHARE AMOUNTS 99 98 g7 b 96 " 95 b
Income Statement
Operating revenues | 21,742 $17,610 $16,309 $12,302 $ 9,694
Operating expenses 4 19,947 15,177 14,339 10,143 7,626
Operating income 1,795 2,433 1,970 2,159 2,068
Other income and expenses 248 214 138 135 122
Earnings before interest and taxes 2,043 2,647 2,108 2,294 2,190
Interest expense 601 514 472 490 508
Minority interests 142 96 23 6 -
Earnings before income taxes 1,300 2,037 1,613 1,789 1,682
Income taxes 453 777 639 698 664
Income before extraordinary item 847 1,260 974 1,061 1,018
Extraordinary gain (loss), net of tax 660 (8) - (17) -
Net income 1,507 1,252 974 1,074 1,018
Dividends and premiums on redemptions
of preferred and preference stock 20 21 72 44 49
Earmings available for common stockholders _$‘ 1,487 $ 1,231 $ 902 $ 1,030 $ 969
Common Stock Data
Shares of common stock outstanding
Year-end 366 363 360 359 362
Weighted average 365 361 360 361 361
Earnings per share (before extraordinary item) 8
Basic $ 2.26 $ 343 $ 251 $ 2.90 $ 2.68
Dilutive ] 225 3.42 2.50 2.88 2.67
Earnings per share @
Basic 9 4.08 $ 341 $ 251 $ 2.85 $ 2.68
Dilutive 4.07 3.40 2.50 2.83 2.67
Dividends per share 2.20 2.20 1.90 1.57 1.50
Balance Sheet
Total assets $| 33,409 $26,806 $24,029 $22,366 $20,868
Long-term debt | 8,683 6,272 6,530 5,485 5,803
Preferred stock with sinking fund requirements 104 124 149 234 234

@ Fipancial information reflects a pre-tax $800 million charge for estimated injury and damages claims. The earning per share
effect of this charge was $1.34 per share. See Note 14 to the Consolidated Financial Statements for further information.

b Financiai 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 iIf 1t had occurred January 1, 1995.

POMMON STOCK DATA BY QUARTER

99 98
DIVIDENDS STOCK PRICE RANGE DIVIDENDS STOCK PRICE RANGE
PER SHARE HIGH Low PER SHARE HIGH Low
First Quarter $ 0.55 $64 %/ $54 /1 $0.55 $60 °/s $53 7/
Second Quarter 1.10 61 /1 52 /s 1.10 62 /1. 55 .
Third Quarter - 58 /. 527/ - 66 /1. 57 Y/
0.55 56 /s 47 1/ 0.55 70 16 60 1/

Fourth Quarter




CONSOLIDATED STATEMENTS of INCOME ano COMPREHENSIVE INCOME

YEARS ENDED DEC 31

IN MILLIONS, EXCEPT PER SHARE AMOUNTS 99 98 97
Operating Revenues
Sales, trading and marketing of natural gas
and petroleum products (Notes 1 and 7) i 10,922 $7,854 $8,151
Generation, transmission and distribution of electricity (Notes 1 and 4) 4,934 4,586 4,334
Trading and marketing of electricity (Notes 1 and 7) 3,610 2,788 1,665
Transportation and storage of natural gas (Notes 1 and 4} 1,139 1,450 1,504
Other (Note 8) 1,137 932 655
Total operating revenues 21,742 17,610 16,309
Operating Expenses
Natural gas and petroleum products purchased (Note 1) 10,636 7,497 7,705
Net interchange and purchased power (Notes 1, 4 and 5) 3,507 2,916 1,960
Fuel used in electric generation (Notes 1 and 11) 764 767 743
Other operation and maintenance (Notes 4, 11 and 14) 3,701 2,738 2,721
Depreciation and amortization (Notes 1 and 5) 968 909 841
Property and other taxes 371 350 369
Total operating expenses 19,947 15,177 14,339
Operating Income 1,795 2,433 1,970
Other Income and Expenses
Deferred returns and allowance for funds used during construction (Note 1) 82 88 109
Other, net 166 126 29
Total other iIncome and expenses 248 214 138
Earnings Before Interest and Taxes 2,043 2,647 2,108
Interest Expense.{Notes 7 and 10) 601 514 472
Minority Interests {(Note 12) 142 96 23
Earnings Before Income Taxes 1,300 2,037 1,613
Income Taxes (Notes 1 and 6) 453 777 639
Income Before Extraordinary Item 847 1,260 974
Extraordinary Gain (Loss), net of tax 660 (8) -
Net Income 1,507 1,252 974
Dividends and Premiums on Redemptions of
Preferred and Preference Stock (Nate 13) 20 21 72
Earnings Available for Common Stockholders 1,487 1,231 902
Other Comprehensive Inceme, net of tax
Foreign currency translation adjustments (Note 1) (2) - -
Total Comprehensive Income % 1,485 $1,231 $ 902
Common Stock Data (Note 1)
Weighted average shares outstanding 365 361 360
Earnings per share (before extraordinary item)
Basic $ 2.26 $3.43 $2.51
Dilutive $ 2.25 $3.42 $2.50
Earnings per share
Basic $ 4.08 $3.41 $2.51
Dilutive $ 4.07 $3.40 $2.50
Dividends per share $ 2.20 $2 20 $1.90

See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS DEC 31
IVN“;\AILLIONS ) 99 98
ASSETS
Current Assets (Note 1)
Cash and cash equivalents (Note 7) $ 613 § 80
Recelvables {Note 7) 3,248 2,318
Inventory 599 543
Current portion of natural gas transition costs (Note 4) 81 100
Current portion of purchased capacity costs {Note 5) 146 99
Unrealized gains on mark-to-market transactions (Note 7) 1,131 1,457
Other (Note 7) 353 246
Total current assets 6,171 4,843
Investments and Other Assets
Investments in affiliates (Notes 8 and 14) 1,299 902
Nuclear decommissioning trust funds (Note 11) 703 580
Pre-funded pension costs (Note 17) 315 332
Goodwill, net (Notes 1 and 2) 844 495
Notes receivable 154 244
Unrealized gains on mark-to-market transactions {Notes 1 and 7) 690 396
Other 705 283
Total investments and other assets 4,710 3,232
Property, Plant and Equipment (Notes 1, 5, 9, 10 and 11)
Cost 30,436 27,128
Less accumulated depreciation and amortization 9,441 10,253
Net property, plant and equipment 20,995 16,875
Regulatory Assets and Deferred Debits (Note 1)
Purchased capacity costs (Note 5) 497 648
Debt expense 223 253
Regulatory asset related to income taxes 500 506
Natural gas transition costs (Note 4) 4 80
Environmentai clean-up costs (Note 14) 27 69
Other 282 300
Total regulatory assets and deferred debits 1,533 1,856
Total Assets _$| 33,409  $26,806

See Notes to Consolidated Financial Statements.



CONSOLIDATED BALANCE SHEETS cONTINUED DEC 31
"IN MILLIONS o 7 99 98
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities
Accounts payable 3 2312 $ 1,754
Notes payable and commercial paper (Notes 7 and 10) 267 209
Taxes accrued (Note 1) 685 119
Interest accrued 139 109
Current maturities of long-term debt and preferred stock (Notes 10 and 13) 515 707
Unrealized losses on mark-to-market transactions (Notes 1 and 7) 1,241 1,387
Other (Notes 1 and 14) 717 670
Total current habilities 5,876 4,955
Long-term Debt (Notes 7 and 10) 8,683 6,272
Deferred Credits and Other Liabilities (Note 1)
Deferred income taxes (Note 6) 3,402 3,705
Investment tax credit (Note 6) 225 242
Nuclear decommisstoning costs externally funded (Note 11) 703 580
Environmental clean-up habilities (Note 14) 101 148
Unrealized losses on mark-to-market transactions (Note 7) 438 362
Other (Note 14) 2,099 907
Total deferred credits and other hiabilities 6,968 5,944
Minority Interests (Note 2) 1,200 253
Guaranteed Preferred Beneficial Interests in Subordinated
Notes of Duke Energy Corporation or Subsidiaries (Notes 7 and 12) 1,404 919
Preferred and Preference Stock (Notes 7 and 13)
Preferred and preference stock with sinking fund requirements 71 104
Preferred and preference stock without sinking fund requirements 209 209
Total preferred and preference stock 280 313
Commitments and Contingencies (Notes 5, 11 and 14)
Common Stockhoiders’ Equity (Notes 15 and 16)
Common stock, no par, 1 billion shares authorized; 366 million and 363 million
shares outstanding at December 31, 1999 and 1998, respectively 4,603 4,449
Retained earnings 4,397 3,701
Accumulated other comprehensive income (2} -
Total common stockholders’ equity 8,998 8,150
Total Liabihties and Stockholders’ Equity %) 33,409  $26,806

See Notes to Consolidated Financial Statements.
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| CONSOLIDATED STATEMENTS oF CASH FLOWS YEARS ENDED DEC 31

‘ IN MILLIONS 99 98 97

Cash Flows from Operating Activities

Net income $ 1,507 $1,252 $974
Adjustments to reconcile net income to net cash provided by ]
operating activities:
Depreciation and amortization 1,151 1,055 983
Extraordinary (gain) loss, net of tax {660) 8 -
Injuries and damages accrual 800 - -
Deferred income taxes (210) (35) 99
Purchased capacity levehization 104 88 56
Transition cost recoveries (payments), net 95 (28) (36)
(Increase) decrease In
Recevables (659) (18) (266)
Inventory (89) (104) (7)
Other current assets (138) (39) (18)
Increase (decrease) in
Accounts payable 477 72 239
Taxes accrued (57) (6) 50
Interest accrued 32 (2) (13)
Other current habilities 73 84 15
Other, net 258 4 64
Net cash provided by operating activities 2,684 2,331 2,140
Cash Flows from Investing Activities
Capital and investment expenditures ! (5,936) (2,500) (2,028)
Proceeds from sale of subsidiaries 1,900 - -
Decommissioning, retirements and other i 236 24 34
Net cash used 1n investing activities (3,800) (2,476) (1,994)
Cash Flows from Financing Activities
Proceeds from the issuance of
Long-term debt 3,221 1,357 1,618
Guaranteed preferred beneficial interests in subordinated
notes of Duke Energy Corporation or Suhsidiartes 484 581 339
Commen stock and stock options 162 176 15
Payments for the redemption of
Long-term debt (1,505) {698) (869)
Common stock - - (25)
Preferred and preference stock (20) (180) (224)
Net change in notes payable and commercial paper 58 (350) (290)
Dividends paid (822) (814) (726)
Other 22 6 (41)
Net cash provided by {used in) financing activities 1,600 78 (203)
Net increase (decrease) in cash and cash equivalents 484 (67) " (57)
Cash receved from business acquisittons 49 38 -~
Cash and cash equivalents at beginning of year 80 109 166
Cash and cash equivalents at end of year _$ 613 $ 80 $109
Supplemental Disclosures
Cash paid for interest, net of amount capitalized 5 541 $ 490 $476
Cash paid for income taxes % 732 § 733 $470

See Notes to Conschdated Financial Statements
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CONSOLIDATED STATEMENTS oF COMMON STOCKHOLDERS' EQUITY YEARS ENDED DEC 31
IN MILLIONS ) 99 98 97
Common Stock
Balance at beginning of year $| 4,449 $4,284 $4,289
Dividend reinvestment and employee henefits 154 165 (9)
Other capital stock transactions, net - - 4
Balance at end of year 4,603 4,449 4,284
Retained Earnings
Balance at beginning of year 3,701 3,256 3,052
Net income 1,507 1,252 974
Common stock dividends (802} (794) (682)
Preferred and preference stock dividends and premiums
on redemptions (Note 13) (20 (21) (72)
Other capttal stock transactions, net 11 8 (16)
Balance at end of year 4,397 3,701 3,256
Accumulated Other Comprehensive Income
Balance at beginning of year - - -
Foreign currency translation adjustments (Note 1) (2) - -
Balance at end of year 2) - -
Total Common Stockholders® Equity 8,998 $8,150 $7,540

See Notes to Consolidaled Financial Statements.
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NOTES 10 CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997

1SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES
-CONSOLIDATION The consolidated financial statements include
the accounts of all of Duke Energy Corporation’s majority-owned
substdiaries after the ehimination of significant intercompany
transactions and balances Investments in other entities that are
not controlled by Duke Energy Corporation, but where 1t has sig-
nificant influence over operations, are accounted for using the
equity method

The preparation of financial statements in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that affect the amounts report-
ed in the financial statements and accompanying notes Although
these estimates are based on management’s knowledge of current
and expected future events, actual results could differ from those
estimates

“Duke Energy” 15 used in these Motes as a collective 1efer
ence to Duke Energy Corporation and its subsidiaries
-CASH AND CASH EQUIVALENTS All liquid investments with matu-
rities at date of purchase cf three months or less are consideied
cash equivalents
-INVENTORY Inventory consists primarily of materials and sup-
phes, gas held for transmission, processing and sales commit-
ments, and coal held for electric generation Inventory 1s record-
ed at the lower of cost or market, primarily using the average cost
method
-ACCOUNTING FOR RISK MANAGEMENT ACTIVITIES Duke Energy,
primarily through i1ts subsidiaries, manages its exposuie to risk
from existing contractual commitments and provides risk manage-
ment services to 1ts customers and suppliers through commodity
derivatives, including forward contracts, futures, over-the-
counter swap agreements and options

Commodity derivatives utilized for trading purposes are
accounted for using the mark-to-market method Under this
methodology, these instruments are adjusted to market value, and
the unrealized gains and losses are recognized in current period
income and are included 1n the Consolidated Statements of
Income and Comprehensive Income as Natural Gas and Petroleum
Products Purchased or Net Interchange and Purchased Power,
and n the Consolidated Balance Sheets as Unrealized Gains ot
Losses on Mark-to-Market Transactions

Commodity denivatives 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 guabfy 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, gamns and
losses related to commodity derivatives which qualfy as hedges
are recognized 1n income when the underlying hedged physical
transaction closes and are included i the Consolidated
Statements of Income and Comprehensive Income as Natural Gas
and Pefroleum Products Purchased, ot Net Interchange and
Purchased Power If the commodity dervative 1s no longer suffi-
ciently correlated to the underlying commodity, or If the underly-
ing commodity transaction closes earlier than anticipated, the
deferred gams or losses are recognized in income

Duke Energy perwadically uses interest rate swaps, account-
ed for under the accrual method, to manage the interest rate
characteristics associated with outstanding debt Interest iate

18

differentials to he paid or received as interest rates change are
accrued and recognized as an adjustment to intetest expense. The
amount accrued as erther a payable to or recewvable from coun-
teiparties ts included 1in the Consolidated Balance Sheets as
Regulatory Assets and Deferred Dehits

Duke Energy also periodically utihizes interest rate lock
agreements to hedge interest rate risk associated with new debt
issuances Under the deferral method of accounting, gains or loss-
as on such agreements, when settled, are deferred in the
Consolidated Balance Sheets as Long-term Debt and are amortized
in the Consoldaied Statements of Income and Comprehensive
Income as an adjustment to interest expense

Duke Energy is exposed to forergn currency risk from invest-
ments in international affiliates and businesses owned and opet-
ated n foreign countries To mutigate tisks associated with for-
eign currency fluctuations, when possible, contracts are denomi-
nated in or indexed to the U.S. dollar or may be hedged through
debt denonunated in the foreign currency Duke Energy also uses
foreign currency derivatives, where possible, to hedge its risk
related to foreign curtency fluctuations To quahfy as a hedge,
there must be a high degree of correlation between price move-
ments 1n the derwvative and the item designated as being hedged
These derivatives are accounted for under the deferral method
previously descrihed under commodity dervatives used for non-
trading purposes

Duke Energy also enters inte foreign currency swap agree-
ments to manage foreign currency risks associated with energy
contracts denominated n foreign currencies These agreements
ate accounted for under the mark-to-market method pteviously
described
-GOODWILL Goodwill represents the excess of acquisition costs
over the fan value of the net assets of an acquired business. The
goodwill created hy Duke Energy’s acquisitions is amortized on a
straight-line basis over the useful hves of the assets, ranging
from 10 to 40 years The amount of goodwill reported on the
Consol:dated Balance Sheets as of December 31, 1999 and 1998,
respectively, was $844 million and $495 milhion, net of accumulat-
ed amortization of $218 million and $166 milhon. See Note 2 to the
Consolidated Financial Statements for information on significant
goodwill additions
-PROPERTY, PLANT AND EQUIPMENT Property, plant and equip-
ment are stated at original cost Duke Energy capitalizes all con-
struction-retated direct labor and material costs, as well as indi-
rect construction costs. Indirect cosis include general engineer-
ing, taxes and the cost of money The cost of renewals and bet-
terments that extend tha usetul life of property, plant and equip-
ment 1s also capitalized The cost of repatrs and replacements 1s
charged to expense as incuried. Depreciation 1s generally com-
puted using the straight-line method The composite weighted-
average depreciation rates, excluding nuciear fuel, were 3.73%,
3 82% and 3 67% for 1999, 1998 and 1997, 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, 1S charged to accumulated
depreciation and amaoriization When entire regulated operating
units are sold or non-regulated properties are retired or sold, the
property and related accumulated depreciation and amortization
accounts are reduced, and any gamn or loss s recorded in income,
unless otherwise required by the Federal Energy Regulatory
Commission (FERC)



NOTES o CONSOLIDATED FINANCIAL STATEMENTS

-IMPAIRMENT OF LONG-LIVED ASSETS The recoverability of long-
lived assets and intangible assets are ieviewed whenever events or
changes In circumstances indicate that the carrying amount of the
asset may not be recoverable. Such evaluatton 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 presently outstanding long-term debt are amortized
over the terms of the respective 1ssues 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
Iitems

-ENVIRONMENTAL 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
clean-ups are probable and the costs can be reasonably estimat-
ed Certain of these environmental assessments and clean-up
costs are expected to be recovered from Natural Gas
Transmission customers and have, therefore, been deferred and
are included 1n the Consolidated Balance Sheets as Fnvironmental
Clean-up Costs

-COST-BASED REGULATION Duke Eneigy’s regulated operations
are subject to the provisions of Statement of Financial Accounting
Standards {SFAS) No 71, "Accounting for the Effects of Certamn
Types of Regulation ™ Accordingly, certain assets and hahilities
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
labilities are classified in the Consolidated Balance Sheets as
Regulatory Assets and Deferred Debhits, and Deferred Credits and
Other Liabilities, respectively The applicabihity of SFAS No 71 s
routinely evaluated, and factors such as regulatory changes and
the impact of competition are considered Discontinuing cost-
based regulation or increasing competition might require compa-
ntes to reduce their asset balances to teflect a market basis less
than cost and to wnite off their associated regulatory assets
Management cannot gred:ct the potential impact, if any, of dis-
continuing cost-based regulation or increasing competition on
future financial position or consolidated results of operations
However, Duke Energy continues to position itself to effectively
meet these challenges by maintaining competitive prices
-COMMON STOCK OPTIONS Duke Energy accounts for stock-based
compensation using the intrinsic method of accounting Under this
method, compensation cost, If any, 1s 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 1s recorded as compensation cost over the requi-
site vesting period based on the market value on the date of the
grant Pro forma disclosures utthzing the fair value accounting
method are trcluded in Note 16 to the Consolidated Financial
Statements

-REVENUES Revenues on sales of electricity and transportation
and storage of natural gas ate recogmized as service 1s provided
Revenues on sales of natural gas and petroleum products, as well
as electrniaity, gas and other energy products marketed, are rec
ogmized in the period of delivery Recewvables on the Consolidated

Balance Sheets included $207 mulfion and $193 mullion as of
December 31, 1999 and 1998, tespectively, for electric service
that has been provided but not vet billed to customers. When 1ate
cases are pending final approval, a portion of the revenues 1s sub-
Ject to possible refund Reserves are established where required
for such cases

-NUCLEAR FUEL Amortization of nuclear fuel is included in the
Consolidated Statements of Income and Comprehensive Income as
Fuel Used in Electric Generation The amortization 1s recorded
using the units-of-production method

-DEFERRED RETURNS AND ALLOWANCE FOR FUNDS USED DURING
CONSTRUCTION (AFUDC) Deferred returns represent the estr-
mated financing costs associated with funding certain regulatory
assets These 1egulatory 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 regu-
lated facihities AFUDC 15 a non-cash item and 1s recognized as a
cost of Property, Plant and Equipment, with offsetting credits to
Other Income and Expenses, and to Interest Expense After con-
struction 1s completed, Duke Energy 1s permitied to recover these
costs, including a fair return, through their inclusion in rate base
and 1n the provision for depreciation.

Rates used for capitalization of deferred returns and AFUDC
hy Duke Energy’s regulated operations are calculated in compli-
ance with FERC rules
-FOREIGN CURRENCY TRANSLATION Assets and hiabilities 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 heen translated using
average exchange rates prevailing during the year Adjustments
resulting from translation are 'ncluded in the Consolidated
Statements of Income and Comprehensive Income as Foreign
Currency Translation Adjustments The financial statements of
international operations, where the US dollar 1s the functional
currency, reflect certain transactions denominated in the local cur-
rency that have been remeasured in U.S dollars The remeasure-
ment of local currencies into U S. dollars creates gains and losses
flom foreign currency transactions that are included in consolidat-
ed net income
-INCOME TAXES Duke Energy and its subsidiaries file a consoli-
dated federal income tax 1eturn Deferred income taxes have been
provided for temporary differences Temporary differences occur
when events and transactions recognized for financial reporting
result in taxable or tax-deductible amounts in different periods
Investment tax credits have been deferred and are heing amor-
tized over the estimated useful lives of the related properties.
-EARNINGS PER COMMON SHARE Basic earmings per share 1s
based on a simple weighted average of common shares outstand-
ing Dilutive earnings per share reflects the potential difution that
could occur 1f securities or other agreements to 1ssue common
stock, such as stock options, were exercised or converted into
common stock The numerator for the calculation of basic and
dilutive earnings per share 1s earnings available for common
stackhoiders.

19
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\DEN OMINATOR FOR EARNINGS PER SHARE
IN MILLIONS 99 T es 97
‘Denommator Tor basic

earmings per share

(weighted average shares

outstanding) 365 361 360
Assumed exercise of

dilutive stock options a 1 2
Denominator for dilutive earnings

per share 365 362 362

4 yhile Duke Energy had dilutive stock options as of December 31,
1999, the amount did not round to one million

-EXTRAORDINARY ITEMS 1In 1999, Duke Energy realized an exira-
ordimary gain of $660 million, or $1 82 per share, relating to the
sale of certain pipeline companies See Note 2 to the Consolidated
Financial Statements for additional information on the extraordi-
nary item

In January 1998, TEPPCO Partneis, LP {TEPPCO), in which
a subsidiary of Duke Energy has a 2% general partner interest and
a19.1% himited partner 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 Earmings per common share for 1998 were
reduced hy $0.02 as a result of this charge
-NEW ACCOUNTING STANDARD In September 1998, SFAS No
133, "Accounting for Derivative Instruments and Hedging
Activities,” was 1ssued Duke Energy i1s required to adopt this
standard by January 1, 2001 SFAS No 133 requires that ali deriv-
atives be recognized as either assets or habilities and measured
at fair value, and 1t defines the accounting for changes in the fair
vatue of the derivatives depending on the intended use of the
derivative Duke Energy 1s currently reviewing the expected
impact of SFAS No 133 on consolidated resuits of eperations and
financial position
-RECLASSIFICATIONS Certain amounts have been reclassified in
the Consolidated Financial Statements to conform to the current
presentation

QBUSINESS COMBINATIONS, ACQUISITIONS
AND DISPOSITIONS

-BUSINESS COMBINATIONS  PanEnergy Corp (PanEnergy} On
June 18, 1997, Duke Power Company (Duke Power) changed its
name to Duke Energy Carporation and completed a stock-for-stock
merger with PanEnergy (the merger}. PanEnergy was involved in
the gathering, processing, transpertation and storage of natural
gas, the production of naturat gas hquids (NGLs), and the marketing
of natural gas, electricity and other energy-related products
Pursuant to the merger agreement, Duke Energy 1ssued 158 3 mil-
lion shares of its common stock 1n exchange for ali of the out-
standing common stock of PanEnergy Accordingly, each share of
Panknergy comman stock outstanding was cenverted into the right
to receive 1 0444 shares of Duke Energy’s common stock In addi-
tion, each outstanding option to purchase PanEnergy common
stock became an option to purchase common stock of Duke
Energy, adjusted accordingly The merger was accounted for as a
poehing of interests, therefore, the Consolidated Financial
Statements and other financ:al information included in this Annual
Report for periods prior to the merger include the combined
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historical financial results of Duke Power and PanEnergy.
-BUSINESS ACQUISITIONS For acquisitions accounted for using
the purchase method, assets and habilities have been consolidated
as of the purchase date and earnings from the acquisitions have
been included n consolidated earnings of Duke Energy subse-
guent to the purchase date. Assets acquired and habilities
assumed are recorded at theirr estimated fawr vatues, and the
excess of the purchase price over the estimated fatr value of the
net identifiable assets and llabilities acquired are recorded as
goodwill

Dominion Resources’ Hydroelectric, Natural Gas and Diesel
Power Generation Businesses In August 1999, Duke Energy,
through 1ts wholly owned subsidiary Duke Energy International,
LLC (Duke Energy International) reached a definitive agreement
with Dominion Resources, Inc {Dominion Resources) to acguire
its portfolio of hydroelectric, natural gas and diesel power
generation businesses in Argentina, Belize, Bolivia and Peru for
approximately $405 mihon In October 1999, Duke Energy
International completed the purchase of the businesses in Belize
and Peru from Dominten Resources, as well as acquired additional
ownership interests in the Peru business (Egenor) from two other
parties for $152 million 1n cash and certain other ownership interests
in South America The purchase increased Duke Energy
International’s ownership in £genor from approximately 30% to
90% The completion of the purchases in Argentina and Belivia are
subject to receiving appropriate governmental consents and
approvals and are expected to close by mid-2000.

Assets and hiabilities of the Belize and Peru businesses have
been recorded at prehminary farr values along with goodwill of
$74 million which 1s being amortized on a straight-line basis over
35 to 40 years The final purchase price allocation and estimated
hfe of goodwill are subject to adjustment when addittonal infor-
mation concerning asset and liabihity valuations 1s finalized and
the evaluation of certain pre-acquisition contingent habilities has
been completed.

Companhia de Geragdo de Energia Elétrica Paranapanema
(Paranapanema) In August 1999, Duke Energy International
entered a series of transactions to complete a $761 milhion
purchase of a controlling voting interest and an approximate 44%
econcmic interest in Paranapanema, an electric generating
company n Brazi!  Assets and habihities have been recorded at
preliminary fair values along with goodwill of $134 mithon which
1s being amortized on a straight-line basis over 40 years The final
purchase price allocation and estimated life of goodwill are
subject to adjustment when additional information concerning
asset and liability valuations s finalized and the evaluation of
certain pre-acquisition contingent habilities has been completed.

In danuary 2000, Duke Energy completed a tender offer to
the munonity shareholders of Paranapanema and successfully
acquired an additional 51% economic interest in the company
for approximately $280 million This increased Duke Energy's
economic ewnership from approximately 44% to approximately
95% See Note 19 to the Consohidated Financial Statements.

Unton Pacific Resources’ Gathering, Processing and
Marketing Operations On March 31, 1999, Duke Energy through
its wholly owned subsidiary, Duke Energy Field Services, Inc,
completed the $1 35 billien acquisitien of the natural gas gathering,
processing, fractionation and NGL pipehine husiness from Union
Pacific Resources (UPR), as well as UPR’s NGL marketing activities
(collectively, “the UPR acquisition™) Goodwill of $135 million has
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heen recorded and I1s being amortized on a siraight-line hasis over
15 to 20 years The final purchase price allocation and estimated
life of goodwill are subject to adjustment pending additional
infermation concerning asset and hability valuations and the
evaluation of certain pre-acquisition contingent liabilities.
-DISPOSITIONS PEPL Cempanies and Trunkline LNG On March
29, 1999, wholly owned subsidiaries of Duke Energy sold
Panhandle Eastern Pipe Line Company (PEPL), Trunkline Gas
Company and additional storage related to those systems (collec-
tively, the PEPL Companies), which substantially comprised the
Midwest Pipelines, along with Trunkline LNG Company (Trunkline
LNG) to CMS Energy Corporation (CMS) The sales price of $2 2 billion
involved cash proceeds of $1 9 hillien and CMS’ assumption of
existing PEPL debt of approximately $300 muliton The sale resulted
in an extraordinary gain of $660 mithon, net of income tax of $404
ratllion, and an increase 1n earnings per basic share of $1.82.
Under the terms of the agreement with CMS, Duke Energy retained
certain assets and liabilities, such as the Houston office building,
certain environmental, fegal and tax habilities, and substantialty
all intercompany balances Management beheves that the retention
of these items will not have a material adverse effect on consolidated
results of operations or financial position

COMBINED 0PERATING RESULTS OF
lTHE PEPL COMPANIES AND TRUNKLINE LNG 8

FOR THE PERIOD FROM JANUARY 1, 1999
"THROUGH MARCH 28, 1999 (IN MILLIONS)

Operating revenues 126
Operating expenses 57
Other income, net 4

Farnings before interest and taxes 73

2 Excludes intercompany building rental revenue, allocated
corporate expenses, building depreciation and certain other costs
retained by Duke Energy

The pro forma results of operations for acquisitions and
dispositions do not materially differ from reported results

SBUSINESS SEGMENTS Duke Energy 1s an integrated
energy and energy services provider with the abihity to offer phys-
ical 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' Electric
Operations, Natural Gas Transmussion, Field Services, Trading and
Marketing, Global Asset Development, Other Energy Services and
Real Estate Operations.

Electric Operations generates, transmits, distributes and
sells electric energy 1n central and western North Carolina and the
western portion of South Carolina {doing business as Duke Power
or Nantahala Power and Light) These electric operations are sub-
ject to the rules and regutations of the FERC, the Morth Carolina
Utilities Commtssion (NCUC) and the Public Service Comnussion of
South Carolina (PSCSC)

Natural Gas Transmission provides interstate transportation
and storage of natural gas for customers primarily in the Mid-
Atlantic and New England states Until the sale of the Midwest
Pipelines on March 29, 1999, Natural Gas Transmission also pro-
vided interstate transportation and storage services in the mid-
west states See further discussion of the sale of the Midwest

Pipelines in Note 2 to the Consolhidated Financial Statements The
interstate natural gas transmission and storage operations are
subject to the rules and regulations of the FERC

Field Services gathers, processes, transports and markets
natural gas and produces, transports and markets NGLs Field
Services operates gathering systems in western Canada and ten
contiguous states that serve major gas-producing regions in the
Rocky Mountam, Permian Basin, Mid-Centinent and onshore and
offshore Gulf Coast areas

Trading and Marketing markets natural gas, electricity and
other energy-related products across North America Duke Energy
owns a 60% interest in Trading and Marketing’s energy tiading
operations, with Mobi! Corparation owning a 40% minority mterest
This segment also ncludes certain other trading activities and Iim-
ited hydrocarbon exploration and production activities that are
wholly owned by Duke Energy

Global Asset Development develops, owns and operates
energy-refated facilities worldwide Global Asset Development
conducts 1ts operations primarily through Duke Energy North
America, LLC (Duke Energy North America) and Duke Energy
International

Other Energy Services provides engineering, consulting,
construction and integrated energy solutions worldwide, primarily
through Duke Engineering & Services, Inc , Duke/Fluor Daniel and
DukeSolutions, Inc

Real Estate Operations conducts 1ts business through
Crescent Resources, Inc., which develops high quality commercial
and residential real estate projects and manages land holdings in
the southeastern U S.

Duke Energy’s reportable segments are strategic business
units that offer different products and seivices 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 earnings before interest and taxes (EBIT) after deducting
minority interests EBIT presented 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

Qther Operations primarily includes communication services,
water services and certain unallocated corporate items.

21



NOTES 1o CONSOLIDATED FINANCIAL STATEMENTS

‘BUSINESS SEGMENT DATA

IN MILLIONS

DEPRECIATION CAPITAL AND
UNAFFILIATED INTERSEGMENT TOTAL AND INVESTMENT SEGMENT
REVENUES REVENUES REVENUES EBIT AMORTIZATION EXPENDITURES ASSETS

Year Ended Dec 31 1999
Electric Operations $ 4,700 $ - $ 4,700 $ 856 $542 $ 759 $13,133
Natural Gas Transmission 1,100 106 1,206 627 126 261 3,897
Field Services 2,883 707 3,590 144 131 1,630 3,565
Trading and Marketing 11,334 459 11,793 70 12 104 4,060
Global Asset Development 612 165 777 181 104 2,703 6,673
Other Energy Services 886 103 989 94) 14 94 612
Real Estate Operations 233 - 233 176 9 368 983
Other Operations {(6) 44 38 9) 30 17 1,298
Eliminations and Minority Interests = {1,584) (1,584) 92 - - (812)
Total Consolidated $| 21,742 $ - $21,742 $2,043 $968 $5,936 $33,409

Year Ended Dec 31 1998
Efectric Operations $i 4,626 $ - $ 4,626 $1,513 $522 $ 586 $12,953
Natural Gas Transmission 1,426 102 1,528 702 215 290 4,996
Freld Services 2,094 545 2,639 76 80 304 1,893
Trading and Marketing 8,614 171 8,785 81 11 8 3,233
Global Asset Development | 237 82 319 64 31 1,027 2,061
Other Energy Services 436 85 521 10 i2 41 376
Real Estate Operations 181 - 181 142 6 217 724
QOther Operations (4) 26 22 2 32 27 968
Eliminations and Minority Interests - (1,011) (1,011) 57 - - (398)
Total Consolidated 7$ 17,610 $ - $17,610 $2,647 $909 $2,500 $26,806

Year Ended Dec 31 1997
Electric Gperations $| 4,401 $ - $ 4,401 $1,282 $498 $ 743 $12,958
Natural Gas Transmission ] 1,468 104 1,572 624 229 247 5,059
Field Services 2,481 574 3,055 157 71 157 1,855
Trading and Marketing 7,411 78 7,489 23 7 18 1,857
Global Asset Development 109 14 123 4 9 348 988
Other Energy Services 343 33 376 18 6 47 223
Real Estate Operations 124 - 124 98 4 223 594
Other Operations (28) - (28) (120) 17 245 941
Eliminations and Minority Interests = (803) (803) 22 - . {446)
Total Consolidated 4_351 16,309 $ - $16,309 $2,108 $841 $2,028 $24,029

In 1999, forergn operations consisted of 10% of consclidated revenues and 15% of consolidated long-hved assets, primarily in Canada
and Latin America Foreign operations were not material for 1998 and 1997.
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4REGULATORY MATTERS

-ELECTRIC OPERATIONS The NCUC and the PSCSC approve rates
for retatl electric sales within their respective states The FERC
approves Electric Operations’ rates for electric sales to wholesale
customers Flectric sales to the other joint owners of the Catawba
Nuclear Station, which :epresent a majority of Electric
Operations’ electric whelesale revenues, are set through contrac-
tual agreements

In 1997, 1n conjunction with its merger with PanEnergy, Duke
Energy agreed to cap the base electric rates for retail customers
at existing levels through 2000, with very linited exceptions Duke
Energy also agreed to freeze rates, except for the market-based
rates, for transmission and whelesale electric sales In addition,
Duke Energy agreed to a cap on the rates charged to the other
joint owners of Catawba Nuclear Station under the interconnecticn
agreements and on the reimbursement of certain costs related to
administration and general expenses and general plant costs
under operation and fuel agreements Management believes
that these agreements will not have a material adverse effect on
consolidated results of operations or financial position.

Fuel costs are reviewed semiannually in the wholesale juris-
diction and annually in the South Carolina retail jurisdiction, with
provisions for reviewing such costs in base rates In the North
Carolina retayl jurisdiction, a review of fuel costs in rates 1s
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 i1s refiected in revenues The stipu-
lation agreements related to the merger do not apply to the fuel
cost adjustments.

