q . , 10 CFR 50.75(e)(1)(iii)(B)
X Progress Energy-
PO Box 1551

411 Fayetteville Street Mall
Raleigh NC 27602

Serial: PE&RAS-04-097
August 25, 2003 '

United States Nuclear Regulatory Commission
ATTENTION: Document Control Desk
Washington, DC 20555-0001

BRUNSWICK STEAM ELECTRIC PLANT, UNIT NOS. 1 AND 2
DOCKET NOS. 50-325 AND 50-324 / LICENSE NOS. DPR-71 AND DPR-62

SUBMITTAL OF 10-Q REPORT

Ladies and Gentlemen:

Carolina Power & Light Company, now doing business as Progress Energy Carolinas, Inc., submits the
enclosed quarterly 10-Q Report for Progress Energy, Inc. for the quarterly period ended June 30, 2004.

Submittal to the NRC of financial reports filed with the U.S. Securities and Exchange Commission is
required by the parent company guarantees used to provide financial assurance of decommissioning funds
for the Brunswick Steam Electric Plant, Unit Nos. 1 and 2, pursuant to 10 CFR 50.75(e)(1)(iii))(B). This
requirement was written into the parent company guarantees pursuant to the guidance in Appendix B-6.5
of Regulatory Guide 1.159.

This document contains no new regulatory commitment.

Please contact me at (919) 546-4579 if you need additional information concerning this report.

Sincerely,

Y

Tony Groblewski
Supervisor - Regulatory Affairs

HAS

Enclosure:

o4



United States Nuclear Regulatory Commission
PE&RAS-04-097
Page2 °~ R

without enclosure:
W. D. Travers, Regional Administrator — Region II
USNRC Resident Inspector — BSEP, Unit Nos. 1 and 2
B. L. Mozafari, NRR Project Manager — BSEP, Unit Nos. 1 and 2
M. A. Dusaniwskyj, USNRC NRR/DRIP/RPRP-OWFN, 12 D3

J. A. Sanford - North Carolina Utilities Commission
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. - UNlTED S’I'ATES S
Tt SECURITIES AND EXCHANGE COMMISSION
- ' Washmgton, D.C. 20549 )

FORM 10- Q

[ X ] QUARTERLY REPORT PURSUANT TO SECTIO‘I 13 OR 15(d)
' OF THE SECURITIES EXCHAN GE ACT OF 1934 . B

- For the quarterly penod ended June 30 2004

'] TRANSITION REPORT PURSUANT TO SECTION 13 OR "
. 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

' For the tmnsmon penod from ___ to -

: R Exact name of regrstrants as specxﬁed in therr charters, state of * LR.S. Employer
Commission mcoxporatlon address of principal executwe ofﬁces and telephone - . Identification -
'FxleNumber TR " omumber - o .- Number
115929 '. ST , ProgressEnergy,Inc C c 56-2155481

R ' 410 South Wilmington Street -~ -~ . S

Ra]elgh, North Carolina 27601- 1748 o
- Telephone: (919) 546-6111- .« -~
ST e Stateoflncorporatxon NorthCarolma N S
13382 0 e L CarolmaPower&nghtCompany~ S . 56-0165465
© ... 5. Y5 < dfblaProgress Energy Carolinas,Inc. © - .. . "
'+ 410 South Wilmington Street - -
- "Raleigh, North Carolina 27601-1748
Telephone: (919) 546- 6111 - -
State of Incorporatxon North Carohna :

',-_:*;- '. :7;' _, - NONE | - . .
(F ormer name former address and former ﬁscal year 1f changed smce last report)

: Indxcate by check mark whether the reglstrants (l) have ﬁled all reports requtred to be filed by Sectton 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
. ‘registrants were requued to ﬁle such reports) and (2) have been sub_]ect to such ﬁlmg requrrements for the past ' L

e 90 days Yes X No

o s Indxcate by check mark whether Progress Energy, Inc. (Progress Energy) is an accelerated ﬁler (as deﬁned in
. Rule 12b-2 of the Exchange Act) Yes X No A I . :

..‘Indlcate by check mark whether Carolma Power & Lxght Company is an accelerated ﬁler (as deﬁned in Rule .
- 12b-2 of the Exchange Act) Yes o No X : . S o

“This combmed Form 10 Q is ﬁled separately by two reglstrants Progress Energy and Carolma Power & Lxght
. Company d/b/a Progress Energy Carolinas, Inc. (PEC).  Information contained herein relating to either
“individual registrant is filed by such registrant solely on its own behalf. Each regtstrant makes no representation |
as to mforrnanon relatmg excluswely to the other reglstrant ' : s

“"Indxcate the nurnber of shares outstandmg of each of the issuers’ classes of common stock as of the latest
‘ practrcable date Asof July 31, 2004 each reglstrant had the followmg shares of common stock outstandmg

; R(_eglstrant . .‘ S ", Descnphon S o i Shares .
; Progress Energy R Common Stock (Without ParValue) o 246 793,015 -
: PEC o " . . Common Stock (Without Par Value) . 159 608 055 (all of which .

e ST e wereheldbyProgressEnergy,lnc.)



: PROGRESS ENERGY INC. AND PROGRESS ENERGY CAROLINAS INC.
) o FORM 10 Q For the Quarter Ended June 30,2004

g Glossary of Temxs
: Safe Harbor For Forward-Lookmg Statements

) PARTI FINANCIAL INFORMATION

E Iteml Fxnancxal Statements

L Consohdated Interim Fmancxal Statements

- > Progress Energy, Inc

" Unaudited Consolidated Statements of Income Lo
© Unaudited Consolidated Balance Sheets -~ =~
_.Unaudited Consolidated Statements of Cash Flows
. Notes to Consohdated Intenm Fmancxal Statements

e ."Carolma Power& Lxght Company :_“_ SR
a d/b/a‘Progress Ene_rgy Carolinas, Inc. -~ " -

... Unaudited Consolidated Statements of Income' o
**Unaudited Consolidated Balance Sheets -~~~ . -
-+ . Unaudited Consolidated Statements of Cash Flows -
- Notes to Consohdated Intenm I-‘manclal Statements

o -itém‘z Management’s stcussxon and Analy51s of Fmancxal Condmon and
R 'Results of Operatxons ' S o

o -v Item 3. Quantltatwe and Quahtatxve stclosures About Market Rxsk
o Item 4 Controls and Procedures ' B

.PART IL. OTHER INFORMA’I‘ION '

o Item 1 Legal Proceedmgs ‘. o

‘ i_‘Slgnatures

' Item 2. Changes in Secunues Use of Proceeds and Issuer Purchases of Equxty Secunnes
. Item 4 Subrrussxon of Matters to a Vote of Secunty Holders
. Item 5. Other Informatton E -

o Item 6 Exhlbxts and Reports on Form 8-K
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A The followmg abbrevxatxons of acronyms used in the text of this eombmed Form 10- Q are deﬁned below

TERM .

" theAct -

the Agreement S
© Bef - " ’

CCOo .

. *Colona -
o the Company or Progress .

Energy T
CR3 .

- ¢cvo .
.. DIG :

- .DOE .
" 'DWM .

" EITF -

ENCNG . -
CEPA
" FDEP

) * Federal Circuit © .~

- .FERC -
B AFINNo 46

‘,'Flonda Progress or FPC -
-.FPSC - -

. -Fuels -
. Genco
“Jackson . -
o MACT oot
“"Mesa . .
- MGP - .
;. NCNG
- NCuC'
“NOx -

| NOxSIPCall . .

NRC:

. NSP -
“PCH. '
_PEC’

- PEF -

U PFA |

‘thePlan |
“'PLRs:

Progress Rall N

PTCLLC .

" | Progress Ventures .