Certam of Electric Operations’ electric wholesale customers,
excluding the other Catawba Nuclear Station joint owners, initiat-
ed proceedings in 1995 before the FERC concerning rate related
matters Duke Energy and nine of its eleven wholesale customers
entered tnto a settlement n July 1996 which reduced the cus-
tomers’ electric 1ates by approximately 9% These contracts will
be in effect through 2001, subject to annual renewals thereafter
Both of the customers that did not enter into the settlement
signed agreements and began purchasing electricity from other
suppliers 1n 1997. Management believes that these agreements
will not have a material adverse impact on consolidated results of
operations ot financial position

In December 1997, Duke Energy filed apphcations with the
FERC, NCUC and PSCSC for authority to combine Nantahala Power
and Light (a whally owned subsidiary) and Duke Power Duke
Energy recewved the necessary approvals in June, April and
February 1998, respectively Nantahala Power and Light began
operabions as a divisicn of Duke Power effective August 3, 1998

On December 20, 1999, the FERC issued Order 2000, which
encourages transmission owners to voluntarily join Regional
Transmission Organizations {RTOs) to increase access to the
nation’s power grid. All public utihties that own, operate, or con-
trol Interstate efectric transmission are required to file with the
FERC hy October 15, 2000. This Tiling must describe the compa-
ny’s proposal to join an RTO, including a description of efforts to
participate, reasons for not participating, plans for further work
towards participation and/or any obstacles in participation  All
RTOs are to be operational by December 15, 2001

-NATURAL GAS TRANSMISSION Duke Energy’s interstate natural
gas pipelines primarily provide transportation and storage ser-
vices pursuant to FERC Order 636. Order 636 allows pipehines to
recover eligible costs resulting from impiementation of the order
(transition costs). In 1994, the FERC approved Texas Eastern
Transmission Corporation’s (TETCO) settlement resolving regula-
tory 1ssues related primarily to Order 636 transition costs and a
number of other issues related to services prior to Order 636
Under the 1994 settlement, TETCO’s lhiabihty for transition costs
was estimated based on the amount of producers’ natural gas
reserves and other factors In 1998, TETCO favorably resolved all
remaining gas purchase contracts, recognizing $39 million of
mcome ($24 mifhon after tax) In addition, the FERC approved a
settlement filed by TETCO, which accelerates recovery of natural
gas transition costs The 1998 settlement 1s not expected to have
a material adverse effect on the consohdated results of opera-
tions or financial position

-GLOBAL ASSET DEVELOPMENT Three Cahfornia electric generat-
Ing plants, Moss Landing, South Bay and Oakland, sell electricity
under the terms of Reliahihty Must Run Agreements with the
Calfornia Independent System Operator, which purchases elec-
tricity at FERC regulaied rates Moss Landing and Oakland have
entered into settlement agreements with respect to the rates to
be paid to them by the Independent System Operator Those set-
tlements were approved by the FERC in January 2000 South Bay
has not reached a final agreement with respect to s electric
rates and, theiefore, 1ts rates are subject to partial refund or sur-
charge Management believes that the final resolution of this mat-
ter will not have a material adverse effect on consclidated results
of operations or financial position

5JOINT OWNERSHIP OF GENERATING
FACILITIES

"JOINT OWNERSHIP OF CATAWBA NUCLEAR STATION

Owner Ow:ershlp Interest
" North Carolina Municipal Power Agency Number 1 (NCMPA) 37 5%
North Carolina Electric Membership Corporation (NCEMC) 28125%
Duke Energy Corporation 125%

Piedmont Municipal Power Agency (PVIPA) 12 5%
Saluda River Electric Cooperative, Inc {Saluda River) 6 375%

100 0%

As of December 31, 1999, $523 million of Property, Plant and
Equipment and $243 nullion of accumulated depreciation and
amoltization represented Duke Energy’s investment in Catawba
Nuclear Station Units 1 and 2 Duke Energy’s share of operating
costs 1s included In the Consolidated Statements of Income and
Comprehensive Income

Duke Energy entered into contractual interconnection agree-
ments with the other joint owners of Catawba Nuclear Station to
purchase declining percentages of the generating capacity and
energy from the station These purchased power agreements
became effective in 1985 and 1986 The purchased power agree-
ments were established for fifteen years for NCMPA and PMPA
and ten years for NCEMC and Saluda River

The portion of purchased capacity subject to levelization not
recovered in rates was deferred. Duke £nergy is recovering the
accumulated batance, including returns on the deferred balance,

23



‘ NOTES 1o CONSOLIDATED FINANCIAL STATEMENTS

over a period expected to end in 2004 Jurisdictional levelizations
are Intended to recover total costs, including deferred returns,
and are subject to adjustments, ncluding final true-ups. The cur-
rent levelized approved revenues are appioximately $186 nullion

For the years ended December 31, 1999, 1998 and 1997,
purchased capacity and energy costs from the other joint owners
was approximately $62 mitlion, $88 mullion and $120 m:llion,
respectively These amounts, after adjustments for the costs of
capacity purchased not reflected in current rates, are mcluded in
the Consolidated Statements of Income and Comprehensive
Income as Net Interchange and Purchased Power As of December
31, 1999 and 1998, $643 nullion and $747 mullion, 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.

The interconnection agreements also provide for supplemen-
tal power sales by Duke Energy to the other joint owners of
Catawba Nuclear Station to satisfy therr capacity and energy
needs beyond the capacity and energy which they retain from the
station or potentially acquire in the form of other resources The
agreements further provide the other joint owners the ability to
secure such supplemental requirements outside of these contrac-
tual agreements following an appropriate notice period. NCEMC,
Saluda River and NCMPA have given such appropriate notice effec-
tive January 1, 2001 PMPA will continue to receive supplemental
power sales from Duke Enet gy through December 31, 2005 As the
other jo:nt owners tetain more capacity and energy from the
station, or obtain additional capacity and energy from a third
party, supplemental power sales are expected to dechine
Management believes this will not have a material advetse effect
on consolidated results of operations or financial pesition.

BINCOME TAXES

\ INCOME T1axX EXPENSE YEARS ENDED DEC 31

[in mILLIONS 99 98 97
"Current income taxes
Federal $ 526 5673 $433
State 138 138 100
Total current income taxes 664 811 533
Deferred income taxes, net
Federal (127) (15) 112
State (65) (4) 9
Total deferred income taxes, net | (192) (19) 121
Investment tax credit amortization W) {15) (15)
Total Income tax expense JS 453 $777 $639
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N MILLIONS YEARS ENDED DEC 31
89 98 97

F\ICOME TAX EXPENSE RECONCILIATION TO STATUTORY RATE
1

Income tax, computed at the

statutory rate of 35% 455 $713 $565
Adjustments resulting from

State income tax,

net of federal income tax effect 47 30 71
Favorable resolution of tax 1ssues | (30) - -
Other items, net (19 (26) 3
Total income tax expense $ 453 $777 $639
Effective tax rate 34.9% 381% 39 6%
NET DEFERRED INCOME TAX LIABILITY COMPONENTS DEC 31
IN MILLIONS 99 98
Deferred credits

and other habilities 556 $ 268
Alternative minimum

tax credit carryforward - 30
Other ) 8 36

Total deferred income tax assets 564 334
Valuation allowance (62) (52)

Net deferred income tax assets 502 282
Investments and other assets (245) (207)
Property, plant and equipment (2,483) (2,405)
Regulatory assets and deferred debits (427) (542)
Regulatory asset

reiated to restating to pre-tax basis (432) (435)
Other - (69)

Total deferred income tax habihties (3,587) (3,658)
State deferred income tax,

net of federal tax effect {340} (357)
Net deferred income tax {iability $ (3,425)  $(3.733)

The change in the net deferred income tax hability from 1998
to 1999 differs from the 1999 defeired income tax expense as a
result of the removal of net deferred income tax habihities due to
the sale of the PEPL Companies and Trunkline LNG

’RISK MANAGEMENT AND FINANCIAL
INSTRUMENTS

-COMMODITY DERIVATIVES Duke Energy, primarily through
Trading and Marketing, manages its exposure to risk from existing
contractual commitments and provides risk management services
to 1ts customers through forward contracts, futures, over-the-
counter swap agreements and options (cottectively, “commodity
derivalives”) Energy commodity forward contracts involve physical
delivery of an energy commodity Energy commodity futures involve
the buying or selling of natural gas, electricity or other energy-
related commodities at a fixed price Qver-the-counter swap agree-
ments require Duke Energy to recetve or make payments hased on
the difference between a specified price and the actual price of the
underlying commedity Energy commodity options held to mitigate
price nisk provide the right, but not the requirement, to buy or sell
energy-related commodities at a fixed price.

Commodity Derivatives — Trading Duke Energy engages in
the trading of commodity derivatives, and therefore experiences
net open positions Duke Energy manages open positions with
strict policies which limit its exposure to market risk and require
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daily reporting to management of potential financial exposure.
These policies include statistical risk tolerance limits using his-
torical price movements to calculate a daily earnings at risk mea-
surement The weighted-average life of Duke Energy’s commodity
risk portfolio was approximately 20 months at December 31, 1999

‘ NET GAINS RECOGNIZED FROM TRADING COMMODITY DERIVATIVES

IN MILLIGNS 99 98 g7
Natural gas T 83 $114 $34
Electricity 41 14 a

2 Not material

ABSOLUTE NOTIONAL CONTRACT QUANTITY OF COMMODITY DERIVATIVES
\ HELD FOR TRADING PURPOSES

‘ DEC 31
99 98
Natural gas, in billion cubic feet 36,285 11,149
Electricity, in gigawatt hours 469,371 112,867
‘ FAIR VALUES OF COMMODITY DERIVATIVES - TRADING
‘ IN MILLIONS 0 o8
ASSETS LIABILITIES ASSETS LIABILITIES
Fair vafue at Dec 31
Natural gas 2,966  $2,855  $1,275  $1,179
Electricity 1,302 1,271 578 570
Average fair values
for the year
Natural gas 2,401 2,269 805 757
Electricity 962 900 420 416

Commodity Derivatives — Non-Trading At December 31,
1999 and 1998, Duke Energy held or issued several commodity
derivatives, primariy 1n the form of swaps, that reduce exposure
to market price fluctuations for certain power and NGL preduction
facilities At December 31, 1999, these commodity derivatives
extended for periods up to ten years The gains, losses and costs
related to non-trading commodity derivatives that qualify as a
hedge are not recognized until the underlying physicat transaction
closes At December 31, 1999 and 1998, Duke Energy had unreal-
1zed net gains (losses) of $(120) millign and $10 milhion, respec-
tively, related to non-trading commodity derivatives The determi-
nation of unrealized net gains (losses) requires judgment n
interpreting market data and developing estimates of fair value
Accordingly, the unrealized net gains (losses) as of December 31,
1999 and 1998 are not necessarily indicative of the amounts Duke
Energy could have realized in the current market

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

99 98
Naturaf gas, in billion cubic feet 592 218
Electricity, in gigawatt hours 45,877 10,618
Power capacity, in megawatt months 25,950 -
Oul, in thousands of barrels 32,764 4,875

-INTEREST RATE DERIVATIVES Duke Energy periodically enters
into financial derivative instruments including, but not imited to,
swaps, options and treasury rate agreements to manage and mit-

igate interest rate risk exposure related to 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 the company's expo-
sure through i1ts use of derivatives Fair values shown in the fol-
lowing table represent estimated amounts that Duke Energy would
have received If the swaps had been settled at current market
rates on the respective dates.

‘ INTEREST RATE DERIVATIVES

‘ DOLLARS IN MILLIONS DEC 31 99
NOTIONAL FAIR CONTRACTS
AMOUNT VALUE EXPIRE
Interest rate
swaps $ 600 $2 2000
DEC 31 98
NOTIONAL FAIR CONTRACTS
AMOUNT VALUE EXPIRE
Interest rate
swaps $ 300 $8 1999-2000

Deferred gains on settled interest rate derivatives were not
material in 1999 or 1998 Unrealized gains and losses and expo-
sure to changes n market condition were not materia! at
December 31, 1999 and 1998 As a result of the interest rate swap
contracts which swap fixed rate obligations to effective floating
rates, Interest expense for the relative notional amount on the
Consolidated Statements of Income and Comprehenstve Income 1§
recognized at the weighted average London interbank offered rate
(LIBOR) for the year plus the applicabie margins

! WEIGHTED AVERAGE RATE FOR INTEREST RATE SWAPS

i FOR YEARS ENDED DEC 31

99 98 97
8% Series B Swap 5.36% 5 69% 578%
7 5% Series B Swap 6.42% 6 74% 6 83%
Commercial paper fixed

rate swaps 4.95% - -

-FOREIGN CURRENCY DERIVATIVES Trading and Marketing enters
into foreign currency swap agreements to manage foreign curren-
cy risks associated with energy contracts denominated in foreign
currencies As of December 31, 1999, the agreements had a
notional contract amount of approximately $762 million, beginning
in the year 2000 and extending to the year 2005, and had a
welghted average fixed exchange rate of 1 470 Canadian dollars
to US dollars. As of December 31, 1998, the agreements had a
notional contract amount of approximately $120 mullion, begmning
In the year 2000 and extending to the year 2005, and had a
welghted average fixed exchange rate of 1 472 Canadian dollars
to U.S dollars The fair value of foreign currency swap agree-
ments was not material at December 31, 1999 or 1998

In anticipation of the tender offer for Paranapanema (see
Note 19 to the Consolidated Financial Statements), Duke Energy
entered nto foreign currency forward contracts to obtain
Brazihan 1eais As of December 31, 1999, the forward contracts
had a notional amount of $280 million at an average exchange rate
of 1 8496 Brazihan reais to US dollars which approximated fan
value.
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-MARKET AND CREDIT RISK New York Mercantile Exchange
(Exchange) traded futures and option contracts are guaranteed by
the Exchange and have nominal credit risk On all other transac-
tions previously described, Duke Energy is exposed to credit risk
in the event of nonperformance by the counterparties. For each
counterparty, Duke Energy analyzes its financial condition prior to
entering Into an agreement, establishes credit inuts and monitors
the appropriateness of these hmits on an ongoing basis The
change 1n market value of exchange-traded futures and cptions
contracts requnes dally cash settlement in margin accounts with
brokers Swap contracts and most other over-the-counter mstruments
are generally settled at the expiration of the contract term and
may be subject to margin requirements with the counterparty.

-FINANCIAL INSTRUMENTS The farr value of financial instruments
s summarized In the following table. Judgment 1s required n
interpreting market data to develop the estimates of fair value
Accordingly, the estimates determined as of December 31, 1999
and 1998 are not necessarily indicative of the amounts Duke
Energy could have realized in current market exchanges. The
majority of the estimated fair value amounts were obtained from

99

mdependent parties
BOOK APPROXIMATE

FINANCIAL INSTRUMENTS
iN MILLIONS
VALUE FAIR VALUE

Long-term debt @ 9,165 ' $8,891
Guaranteed preferred

beneficial interests

in subotdinated notes of Duke

Energy or subsidiaries 1,404 1,207
Preferred stock 4 313 303
98
BOOK APPROXIMATE
VALUE FAIR VALUE
Long-term debt @ 6,959 $7,240

Guaranteed preferred

beneficial interests

in subordinated notes of Duke

Energy or subsidiaries 919 937
Preferred stock 3 333 346

2 Includes current maturities

The fan value of cash and cash equivalents, notes recevable,
notes payable and commercial paper are not materially different
from therr carrying amounts because of the short-term nature
of these mstruments or because the stated rates approximate
mat ket rates

Guarantees made on behalf of affiliates or recourse provi-
sions from affiliates have no book value associated with them, and
there are no fair values readity determinable since quoted market
prices are not available

8INVESTMENT IN AFFILIATES Investments in domes-
tic and international affiliates which are not controlled by Duke
Energy but where Duke Energy has significant influence over oper-
ations are accounted for by the equity method These tnvestments
include undistributed earnings of $6 mullion and §5 mullion tn 1999
and 1998, respectively. Duke Energy’s share of net income from
these affiliates 1s reflected Iin the Consohidated Statements of
Income and Comprehensive Income as Othet Operating Revenues
-NATURAL GAS TRANSMISSION  Investments primarily include
ownership interests in natural gas pipeline joint ventures which
transport gas from Canada to the US Investments include a
37 5% ownership interest in Mantimes & Northeast Pipeling,
L L.C.

-FIELD SERVICES Investments primarily include a 37% interest
In a partnership which awns natural gas gathering systems in the
Gulf of Mexico (Dauphin Island Gathering Partners) and a 21 1%
interest in TEPPCO

-GLOBAL ASSET DEVELOPMENT Global Asset Development has
investments in various natural gas and electric generation and
transmission facilities in 1ts targeted geographic areas Significant
investments include a 50% indirect interest 1n VMC Generating
Company, a merchant electric generating company, a 36.8%
indirect interest in American Ref-Fuel Company and a 25% ndirect
interest in National Methanol Company, which owns and operates
a methano! and MTBE (methyl tertiary butyl ether) business in
Jubail, Saud: Arahia

-OTHER ENERGY SERVICES Investments include the participation
in various construction and support activities for fossil-fueled
generating plants.

-REAL ESTATE OPERATIONS Investments include various real
astate development projects

-QTHER OPERATIONS Investments include a 20% interest 1n the
BellSouth PCS L P joint venture, which provides wireless personal
communication services
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} INVESTMENT IN AFFILIATES

’m MILLIONS
DEC 31 99 DEC 31 98 DEC 31 97
DOMESTIC INTERNATIONAL TOTAL DOMESTIC INTERNATIONAL TOTAL DOMESTIC INTERNATIONAL TOTAL
Natural Gas
Transmission g 67 $8 $ 150 $104 $ 37 $141 $ 67 $ - $ 67
Field Services 439 - 439 303 - 303 160 - 160
Global Asset
Development 425 224 649 171 223 394 174 208 382
Other Energy
Services 51 6 57 19 23 42 16 10 26
Real Estate
Operations 11 - 11 5 - 5 2 - 2
Other
Operations (7) - (7) 17 - 17 36 13 49
Total 986 $313  $1,299 $619 $283 $902 $455 $231 $686
fEQUITY IN EARNINGS OF INVESTMENT
IN MILLIONS ) )
FOR THE YEARS ENDED DEC 31 99 o DEC 31 98 ] - DEC 31 97
DOMESTIC INTERNATIONAL TOTAL DOMESTIC [INTERNATIONAL TOTAL DOMESTIC INTERNATIONAL TOTAL
Natural Gas
Transmission F 16 $ 9 § 25 $ 14 $ 3 $ 17 $ 8 $ - § 8
Field Services 44 - 44 9 - 9 19 - 19
Global Asset
Development 47 10 57 50 18 68 8 21 29
Other Energy
Services 10 3 13 1 13 14 4 8 12
Real Estate
Operations 3 - 3 - - - - - -
Other
Operations (30) - (30) (29) - (29) (30) - (30)
Total b 90 $22 §$§ 112 $ 45 $ 34 $ 79 $ 9 $ 29 § 38
‘\ SUMMARIZED cOMBINED FINANCIAL INFORMATION OF UNCONSOLIDATED SUBSIDIARIES * o
‘IN MILLIONS
DEC 31
99 98 97
Balance Sheet
Current Assets b 1,544 $ 848 $ 642
Noncurrent Assets 7,826 7,340 5,868
Current Liabihties 1,155 1,084 758
Noncurrent Liabilities 4,727 3,384 3,257
Net Assets 5 3,488 $3,220 $2,495
Income Statement
Operating Revenues 3,510 $1,667 $ 905
Operating Expenses 3,104 1,166 703
Net Income 193 263 72

Duke Energy had outstanding notes receivable from certain affiliates of $72 million and $80 million at December 31, 1999 and

1998, respectively.
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gPROPERTY, PLANT AND EQUIPMENT ‘LONG-TERM DEBT (CONTINUED)
‘ DEC 31
‘ PROPERTY, PLANT AND EQUIPMENT YEAR DUE 99 98
i MiLLIONS DEC 31 DUKE CAPITAL CORPORATION
s o8 Senior Notes
Fectnc ity % 208209 60 150
P d il -
Generation > 7876 § 7.670 Commercial paper, 591%
Transmission and o, and 5 73% weighted-average rate
distribution 6,577 6,324 at December 31, 1999 and 1998,
General plant 1,166 1,127 respectively 500 500
Nuclear fuel 741 334 Note payable to affiliate 5 03%
Constiuction work and 4 68% weighted-average rate
In progress _ 343 328 at December 31, 1999 and 1998,
Total electric ufility 16,703 16,003 respectively 83 24
Natural gas transnission 4,473 6,194 PANENERGY
Non-regulated generation 4,457 837 Bonds
Gathering and processing 2,428 1,409 7/ % 2022 398 328
Construction work 8'/ % Debentures 2025 100 100
In progress 881 469 Notes
Other property 7% - 9.9%,
and equipment 1,494 2,216 maturing sertally 2003 - 2006 | 395 395
Total Propetty, Notes matured during 1999 - 114
Plant and Equipment 5 30,436 $27,128
TETCO
ACCUMULATED DEPRECIATION Notes
IN MILLIONS DEC 31 8% - 10/ % 2000 - 2004 500 500
99 98 Medium-term, Series A,
Electric utility 2 6,950 $ 6,371 7.64% - 9 07% 2001 - 2012 51 100
Natural gas transmission 1,217 2,585
Non-regulated generation 493 26 ALGONQUIN GAS TRANSMISSION COMPANY
Othel 781 1!271 9 13% Notes 2003 100 100
Total Accumulated 5
Depreciation 9,441 $10,253 C_RESCENT RESOURCES, INC
s Construction and mortgage loans,
2 Includes amortization of nuciear fuel 1999 - $444 million, 1998 586% -7 26% 2000 - 2011 46 69
- $325 million Revolving credit facilities,
10 5 98% weighted-average rate
DEBT AND CREDIT FACILITIES at December 31, 1998 2001 - 100
‘ LONG-TERM DEBT GLOBAL ASSET DEVELOPMENT
‘m MILLIONS DEC 31 Medium-term note, ?’25% 2004 162 -
YEAR DUE s s Credit fhatcn(;utles, 6 Dl%l t
wel ed-average raie a
DUKE ENERGY Dec%mber 31, 1%99 2002 460 -
First and refunding ‘ Notes
mortgage bonds 2 X 7.69% - 18% 2000 - 2005 | 107 33
7% 2000 $ 200 $200 7 8% 2004 - 2013 161 _
5/%-6/% 2001 - 2008 625 625 6% - 10% ¢ 2013 - 2017 485 _
6 /% -830% 2023 - 2025 661 678 Capital leases 2009 - 2028 207 _
7% - 895% 2027 - 2033 165 165 Notes matured during 1999 - 78
Mortgage bonds matured during 1999 - 425
Pollution control deht, Other debt of subsidiaries 34 313
385% -775% 2012 - 2017 172 172 Unamortized debt discount
Notes and premium, net (62) (48)
538% -921% 2009 - 2016 264 65 Total long-term debt 9,165 6,959
6% - 6 6% 2028 - 2038 500 300 Current maturities of long-tesm deht (482) {687)
Commercial paper, 5 84% and 5.28% Total long-term portion b 8,683 $6,272
weighted-average rate at N
December 31, 1999 and 1998, 2 Substantially all of Electric Operations’ electric p}ant was mortgaged
respectively 1,000 1,200 Substantial amounts of Crescent Resources’ real estate devel-
R opment projects, land and buildings were pledged as collateral
Uther debt 2 2 € Paranapanema (Brazil) debt, principal 1s indexed annually to
CONTINUED r inflation - '
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ANNUAL MATURITIES

"IN MILLIONS

2000 % 48?2
2001 i 306
2002 225
2003 601
2004 958

Annual maturities exclude $1,736 million of fong-term deht
that matures after 2004 which have call options whereby Duke
Energy has the option to repay the debt early Based on the years
in which Duke Energy may first exercise their redemption options,
$881 miliion could potentialiy be repaid i 2000, $328 million 1n
2002, $227 million 1n 2003, $200 milhion v 2004 and $100 million
thereafter.

‘ CREDIT raciuTies

|'IN MILLIONS
! DEC 31 99
CREDIT FACILITIES OUTSTANDING
364-day facilities @ $ 823 $ 10
Three-year revolving
facihities 565 450
Four-year revolving
facilities 125 -
Five-year revelving
facilities @ 2,200 -
Total Consolidated ﬁ 3,713 $460
DEC 31 98
CREDIT FACILITIES OQUTSTANDING
364-day facihties @ 600 s -
Four-year revolving
faciities 125 100
Five-year revolving .
facilities @ 2,200 -
Total Consolidated 2,925 $100

& Supported commercial paper facihties.

NOTES PAYABLE AND COMMERCIAL PAPER

IN MILLIONS DEC 31
99 98

Credit facilities outstanding S 460 $ 100
Note payable 86 4
Commercial paper outstanding 1,764 1,905
2,310 2,009

Less portion classified as long-term
Credit facilities (460) (100)

Note payable (83) -
Commercial paper (1,500) (1,700)
Portion classified as short-term b 267 $ 209

The weighted average interest rate on outstanding short-
term notes payable and commercial paper at December 31,
1999 and 1998 was 5.72% and 5.23%, respectively.

T""NUCLEAR DECOMMISSIONING COSTS
-NUCLEAR DECOMMISSIONING CQSTS  Estimated site-specific
nuclear decommissioning costs, including the cost of decommis-
sioning plant components not subject to radioactive contamina-
tion, total approximately $1 9 billion stated in 1999 dollars based
on decommissioning studies completed 1n 1999 This amount
includes Duke Energy’s 12.5% 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 grant-
ed Duke Energy recovery of estimated decommissioning costs
through retail rates over the expected remaining service periods
of Duke Energy’s nuclear stations Such estrmates presume each
unit will be decommissioned as soon as possible following the end
of 1ts license hife Although subject to extension, the current oper-
ating licenses for Duke Energy’s nuclear units expire as follows
Oconee 1 and 2 — 2013, Oconee 3 — 2014; McGuire 1 — 2021,
McGuire 2 — 2023, and Catawba 1 ~ 2024, Catawba 2 — 2026

During 1999 and 1998, Duke Energy expensed approximately
$57 milhon which was contributed to the external funds foi
decommissioning costs and accrued an additional $6 million to the
intetnal reserve Muclear units are depreciated at an annual rate
of 4 7%, of which 1 61% 1s for decommissioning The balance of
the external funds as of December 31, 1999 and 1998 was $703
mithion and $580 mulhion, respectively The balance of the internal
reserve as of December 31, 1999 and 1998 was $223 mullion and
$217 nullion, respectively, and 1s reflected in the Consolidated
Balance Sheets as Accumulated Depreciation and Amortization
Management believes that the decommissioning costs being
recovered through rates, when coupled with assumed after-tax
fund earnings of 5 5% to 5.9%, are currently sufficient to provide
for the cost of decommissioning

A provision n the Energy Policy Act of 1992 established a
fund for the decontamination and decommissioning of the
Department of FEnergy’s (DOE) uranium enrichment plants
Licensees are subject to an annual assessment for 15 years based
on their pro rata share of past enrichment services. The annual
assessment 1s recorded in the Consohidated Statements of Income
and Comprehensive Income as Fuel Used in Electric Generation
Duke Energy paid $10 million during 1999 and has paid $75 million
cumulatively related to its ownership interests in nuclear plants.
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The remaining hability and regulatory assets of $70 nullion and
$79 million at December 31, 1999 and 1998, respectively, are
reflected in the Consolidated Balance Sheets as Deferred Credits
and Other Liabihties, and Regulatory Assets and Deferred Debits,
respectively

-SPENT NUCLEAR FUEL  Under provisions of the Nuclear Waste
Pohicy Act of 1982, Duke Energy has enteted into contracts with the
DOE for the disposat of spent nuclear fuel The DOE failed to begin
accepting the spent nuclear fuel on January 31, 1998, the date pro-
vided by the Nuclear Waste Policy Act and by Duke Energy's contract
with the DOE On June 8, 1998, Duke Energy filed with the United
States Coutt of Federal Claims a claim against the DOE for damages
In excess of $1 billion arising out of the DOE's failure to begin
accepting commercial spent nuclear fuel by January 31, 1998
Damages claimed in the suit are intended to recover costs that Duke
Energy 1s incurring and will continue to incu: as a result of the DOE's
partial material breach of 1ts contract with Duke Energy, including
costs associated with securing additional spent fuel storage capacity.
Duke Energy will continue to safely manage 1ts spent nuclear fuel
until the DOE accepts 1t. Payments made to the DOE for disposal
costs are based on nuclear output and are included n the
Consolidated Statements of Income and Comprehensive Income as
Fuel Used in Electric Generation.

12GUARANTEED PREFERRED BENEFICIAL
INTERESTS IN SUBORDINATED NOTES OF
DUKE ENERGY OR SUBSIDIARIES

Duke Energy and Duke Capital Corporation (Duke Capital) have
each formed business trusts for which they own all the respective
common securities. The trusts 1ssue and sell preferred securities
and invest the gross proceeds in assets of the trusts Substantially
all the assets of each trust are jumior subordinated notes issued hy
the respective company

|TRUST PREFERRED SECURITIES

iIN MILLIONS DEC 31
ISSUED RATE 95 98  JUNIOR SUBORDINATED NOTES
Duke Energy
1997 72% $ 350  $350 7 2% Series A due 2037
1999 7 2% 250 - 7.2% Series B due 2039
Duke Capital
1998 7'/ % 250 250 7 /% Seties A due 2038
1998 7% 350 350 7 /% Series B due 2038
1999 8/ % 250 - 8"/ % Series C due 2029
Unamortized
debt discount {46) (1)
$ 1,404 £919

These trust preferred securities represent preferred undivided
beneficial interests in the assets of the respective trusts Payment of
distributions on these preferred securities i1s guaranteed by the respec-
tive company, but only to the extent the trusts have funds legally and
immediately available to make such distibutions Dwvidends of $87
million, $44 million and $15 million related to the trust preferred
securities have been mncluded in the Consohdated Statements of
Income and Comprehensive Income as Minonity Interests for the years
ended December 31, 1999, 1998, and 1997, respectively

F 30

NOTES 10 CONSOLIDATED FINANCIAL STATEMENTS

18pREFERRED AND PREFERENCE STOCK

AUTHORIZED sHARES OF STOCK AS OF DECEMBER 31, 1999 AND 1998

PAR SHARES
VALUE (IN MILLIONS)
Preferred Stock $ 100 125
Preferred Stock A 25 100
Preference Stock 100 1.5

As of December 31, 1999 and 1998, there were no shares of
preference stock outstanding

|
PREFERRED s70CK WITH SINKING FUND REQUIREMENTS
DOLLARS IN MILLIONS

SHARES
YEAR OUTSTANDING DEC 31

RATE/SERIES ISSUED AT DEC 31 99 99 98
610% C

(Preferred Stock A) 1992 800,000 $ 20 $ 20
620% D

(Preferred Stock A) 1992 800,000 20 20
6.20% T 1992 130,000 13 13
6.30% U 1992 130,000 13 13
6.40% Vv 1992 130,000 138 13
675% X 1993 250,000 25 25
595% B

(Preferred Stock Ay 21992 - - 20

Total $ 104  §124

2 preferred stock series redeemed n‘.'SVeptember 1999

The annual sinking fund requirements for 2000 through 2004
are $33 million, $33 million, $13 million, $2 milhion and $2 million,
respectively Some additional redemptions are permitted at Duke
Energy’s option.

PREFERRED STOCK WITHOUT SINKING FUND REQUIREMENTS

DOLLARS IN MILLIONS SHARES
YEAR OUTSTANDING DEC 31

RATE/SERIES ISSUED AT DEC 31, 99 99 98
450% C 1964 175,000 $ 18 $ 18
7 85% S 1992 300,000 30 30
7 00% W 1993 249,989 25 25
704% Y 1993 299,995 30 30
6 375%

(Preferied Stock Ay 1993 1,257,185 31 31
Auction Series A 1990 750,000 75 75

Total $ 209 $209

The call provisions for the outstanding preferred stock spec-
ify various redemption prices not exceeding 104% of par value,
plus accumulated dividends to the redemption date

During February 1998, Duke Energy purchased approxi-
mately two million shares of its preferred stock for $180 million
During December 1997, Duke Energy redeemed approximately
three mithon shares of preferred stock for $203 milllon The
premums related to these redemptions were included n the
Consohdated Statements cf Income and Comprehensive Income as
Dividends and Premiums on Redemptions of Preferred and
Preference Stock for 1997.
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14COMMITMENTS AND CONTINGENCIES
-NUCLEAR INSURANCE 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 Catawha Nuclear Station with two nuclear reactors
Nuclear insurance coverage 1s maintained in three program areas.
liability coverage, property, decontamination and decommission-
Ing coverage, and business interruption and/or extra expense
coverage Certain expenses assocrated 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 1s required
fo insure against pubhic hability claims resutting from nuclear inci-
dents to the full ltmit of hability of approximately $9.8 billion

Primary Liabilty Insurance The maximum required private
primary liability insurance of $200 million has been purchased
along with a hke amount to cover certain worker tort claims.

Excess Liabiity Insurance  This policy currently provides
approximately $9.6 billion of coverage through the Price-Anderson
Act’s mandatory industry-wide excess secondary insurance pro-
gram of risk pooling The $9.6 billion of coverage is the sum of the
current potential cumulative retrospective premium assessments
of $88 million per licensed commercial nuclear reactor This $9.6
bilion will be increased by $88 million as each additional com-
merctal nuclear reactor 1s licensed, or reduced by $88 miliion for
certain nuclear reactors that are no longer operational and may
be exempted from the risk peoling insurance program. Under this
program, licensees could he assessed retrospective premiums to
compensate for damages in the event of a nuclear incident at any
licensed facihity in the nation If such an incident occurs and pub-
fic llability 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 mrllion a year per licensed
reactor for each incident The $88 milhion amount 1s subject to
indexing for inflation and may be subject to state premium taxes

Duke Energy 1s a member of Nuclear Flectric Tnsurance
Limited (NEIL), which provides property and business interruption
Insurance coverage for Duke Energy’s nuclear facilities under the
following three policy programs:

Primary Property Insurance This policy provides $500 mil-
lton in primary property damage coverage for each of Duke
Energy’s nuclear facilities

Excess Property Insurance This policy provides excess
property, decontamination and decommissioning liabihty insur-
ance in the following amounts $2.25 billion for the Catawba
Nuclear Station and $1 5 billion each for the Oconee and McGuire
Nuclear Statrons

Business Interruption Insurance This policy provides busi-
ness interruption and/or extra expense coverage resulting from
an accidental outage of a nuclear umt Each umit of the McGuire
and Catawba Nuclear Stations 1s insured for up to approximately
$4 miflion per week and the Oconee Nuclear Station units are
insured for up to approximately $3 million per week. Coverage
amounts per umit dechne f more than one unit 1s mvolved in an
accidental outage. Inttial coverage begins after a 12-week
deducttble period and continues at 100% for 52 weeks and 80%
for the next 110 weeks.

If NEIL's losses ever exceed its reserves for any of the
above three programs, Duke Energy will be lrable for assessments
of up to five times its annual premiums The current potential

maximum assessments are as follows- Primary Property
Insurance — $22 million, Excess Property Insurance — $22 million,
Business Interruption Insurance — $20 million.

The other joint owners of the Catawba Nuclear Station are

ohhgated to assume their pro rata share of any liabilities for ret-
rospecttve premiums and other premium assessments resulting
from the Price-Anderson Act’s excess secondary Insurance pro-
gram of risk pooling or the NEIL pohcies.
-ENVIRONMENTAL Duke Energy 1s subject to international, feder-
al, state and locat regulations regarding air and water quality,
hazardous and solid waste disposal and other environmental mat-
ters

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 certarn former manufactured gas
plant sites to investigate and, where necessary, remediate these
contaminated sites. The State of South Carolina has expressed
interest in entering into a similar arrangement. Duke Energy Is
constdered by regulators to he a potentially responsible party and
may be subject to future iability at seven federal Superfund sites
and two state Superfund sites. While the cost of remediation of
the remaining sites may be substantial, Duke Energy will share in
any habihty associated with remediation of contaminatien at such
sites with other potentially responsible parties Management
beheves that resolution of these matters will not have a material
adverse effect on consolidated results of operations or financial
position

PCB (Polychlorinated Biphenyl} Assessment and Clean-Up
Programs 1In June 1999, the Environmental Protection Agency
{EPA) certified that TETCO, a wholly owned subsidiary of Duke
Energy, had completed clean up of PCB contaminated sites under
conditions stipulated by a U S Consent Decree in 1989 TETCO 1s
required to continue groundwater monmtoring on a number of sites
for at least the next two years The estimated cost of such moni-
toring 1s not material.

Under terms of the agreement with CMS discussed in Note 2
to the Consolidated Financial Statements, Duke Energy 1s cbligat-
ed to complete clean-up of previous identified contamination at
certain agreed-upon sites on the PEPL and Trunkline systems.
These clean-up programs are expected to continue until 2001. The
contamination resulted from the past use of lubricants containing
PCBs and the prior use of wastewater collection facihities and
other on-site disposal areas. Soil and sediment testing, to date,
has detected no significant off-site contamination. Duke Energy
has communicated with the EPA and appropriate state regulatory
agencies on these matters

At December 31, 1999 and 1998, remaining estimated clean-
up costs on the TETCO, PEPL and Trunkline systems have been
accrued and are included in the Consclidated Balance Sheets as
QOther Current Liabilities and Envircnmental Clean-up Liabilities.
These cost estimates represent gross clean-up costs expected to
be incurred, have not been discounted or reduced by customer
recoveries and generally do not include fines, penalties or third-
party claims Costs expected to be recovered from customers have
been deferred and are included n the Consolidated Balance
Sheets as of December 31, 1999 and 1998, as Envircnmental
Clean-up Costs

The federal and state clean-up programs are not expected to
interrupt or diminish Duke Energy’s ability to deliver natural gas
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to customers. Based on Duke Energy’s experience to date and
costs incurred for clean-up eperations, management believes the
resolution of matters relating to the environmental issues
discussed above will not have a material adverse effect on con-
solidated results of operations or financial position

-INJURY AND DAMAGES CLAIMS Duke Energy has experienced
numerous claims relating to damages for personal imury alleged
to have arisen from the exposure to or use of asbestos 1n connec-
tion with construction and maintenance activities performed by
Duke Energy on its electric generation plants during the 1960s and
1970s During 1999, Duke Energy experienced a significant
increase 1n the number of these claims This increase, coupled
with 1ts cumulative experience in claims received, prompted Duke
Energy to conduct a comprehensive review which was completed
In late 1999 and to record an $800 milhon accrual, which 1s included
in Other Deferred Credits and Other Liabilities in the Consolidated
Financial Statements, to reflect the purchase 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 $16 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 receiwved, portions of the
estimated claims may not be received and paid for 30 or more
years Amounts reserved for injury and damages claims were not
material in 1998 and 1997.

While Duke Energy has recorded an accrual related to this

estimated liability, such estrmates cannot be made with certainty.
Factors, such as the frequency znd magnitude of claims, could
result in changes in the estimates of the injury and damages
liabihity 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 tnsurance
program related to this liability, management believes that any
changes In the estimates would not have a material adverse effect
on consclidated results of operations or financial position
-LITIGATION Duke Energy and its subsidiaries are involved in
legal, tax and regulatory proceedings before various courts, regu-
latory commissions and governmental agencies regarding perfor-
mance, contracts and other matters arising in the ordinary course
of business, some of which invoive subsiantral amounts Where
appropriate, Duke Energy has made accruals in accordance with
SFAS No 5, “Accounting for Contingencies,” to provide for such
matters Management believes that the final disposition of these
proceedings will not have a material adverse effect on consolidat-
ed results of operations or financial position.
-OTHER COMMITMENTS AND CONTINGENCIES Periodically, Duke
Energy may become involved in contractual disputes with natural
gas transmission customers involving potential or threatened
abrogation of contracts by the customers If the customers are
successful, Duke Energy may not receive the full value of
anticipated benefits under the contracts

In the normal course of business, certain of Duke Energy’s
subsidiaries and affiliates enter into various contracts for energy
services that contain certain schedule and performance require-
ments. Certain subsidiaries of Duke Energy had guaranteed per-
formance under some of these contracts in the amount of approx-
imately $2 5 billion and $1 2 billion as of December 31, 1999 and
1998, respectively. In addition, certain subsidiaries of Duke
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Energy have guaranteed debt agreements of affiliates and have
provided surety bonds and letters of credit, all of which totaled
approximately $853 miullion and $492 million as of December 31,
1999 and 1998, respectively The increase in the amount of these
obhgations 1s due to the increased construction activities at Duke
Energy North America and Duke/Fluor Daniel Management monitors
and approves these aobligations and believes it 1s unlikely that
Duke Energy would be required to perform or otherwise incur any
material losses assoclated with the above obligations
Management believes that these commitments and
contingencies will not have a material adverse effect on consoli-
dated results of operations or financial position.
-LEASES Duke Energy utilizes assets under operating leases n
several areas of operations. Consolidated rental expense amounted
to $87 million, $80 million and $92 million 1n 1999, 1998 and 1997,
respectively. Future minimum rental payments under Duke
Energy’s various operating leases for the years 2000 through
2004 are $79 miliion, $68 million, $58 million, $50 million and $45
miflion, respectively.

15COMMON STOCK At Duke Energy’s annual meeting of
shareholders held on Apri? 15, 1999, shareholders approved an
amendment to the Articles of Incorporation to increase the autho-
rized common stock from 500 miilion to 1 billion shares.

In 1996, the Board of Directors authorized Duke Energy to
repurchase up to $1 billion of its common stock during the period
beginning February 1996 and ending February 2001 No repur-
chases of common stock were made in 1999, 1998 or 1997, and
none are anticipated in the future

163TOCK-BASED COMPENSATION Under Duke Energy’s
1998 Stock Incentive Pian, stock options for up to fifteen million
shares of common stock may be granted to key employees. Under
the plan, the exercise price of each option granted equals 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
exercise term of ten years.

Effective with Duke Energy’s merger with PanEnergy Corp,
each share of PanEnergy common stock, outstanding immediately
prior to the merger, was converted into the right to receive 1.0444
shares of Duke Energy common stock. Each option to purchase
PanEnergy common stock, outstanding prior to the merger, was
assumed by Duke Energy and became exercisable upon the same
terms as under the applicable PanEnergy stock option plan and
option agreement, except that these options became optiens to
purchase shares of Duke Energy common stock, appropriately
adjusted.
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7STOC K OPTION ACTIVITY

OPTIONS WEIGHTED AVERAGE
(IN THOUSANDS) EXERCISE PRICE

Qutstanding at

Dec 31 1996 3,274 $ 20
Granted 388 44
Exercised (873) 19
Forfeited (60) 27

Outstanding at

Dec 31 1997 2,729 24
Granted 3,548 57
Exercised (948) 21
Forfeited (868) 57

Outstanding at

Dec 31 1998 4,461 45
Granted 5,154 54
Exercised (428) 23
Forfeited (375) 57

Outstanding at
Dec 31 1999 8,812 51

!STOCK OPTIONS AT DEC 31, 1999

! QUTSTANDING

WEIGHTED WEIGHTED
RANGE OF AVERAGE AVERAGE
EXERCISE NUMBER REMAINING EXCERCISE
PRICES (IN THOUSANDS)  LIFE (YRS) PRICE

$10 to $14 36 i.4 12

$15 to 820 728 4.0 19

$21 to $25 153 4.2 23

$26 to $31 157 6.1 27

$42 to $50 2,992 9.8 49

$51 to $59 4,443 86 58

$60 to $67 303 9.0 65

Total 8,812

EXERCISABLE

WEIGHTED
RANGE OF AVERAGE
EXERCISE NUMBER EXERCISE
PRICES (IN THOUSANDS) PRICE

$10 to $14 36 12

$15 to $20 728 19

$21 to $25 153 23

$26 to $31 157 27

$42 to $50 124 44

$51 to $59 582 57

$60 to $67 13 67

Total 1,793 34

Duke Energy had 1.5 mithon and 2.4 million options exercis-
able at December 31, 1998 and 1997, with weighted average exer-
cise prices of $22 and $21 per option, respectively.

The weighted-average fair value of options granted was $10,
$9 and $10 per option during 1999, 1998 and 1997, respectivety
The fair value of each option grant was estimated on the date of
grant using the Black-Scholes option-pricing model.

WEIGHTED-AVERAGE ASSUMPTIONS FOR OPTION-PRICING
99 98 97

Stock dividend yield 41% 4.2% 3.5%
Expected stock price volatihty  18.8% 151% 20.7%
Risk-free interest rates 5.5% 56% 6.5%
Expected option lives 7 years 7 years 7 years

Had compensation expense for stock-based combensation
been determined based on the fair value at the grant dates, 1999
net income would have been $1,498 miflion, or $4 06 per basic
share, 1998 net income wouid have heen $1,250 million, or $3 40
per basic share; and 1997 net income would have been $971 mil-
lion, or $2 50 per basic share

Duke Energy has the 1996 Stock Incentive Plan (the 1996
Plan) under which two million shares of common stock were
reserved for awards to employees. Restricted stock grants made
under the 1996 Plan vest over a period ranging between one and
five years Duke Energy awarded 65,850 restricted shares (fair
value at grant dates of approximately $4 million) in 1999 and
3,000 restricted shares in 1998 Compensation expense for the
grants 1s charged to earnings over the restriction period and was
not material in 1999, 1998 or 1997

In addition, Duke Energy granted Performance Awards under
the 1998 Long-Term Incentive Plan (the 1998 Plan), under which
fifteen million shares of common stock have been reserved for
employee awards Grants under the 1998 Plan vest over pericds
ranging between one and seven years Duke Energy awarded
493,200 shares (fair value at grant dates of $26 million) in 1999
Compensation expense for the stock grants 1s charged to earnings
over the vesting period, and amounted to $3 million 1n 1999.

"”EMPLOYEE BENEFIT PLANS

-RETIREMENT PLANS Duke Energy and its subsidiaries mamntain
a non-contributory defined benefit retirement plan covering maost
employees with minimum service requirements using a cash bal-
ance 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 earn-
ings and current interest credits.

On December 31, 1998, all defined benefit retirement plans
maintamed by Duke Energy and tts subsidiaries, except for the
PanEnergy retirement plan, were merged to form the Duke Energy
Retirement Cash Balance Plan (Duke Energy Plan). The plan merg-
er changed the benefit for certain participants, from a formula
based primarily on benefit accrual service and highest average
earnings, to a cash balance formuia.

Through December 31, 1998, the PanEnergy retirement plan
provided retirement benefits (1) for eligible employees of certain
subsidiaries that are generally based on an employee’s years of
benefit accrual service and highest average elhigible earnings, and
(i) for eligible employees of certain other subsidiaries under a
cash balance formula. In 1998, a significant amount of lump sum
payouts was made from the PanEnergy plan resulting in a settle-
ment gain of $10 million. Effective January 1, 1999, 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
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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 1s to fund amounts, as necessary, on an
actuarial basis to provide assets sufficient to meet benefits to be
paid to plan participants. On December 30, 1997, assets and relat-
ed habilities of $236 million and $204 muillion, respectively, for
certain PanEnergy plan participants were transferred to the Duke
Power plan As a result of this transfer, no contributions to the
Duke Energy plan were necessary in 1999 or 1998.

| COMPONENTS oF NET PERIODIC PENSION COSTS

YEARS ENDED DEC 31

i IN MILLIONS
93 98 97

Service cost benefit

earned during the year $ 72 $ 63 $ 62
Interest cost on

projected benefit obligation 165 169 164
Expected return on

plan assets (224) (218) (209)
Amortization of prior

service cost (3) 4 )
Amortization of net

transition asset (4) 4 (4)
Recogmized net

actuarial loss 12 10 17
Settlement gain - (10) -
Net periodic -

pension costs h 18 $ 6 $ 25
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\ RECONCILIATION oF FUNDED STATUS TO PRE-FUNDED PENSION COSTS

\ IN MILLIONS DEC 31
99 98

Change in Benefit Obligation

Benefit obligation at beginning of year  $ 2,540 $2,372
Service cost 72 63
Interest cost 165 169
Plan amendment - 5
Actuarial (gain) loss (41) 141
Transfer to CMS (85) -
Benefits paid (205) (210)
Benefit obhgation at end of year $ 2,446 $2,540

Change In Plan Assets
Fair value of plan

assets at beginning of year @ $ 2,922 $2,725
Actual return on plan assets 491 406
Employer contributions (2) 1
Transfer to CMS (85) -
Benefits paid (205) (210)
Fair value of plan )

assets at end of year 3 5 3,121 $2,922
Funded status 5 675 $ 382
Unrecognized net

experience (gam) loss {315) 2
Unrecognized prior

service cost reduction (24) (27)
Unrecognized net transition asset (21) (25)

$_315  § 330
3 Principally equity and fixed income securities

Pre-funded pension costs

ASSUMPTIONS USED FOR PENSION BENEFITS ACCOUNTING @

| PERCENT 99 98 97
Discount rate 7.50 675 7.25
Salary increase 4.50 467 415
Expected long-term

rate of return on plan assets 925 9.25 925

3 Reflects weighted averages across all plans

Duke Energy also sponsors employee savings plans which
cover substantially all employees Employer matching contribu-
tions of $68 mitlion, $53 million and $53 miflion were expensed in
1999, 1998 and 1997, respectively
-OTHER POSTRETIREMENT BENEFITS Duke Energy and most of its
subsidiaries provide certain health care and life insurance bene-
fits 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 1998
and early 1999, health care benefits for future retirees were
changed to limit employer contributions and medical coverage

Such benefit costs are accrued over the active service period
of employees to the date of full ehigrhility for the benefits. The net
unrecognzed transition obligation, resulting from the implementa-
tion of accrual accounting, 1s being amortized over approximately
20 years
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‘COMPONENTS OF NET PERIODIC POSTRETIREMENT BENEFIT COSTS

\'m MILLIONS YEARS ENDED DEC 31
99 98 97
Service cost benefit
earned during the year g 7 $10 $10
Interest cost on
accumulated post-
retirement benefit obligation 40 43 46
Expected return on
plan assets (21) (18) {19}
Amortization of prior
service cost 1 7 6
Amortization of
net transition obligation 18 i6 16
Recognized net
actuarial (gain) loss (1) 1 (1)
Net periodic postretirement
benefit costs $ 44 £59 $58

RECONCILIATION oF FUNDED STATUS TG ACCRUED
‘POST RETIREMENT BENEFIT COSTS

‘IN MILLIONS DEC 31

99 98
Change in Benefit Obligation
Accumulated posiretirement

benefit obligation at

beginming of year $ 625 $ 667
Service cost 7 10
Interest cost 40 43
Plan participants’ contributions 7 6
Amendments - (49}
Actuarial gain (68) (6)
Benefits paid (49) (46)
Accumulated postretirement

benefit obligation at

end of year $ 562 3625

Change in Ptan Assets
Fair value of plan

assets at beginning of year @ 7 305 $ 266
Actual return on plan assets 41 34
Employer contributions 23 45
Plan participants’ contributions 7 6
Benefits paid {49) (46)
Fair market value of

plan assets at end of year @ s 327 $ 305

Funded status

o

(235)  $(320)

Unrecognized prior service cost 8 9
Unrecognized net experience gam (110) (23)
Unrecognized transition obligation 229 239
Accrued postretirement T
benefit costs $ (108) 5 (99)

a principally equity and fixed income securities.

ASSUMPTIONS usED FOR POSTRETIREMENT BENEFITS ACCOUNTING 2

PERCENT

99 98 97
Discount rate 7.50 6.75 725
Salary increase 4,50 467 4133

Expected fong-term

rate of return on

401(h) assets 9.25 925 925
Expected long-term rate

of return on

RLR assets 6.75 675 6.75
Expected long-term

rate of return on

YEBA assets 9.25 925 9.25
Assumed tax rate b 39.60 39.60 39 60

@ Reflects weighted averages across all plans
b Health care portion of postretirement benefits in VEBA trusts.

For measurement purposes, a 5 0% weighted average rate
of increase in the per capita cost of covered health care benefits
was assumed for 1999 The rate was assumed to decrease gradu-
ally to 4 75% for 2005 and remain at that level thereafter.
Assumed health care cost trend rates have a significant effect on
the amounts reported for the health care plans

SENSITIVITY 10 CHANGES IN ASSUMED HEALTH CARE
\cosr TREND RATES

‘ IN MILLIONS

1-PERCENTAGE-
POINT INCREASE

1-PERCENTAGE-
POINT DECREASE

Effect on total
of service and
interest cost
components 3 $ ()
Effect on post
retirement benefit
obhgation 34 (24)




NOTES to CONSOLIDATED FINANCIAL STATEMENTS

|

T8QUARTERLY FinanciAL DATA (UNAUDITED)

IN MILLIONS, EXCEPT PER SHARE DATA

FIRST
QUARTER

1999
Operating revenues j 4,160
Operating iIncome 627
EBIT 683
Income before extraordinary item 307
Net income 967
Earnings per share

(before extraordinary item)

Basic S 0.83

Dilutive S 0.83
Earnings per share

Basic S 2.65

Dilutive $ 264
1998
Operating revenues S 4,115
Operating income 608
EBIT 678
Income before extraordinary item 328
Net income 320
Earnings per share

{before extracrdinary item)

Basic 089

Dilutive 089
Earnings per share

Basic 0.87

Dilutive 0.87

SECOND THIRD FOURTH
QUARTER QUARTER QUARTER TOTAL
$4,601 $6,694 $6,197 $21,742
531 884 (247) 1,795
568 908 (116) 2,043
288 441 (189) 847
288 441 (189) 1,507
$ 0.77 $ 1.20 $ (0.53) $ 2.26
$ 0.77 $ 119 $ (0.53) $ 225
$ 0.77 $ 1.20 $ (0.53) $ 4.08
$ 0.77 $ 1.19 $ (0.53) $ 407
$4,014 $5,298 $4,183 $17,610
549 826 450 2,433
582 871 516 2,647
279 429 224 1,260
279 429 224 1,252
$ 0.76 $ 1.18 $ 0.60 $ 343
$ 0.76 $ 117 $ 0.60 $ 3.42
$ 0.76 $ 1.18 $ 0.60 $ 341
$076 $ 117 $ 0.60 $ 340

19SUBSEQUENT EVENTS On December 16, 1999, Duke
Energy announced that it had signed definitive agreements to
combine Duke Energy’s gas gathering and processing businesses
with Philhips Petroleum’s Gas Processing and Marketing unit to
form a new midstream company Under the terms of the agree-
ments, the new company will seek to arrange approximately $2 6
billion of debt financing and, upon closing of the transaction, wiil
make 2 one-time cash distribution of $1 2 bilhon to both Duke
Energy and Phillips Petroleum At closing, Duke Energy will awn
about 70% of the new company and Phillips Petroleum will own
about 30% The new company would then offer approximately 20%
of 1ts equity to the pubhic in 2000 to reduce the debt resulting from
the transaction Such an offering 1s conditional upon completion of
the transaction and favorable market conditions

On January 4, 2000, Duke Energy announced that it had
entered into a definttive agreement to purchase, for $386 million,
100% of the stock of El Paso Energy Corporation’s wholly owned
subsidiary, East Tennessee Natural Gas Company, a 1,100-mile
pipeline that crosses Duke Energy’s TETCO pipehne and serves the
southeastern region of the U S

Both transactions are subject to regulatory approval and are
expected to close in the first quarter of 2000

In January 2000, Duke Energy completed a tender offer to
the munority shareholders of Paranapanema and successfully
acquired an additional 51% economitc interest in the company for
approximately $280 million This increases Duke Energy’s
economic ownership from approximately 44% to approximately 95%



| SHAREHOLDER INFORMATION

TaNNUAL MEETING
-The 2000 Annual Meeting of Duke Energy
Shareholders will be
Date Thursday, April 20, 2000
Place 0.J. Miller Auditorium
Energy Center
526 South Church Street
Charlotte, North Carolina

2 sHaREHOLDER SERVICES
-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 Relations

Duke Energy Corporaticn

P O Box 1005

Charlotte, NC 28201-1005

35HAREHOLDER INTERNET SERVICES
-Duke Energy’s Website provides investors
with access fo
-The latest company news, including news
releases and financial bulletins,
-SEC filings,
-Stock performance;
-Audio/visual webcasts of conference calls,
announcements and meetings,
-Information and enroliment in the
InvestorDirect Choice Plan,
-Sign-up for automatic e-mail updates
To learn more about Internet-based services,
visit Duke Energy on the Web at
www duke-energy com
or via e-mail at InvestDUK@duke-energy com

4sT0CK EXCHANGE LISTING

-Duke Energy’s common stock, First and
Refunding Mortgage Bonds and certain
1ssues of preferred securities are listed on
the New York Stock Exchange The company’s
common stock trading symbol 1s DUK

SwessITE ADDRESS:

www duke-energy com

GINVESTORDIRECT 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
avallable The plan also provides for full
reinvestment, direct deposit or cash
payment of dividends

TFINANCIAL PUBLICATIONS

-Duke Energy will furnish to any shareholder,
without charge, copies of the 1999 report
on SEC Farm 10-K, the 1999 Statistical
Supplement and an audiotape recording of
excerpts from the 1999 Annual Report

8pupLicaTe MAILINGS

-You will receive duplicate mailings of
annual reports, proxy statements and other
shareholder maitings 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

9TRANSFER AGENT AND REGISTRAR

-Duke Energy maintains shareholder
records and acts as Transfer Agent and
Registrar for the company’s

common and preferred stock 1ssues

10p1vIDEND PAYMENT

-Duke Energy has paid quarterly cash
dividends on tts common stock for 73
consecutive years. Dividends on commaon
and preferred stock in 2000 are expected
to be paid on March 16, June 16,
September 18 and December 18

gonND TRUSTEE
-If you have any questions regarding your
bond account, cail (800)275-2048 or write to
The Chase Bank of Texas, N. A
Corporate Trust Services
P. 0. Box 2320
Dallas, TX 75221-2320

Duke Energy I1s an Equal Opportunity Employer.

This report 1s 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
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AUDITOR’S REPORT

INDEPENDENT AUDITQORS’ REPORT
To the Board of Directors and Stockholders of
Duke Energy Corporation

We have audited the consolidated balance sheets of Duke
Energy Corporation and subsidiaries (Duke Energy) as of
December 31, 1999 and 1998, and the related consohidated
statements of income and comprehensive income, common
stockholders’ equity and cash flows for each of the three
years in the period ended December 31, 1999. These finan-
cral statements are the responsibihity of Duke Energy's
management. Our responstbtlity 1s to express an opinion
on the financial statements based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of
material misstatement An audit includes examining, on a
test basis, evidence supporting the amounts and disclo-
sures I1n the financial statements, An audit also includes
assessing the accounting principles used and sigmficant
estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that
our audits provide a reasonable hasis for our opinion.

In our opmnion, the consolidated financial statements
referred to above present fairiy, i all material respects,
the financial pesition of Duke Energy as of December 31,
1999 and 1998, and the results of their operations and
their cash flows for each of the three years in the pertod
ended December 31, 1999 in conformity with generally
accepted accounting principles.

Delotie ¥ Tonide 2c P

DELOITTE & TOUCHE LLP
Charlotte, North Carotina
February 11 2000

RESPONSIBILITY FOR FINANCIAL STATEMENTS

The financial statements of Duke Energy Corporation {Duke
Energy) are prepared by management, who are responsible
for their integrity and objectivity. The statements are pre-
pared in conformity with generally accepted accounting
principles 1n all 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 that financial statements can be pre-
pared according to generally accepted accounting princi-
ples In addition, accounting controls provide reasonable
assurance that errors or irregularities which could be
material to the financial statements are prevented or are
detected by employees within a timely period as they per-
form their asstgned functions Duke Energy's accounting
controls are continually reviewed for effectiveness. In
addition, written policies, standards and procedures, and a
strong internal audit program augment Duke Energy’s
accounting controls.

The Board of Directors pursues 1ts oversight role for the
financial statements through the audit committee, which 1s
camposed entirely of directors who are not employees of
Duke Energy. The audit committee meets with management
and internal auditors periodically to review accounting
control 1ssues and to monitor each group’s discharge of its
responsiblitres. The audit commitiee also meets periodi-
cally with 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
internal accounting control, auditing and financial report-
ing matters without the presence of management.

SANDRA P. MEYER

Vice President and
Corporate Controlter
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Throughout this report, we talk about basic truths,
those enduring tenets that govern our success and
produced breakthrough resulis for Duke Energy in 2000.

Value Creatton Drives Us

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, it is 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 hidden 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 ongeing earnings before interest and taxes
(EBIT) increased 29 percent to $3.7 billion.

Letter to Shareholders
Duke Energy Corporation

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.

it All Begins With Customers

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,” to
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.

IEELEASELG snﬁui:imisms:m”uiseisiisins“”m“iii“!!!”



What are the results of our customer focus? Our
Energy Services businesses delivered combined EBIT of
$688 million in 2000, a 338 percent increase. These
strong resuits 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 will 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 unit with Phillips Petroleum’s gas
gathering, processing and marketing business contributed
to a 106 percent increase in EBIT for Field Services.

Our more mature businesses aiso derived value
growth in new and creative ways. Successful market

EARNINGS Per Share —{in dollars

. 2.39
2.04
1.70

DUKE
ENERGY

REVENUE Growth —in billions

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 hy 3 percent.

People -~ .= ~=zc 12

We have a sustainable, successful business strategy.
We have an extracrdinary 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 fead.

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 Londen, 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.

‘ 49.3 |

RETURN On Equity —{percentages




Tt Good Business

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 world markets.
Your company will not compromise values built over
a century for short-term gain.

ez Alert - - =

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 io
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 hillion 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
illustrates the preconditions that must exist for
deregulation 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 for an efficient
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 eiectric franchise currently operates.
Restructured or not, we are positioned to meet our targets
and deliver on the energy imperative facing our country.

Forward

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-time 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 streiches
before us: vast, rich, and full of promise — for our
company, our shareholders, our customers, our
emplayees and our world. You can count on Duke Energy
to drive the growth, value and change that will
benefit us all. And ycu can count on us to lay down
new tracks around the globe, bringing the benefits
of energy, breakthrough thinking, bold selutions and
real results to all corners.

;ch Farees

RICHARD B PRIORY
February 23, 2001



FINANCIAL HIGHLIGHTS

DUKE ENERGY

IN MILLIONS EXCEPT WHERE NOTED | YEARS ENDED DECEMBER 31

2000 1999 1998
Operating revenues $ 49,318 $ 21,766 $ 17,662
Earnings before interest and taxes 4,014 2,043 2,647
Income before extraordinary item 1,776 847 1,260
Net income 1,776 1,507 1,252
Earnings available for common stockholders 1,757 1,487 1,231

COMMON STOCK DATA?
Weighted-average

shares outstanding 736 729 722
Basic earnings per share (before
extraordinary item) $ 2.39 $ 113 g 1.72
Basic earnings per share 2.39 2.04 1.70
Dividends per share 1.10 1.10 1.10
CAPITALIZATION
Common equity and minority interest 46% 48% 50%
Preferred stock 1% 1% 2%
Trust preferred securities 5% 7% 5%
Total debt 48% 44% 43%
SEC fixed charges coverage 3.8 2.9 4.7
Total assets $ 58,176 $ 33,409 $ 26,806
Total debt 13,282 9,432 7,168
Cash flows from operating activities 2,225 2,684 2,331
Cash flows used in investing activities (5,030) (3,800) (2,476)
Cash flows from financing activities 2,714 1,600 78

OPERATING DATA®

Electricity sales, GWh® 84,766 81,548 82,011
Natural gas transmission volumes,

throughput, TBtu 1,717 1,893 2,593
Natural gas marketed, TBtu/dd 12.6 11.0 8.4
Electricity marketed, GWhE 275,258 109,634 98,991
Natural gas gathered and

processed/transported, TBtu/d 7.6 5.1 3.6
Natural gas liquids

production, MBbi/d 358.5 192.4 110.2

1 1 1

a - Restated to reflect the two-for-one common stock spht effective January 26, 2001 e b - Units of measure used are gigawatt-hours (GWhj},
trilion British thermal umits (TBtu), trillion British thermal umits per day (TBtu/d), and thousand barrels per day (MBbl/d}, as applicable
e ¢ - Franchised Electric only e d - includes North American Wholesale Energy and Field Services volumes o e - Excludes Franchised Etectric volumes
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THEOPOLIS HOLEMAN

SENTOR VICE PRESIDENT
TRANSMISSION & ENGINEERING
DUKE ENERGY GAS TRANSMISSION
HOUSTON, TX
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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 I1s 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 1t 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 regicnal energy
businesses in gas, powet, 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 will 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 1t 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 I1s answering the nation’s
mandate for more electric power with a fleet of
energy-efficient merchant plants. Last summer,
Duke Energy North America (DENA) 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 handies 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.

. 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
2004. In addition, DENA trades eight times as much
power and five to six times as much natural gas as

| Duke Energy owns, operates or controls.

By 2010, U.S. demand for natural gas is expected
to grow from 22 trillion to 30 trillion cubic feet
per year — mostly to fuel electric generation. The
Department of Energy estimates $1.5 tnllion
will be invested in new pipelines and gas
Infrastructure over the next 15 years. Duke Energy
Is increasing its share of that business by
developing new gas projects in high-growth
eastern U.S. markets.
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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 Natural 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 Virginia 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

TN
B
-

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.

Duke Energy Gas Transmission operates 12,000 |
miles of natural gas pipeline, transporting 8 percent
of the natural gas consumed in the U.S. |

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.

) Duke Energy Field Services owns and operates 70
plants and 57,000 miles of pipeline, and produces
approximately 20 percent of NGL processing volumes

| in the U.S. |




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.”
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Worldwide, the energy industry is changing
dramatically. 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 —
1o 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 to
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 portfolioc of generation facilities in
Argentina, Bolivia, Brazil, Ecuador, El Salvador
and Peru.

Driving Duke Energy’s position in Latin America
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.

DEIl successfully manages a growing portfolio
of hydroelectric and thermal assets in Peru’s
competitive power market. DE! also holds
generating facilities in ElI 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, DE! 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 by
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
DEl'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 its 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-mile service area have 24-hour
access to the company’s Customer Service Center.

Wherever in the world 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
to 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 heyond natural gas and
power — like refined products, fertilizers and crude oil.

We intend to continue to revelutionize the energy
industry. By producing and delivering energy.
By serving our customers with unparalleled
commitment. By leading our industry with
innovative solutions to the world’s energy needs.

We are Duke Energy. Decisive. Results driven.
Leading the way to the future.










SABRINA AUSTIN
SENIOR REGULATORY ANALYST
DUKESOLUTIONS
CHARLOTTE, NC
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INTRODUCTION
Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements.

(» 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.

-[FRANCHISED ELECTRIC generates, transmits, distributes and sells electric energy in central and western North Carolina and the
western portion of South Carelina. Its operations are conducted primarily through Duke Power and Nantahala Power and Light.
These electric operations are subject to the rules and regulaticns 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 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.

~{FIELD 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 limited
liability company that is approximately 30% owned by Phillips Petraleum. 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 limited 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 Duke Energy International, LLC. International Energy's activities include
asset development, operation 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. (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 muiti-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.

(¢ BUSINESS STRATEGY Duke Energy is one of the world’s leading integrated energy companies. The company’s busi-
ness strateqy is 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 Transmissien 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, scepe 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 in part, when significant value
can be realized. Commaodity 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 pians 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 it 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 financing business
units by developing regional opportunities and by applying extensive experience to new project development.

Duke Energy’s business strategy and growth expectaticns can vary significantly 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 million, or an after-tax gain of $0.34 per basic share, on the sale of Duke Energy’s 20% interest in BeliSouth Carolina PCS
(BellSouth PCS). In 1999, earnings available for common stockholders were $1,487 million, or $2.04 per basic share, inciuding
an after-tax extraordinary gain of $660 million, 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 tc 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 PGS gain.
Partially offsetting this increase was the 1999 extraordinary gain and higher interest and minority interest expense in the cur-
rent year.

Earnings available for common stockholders increased $256 million in 1999 from 1998 earnings of $1,231 million, or $1.70
per basic share. The increase in earnings available for common stockholders was primarily due to the 1999 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 million charge for estimated injury and damages claims (see Note 14 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 Consolidated Financial Statements for additional information.

Operating income for 2000 was $3,813 million compared to $1,819 million in 1999 and $2,485 million in 1998. Earnings
before interest and taxes (EBIT) were $4,014 million, $2,043 million 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 EBIT are affected by the same fluctuations for Duke Energy and each of its business segments. The only
notable difference between operating income and EBIT is the inclusion in EBIT of certain non-operating activities. See Note 3 to
the Consolidated Financial Statements for additional Information on business segments. EBIT is summarized in the following
table and is discussed by business segment thereafter

EBIT BY BUSINESS SEGMENT | iN MILLIONS | YEARS ENDED B DECEMBER 31

o 2000 1999 1998
Franchised Electric $1,704 $ 856 $1,513
Natural Gas Transmission 534 627 702
Field Services 296 144 76
North American Wholesale Energy 418 209 133
International Energy 331 42 12
Other Energy Services (61) (94) 10
Duke Ventures 563 162 122
Other Qperations (2) 5 22
EBIT attributable to minority interests 23 % 4 5T
Consolidated EBIT $4,014 $ 2,043 | $ 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 | N MiLLIONS, EXCEPT WHERE NOTED | YEARS ENDED DECEMBER 31

2000 | 1999 1998
Operating revenues $ 4,946 ‘ $ 4,700 $ 4,626
Operating expenses 3,316 3,966 3,228
Operating income 1,630 i 734 1,398
Other income, net of expenses 74 | 122 115
EBIT $ 1,704 $ 856 $1,513
Sales — GWh? L 84,766 81,548 82,011

& Gigawatt-hours

Franchised Electric’s EBIT increased $848 million in 2000 when compared to 1999, primarily due to an $800 million charge in
1999 for estimated injury and damages claims (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 EBIT decreased $657 million 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.



NATURAL GAS TRANSMISSION | IN MILLIONS, EXCEPT WHERE NOTED | YEARS ENDED DECEMBER 31

2000 1999 ! 1998
Operating revenues o $1,131 715'1—,?370 B _T o 7§1f,54_27 o
Operating expenses 609 615 ‘ 864
Operating income 522 615 ‘ 678
Other income, net of expenses [ 12 | 24
EBIT $ 534 $ 627 ‘ $ 702
Throughput — TBtua 1,717 . 1,893 \ 2,593

& Trillion British thermal units

In 2000, EBIT for Natural Gas Transmission decreased $93 million compared to 1999, primarily due to $132 million of EBIT in
1999 that did not reoccur in 2000. These items consisted of $70 million of EBIT related to the Midwest Pipelings, which were
sold to CMS Energy Corporation (CMS) in March 1999; a $24 million 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 1999, 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.

EBIT for Natural Gas Transmission decreased $75 million in 1999 compared to 1998. As a result of the sale of the Midwest
Pipelines in March 1999, EBIT for the Midwest Pipelines decreased $156 million compared to 1998’s full year of operation. For
the remainder of Natural Gas Transmission, EBIT increased $81 million compared to 1998, primarily as a result of increased
earnings from market-expansion projects and joint ventures, higher throughput and lower operating expenses. A $24 million 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 programs below estimates also increased EBIT in 1999. Partially offsetting these
contributions to EBIT were the favorable impacts in 1998 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.

FIELD SERVICES | IN MILLIONS, EXCEPT WHERE NOTED | YEARS ENDED DECEMBER 31
2000 1999 : 1998

Operating revenues $9,060 $3,590 : $2,677
Operating expenses 8,635 3,444 ‘ 2,598
Operating income 425 146 79
Other income, net of expenses 6 (2) ‘ (3)
Minority interest expense 135 - ‘ -
EBIT $ 296 $ 144 | $ 76
Natural gas gathered and processed/transported, TBtu/da 7.6 5.1 3.6
NGL production, MBbl/db 358.5 : 192.4 110.2
Natural gas marketed, TBtu/d 0.7 f 0.5 0.4
Average natural gas price per MMBtuc $ 3.89 | $ 2.27 $ 211
Average NGL price per gallon® B $ 0.53 | $ 0.34 $ 0.26

& Trillion British thermal units per day

b Thousand barrels per day

€ Million British thermal units

4 Does not reflect results of commodity hedges

Field Services' EBIT increased $152 million in 2000 from 1999, The increase in EBIT 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% cver 1999 prices, also
contributed significantly to the increase in EBIT.

In 1999, Field Services’ EBIT increased $68 million compared to 1998. A significant portion of the increase resulted from
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 million of asset sale gains in 1998,

NORTH AMERICAN WHOLESALE ENERGY | iN MILLIONS, EXCEPT WHERE NOTED | YEARS ENDED DECEMBER 31 )
- ] ‘ | 2000 1999 | 1998
Operating revenues $ 33,874 $ 11,801 ‘ $ 8,783
Operating expenses 33,386 11,591 8,619
Operating income 488 210 164
Other income, net of expenses 3 | 60 20
Minority interest expense 73 61 51
EBIT $ 418 $ 209 $ 133
Natural gas marketed, TBtu/d 11.9 | 10.5 8.0
Electricity marketed, GWh 275,258 109,634 | 98,991
Proportional megawatt capacity owneda 8,984 5,799 5,098

a3 |Includes under construction or under contract

NAWE's EBIT increased $202 million in 2000 compared to 1999. 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 million 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 $110 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, EBIT for NAWE increased $76 million from 1998. The increase included $99 million in income from the sale of par-
tial interests in four generating facilities 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 assoclated with drilling activities. Higher operating
expenses and increased development costs associated with business expansicn also partially offset the earnings increases.

INTERNATIONAL ENERGY | IN MILLIONS, EXCEPT WHERE NOTED | YEARS ENDED DECEMBER 31 _

2000 | 1999 1998
Operating revenues - ' $1,067 $357 Co$159
Operating expenses 755 292 145
Operating income 312 65 14
Other income, net of expenses ! 42 8 4
Minority interest expense : 23 ‘ 31 6
EBIT $ 331 ‘ $ 42 $ 12
Proportional megawatt capacity owneda 4,876 2,974 ' 943
Proportional maximum pipeline capacitya, MMcf/db 416 321 124

4 Includes under construction or under contract
b Million cubic feet per day



International Energy’s EBIT increased $289 million in 2000 when 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 certain assets
relating to the transportation of liquefied naturat gas.

In 1999, International Energy’s EBIT increased $30 million compared to 1998. Earnings from new investments in Latin
America and Australia contributed $63 million to the increase. Partially offsetting these increases were higher operating expens-
es and increased development costs associated with business expansion.

OTHER ENERGY SERVICES | iN MILLIONS  YEARS ENDED ~ DECEMBER 31

— T

2000 | 1999 3 1998
Operating revenues ) ‘ o $ 695 i $ 989 | $ 521
Operating expenses } 756 1,083 s 511
EBIT $61) | ¢ (94) $ 10

in 2000, EBIT for Other Energy Services improved $33 million 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 current 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 million, partially offset by 1999 charges of $38 million and $35 million at DE&S and DukeSolutions, respectively. The 1989
charges primarily related to expenses for severance and office closings associated with repositioning the companies for growth.

EBIT for Other Energy Services decreased $104 miilion in 1999 compared to 1998. The decrease was primarily due to the
above-mentioned charges of $38 mitlion and $35 million at DE&S and DukeSolutions, respectively. Increased development costs
at DukeSolutions and decreased earnings from projects of DE&S also contributed to lower EBIT.

DUKE VENTURES | IN MILLIONS | YEARS ENDED ) B DECEMBER 31 »

| 2000 1999 1998
Operating revenues . ! $ 642 § 232 ! $ 171
Operating expenses | 79 70 | 49
EBIT | § 563 § 162 | $ 122

EBIT 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 EBIT was a decrease in commercial project sales and land sales at Crescent.

In 1999, EBIT for Duke Ventures increased $40 million 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 at 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
$310 million in 2000 compared to 1999, and $87 million in 1999 compared to 1998 due to higher average debt balances out-
standing, resulting from acquisitions and expansion.

Minority interest expense increased $165 million in 2000 compared to 1999 and $46 million in 1999 compared to 1998.
Included in minarity interest expense is expense related to regular distributions on issuances of Duke Energy’s trust preferred
securities (see Note 12 to the Consolidated Financial Statements). This expense increased $21 million for 2000 and $43 million
for 1999 due to additional issuances of Duke Energy's trust preferred securities during 1999 and 1998.

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 1999
increase in minority interest expense over 1998 related primarily to International Energy’s 1999 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, 1999 and 1998, respectively. The
decrease in 1999 was primarily due to the favorable resolution of severa! 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 million extracrdinary gain, net of
income tax of $404 million (see Note 2 to the Consolidated Financial Statements).

In January 1998, TEPPCO Partners, LP, in which Duke Energy has a 21.1% ownership interest, redeemed certain First
Mortgage Notes. This resulted in a non-cash extraordinary loss of $8 millicn, net of income tax of $5 million, related to Duke
Energy’s share of costs of the early retirement of debt.

LIQUIDITY AND CAPITAL RESOURCES

(® 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 1999 primarily due to tax payments made
in 2000 related to the sale of the Midwest Pipelines. The increase in cash flows from operations in 1999 from 1998 was pri-
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 million for the related insurance premium. Management believes that the long-term cash requirements of
the projected liability will not have a material effect on Duke Energy’s liquidity or cash flows. See Note 14 to the Consolidated
Financial Statements for further discussion.

(® |INVESTING CASH FLOWS Capital and investment expenditures were approximately $5.6 billion In 2000 compared to
$5.9 bitlion 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 primarily due to business expansion related to the approximately $390 mil-
lion 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 initiated prior to 2000. International Energy’s business expansion included the completion of a tender offer to the minor-
ity shareholders of Companhia de Geracao de Energia Elétrica Paranapanema (Paranapanema) for approximately $280 million
and the completion of the approximately $405 million acquisition of Dominion Resources, Inc.’s portfolic of hydroelectric, natur-
al gas and diesel power generation businesses in Latin America. Offsetting the capital and investing expenditures were cash pro-
ceeds of $400 million from the 2000 sale of Duke Energy’s 20% interest in BellSouth PCS to BellSouth Corporation. For addi-
tional information concerning significant acquisitions and dispesitions, see Note 2 to the Consolidated Financial Statements.