PUHCA -

- PVI

" PWR

: '“‘A,Rarl Seryrces orRall .
_IRTO e

" ! DEFINITION - -

e Medrcare Prescnptlon Drug, Improvement and Modemrzanon Aet of 2003
- Allowance for funds used during construction S

Stipulation and Settlement Agreement

" . Billion cubic feet

Competitive Commercial Operatrons busmess segment IR

-, Colona Synfuel Limited Partnership, LLLP
Progress Energy, Inc and subsrdranes

- .Progress Energy Florida Inc s nuclear generatmg plant, Crystal Rrver Unit No 3
" Contingent value obligation - .-

Derivatives Implementation Group _:.' ( .

.-+ - United States Department of Energy :

North Carolina Department of Envrronment and Natural Resources varsron of

" Waste Management o
" Emerging Issues Task Force .

Eastern North Carolina Natural Gas Company, formerly referred to as Eastem NC

" United States Environmental Protection Agency
..*7.. Florida Department of Environment and Protectron
"+ United States Circuit Court of Appeals '
- Federal Energy Regulatory Commission :
. ;_FASB Interpretation No. 46, “Consolidation of Vanable Interest Entttres An
. Interpretation of ARB No. 51" . : - A .
- .Florida Progress Corporatron
" Florida Public Servrce Commlssron

Fuels business segment

" : Progress Genco Ventures, LLC
- 7 Jackson County EMC ... '
- Maximum Available Control Technology
"Mesa Hydrocarbons, LLC - .
. 'Manufactured gas plant . SR
_+ - North Carolina Natural Gas Corporatron ’
. "North Carolina Utilities Commxssron '
.- Nitrogenoxide = .- ' ‘ Lo
. _-EPA rule which requrres 23 Junsdxctrons mcludmg North and South Carolma and
... Georgia to further reduce nitrogen oxide emissions ; S
" United States Nuclear Regulatory Comrmssron C
_© - Northern States Power .-~ .. - . - . L
. ‘Progress Capital Holdmgs, Inc., : : -
- Progress Energy Carolmas Inc forrnerly referred to as Carolma Power & Lrght
- . Company

Progress Energy Flonda Inc formerly referred to as Flonda Power Corporatron '

. -IRS Prefiling Agreement’ )
.- Revenue Sharing Incentxve Plan =
. .. :Private Letter Rulings -~
- - Progress Rail Services Corporatron
;"> Progress Telecom LLC R Co :
- ~Business unit of Progress Energy pnrnanly made up of nonregulated energy
. .generation, gas, ‘coal and synthetic fuel operations and energy marketmg
- - Public Utility Holding Company Act of 1935 as amended o
- Legal entity of Progress Ventures, Inc. - e
: - Pressurized water reactor © -
. Rail Services business segment
IR Regronal Transrmssron Orgamzatron s



SCPSC

" Section 29".". S
-Service Company

"SFASNo.71.
' SFASNo.131
“SFAS No. 133 ~

' SFAS No. 142

| SFASNo.143 .

o i.{spAs No‘. 148 .

"SFASNo. 1‘49, '
= SMD NOPR
502 .

) sRs R

.the Trust )
" 'Westchester

Public Servxce Commxssxon of South Carolvma '
*"- Section 29 of the Internal Revenue Code ' -
-Progress Energy Service Company, LLC
. Statement of Financial Accounting Standards No
- Certain Types of Regulation” '
- Statement of Financial Accountmg Standards No
" of an Enterprise and Related Information™ .
. Statement of Financial Accountmg Standards No
-~ and Hedging Activities” .
" Statement of Financial Accountmg Standards No
- - Intangible Assets”
. Statement of Financial Aecountmg Standards No

Retirement Obligations”. .
Statement of Financial Accounting Standards No

71 "‘Accounting for the .Effects of
131 “stc]osures about Segrnents
133, “Accountmg for Denvatlve
142 “Goodwxll and Other -
143 “Accountmg for Asset

148 “Accountmg for Stock- o

Based Compensatxon — Transition and stclosure An Amendment of FASB

_*:-Statement No. 1237 -+ -
- Statement of Financial Accountmg Standards No
“. 133 on Derivative Instruments and Hedging Activities” '
" Notice of Proposed Rulemaking in Docket No. RM01-12- 000, Remedying Undue -
. Discrimination through Open Access Transrmssxon and Standa:d Market Desxgn
- = Sulfur dioxide - : »
.- Strategic Resource Solutxons Coxp
" FPC Capxtall trust 1 .
T Westchester Gas Company

149 “Amendment of Statement .



o obligation to update any forward- lookmg statement or statements to reflect events or circumstances aﬂer thedate -
~on whxch such statement is made o : o e

i SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS

- . . - Yy n .
. . . 1(5’[ - 2.
. g - .. i «-,;.
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o
e
o

This combined report contams forward-lookmg statements thhm the meamng of the safe harbor provrstons of

- the Private Securities Litigation Reform Act of 1995.  The matters discussed throughout this combined Form 10-
- - Q that are not historical facts are forward-looking and, accordingly, involve estimatés, projections, goals,
. . forecasts, assumpttons tisks and uncertainties that could cause actual results or, outcomes to differ matenally

. from those expressed in the forward-lookmg statements : S o

'In addmon, forward-lookmg statements are dtscussed in “Management s Dtscusswn and Analysxs of Fmanexal .

Condition and Results of Opérations™ including, but not limited to, statements under the sub-headings “Liquidity.

‘and Capital Resources” and “Other Matters” about the effects of new envxronmental regulatrons, nuclear
‘.decommrsswnmg costs and the eﬂ'ect of electne utthty mdustry restructurmg C 4

A : Any forward-lookmg statement speaks only as of the date on whrch such statement is made and nexther Progress

Energy, Inc. (Progress Energy or the Company) nor Progress Energy Carolinas, Inc. (PEC) undertakes any

» Examples of faetors that you should consxder w1th respeet to any forward-lookmg statements made throughout' L

A  this document include, but are not limited to, the following: the impact of fluid and complex government laws

: and regulattons including those relating to the environment; the impact of recent events in the energy markets . . -
. that have increased the level of public and regulatory scrutiny in the energy industry and in the capital markets; -

deregulatxon or restructurmg in the electric industry that may result in increased compeétition and unrecovered

'.~(stranded) ‘costs; ‘the uncertainty regarding the timing, creation and -structure of regional transmission
'orgamzattons weather - conditions that directly influence the demand for electricity; recurring seasonal

" fluctuations in demand for electricity; fluctuations in the price of energy commodities and purchased power;

" "economic fluctuations and the corresponding impact on Progress Energy, Inc. and its subsidiaries’ commercial

and industrial customers; the ability of the Company’s subsidiaries to pay. upstream dividends or distributions to”

A 'it; the impact on the facrlmes and the businesses of the Company from a terrorist attack; the inherent risks - ,>
associated with the operation of nuclear facilities, including ' environmental, health, regulatory and financial ..

" *: risks; the abrlrty to successfully access capital markets on favorable terms; the impact that increases in leverage

.+ (Section 29) tax credits by synthetic fuel producers and the Company’s continued ability to use Section 29 tax - -

~ may have on the Company; the ability of the Company to maintain its current credit ratings; the impact of
" derivative contracts used in the normal course of business by the ‘Company; investment performance of pension

and benefit plans and the ability to control costs; the availability and use of Internal Revenue Code Section 29

credits related to its coal and synthetic fuel businesses; the impact to our financial condition and performance in -

_the event it is determined the Company is not entitled to previously taken Section 29 tax credits; the Company’s

... ability to successfully integrate newly acquired assets, properties or businesses into its operations as quickly or .
. "as profitably as expected; the Company’s ability to manage the risks involved with the operation -of its
' _nonregulated plants, mcludmg dependence on third parttes and related: counter-party risks, and a lack of
- operating hxstory, the Company s ability to manage the risks associated with its energy marketing operations; the
- outcome of any ongoing or future lmganon or similar disputes and the impact of any such outcome or related

settlements; and unanticipated changes in operating expenses and capttal expendttures Many of these nsks

: smnlarly 1mpact the Company s subsxdxanes

These and other nsk factors are detatled from time to t1me in the Progress Energy and PEC Umted States
" Securities and Exchange Commission (SEC) reports. Many, but not all of the factors that may impact actual - -
" results are discussed in the Risk Factors sections of Progress Energy’s and PEC’s annual report on Form 10-K
. " “for the year ended December 31, 2003, which were filed with the SEC on March 12, 2004. These reports should
* be carefully read. -All such factors are difficult to predict, contain uncertainties that may materially affect actual ;
.. results and may be beyond the control of Progress Energy and PEC. New factors emerge from time to time, and
.. it is not possible for management to predtct all such factors, nor can it assess the effect of each’ such faetor on
o zProgress Energy and PEC ST :
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w | PARTI FINANCIAL INFORMATION
Iteml Fmancxal Statements o

' - .'-~-PROGRESS ENERGY INC
CON SOLIDATED INTERIM FINANCIAL STATENIENTS
, :{ June 30 2004 '

- :UNAUDITED COVSOLIDATED STATEMENTS of INCOME < -~ -+ -~ oo
' g ‘l'hrcc Months Endcd ¢ Six Months Ended
-June 30 G- - June 30

,(mmxlhons exceptpersharcdata) S S - 2004 : 2003 2004 - 2003
OperatingRevenues . e : S - Co S

L vdlity LT s s nr o SLS83C .LUS 3406 53237

Diversified business - .- R R | 7 C 467 . 1270 1.000 . -

Total Operating Revenues . . o N - - 2428 . 2,050 T 4,676 - 4,237

Operatngxpenses )

- - Utility .o o AR L . . L P
'Fuclusedmelcctncgencrauon Tl 468 . i 1394 c.o9%61 . 805
Purchased power - - TR L e e 219, 2100 402 - - 413 .

_ Operauonandmmtenance o T o372 . S-364, 738 TT699
Depreciation and amortization -~ 7 .- o - o207 07 224 409 - 444

. -Taxesotherthanonincome = -~ . .. - " . - - o109 L 9% T '214 C197

" Diversified business B : - ST
Costofsales -~ - oLl T ST 6560 . 4160 T 1,177 -~ 891
Dcprccxahonandnmomzatxon O R | R - |- 91 69
Other” - . - e e 4 38 - . . 88 - - 88"

. Total Operating Expenses - : : oL . 2,122 e 1,776 4,077 - 3,606 -

" " Operating Income . R : . 303 - . 274 ~ 599 - . 631

Other Income (Expense) . ‘ - : ) ) .
_Interest income :'- oo s ~_l. T TR IR | o 6
- Other, net o o e Coo Co . -(9) ‘(25 © (15) - -

Total Other Income (Expcnsc) SRNEE - . _ — 4 (6 (18) 9

Interest Charges -~ - - - ) L R

Netinterestcharges © -~ -~ " S T 160 L 189 . . 326 - 315
Allowance for borrowed funds used dunng construction L Q) - @ 3) " (5)

- Total Interest Charges, Net . . . o T 158 157 323 - . 310

Income from Continuing Operndons before Income Tax and ; . L T . PR
- Cumulative Effect of Change in AccouutmgPrindple S T I ) § -1 77312

_Income TaxBenefit .~ CEI R ) S () @ - (49
Income from Continuing Operations before Cumulatlve Eﬂ'ect of A T s S ‘_ B
- Change In Accounting Principle - - ' | e c-0183 - .7t o1s4 0 - 261 - 361

. :'DisconhnuedOperations.NetofTax: Coon T R T S IR P

"+ Inccme before Cumulative Effect of Change in Accounting Principle - CoT1sa . 187 . . 262 375
-~ Cumulative Effect ol’Chnnge in AccountingPrincnp!e,Netoanx s - - - . T

S

“Netlmcome . - . .. el . s1s4 'S 157 . " s262 . $ 376

' Average Common Shares'Outs(andi.ng T T T 242 . 235"
Basic Earnings per Common Shnre s
Income from Continuing Operations before Cumulatxve Eﬂ'ect of - - oL, . . - S
" Change in Accounting Principle” -~ - - A 1 X B _3065 . _S 108A . S 154
DlsconunuedOpmtxons thofTax AR X} B .. 006

- Net Income » R $063 .. S066 - ’slos © -8 160

) -Dduted Earnings per Common Share S . -
Income from Continuing Operations before CumulauveEffectof L oo e SR
. - Change in Accounting Principle " * ) oS0 0T 78063 7. 8065 .8108 . $153 .

. DlsconunuchPerahons Netof’l’ax Co -‘ o oo - o001 - - 0.06 .
Net Income - o et i - - $063- . -$066 $108. ' - $159

Dividei.dsb'eclére'd;;erCommo:ismre' s cooo o 50875 " 305600 0 $1.450° °  $1.120

-Scc Notes to P}dgl;cés Ehcl:rgy, Inc. Cbnsblidatcd 1:i!crﬁn Financial Statements. '.



' -PROGRESS ENERGY INC. o
UNAUDITED CONSOLIDATED BALANCE sm:ms

- (in millions) . . ) . Lo ‘June-30—

December 31

© ASSETS AR o - 2004
© ", Utility Plant - - s N , B I
Utility plant in service -~ . = - ' IR S $ 21,991

'Accumulated depreciation o e e oo - (8,240)
* Utility plantin service,met- e e < 113,951

'."'.Heldforfutureuse" T S SN & B
.'Constmctxonworkmprogress S <

‘Nuclear fuel, netof amortization =~ .. -~ - . s - T ooy . .218

2003

$21,675 .
ReX )
13,598
13,
1634
228°

; Total Utility Plant, Net : K i - : : 14,625
" Current Assets S o e LT

" Cashand cash equivalents S I S BN T
~ Accounts receivable - © . o - e T . oS 854

‘Unblllcdnccountsrecexvablc ST el SRR 245°

Inventory S e e e T 7T

. Deferred fuelcost . - T - |1~

»"Prcpaymentsandothercurrcntassm S G I o e 382

14473 -

273

798 -

217
- 795
317

2,775

Total Current Assets : - 5 L : . - 2,608

‘ Deferred Debits and Other Assets  ~ - . - e T

chulatoryassets S S . SR C L eas
Nuclcardccomnussxonmgmxstfunds L e B . o oms

‘Diversified business property,net * . .. - - -0 T L .2,197
_Mnscellaneousoﬂucrpropcrtyandmvestmems . L e . 458

Goodwill .~ . - P AR & < IR

Prepaidpensioncosts * - Lo o 0 T 0T ST 449

Intangibles,net .. -~ - S L it o 306

Other assets and deferred debits ..~ - S T 239

612 .
. 938
2,158
464
3,726
462"

“327 -

253 .

Total Deferred Debits and Other Assets s . o ‘ ’ 9,002 -

8,940 .