CAPITAL AND INVESTMENT EXPENDITURES BY BUSINESS SEGMENT | IN MILLIONS | YEARS ENDED ~ DECEMBER 31

2000 1999 1998
Franchised Electric - B $ 661 $ 759 $ 586
Natural Gas Transmission ! 973 261 ! 290
Field Services 376 1,630 304
North American Wholesale Energy 1,937 1,028 796
International Energy 980 1,779 239
Other Energy Services 28 94 41
Duke Ventures ‘, 643 382 232
Other Operations | 36 3 12
Total ‘ consolidated | $ 5,634 $ 5,936 $ 2,500

Capital and investment expenditures in 1999 increased approximately $3.4 billion from 1998 capital and investment expendi-
tures of approximately $2.5 billion. The increase primarily resulted from business expansion for the Field Services, NAWE and
international Energy business segments. Business expansion for Field Services included the $1.35 billion UPR acquisition. 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,



western Australia and New Zealand. Expenditures related to these activities were partially funded by $1.9 hillion in cash
proceeds fram 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%
1s 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 billion 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 limited to, industry restructuring, regulatory constraints, acquisition oppor-
tunities, market volatility and economic trends.

® 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 Commissicn {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 million 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 billion of commercial paper associ-
ated with the Phillips combination of which $1.22 billion was distributed to Phillips Petroleum. In August 2000, DEFS issued $1.7
billion of notes at rates from 7.50% to 8.125% 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 2010. For additiona! information
regarding debt, see Note 10 to the Consolidated Financial Statements.

During 2000, Duke Energy formed Catawha River Associates, LLC, and third-party, non-controliing, 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 million of 8.0% notes, $200 million of 7.0% notes, $200 million of 10.375% notes
and made $323 million in scheduled debt repayments. In addition, Duke Energy made a tender offer for $115 million of the notes
assumed with the acquisition of MHP. As of December 31, 2000, approximately $88 million of these notes had been retired.

Under its commercial paper facilities and extendible commercial note programs (ECNs), Duke Energy had the ability to bor-
row up to $5.7 billion and $3.3 billion at December 31, 2000 and 1999, respectively. A summary of the available commercial
paper and ECNs as of December 31, 2000, is as follows:

Duke Capital Duke Energy Duke Energy
IN BILLIONS | Duke Energy Corporation? Field Services International TOTAL
Commercial paper $1.25 ‘ $1.55 $1.000 $0.41¢ $4.21
ECNs ~ 0.50 1.00 - - 1.50
Total | $1.75 $2.55 ~ $1.00 1 $0.41 $5.71

a Duke Capital Corporation is a wholly owned subsidiary of Duke Energy that provides financing and credit enhancement services for its
subsidiaries.

E Qriginal availability of $2.8 billion was reduced to $1.0 billion upen DEFS’ issuance of $1.7 billion in notes in August 2000,

¢ Includes ability to issue medium-term notes

The amount of Duke Energy’'s bank credit and construction facilities 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 facilities. At December 31,



2000, approximately $3.2 billion was outstanding under the commercial paper facilities and ECNs, and approximately $44 mil-
lion was outstanding under bank credit and construction facilities.

As of December 31, 2000, Duke Energy and its subsidiaries had the ability to issue up to $4.5 billion 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 financing needed for growth opportunities, Duke Energy’s Board
of Directers 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 time by the Board of Directors. This policy is consistent with Duke Energy’s growth
profile and strikes a balance between providing a competitive dividend vield 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 18, 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, 1999 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 AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

® 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.

® |INTEREST 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-rate securities, commercial paper and auction market preferred stock, as well as interest
rate swaps and interest rate lock agreements. 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 monitering the effects of market
changes in interest rates. Duke Energy may also enter into financial derivative instruments, including, but not limited to, swaps,
options and treasury lock agreements to manage and mitigate interest rate risk exposure. See Notes 1, 7, 10, 12 and 13 to the
Consolidated Financial Statements for additional information.

Based on a sensitivity analysis as of December 31, 2000, it 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 million.
Comparatively, based on a sensitivity analysis as of December 31, 1999, had interest rates averaged 1% higher (lower) in 2000
than in 1999, it was estimated that earnings before income taxes would have decreased (increased) by approximately $24 mil-
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 RISK Duke Energy, substantially through its subsidiaries, is exposed to the impact of market fluc-
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 fluctuations using various commodity
derivatives, including forward contracts, futures, swaps and options. See Notes 1 and 7 to the Consolidated Financial Statements
for additicnal 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 at Risk (DER). The DER is monitored daily in
comparison to established thresholds. Other measures are also utilized to limit and menitor the risk in the commedity 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 sim-
ulate forward price curves in the energy markets to estimate the favorable or unfaverable 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-
gvant 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 peried 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.

DAILY EARNINGS AT RISK } IN MILLIONS®

Estimated One-Day ‘ Estimated One-Day Estimated Average ‘ Estimated Average
Cperational | 'mpact on EBIT at Impact on EBIT at One-Day Impact on One-Day Impact on
locations December 31, 2000 Decemoer 31, 1999 EBIT for 2000 EBIT for 1999
North American $20 $ 10 $16 ‘ $ 11
Other international | 1 ‘ - 2 \ -

8 Changes in markets inconsistent with historical trends could cause actual results to exceed predicted limits,

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, it was estimated that if NGL prices average one cent per gallon less in 2001, EBIT would decrease by
approximately $8 million, after considering the effect of Duke Energy's commodity hedge positions. Comparatively, the same sen-
sitivity analysis as of December 31, 1999, estimated that EBIT 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 EBIT was not material as of December 31, 2000 or 1999.

(® 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 cencentrations of receivables
from 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 similarly affected by
changes in economic, regulatory or other factors. On all transactions where Duke Energy is exposed to credit risk, Duke Energy
analyzes the countgrparties’ financial condition prior to entering into an agreement, establishes credit limits and monitors the
appropriateness of these limits on an ongoing basis. As of December 31, 2000, Duke Energy had approximately $4C0 million in
receivables related to energy sales in California, Duke Energy quantified its exposures with regard to those receivables and
recorded a provision of $110 million. See the Current Issues, California Issues section of Management’s Discussion and Analysis,
and Note 14 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.

® EQUITY PRICE RISK Duke Energy maintains trust funds, as required by the Nuclear Regulatory Commission, to fund
certain costs of nuclear decommissioning (see Note 11 to the Consolidated Financial Statements). As of December 31, 2000 and
1999, these funds were invested primarily in domestic and international equity securities, fixed-rate, fixed-income securities and
cash and cash equivalents. Management believes that its exposure to fluctuations in equity prices or interest rates will 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 RISK Duke Energy is exposed to foreign currency risk that arises from investments in interna-
tional 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. 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 EI 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 million and would not significantly affect Duke Energy’s
consolidated results of operations, cash flows or financial 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 for
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.

CURRENT ISSUES

(® ELECTRIC COMPETITION ~{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 final rules provides energy suppliers, including
Duke Energy, with opportunities to seil 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 Eleciric'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 utilities
and set minimum characteristics and functions that must be met by utilities that participate in an RTO, including exclusive and
independent authority to propose rates, terms and conditions of transmission service provided over the facilities 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, an October 16, 2000, Duke Energy and two other investor-owned utilities, Progress
Energy and South Carolina Electric & Gas, filed with the FERC tc establish GridSouth Transco, LLC (GridSouth), as an RTO. If
approved, GridSouth will be & 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 will depend upon the resolution of all necessary regulatory approvals and resolving all technical



issues. Management believes that the establishment of GridSouth will 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 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 in all 50 states and in the District of Columbia. These restructurings 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. During 1999, three electric utility restructuring bills were filed in South Carolina’s House
of Representatives. All three bills 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 will 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 bill that established a study commission to examine whether competition should be
implemented in the state. Members of this commission include legislators, customers, utilities and a member of an environ-
mental group. The study commission unanimeusly approved a set of recommendations on electric restructuring in April 2000.
The commission’s report to the legislature containing these recommendations was submitted to the General Assembly in May.
The report basically recommended retail deregulation beginning partially in 2005 and fully 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
he introduced in 2001. 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 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 reguiation would alsc require 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 $1.2 billicn, 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 competition. In addition, 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 industry. 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 competition is fairness among customers, service providers and investors. Duke Energy intends to continue to
work with customers, legisiators 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 GAS 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 shori-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 pipeling 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 alsc narrews the right of first refusal to 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 guarter 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 filings. These filings are
currently subject to review and approval by the FERC.

Management does not believe the effects of these matters will have a material 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. 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 financial
position.

® NUCLEAR DECOMMISSIONING COSTS Estimated site-specific nuclear decommissioning costs, inciuding the cost
of decommissioning plant components not subject to radioactive contamination, total approximately $1.9 billion 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 $717 million and $703 millicn, respectively. The
balance of the internal reserve as of December 31, 2000 and 1999, was $231 million and $223 million, 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 will not have a material adverse effect on consolidated results of operations, cash flows or financial 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, fixed-rate,
fixed-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.

(® NUCLEAR RE-LICENSING 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.

(& ENVIRONMENTAL 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 until the early
1850s 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 fiability
associated with remediation of contamination at such sites with other potentially responsible parties. Management believes that
resolution of these matters will not have a material adverse effect on consclidated results of operations, cash flows or financial
position.



~{PCB (POLYCHLORINATED BIPHENYL) ASSESSMENT AND CLEANUP PROGRAMS In June 1999, the Environmental Protection Agency
(EPA) certified 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
gvaluating 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 from the past use of PCB-containing lubricants
and other discentinued 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 will not have a material adverse effect on consolidated results of operations, cash flows or financial position.

-{AIR QUALITY CONTROL The Clean Air Act (CAA) Amendments of 1990 required a two-phase reduction by electric utilities 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 | and Phase Il.

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 EPA 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 is expected 1o 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 adepted 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 million to $300 million in capital costs for additional emission controls over an estimated time 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, filed a complaint against Duke Energy in
the U.S. District Court in Greensboro, North Carolina, for afleged violations of the New Source Review (NSR) provisions of the
CAA. The EPA 1s 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 nstalling 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 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 viclation cf 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 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 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
poliution control equipment, if the court accepts the EPA’s contentions, could be substantial.



-{GLOBAL CLIMATE CHANGE In 1997, the United Nations held negotiations in Kycto, Japan to determine how to minimize global
warming. The resulting Kyoto Protocol prescribed, among other greenhouse gas emission reduction tactics, carbon dioxide emission
reductions from fossil-fueled electric generating facilities in 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 resoiution. If the Kyoto Protocol were to be adopted in
its current form, it could have far-reaching imptications 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 waorld.

() CALIFORNIA ISSUES -{CALIFORNIA LITIGATION Duke Energy’s subsidiaries, DENA and DETM, have been named among
16 defendants in a class action lawsult {the Gordon lawsuit) filed against companies identified 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 filed 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 Diege 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 billion. 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 Qversight 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 AND 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 CalPX, Duke Energy quantified its exposures
at December 31, 2000 to these utilities and recorded a $110 million provision. As a result of these defaults and certain related
government actions, Duke Energy has taken a number of steps, including imtiating 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 will have a material adverse effect
on Duke Energy’s consolidated results of operations, cash flows or financial position.



® LITIGATION AND CONTINGENCIES -{EXXON MOBIL CORPGRATION ARBITRATION 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 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 provisicn. 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 will 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 14 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 tc adopt this standard by
January 1, 2001. SFAS No. 133 requires that all derivatives be recognized as either assets or liabilities 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 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 will 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 expasure to variability
in expected future cash flows, then changes in the fair value of the derivative instrument will generally be reported in Other
Comprehensive Income (0CI). The gains and losses on the derivative instrument that are reported in OCI will 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 OCl and Common
Stockholders’ Equity is estimated to be $921 miilion 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 is altered, this
may impact Duke Energy’s transition adjustment amounts and subsequent reported operating results.

(& FORWARD-LOOKING STATEMENTS From time to time, Duke Energy's reports, filings and other public announce-
ments may include assumptions, projections, expectations, intentions or beliefs about future events. These staiements are
intended as “forward-looking statements” under the Private Securities Litigation Reform Act of 1995. 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 will 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 from those
expressed or implied in such forward-looking statements include state, federal and foreign legislative and reguiatory 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 financing 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.



SELECTED FINANCIAL DATA | IN MILLIONS, EXCEPT PER-SHARE AMOUNTS | YEARS ENDED

DECEMBER 3!

C2000 | 199¢° 1998 19976 1996°

INCOME STATEMENT o o
Operating revenues $ 49,318 X $ 21,766 $ 17,662 $ 16,309 $ 12,302
Operating expenses 45,505 19,947 15,177 14,339 10,143
Operating income 3,813 1,819 2,485 1,970 2,159
Other income and expenses 201 224 162 138 135
Earnings before interest and taxes 4,014 2,043 2,647 2,108 2,294
Interest expense 911 601 514 472 499
Minority interest expense 307 142 96 23 6
Earnings before income taxes 2,796 1,300 2,037 | 1,613 1,789
Income taxes 1,020 453 777 639 698
Income before extraordinary item 1,776 847 1,260 974 | 1,001
Extraordinary gain (loss), net of tax - 660 (8) - (17}
Net income 1,776 1,507 1,252 974 | 1,074
Dividends on preferred and

preference stock 19 20 21 72 44
Earnings available for common stockholders $ 1,757 $ 1,487 1 1,231 $ 902 $ 1,030
COMMON STOCK DATAC ' o
Shares of common stock outstanding |

Year-end 739 733 726 720 718

Weighted average 736 729 722 720 722
Earnings per share (before extraordinary item) '

Basic $ 2.39 $ 1.13 $§ 172 $ 1.26 $ 1.45

Diluted 2.38 1.13 1.71 1.25 1.44
Earnings per share

Basic $ 239 $ 2.04 $ 1.70 $ 126 | § 143

Diluted 2.38 2.03 1.70 1.25 | 1.42
Dividends per share | 1.10 1.10 | 1.10 0.95 | 0.79
BALANCE SHEET : T
Total assets $ 58,176 $ 33,409 $ 26,806 $ 24,029 $ 22,366
Long-term debt, less current maturities 11,019 8,683 6,272 | 6,530 5,485
COMMON STOCK DATA BY QUARTER® B

2000 1999
Dividends Stock Price Range Dividends Stock Price Range
Per Share High Low Per Share High Low

First quarter $0.275 $ 28.94 $23.19 $0.275 $ 32.34 $27.41
Second quarter 0.55 31.25 26.16 0.55 30.59 26.06
Third guarter - 42.88 28.31 - 29.25 26.22
Fourth guarter 0.275 44,97 40.22 0.275 28.44 23.53

a8 Financial information reflects a pre-tax $800 miilion 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 Consclidated Financial Statements for further information.
b 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



IN MILLIONS, EXCEPT PER-SHARE AMOUNTS ‘ YEARS ENDED

DECEMBER 31

2000 1999 - - 1998 .
OPERATING REVENUES
| Sales, trading and marketing of natural gas
and peiroleum products (Notes 1 and 7) $ 28,310 $10,922 $ 7.854
Trading and marketing of electricity (Notes 1 and 7) 13,060 3,610 2,788
Generation, transmission and distribution of
electricity (Notes 1 and 4) 5,315 4,934 4,586
Transportation and storage of natural gas (Notes 1 and 4) 1,045 1,139 1,450
i Gain on sale of equity investment (Notes 2 and 8) 407 - -
i Other (Note 8) 1,181 1,161 984
Total | operating revenues 49,318 21,766 17,662
OPERATING EXPENSES
- Natural gas and petroleum products purchased (Note 1) 27,670 10,636 7,497
" Net interchange and purchased power {Notes 1, 4 and 5) 12,000 3,507 2,916
" Fuel used in electric generation (Notes 1 and 11) 781 764 767
1 Other operation and maintenance (Notes 4, 11 and 14) 3,469 3,701 2,738
, Depreciation and amortization (Notes 1 and 5) 1,167 968 909
Property and other taxes 418 371 350
Total | operating expenses 45,505 19,947 15,7177
OPERATING INCOME 3,813 1,819 2,485
OTHER INCOME AND EXPENSES
Deferred returns and allowance for funds used
during construction (Note 1) 63 82 88
Other, net ~ 138 142 74
Total | other income and expenses 201 224 162
EARNINGS BEFORE INTEREST AND TAXES 4,014 2,043 2,647
INTEREST EXPENSE (NOTES 7 AND 10) 9 601 514
MINORITY INTEREST EXPENSE (NOTES 2 AND 12) 307 142 96
EARNINGS BEFORE INCOME TAXES I 2,796 1,300 2,037
INCOME TAXES (NOTES 1 AND 6) 1‘ 1,020 453 777
INCOME BEFORE EXTRAORDINARY ITEM f 1,776 847 1,260
EXTRACRDINARY GAIN (LOSS), NET OF TAX ! - 660 (8)
R e |
NET INCOME } 1,776 1,507 1,252
DIVIDENDS OoN PREFERRED AND
PREFERENCE STOCK {(NOTE 13) 19 20 21
EARNINGS AVAILABLE FOR COMMON STOCKHOLDERS $ 1,757 $ 1,487 $ 1231
COMMON STOCK DATA (NOTE 1)
Weighted-average shares outstanding 736 729 722
Earnings per share (before extraordinary item)
Basic $ 239 $ 113 $
Diluted $ 238 $ 1.13 $
Earnings per share
Basic $ 239 $ 204 $
Diluted $ 238 $ 2.03 $
Dividends per share $ 1.10 $ 1.10 $

See Notes to Consolidated Financial Statements.



IN MILLIONS | YEARS ENDED

DECEMBER 31

2000 1999 1998
CASH FLOWS rrom OPERATING ACTIVITIES
Net income $1,776 $ 1507 $ 1,252
| Adjustments to reconcile net income to net cash provided by
operating activities
! Depreciation and amortization 1,348 1,151 1,055
Net mark-to-market gain (464) (24) ! (75)
Extraordinary (gain) loss, net of tax - (660) 8
Gain on sale of equity investment (407) - -
Provision on NAWE receivables 110 - -
Injury and damages accrua! - 800 -
Deferred income taxes 152 (210) (35)
Purchased capacity levelization ; 138 104 : 88
Transition cost recoveries (payments), net i 82 95 ! (28)
{Increase) decrease in
Recelvables (4,812) (659) (18)
Inventory (97) {89) (104)
Other current assets (796) (138) (39)
Increase (decrease) in
Accounts payable 4,509 477 72
Taxes accrued (439) (57 (6)
1 Interest accrued 64 32 (2)
‘ Other current liabilities 1,116 73 84
Other, net (55) 282 79
Net cash | provided by operating activities 2225 " 2,684 2,331
CASH FLOWS rrom INVESTING ACTIVITIES
Capital and investment expenditures (5,634) {5,936) (2,500)
Proceeds from sale of subsidiaries and equity investment 400 1,900 -
Decommissioning, retirements and other 204 236 24
Net cash ‘ used in investing activities {5,030) {3,800) (2,476)
CASH FLOWS rrom FINANCING ACTIVITIES
Proceeds from the issuance of
Long-term debt | 3,208 3,221 1,357
Guaranteed preferred beneficial interests in subordinated i
. notes of Duke Energy Corperation or Subsidiaries - 484 581
' Common stock and stock options 230 162 176
Payments for the redemption of |
Long-term debt (1,191) l (1,505) (698)
Preferred and preference stock (33) (20 (180)
Net change in notes payable and commercial paper 1,484 58 (350)
Distributions to minority interests (1,216) - -
Contributions from mingrity interests 1,116 - -
Dividends paid (828) {822) (814)
Other (54) 22 6
Net cash | provided by financing activities 2,714 1,600 78
Net (decrease) increase in cash and c¢ash equivalents (91) 484 (67)
| Cash received from business acquisitions 100 49 38
| Cash and cash equivalents at beginning of period 613 8 | 109
| Cash and cash equivalents at end of period $ 622 $§ 613 $ 80
Supplemental Disclosures
Cash paid for interest, net of amount capitalized $ 817 $ 541 $ 490
Cash paid for income taxes $1177 $ 732 $ 733

See Notes to Consolidated Financial Statements




IN MILLIONS DECEMBER 31
2000 1999
ASSETS
CURRENT ASSETS (NOTE 1)
; Cash and cash equivalents {Note 7) $ 622 $ 613
. Receivables (Notes 1 and 7) 8,293 3,248
I Inventory 736 599
Current portion of natural gas transition costs (Note 4) - 81
Current portion of purchased capacity costs (Note 5) 149 146
‘ Unrealized gains on mark-to-market transactions (Note 7) 11,038 1,131
Other (Note 7) 1,317 353
Total ‘ current assets 22,155 6,171
INVESTMENTS AND OTHER ASSETS
Investments in affiliates (Notes 8 and 14) 1,370 1,299
Nuclear decommissioning trust funds (Note 11) 717 703
. Pre-funded pension costs (Note 17) 304 315
- Goodwill, net (Notes 1 and 2) 1,566 844
Notes receivable 462 154
Unrealized gains on mark-to-market transactions (Notes 1 and 7) 4,218 690
Other 1,445 705
Total | investments and other assets 10,082 4,710
PROPERTY, PLANT AND EQUIPMENT (NOTES 1,5, 9, 10 anp 11)
, Cost 34,615 30,436
i Less accumulated depreciation and amortizaticn 10,146 9,441
Net \ property, plant and equipment 24,469 20,995
REGULATORY ASSETS AND DEFERRED DEBITS (NOTE 1)
Purchased capacity costs (Note 5) 356 497
Deferred debt expense (Note 7) 208 223
Regulatory asset related to income taxes 506 500
Other (Notes 4 and 14) - 400 313
Total l regulatory assets and deferred debits 1,470 1,533
TOTAL ASSETS $58,176 $ 33,409

See Notes to Consolidated Financial Statements.



IN MILLIONS

DECEMBER 31
\

2000 1999
LIABILITIES ano COMMON STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
‘ Accounts payable $ 7,375 $ 2,312
i Notes payable and commercial paper (Notes 7 and 10) 1,826 267
. Taxes accrued (Note 1) | 261 685
Interest accrued 208 139
‘ Current maturities of long-term debt and preferred stock (Notes 1C and 13) 470 515
| Unrealized losses on mark-to-market transactions (Notes 1 and 7) 11,070 1,241
" Other {Notes 1 and 14) 1,769 717
Total Lcurrent liabilities 22,979 5,876
LONG-TERM DEBT (NOTES 7 anD 10) 11,019 8,683
DEFERRED CREDITS AND OTHER LIABILITIES (NOTE 1)
Deferred income taxes {Note 6) 3,851 3,402
Investment tax credit (Note 6) 211 225
« Nuclear decommissioning costs externally funded (Note 11) 717 703
Environmental cleanup liabilities {Note 14) 100 101
‘ Unrealized losses on mark-to-market transactions (Note 7) 3,581 438
Other (Note 14) 1,674 2,099
Total \ deferred credits and other liabilities 10,034 6,968
COMMITMENTS AND CONTINGENCIES (NOTES 5, 11 AND 14)
GUARANTEED PREFERRED BENEFICIAL INTERESTS IN SUBORDINATED
NOTES OF DUKE ENERGY CORPORATION OR SUBSIDIARIES (NOTES 7 AND 12) 1,406 1,404
MINORITY INTERESTS (NOTE 2) | 2,435 1,200
PREFERRED AND PREFERENCE STOCK (NOTES 7 AND 13)
| Preferred and preference stock with sinking fund requirements 38 71
| Preferred and preference stock without sinking fund requirements 209 209
Total | preferred and preference stock 247 280
COMMON STOCKHOLDERS' EQUITY (NOTES 1,15 AND 16)
Common stock, no par, 1 billion shares authorized; 739 million and 733 million
shares outstanding at December 31, 2000 and 1999, respectively 4,797 4,603
. Retained earnings 5,379 4,397
‘ Accumulated other comprehensive income (120} (2)
Total common stockholders’ equity 10,056 8,998
TOTAL LIABILITIES AND COMMON STOCKHOLDERS' EQUITY $58,176 $33,409

See Notes to Consolidated Financial Statements.



Accumulated

Other Total
Common Retained Comprehensive Comprehensive
IN MILLIONS Stock Earnings Income Total Income
| 1
BALANCE DECEMBER 31, 1997 | $4,284 $325 | $ - $ 7,540
Net income 1,252 1,252 | $1,252
| Total' comprehensive income \ L 7 $ 1,252
' Dividend reinvestment and employee benefits (Note 16) 165 165 | S
' Common stock dividends (794) (794)
Preferred and preference stock dividends (Note 13) (21) 21
\ Other capital stock transactions, net 8 8
BALANCE DECEMBER 31, 1998 - $4,449 $ 3,701 $ - 1§ 8150
1 Net income 1,507 | 1,507 $ 1,507
Other comprehensive income:;
‘ Foreign currency transiation adjustments (Note 1) (2) 2) ) 2)
_ Total| comprehensive income ) B  $1,505
. Dividend reinvestment and employee benefits (Note 16) 154 154
Common stock dividends (802) {802)
Preferred and preference stock dividends (Note 13) (20) (20
" Other capital stock transactions, net 11 11
BALANCE DECEMBER 31, 1999 $ 4,603 $ 4,397 $ (2 % 8998
Net income | 1,776 1,776 $1,776
| Other comprehensive income:
( Foreign currency translation adjustments {Note 1) ‘ 1 (118) (118) (118)
| __Total| comprehensive income 7 | i - B | $1,658
| Dividend reinvestment and employee benefits (Note 16) | 194 | | 194 o
Common stock dividends (809) (809)
‘ Preferred and preference stock dividends (Note 13) {19) {19)
Other capital stock transactions, net 34 ‘ 34

BALANCE DECEMBER 31, 2000

See Notes to Consolidated Financial Statements,

I $4,797\ $5379 | $ (120) “$10,05§7




(® 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 financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the amounts repcrted 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.

® CASH AND CASH EQUIVALENTS All liquid investments with maturities at date of purchase of three months or less
are considered cash equivalents.

(® [INVENTORY Inventory 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. Inventory is recorded
at the lower of cost or market, primarily using the average cost method.

(®» ACCOUNTING FOR RISK MANAGEMENT AND COMMODITY TRADING ACTIVITIES Commodity derivatives
utilized for trading purposes are accounted for using the mark-to-market method. Under this 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-refated
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 to commodity derivatives that qualify as
hedges are recognized in income when the underlying hedged physical transaction closes and are included in the Consolidated
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 commadity, or if the underlying commeodity transaction
closes eariier 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 assoclated 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
Consolidated 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 fiuctuations, 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 aisa 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.

(& GOODWILL Goodwill represents the excess of acquisition costs over the fair value of the net assets of an acquired busi-
ness. The goodwill 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 reparted on the Consolidated Balance Sheets as of Becember 31, 2000 and
1999, was $1,566 million and $844 million, net of accumulated amortization of $291 miilion and $218 million, respectively. See
Note 2 to the Consolidated Financial Statements for information on significant goodwil! 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 is 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
wheneaver 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.

(® ENVIRONMENTAL 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 reascnably 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 classified in the
Consolidated Balance Sheets as Regulatory Assets and Deferred Debits, and Deferred Credits and Other Liabilities, 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.



(& COMMON 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 16 to the
Consolidated Financial Statements. Ali 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 stoeck split.

{® 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 well as electricity, gas and other energy products
marketed, are recognized in 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 mil-
lion and $207 million as of December 31, 2000 and 1999, respectively, for electric service that has been provided but not yet
billed to custemers. 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.

(® NUCLEAR FUEL Amortization of nuclear fuel is included in the Consolidated Statements of Income as Fue! Used in
Electric Generation. The amortization is recorded using the units-of-production method.

(& DEFERRED RETURNS AND ALLOWANCE FOR FUNDS USED DURING 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 Gther 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 in 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.

(& FOREIGN CURRENCY TRANSLATION Assets and liabilities of Duke Energy's international operations, where the
tocal currency is the functional currency, have heen 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 from foreign currency gains and losses is included in consolidated net income.

(® INCOME TAXES Duke Energy and its subsidiaries file a consolidated federal income tax return. Deferred income taxes
have been provided for temporary differences. Temporary differences occur when events and transactions recognized for finan-
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 COMMON SHARE Basic earrings 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 for the calcula-
tion of basic and diluted earnings per share is earnings available for common stockholders.

DENOMINATOR FOR EARNINGS PER SHARE | IN MILLIONS

B | 2000 0 1999 | 1998
Denominator for basic earnings per share (weighted-average shares outstanding) 7357 729.3 722.0
Assumed exercise of diluted stock options 37 1.6 24
Denominator for diluted earnings per share 739.4 730.9 724.4

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.

& EXTRAORDINARY ITEMS In 1999, Duke Energy realized an extraordinary gain of $660 million 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, LP (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 1998 were reduced by $0.01 as a result of this charge.

(& NEW ACCOUNTING STANDARD In June 1998, SFAS No. 133, “Accounting for Derlvative 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 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 firm commitment, then changes in the fair
value of the derivative instrument will generaily 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 will generally be reported in Other Comprehensive Income (0Ci). The gains and loss-
es on the derivative instrument that are reported in OCI will 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 reccrded a net-of-tax cumulative-effect adjust-
ment of $96 million as a reduction in earnings. The net-of-tax cumulative-effect adjustment reducing OCl 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 is altered, this
may impact Duke Energy’s transition adjustment amounts and subsequent reported operating results.

® RECLASSIFICATIONS Certain prior period amounts have been reclassified in the Consolidated Financial Statements to
conform to the current presentation.

2. BUSINESS ACQUISITIONS AND DISPOSITIONS

® BUSINESS ACQUISITIONS 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 te the purchase date. Assets acquired and liabilities assumed are recorded at 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 liability
valuations becomes available within one year after the acquisition.



~IMARKET 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 $250 million in cash and the
assumption of $150 million 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 $159 million of goodwill was recorded in the trans-
action and is being amortized on a straight-line basis over 35 years. In association with the acquisition of MHP, a tender offer
was made for $115 million of the assumed debt as required by the debt agreements. As of December 31, 2000, approximately
$88 million of this debt was retired.

~{PHILLIPS PETROLEUM'S GAS GATHERING, PROCESSING AND 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 $1.53 billion to Duke Energy and $1.22 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-line basis over 20
years.

—{EAST TENNESSEE NATURAL GAS COMPANY In March 2000, Duke Energy, through a wholly owned subsidiary, compieted the
approximately $390 million acquisition of East Tennessee Natural Gas Company from El Paso Energy. East Tennessee Natural Gas
Company owns a 1,100-mile interstate natural gas pipeline system that crosses Duke Energy’s Texas Eastern Transmission
Corporation’s (TETCO’s) pipeline and serves the southeastern regicn 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 (DE!), 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 $109 miilion 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
wholly owned subsidiary DEI, completed a series of transactions toc purchase for approximately $1.03 billion an approximate 95%
interest in Paranapanema, an electric generating company in Brazil. Goodwill of approximately $134 million was recorded in rela-
tion to this acquisition and is being amortized on a straight-line basis over 40 years.

~{UNION 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 billion 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.
Goedwill of $135 million has been recorded and is being amortized on a straight-line basis over 15 to 20 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 mil-
lion to BellSouth Corporation. Operating revenues includes the resulting pre-tax gain of $407 million, or an after-tax gain of
$0.34 per basic share.



—{CATAWBA RIVER ASSOCIATES, LLC (CATAWBA RIVER)  During 2000, Duke Energy formed Catawba River, and third-party,
non-controlling, preferred interest holders invested $1,025 million. Catawba River is a limited 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 this interest are included in Minority Interests and Minority Interest
Expense, respectively, on the Consolidated Financial Statements.

—{PEPL COMPANIES AND TRUNKLINE LNG In March 1999, 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 million. The sale
resulted in an extraordinary gain of $660 million, 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 million and $156 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 will not have a material adverse effect on consolidated results of operations,
cash flows or financial position.

The pro forma results of operations for acqulisitions and dispositions do not materially differ from 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.

-{FIELD SERVICES gathers, processes, transports, markets and stores natural gas and produces, transports, markets and stores
NGLs. Its operations are conducted primarily through DEFS, a limited 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 limited 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 eperations 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, whaolly owned merchant finance company, provides financing, invest-
ment banking and asset management services 1o 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 EBIT after deducting minority interests. EBIT 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 inciude certain unallocated corporate items.



BUSINESS SEGMENT DATA | IN MiLLIONS
j

] 1 Depreciation | Capital and |
Unaffiliated |Intersegment Total ‘ and Investment Segment
YEAR ENDED DECEMBER 31, 2000 Revenues Revenues Revenues EBIT * Amortization | Expenditures Assets
Franchised Electric . $ 4946 $ - $ 4946 | $1,704 $ 565 $ 661 $12,819
Natural Gas Transmission ‘ 998 133 1,131 | 534 131 973 4,995
Field Services 7,601 1,459 9,060 296 240 376 6,266
North American

Wholesale Energy 33,590 284 33,874 418 75 1,937 28,213
International Energy 1,060 7 1,067 331 97 | 980 4,551
Other Energy Services 528 167 | 695 (61) 13 28 543
Duke Ventures 642 - 642 563 17 643 1,967
Other Operations (47) 68 21 (2) 29 36 2,749
Eliminations and

minority interests - (2,118) (2,118) 231 | - - (3,927)

Total | consolidated $ 49,318 $ - $49,318 $ 4,014 $1,167 $ 5,634 $ 58,176
YEAR ENDED CECEMBER 31, 1999
Franchised Electric $ 4700 - % - $ 4,700 $ 856 $ 542 ' § 759 $ 13,133
Natural Gas Transmission 1,124 | 106 1,230 627 126 261 3,897
Field Services 2,883 707 ‘ 3,590 144 131 1,630 3,565
North American | ‘

Wholesale Energy 11,623 178 11,801 209 57 1,028 6,268
International Energy 323 34 357 42 58 1,779 4,459
Other Energy Services 886 103 989 (94) 14 94 612
Duke Ventures 232 - 232 162 13 382 1,031
Other Operations (5) 44 39 5 27 3 1,250
Eliminations and

minority interests - (1,172) (1,172) ! 92 | - - (806)

Total | consolidated $ 21,766 $ - $21,766 “ $ 2,043 \ $ 968 | $5,936 $ 33,409
YEAR ENDED DECEMBER 31, 1998 o
Franchised Electric 8 4626 | $ | $ 4,626 $ 1,513 $ 522 $ 586 $12,953
Natural Gas Transmission 1,440 102 1,542 702 215 290 4,996
Field Services 2,132 545 2,677 76 80 304 1,893
North American

Wholesale Energy 8,727 56 8,783 133 27 796 4,394
International Energy 125 34 159 12 15 239 900
Other Energy Services 436 85 521 10 12 41 376
Duke Ventures i 171 - 171 . 122 10 232 818
Other Operations i 5 26 31 ! 22 28 12 874
Eliminations and ‘

minority interests | - (848) (848) 57 - - (398)

Total | consolidated | $ 17,662 .‘ $ - $17,662 § 2,647 $ 909 $ 2,500 $ 26,806




GEOGRAPHIC DATA | iN MILLIONS

u.s. \ Canada ‘ Latin America Other Foreign ' Consolidated
2000 N B ; - \ i
Consolidated revenues $ 43,282 ‘ $ 4,964 $ 512 $ 560 $ 49,318
Consolidated long-term assets | 31,074 900 2,823 1,222 - 36,019
1999 !
Consolidated revenues $19,336 $ 2,007 $ 171 $ 252 $ 21,766
Consolidated long-term assets 22,995 250 2,708 901 26,854
1998 ) | !
Consolidated revenues $ 16,589 $ 996 $ 31 $ 46 $17,662
Consolidated long-term assets 20,982 140 l 207 632 21,961

4, REGULATORY MATTERS

® FRANCHISED 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 Scuth 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 utilities that participate in an RTO, including exciusive and inde-
pendent authority to propose rates, terms and conditions of transmission service provided over the facilities 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 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 utilities, 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 compa-
nies' combined transmission systems. The target date for formation of GridSouth is December 15, 2001. However, the actual
date that GridSouth becomes operational will depend upon the resolution of all necessary regulatory approvals and resolving ail
technical issues. Management belisves that the establishment of GridSouth will not have a material adverse effect on future con-
solidated results of operations, cash flows or financial position.

& NATURAL GAS TRANSMISSION On February 8, 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; (i) implement imbalance management services (for wnich 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 first refusal to remove ecanomic 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 thira quarter
of 2000, Duke Energy’s interstate pipelines made the required pro forma tariff sheet filings. These filings are currently subject
to review and approval by the FERC.