- $26,188

Total Assets . c . R o $ 26,235
CAPITALIZATION AND LIABILITIES ’ : Ce .. R

" Common Stock Equity : : o
: + Common stock without pa: value, 500 million sharw authonzed. . . . R
247 and 246 million shares issued and outstandmg. rcspccuvely Lo T 8 5339

" Unecarned restricted shares .- * - S T e T a7
" " Uncarned ESOP shares” =~ . e R (76) -
.. Accumulated other comprehenswe loss ’ ’ T L (56) -

Retained eamings =~ -~ - - R L A 2313

"8 5270
an
(89)
(50) -
2330

Total Common Stock Equity - - - ' : : Ce 7,503 -

7444

* Preferred Stock of Subsldlanes-NotSubject !o Mandatory Redemptlon - ) e .93

- . Long-Term Debt, Affiliate ° . ) o e T 309 L
* Long-TermDebt,Net .~~~ - . - . . .0 ST 9,282

.93 -
-309. -
9.625

17,471

Total Capitalization ) - : . 17,187
. Current Liabilities - T T -
: .‘Cumntporuonoflong-tcn'ndcbt O S o343

Accountspayable . . ... . . S N T
Interestaccrued ... cenoe LT T S 189

Dividendsdeclared * - - - Do T oo e g
Shott-term obligations ..~ . . T T T T 0 628

‘Customerdeposits . - 1 - T T oo T e T

" Other current liabilities . ~- - R =

868
643

140

4 .

167

580 ..

2,611 °

] Total Current Liabilities ’ L IR - - 2993
" Deferred Credits and Other Liabilities - : I R : -

* Accumulated deferred income taxes T A‘_' o o _.525v .

Accumulateddefemdmvcstmcnttaxcredxts BT R N £ 71

" Regulatory liabilities . - -. T S 173,053
"’ Assetretirement obligations S Co 1306
Other liabilities and deferred credits - o e T 987

37

2977

Ta2n,

931

- Total Deferred Credits and Other Liabilities -~ - - . . - 6,055

6106

Commitments and Contingencies (Note 12)

TotalC:pitahzation and Liabilities . - L o $26,235

$ 26,188

See Notcs to Progrcss Encrgy, Inc Consohdatcd Intcnm Fmancxal Statcments

- 375

209

190 °°



" PROGRESS ENERGY, INC. - _
UNAUDITED CONSOLIDATED STATEMENTS of CASH. FLOWS

CGnmilons) - SN0 e o o i e 2004 2008
‘: Operating Activities o SLr T L S
_'Netmcome . o .j~ S I . . T 5 262 A 8 376 .

o Adjustments to reconcile net income to net cash provxdcd by operaung actxvmes o o o

'Incomcfromdxscontmuedoperatxons oo C ! '(1)"4 (14 - LT

et

‘ ' Cumulative effectofchangcmaccountmgpnncxplc TR R O
':Deprccxauonandamomzauon A B oo R 85T, L5712
' .'_»-»Defmedmcomemm C T e @y, sy

| -xnvesuncnmxcredn..-:" - B T PR (O N ®

Defmedﬁxelcost(crcdn) PSS R Y (!
-Cash prov1ded (used) by chaugesmoperatmg asscts and habxhtm : : B - K .
.Accountsrcccwable . A T ST (10\1).” R ©(80) .
"Invemones L . e R .'- TS & RS- )

L Prepaymcntsandothercuncntassets E e o L '_(5}) X 1S

, ﬁ.,_’Accountspayablc ST L m o 0]
L " Income taxes, net | - C o . -
t. Othercurrcnthablhues : . N AP . 47 L35
COther o e T T e T s e

. Net Cash Provided by Operating Achvnties : R T s T 1918 907

.:'lnvesting Activities .

) Grossuhhtypropcnyaddmons - T S . o (483) : '(S4i)
oo chrsxf'edbusm&sspropenyaddxtxorxs I LR e Ce a2 . (367)
[ Nuclearfueladditions™ -, -~ .. © . - .0 0o T @ L (88)

k '_Conm'butxonstonucleardccomm:ssmmngtmst o o '_’.",'(18) R ¢ I

-Investmemsmnon-uuhtynctmues DS R R o M ®
’ “Acquxsxtxonoflmanglbles L o B L e :-’ o B A_ - L (191)
* Proceeds fromsalesofmvcstmcnts andasscts IS TSI > S 1
A'thdccreascmrestnctcdcash T L E o - Lf’ ST 5 17
comer - T T i Tt e s Ttan @)

. Net Cash Usedin]nvestingActivihes ’ N . T (591 . (1,195)

Cs FinnncingAcnvihes N

Issuance of common stock S S e .58 SN ¥ 7]
'"-qutchascoftesu'xctcdshares» S R T o T m o M

K '.’..‘Issuanceoflong-termdcbt f K R SR 655

" Supplemental Disclosures of Cash Flow Information

N -Netmcreascmshon-tcrmmdcbtcdness J T oo T 624 o 163
 Net decrcasemcash prowdcd by chccks drawnmexcess of bankbalancs coL LT IR . (58) IR 7 T
k : Reuremcntoflong-termdebt Y I e : R ; o ) »_(865).'" " - (392) -
; ‘Dlv'ldcndspaxdoncgmonstock PR . R :'”-" RO Cs0) . . T (268)
COther T w0 oD T g ()

‘ e T e e s,

NetCash(Usedin)ProvidedbyFinanclngActivities - R €2 5) R Y L o

. Cash Used in Dlscontinued Operations .. T ST oo . L e i )y
** Net Decrease in Cash and Cash Equivalents . . ... - ... .. - - T (195) - .. (15)
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PROGRESS ENERGY, INC.
~ NOTES TO CONSOLIDATED INTERIM FINAN CIAL STATEMENTS

1.~

- mcluded in utrhty revenues.

s ORGANIZATION AND BASIS OF PRESENTATION

A. . Orgamzatron L . . : :
C ""5'1, o : o ’ ’ ’:,;':,;33.’..

Progress Energy, Inc (Progress Energy or the Company) isa holdmg company headquartered in Raleigh,

- “North Carolina. ' The -Company is registered under the Public Utility Holding Company Act of 1935
.- . (PUHCA), as amended and as such, the Company and its subsxdtanes are sub_]ect to the regulatory
- .4:~provrsxonsofPUHCA i.--'."—' ; . . =

Through its wholly-owned subsxdxanes Carohna Power & Lrght Company d/b/a Progress Energy‘
*, - Carolinas, Inc. (PEC) and Florida Power Corporation d/b/a Progress Energy Florida, Inc. (PEF), the
.- -. Company’s PEC Electric ‘and PEF ‘segments are primarily engaged in the generation, transmission,
-+ distribution and sale of electricity in portions of North Carolina, South Carolina and Florida. The Progress

Ventures business unit consists of the Fuels (Fuels) and the Competitive Commercial Operations (CCO) -

* - business. segments The Fuels segment is involved in natural gas drilling and production, coal terminal

_ - sérvices, coal mining, synthetic fuel production, fuel transportation” and -delivery. The CCO segment

. includes nonregulated electric generation and energy marketing activities. - Through the Rail Services
© (Rail) segment, the Company is involved in nonregulated railcar repair, rail parts recondmomng and sales,

-and scrap metal recycling.  Through its other business units, the Company engages in other nonregulated
business areas, mcludrng telecommumcatxons and energy management and related services. Progress

' . Energy’s legal structure is not currently aligned with the functional management and financial reporting of -

the Progress Ventures business unit. Whether, and when, the legal and functional structures will converge B

) depends upon regulatory actton, whrch cannot currently be antlcrpated
B, - Basxs of Presentatron

" These ﬁnancxal statements have been prepared in accordance with accounting principles generally accepted
" in the United States of America (GAAP) for interim financial information and with the instructions to
" Form 10-Q and Regulatxon S-X. Accordmgly, they do not include all of the information and footnotes

" required by GAAP for annual statements. Because the accompanying consolidated interim financial .

'statements do not include all of the mformatxon and footnotes required by GAAP, they should be read in

.conjunction with the audited financial statements for the period ended December 31, 2003 and notes

‘thereto 1ncluded in Progress Energy s Form lO-K for the year ended December 31,2003.

'In accordance wrth the provrslons of Accountmg Pnncrples Board Opmlon (APB) No. 28 MInterim - . -

Financial Reporting,” GAAP requires companies to apply a levelized effective tax rate to interim periods
that is consistent with the estimated annual effective tax rate. ‘Income tax expense was increased by $5

" million for both the three months ended June 30, 2004 and 2003, in order to maintain an effective tax rate
consistent with the estimated annual rate." Income tax expense was increased by $43 million and decreased
by $5 million for the six months ended June 30, 2004 and 2003, respectively. The income tax provisions

 for the Company differ from amounts computed by applying the Federal statutory tax rate to income before

" income taxes, prunanly due to the recognmon of synthetxc fuel tax credits. -

PEC and PEF collect from customers certam CXCISC taxes wluch mclude gross recexpts tax, franchise taxes,
"and other excise taxes, levied by the state or local government upon the customers. PEC and PEF account

. for excise taxes on a gross basis. For thé three months ended June 30, 2004 and 2003, excise taxes of -,
. approxunately $61 million and $51 million, respectively, are ‘included in taxes other than on income in the
L accompanyrng Consolidated Statements of Income. For the six months ‘ended June 30, 2004 and 2003,

excise taxes of approxtmately $114 million and $102 million, respectively, are included in taxes other than
" on income in the ‘accompanying Consohdated Statements of Income These approxxmate amounts are also "~

e

' " The amounts mcluded in the consolrdated interim ﬁnancral statements are unaudrted but in the opmxon of ‘
. -_management reflect all normal recurring adjustments necessary to fairly present the Company’s financial -
. position and results of operatrons for the interim periods. Due to seasonal weather variations and the

. timing of outages of electric generating units, especially nuclear-fueled units, the results of operations for
',mtenm penods are not necessanly mdlcatwe of amounts expected for the enure year or future periods.

— -



. " In preparing financial statements that conform “with GAAP management must make estimates and
-~ assumptions that affect the reported amounts of assets and habxlmes, disclosure of contingent assets and-
' liabilities at the date of the financial statements and amounts of revenues and expenses reflected during the
~ reporting penod ‘Actual results could differ from those esttmates Certatn amounts for 2003 have been -
,reclassrﬁed to conform to the 2004 presentatlon : e : -

-V The results of operatxons of the Ra11 Servxces segment are rcported one month in arrears,
o C ' Subsxdtary Reportmg Penod Change ' -

o In the fourth quarter of 2003 the- Company ceased recordmg portxons of Fuels segment Operatlons B

“ . primarily synthetic fuel. operattons one month in arrears. As-a result, earnings for the year ended .

- December 31, 2003 as reported in the Company’s Form 10-K, included 13 months of results for these -
- operations. . The 2003 quarterly results for periods ended March 31, June 30 and September 30 have been -

" restated for the above-mentioned reporting period change. This resulted in four months of earnings in the” .~

o first quarter of 2003. The impact of the reclassification of eammgs between quarters is outhned for the. "
_ﬁrst two quarters of 2003 in the table below :

. Three Months Ended June 30 2003 - . " As Previously Quarter = . . As

o _(m millions, except per share data) . . .- " Reported  Reclassification - Restated :
Income from Continuing Operations before Cumulatrve R S
ffectofChangemAccountmanncxple - 8150 - 0 -.%4° .- § 154

Basnc earmngs per common share o
Income from Continuing Operations before Cumulatlve' T
-+ Effect of Change in AccounttngPrmclple Lo 8064 1.8 001. " $065 -
Netlncome . oo o oot 7 8065 - - 5001 TS 066
Dxluted earnings per common share - U ' ' . I

" Income from Continuing Operatxons before Cumulatlve_] T R E
’ EffectofChangemAccountmgI’rmcxple ... -8063 0 5002 . .$5065

“Net Income ool ses s ooz{ﬂ $066
- Six Months Ended June 30, 2003 . j, C As Previously' ', Quarter ' As-
_(m millions, except persharedata) ..~ - . - -~ Reported . Reclassxﬁcanon Restated
Income from Continuing Operations before Cumulatxve o ST s
" Effect ofChangemAccounttngPrmcxple co 1. 8346 . 815 - S 361. '

“NetIncome - s 836l 0815 C 83760

Basxc eammgs per common share . : o
Income from Continuing Operatlons before Cumulattvc e ST :
_ Effect of Change in Accountmannclple ce 0. 8148 0 8006 0 0 8154
NetIncome R S I -1 '$006 © - $.1.60

" Diluted eammgs per common share . R
¢ Income from Continuing Operations before Cumulatxve. Lo T ,
- Effect ofChangemAccountlnanncxple s 8 14T $006 ~ $153°

Netlneome .0 Tt ST S 006 0 5159
D... Stock-Based Compensatron " E : S . _

The Company measures compensatxon expense for stock opttons as the dtfferenee ‘between the market"
price of its common stock and the exercise price of the option at the grant date. The exercise price at

g . which options are granted by the Company equals the’ market price at the grant date and accordingly, 1 no
" compensation expense has been'recognized for.stock option grants.. For purposes of the pro forma

. disclosures required by- SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure -~ an Amendment of FASB Statement No. 123" the estimated fair value of the Company’s stock

L options is amortized to expense over the options’ vesting period. The following table illustrates the effect

on net income and earnings per share if the faxr value method had been applxed to all outstandmg and
." unvested awards in each pcnod o S R A - AR

~
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et . L ThreeMonthsEnded _© Six Months Ended

: IR ‘L I - June30 " June30
: '(m rmlhons except per share data) U 2004 - 2003 - 2004 2003
Net Income, as reported -~~~ - Y o §$.154 -§ 157- - 8262  § 376

~ Deduct: Total stock option expense determined under
_ -.falrvalue method for all awards, net of related tax. . e o
effects . T - I S . O

P_roformanet_mcome DR S .$151 - $155 $256 . $ 372
'f_‘..Basmearmngspershare L e P s e
7 Asreported - S .o 7T L "$0.63 0 $0.66 . $1.08° $1.60.
‘Proforma, . . ST T 8062 __‘-_50.65:":_8_1.0_6" ©.§$1.58
",Fullydllutedeammgspershare - ) T | R
< U Asreported . o . . .. - 7L 78063 . $066 . $1.08  $1.59
Proforma " o L ., 8062 . 8065 'S105: - $1.57
E - - Consohdatxon of Vanable Interest Entmes }

- 1’I'he Company consohdates all votmg mterest entities in whxch it owns a' majonty votmg interest and all '

© " variable interest entities for which it is the primary beneficiary in accordance with FASB Interpretation No. 7.

a ‘" 46R, “Consolidation of Variable Interest Entities — an Interpretation of ARB.No. 51" (FIN No.-46R). -

., During the first six months of 2004 and 2003, the Company did not pamcxpate in the creatton of or obtam '
'Aa sxgmﬁcant new vanablc mterest m, any vanable mterest entlty S A .