Management does not believe the effects of these matters will 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 B
Owner Ownership Interest
North Carolina Municipal Power Agency Number 1 (NCMPA) : 37.5%
North Carolina Electric Membership Corporation (NCEMC) } 28.1%
Duke Energy Corporation 12.5%

Piedmont Municipal Power Agency (PMPA) 12.5%
Saluda River Electric Cooperative, Inc. (Saluda River) 9.4%
100.0%

As of December 31, 2000, $525 million of property, plant and equipment and $268 million 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 19989,
$505 million 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 miliion, $62 million and $88 million, respectively. These
amounts, after adjustments for amounts in current rates, are included in the Consclidated 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 the capacity and energy which they retain from the
station or potentially acquire in the form of other resources. The agreements further provide the cther joint 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 jeint owners retain more capacity and energy
from the station, or obtain additional capacity and energy from 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 flows or financial
position,



6. INCOME TAXES

INCOME TAX EXPENSE | IN MILLIONS | YEARS ENDED

DECEMBER 31

2000 1999 1998
Current income taxes
Federal $ 679 $ 525 $ 673
State | 109 138 138
Foreign ‘ 18 1 -
Total current income taxes T - 806 664 811
Deferred income taxes, net
Federal 187 (126) (15)
State 13 (65) (4)
Foreign 29 M -
Total deferred income taxes, net » 229 (192) (19)
Investment tax credit amortization G (19) (15)
Total | income tax expense i $ 1,020 $ 453 $ 777
INCOME TAX EXPENSE RECONCILIATION TO STATUTORY RATE | IN MILLIONS ;| YEARS ENDED DECEMBER 31
2000 | 1999 1998
Income tax, computed at the statutory rate of 35% w $ 979 | $ 455 $ 713
Adjustments resulting from: ‘ ‘
State income tax, net of federal income tax effect 75 ‘ 47 90
Favorable resolution of federal tax issues (18) ‘ (30) -
Other items, net (16) | (19} (26)
Total ;income tax expense $ 1,020 ‘, $ 453 $ 777
Effective tax rate 36.5% 34.9% 38.1%
NET DEFERRED INCOME TAX LIABILITY COMPONENTS | IN MILLIONS _DECEMBER 31
- 2000 | 1999
Deferred credits and other liabilities $ 429 $ 500
International property, ptant, & equipment 153 -
Other 10 8
Total deferred income tax assets 592 508
Valuation allowance (9) (6)
Net deferred income tax assets 583 ‘ o502
Investments and other assets (320) ? (245)
Property, plant and equipment (2,707) | (2,483)
Regulatory assets and deferred debits (326) (427)
Regulatory asset related to restating to pre-tax basis (429 , (432)
Total deferred income tax liability (3,782) (3,587)
State deferred income tax, net of federal tax effect 8200 . (340)
_Total| net deferred income tax liability $ (3,519) $ (3,425)




7. RISK MANAGEMENT AND FINANCIAL INSTRUMENTS

—{COMMODITY DERIVATIVES — TRADING Duke Energy provides risk management services to its customers through forward con-
tracts, futures, over-the-counter swap agreements and cptions (collectively, “commeodity derivatives”). Duke Energy engages in
the trading of commodity derivatives, and therefore experiences net open positions, which are managed with strict policies that
limit 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 at December 31, 2000.

NET GAINS RECOGNIZED FROM TRADING ACTIVITIES | IN MILLIONS

2000 1999 ‘ 1998
Natural gas $212 $ 83 i $114
Electricity 368 41 14
Othera 46 - -

a Other includes refined products, fertilizer, crude ~o‘il and other miscellaneous commodities

ABSOLUTE NOTIONAL CONTRACT QUANTITY OF

COMMODITY DERIVATIVES HELD FOR TRADING PURPOSES DECEMBER 31
- 2000 | 1999
Natural gas, in billion cubic feet 39,716 17,248
Electricity, in gigawatt hours 289,109 185,536
Fertilizer contracts, in thousands of tonnes 141,619
Refined products, in thousands of barrels 451,133
FAIR VALUES OF COMMODITY DERIVATIVES — TRADING | IN MILLIONS
2000 | 1999
Assets Liabilities Assets Liabilities
Fair values at December 31, B ‘
Natural gas $ 45,423 $ 45,104 | $ 2,966 $ 2,855
Electricity 9,436 9,254 | 1,302 1,271
Fertilizer contracts 5,886 5,850 | - -
Refined products 1,192 1,159 -
Other? 303 268 - -
Eliminations (46,984) (46,984) (2,447) (2,447}
Total fair values $ 15,256 $ 14,651 $ 1,821 $1,679
Average fair values for the year
Natural gas 20,150 19,801 2,401 2,269
Electricity 6,650 ‘ 6,558 962 900
Fertilizer contracts 3,002 2,974 - -
Refined products 1,345 . 1,309 - -
Otherd 437 427 - i -

a Other includes crude oil and other miscellaneous commodities

~{COMMODITY DERIVATIVES — NON-TRADING Duke Energy also manages its exposure to risk from existing assets, liabilities and
commitments by hedging the impact of market fluctuations. 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, At December 31, 2000, these commodity derivatives extended for periods up to 10 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 $120 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.



ABSOLUTE NOTIONAL CONTRACT QUANTITY QF

COMMODITY DERIVATIVES HELD FOR NON-TRADING PURPOSES DECEMBER 31
| 2000 1999
Natural gas, in billion cubic feet ‘ © 401 592 -
Electricity, in gigawatt hours 75,932 45,877
Power capacity, in megawatt months 35,325 25,950

Crude oil, in thousands of barrels

43,991 32,764

&) 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 refated 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 cf 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.

INTEREST RATE DERIVATIVES | DOLLARS IN MILLIONS DECEMBER 31 B
- 2000 | 1999
Noticonal ! Fair Contracts | Notional | Fair Contracts

- Ampunts Value | Expire e Amounts Value Expirti
Fixed-to-floating rate T‘ ‘

swaps $275 $ 27 2009 $ 100 $1 2000
Cancelable fixed-to- | 1 ‘

floating rate swaps 630 20 2004-2022 ‘
CP2 floating-to-fixed i |

rate swap 100 : (1) 2001 500 1 2000
Interest rate locks 2715 | (9) 2011 - - ‘ -

& Commercial paper

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 iosses 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.

WEIGHTED-AVERAGE RATES FOR INTEREST RATE SWAPS | YEARS ENDED DEGEMBER 31
e 2000 ‘ 1999 N 1998
Fixed-to-floating rate swaps 6.50% 5.71% 6.04%
Cancelable fixed-to-floating rate swaps 5.09% -

Commercial paper swaps 6.11% 4.95% : -

@ 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 2000 and extending to the year 2005, and had a weighted-average fixed exchange rate of 1.470 Canadian doliars to
one U.S. dollar. The fair value of foreign currency swap agreements was not material at December 31, 2000 or 1999,



® MARKET AND 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 from natural gas and electric utilities and their affillates, 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 risk,
Duke Energy analyzes the counterparties’ financial condition prior to entering into an agreement, establishes credit limits and
monitors the appropriateness of these limits on an ongoing basis. As of December 31, 2000, Duke Energy had approximately
$400 millien in receivables related to energy sales in California. Duke Energy quantified its exposures with regard to those
receivables and recorded a provision of $110 million. See Note 14 to the Consolidated Financial Statements for further informa-
tien 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.

® FINANCIAL INSTRUMENTS 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.

FINANCIAL INSTRUMENTS | iN MILLIONS

2000 199%
Approximate Approximate
Book Value Fair Value Book Value Fair Value

Long-term debt? $ 11,456 $12,198 $ 9,165 $ 8,891
Guaranteed preferred beneficial interests in

subordinated notes of Duke Energy

or subsidiaries 1,406 1,389 1,404 1,207
Preferred stock? 280 275 313 303

2 Includes current maturities

The fair value of cash and cash equivalents, notes receivable, notes payable and commercial paper are not materially different
from 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.

8. INVESTMENT IN AFFILIATES

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
million and $6 million in 2000 and 1999, respectively. Duke Energy’s share of net income from these affiliates is reflected in the
Consoiidated 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 Maritimes &
Northeast Pipeline, LLC.

(® FIELD SERVICES Investments primarily include a 37% interest in & 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.



® NORTH 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.

® 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 methano! and MTBE (methy! tertiary butyi ether) business in Jubail, Saudi Arabia.

(¢ OTHER ENERGY SERVICES Investments include the participation in various construction and support activities for
fossii-fueled generating plants.

(& DUKE VENTURES Significant investments include various real estate development projects and a 20% interest in the

BellSouth PCS joint venture until its sale in 2000.

DECEMBER 31

INVESTMENT IN AFFILIATES | IN MILLIONS

2000 1999 ! 1998
Domestic | Internationai ‘ Total Domestic | International | Total Domestic | International | Total
Natural Gas |

Transmission $ 82 $ 88 $ 170, $ 67 $ 83 $ 150 | $104 $ 37 $ 141
Field Services 373 - 373 439 . 439 | 303 - 303
North American

Wholesale x ;

Energy 635 | 9 644 425 - 425 171 - 171
International

Energy - 154 154 - 224 224 - 223 223
Cther Energy

Services 11 1 7 18 51 6 57 19 23 42
Duke Ventures ! 23 - 23 10 - 10 24 24
Other Operations (12) (12) (6) - (6) (2) - (2)

Total ‘ $1,112 $ 258 $1,370 $ 986 $ 313 $1,299 | $619 $ 283 $ 902
EQUITY IN EARNINGS OF INVESTMENT | IN MILLIONS | YEARS ENDED DECEMBER 31

] 2000 | 1999 1998 ]
Domestic | International ] Total | Domestic |International | Total | Domestic |International | Total
Natural Gas

Transmission | $ 13 $ 4 $ 17 ] $ 16 $ 9 $ 25| § 14 $ 3 $ 17
Field Services 39 - 39 44 44 g 9
North American } ‘

Wholesale

Energy 36 - 36 47 47 50 50
International

Energy - 43 43 - 10 10 - 18 18
Other Energy ‘

Services (13) - (13) | 10 3 13 1 13 14
Duke Ventures (9) - (9) ’ (22) - (22) (29) (29)
Other Operations | (10} - (10) {5) - (5) - - -

Total | '$ 56 $ 47 [$ 103 | $ 90 $22 1§ 112 | $ 45 $ 34 $ 79




SUMMARIZED COMBINED FINANCIAL INFORMATION

OF UNCONSOLIDATED AFFILIATES IN MILLIONS _ ) DECEMBER 31 -
2000 1999 ‘ 1998
Balance sheet | |
Current assets $ 1,242 ‘ $ 1,544 $ 848
Noncurrent assets 6,588 7,826 7,340
current liabilities ‘ 888 1,155 1,084
Noncurrent liabilities 7 4,404 o 4,727 3,884
Net assets $ 2,538 $ 3,488 | $ 3,220
s - - B ﬁr ,,
Income statement ‘
Operating revenues $ 4,617 $ 3,510 1 $ 1,667
Operating expenses 4,039 % 3,104 \ 1,166
Net income J 440 193 263

Duke Energy had cutstanding notes receivable from certain affiliates of $70 million and $72 millicn at December 31, 2000 and
1999, respectively.

9. PROPERTY, PLANT AND EQUIPMENT

NET PROPERTY, PLANT AND EQUIPMENT | IN MILLIONS N DECEMBER 31 B o
o _ 7 2000 1998 B
Land $ 36 $ 25
Plant:
Electric generation and transmission 11,734 11,717
Natural gas transmissicn 11,281 10,290
Gathering and processing facilities 4434 ! 2,466
Other buildings and improvements ! 1,339 1,310
Leasehold improvements 14 8
Nuclear fuel 761 741
Equipment 92 83
Vehicles | 36 37
Construction in process ‘ 2,209 1,220
Other o 2,679 B 2,539 )
Total | property, plant and equipment \d . $34615 . $ 30,436
Total | accumulated depreciation? ‘ - $(10,146) $ (9,441)
Total ‘ net propertyr,ﬁnt and eguipment : $ 24,469 $ 20,995 -

a Includes amortization of nuctear fuel: 2000 - $503 million; 1999 - $444 million

Capitalized interest of $67 million, $52 million and $28 miltion is included in the Consolidated Statements of Income for the
years ended December 31, 2000, 1999 and 1998, respectively.




10. DEBT AND CREDIT FACILITIES

LONG-TERM DEBT | IN MILLIONS

DECEMBER 31

B Year Due 2000 1999

DUKE ENERGY
First and refunding mortgage honds?

5.875%-6.375% 2001-2008 $ 625 $ 625

6.750%—-8.30% 2023-2025 661 661

7.0%-8.950% 2027-2033 165 165
Pollution control debt, 3.850%—5.80% 2012-2017 172 172
Notes:

5.375%-9.210% | 2009-2016 811 264

6.0%—-6.60% \ 2028-2038 500 500
Commercial paper, 6.510% and 5.840%

weighted-average rate at December 31, 2000

and 1999, respectivelyb 1,256 1,184
Other debt 18 21
Notes matured during 2000 200
DUKE CAPITAL CORPORATION
Senior notes:

6.250%-7.50% 2004-2009 1,400 1,250

6.750%—8.50% 2018-2019 650 650
Commercial paper, 6.660% and 5.910%

weighted-average rate at December 31, 2000

and 1999, respectively®? 1,378 535
Note payable to affiliate 6.140% and 5.030%

weighted-average rate at December 31, 2000

and 1999, respectively 141 86
PANENERGY CORP
Bonds:

7.750% 2022 328 328

8.625% debentures 2025 100 100
Notes:

7.0%—9.90%, maturing serially 2003-2006 384 395
TETCO
Notes:

7.30%-10.375% 2001-2010 600 500

Medium-term, Series A, 7.640%—8.070% 2001-2012 51 51
ALGONQUIN GAS TRANSMISSION COMPANY
9.130% Notes 2003 100 100

3 Substantially all of Franchised Electric's plant was mortgaged

b Extendible commercial notes are included in the 2000 amounts




LONG-TERM DEBT (CONTINUED) | IN MILLIONS o DECEMBER 31

Year Due | 2000 | 1999

DEFS ‘
Notes, 7.50%—-8.125% 2005-2030 \ $ 1,700 $
Commerciat paper, 7.390% weighted-average | | \

rate at December 31, 2000 346 ‘ -
DENA \
Bonds, 7.50%-10.0% 2010-2030 302 -
Capital leases 2009-2028 272 207
Notes matured during 2000 - 380
DEI
Medium-term note 7.250% 2004 139 ‘ 162
Notes: ‘ i

4,50%—-18.0% 2001-2024 . 222 107

7.90% 2004-2013 138 161

6.0%—10.0%° 2013-2017 477 485
Credit facilities, 6.130% and 6.010%

weighted-average rate at December 31, 2000

and 1999, respectively ‘ 44 80
Commercial paper, 6.40% and 5.510% ‘

weighted-average rate at December 31, 2000

and 1999, respectively ‘ 223 49
CRESGENTY ‘
Construction and mortgage loans, 6.30%-9.50% 2001-2010 67 46
Other debt of subsidiaries 103 ! 34
Unamortized debt discount and premium, net ﬁ@) |  (66)

Total long-term debt 13,282 ‘ 9,432
Current maturities of long-term debt (437) {482)
Short-term notes payable and commercial paper ‘ ~(1,826) {267)

Total ‘ long-term portion \ $ 11,019 $ 8,683

¢ 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%, respectively.

ANNUAL MATURITIES | IN MILLIONS

2001 $ 437
2002 263
2003 475
2004 956
2005 922
Thereafter ) ) ] 8,403

Total | long-term debt $ 11,456




Included in the annual maturities after 2005 is $1,536 million of long-term debt that has call options whereby Duke Energy has
the option to repay the debt early. Based on the years in which Duke Energy may first exercise its redemption aptions, $95 mil-
lion could potentially be repaid in 2001, $1,114 millicn in 2002, $227 million in 2003 and $100 million in 2005,

CREDIT FACILITIES | iN MILLIONS DECEMBER 31 L
2000 o 1999
Credit Credit |
Facilities Outstanding Facilities Qutstanding

364-day facilities® $1,796 $ - $ 823 $ 10
Three-year revolving facilities 84 44 565 450
Four-year revolving facilities 125 - 125 | -
Five-year revolving faciiities? 2,200 - 2,200 _ -
Total | consolidated $ 4,205 $ 44 $ 3,713 $ 460

a Supported commercial paper facilities

11. NUCLEAR DECOMMISSIONING COSTS

(® NUCLEAR DECOMMISSIONING COSTS Estimated site-specific nuclear decommissioning costs, including the cost
of decommissioning plant components not subject to radioactive contamination, total approximately $1.9 billion stated in 1999
dollars based on decommissioning studies completed in 1999. This amount includes Duke Energy’s 12.5% 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 staticns. 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:

OPERATING LICENSES FOR NUCLEAR UNITS

Unit Year )
McGuire 1 2021
McGuire 2 2023
Catawba 1 2024
Catawba 2 2026
Oconee 1 and 2 2033
Oconee 3 2034

During 2000 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 1998,
was $717 million and $703 million, respectively. The balance of the internal reserve as of December 31, 2000 and 1999, was
$231 million and $223 million, respectively, and is reflected in the Consohdated Balance Sheets as Accumuiated 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 1992 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
15 years based on their pro rata share of past enrichment services. On June 12, 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 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 miilion and $70 million
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.

® SPENT NUCLEAR FUEL Under prowisions 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 billion arising out
of the DOE's failure to begin accepting commercial spent nuclear fuel by January 31, 1998, Damages claimed in the suit are
intended to recover costs that Duke Energy is Incurring and will continue to incur as a result of the DOE’s partial material breach
of its contract with Duke Energy, including costs associated with 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.

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 in junior subordinated notes issued by the
respective parent companies.

TRUST PREFERRED SECURITIES | iN MILLIONS o DECEMBER 31
Issued | Rate  Due L 2000 y 1999

1997 7.20% 2037 | $ 350 ‘ $ 350

1998 7.375% \ 2038 | 350 350

1998 7.375% 2038 250 i 250

1999 8.375% 2029 250 250

1999 ‘ L T7.20% 2039 | 250 250 -
Unamortized debt discount (44) B (46) o

$1,406 $1,404

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 $108 million, $87 million 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, 1999 and 1998, respectively.

13. PREFERRED AND PREFERENCE STOCK

AUTHORIZED SHARES OF STOCK  As oF DECEMBER 31, 2000 AND 1999

Par Shares

B N ) Value ol (IN MILLIONS) -
Preferred Stock $ 100 1 125
Preferred Stock A ; $ 25 10.0
Preference Stock i $100 | 1.5

As of December 31, 2000 and 1999, there were no shares of preference stock outstanding.



PREFERRED STOCK WITH SINKING FUND REQUIREMENTS | DOLLARS IN MILLIONS

Shares Qutstanding DECEMBER 31
Rate/Series Year Issued at December 31, 2000 2000 1999
6.20% D (Preferred Stack A) 1992 | 800,000 . $ 20 $ 20
6.30% U 1992 | 130,000 ; 13 13
6.40% V 1992 130,000 13 13
6.75% X 1993 250,000 | 25 25
6.10% C (Preferred Stock A)? 1992 - 20
6.20% T2 1992 - | 13 B
Total | | $71 | $104

2 Preferred stock series C and T redeemed in September and December, 2000, respectively.

The annual sinking fund requirements for 2001 through 2005 are $33 million, $13 million, $2 million, $2 million and $2 million,
respectively. Some additional redemptions are permitted at Duke Energy’s option.,

PREFERRED STOCK WITHOUT SINKING FUND REQUIREMENTS | DOLLARS IN MILLIONS

Shares Qutstanding ‘ DECEMBER 31
Rate/Series Year Issued at Decemper 31, 2000 2000 1999
4.50% C 1964 175,000 : $ 18 $ 18
7.85% S 1992 300,000 30 30
7.00% W 1993 249,989 25 25
7.04% Y 1993 299,995 30 30
6.375% (Preferred Stock A) 1993 1,257,185 31 31
Auction Series A 1990 750,000 75 75
Total - : - $209 $ 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 AND CONTINGENCIES

® NUCLEAR INSURANCE 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 Nucfear 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 hability claims resulting from nuclear
incidents to the full limit of liability of approximately $9.5 billion.

—{PRIMARY LIABILITY INSURANCE The maximum required private primary liability insurance of $200 million 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 hillion will be increased by $88 million as each additional commercial nuclear reactor is licensed, or reduced by $88 mil-
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,



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 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:

~{PRIMARY PROPERTY INSURANCE This policy provides $500 million in 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
in the following amounts: $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 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 110 weeks.

If NEIL's losses ever exceed its reserves for any of the above three programs, Duke Energy will be liable for assessments of
up to five times its annual premiums. The current potential maximum assessments are as follows: Primary Property Insurance —
$18 million; Excess Property Insurance — $18 million; Business Interruption Insurance — $15 million.

The other joint owners of the Catawba Nuclear Station are obligated to assume their pro rata share of any liabilities 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.

(® ENVIRONMENTAL Duke Energy is subject to international, federal, state and local reguiations regarding air and water
guality, hazardous and solid waste disposal and other environmental matters.

~{MANUFACTURED GAS PLANTS AND SUPERFUND SITES Duke Energy was an operator of manufactured gas plants until the early
1950s and has entered into a cocperative 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 respensible parties. Management believes that
resolution of these matters will not have a material adverse effect on consolidated results of operations, cash flows or financial
position.

~{PCB (POLYCHLORINATED BIPHENYL) ASSESSMENT AND CLEANUP PROGRAMS In June 1999, the Environmental Protection Agency
{EPA) certified 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. TETCC will be
evaluating and discussing with the EPA, appropriate state authorities or both the need for additional remediation or monitering.

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 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 environmentai issues
discussed above will not have a material adverse effect on consolidated results of operations, cash flows or financial position.



—{AIR 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 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 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 actien, but with a May 1, 2003 cempliance date. The EPA's
2000 rule has been challenged in court. The court is 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 ¢osts to Duke Energy may range
from $500 million to $900 million in capital costs for additional emission controls over an estimated time 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, 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 cxide and particulate matter. The complaint requests, among
other things, that the court enjoin Duke Energy from operating the coal-fired units identified in the compiaint, 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 utilities and others have commitied 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 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 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 aperations, 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.

® 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 million
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 poticy. 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 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.

(¢) 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) filed against companies identified 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 filed 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 Californta, 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 billion. The
fawsuits 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 Cafifornia 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 AND 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 CAISC and the CalPX, Duke Energy quantified its expo-
sures at December 31, 2000 to these utilities and recorded a $110 million 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 will have a material adverse effect
on Duke Energy’s consolidated results of operations, cash flows or financial position.

® LITIGATION -{EXXON MOBIL CORPORATION ARBITRATION 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 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 Mobit
entities also claim that Duke Energy violated a Guaranty Agreement. While this matter is in #s early stages, management believes
that the final dispesition of this action will not have a material adverse effect on Duke Energy’s consolidated results of opera-
tions, cash flows or financial position.

® 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.

(&) LEASES Duke Energy utilizes assets under operating leases in several areas of operations. Gonsolidated rental expense
amounted to $90 million, $87 million and $80 millien in 2000, 1999 and 1998, respectively. Future minimum rental payments
under Duke Energy’s various operating leases for the years 2001 through 2005 are $74 million, $60 million, $51 million, $44
million and $38 million, respectively.

15. COMMON STOCK

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 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
cf common stock from one billion to two billion. 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

All of the following information regarding outstanding common stock shares and options has been restated to reflect the
two-for-one common stock split discussed in Note 15 to the Consolidated Financial Statements.

Under Duke Energy’'s 1998 Long-term Incentive Plan (the 1998 Plan), stock options far up to 30 million shares of common
stock may be granted to key employees. Under the 1998 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 10 years. An amendment to the 1998 Plan, subject to shareholder approval at the Duke Energy Corporation
Annual Meeting of Shareholders to be held on April 26, 2001, will increase the number of shares of commaon stock available
under the 1998 Plan to 60 million shares.



STOCK OPTION ACTIVITY

Options Weighted-Average
) - {IN THOUSANDS) Exercise Price
Outstanding at December 31, 1997 5,459 $12
Granted 7,096 29
Exercised (1,896) 17
Forfeited (1,736) 29
QOutstanding at December 31, 1998 8,923 23
Granted 10,308 27
Exercised (856) 12
Forfeited (750) 29
Outstanding at December 31, 1999 17,625 25
Granted 7,594 41
Exercised (2,047) 21
Forfeited (666) 27
Outstanding at December 31, 2000 22,506 31
STOCK OPTIONS | AT DECEMBER 31, 2000
Outstanding Exercisable
! Weighted- Weighted- Weighted-
Range of ; Average Average Average
Exercise Number ’ Remaining Life Exercise Number Exercise
Prices (IN THOUSANDS) (IN YEARS) Price (IN THOUSANDS} Price
$5t0$7 7 1.3 $7 7 $7
$8to $10 944 31 10 944 10
$11tc $12 203 3.3 12 203 12
$13tc $16 220 5.1 14 220 14
$21t0 $25 6,115 8.9 25 1,632 24
$26to $30 7,726 7.7 29 2,111 29
$311t0$34 578 8.0 32 185 33
>$34 6,713 10.0 43 | - -
Total | 22,506 j 5,202 $23

Duke Energy had 3.6 million and 3.0 million options exercisable at December 31, 1999 and 1998, with weighted-average

exercise prices of $17 and $11 per option, respectively.
The weighted-average fair value of options granted was $10, $5 and $4 per option during 2000, 1999 and 1998, respec-

tively. The fair value of each option grant was estimated on the date of grant using the Black-Scholes option-pricing model.

WEIGHTED-AVERAGE ASSUMPTIONS FOR OPTIGN-PRICING

Stock dividend yield

Expected stock price volatility
Risk-free interest rates
Expected option lives

2000 1999

3.7% 41%
| 25.1% 18.8%
! 5.3% 5.9%
' 7 years 7 years

1998

4.2%
15.1%
5.6%
7 years

Had compensation expense for stock-based compensation been determined based on the fair value at the grant dates, 2000 net
income would have been $1,764 miliion, or $2.37 per basic share; 1999 net income would have been $1,498 million, or $2.03
per basic share; and 1998 net income would have been $1,250 million, or $1.70 per basic share.



Under Duke Energy’'s 1996 Stock Incentive Plan (the 1996 Plan), four million shares of common stock were reserved for
awards to employees. Restricted stock grants made under the 1996 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 1999 or 1998.

Duke Energy granted Company Performance Awards under the 1998 Plan, under which 30 million 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 at grant dates of $7 million) in 2000
and 986,400 of these shares (fair value at 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 miltion in 1999 and zero in 1998.

17. EMPLOYEE BENEFIT PLANS

® RETIREMENT PLANS Duke Energy and Its subsidiaries maintain a non-contributory defined benefit retirement plan
covering most employees with minimum service requirements using a cash balance fermula. 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.

On December 31, 1998, all defined benefit retirement plans maintained by Duke Energy and its 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 retirement plan provided retirement benefits (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 1988, a significant amount of
lump sum payouts were made from the PanEnergy plan resulting in a settlement gain of $10 million. Effective January 1, 1999,
the benefit fermula 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 Pian.

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 1999. The net unrecegnized
transition asset, resulting from the implementation of accrual accounting, is being amortized over approximately 20 years.

COMPONENTS OF NET PERIODIC PENSION COSTS | IN MILLIONS | YEARS ENDED DECEMBER 31
B 2000 1999 | 1998
Service cost benefit earned during the year $ 70 $ 72 i $ 63
Interest cost on projected benefit obligation } 184 165 i 169
Expected return on plan assets ! (244) (224) (218)
Amortization of prior service cost (3) (3) : (4)
Amortization of net transition asset (4 (4) | (4)
Recognized net actuarial loss - 12 10
Settlement gain - - (10) B
Net periodic pension costs $ 3 $ 18 $ 6




RECONCILIATION OF FUNDED STATUS TO PRE-FUNDED PENSION COSTS | IN MiLLiONS

~ DECEMBER 31

2000 1999
CHANGE IN BENEFIT OBLIGATION
Benefit obligation at beginning of year $ 2,446 $ 2,540
Service cost 70 72
Interest cost 184 165
Actuarial {gain) loss 16 (41)
Transfer to CMS - (85)
Benefits paid (e _(209)
Benefit obligation at end of year $ 2,586 $ 2446
CHANGE IN PLAN ASSETS
Fair value of plan assets at beginning of year? $ 3,121 $ 2,920
Actual return on plan assets 47 491
Transfer to CMS - (85)
Benefits paid (130) (205) B
Fair value of plan assets at end of year® $ 3,038 $3121
Funded status $ 452 $ 675
Unrecognized net experience gain {110) (315)
Unrecognized prior service cost reduction (22) (24)
Unrecognized net transition asset (16) B (21}
Pre-funded pension costs $ 304 $ 315
2 Principally equity and fixed-income securities
ASSUMPTIONS USED FOR PENSION BENEFITS ACCOUNTING? o
PERCENT " 2000 ‘ 1999 1998
Discount rate | 7.50 7.50 6.75
Salary increase 4.53 4.50 4.67
Expected long-term rate of return on pian assets 9.25 9.25

9.25

& 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 million and $53 million were expensed in 2000, 1999 and 1998, respectively.

® OQTHER POSTRETIREMENT BENEFITS 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 1998 and early 1999, health care benefits for future retirees were changed to limit 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.



COMPONENTS OF NET PERIODIC POSTRETIREMENT BENEFIT COSTS | IN MILLIONS | YEARS ENDED  DECEMBER3l

S o | 2000 1999 1998
Service cost benefit earned during the year | $ 5 $ 7 $ 10
Interest cost on accumulated postretirement |

benefit obligation 43 40 43
Expected return on plan assets (23) 21 (18}
Amortization of prior service cost \ 1 1 7
Amortization of net transition obligation 18 18 16
Recognized net actuarial (gain) loss - : (1) 1

Net periodic postretirement benefit costs % 44 ‘ $ 44 $ 59

RECONCILIATION OF FUNDED STATUS TO ACCRUED POSTRETIREMENT BENEFIT COSTS | in wiLLioNS

DECEMBER 31

- 7 2000 \ 1999
CHANGE IN BENEFIT OBLIGATION
Accumulated postretirement benefit obligation

at beginning of year $ 562 $ 625
Service cost 5 7
Interest cost 43 40
Plan participants’ contributions 7 7
Actuarial {gain) loss 39 (68)
Benefits paid (42) (49)

Accumulated postretirement benefit obligation

at end of year $ 614 $ 562
CHANGE IN PLAN ASSETS
Fair value of plan assets at beginning of year? $ 327 $ 305
Actual return on plan assets 8 41
Employer contributions 25 23
Plan participants’ contributions 7 7
Benefits paid (42) (49)

Fair market value of plan assets at end of year? o “"?sf 325 o $ 327
Funded status $ (289) $ (235)
Unrecognized net experience gain (47) (110)
Unrecognized prior service cost 5 8
Unrecognized transition obligation 214 229

Accrued postretirement benefit costs $ (117 $ (108)

a Principally equity and fixed-income securities

ASSUMPTIONS USED FOR POSTRETIREMENT BENEFITS ACCOUNTING? e B L
PERCENT - 2000 1999 1998
Discount rate 7.50 7.50 6.75

Salary increase 4,53 4.50 4.67
Expected long-term rate of return on assets 9.25 9.25 9.25
Assumed tax rateP 39.60 39.60 39.60

@ Reflects weighted averages across all plans
b Applicable to the health care portion of funded postretirement 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.

SENSITIVITY TO CHANGES IN ASSUMED HEALTH CARE COST TREND RATES | IN MILLIONS

1-Percentage-
Point Increase

1-Percentage-
Point Decrease

Effect on total service and interest costs $ 2
Effect on postretirement benefit obligation '

27

$ @
(25)

18. QUARTERLY FINANCIAL DATA | UNAUDITED

IN MILLIONS, EXCEPT PER SHARE DATA ﬁ First Quarter | Second Quarter | Third Quarter ‘ Fourth Quarter Total
2000 | |
Operating revenues $ 7,290 $10,926 $ 15,691 $ 15,411 $ 49,318
Operating income 812 794 1,501 706 3,813
EBIT 859 | 837 1,556 762 4,014
Net income 393 | 329 770 284 1,776
Earnings per share? ‘

Basic $ 0.53 § 044 $ 1.04 $ 038 $ 239

Diluted $ 0.53 $ 0.44 $ 1.03 $ 0.38 $ 2.38
1999
Operating revenues $4,178 $ 4,691 $ 6,676 $ 6,221 $ 21,766
Operating income 645 531 866 (223) 1,819
EBIT 683 568 908 (116) 2,043
ncome before

extraordinary item 307 288 441 189) 847
Net income 967 288 441 {(189) 1,607
Earnings per share

(before extraordinary item)?

Basic $ 0.41 $ 0.39 $ 0.60 $ (0.27) $ 1.13

Diluted $ 0.41 $ 0.39 $ 0.60 $ (0.27) $ 1.13
Farnings per share?

Basic $ 1.32 $ 0.39 $ 0.60 $ (0.27) $ 204

Diluted $ 1.32 $ 0.39 $ 0.60 $ (0.27) $ 2.03

2 Restated to reflect the two-for-one common stock split effective January 26, 2001



INDEPENDENT AuDpITORS’ REPORT
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,
2000 and 1999, 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, 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
auditing standards generally accepted in the
United States of America. Those standards
require that we plan and perform the audit
to obtain reasonable assurance about whether
the financial statements are free of material
misstatement. An audit includes 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 manage-
ment, as 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
statements present fairly, in all material respects,
the financial position of Duke Energy as of
December 31, 2000 and 1999, and the results of
its operations and its cash flows for each of the
three years in the period ended December 31,
2000 in conformity with accounting principles
generally accepted in the United States of
America,

prM[—LP

DELOITTE & TOUCHE LLP
Charlotte, North Carolina
January 18, 2001

RESPONSIBILITY FOR FINANCIAL STATEMENTS

The financial statements of Duke Energy Corporation
(Duke Energy) are prepared by management, who
are responsible for their integrity and objectivity.
The statements are prepared in conformity with
generally accepted accounting principles in all
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 reascnable 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 that financial statements can be prepared
according to generally accepted accounting
principles. In addition, accounting controls provide
reasonable assurance that errors or irregularities
which could be material to the financial statements
are prevented or are detected by employees within
a timely period as they perform their assigned
functions. Duke Energy’s accounting controls are
continually reviewed for effectiveness. In addition,
written policies, standards and procedures, 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 periodically
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 independent 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.

&J,S?%Na,/

SANDRA P. MEYER
Senior Vice President and Corporate Controller
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ANNUAL MEETING
The 2001 Annual Meeting of Duke Energy Shareholders will be:

‘ DATE:  THURSDAY | APRIL 26, 2001 ‘
CTIMED 10 AM.

. PLACE: 0.J. MILLER AUDITORIUM |ENERGY CENTER
526 SOUTH CHURCH STREET

CHARLOTTE, NORTH CAROLINA 28202

SHAREHOLDER SERVICES

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 RELATIONS i
| DUKE ENERGY CORPORATION

PO BOX 1005
| CHARLOTTE, NORTH CAROLINA 28201-1005

STOCK EXCHANGE LISTING
Duke Energy’s common stock, first and refunding mortgage bonds, and certain issues of preferred securities and
senior notes are hsted on the New York Stock Exchange. The company’s common stock trading symbal 1s DUK.

INVESTORDIRECT 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 reinvest-
ment, direct deposit ar cash payment of dividends.

FINANCIAL PUBLICATIONS
Duke Energy will furnish to any shareholder, without charge, copies of the 2000 report on SEC Form 10-K, the 2000
Statistical Supplement and an audiotape recording of excerpts from the 2000 Annual Report

DUPLICATE MAILINGS

You will receive duplicate mailings of annual reports, proxy statements and cther shareholder mailings if your
shares are registered n different accounts. if you receive such duplcations, piease call Investor Relations for
instructions on eliminating the duplicate mailings or combining your accounts.

TRANSFER AGENT AND REGISTRAR
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 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 TRUSTEE
If you have any questions regarding your bond account, call {800} 275-2048 or write to:

' THE CHASE BANK OF TEXAS N.A.
| CORPORATE TRUST SERVICES

PO BOX 2320

DALLAS, TEXAS 75221-2320

Duke Energy 1s an equal epportumty employer This report 1s pubhished solely to inform shareholders and 1s not to be considersd an offer, or the solicitation of
an offer, to buy or sell securities This report was printed in the USA on recycled paper
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This year, perhaps more than in any other, we see a worid changed
around us. 2001 underscored the importance of staying focused on
the essentials. We are pieased to share the results of what a company
can accomplish when it is focused. A company some 24,0600 peopie
strong — focused on performance, a strategy, a plan. Focused on 2
phiiosophy — a way of thinking. Focused not on obstacles or Himits,
but on potential and possibility. We've had a banner year of growih.
We've grown assets. We've grown revenues. We've grown earnings.
And our focus, our driving motivation, is a powerful way of thinking.
It’s looking forward and seeing ciearly. it's doing the right things,
and doing what's right. It's living our strategy, sticking ic the basics

g
and never losing sight of what’s important.

The Power of Focus




Chaliman's Letter

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 | 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

| 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 time for realism, rationality and forthright reporting.

it is time for straight talk.

in that spirit, -~ - . R T L Lt A T P A A AP S
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f1lWhat tusingss sg The cornany i

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.

21 How dogcs the company makz inoney?
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

11



DUKE ENERGY CORPORATION

YEARS ENDED DECEMBER 31
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2001 2000 1999
In milhions, except where noted
Operating revenues $ 59,503 $ 49,318 $ 21,766
Earnings before interest and taxes 4,256 4,014 2,043
Income before extraordinary item and cumulative effect
of change 1n accounting principle 1,994 1,776 847
Net income 1,898 1,776 1,507
Earnings available for common stockholders 1,884 1,757 1,487
COMMON STOCK DATA?
Weighted-average shares outstanding 7167 736 729
Basic earnings per share (before extraordinary item and
cumulative effect of change in accounting principle) $ 2.58 $ 2.39 $ 1.13
Basic earnings per share 2.45 2.39 204
Dividends per share 1.10 1.10 1.10
CAPITALIZATION
Common equity 41% 37% 42%
Minority interests 7% 9% 6%
Preferred stock 1% 1% 1%
Trust preferred securities 5% 5% 7%
Total debt 46% 48% 44%
SEC fixed charges coverage 3.8 3.6 2.7
Total assets $ 48,375 $ 58,232 $ 33,409
Total debt 14,185 12,980 9,432
Cash flows from operating activities 4,595 2,225 2,684
Cash flows used In investing activities (6,281) (4,930) (3,751)
Cash flows from financing activities 1,354 2,714 1,600
OPERATING DATAP
Franchised Electric’s sales, GWh 79,685 84,766 81,548
Natural Gas Transmission’s proportional throughput, TBtu 1,710 1,771 1,893
Natural gas marketed, TBtu/d® 140 12.6 11.0
Electricity marketed and traded, awhd 335,210 275,258 109,634
Field Services' natural gas gathered and
processed/transported, TBtu/d 8.6 7.6 5.1
Field Services’ natural gas liquids production, MBbl/d 397.2 358.5 152.4

@ Year 2000 and 1999 amounts are restated to reflect the two-for-one common stock split effective January 26, 2001.

b Units of measure used are gigawatt-hours (GWh), triflion British thermal umits (TBtu), tnilion British thermal units
per day (TBtu/d) and thousand barrels per day (MBbl/d), as applicable

€ Includes volumes for both North American Wholesale Energy and Field Services

d 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 value 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. lt's the
perfect fit for Duke Energy — ideally positioned, linking complementary assets, and advancing our long-term
earnings potential.