: The Company is the pnmary beneﬁcxary of a limited partnershrp Wthh mvests in 17 low-income housmg
:partnershxps that qualify for federal and state tax credits. The Company has requested but has not received
- all the necessary information to determine the primary beneficiary of the limited partnership’s underlying -

Lo 17 partnership investments, and has applied the information scope exception in FIN No. 46R, paragraph - -
" 4(g) to the 17 partnerships: - The Company has no direct exposure to loss from the 17 partnerships; the
* =7 Company’s only exposure to loss is from its investment of approximately $1 million in the consolidated - * - *
" . limited partnership. The Company will continue its efforts to obtain the necessary information to ﬁxlly )

_‘apply. FIN No. 46R to the 17 partnerships. : The Company believes that if the limited partnershxp is-

*. determined .to’ be the primary beneficiary -of the 17 partnershxps the effect of consohdatmg the 17_"

C _‘partnershrps would not be 51gn1ﬁcant to the Company s Consohdated Balance Sheets

: The Company has vanable mterests in two power plants resultmg from long-term power purchase
~contracts. .The Company has requested the necessary information to determine if the counterparties are

'/ ‘variable interest entities or to identify the primary beneficiaries. - Both entities declined to provide the

- ".Company' with the necessary financial information, and the Company has applied the information scope

exception in FIN No. 46R, paragraph 4(g) The Company s only significant exposure to variability from

. these contracts results from fluctuations in the market price of fuel used by the two entities' plants to '
K produce the power purchased by the Company. The Company is able to recover these fuel costs under
~PEC’s fuel clause. Total purchases from these counterparties were approximately $21 million and $19

" million in the first six months of 2004 and 2003, respectively. The Company will continue its efforts to

. ~obtain the necessary information to fully apply FIN No. 46R to these contracts. The combined generation

. ‘capacity of the two entities” power plants is approximately 880 MW. The Company believes that if it is”~
* determined to be the primary beneficiary of these two entities, the effect of consolidating the entities would -
. result in increases to total assets, long-term debt and other liabilities, but would have an insignificant or no
_1’- impact on the Company's common stock equity, net earnings, or cash flows. However, as the Company
. hasnot recerved any ﬁnancxal mformatlon from these two counterpartles, the nnpact cannot be deterrmned' :

R atthxstlme

T The Company also has mterests in several other vanable mterest entities for whtch the Company is not the
. primary beneficiary. These arrangements include investments in approximately 28 limited partnerships, .

- “limited liability corporations and venture capital funds and two’ building leases with special-purpose -
* entities. The aggregate maximum loss exposure at June 30, 2004, that the Company could be required to

' .record in its income statement as a result of thesé arrangements totals approximately $38 million. The :
-creditors of these variable interest entities do not have recourse to the general credit of the Company iri
T ,excess of the aggregate max1mum loss exposure : - C oo

.11 o
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NEWACCOUNTING STANDARDS— TR o O

‘In December 2003 the Medlcare Prescnptlon Drug, Improvement and Modemrzanon ‘Act’ of 2003 (the :

Act) was signed into law. In accordance with guidance issued by the FASB in FASB Staff Position FAS - '

. -106-1, the Company has elected to defer accounting for the effects of the Act dué to uncertainties regarding | -

. the effects of the 1mplementat10n of the Act and the accounting for certain provisions of the Act.

- .+ Therefore, OPEB information presented in the financial statements does not reflect the effects of the Act.
" .. The FASB recently issued definitive accounting guidance for the Act in FASB Staff Position 106-2, which
_ " is effective for the Company in the third quarter of 2004." FASB Staff Position 106-2 will result in the -
" recognition of lower OPEB costs to reflect prescription drug-related federal subsidies to be received under '
o 'the Act The Company isin the process of quantrfymg the unpact of the Act on OPEB costs.

L DIVESTITURES o
A. Dlvestrture of Synthetlc Fuel Partnershrp Interests

In June 2004 the Company through its subsrdlary, Progress Fuels sold in two transactxons, a combmed -
~--49.8 percent partnership interest in Colona Synfuel Limited Partnershrp, LLLP, one of its synthetic fuel -

. -facilities. Substantially all ‘proceeds from the sales will be received over time, which is typical of such

_ . - sales in the industry. Gain from the sales will be recognized on 2 cost recovery basis. The Company’s

. book value of the interests sold totaled approximately $5 million. Based on projected productxon levels,
.. the Company anticipates receiving total gross proceeds of approximately $30 million per year, on an

- annualized basis. Under the agreements, the buyers have a right to unwind the transactions if an IRS

o reconfirmation pnvate letter ruling (PLR) is not received by October 15 2004 Therefore no gam would C

- be recogmzed pnor to the exprratlon of that nght : : : : '

. AB_."_ Rarlcar Led: Drvestrture

B ',In December 2002 the Progress Energy Board of Drrectors adopted a resolutlon approvmg the sale of .

Railcar Ltd., a subsidiary included in the Rail Services segment. In March 2003, the Company signed a -

o y _letter of intent to sell the majority of Railcar Ltd. assets to The Andersons, Inc., and the transaction closed -
* . in February 2004. ‘Proceeds from the’ sale were approximately $82 million before transaction costs and .
* taxes of approxrmately $13 million. The assets of Railcar Ltd. were grouped as assets held for sale and are - -

included in other current assets on the Consohdated Balance Sheets at June 30, 2004 and December 31, a

.+'2003. - The assets were recorded at approximately $6 million and $75 million at June' 30, 2004 andp"' .
- -December 31, 2003, respeetlvely, which reflects the Company’s estimates of the fair value expected tobe
.+ 'realized from the sale of these assets Iess costs to sell. ‘In July 2004, the Company sold the remamlng Lo
|- assets classrﬁed as held for sale to a tlnrd-party for net proceeds of 36 rmllron o . '

NCNG Drvestlture

In October 2002, ‘the Company announced the Board of Drrectors approval to sell North Carohna Natural -
- _Gas Corporation (NCNG) and the Company’s equity investment in Eastern North Carolina Natural Gas
... Company. (ENCNG) to Piedmont Natural Gas Company, Inc. -On September 30, 2003, the Company -
© .. completed the sale. The 2003 riet income of these operations is reported as discontinued operations in the - -

Consolidated Statements of Income. ‘Interest expense of $3 million and $7 million for the three and six’

" months ended June 30, 2003, respectlvely, has been allocated to discontinued operations ‘based on the net
.- ‘assets of NCNG, ‘assuming a uniform debt-to-equxty ratro across the Company s operatrons Results of
B dlscontmued operatlons were as follows : : ‘ .

s ;- (in mlllronS) e L ,A j.‘ ; o ’l'hree Months Ended . "A'er Months Ended- -

R T ;oo ] . June30,2003 " -~ June 30,2003
-~ Revenues .. IR ) .$225

. "Eamrnésbefon'rncome taxes V' S B 4 . ,"S 23
'_~Incometaxexpense T -9 -
- Net eammgs from drscontmued operatrons o $ 3 $ 14 -




During the three months ‘énded June 30, 2004 the Company recorded an additional gain after taxes of
. approxrmately $1 mrllron related to deferred taxes on the loss from the NCN G sale

A w
A Retatl Rate Matters L

PEC has exclusrvely utilized extemal fundxng for its decomrmssronmg habrhty since 1994 Prior to 1994

‘PEC retained funds .intemally -to meet its decommissioning liability. A North Carolina Utilities

- Commission (NCUC) order issued in February. 2004 found that by January 1, 2008, PEC must begin

"_transitioning these amounts to external funds. .The transition of $l3l mrllron must be comp]eted by~
December 31 2017 and at least 10% must be transmoned each year oo -

.'PEC ﬁled wrth the Pubhc Servrce Comnussron of South Carolina’ (SCPSC) seekmg pemussron to defer |
‘expenses incurred from the first quarter.2004 winter storm. The SCPSC approved PEC’s request to defer

" the costs and amortize them ratably over five years beginning in January 2005. “Approximately $10 million

related to storm costs mcurred dunng the ﬁrst quarter of 2004 was deferred in that quarter

e Durmg the ﬁrst quarter of 2004 PEC meét the requrrements of both the NCUC and the SCPSC for the
implementation of ‘a depreciation study which allowed the utility to reduce the rates used to calculate

. depreciation ‘expense. As aresult, depreciation expense decreased $10 million for the three months ended

" June 30, 2004 compared to the prior year quarter and decreased $18 rrullron for the six months ended June

- .30, 2004 compared to the pnor year srx month penod

: On June 29 2004 the FPSC approved a Strpulatron and Settlement Agreement, executed on Apnl 29,
. 72004, by PEF, the Ofﬁce of Publrc Counsel and the Florida Industrial Power Users Group. The stipulation
“..and settlement ‘resolved the issue pending before the FPSC regardmg the costs PEF will be allowed to

recover through its Fuel and Purchased Power Cost Recovery clause in 2004 and beyond for waterborne

i coal deliveries by the Company’s affiliated coal supplier, Progress Fuels Corporauon The settlement sets -

" fixed per ton pnces based on point of origin for all waterborne coal deliveries in 2004, and establishes a
_ market-based - pricing methodology for " determining recoverable ‘waterborne coal transportation costs
; through a competitive solicitation process or market price proxies beginning in 2005 and thereafter. The

" . settlement reduces the amount that PEF will charge to the Fuel and Purchased Power Cost Recovery clause

for waterborne transportation by approximately $13 million beginning in 2004. This concludes'the FPSC’s
o mvestrgatron of PEF s recoverable waterbome coal transportatron costs.” s

' B ‘ Regronal Transnussron Orgamzanons

) In 2000 the Federal Energy Regulatory Cornnussron (FERC) 1ssued Order 2000 regardmg regronal
" transmission organizations (RTOs). This Order set minimum characteristics and functions that RTOs must -

" meet, mcludmg independent transmission service. " In July 2002, the FERC issued its Notice of Proposed

" Rulemaking in Docket No. RM01-12-000, Remedying Undue Discrimination through Open Access
" Transmission Service and Standard Electricity Market Design (SMD NOPR) If adopted as proposed, the

- rules set forth in the SMD NOPR would materially alter the manner in which transmission and generation

services are provided and paid for. In April 2003, the FERC released a White Paper on the Wholesale

.~ Market Platform. The White Paper provrdes an overview of what the FERC currently intends to include in -

"a final rule in the SMD NOPR -docket. The White Paper retains the fundamental and most protested

" ‘aspects of SMD NOPR, including mandatory RTOs and the FERC'’s assertion of jurisdiction over certain . ,
. aspects of retail service. " The FERC has not yet issued a final rule on SMD NOPR. The Company cannot
. predict the outcome of these matters or the effect that they may have on the GridSouth and GridFlorida .

" proceedings currently ongomg before the FERC. " It i is unknown what 1mpact the future proceedmgs wrll :

- ‘have on the Company s eammgs, Tevenues or pnces

o . The Company has $33 rrulllon and $4 million mvested in GndSouth and GndFlonda respectrvely, related

to startup costs at June 30, 2004. The Company expects to recover these startup costs in conjunction with -

. the GridSouth and .GridFlorida original structures or in conjunctron wrth any altemate combmed o
-transmission structures that emerge. ' : . ,



| C. " Implementation ofSFAS No 143 '

In connection thh the unplementatron of SFAS No. 143 in 2003, PEC ﬁled a request with the NCUC
" requesting deferral of the difference between expense pursuant to SFAS No. 143 and expense as previously
" determined by the NCUC." The NCUC granted the deferral of the January 1, 2003 cumulative adjustment.

"’ Because the clean air legislation discussed in Note 10 under “Air Quality” contained a prohrbmon against

cost deferrals unless certain criteria are met, the NCUC denied the deferral of the ongomg effects. Since -

R .the NCUC order denied deferral of the ongoing effects, PEC ceased deferral of the ongoing effects during

" the second quarter for the six months ended June 30, 2003 related to its North Carolina retail jurisdiction.
Pre-tax income for the three and six months ended June 30, 2003 increased by approximately $14 million, -

I _- which represents a decrease in non-ARO cost of removal expense, partially offset by an increase in

. :decommissioning expense. = .The Company provided additional information to the NCUC that
‘demonstrated that deferral of the ongoing effects should also be allowed.  In August of 2003, the NCUC
_ revised its decision and approved the defeml of the ongomg effects of SFAS No 143 at which time the

j$14 rmlhon was reversed

' _.D.‘_ FERC MarketPowerMmgatron

_’A FERC order 1ssued in November 2001 on certain unafﬁhated utrhtxes triennial market based wholesale
. power rate authorization updates required certain mitigation actions that those utilities would need to take .

' 7. for sales/purchases within their control areas and required those utilities to post information on their
- ..websites regarding their power systems status. As a result of a request for rehearing filed by certain market °
- participants, FERC issued an order delaying the effective date of the mitigation plan until after a planned -

. technical conference on market power determination. In December 2003, the FERC issued a staff paper -

. discussing alternatives and held a technical conference in January 2004, In April 2004, the FERC issued
* * -two orders concerning utilities' abxhty to sell wholesale electricity at market based rates. In the first order, -

. the FERC adopted two new intérim screens for assessing potential generation market power of applicants

ke . _.for wholesale market based rates, and described additional analyses and mitigation measures that could be -

" presented if an applicant does not pass one of these interim screens. In July 2004, the FERC issued an

i *. order on rehearing affirming its conclusions in the April order. In the seeond order, the FERC initiated a
rulemaking to consider whether the FERC's current methodology for determining whether a public utility

should be allowed to sell wholesale electricity at market-based rates should be modified in any way.
~ Management is unable to predict the outcome of these actions by the FERC or their effect on future results |

- of operations and cash flows. However, the Company does not anticipate that the current operauons of
-~ PEC or PEF would be rmpacted matenally if they were unable to sell power, at market-based rates in their
' ;_-respecnve control areas.’ R : -

; L GOODWILL AND OTHER INTANGIBLE ASSETS

; tThe Company performed the annual goodwxll xmpaxrment test in accordance wrth FASB Statement No
142, Goodwill and Other Intangible Assets, for the CCO segment in the first quarter of 2004, and the
annual goodwill impairment test for the PEC Electric and PEF segments in the second quarter of 2004,
each of which indicated no 1mpau'ment The first annual impairment test for the Other segment wrll be -
, ‘performed in the fourth quarter 2004 smce the goodwrll was acqulred in 2003

The changes in the carrymg amount of goodw111 for the penods ended June 30, 2004 and December 31

o 2003 by reportable segment, are as follows

Gamillonsy - PECElectnc .'.‘PEFZ.--E' cco  Oter - Total

.. f_BalanceasofJanuaryl 2003 S l 922 ) $ 1,733 - 864~ §. - .. 83,719
" - . Acquisitions - - - : s e T 7
.- -Balance as ofDecember 31 2003 $ 1 922 . $ 1 733 . 864 . -8 7 $3,726
-+ Purchase accounting adjustment ' N e 4 4
' Balanceasof June 30,2004 . - S 1,922 - $ 1 733 $ 64 $11 - $3730

T4
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The gross carrying amount and accumulated amortlzatlon of the Companys intangible assets at June 30,
2004 and December 31, 2003 are as follows " .