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.

[3] 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.

13
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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 21 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.

Dow Jones Utilities

@]
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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 held 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.

t41 How does the company manage 1ts risk”

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.

15
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Effective risk management 1s embedded in cur 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

R



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
construction 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 Eurcpe.

[e! What aboutl the company’s character?

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 soiutions.

In California, for example, through all the palitical rhetoric, we focused on real solutions - keeping the
plants running, and adding new supply to smooth out price volatility 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.

17



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 neighbars with charitable giving, volunteer work and civic invalvement. 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 | would question as an investor. The
answers speak to a company’s character, progress and pctential.

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.

| 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.

e,

Richard B. Priory

FEBRUARY 19, 2002
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Richard B Priory 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 1n 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 Business Week.

Richard W. Blackburin 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.

RICHARD B PRIORY RICHARD W BLACKBURN ROBERT P BRACE WILLIAM A COLEY
FRED J. FOWLER RICHARD J OSBORNE HARVEY | PADEWER RUTH G SHAW




Wiiliam 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, operaticns, power delivery and customer service. Coley serves on South
Carolina's Palmetto Business Forum and on the North Carolina Economic Development Board.

Fred J. 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, Duke/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 Aguila Pipeline Company.
Padewer has a distinguished track record in growing energy-related businesses to become market leaders.

Ruth 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 communicaticns 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 B. Priory Chairman of the Board, President and Chief Executive Officer, Duke Energy

DUKE POWER Wiiliam A. Coiey Group President, Duke Power £.0. Ferrell 1] Senior Vice President,
Electric Distribution Jimmy R Hicks Senior Vice President, Electric Transmission Sandra F iieyer
Senior Vice President, Retail Services Ellen T. Ruif Senior Vice President, Asset Management Arcelnc
M. Clinton Vice President, Information Systems J. Wilfred Neal President, Duke Communication Services
Deborah T Patton Vice President, Human Resources Caro!l E. Shrum Vice President, Duke Power
Planning and Finance Steven K. Young Vice President, Rates and Regulatory Affairs

ENERGY TRANSMISSION Fred J. Fowler Group President, Energy Transmission Jimmy W. Mogg Chairman,
President and Chief Executive Officer, Duke Energy Field Services Robert R Evans President, Duke Energy
Gas Transmission Barry R. Pear! President and Chief Operating Officer, TEPPCO Dorotny M. Acies
Senior Vice President, Finance and Administration, and Chief Financial Officer, Duke Energy Gas
Transmission Theopoelis 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. O'Connor Senior Vice President, Marketing and Capacity Management,
Duke Energy Gas Transmission

ENERGY SERVICES Harvey . Padewer Group President, Energy Services Jjames M Donneii President
and Chief Executive Officer, Duke Energy North America Jeff L. Fauik President and Chief Executive
Officer, Duke/Fluor Daniel Clarence L. Ray, Jr President and Chief Executive Officer, Duke Energy
Generation Services Bruce A. Williamson President and Chief Executive Officer, Duke Energy Global
Markets C. Neal Alexander, Jr. Senior Vice President, Human Resources (irk B. Michasi Senior Vice
President and Chief Financial Officer Richard M. Sherrill Executive Vice President and Chief
Operating Officer, Duke Energy North America Michael S. Tuckman Executive Vice President, Nuclear
Generation Curiis H. Davis Senior Vice President, Power Generation M'chael J Kimner President and
Chief Executive Officer, Duke Energy Merchants Richard K. McGee President and Chief Executive
Officer, Duke Energy International

GENERAL COUNSEL Richard W. Blackburn Executive Vice President, General Counsel and Secretary
Brent C. Bailey Senior Vice President and General Counsel William £ Hali 'l Senior Vice President,
Energy Policy and Strategy Dcnaid E. Hatley Senior Vice President, Governmental Affairs Marthe =
Wyrsch Senior Vice President and General Counsel

FINANCE Robert P. Brace Executive Vice President and Chief Financial Officer Sue A Becal Senior Vice
President, Investor Relations Keith G. Butler Senior Vice President and Controller Ca:y & £lyr = Senior
Vice President, Corporate Tax David L Hauser Senior Vice President and Treasurer Jeffrey L. Boyer Vice
President, Financial Analysis

ENTERPRISE RISK MANAGEMENT AND DUKE VENTURES Richard J. Osbarne Executive Vice President
and Chief Risk Officer Robert S Lilien President, Duke Ventures leonarc B. Gatewocd Senior Vice
President, Strategic Planning and Development George V Brown Vice President, Corporate Risk
Management and Chief Credit Officer C Jjeffery Triplette Vice President, Insurance Sara 5. Whn'irey
Vice President, Audit Services A.R. Mullinax Senior Vice President, Duke Ventures Arthur W. F.alus
President, Crescent Resources, LLC Robert T. f.add President and Chief Executive Officer, Duke Capital
Partners, LLC Marion H. Smith, Jr. President and Chief Executive Officer, DukeNet Communications, LLC

CORPORATE RESQURCES Ruth & Shaw Executive Vice President and Chief Administrative Officer
Roberta B. Bowman Senior Vice President, Public Affairs Christopher C Rolfe Senior Vice President,
Human Resources Cecil O. Snmuth, Jr Senior Vice President, Information Management James W Cnube
Vice President, Global Sourcing and Logistics Jacqueiyn B. Gaies Vice President, Diversity, Ethics and
Compliance James R. Hendricks. Jr. Vice President, Corporate Environment, Health and Safety [cne.c
H. Steele 11} Vice President, Corporate Services
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Management’s Discussion and Analysis
of Results of Operations and Financial Condition

INTRODUCTION

Management's Discussion and Analysis should be read with the Consolidated Financial Statements.

Sl PR e sinEeTs Duke Energy Corporation (collectively with its subsidiaries, Duke Energy), an integrated provider of
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 Utiliies Commussion
(NCUC) and the Public Service Commussion 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 operaticns primanly 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 hquids (NGLs} It conducts operations primarily through Duke Energy Field Services, LLC (DEFS), which 1s 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 Louistana, and onshore and offshore Guif Coast areas.

North American Wholesale Energy (NAWE) develops, operates and manages merchant generation facilities and engages i com-
maodity 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 I1s 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 transpertation 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 1s a combination of businesses that provide engineering, consulting, construction and integrated energy
solutions worldwide, primarily through Duke Engineering & Services, Inc (DE&S), Duke/Fluor Daniel (D/FD) and DukeSclutions, Inc.
(DukeSolutions) D/FD 1s 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 1s 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

TS NERS STRATEG Duke Energy 1s one of the world's leading integrated energy companies The company’s business strate-
gy 1s to develop integrated energy businesses in targeted regions where Duke Energy's extensive capabiliies 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 1in Vancouver, British Columbia, 15 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 1s 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 1s expected to grow moderately. Expansion will pnimarily 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 greenfield projects and expansion
of existing facilities as regional opportunities are identified, evaluated and realized throughout the North American marketplace DENA,
through #s 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 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 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 Services’ growth opportunities will be primarily refated 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 tc 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 imit-
ed 1o, 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 avallable 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 primarly 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 fo the Consolidated Financial Statements )

Earnings available for common stockholders increased $270 muliion in 2000, from 1999 earnings of $1,487 million, or $2 04 per
basic share The increase was due primanly to a 96% increase in EBIT, as described below, including the BellSouth Carclina PCS gain.
Partially offsetting the increase in EBIT on a comparative basis was a 1999 after-tax extraordinary gain of $660 miliion, or $0 91 per
basic share This gain was from the sale of Panhandle Eastern Pipe Line Company (PEPL), Trunkiine Gas Company (Trunkline} and
additional storage related to those systems, along with Trunkline LNG Company. Higher interest and minarity 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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Operating income for 2001 was $4,100 mitlion, compared to $3,813 million in 2000 and $1,819 million in 1999 EBIT was $4,256
million in 2001, $4,014 millicn in 2000 and $2,043 mullion in 1999 Cperating income and EBIT are affected by the same fluctuations
for Duke Energy and each of its business segments as described above. Beginning January 1, 2001, Duke Energy discontinued allo-
cating corporate governance costs for its business segment analysis Prior-year business segment EBIT ameunts have been restated to
conform to the current-year presentation of corporate cost allocations. (See Note 3 to the Consolidated Financial Statements for more
information on business segments ) The following table shows the components of EBIT and a reconciliation from EBIT to net income

SECC ML, L ATIOE R DEERATING PNOO TR T NET e TS Years ended December 31
(n millions 2001 2000 ) 1999
Operating Iincome $ 4,100 $ 3813 $ 1819
Other income and expenses 156 201 224
EBIT 4,256 4014 2,043
Interest expense 785 911 601
Minority interest expense 327 307 142
Earnings before income taxes 3,144 2,796 1,300
Income taxes 1,150 1,020 453
Income before extraordinary 1item and cumulative

effect of change in accounting principle 1,994 1,776 847
Extraordinary gain, net of tax - - 660
Cumulative effect of change in accounting principle, net of tax (96) - -
Net Income $ 1,898 $ 1,776 $ 1,507

EBIT 1s the main perfarmance measure used by management tc evaluate segment performance As an indicator of Duke Energy’s
operating performance or iquidity, EBIT should not be considered an alternative to, or more meaningful than, net income or cash flow
as determined In accordance with generally accepted accounting principles Duke Energy's EBIT may not be comparable to a similar-
ly titled measure of another company Business segment EBIT 1s summarized in the following tabie, and detailed discussions follow.

SR By ECSINESS SEGMENT Years ended December 31

In milhons 2001 2000 1999
Franchised Electric $ 1,631 $ 1,820 $ 942
Natural Gas Transmission 608 562 656
Field Services 336 311 156
North American Wholesale Energy 1,351 434 219
International Energy 286 341 44
Other Energy Services (13) (59) (86)
Duke Ventures 183 568 165
Other Operations (357) (194} (145)
EBIT attributable to minority interests 231 231 92
Consolidated EBIT $ 4,256 $ 4,014 $ 2,043

Other Operations primarily includes certain unallocated corporate costs. The amounts discussed below include intercompany
transactions that are eliminated in the Consolidated Financial Statements



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

SRANCHISEL T ECTRIC Years ended December 31

In milhons, except where noted 2001 2000 1999
Operating revenues $ 4,746 $ 4,946 $ 4,700
Operatfing expenses 3,185 3,200 3,880
Operating income 1,561 1,746 820
Other income, net of expenses 70 74 122
EBIT $ 1631 $ 1,820 $ 942
Sales, GWhd _ 79,685 84,766 81,548

a Gigawatt-hours

Franchised Electric’s EBIT decreased $189 million 1 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
recelvables, 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 cutcome of a regulatory audit which will 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 EBIT increased $878 million over 1999, due primarily to an $800 million expense in 1999 for
estimated njuries 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 EBIT 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.

T ise el 23R DOSE Ll vEa 2001 2000

Residential sales 1.7% 44 %

General service sales 3.6% 47%

Industrial sales (9.6)% (0.5)%

Total Franchised Electric sales (6.0)% 39%

Average number of customers 20 % 25%

MATUR L 348 THANTRALEICH Years ended December 31

In millions, except where noted 2001 2000 1999
Operating revenues $ 1,105 $ 1,131 $ 1,230
Operating expenses 504 581 586
Operating income 601 550 644
Other income, net of expenses 7 12 12
EBIT $ 608 $ 562 $ 656
Proportional throughput, TBtu? 1,710 1,771 1,893

3 Trilhon British thermal units

In 2001, EBIT 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 to
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.)

EBIT for Natural Gas Transmission decreased $94 million in 2000 compared to 1999, due primarily to $135 million of EBIT in 1999
that did not recur in 2000 These earnings In 1999 resulted from $73 mitlicn of EBIT 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 Mantimes & Northeast Pipeline, which was placed into
service In December 1999, and earnings from ETNG and MHP

ool BERCLCER Years ended Decembher 31

in millions, except where noted 2001 2000 1999
Operating revenues $ 9,651 $ 9,060 $ 3,590
Cperating expenses 9,154 8,620 3,432
Operating income 497 440 158
QOther income, net of expenses 1 ) (2)
Minority interest expense 162 ~ 135 -
EBIT $ 336 $ 311 $ 156
Natural gas gathered and processed/transported, TBtu/d@ 8.6 7.6 51
NGL production, MBbl/dP 397.2 358.5 192.4
Natural gas marketed, Tbtu/d 1.6 0.7 0.5
Average natural gas price per MMBtu® $ 4.27 $ 3.89 $ 227
Average NGL price per galion® $ 045 $ 0.53 $ 0.34

2 Trillion British thermal units per day

b Thousand barrels per day

C Million British thermal units

d Does not reflect results of commodity hedges

Field Services’ EBIT increased $25 million i 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’ EBIT increased $155 million compared to 1999 The increase in EBIT 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 EBIT
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NORTH AMERICAN WHOULESALE SNERGY Years ended December 31

In millions, except where noted 2001 2000 1999
Operating revenues $ 43,197 $ 33,874 $ 11,801
Operating expenses 41,809 - 33,370 11,581
Operating income 1,388 504 220
Other income, net of expenses 7 3 60
Minority interest expense 44 73 61
EBIT $ 1351 $ 434 $ 219
Natural gas marketed, TBtu/d 12.4 11.9 10.5
Electricity marketed and traded, GWh 335,210 275,258 109,634
Proportional megawatt capacity in operation 6,799 5,134 3,532
Proportional megawatt capacity owned® 15,569 8,984 5,799

4 Includes under construction or under contract at period end

Compared to 2000, NAWE's EBIT increased $917 mullion in 2001. The increase in EBIT 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. Addrtionally, EBIT increased $63 million over the
prior year due to the sale of NAWE's interests in generating faciities, 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 filed for bankruptcy 1n 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. While management
I1s taking steps to continue to increase earnings, 2001 results may not be indicative of NAWE's future earnings trends.

In 2000, EBIT 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 millton charge related to receivables for energy sales in California,
and increased operating and development costs associated with business expansion

INTERMATIONAL FNERGY Years ended December 31

In millions, except where noted 2001 2000 1999
Operating revenues $ 2,090 $ 1,067 $ 357
Operating expenses 1,817 745 290
Operating income 273 322 67
Other income, net of expenses 36 42 8
Minority interest expense 23 23 31
EBIT $ 286 $ 34 $ 44
Proportional megawatt capacity in operation 4,568 4,226 2,974
Proportional megawatt capacity owned? 5,386 4,876 2,974
Proportional maximum pipeline capacity in operation, MMcf/db 255 255 83
Proportional maximum pipeline capacity owned@, MMcf/d 363 363 255

@ |ncludes under construction or under contract at period end
b Million cubic feet per day
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International Energy's EBIT decreased $55 mullion in 2001 compared to 2000. The decrease was due primarily to a $54 million gain
recognized i 2000 from the sale of hquefied 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 certan contracts and stronger Latin American oper-
ational results

In 2000, International Energy's EBIT increased $297 miltion compared to 1999 The increase was primanly 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

OTHER SMERGY SEA/ILTE3 Years ended December 31

In millions 2001 2000 1999
Operating revenues $ 565 $ 695 $ 989
Operating expenses 578 154 1,075
EBIT $ (13) $ (59) $ (86)

In 2001, EBIT 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
D/FD project of $62 million and a $27 million charge at DE&S to reflect a more conservative revenue recognition approach on its pro-
jects D/FD 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 retall
commodity trading at DukeSolutions On January 31, 2002, Duke Energy announced the planned sale of DE&S to Framatome ANP,
Inc (See Current Issues — Subseguent Event.)

EBIT for Other Energy Services improved $27 million in 2000 compared to 1999. New business achivity and decreased operat-
Ing expenses at DukeSolutions and earnings related to new projects at D/FD were responsible for improved EBIT 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 milhon at DE&S and $35 mullion at DukeSolutions, related to expenses for severance and office closings associated
with repositioning the companies

DUKE VENTURES Years ended December 31

In millions 2001 2000 1999
Operating revenues $ 646 $ 797 $ 433
Operating expenses 461 22% 268
Operating income 185 568 165
Minority interest expense 2 3 - -
EBIT $ 183 $ 568 $ 165

EBIT for Duke Ventures decreased $385 miflion in 2001 compared to 2000, due manly to DukeNet's sale of its 20% Iinterest 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 Carohina PCS mvestment, 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 attrnibutable to the DukeNet
gain on the sale mentioned above, was shghtly offset by a decrease in commercial project sales and land sates at Crescent

OTHER OPERATICHS  EBIT 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.
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T S She TRRNGITS Lvi 0 22 E FOR OOV TN 81 20000 S35 Interest expense decreased $126 miliion
in 2001, due primarily to lower interest rates. In 2000, interest expense increased $310 million due te 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 miilion 1n 2000 related to Catawba River Associates, LLC (Catawba), which was farmed by Duke Energy in September 2000
(See Note 13 to the Consolidated Financial Statements ) In 2000, this expense increased $21 million due to additional ssuances of
Duke Energy’s trust preferred secunties during 1999. (See Note 12 to the Consolidated Financial Statements )

Minonty interest expense as shown and discussed in the preceding business segment EBIT discussions ncludes only minority
interest expense related to EBIT of Duke Energy’s joint ventures It does not include minority interest expense related to interest and
taxes of the joint ventures Total minority mterest 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 Mobil Carporation, off-
set slightly by increased minority interest expense for Field Services’ joint venture with Phillips Petroleum. The 2000 increase was pri-
martly due to increased minonty interest expense at Field Services and NAWE, partially offset by decreased minonty interest expense
at International Energy due to its 1999 and 2000 acquisitions (See Notes 2 and 8 to the Consclidated Financial Statements for more
information on acquisitions and new jcint venture projects.)

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
defimtion 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 gam, after income tax of $404 miilion (See Note 1 to the Consolidated
Financial Statements.)

CRITICAL ACCOUNTING PCLICIES

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 discusston of significant accounting polictes

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2001, Duke Energy had $290 million in Cash and Cash Equivalents on the Consclidated Balance Sheets This com-
pares to $622 mithion as of December 31, 2000 and $613 millien as of December 31, 1999

QPERATING LASH FLOWS  Net cash provided by operations increased $2,370 million in 2001 and decreased $459 million 1n
2000. The 2001 increase is due primarily to price mavements 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
1s included in Other Current Assets and cash collateral collected by Duke Energy 1s included tn 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 sate of pipelines in 1999. These accounted for the reduced operating cash
flows for 2000 compared to 1999.

MLERT = CAsH TeDw s Cash used ininvesting activiies increased $1,351 million in 2001 and $1,179 million 1n 2000 The
primary use of cash for investing activities 1s capital and mvestment expenditures, which are detailed by business segment in the
following table.
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B Years ended December 31

In millions 2001 2000 1999
Franchised Electric $ 1115 $ 661 $ 759
Natural Gas Transmission 748 973 261
Field Services 587 376 1,630
North American Wholesale Energy 3,272 1,937 1,028
International Energy 442 980 1,779
Other Energy Services 13 28 94
Duke Ventures 773 643 382
Other Operations 90 36 3
Total consolidated $ 7,040 $ 5,634 $ 5,936

8 Amounts are gross of cash received from acquisitions

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
Mississippl and Alabama across the Gulf of Mexico to Florida These increases were partially offset by Natural Gas Transmussion’s acqui-
sition of ETNG for approximately $390 million and of MHP for approximately $250 million 1n cash, and International Energy's approxi-
mately $280 million tender offer for Companhia de Geracao de Energia Elétrica 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 expanston 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 mullion from the sale of Duke Energy’s 20% interest
in BeliSouth 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 O bitlon, of which over 80% 1s planned
for competitive business segments not subject to state rate regulation. This projection includes approximately $6 5 billion for acquisitions
and other expanston 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

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 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 praceeds 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 )

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 i1ssuances through its tnvestorDirect 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
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ColegaMI Ty = 0vwee 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 1ssued $250 million of 6 875% senior unsecured notes due 1in 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 D/FD 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 Financia! Statements }

In March 2001, Duke Energy completed an offering of 25 miltion shares of common stock, priced at $38 98 per share, before
underwriting discount and other offering expenses. In addition, Duke Energy completed an offering of approximately 31 miilion 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 Consoiidated Balance Sheets, see Note 10 to the Consolidated
Financial Statements), and purchase contracts obligating the nvestors to purchase shares of Duke Energy’s commaon stock in 2004.
The number of shares to be issued in 2004 will be based on the price of the common stock at conversion. Alse in March 2001, the
underwriters exercised options granted to them to purchase an additional 3.75 miliion shares of common stock and four milon Equity
Units at the oniginal 1ssue prices, less underwriting discounts, to cover aver-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 Consclidated 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 1ssued in 2004 will be based on the
price of the common stock at conversion. The net proceeds from the offering of approximately $731 million wilt provide a component
of the permanent financing for the pending acquisition of Westcoast Pending the clase 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 1ssued commercial paper and used cash proceeds generated from short-term investments

In January 2002, Duke Energy 1ssued $750 million of 6.25% senior unsecured bonds due 1n 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 1ssuances were used to manage working capital needs

in February 2002, Duke Capital Corporation issued $500 million of 6.25% senior unsecured bonds due n 2013 and $250 million
of 6.75% senior unsecured bonds due in 2032 In addition, Duke Capital Corporation, through a private placement transaction, 1ssued
$500 millon of floating rate (based on the one-month LIBOR plus 0 65%) semor unsecured bonds due in 2003 The proceeds from
these 1ssuances 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 Corporation?@ Field Services International Total
Commercial paper $ 1,250 $ 1,550 $ 675 $ 383D $ 3,858
ECNs 500 1,000 - - 1,500
Total $ 1,750 $ 2,550 $ 675 $ 383 $ 5358

@ Duke Capital Corporation provides financing and credit enhancement services for 1ts subsidiaries.
b Includes abihty to 1ssue medium-term notes

The total amount of Duke Energy’s bank credit facilities was approximately $4,606 mitlion 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 1ssuance
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 faciities The credit facilities expire from 2002 to 2004 and are not subject to minimum cash require-
ments; however, borrowings and 1ssuances 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 A3/A/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 1ssuances 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 )

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 secunities Subsequent to December 31, 2001, these SEC shelf registrations have been reduced by $1,750
million for the semior and unsecured bonds I1ssued 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 1ssued $250 million 7.125% senior unsecured bonds due in 2012 with a put option that gives mvestors 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 Alse in 2000, Duke Capital Corporation i1ssued
$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, 1ssued $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 maintamn financiat flexibility and reduce the amount of financing needed for growth oppertunities, Duke Energy’s Board of
Directors adopted a dividend policy 1n 2000 that maintains dwidends at the current quarterly rate of $0.275 per share, subject to dec-
faration 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 1s available to fund Duke Energy’s growth Duke Energy has paid quarterly cash div-
idends 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 1ssuances of common stock and to purchase common stock directly from Duke Energy. Issuances under this pian were not mate-
nal 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 1s expected to continue 1n 2002.

CONTRACTUAL OBUIGATICNS AND COMMERTS e UOMMITRENTS  As part of its normal business, Duke Energy 15 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 nsk, which are not included on the
Consolidated Balance Sheets The possibility of Duke Energy having to honer its contingencies 1s 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 Nate 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

Jreve sl LTt 2T o n i Duke Energy 1s exposed to market risks associated with commodity prices, credit exposure,
interest rates, eqwty prices and foreign currency exchange rates. Management has established comprehensive risk management poli-
cles to monitor and manage these market risks Duke Energy's Policy Committee 1s 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 recelve periodic updates from the Chief Risk Officer (CRO) on market risk positions, corporate exposures, credit exposures and
overall risk management activities The CRO s respansible for the overall management of credit risk and commodity price risk, includ-
Ing monitoring exposure limits.

MARK-TO-MARKET ACCOUNTING (MTM ACCOUNTING)  Under the MTM accounting method, an asset or liability 1s recognized at fair value
and the change in the fair value of that asset or hiability 1s recognized in earnings during the current period. This accounting methed
has been used by other industries for many years, and in 1998 the Financial Accounting Standards Board's (FASB) Emerging Issues
Task Force (EITF) 1ssued guidance that required MTM accounting for energy trading contracts. MTM accounting reports contracts at
therr “fair value,” {the value a willing third party would pay for the particular contract at the time a valuation 1s made).

When available, quoted market prnices 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. If 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 secunties 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 matn-
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 penods.

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 1s 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 majority 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 1s effective, Duke Energy recognizes in earnings the
value of the contract when the commodity 1s purchased or sold, or the hedged transaction occurs or settles.

NORMAL PURCHASES AND NORMAL SALES, SPECIAL EXEMPTION A unique characteristic of the electric power industry 1s that electricity
cannot be readily stored In significant guantities. 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 requinng MTM or hedge accounting However, because electricity cannot be readily stored in significant
quantities and an entity engaged In selling electricity 1s 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 Denvative Implementation Group (DIG) Issue No C15, “Scope Exceptions Normal Purchases and
Normal Sales Exception for Option-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 1s delivered. Duke Energy
tracks these contracts separately in its hedge portfolio, but no value for these contracts 1s Included in the Consolidated Financial
Statements until power 15 actually delivered.

Duke Energy’s wholesale energy portfolio in North America includes the merchant generation facilities and trading contracts heid
for power, natural gas, crude ol and petroleum products Of the total estimated value of this portfolio, approximately 80% 1s attributed
to the anticipated value of merchant generation facility capacity owned or controtled by Duke Energy. This portion of the value of the
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merchant generation portfolio is anticipated to be realized in future periods as the generation faciities are dispatched. A portion of ihis
future value 1s 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 1s 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.

CURTE AVITRC Al ERGH! SRR AT Eeall ALLE <& OF Dol s
In millions
Maturity in 2005 Total
Maturity in 2002 Maturity in 2003 Maturity in 2004 _and Thereafter? Portfolio Value
$ 8l $ 819 $ 835 $ 3930 $ 6,398

@ For purposes of calculating 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

JOMMOTT PRICE Pisk Duke Energy, substantially through its subsidiaries, 1s 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-
cles and procedures to manage its risks assoclated with these market fluctuations using varicus 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 1s measured and monitored on a daily basis utilizing a Value-at-Risk model to determine the
potential one-day favorable or unfavorable Dally Earnings at Risk (DER) as described below. DER is menitored daily in comparison to
established thresholds Other measures are also used o hmit and monitor nisk 1n 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 imits

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 portfolhio The historical simulation emphasizes the most recent market activity, which 1s 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 mstruments held for trading purposes are shown in the fol-
lowing table.

[
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[n millions
Estimated Average Estimated Average High One-Day Low One-Day
One-Day Impact on One-Day Impact on Impact on EBIT impact on EBIT
EBIT for 20012 EBIT for 2000 for 20012 for 2001
Calculated DER $ 21 $ 18 '$ 86 $ 7

d Amounts Include the impact of one origination contract that was initiated and hedged during the current year. Duke
Energy’'s Risk Management Committee approved increased DER limits for this specific contract. Excluding this contract,
average and one-day high 2001 DER amounts would have been $16 mullion and $43 million, respectively.

DER 15 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 distribution is not normal, the DER may understate or overstate actual results DER 1s
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used to estimate the risk of the entire portfolio, and for locations that do not have dally trading activity, it may not accurately estimate
nisk due to imited price information. Stress tests are employed in addition to DER to measure risk where market data information 1s lim-
ited In the current DER methodology, options are modeled in a manner equivalent to forward contracis 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 lig-
uidity, location and unique or specific contract terms The foliowing table ilfustrates the movements In the fair value of Duke Energy’s
trading instruments during 2001.
BEYREETE Py LT T TRy DN Do

in millions

Fair value of contracts outstanding at the beginning of the year $ 605
Contracts realized or otherwise settled during the year (746)
Fair value of contracts entered into during the year 622
Changes In fair value amounts attributable to changes in valuation techniques (6)
Other changes In fair values 749
Fair value of contracts before SFAS No. 133 transition adjustment 1,224
SFAS No. 133 transition adjustment (155)
Fair value of contracts outstanding at the end of the year $ 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-
fowing table due to factors such as market volatility, counterparty default and other unforeseen events that could impact the amount
and/or realization of these values At December 31, 2001, Duke Energy held cash or tetters of credit of $1,071 million to secure such
future performance, and had deposited with counterparties $178 million of such collateral to secure 1ts 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 mstrument, 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 portfalio as of December 31, 2001

POy U E CF TRADING TOMTRASTE 08 O DECERBER 3¢ 200,
Inmithons

Maturity in Maturity in ~ Maturity in ~ Maturity in 2005 Total
Sources of Fair Value 2002 2003 2004 and Thereafter Fair Value

Prices supported by quoted
market prices and other

external sources $ 457 $ 153 $ 9 $ 2 $ 645
Prices based on models and other

valuation methods (104) 11 128 389 A
Total $ 353 $ 164 $ 137 $ 415 $ 1,069

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 quated prices for the next 32 months In
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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 Intc the future, respectively. OTC quotes for natural gas and power aptions extend 12 months mto 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 guotes 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 (1) the value of options not quoted by an exchange
or OTC broker, (ii) 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 iiliquidity of the market point, and () the value of structured transactions It 15 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 semple structures might not be different from the valuation of contracts
in other categories, the effective mode! price for any given period 1s a combination of prices from two or more different instruments and
therefore have been included in this category due to the compiex nature of these transactions

The value of Duke Energy’s trading portfolio valuation adjustments for liquidity, credit and cost of service 1s 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 vanous cammodity instruments such
as electncity, 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 denvatives 1s 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, therr
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 1n OCI through the date of de-designation remain in OCI until the underlying transaction actually
occurs. The dervative 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 nisk.

The following table shows when gains and losses deferred on the Consolidated Balance Sheets for dervative instruments qualify-
Ing as effective hedges of firm commitments or anticipated 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 technigues 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 1s not necessarily indicative of the value realized when
such contracts settle.

FAIE A LuE LT SECGL Bl T L e TE T NG e DI OEURES 2]
In milhons
Maturity in Maturity in Maturity in Maturity 1n 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 Cl15 These contracts, generally forward agreements to sell power, bear the same counterparty credit nisk 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
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Based on a sensitivity analysis as of December 31, 2001, 1t was estimated that a difference of one cent per gallon in the average
price of NGLs in 2002 would have a corresponding effect on EBIT 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 EBIT 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 EBIT was not material as of December 31, 2001 or 2000. Duke Energy’s
qualifying hedge positions protect it from immediate earnings 1mpact 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 posttions are inversely affected
by such changes.

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 recevables 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 nisk, Duke Energy analyzes the counterparties’ financial condition prior to entering into
an agreement, establishes credit Imits 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 palicy. The collateral agreement also provides that the inability to post collateral 1s sufficient cause
to terminate a contract and liguidate all positions.

The change in market value of NYMEX-traded futures and options contracts requtres 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 $30 million related to recevables for energy sales in
California (See Current Issues — California Issues.) Following the bankruptcy of Enron Carporation, 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 oll, liquefied petroleum gas
and coal
International Energy - forward contracts and options used to trade and hedge natural gas, power and all

- Fleld Services - physical purchase/sale contracts for natural gas and NGLs; forward contracts, swaps and options used to trade nat-
ural gas and NGLs; transportation and storage
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
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 1s 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 financia! statements to which the $43 million charge relates.
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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 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 Crtrus Trading Corparation {(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

INTEREST RATE RISK  Duke Energy 1s exposed to risk resulting from changes in interest rates as a result of its 1ssuance 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 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 also enters into financial dervative instruments, including,
but not imited to, interest rate swaps, options, swaptions and lock agreements to manage and mitigate interest rate sk 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 1n 2001, earnings before income taxes would decrease (increase) by approximately $57 million Comparatively, based on
a sensitivity analysis as of December 31, 2000, had nterest rates averaged 1% higher (lower) in 2001 than in 2000, it was eshimated
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 senstivity 1s primanly 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 fo 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 Ty PRICE 78k Duke Energy maintains trust funds, as required by the Nuclear Regulatory Commission (NRC), to fund cer-
tain costs of nuclear decomnussioning. (See Note 11 to the Consclidated Financial Statements.) As of December 31, 2001 and 2000,
these funds were nvested 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 actvities 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 Decommussioning Costs )

SORSIGM CLRGEMCY RISk Duke Energy 1s exposed to foreign currency nsk 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 1n or indexed to the U S doltar and/or local inflation rates, or investments may be hedged through debt denom-
inated or 1ssued in the foreign currency. Duke Energy also uses foreign currency derivatives, where possible, to manage its nisk 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 1t 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 EI Salvadoran colon, the Argentine peso, the European euro and the Canadian dollar. Based on a sensttivity
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 Consclidated Statements of Income Significant devaluations may impact Duke Energy's Consalidated
Balance Sheets by decreasing the value of Duke Energy's net investments through a reduction in the cumutative translation adjustment
in OCt

Since 1991, the Argentine peso has been pegged to the U.S dollar at a fixed 1:1 exchange ratio in December 2001, the Argentine
government imposed a restriction that imited 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. doliar 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 econemic 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 Ne 52,
“Foreign Currency Translation,” the change in functional currency will be made prospectively. Management believes that the events In
Argentina will have no matenal adverse effect on Duke Energy's future consolidated results of operations, cash flows or financial position

CURRENT ISSUES

TUUITRIO T IEE 0 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 (GrnidSouth), as an RTO responstble for the control of
the companies’ combined transnussion systems. In March 2001, GridSouth received provisional approval from the FERC. However, in
July 2001, the FERC 1ssued 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 GrnidSouth and other
utilities in the Southeast to join 1n 45 days of mediation to negotiate terms of a Southeast RTQ. The FERC has not 1ssued an order specii-
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 regulatery 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, 1n 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 cocp-
erate in discussing potential operational relationships between GridSouth and SeTrans and the structure of wholesale electnic markets
in the southeast U S

The actual structure of GridSouth or an alternative combined transmission structure and the date it will become operaticnal
depend upon the resolution of all regulatory approvals and technical 1ssues 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 consofidated 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 terntory in the Carolinas In its retail business, the NCUC
and the PSCSC regulate Franchised Electric’s service and rates.

Electric industry restructuring 1s being addressed throughout the U.S. and will likely impact all entities owning electric generating
assets The NCUC and the PSCSC are studying the menits 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-
tal 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 commuission to evaluate whether, and to what extent, proposed legislation should be intreduced. In general, the
commission has expressed interest in ensuring that a viable wholesale electric market 1S in place prior to opening the state’s retall elec-
tric market

Currently, the electric utility industry 1s predominantly regulated on a basis designed to recover the cost of providing electrnc power
to customers |f 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 regulatron would also require affected utilities to write off their associated
regulatory assets. Duke Energy’s regulatory assets are included in the Consclidated Balance Sheets. The portion of these regulatory
assets related to Franchised Electric i1s 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 add-
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 retai! electric markets 1s a complex
undertaking, which will require a carefully considered transition to a restructured electric industry. The key to effective retail competi-
tion 1s fairness among customers, service providers and investors. Duke Energy ntends to continue to work with customers, legislators
and regulators to address all the important i1ssues. Management currently cannot predict the impact, if any, of these competitive forces
on future consclidated results of operations, cash flows or financial position.

WATURAL GAS CONMPETITION _WHOLESALE COMPETITION In 2000, the FERC 1ssued 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 pipetine customers for an experimental 2 1/2-year period ending September 1, 2002, and requir-
ing interstate pipelines to file pro forma tariff sheets to (1) provide for nomination equality between capacity release and primary pipeline
capacity, (i) implement imbalance management services (for which interstate pipelines may charge fees) while at the same time reduc-
ing the use of operational flow arders and penalties, and (i) 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 durning 2000 Addiionally, 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, 1ssued 1in 2000, the FERC generally denied requests for reheanng 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 retall competition could affect Duke Energy’s natural gas transportation contracts
with local natural gas distribution companies. While natural gas retail deregulation 1s in the very early stages of development, manage-
ment believes the effects of this matter will have no material adverse effect on Duke Energy’s future consolidated results of operations,
cash flows or financial position

NULCIAR DECOMIMSSONG 2 0SS 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
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decommissioning studies completed 1in 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 externai 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 (hability}. The balance of the internal reserve was $239 million as of December 31, 2001 and $231 milhon as of
December 31, 2000, and 1s reflected 1n 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 1ts nuclear plants Management believes that the decommissioning costs being 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

TUCLEAR RELICEWNSING  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

vy RDIMERNTAL  Duke Energy 1s subject to international, federal, state and local regulations regarding air and water quality, haz-
ardous 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 investigate
and, where necessary, remediate those contaminated sites Regulators consider Duke Energy to be a potentially responsible party, pos-
sibly subject to future habilty 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 matenal adverse effect on consohdated 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-contami-
nated sites. The Environmental Praotection 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 1s 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, management believes the resolution of matters relat-
Ing to the environmental 1ssues discussed above will have no material adverse effect on consolidated results of operations, cash flows
or financial position.

AIR QUALITY CONTROL  In 1898, 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 cempliance date. While the emission
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reduchion requirements of the rule have been upheld in court, the implementation date for the rule has been revised tc 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 $300
milhon in capital costs for additional emission controls through 2007 to comply with the new EPA rules.

Both North Carolina and South Carofina 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 utitities, 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 legisiation 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 If passed into law, the final provisions could be significantly different from the proposal.

Emisston 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 EPA, filed a complaint against Duke Energy in the U.S. District Court
in Greenshoro, 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 medifications, as defined in the CAA, and that Duke Energy vio-
lated the CAA’s NSR requirements when it undertook those projects without obtaining permits and installing emission controls for sul-
fur dioxide, nitrogen oxide and particulate matter The complaint asks the court to order Duke Energy to stop operating the coal-fired
units 1dentified 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 1ssued 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 utilities, has routinely undertaken the type of reparr, replacement and maintenance projects that the EPA now
claims are iilegal. Duke Energy believes that all of its electric generation units are properly permitted and have been properly main-
tained, and 1s defending itself vigorously against these alleged violations. The U.S. Vice President’s National Energy Policy Development
Group has ordered the EPA to review 1ts NSR rules and has ordered the Department of Justice to review the appropriateness of the
enforcement cases The EPA review was scheduled o 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 inttiate the enforce-
ment cases brought on behalf of the EPA. It specifically declined to address whether the EPA's 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 gperations, 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 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 emisston reduction tactics, carbon dioxide emission reduc-
trons 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 implementing 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 imph-
cations for its markets around the world

NOTICE OF PROPOSED BULEMAKINZ (NOPR,  On September 27, 2001, the FERC 1ssued a NOPR announcing that #t 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 therr affili-
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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 I 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 compiexity 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
SEGULATORY MATTERL  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 1s 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.

CALIFQRMNIA 'SBUES  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 1n the State of Califorma 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 lawsurt (the Gordon lawsuit) filed
against generators and traders of electricity in Califorma 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 tawsuit {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 publhc, and
includes Duke Energy, some of its subsidiaries and three current or former executives of Duke Energy among other corparate 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 fawsuit 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 chtained 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 bithons 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 1in 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 Public Utilities Commission 1s conducting formal and informal investigations to determine if power
plant operatars 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 addrtion, the Cahfornia State Senate formed a Select Committee to
Investigate Price Manipulation of the Wholesale Energy Market (Select Commitiee). 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 Atterney General 1s also conducting an investigation to determine 1if 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 I1s con-
ducting a separate investigation into market activities and has issued subpcenas 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 aganst Duke Energy or any of its officers, directors or employees in connection with the wholesale electricity mar-
Kets mn 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 1ts 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 recevables, and
believes that the current pre-tax bad debt provision of $90 million 1s 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.

LITIGATION AND CONTINGENCIES  EXXON MOBIL 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 1s 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 nght 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 rnight provision, and seeks spe-
cific performance of the provision. Duke Energy has aiso 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 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 matenial 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 reguiatory 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 volve substantial amounts. Management believes that the final dispositien of these proceedings will have no matenal
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 )

HEW ACSOUNTING STANDARLS  In June 2001, the FASB issued SFAS No 141, “Business Combinations,” and SFAS No 142,
“Goodwill and Other Intangible Assets ”
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 1s 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 langer be amortized over an estimated useful life, as previously required. Instead, good-
will amounts will be subject to a fair-value-based annual impatrment assessment The standard also requires certain identrfiable 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 goodwlll amortization expense was $101 mullion. The FASB and the EITF continue to respond
to questions to clanfy 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 i1ssued 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 1s effective for fiscal years beginning after June
15, 2002, and early adoption 1s permitted Duke Energy 1s currently assessing the new standard and has not yet determined the impact
on 1ts consolidated results of operations or financial position

In August 2001, the FASB i1ssued 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 s 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.

ENERGY INDUSTRY AND ACCOLNTING PRACTICES  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 econamic 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, cverall demand for power 1s 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
supply/demand equilibrium and infrastructure reliability.

The situation surrounding Enron’s bankruptcy has forced regulators and legislaters 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 1s 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

PENDING ACQUIS'TION OF WESTCOAST ENEZRGY INC In September 2001, Duke Energy announced its plans to acguire
Westcoast for approximately $8 billion, including the assumption of debt. Westcoast, headquartered in Vancouver, British Columbia, 1s
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 approvats. The transaction will be accounted for using the purchase method
of accounting

SUBSEQUENT EVENT  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 milhon 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 Radino filing and 1s expected to close in the second quarter of 2002



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

FORWARD-LOOKING STATEMENTS  Duke Energy's reports, filings and other public anncuncements may include statements that
reflect assumptions, projections, expectations, intentions or beliefs about future events These statements are intended as “forward-
locking statements” under the Private Secunties Litigation Reform Act of 1995. Generally, the words “may,” “could,” “project,”
“believe,” “anticipate,” “expect,” “estimate,” “plan,” “forecast,” “intend” and similar words identify forward-looking statements, which
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 nsks 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
materiaily from those expressed or implied by the forward-looking statements Caution should be taken not to place undue reltance 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 at which competition enters the electric and natural gas
industries; industrial, commercial and residential growth in the service ternitories 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 1ssued penodi-
cally by accounting standard-setting bodies.

nou



Selected Financial Data

In millions 2001 2000 19992 1998 1997D
TSCOME STATEMEMNT
Operating revenues $ 59,503 $ 49318 $ 21,766 $ 17,662 $ 16,309
Operating expenses 55,403 45,505 19,947 15,177 14,339
Operating Income 4,100 3,813 1,819 2,485 1,970
Other income and expenses 156 201 224 162 138
Interest expense 785 911 601 514 472
Minority interest expense 327 307 142 96 23
Earnings before income taxes 3,144 2,796 1,300 2,037 1,613
fncome taxes 1,150 1,020 453 177 639
Income before extraordinary item and

cumulative effect of change In

accounting principle 1,994 1,776 847 1,260 974
Extraordinary gain (loss), net of tax - 660 (8) -
Cumulative effect of change in

accounting principle, net of tax (96) - - - -
Net income 1,898 1,776 1,507 1,252 974
Preferred and preference stock dividends 14 19 20 21 72
Earnings available for

common stockholders $ 1,884 $ 1,757 $ 1,487 $ 1,231 $ 902
BALANCE SHEET
Total assets $ 48,375 $ 58,232 $ 33,409 $ 26,806 $ 24,029
Long-term debt, less current maturities 12,321 10,717 8,683 6,272 6,530

@ Financial information reflects a pre-tax $800 mullion charge for estimated injuries and damages claims. The
earnings-per-share effect of this charge was $0.67 per share. (See Note 15 to the Consolidated Financial Statements.)
b 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, 1997.



Selected Financial Data

In millions, except per-share amounts 2001 2000 15994 1998 19970

COMMOMN STOCK DATAL
Shares of common stock outstanding
Year end 1717 739 733 726 720
Weighted average 767 736 729 722 720
Earnings per share (before extraordinary item
and cumulative effect of change
in accounting principle)

Basic $ 2.58 $ 239 $ 1.13 $ 1.72 $ 1.26

Diluted 256 238 113 1.71 125
Earnings per share

Basic $ 245 $ 239 $ 2.04 $ 1.70 $ 1.26

Diluted 2.44 2.38 2.03 1.70 1.25
Dividends per share 1.10 1.10 1.10 1.10 0.95

CCMMGON STGCK DATA By QUARTER'

2001 2000
Dividends —M(i Dividends M
Per Share High Low Per Share High Low
First quarter $ 0275 $ 4350 $ 3241 $0275 $ 2894 % 2319
Second quarter 0.55 47.74 38.40 055 31.25 26.16
Third quarter - 42.85 34 39 - 42 88 28 31
Fourth quarter 0.275 41.35 32.22 0.275 44.97 40.22

@ Financial information reflects a pre-tax $800 million charge for estimated injuries and damages claims. The
earnings-per-share effect of this charge was $0.67 per share. {See Note 15 to the Consolidated Financial Statements.)
b 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, 1997.
€ Amounts prior to 2001 were restated to reflect the two-for-one common stock split effective January 26, 2001.
dThe current-year stock prices represent the intra-day high and low stock price.



Consolidated Statements of Income

Years ended December 31

In millions, except per-share amounts 2001 2000 1999
Sales, trading and marketing of natural gas
and petroleum products (Notes 1 and 7) $ 33,364 $ 28,284 $ 10,922
Trading and marketing of electricity (Notes 1 and 7) 18,010 13,086 3,745
Generation, transmission and distribution of electricity (Notes 1 and 4) 5410 5,315 4,799
Transportation and storage of natural gas (Notes 1 and 4) 896 1,045 1,139
Gain on sale of equity investment (Note 2) - 407 -
Other (Note 8) 1,723 1,181 1,161
Total operating revenues 59,503 49,318 21,766
A N =t bl
Natural gas and petroleum products purchased (Note 1) 32,021 27,670 10,636
Net interchange and purchased power (Notes 1, 4 and 5) 16,515 12,000 3,507
Fuel used in electric generation (Notes 1 and 11) 965 781 764
Other operation and maintenance (Notes 4 and 11) 4,135 3,469 3,701
Depreciation and amortization (Notes 1 and 5) 1,336 1,167 968
Property and other taxes 431 418 371
Total operating expenses 55,_40_3“ 45,505 19,947
P ERATLITS INLORIE 4,100 3,813 1,819
JTHERE N ME en T £ xPENSES 156 201 224
PNDROGT S TS ST Mg i 785 911 601
sttt CTEREIT AP ULE N 327 307 142
S SETDRE Gt ad TACET 3,144 2,796 1,300
VMO URIZ A TS 0 ' 1,150 1,020 453
he Feos dia T o= TRAGR ML ool e
PR L A sE Ly » TN 1,991 1,776 847
A LY EV LIS A BRSO TN YD S 18 - - 660
TR F-mzi, o o o z L] E A
N = reT T o0 {95) _ -
TN e 1,898 1,776 1,507
CEESEE ST AN PPRERSCE TR ST0 00 D g DEey g 14 19 20
AR VoA amlE Y e Dol © R =T $ 1,834 $ 1,757 $ 1,487
G SO R DRTe L
Weighted-average shares outstanding 767 736 729
Earnings per share (before extraordinary item and cumulative effect
of change in accounting principle)
Basic $ 2.58 $ 239 $ 1.13
Diluted $ 256 $ 238 $ 1.13
Earnings per share
Basic $ 245 $ 239 $ 204
Diluted $ 244 $ 238 $ 203
Dividends per share $ L.10 $ L1 $ 110

See Notes to Consolidated Financial Statements.



Consolidated Statements of Cash Flows

Years ended December 31

See Notes to Consolidated Financial Statements.

In milhons 2001 2000 1999
TAS - WS RGBT T a7 TR s
Net income $ 1,898 $ 1,776 $ 1507
Adjustments to reconcile net income to net cash provided by
operating activities
Depreciation and amortization 1,450 1,348 1,151
Cumulative effect of change in accounting principle 96 - -
Extraordinary gain, net of tax - - (660)
Garin on sale of equity investment - (407) -
Provision on NAWE's California receivables - 110 -
Impairment charges 36 - -
Injuries and damages accrual - - 800
Deferred income taxes 129 152 (210)
Purchased capacity levelization 156 138 104
Transition cost recoveries, net - 82 95
(Increase) decrease In
Net unrealized mark-to-market and hedging transactions 91 (464) (24)
Recelvables 3,166 (5,167) (659)
Inventory (192) (100) (89)
Other current assets 694 (796) (138)
Increase (decrease) In
Accounts payable {3,545) 4,867 477
Taxes accrued 183 (439) (57
Interest accrued 28 64 32
Other current liabilities 297 1,1i6 73
Other, assets 351 175 221
Other, habilities (243) (230) 61
Net cash provided by operating activities 4,595 2,225 2,684
CASE SLOWS R ITWES S AT T TTIER
Capital expenditures (5,930) {4,568) (5,291)
Investment expenditures (1,093) (966) (596}
Proceeds from sale of subsidiaries and equity investment - 400 1,900
Notes recetvable 201 (158) 83
Other 541 362 153
Net cash used in investing actlvmes (6,281) (4,930) (3,751}
VY o N S SR LI SR G A BN
Proceeds from the issuance of
Long-term debt 2,673 3,206 3,221
Guaranteed preferred beneficial interests in subordinated notes of
Duke Energy Corporation or subsidiaries - - 484
Common stock and stock options 1,432 230 162
Payments for the redemption of
Long-term debt (1,298) (1,191) (1,505)
Preferred and preference stock (33) (33) (20)
Net change in notes payable and commercial paper (246) 1,484 58
Distributions to minority Interests (329) (1,216)
Contributions from minority interests - 1,116 -
Dividends paid (871) (828) (822)
Other 26 (54) 22
Net cash provided by financing activities 1,354 2,714 1,600
Net (decrease) increase In cash and cash equivalents (332) 9 533
Cash and cash equivalents at beginning of period 622 613 80
Cash and cash equivalents at end of period $ 290 $ 622 $ 613
B e R I SOV I o =l
Cash paid for interest, net of amount capitatized $ 733 $ 817 $ 541
Cash paid for income taxes $ 770 $ 1,177 $ 732



Consolidated Balance Sheets

December 31

In millions 2001 2000
ASSETS
CURRENT ASSETS (Nore 10
Cash and cash equivalents {Note 7) $ 290 $ 622
Recewvables (Notes 1 and 7) 5,301 8,648
Inventory (Note 1) 1,017 739
Current portion of purchased capacity costs (Note 5) 160 149
Unrealized gains on mark-to-market and hedging transactions (Notes 1 and 7) 2,326 11,038
Other 451 1,317
Total current assets 9,545 22,513
INYISTMENTS AND OTHER aSSETS
Investments in affiliates (Note 8) 1,480 1,387
Nuclear decommissioning trust funds (Note 11) 716 717
Pre-funded pension costs (Note 18) 313 304
Goodwill, net of accumulated amortization (Notes 1 and 2) 1,730 1,566
Notes receivable 576 162
Unrealized gains on mark-to-market and hedging transactions (Notes 1 and 7} 3,117 4,218
Other 1,299 1,143
Total investments and other assets 9,231 9,797
PROPERTY, FLANT AND EQUIFMENT (Notes 1 5,9, 10 and 11
Cost 39,464 34,598
Less accumulated depreciation and amortization 11,049 10,146
Net property, plant and equipment 28,415 24,452
AEZULATORY ~SSETS AND DEFFRRED DEBINS (Notes L any <)
Purchased capacity costs (Note 5) 189 356
Deferred debt expense 203 208
Regulatory asset related to income taxes 510 506
Other (Notes 4 and 15) 282 400
Total regutatory assets and deferred debits 1,184 1,470
TCTAL ASSETS $ 48375 $ 58,232

See Notes to Consolidated Financial Statements.



Consolidated Balance Sheets

December 31

In mullions 2001 2000
LIABILITIES AND COMMON STOCKHOLDERS’ EQUITY
SURREGT A ETLIT S
Accounts payable $ 4,231 $ 7.733
Notes payable and commercial paper (Notes 7 and 10) 1,603 1,826
Taxes accrued (Note 1) 443 261
Interest accrued 239 208
Current maturities of long-term debt and preferred stock (Notes 10 and 14) 274 470
Unrealized losses on mark-to-market and hedging transactions (Notes 1 and 7) 1,519 11,070
Other (Notes 1 and 15) 2,118 1,76%
Total current liabilities 10,427 23,337
LOHIE TEEM DEST tpleler 4y 10 12,321 10,717
CERETEST CEET TLoANT DOHES LB HES v 1)
Deferred income taxes (Note 6) 4,307 3,851
Investment tax credit (Note 6) 189 211
Nuclear decommissioning costs externally funded (Note 11} 716 717
Environmental cleanup liabilities (Note 15) 85 100
Unrealized losses on mark-to-market and hedging transactions (Notes 1 and 7) 2,212 3,581
Other (Notes 4 and 15) 1,542 ~ Loi4
Total deferred credits and other habilities 9,051 10,034
COMEL TR R AND CONTELTE TS Motee BT and TR
GUANAE TES, PREFECRS D Se bbbl al NTERESTS |1 SUBCTLIHATED
MOTES O DUe £ THERGY JQRRPORATICH DR SUBSIDIATIES (Notes ©oand 12 1,407 B 1,406
WHMSE T B FRb T 0 Foranins St es g (Nate L 1,025 1,025
MIIORIT O TERTITL L b ) 1,221 1.410
PREFERRID Al ORE-R 0T 2100 itz 7 oand 14!
Preferred and preference stock with sinking fund requirements 25 38
Preferred and preference stock without sinking fund reguirements 209 209
Total preferred and preference stock 234 247
CCRAOI ST KRG DEr 8 BEOUITY rlotes 1, 00 ane 170
Common stock, no par, 2 billion shares authorized; 777 million and 739 miltion
shares outstanding at December 31, 2001 and 2000, respectively 6,217 4797
Retained earnings 6,292 5,379
Accumulated other comprehensive income {loss) 180 (120)
Total common stockholders' equity 12,689 10,056
TCT 0 L AEIGITER A T OOMN L o T DOk e TIPS EOLIT $ 48,375 $ 58,232

See Notes to Consolidated Financial Statements



Consolidated Statements of Common Stockholders’
Equity and Comprehensive Income

Accumulated

Other Total
Common  Retained Comprehensive Comprehensive
In millions Stock Earnings  Income (Loss)  Total Income
IAANCE DECEMEER 37 1968 $ 4,449 $ 3701 % $ 8,150
Net income 1,507 1,507 $ 1507
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
LANTE LECCIASER T, 19 $ 4603 $ 4397 $ (20 $ 8,998
Net income 1,776 1,776 $ 1,776
Other comprehensive income
Foreign currency translation adjustments (Note 1) (118) (118} (118)
Total comprehensive income $ 1,658
Dividend reinvestment and employee benefits (Note 17) 194 194
Common stock dividends (809) (809)
Preferred and preference stock dividends (Note 14) (19) (19
Other capital stock transactions, net 34 34
S2LANCE DECEMBER 41 2907 $ 4797 $ 5379 $(120) $ 10,056
Net income 1,898 1,898 $ 1,898
Other comprehensive income?
Cumulative effect of change In
accounting principle (Note 1) (921) (921) (921)
Foreign currency translation adjustments (Note 1) (187) (187) (187)
Net unrealized gains on cash flow
hedges (Notes 1 and 7) 1,324 1,324 1,324
Reclassification into earnings (Notes 1 and 7) 84 84 84
Total comprehensive income $ 2,198
Dividend reinvestment and employee benefits (Note 17) 329 329
Equity offering (Note 16) 1,091 1,091
Common stock dividends, including equity units
contract adjustment (Note 16) (973) (973)
Preferred and preference stock dividends (Note 14) (14) (14)
Other capital stock transactions, net 2 2
R ANCE DOTeMBER T 200 $ 6217 $ 6292 $ 180 $ 12,689

@ Other Comprehenstve Income amounts are net of tax, except for foreign currency translation.

See Notes to Consolidated Financial Statements.



Notes to Consolidated Financial Statements for the
Years Ended December 31, 2001, 2000 and 1999

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

ti_ 'Leneat oo The Consolidated Financial Statements inciude the accounts of Duke Energy Corporation and all majority-owned
subadlar\es after elminating significant intercompany transactions and balances Investments in businesses not controlled by Duke
Energy Corporation, but over which 1t 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

In these Notes, “Duke Energy” refers to Duke Energy Corporation and its subsidiaries
Tamel st lompt Foas e 2oocs Al iquid investments with maturities of three months or less at the date of purchase are con-
sidered cash equivalents.

-1 . Inventory, excluding mventory held for trading, consists primarily of materials and supplies, natural gas and natural gas
liguid (NGL) products held in storage for transmission, processing and sales commitments, and coal held for electric generation This
inventary is recorded at the lower of cost or market value, primarily using the average cost methad Inventory held for trading 1s marked
to market

L L P All derivatives not qualifying for the normal purchases and sales
exemptlon 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 info, Duke Energy desig-
nates the denvative as either held for trading {trading instrument), as a hedge of a forecasted transaction ar future cash flows (cash
flow hedge), as a hedge of a recognized asset, hability or firm commitment (fair value hedge), as a normal purchase or sale contract;
or leaves the derivative undesignated and marks it tc market

For hedge contracts, Duke Energy formally assesses, both at the hedge contract’s inception and on an ongoing basis, whether the
hedge contract I1s 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 avallable, 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 avallable, 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, it 1s 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 1s reported
as Natural Gas and Petroleum Products Purchased, or Net Interchange and Purchased Power, in the Consolidated Statements of Income
An offsetting amount 1s recorded on the Consolidated Balance Sheets as Unrealized Gains or Unrealized Losses on Mark-to-Market and
Hedging Transactions When a contract to sell 1s physically settled, the fair value entries are reversed and the gross amount inveiced 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 1s 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 1s 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 Comman Stockholders’ Equity and Comprehensive Income as Otner Comprehensive Income (OCh wuntil
earnings are affected by the hedged item. Setilement 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 1s determined that the derivative no longer qualifies as an effective hedge, or when it 1s 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 dervative continues to be carried on the Consolidated Balance Sheets at its fair value, with subsequent changes



Notes to Consolidated Financial Statements

In 1ts fair value recognized In current-period earnings. Gains and losses related to discontinued hedges that were previously accumu-
lated 1n 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 OCl 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 rnisk associated with some of its unrecognized firm commitments to sell
generated power due to changes in the market price of power, Upon designation of such dervatives 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 gach derivative gain or loss are included in the assessment of hedge effectiveness,
unless otherwise noted.

SOCDWL L Goodwill 1s 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 useful 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 mitlion. The amount of goodwill as of December 31, 2000 was $1,566 million, net of accumulated amortiza-
tion of $291 millon, 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 amartization, see the New Accounting Standards section of this
footnote. {See Note 2 for information on significant goodwill additions )

PROPERTY. FLANT AND EQUIPMENT  Property, plant and equipment are stated at historical cost less accumuiated depreciation.
Duke Energy capitalizes all construction-related direct labor and material costs, as well as indirect construction cests. 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 1s also capitalized The cost of repairs, replacements and major maintenance projects
ts expensed as 1t 1s incurred. Depreciation 1s generally computed using the straight-ine 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 amortizaton When 1t sells entire regulated operating units, or retires or seils 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).

MPAIPRERNT OF _ONG-LIVED ASSET2  Duke Energy reviews the recoverability of long-hived and intangible assets when circum-
stances indicate that the carrying amount of the asset may not be recoverable. This evaluation 1s based on various analyses, including
undiscounted cash flow projections.

UNAMORTIZED DEBT PREMIUM. 2ISCOULNT AMND EXFENSE  Premiums, discounts and expenses incurred with the issuance
of outstanding long-term debt are amortized over the terms of the debt 1ssues 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.

ENVIRONIMENTAL EAPENDITURES  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

COST-5ASED REGULATICH  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



Notes to Consolidated Financial Statements

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
Conschidated 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.

STITs BASET TORIPESATION 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.) 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 16 for
more information on the stock split )

EEVESIES  Revenues on sales of electricity and on natural gas transportation and storage are recognized when the service 1S 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 bilted. The amount for 2001 includes a $36 mullion
reduction in unbilled revenue recevables, 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, primanly 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 1s 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.

“rgoLEAS ECE Amortization of nuclear fuel 1s included in the Consolidated Stalements of Income as Fuel Used in Electric
Generation The amortization 1s recorded using the units-of-production method

DECERBED BETURMNS Al al OMaflC= "0% FoeDS LAED Sy & 00 wes T T e T Deferred returns,
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 1n 1999

AFUDC represents the estimated debt and equity costs of capital funds necessary to finance the construction of new regulated
facilities AFUDC 1s a non-cash item and 1s recognized as a Property, Plant and Equipment cost, with offsetting credits to Other Income
and Expenses and to Interest Expense After construction is completed, Duke Energy I1s 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 miffion in 2000 and $23 million in 1899.

Rates used for capitalization of deferred returns and AFUDC by Duke Energy's regulated operations are calculated in compliance
with GAAP rules

FORTIG SURPEMSY TRANSL-T D Duke Energy transiates assets and liabilities for its international operations, where the local
currency 1s the functional currency, at year-end exchange rates. Revenues and expenses are translated using average exchange rates
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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 i1s 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

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
liabilites 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

P Duke Energy generally presents revenues net of pass-through taxes on the
Consolidated Statements of Income.

Basic earnings per share 1s 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 1ssue comman
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 1s earnings availlable for common stockholders. The following table shows the denominator
for basic and dituted earnings per share.

In millions 2001 2000 1999

Denominator for basic earnings per share

(weighted-average shares outstanding) 767.5 735.7 7293
Assumed exercise of diluted stock equivalents 54 3.7 1.6
Denominator for diluted earnings per share 7729 7394 7309

Prior years’ common stock amounts have been adjusted to reflect the two-for-one common stock spht 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 mullien 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.

- ST ' Tt = Duke Energy adopted SFAS No. 133 as amended and inter-
preted on January 1, 2001 In accordance Wlth the tran5|t|0n provisions of SFAS No 133, Duke Energy recorded a net-of-tax cumula-
tive effect adjustment of $96 mullion, or $0.13 per basic share, as a reduction in earnings The net-of-tax cumulative effect adjustment
reducing OCl 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 dervatives 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 electrici-
ty contracts meet the cniteria, they could qualify as normal purchases or sales under SFAS No. 133 This new guidance will be effec-
tive April 1, 2002 The oniginal 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 1s continuing to
determine the impact of the revision on its future consolidated results of operations, cash flows and financial position
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EXTHADRDINARY ITESS  In 1999, Duke Energy realized an extraordinary after-tax gan of $660 million, or $0 91 per share, from
the sale of Panhandle Eastern Pipe Line Company (PEPL), Trunkline Gas Company (Trunkline) and additicnal storage related to those
systems, along with Trunkline LNG Company, to CMS Energy Corporation (CMS).
PV & ZCOUNTING 37aM-F e In June 2001, the FASB 1ssued 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 Iife, as previously required Instead, good-
will amounts will be subject to a fair-value-based annual iImpairment 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 mitlion. The FASB and the Emerging Issues Task Force
(EITF) continue to respond to questions to clanfy 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 1ssued SFAS No 143, “Accounting for Asset Retirement Obligations " SFAS Ne 143 provides the account-
ing requirements for retirement abligations associated with tangible tong-hved assets. It 1s effective for fiscal years beginning after June
15, 2002, and early adoption 1s permitted Duke Energy 1s currently assessing the new standard and has not yet determined the impact
on its consolidated results of gperations 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 retam many of the fundamental recognition and measurement provisions, but significantly change the criteria for classifying an
asset as held-for-sale SFAS No 144 1s 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
QEC_ASSIFICATICN Certain amounts reported 1n prior periods have been reclassified in the Consolidated Financial Statements to
conform to current classifications

- BUSINESS ACQUISITIONS AND DISPOSITIONS

BUSINESS A20 05T Using the purchase methad 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 habill-
ties assumed are recorded at estimated fair values on the date of acquisttion. The purchase price minus the estimated fair value of the
acquired assets and habilities 1s recorded as goodwill. In accordance with SFAS No. 142, goodwill 1s subject to a fair-value-based annu-
al impairment assessment beginning January 1, 2002 The allocation of the purchase price may be adjusted if additional information
on asset and hability 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 appreximately $250 million in cash and the assumption of $150 milion in debt. MHP provides
natural gas storage services in Louisiana and Texas Approximately $228 miltion of goodwill was recorded in the transaction MHP debt
agreements required a tender offer for $115 mullion of the assumed debt. As of December 31, 2001, approximately $88 mulion 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 bilhon 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, compieted the approx-
imately $390 million acquisition of ETNG from EI 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.

DOMINION RESOURCES’ HYDROELECTRIC, NATURAL GAS AND DIESEL POWER GENERATION BUSINESSES  In Aprii 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, 1n 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. Goodwili totaling $109 million was recorded In the
transaction.

COMPANHIA DE GERACAQ DE ENERGIA ELETRICA PARANAPANEMA (PARANAPANEMA)  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% nterest in
Paranapanema, an electric generating company in Brazil. Goodwili of approxrmately $134 million was recorded in the transaction.

PENDING ACQUISITION OF WESTCOAST ENERGY INC. (WESTCOAST) In September 2001, Duke Energy announced its plans to acquire
Westcoast for approximately $8 hillion, including the assumption of debt. Westcoast, headquartered in Vancouver, British Columbia, 1s
a North American energy company with interests in natural gas gathering, processing, transmission, storage and disiribution, as well as
power generation and international energy businesses. In the pending transaction, Duke Energy wouid acquire all outstandtng 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

DT os BELLSOUTH CAROLINA PCS  In September 2000, Duke Energy, through its wholly owned subsidiary DukeNet
Communications, LLC (DukeNet), sold its 20% mnterest in BellSouth Carolina PCS for approximately $400 mullion to BeliSouth
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.

The pro forma results of operations for acquisitions and dispositions do not materally 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 Utiliies 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 sterage 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 primanly through DEFS, which 1s approximately 30% owned by Phillips Petroleum Field Services operates gath-
ering systems In western Canada and 11 contiguous states in the U.S. Those systems serve mator natural gas-producing regions in the
Rocky Mountain, Permian Basin, Mid-Continent, East Texas-Austin Chalk-North Louisiana, and onshore and offshore Guif Coast areas
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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 s approximately 40% owned by Exxon Mobil
Corporation. NAWE also includes Duke Energy Merchants Holdings, 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 n
energy trading and marketing of natural gas and electric power It conducts operations primarily through DEI and 1ts activities target the
Latin American, Asia-Pacific and European regions

Other Energy Services I1s a combination of businesses that provide engineering, consulting, construction and integrated energy solu-
tions worldwide, primanly through Duke Engineering & Services, Inc. {DE&S), Duke/Fluor Daniel (D/FD) and DukeSotutions, Inc. D/FD 1s
a 50/50 partnership between Duke Energy and Fluor Enterpnises, Inc , a wholly owned subsidiary of Fluor Corporation. (See Note 8 ) On
January 31, 2002, Duke Energy announced the planned sale of DE&S to Framatome ANP, Inc (See Note 20.)

Duke Ventures 1s 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 projecis 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 minonity interests. EBIT 1s calculated as follows:

RECONCILIATION OF OPERATING INCOME TO E&IT Years ended December 31

In millions o 2001 2000 1999
Operating income $ 4,100 $ 3,813 $ 1,819
Other income and expenses 156 201 224
EBIT $ 4,256 $ 4,014 $ 2,043

EBIT 1s the main performance measure used by management to evaluate segment performance As an indicator of Duke Energy’s
operating performance or hquidity, EBIT 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 EBIT 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, EBIT includes intersegment sales at 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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L Depreciation  Capital and
S Unaffiliated  Intersegment Total and Investment Segment
In millions Revenues Revenues Revenues EBIT  Amortization  Expenditures Assets
Franchised Electric $ 4,737 $ 9 $ 4746 $ 1,631 $ 588 $ 1,115 $ 12,964
Natural Gas Transmission 967 138 1,105 608 141 748 5,027
Field Services 7,997 1,654 9,651 336 285 587 7,113
North American Wholesale
Energy 42,815 382 43,197 1,351 132 3,272 14,562
International Energy 2,074 16 2,090 286 97 442 5,115
Other Energy Services 267 298 565 (13) 42 13 145
Duke Ventures 646 - 646 183 20 773 1,926
Other Operations - 62 62 {357) 31 90 2,369
Eliminations and
minority interests - (2,559) (2,559) 231 - - (846)
Total consohdated $ 59,503 $ - $ 59503 $ 4,256 $ 1,336 $ 7,000 $ 48,375
S BT N B
Franchised Electric $ 4,946 $ - % 4946 % 1,820 $ 565 $ 661 % 12,819
Natural Gas Transmission 998 133 1,131 562 131 973 4,995
Field Services 7,601 1,459 9,060 311 240 376 6,624
North American Wholesale
Energy 33,590 284 33,874 434 75 1,937 28,213
International Energy 1,060 7 1,067 341 97 980 4,551
Other Energy Services 326 369 695 {(59) 13 28 543
Duke Ventures 797 - 797 568 17 643 1,967
Other Operations - (134) (134) (194) 29 36 2,749
Eliminations and
minority interests - (2,118) {2,118} 231 - - (4,229)
Total consolidated $ 49,318 $ - $ 49318 % 4,014 $ 1,167 $ 5634 % 58232
Franchised Electric $ 4,700 $ - % 4700 $ 942 $ 542 $ 759 % 13,133
Natural Gas Transmission 1,124 106 1,230 656 126 261 3,897
Freld Services 2,883 707 3,590 156 131 1,630 3,565
North American Wholesale
Energy 11,623 178 11,801 219 57 1,028 6,268
International Energy 323 34 357 44 58 1,779 4,459
Other Energy Services 680 309 989 (86) 14 94 612
Duke Ventures 433 - 433 165 13 382 1,031
Other Operations - (162) {162) (145) 27 3 1,250
Eliminations and
minority interests (1,172) (1,172) 92 - - (806)
Total consolidated $ 21,766 $ - $ 21,766 5 2,043 $ 968 $ 5,936 $ 33,409
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Vo e St T Latin Other

In millions U.s. Canada America Foreign Consolidated
Consolidated revenues $ 51,723 $ 5,690 $ 628 $ 1,462 $ 55,503
Consolidated long-term assets 34,150 516 2,573 1,594 38,833
Consolidated revenues $ 43282 $ 4964 $ 512 $ 560 $ 49,318
Consolidated long-term assets 30,772 900 2,823 1,222 35,717
2

Consolidated revenues $ 19,336 $ 2,007 $ 171 $ 252 $ 21,766
Consolidated fong-term assets 22,995 250 2,708 901 26,854
-~ REGULATORY MATTERS

G LT S FT L e LADaaTEE Duke Energy's regulated operations are subject to SFAS No 71, 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. (See Note 1) The following table details Duke Energy’s regulatory assets and liabilities

RECLLTOR T ATSUTE A LABILI T December 31

In millions 2001 2000
ASSETH LA LITIES)

Purchased capacity costs (see Note 5) $ 349 $ 505
Deferred debt expense 203 208
Regulatory asset related to income taxes 510 506
Department of Energy (DOE) assessment fee? 53 62
Emission allowance control® 10 14
Demand-side management costs 57 71
Environmental cleanup costs@ 29 28
Nuclear property and Liabihlity reserves? (100) {100)
Fuel cost liabilitiesP (17) (45)

2 Included in Other Regulatory Assets and Deferred Debits on the Consolidated Balance Sheets
b Included in Other Deferred Credits and Other Liabilities on the Consolidated Balance Sheets

T D0 =TS TR L The NCUC and the PSCSC approve rates for retail electric sales within their states The FERC approves
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 Note 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 NCUC reviews fuel costs in rates annually and during general rate case proceedings. All jurisdictions allow Duke Energy
to adjust electric rates for past over- or under-recavery of fuel costs The difference between actual fuel costs incurred for electric
operations and fuel costs recovered through rates i1s reflected in revenues

In 1899 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, incfuding 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 ralemaking and cther benefits for transmission owners that participate.
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As a result of these rulemakings, Duke Energy and two other investor-owned utilittes, Carolina Power & Light Company and
South Carotlina Electric & Gas Company, planned to establish GridSouth Transco, LLC (GndSouth), as an RTO responsible for the
control of the companies’ combined transmuission systems. In March 2001, GrnidSouth 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, ane 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 1ssued an order specifically based on those proceedings

Duke Energy, Carolina Power & Light Company and South Caralina 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 GndSouth. 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 @ 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 all regulatory approvals and technical issues. Management believes that the result of this process,
and the establishment and operation of GrnidSouth or an alternative combined transmission system structure, will have no material
adverse effect on Duke Energy’s future consohdated 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 accountmg 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 classification of the remaining item, distributions from a mutual insurance company, 1s subject to differing
regulalory interpretations. Duke Energy believes this item was appropriately classified, but 1s 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 commusstons 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 audit.

s URSY SAS TRAMEMIESIDH In 2000, the FERC 1ssued Order 637, which sets forth revisians 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 fting of the price cap for short-term capac-
ity release by pipeline customers for an experimental 2 1/2-year period ending September 1, 2002, and requiring interstate pipelines
to file pro forma tanff sheets to {1) provide for nommation equality between capacity release and primary pipeline capacity; (ii) imple-
ment imbalance management services (for which interstate pipelines may charge fees) while at the same time reducing the use of oper-
ational flow orders and penalties; and (1) provide segmentation rights if operationally feasible Order 637 also narrows the right of first
refusal to remove economic biases percewved 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 peak/off-peak
rates and term-differentiated rates, and encourages pipelines to propose experimental capacily auctions By Order 637-A, issued in
2000, the FERC generally derued requests for rehearing and several parties, including Duke Energy, have filed appeals in the District
of Columbia Court of Appeals seeking court review of varicus aspects of the Order During the third quarter of 2001, Duke Energy’s inter-
state ptpelines submitted revised pro forma tanff sheets to update the filings onginally submitted 1in 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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HUTHCE OF BRTPCSED RPULD A GNG 0L TRR On September 27, 2001, the FERC 1ssued a NOPR announcing that it is consid-
ering new regulations regarding standards of conduct that would apply unifermly 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 aiso seeks comment on whether the standards of conduct should be
broadened to Include the separation of those Involved in the bundled retall 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 techm-
cal conference has been given at this time

% JOINT OWNERSHIP OF GENERATING FACILITIES

CONT OWHERSHY DF CATIWRA MUL.E NS STaTInn

Owner Ownership Interest
North Carolina Municipa! Power Agency Number 1 (NCMPA) 37.5%
North Carolina Electric Membership Corporation (NCEMC) 28.1%

Doke Energy Corporatian HER
Piedmont Munictpal Power Agency (PMPA) 12.5%
Saluda River Electric Cocperative, Inc. (Saluda River) 9.4%

100.0%

@ Facility 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
15 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 c¢f capacity purchased but not reflected
1n current rates 1s reported 1in 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 mullion as of December 31, 2000 Duke Energy expects to
recover the accumulated batance, 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 joint owners were not matenal 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

INCOME TAN EXPED

VTl

Years ended December 31

In millions 2001 2000 1999
Current income taxes
Federal $ 826 $ 679 $ 525
State 106 109 138
Foreign 24 18 1
Total current Income taxes 956 806 664
Deferred income taxes, net
Federal 165 187 (126)
State 9 13 (65)
Foreign 33 29 (1)
Total deferred income taxes, net 207 229 (192)
Investment tax credit amortization® _(13) (15) (19)
Total income tax expense $ 1,1508 $ 1,020 $ 453D
@ Excludes $59 million of deferred federal and state tax benefits related to the cumulative effect of change
in accounting principle recorded net of tax. (See Note 1.)
b Excludes $404 million of current federal and state tax expense related to the extraordinary item recorded
net of tax. (See Note 1.)
€ Unamortized investment tax credit was $189 million at December 31, 2001.
INCOME TAX EXPENSE RETONTILIATIOHN "0 STATLTORY RaT Years ended December 31
In millions 2001 2000 1999
Income tax, computed at the statutory rate of 35% $ 1,100 $ 979 $ 455
Adjustments resulting from
State Income tax, net of federal income tax effect 74 75 47
Favorable resolution of federal tax i1ssues (11) (18) (30)
Other items, net (13) (16) (19)
Total income tax expense $ 1,150 $ 1,020 $ 453
Effective tax rate 36.6% 36.5% 34.9%
NET DEFZRRED iN2OME 1A LIAB L TY OOV EONENTS December 31
In millions 2001 2000 )
Deferred credits and other liabilities $ 507 $ 429
Internaticnal property, plant and equipment 109 153
Other 58 10
Total deferred income tax assets 674 592
Valuation allowance (17) (9}
Net deferred income tax assets 657 583
Investments and other assets {711) (320)
Accelerated depreciation rates (2,885) (2,707)
Regulatory assets and deferred debits (290) (326)
Regulatory asset related to restating to pre-tax basis (465) (429)
Total deferred income tax hability (4,351) (3,782}
State deferred income tax, net of federal tax effect (333) (320)
Total net deferred income tax liability $ (4,027) $ (3,519
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7. DERIVATIVE INSTRUMENTS, HEDGING ACTIVITIES AND CREDIT RISK

Duke Energy, substantially through its subsidianies, 1s 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

FAIR VALUE OF CONTRACTS AS OF DECEMBER 31 Lo

In millions
Maturity in
Maturity in Maturity in Maturity in 2005 and Total Fair
Trading contracts $ 353 $ 164 $ 137 $ 415 $ 1,069
Hedge contracts 454 156 71 (38) 643
Total $ 807 $ 320 $ 208 $ 377 $ 1,712

COMMODITY SASH FLOW HEDRES Some Duke Energy subsidiaries are exposed to market fluctuations in the prices of various
commodities related to therr ongoing power generating and natural gas gathering, processing and marketing activities Duke Energy
closely monttors 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 commadities for a maximum of nine years.

The ineffective portion of commodity cash flow hedges and the amount recognized for transacticns 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 derwative 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 commeodities markets, the corresponding value in OCl is subject to change prior to its reclassification into
earnings.

COMMODIT ¢ FAIR va UE 'SEDCES Some Duke Energy subsidianies are exposed to changes in the fair value of unrecognized firm
commitments to sell 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 nisk of such items for a maximum of 13 years For 2001, the ineffective portion of commodity fair value hedges was
not matenial

TRADING CONT2ACTS 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, electnicity, NGL and transportation derivatives and contracts that expose 1t to a variety of market risks
Duke Energy manages Its trading exposure with strict policies that imit its market risk and require daily reporting of potential financial
exposure to management These policies include statistical risk tolerance limits using histerical price movements to calculate a daily
earnings at risk measurement.

FIrREST RATE (FAIR VALUE OR CASH rLOW A0 5E3 Changes in interest rates expose Duke Energy to risk as a result of its
1ssuance 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 imiting its vanable-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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ments, including, but not limited to, interest rate swaps, options, swaptions and lock agreements to manage and mitigate interest rate
risk exposure Duke Energy’s existing interest rate derivative instruments and related ineffectiveness were not matenal to its consoli-
dated results of aperations, cash flows or financial position in 2001.

PORREST OATD LERIITLES December 31
Dollars in millions 2001 2000
Notional Fair Contracts Notional Fair Contracts
Amounts Value Expire Amounts Value Expire
Fixed-to-floating rate swaps $ 875 $ 20 2003 - 2019 $ 275 $ 27 2009
Cancelable fixed-to-
floating rate swaps 455 7 2014 - 2025 630 20 2004 - 2022
CP@ floating-to-fixed rate swaps - - - 100 (1) 2001
Interest rate locks - - - 275 (9) 2011

& Commercial paper

Gains and losses deferred in anticipation of planned financing transactions on interest rate swap derivatives are included in OCI
and amortized over the life of the underlying debt once issued. These deferred gains and losses were not matenial in 2001 or 2000 As
a result of the interest rate swap contracts, interest expense for the relative notional amount I1s recognized at the weighted-average rates
as depicted in the following table

Years ended December 31

FIGHTED-AVERATE RATES FOR INTEREST RATE SWAPS 2001 2000 1999
Fxxed-to-ﬂoatmg rate swaps 392% 6.50% 5.71%
Cancelable fixed-to-floating rate swaps 3.23% 5.09% -
Commercial paper swaps - 6.11% 4.95%
CORS AN CLRARNC L IRAIR G UE LE LM TLO VEG LS Duke Energy 15 exposed to foreign currency risk from invest-

ments in international afﬂ\lates and businesses owned and operated in foreign countries. To mitigate risks associated with foreign cur-
rency fluctuations, when possible, transactions are denominated In or indexed to the U.S. dollar and/or local inflation rates, or invest-
ments may be hedged through debt denominated or issued in the foreign currency. Duke Energy also uses foreign currency derivatives,
where possible, to manage 1ts risk related to foreign currency fluctuations. In 2001, the impact of Duke Energy's foreign currency deriv-
ative instruments was not matenal to its consolidated results of operations, cash flows or financial position.

e SialL ST RURE. TS The fair value of financial instruments not currently carried at market value is summarized in the
following table. Judgment 1s required In interpreting market data to develop the estimates of fair value. Accordingly, the estimates
determined as of December 31, 2001 and 2000, are not necessarily indicative of the amounts Duke Energy could have realized in
current markets

T ANMO e TISTRE M TS
In millions 2001 2000
Book Approximate Book Approximate
Value Fair Value Value Fair Value
Long-term debt@ $ 12,582 $ 13,239 $ 11,154 $ 11,836
Guaranteed preferred beneficial interests
in subordinated notes of Duke Energy
or subsidiaries 1,407 1,440 1,406 1,389
Preferred stock@ 247 242 280 275

a Includes current maturities

The fair value of cash and cash equivalents, notes recevable, notes payable and commercial paper are not matenally aifferent from
therr carrying amounts because of the short-term nature of these instruments or because the stated rates approximate market rates.
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CREDIT RISK  Duke Energy's principal customers for power and natural gas marketing services are industriai end-users and utihties
located throughout the U S, Canada, Asia Pacific, Europe and Latin America Duke Energy has concentrations of recervables from nat-
ural gas and electric utilities and therr affiliates, as well as industrial customers throughout these regions. These concentrations of cus-
tomers may affect Duke Energy’s overall credit nisk in that certain customers may be similarly affected by changes in ecenomic, 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 credit limit, determined 1n 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 hquidate 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 settfed 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 recevables 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 affihated 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 account-
Ing exposure is comprised of charges of $36 million at NAWE, $3 millien 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 Enren and Duke Energy consisted of the following.

» NAWE - forward contracts, swaps, options and physical contracts used to trade natural gas, power, crude oll, iquefied petroleum gas
and coal

» International Energy - forward contracts and options used to trade and hedge natural gas, power and oll

o Fleld Services - physical purchase/sale contracts for natural gas and NGLs; forward contracts, swaps and options used {o trade
natural gas and NGLs, transportation and storage

« 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 all derivative assets and accounts recewvable that became ympaired 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 mil-
lion and applied by Duke Energy in connection with transactions between the companies

Duke Energy’s determination of its bankruptcy claims against Enron s still under review, and 1ts claims made in the bankruptcy case
are likely to exceed $43 milien. Any bankruptey claims that exceed this amount would primarily refate 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 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 abligates
Paranapanema to provide energy to Elektro on an irrevocable basis for the contract period In addition, a purchase/sale agreement expir-
Ing 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

2. INVESTMENT IN AFFILIATES AND RELATED PARTY TRANSACTIONS

Investments in domestic and international affiliates that are not controlled by Duke Energy, but over which 1t has significant influence, are
accounted for by the equity method These investments include undistributed earnings of $166 million in 2001 and $70 million 1n 2000.
Duke Energy received distributions of $158 million 1n 2001, $138 mullion in 2000 and $111 miliion 1n 1999 from these investments. Duke
Energy’s share of net income from these affiliates I1s reflected in the Consolidated Statements of Income as Other Operating Revenues.

NATURAL GA2 TRANSMISSICH 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 1s 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 15 a joint inter-
state natural gas pipeline development that will extend from Mississippt and Alabama across the Gulf of Mexico to Florda.
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r.IsEs s 2o Investments primarily include a 21.1% ownership interest in TEPPCO Partners, LP, a publicly traded limited part-
nersmp which cwns and operates a network of pipelines for refined products and crude oll

ST e T e WD S e ks -y 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 1s a gas-fired combined-cycle facility under construction in Arizona. Once completed, this
facility will serve markets in Arizona, Nevada and California

sres e a7 7T T Gignificant investments include a 25% indirect interest in National Methanol Company, which owns and
operates a methanof and MTBE (methy! tertiary butyl ether) business in Juball, Saudi Arabia.

LT s Ty L s Investments include participation in various construction and support activities for fossil-fueled gener-
ating plants.

~+ 17D Significant investments include various real estate development projects
o SRR A
In mllions December 31, 2001 December 31, 2000 December 31, 1999
Domestic International  Total Domestic  International  Total Domestic  International  Total
Natural Gas
Transmission $ 565 $ 88 $ 653 $ 82 $ 88 $ 170 $ 67 $ 83 ¢ 150
Field Services 252 - 252 373 - 373 439 - 439
North American
Wholesale Energy 315 - 315 635 9 644 425 - 425
International
Energy - 165 165 - 154 154 - 224 224
Other Energy
Services 53 7 60 11 7 18 51 6 57
Duke Ventures 30 - 30 23 - 23 10 - 10
Other Operations 5 - 5 5 - 5 - - -
- Total $ 1,220 $ 260 $ 1,480 $ 1,129 $ 258 $ 1,387 $ 992 $ 313 $ 1,305
0 TSI B CE R - N N R
In millions Year Ended December 31, 2001 Year Ended December 31, 2000 Year Ended December 31, 1999
Domestic International  Total Domestic  International  Total Domestic  International  Total
Natural Gas
Transmission $ 38 $ 7 % 45 $ 13 $ 4 $ 17 $ 16 $ 9 % 25
Field Services 45 - 45 39 - 39 44 - 44
North American
Wholesale Energy 35 - 35 36 - 36 17 - 47
International
Energy - 39 39 - 43 43 - 10 10
Other Energy
Services 49 - 49 (13) - (13) 10 3 13
Duke Ventures 2 - 2 (9) - 9 (22) - (22)
Other Operations @ - (47) (10) - 911 I ) - ()
Total $ 122 $ 46 $ 168 $ 56 $ 47 % 103 $ 90 $ 22 $ 112
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SUMMARIZED COMBINED FINANCIAL INFORMATION
OF UNCONSOLIDATED AFFILIATES December 31

In mllons 2001 2000 1999

BALANCE SHEET

Current assets $ 1,239 $ 1,242 $ 1,544
Noncurrent assets 8,199 6,588 7,826
Current liabilities 1,202 888 1,155
Noncurrent liabilities 4,400 4,404 4,727
Net assets $ 3,836 $ 2538 $ 3,488

INCOME STATEMENT

Operating revenues $ 5,202 $ 4,617 $ 3,510
Operating expenses 4,525 4,039 3,104
Net income 439 440 193

RELATED PARTY TRANSACTIONS Outstanding notes recevable 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 consiruction Fifty percent
of the profit earned by D/FD for the construction of NAWE's merchant generation plants, which 1s associated with Duke Energy’s own-
ership, is deferred in consolidation until the plant 1s sold as part of NAWE's portfolio management strategy, or once the plant becomes
operational it 1s amortized over the plant’s useful life. Fifty percent of the profit earned by D/FD for operating and maintenance services,
which 1s associated with Duke Energy’s ownership, is eliminated in consolidation. For the year ended December 31, 2001, Duke Energy
deferred profit of $54 mullion 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 elimmated 1in 1999.
In addrtion, as part of the D/FD 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 subsidianes 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 EITF Issue No 98-10, “Accounting for Energy Trading and Risk Management Activities,” 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 conschidation 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 December 31
In millions 2001 2000
Land $ 49 $ 36
Plant
Electric generation, distribution and transmission 19,792 18,669
Natural gas transmission 6,200 5,449
Gathering and processing facilities 4,106 4,470
Other buildings and improvements 1,346 1,339
Leasehold improvements 4 14
Nuclear fuel 788 761
Equipment 251 108
Vehicles 69 36
Construction 1n process 5,068 2,192
Other 1,791 1,524
Total property, plant and equipment 39,464 34,598
Total accumulated depreciation? (11,049) {10,146)
Total net property, plant and equipment $ 28,415 $ 24,452

8 |ncludes accumulated amortization of nuclear fuel: 2001 - $546 million; 2000 - $503 million

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 December 31
In mitiions Year Due 2001 2000

DUKE ENERGY
First and refunding mortgage bonds

6.125% - 6.625% 2003 $ 175 $ 175

6.75% - 7.5% 2023 - 2025 450 450

7.0% - 8.95% 2027 - 2033 165 165
Pollution control debt, 3.85% - 5.8% 2012 - 2017 172 172
Notes

5.375% - 9.21% 2009 - 2016 809 811

6.0% - 6.6% 2028 - 2038 500 500
Commercial paper, 1.93% and 6.52% weighted-average

rate at December 31, 2001 and 2000, respectively? 1,087 1,256
Other debt 19 18
Fair value hedge carrying value adjustment 2010 - 2014 (10) -
Notes matured during 2001 - 661

{Table continued on next page}
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DEBT (continued)

December 31

In millions Year Due 2001 2000
DUKE CAPITAL CORPORATﬁONb
Senior notes
A4.73% - 7.5% 2003 - 2009 $ 1,400 $ 1,400
6.75% - 8.5% 2018 - 2019 650 650
4.32%¢ 2006 750 -
5.87%¢ 2006 875 -
Commercial paper, 2.16% and 6.71% weighted-average rate
at December 31, 2001 and 2000, respectively@ 1,456 1,378
Note payable to D/FD, 4.05% and 6.14% weighted-average
rate at December 31, 2001 and 2000, respectively 568 141
Fair value hedge carrying value adjustment 2009 - 2025 30 -
SUBSIDIARY DEBT GUARANTEED BY DUKE CAPITAL CORPORATION
Duke Energy Australia Pty Ltd.
Medium-term note, 7.25%¢ 2004 128 139
Credit facilities, 6.41% and 6.13% weighted-average rate at
December 31, 2001 and 2000, respectively 38 a4
Commerclial paper, 5.96% and 6.4% weighted-average rate at
December 31, 2001 and 2000, respectlvelyd 231 223
Hidroelectrica Cerros Colorados S.A.
Notes, 3.8% 2002 68 85
Duke Energy South Bay, LLC
Capital leases 2009 94 272
PANENERGY CORP
Bonds
7.75% 2022 328 328
8.625% debentures 2025 100 100
Notes, 7.0% - 9.9%, maturing serially 2003 - 2006 372 384
Fair value hedge carrying value adjustment 1 -
TEXAS EASTERN TRANSMISSION, LP
Notes
7.3% - 8.25% 2002 - 2010 500 500
Medium-term, Series A, 7.92% - 9.07% 2004 - 2012 35 51
Notes matured during 2001 - 100
ALGONQUIN GAS TRANSMISSION COMPANY
Notes, 9.13% 2002 - 2003 67 100

(Table continued on next page)
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DEBT (continued) December 31
In millions Year Due 2001 2000
DUKE ENERGY FIELD SERVICES. LLC
Notes
7.5% - 8.125% 2005 - 2030 $ 1,700 $ 1,700
5.75% - 6.875% 2006 - 2011 550 -

Commercial paper, 2.53% and 7.39%
weighted-average rate at December 31, 2001

and 2000, respectively 213 346
Capital leases 3 -
Fair value hedge carrying value adjustment 2009 - 2025 (5) -

CRESCENT. LLC®
Construction and mortgage loans, 2.73% - 10.0% 2002 - 2005 73 67

OTHER DEBT OF SUBSIDIARIES
Duke Energy Western Australia Holdings

Notes, 5.35%d 2004 - 2013 124 138
Paranapanema

Notes, 6.0% — 10.0%f 2002 - 2017 427 477
Duke Energy Vermillion

Notes, 6.8% 2002 5 -
Other international debt of subsidiaries 76 127
Other domestic debt of subsidiaries 61 103
Unamortized debt discount and premium, net (106) (91)
Total debt 14,185 12,980
Current matunties of long-term debt (261) (437)
Short-term notes payable and commercial paper (1,603) (1,826)
Total long-term debt ) $ 12,321 $ 10,717

28 Amounts include extendible commercial notes.

b Duke Capitat Corporation is a wholly owned subsidiary of Duke Energy that provides financing and credit
enhancement services for Its subsidiaries.

€ Component of mandatorily convertible securities (Equity Units) (See Note 16.)

d pebt denominated in Australian dollars

€ A portion of Crescent’s real estate development projects, land and buildings are pledged as collateral.

f Debt denominated in Brazilian reais and principal is indexed annually to inflation

In January 2002, Duke Energy 1ssued $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 1ssued $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, 1ssued $500
million of floating rate (based on the one-month LIBOR plus 0.65%) senior unsecured bonds due in 2003. The proceeds from these
1ssuances 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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ANMUAL MATURITIES

In millions

2002 $ 261
2003 576
2004 883
2005 1,016
2006 2,101
Thereafter 1,745
Total long-term debt $ 12,582

Annual matunties 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 mil-
lion 1n 2002, $227 million in 2003 and $100 million in 2005.

In 2000, Duke Energy 1ssued $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. Aiso in 2000, Duke Capital Corporation issued
$150 mulhion senior unsecured bonds due in 2003 that become due and payable If Duke Capital Corporation's debt ratings fall below BBB

CREDIT FACILITIES

tn millions December 31, 2001 December 31, 2000
Credit Credit
Facilities Outstanding Facilities Qutstanding

Bridge facility $ 250 $ - $ - $ -
364-day facilities? 2,716 - 1,796 -
Three-year revolving facilities? 1,640 38 84 44
Four-year revolving facilities - - 125 -
Five-year revolving facihties® - - 2,200 -
Total consolidated $ 4,606 $ 38 ~$ 4,205 $ 44

a Majority of facilities support commercial paper facilities

The credit facilities expire from 2002 to 2004 and are not subject to minimum cash requirements; however, borrowings and issuances
of lefters 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 A3/A/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 rssuances of letters of credit. Any out-
standing borrowings would not become due and payabie

i1 NUCLEAR DECOMMISSIONING COSTS

NUCLEAR DECOMMISSIONMNG COSTS  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 1n 1999 dollars based an
decommissioning studies 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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i A ST SRS FT R NG ILTAR N TS

Unit Year
McGuire 1 2021
McGuire 2 2023
Catawba 1 2024
Catawba 2 2026
Oconee 1 and 2 2033
Oconee 3 2034

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 miilion to the internal reserve. Nuclear units are depreciat-
ed at an annual rate of 4.7%, of which 161% 1s 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 s reflected in the Consolidated Balance Sheets as Nuclear
Decommussioning 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 15 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 rec-
ognizes that costs are recovered through Franchised Electric’s rates, fluctuations in equity prices or interest rates do not affect consoal-
idated results of operations, cash flows or financral position Management believes 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 fawsuit challenging the constitutionality of the
D&D Fund and seeking an injunction that prohibits the government from colleciing 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 hability 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

SmEST e o=AR FUEL Under provisions of the Nuclear Waste Policy Act of 1982, Duke Energy has entered into contracts with
the DOE for the dlsposal 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 §
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 lawsutt are based upon Duke Energy’s costs incurred as a result of the DOE's partial matenial breach of its con-
tract, 1ncluding 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.

i~ GUARANTEED PREFERRED BENEFICIAL INTERESTS IN SUBORDINATED NOTES OF DUKE ENERGY
OR SUBSIDIARIES

Duke Energy and one of its subsidiaries have formed business trusts for which they own all the common securities The trusts 1ssue
and sell preferred securtties and invest the gross proceeds in junior subordinated notes issued by the respective parent companies.
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TRAET PREFEFRRED SiZCURITIES

In millions December 31
Issued Rate Due 2001 2000
1997 7.20 % 2037 $ 350 $ 350
1998 7.375% 2038 350 350
1998 1.375% 2038 250 250
1999 8.375% 2029 250 250
1999 7.20 % 2039 250 250

Unamortized debt discount (43) (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
millron for 2000 and $87 million for 1999, and have been included in the Consolidated Statements of Income as Minarity Interest Expense

12 MINORITY INTEREST FINANCING

In 2000, Catawba River Associates, LI.C (Catawba), a fully consolidated financing entity managed by a subsidiary of Duke Energy, 1ssued
$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 1s a limited liabiiity company with a separate existence and 1dentity 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 fuil 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 1in Minority Interest Expense on the Consolidated Statements of Income of Duke Energy.

The inttial 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 mvestors, (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 liguidation of DEPG
and Catawba. This could impact Duke Energy’s iquidity at the time if 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 inferests 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
perform other obhigations)

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 A3/A) 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 Consclidated Financial
Statements of Duke Energy



Notes to Consolidated Financial Statements

iy PREFERRED AND PREFERENCE STOCK

AUTHORIZED SHARES OF STOCK AS OF DECCN 2027 & L o T

Shares
Par Value {In mallions)
Preferred Stock $ 100 12.5
Preferred Stock A $ 25 10.0
Preference Stock $ 100 1.5
As of December 31, 2001 and 2000, there were no shares of preference stock outstanding
PREFFRRED STOOK WITH SINKING FUND REQUIRIT £ 72
Dollars n millions
Shares OQutstanding December 31
Rate/Series Year lssued at December 31, 2001 12001 2000
6.20% D (Preferred Stock A) 1992 B $ - $ 20
6.30% U 1992 - - 13
6.40% V 1992 130,000 13 13
6.75% X 1993 250,000 25 25
Tota! $ 38 $ 71

The annual sinking fund requirements are $13 million for 2002 and $2 million each year for 2003 through 2006. Additional
redemptions are permitted at Duke Energy’s option.

PREFERRED STOCK WITAOUT SINKING FuMis 2E2 D s
Dollars in miltions
' Shares Outstanding December 31

Rate/Series Year issued at December 31, 2001 2001 2000
4.50% C 1964 175,000 $ 18 % 18
7.85% S 1992 300,000 30 30
7.00% W 1993 249,989 25 25
7.04% Y 1893 299,995 30 30
6.375% (Preferred Stock A) 1993 1,257,185 31 31
Auction Series A 1990 750,000 75 75
Total $ 209 $ 209

The call provisions for outstanding preferred stock specify redemption prices not exceeding 104% of par value, plus accumu-
lated dividends to the redemption date.

15 COMMITMENTS AND CONTINGENCIES

MOCLEAR iNSURPANMCE  Duke Energy owns and operates the McGuire and Oconee Nuclear Stations and operates and has a par-
tial ownership interest in the Catawba Nuclear Station. The McGuire and Catawba Nuclear Stations have two nuclear reactors each
and Oconee has three. Nuclear insurance includes: liability coverage, property, decontamination and decommissioning coverage,
and business interruption and/or extra expense coverage. The other joint owners of the Catawba Nuclear Station reimburse Duke
Energy for certain expenses assoclated with nuclear insurance premiums,

The Price-Anderson Act requires Duke Energy to insure against public liability claims resulting from nuclear incidents to the
full limit of liability, approximately $9 5 billion.
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PRIMARY LIABILITY INSURANGE Duke Energy has purchased the maximum required private primary hability insurance, $200 million,
along with a ike 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 1s the sum of the current potential
cumulative retrospective premium assessments of $88 milion per licensed commercial nuclear reactor. This would be increased by
$88 million for each additional commercial nuclear reactor ficensed, 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 1n the event of a nuclear incident at any licensed facility in the U $ 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 1s
subject to Indexing for inflation and may be subject to state premium taxes

Duke Energy 1s a member of Nuclear Electric Insurance Limited (NEIL), which provides property and business interruption
Insurance coverage for Duke Energy’s nuclear factlities 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 1s 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 maximum 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.

Sreatp IR e o Duke Energy 1s 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 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, posstbly subject to future liability at six federal and two state Superfund sites. While remediation costs may be substantial,
Duke Energy will share in any hability 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 scld 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 1ssues discussed above will have no material adverse effect on consolidated results of operations, cash
flows or financial position
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AIR QUALITY CONTROL In 1998, the EPA i1ssued 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 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 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 utiities, 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 15 separate from the electric utihty'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 U.S. District
Court In Greenshoro, 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 CAA's NSR requirements when 1t undertook those projects without obtaining permits 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
1s part of the EPA's 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 EPA's 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 1s 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 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 prelimiary 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 uttimately impased by the
court, and the cost of any required new pollution control equipment, if the court accepts the EPA's contentions, could be substantial

CELFORN 1331ES  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 ane 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 Caiffornia 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
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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 cther 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, 1n 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 ailege 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 billicns 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 1n 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 1s alsc conducting 1ts own wholesale pricing investigation As a resuit, 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 milhon 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 Utiities Commission is conducting formal and infarmal investigations to determine if power
plant operators (n California, including some Duke Energy entities, have improperly “withheld,” either economically or physically, gen-
eration output fram the market to manipulate market prices. In addition, the California State Senate formed a Select Committee to
investigate Price Manipuiation of the Wholesale Energy Market (Select Committee). The Select Committee has served a subpoena on
Duke Energy and some of its subsidiaries seeking data concerntng 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 Attarney 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 1s 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 1ts bustness in California to supply the maximum possible electricity to meet the needs
of the state, imit its exposure to non-creditworthy counterparties and manage the output imitations an its power plants imposed by
applicable permits and laws. Since December 31, 2000, Duke Energy has closely managed the balance of doubtful recevables, and
believes that the current pre-tax bad debt provision of $90 miilion is appropnate. No additional provisions for Caiifornia receivables were
recorded 1n 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:TIGATION AND CONTINGENCIZEZ  EXXON MOBIL 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 i1ssue 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 nght 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 1s a breach of the buy-out night 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. 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 nc 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 reguiatory 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 matenial
adverse effect on consolidated results of operations, cash flows or financial position

MGURIES AND DAMAGES TUAIMS  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 1n the number of these claims This increase, coupled with its cumulative expenence In claims received, prompted Duke
Energy to conduct a comprehensive review which was completed in late 1999 and to record an $800 million 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 wiil not exceed such amount. While Duke Energy I1s uncertain
as to the timing of when claims will be received, portions of the estimated claims may not be received and paid for 30 ar 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 1n 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.

DTHIR COMMITMENTS 200 CONTINCENCIES As part of its normal business, Duke Energy 1s 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 nisk, 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 If events
occurred that required that one be established.

In addition, Duke Energy enters into varicus fixed-price, non-cancelable commitments to purchase or sell power (iolling
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 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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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 1s due primarily to decreasing support for margin deposits and power exchange participation.

EASES  Duke Energy leases assets in several areas of its operations Consolidated rental expense for operating leases was $114
million 1n 2001, $90 million 1n 2000 and $87 million in 1989 Future minimum rental payments under operating leases for the years
2002 through 2006 are $87 miflion, $70 mullion, $57 miilion, $43 million and $34 million, respectively.

15 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 Urnits, 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 1ssued in 2004 will be based on the price of the common stock at conversion. Also in March 2001,
the underwnters 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 canversion. The net proceeds from the offering of approximately $731 miliion will provide a com-
ponent 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.

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 assoctated 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 Liabilities on the Consolidated Balance Sheets.

At Duke Energy’s Annual Meeting of Shareholders held on April 26, 2001, shareholders approved an amendment to the Articles
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 1s
$0 275 per share.

17 STOCK-BASED COMPENSATION

The foilowing information regarding outstanding common stock shares and options reflects the two-for-one common stock sphit 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. Incentive stock aptions 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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Options Weighted-Average
(In thousands) Exercise Price
Outstanding at December 31, 1998 8,923 - $ 23
Granted 10,308 21
Exercised (856) 12
Forfeited (750) 25
Outstanding at December 31, 1999 17,625 25
Granted 7,594 41
Exercised {2.047) 21
Forfeited (666) 27
Outstanding at December 31, 2000 22 506 31
Granted 7,090 37
Exercised {2,285) 25
Forfeited (905) 33
Outstanding at December 31, 2001 26,406 33
o CETIONS AT DECIMBE. &° 200t
Qutstanding Exercisable
Range of Weighted-Average Weighted-Average Weighted-Average
Exercise Number Remaining Life Exercise Number Exercise
Prices (In thousands) (In years) Price (In thousands) Price
$5 to $8 21 2.2 $8 21 $8
$9 to $12 784 2.4 10 784 10
$13 to $16 168 4.1 14 168 14
$17 to $22 186 5.1 22 186 22
$23 to $27 5278 8.0 25 2,317 25
$28 to $33 6,565 67 29 3,049 29
$34 to $39 7,236 9.9 38 - -
> $39 6,168 5.0 43 1,412 43
Total 26,406 B 7,937 28

On December 31, 2000, Duke Energy had 5.2 million exercisable options with a $23 weighted-average exercise price On
December 31, 1999, Duke Energy had 3 6 million exercisable options with a $17 weighted-average exercise price.

The weighted-average fair value per option granted was $10 during 2001, $10 during 2000 and $5 during 1999 The fair value
of each option grant was estimated on the date of grant using the Black-Scholes option-pricing model.

WETHTID AVERATT AS SR TIDHS DR DOTWOLLREIUING 2001 2000 1999
Stock dividend yield 3.4% 3.7% 4 1%
Expected stock price volatility 29.5% 25.1% 18.8%
Risk-free interest rates 5.0% 5.3% 5.9%
Expected option lives 7 years 7 years 7 years

Duke Energy’s net income for 2001 would have been $1,876 million, or $2.42 per basic share, had compensation expense for
stock-based compensation been based on the fair value at the grant dates. Net income for 2000 would have been $1,764 million,
or $2 37 per basic share, and 1999 net income would have been $1,498 million, or $2 03 per basic share

The 1998 Plan allows for a maximum of six million shares of common stock to be issued under restricted stock awards, per-
formance awards and phantom stock awards Performance awards granted under the 1998 Plan vest over periods from one to seven
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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 mithon 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 mitlion 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 approx-
mately $8 million at grant dates) in 2000 and 131,700 restricted shares (farr value of approximately $4 mullion at grant dates) in
1999. Compensation expense for the grants I1s charged to earnings over the restricticn period and totaled $4 million in 2001, $4 mil-
lion in 2000, and $1 million n 1999,

15 EMPLOYEE BENEFIT PLANS

RET:REVENT PLANS  Duke Energy and its subsidiaries maintain a non-contributory defined benefit retirement plan. [t covers
mast 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
amaortized over five years.

COMPCNENTS OF NET PERIODIC PENS OR COSTS Years Ended December 31

In millions 2001 2000 1999
Service cost benefit earned during the year $ 74 $ 70 $ 72
Interest cost on projected benefit obligation 188 184 165
Expected return on plan assets (264) (244) (224)
Amortization of prior service cost (3 (3) 3
Amortizaticn of net transition asset (4) 0] (4)
Recognized net actuarial loss - - 12

Net periodic pension costs 7 $ B $ 3 $ 18
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FECCH I IATION DOF THSDED 00005 ) Fas s Bl S o T35S December 31

In millions 2001 2000
CeANICE N GEMERIT S0 0T N

Benefit obligation at beginning of year $ 2,586 $ 2446
Service cost 74 70
Interest cost 188 184
Actuarial (gain) loss (147) 16
Plan amendments 1 -
Benefits paid (174) {130)
Benefit obligation at end of year $ 2528 $ 2,586

ChahGE N PLald ARSETY

Fair value of plan assets at beginning of year? $ 3,038 $ 3121
Actual return on plan assets (394) 47
Benefits paid (174) (130)
Fair value of plan assets at end of yeard@ $ 2,470 $ 3,038
Funded status $ {58) $ 452
Unrecognized net experience loss (gain) 400 (110)
Unrecognized prior service cost reduction (17) (22)
Unrecognized net transition asset (12) (16)
Pre-funded pension costs $ 313 $ 304

@ Principally equity and fixed-income securities. For measurement purposes, plan assets were valued as of September 30.

SEGUMPTINSS UTFD FOE PENS O L INE 172 20 27 R T

Percent 2001 2000 1999
Discount rate 7.25 7.50 7.50
Salary increase 4.94 453 450
Expected long-term rate of return on plan assets 9.25 9.25 9.25

2 Reflects weighted averages across all plans

Duke Energy also sponsors employee savings plans that cover substantially all employees. Duke Energy expensed employer
matching contributions of $69 million in 2001, $66 million 1n 2000 and $68 million in 1999

OTHER POS-RETeThy 5785578 Duke Energy and most of its subsidiaries provide some health care and life insurance
benefits for retired employees on a contributory and nen-contributory basis Employees are ehgible 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 obhigation, resulting from accrual accounting, 1s amortized over approximately 20 years.

88
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CORPINENTS Or NET PERISDIC FOST <50 2800 Bipieees (978 Years Ended December 31
In millions 2001 2000 1999
Service cost benefit earned during the year $ 5 $ 5 $ 7
Interest cost on accumulated post-retirement

benefit obligation a4 43 40
Expected return on plan assets (24) (23) (21)
Amortization of prior service cost 1 1 1
Amortization of net transition obligation 18 18 18
Recognized net actuarial gain - - n
Plan curtallments (3) - -
Net periodic post-retirement benefit costs $ 41 $ 44 $ 44

SOSTREVIREME LT E =l CO8Te December 31
In millions 2001 2000

SHALGE SN BEHERT OBLIGATYDN,

Accumulated post-retirement benefit obligation

at beginning of year $ 614 $ 562
Service cost 9 5
Interest cost 44 43
Plan participants’ contributions 9 7
Actuarial loss 104 39
Benefits paid (61) (42)
Plan curtallments (3) -
Accumulated post-retirement benefit obligation at -

end of year $ 712 $ 614
UHANGE N PLSD A%LETS
Fair value of plan assets at beginning of year@ $ 325 $ 327
Actual return on plan assets (40) 8
Employer contributions 32 25
Plan participants’ contributions 9 7
Benefits paid (61) (42)
Fair market value of plan assets at end of year@ $ 265 $ 325
Funded status $ (447 $ (289)
Employer contributions 11 9
Unrecognized net experience loss {gain) 111 (56)
Unrecognized prior service cost 4 5
Unrecognized transition obligation 156 214
Accrued post-retirement benefit costs $ (125) $ (117)

8 principally equity and fixed-income securities, For measurement purposes, plan assets were valued as of September 30.
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ASSUMPTIONS JSED FUR POST-RETREMENT BEMEFITS ACCTUNTING?

Percent 2001 2000 1899
Discount rate 7.25 7.50 ' 7.50
Salary increase 4.94 453 4.50
Expected long-term rate of return on assets 9.25 9.25 9.25
Assumed tax rateb 39.60 39.60 39.60

a Reflects weighted averages across all plans
b Applicable to the health care portion of funded post-retirement benefits

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 Iinitial annual rate of increase of 14.5% in 2002 will gradually decrease to 6% 1in 2011 Assumed health care cost trend rates
have a significant effect on the amounts reported for the health care plans

SENSITIWVITY TC CHANGES IN ASSUMED

HEALTH CARE COST TRENC RATES 1-Percentage- 1-Percentage-
In millions Point Increase Point Decrease
Effect on total service and interest costs $ 2 $ (2
Effect on post-retirement benefit obligation 47 (40)

1@ QUARTERLY FINANCIAL DATA (UNAUDITED)

First Second Third Fourth

In millions, except per-share data Quarter Quarter Quarter Quarter Total
Avlant
Operating revenues $ 16,491 $ 15,580 $ 16,718 $10,714 $ 59,503
Operating income 1,182 830 1,492 946 4,100
EBIT 1,254 902 1,529 571 4,256
Income before cumulative effect of

change In accounting principle 554 419 796 225 1,994
Net income 458 419 796 225 1,898
Earnings per share (before cumulative

effect of change in accounting principle)

Basic $ 074 $ 054 $ 102 $ 029 $ 258

Diluted $ 073 $ 053 $ 101 $ 028 $ 256
Earnings per share

Basic $ 061 $ 054 $ 1.02 $ 029 $ 245

Dituted $ 060 $ 053 $ 101 $ 028 $ 244
“O00
Operating revenues $ 7290 $ 10,926 $ 15,691 $ 15,411 $ 49,318
Operating income 812 794 1,501 706 3,813
EBIT 859 837 1,556 762 4,014
Net income 393 329 770 284 1,776
Earnings per share?

Basic $ 053 $ 044 $ 104 $ 038 $ 239

Diluted $ 053 $ 044 $ 103 $ 038 $ 238

8 Restated to reffect the two-for-one common stock split effective 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

) 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-
pher) for approximately $84 million. Two companents 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&S, which wilt continue to supply power delivery
solutions to customers Leadership of the U.S Department of Energy Mixed Oxide Fuei project will also remain with Duke Energy
The transaction will require a Hart Scott Rodino filing and 1s expected to close in the second quarter of 2002



Auditors’ Report and
Management's Responsibility Statement
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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, comman
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 Qur respon-
sibility 1s to express an opimnion 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, as well as evaluating the overall
financial statement presentation We believe that our
audits provide a reasonable basis for our opinion.

In our optnion, 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

Qzéfa'zz:# Jewehe L

DELOITTE & TOUCHE LLP
CHARLOTTE, NC

RECPONS BILITY FOF FINANCIAL STATEMENTS

The financial statements of 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 all material respects and nec-
essanly 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 reasanable 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-
sonable assurance that errors or irregularities which
could be matenal 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 palicies, 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 periodical-
ly to review accounting control 1ssues and to menitor
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

KEITH G. BUTLER
. oo s T N

G e



SHAREHOLDER INFORMATION

Annual Meeting The 2002 Annual Meeting of Duke Energy Shareholders will be:

Date: Thursday, Apnl 25, 2002

Time- 10 a.m.

Place. O.J. Miller Auditorium. Energy Center
526 South Church Street
Charlolte, North Carclina 28202

Sharehclder Services 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 Relations

Duke Energy Corporation

PO Box 1005

Charlotte, North Carohina 28201-1005

Stock Exchange Listing 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 Site Address: www.duke-energy.com

InvestorDirect Choice Plan The InvestorDirect Choice Plan provides a simple and convenient way for
interested parties to purchase cammon 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.

Financial Publications Duke Energy will furnish to any shareholder, without charge, copies of the
2001 report on SEC Form 10-K and the 2001 Statistical Supplement.

oupitcate Mailings 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.

Dwvidend 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 Trust Services
PO Rox 2320

Dallas. Texas 7b5221-2320

Duke Energy Is an equal opportunity employer This report is published solely to inform shareholders and I1s 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 ﬂ
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