- June 30, 2008 - - December31,2003

" (inmillions) ... Gross_ e - Gross - . 1 .
C BRI Canying o Accumulated t:li. Camrying -~ Accumulated
oL .o et Amount Amortization . " - Amount - - Amortization

Synthetic fuel intangibles .-~ '$ 134 - S (71) . - S$140 - § (64)

. Power agreements acqulred o220 0 (29 221 (20)

©" Other - .. . UL 64 - (13) 62 - (12)

Total R -3 419. : S (113) C $423 - $ (96)

I June 2004 the Company sold in two transactlons, a combmed 49.8 percent partnershlp interest in
- .Colona Synfuel Limited Partnership, LLLP, one of its synthetic fuel operatxons Approximately $6 million
in synthetic fuel mtangrbles and $4 rmlhon in related accumulated amortization were mcluded in the sale of

Cs the partnershlp mterest

" All of the Company s mtangrbles are subjcct to amortrzatron Synthetxc fuel mtangnbles represent .
) rntangrbles for synthetic fuel technology. These mtangxbles are being amortized on a straight-line basis -

' - until the expiration of tax credits under Section 29 of the Internal Revenue Code (Section 29) in December

R amomzed over thexr respecnve hves

2007.- The intangibles related to power agreements acquired are being amortized based on the economic
benefits of the contracts. Other mtangrbles are pnmanly acqurred customer contracts and permits that are’

\
Cot

o Amornzanon expense recorded on mtangrble assets for the three months ended June 30 2004 and 2003 -
- was $12 million and $9 million, respectively. Amortization expense recorded on intangible assets for the
. six months ended June 30, 2004 and 2003 was $21 million and $16 million, respectwely The estimated
~ annual amortization expense for intangible assets for 2004 through 2008 in mrlhons is approxrmately $41,
$34 835, $35 and $17 respectrvely DR -

K U'mr”_;' f'
, A Eammgs Per Common Share o

. A reconcxlratron of the welghted-average number of common shares outstandmg for basxc and drlunve
- ‘eammgs per share purposes is as follows: : : '

K (mnnnmns) T 'I'_hrecMonth‘s.Ended © . . "Six Months Ended -
o A June 30 . o . June 30
A T A 2004 - 2003 2004 - 2003
o Werghted-average common shares — basic S 242 - . 236 242 A 235
.. . Restricted stock awards - : . 1 B 1 1 1
L Wexghted average shares — fully dllutlve 243 . 237 243 -236
~B.. . Comprehenswe Income

: "Comprehenswe income for the three months ended June 30 2004 and 2003 was 5159 mrlhon and 3154
.- million, respectively.” Comprehensive income for the six months ended June 30, 2004 and 2003 was $256 .
~ million and $373 million, respectively. ‘Changes in other comprehensrve income for the periods consisted
-, primarily of changes in the farr value of denvanves used to hedge cash ﬂows related to interest on long-
.t term debt and gas sales ~ e : '

A _FINANCING ACTIVITIES

- '“Progress Energy took advantage of favorable market condmons and entered mto a new Sl 1 brlhon five

year line of credit, effective August 5, 2004, and expiring August 4, 2009. . This facility replaces Progress
_Energy’s §250 million 364 day line of credxt and its threc year $450 mrllron lme of credrt, which were set
- to exprre in November 2004 ' _ . - :



On July 28, 2004, PEC extended its $165 rmlhon 364- day 11ne of credlt whxch was to exprre on July 29,

- _ 2004 The line of credrt w111 expxre on July 27 2005.

N On April 30 2004 PEC redeemed $34.7 million of Darlmgton County 6 6% Series Pollution Control -
~ Bonds at 102.5% of par, $1.795 million of New Hanover County 6.3% Series Pollution Control Bonds at
~ 101.5% of par, and $2.58 rmllron of Chatham County 6.3% Series Pollution Control Bonds at 101 5% of

par w1th cash from operatrons A . , ‘ . :

- On March 1, 2004 Progress Energy used ‘available cash and proceeds from the issuance of commercial -
paper to pay at maturity $500 million 6.55% senior unsecured notes. Cash and commercial paper capacity -
~for this retirement was created pnmanly from proceeds of the sale of assets and early long-term debt
' »ﬁnancmgs m2003 . , S :

. .On February 9, 2004 Progress Capxtal Holdmgs Inc pald at matunty 525 nnlhon 6. 48% medrum term
notes thh excess cash - ) ‘ . , '

- .+ On January 15 2004 PEC paxd at maturrty 5150 mrllron s, 875% First Mortgage Bonds wrth commercxal
. paper proceeds. On April 15, 2004, PEC also pard at matunty $150 mxlhon 7. 875% Ftrst Mongage Bonds
: -wrth comrnercral paper proceeds and cash from operatlons . _

- For the three months ended June 30, 2004 the Company 1ssued approxunately 0.6 million shares of its .
. common stock for approximately $29 million in proceeds from its Investor Plus Stock Purchase Plan and "

. "its employee benefit plans. For the six months ended June 30, 2004, the Company issued approximately .

- 1.3 million shares of its common stock for approximately $58 million in proceeds from its Investor Plus
- . Stock Purchase Plan and its employee benefit plans. For the six months ended June 30, 2004 and 2003, the -
e drvxdends pald on common stock were approxrmately $280 mxllxon and $268 mrlhon, respectrvely :

. BENEFIT PLANS

) ."The Company and some of its subsrdranes have a non-contn'butory deﬁned beneﬁt retrrement (pensxon)'
“plan for substantrally all full-time employees. The Company also has supplementary defined benefit

- "pensron plans that - provrde ‘benefits to higher-level employees. ' In addition to pension benefits, the.
Company and some of its-subsidiaries provide contributory - other postretirement benefits (OPEB),
" including certain health care and life insurance benefits, for retired employees who meet specified criteria.

... The components of the net penodlc beneﬁt cost for the three and six months ended June 30 are:

D A R OtherPostrettrement
: Three Months EndedJune 30 S - PensionBenefits ~ .~ - Benefits
(inmillions).. v - . T - 2004 2003 -, 2004 © 2003
Servicecost © . T s 13.%. 13. § .. 438 .3 .
Interest cost R - S 28 .o 27 - . 8.0 T 8
. 'Expectedretumonplan assets ... R 7) BRI 1) IR ¢ ) BN ¢ ))
""" Amortization of actuarial (gain) loss - T T R | A I
‘Other amortization,net - . = - oo - L1 1
. Netperiodiccost . .-. . :. . ‘ S o ..9.8 9. § .13_S 12
~ . Additional cost/(beneﬁt) recogmtlon (a) O OB o1 1

',_5Netpenod1ccostrecogmzed .8 0 58 578 -~ 14-§- 13




S .7+ .. ’OtherPostretirement
'-er Months Ended June 30 . : . Pension Benefits ;.. _, Benefits

. (inmillions) - T T - 2004 2003 - 2004 2003
‘,Servrcecost L o8 27, .26 S 8 S8 . T
- Interestcost ST e . .:55- 7 54 17T . 15
" Expected retum on plan assets N () N ¢7) N ) ) )
' Amortization of actuanal (gam) loss _ IS § | 9 2 2
. "Other amortization,net . - S e e ] -2
- 'Netperiodiccost - .- - .. [ §$ -18 8. .17 .§5..26 S 24
=7 Additional cost / (benefit) recogmtron (a) so@®. . (m 1 -1
) Netpenodrccostrecogmzed , . s. 10 $§ . 100 § . 27 S 25

(a) Due to the acqursmon of FPC See Note 16B of Progress Energy s Form IO-K for year ended .
Decembcr31 2003 ] . . '

RISK MANAGEMENT ACI'IVITIES AND DERIVATIVE TRANSACTIONS
Progress Energy and its subsrdranes are exposed to various nsks related to changes in market condmons

"The Company ‘has a risk management commiftee that includes senior executives from various business
* ‘groups.” The risk management committee is responsible for admrnrstermg nsk management polrcres and

I momtonng comphance with those pohcres by all subsrdranes

S _.Under its nsk management polrcy, the Company may usea vanety of i mstruments mcludmg swaps, options

: and forward contracts, to manage exposure to fluctuations in commodity prices and interest rates. Such

. “instruments contain credit risk if the counterparty fails to perform under the contract. The Company

" minimizes such risk by performing credit reviews using, among other thmgs, publicly available credit
‘ratings . of such counterparties. ~Potential nonperformance by counterparties is not expected to have a

: matenal effect onthe consohdated ﬁnancral posmon or consohdated results of operatlons of the Company '

Progress Energy uses mterest rate denvatwe mstruments to- adjust the ﬁxed and variable rate debt
) A components of its debt portfoho and to hedge mterest rates w1th regard to future ﬁxed rate debt issuances.

. As of June 30 2004 Progress Energy had Sl brlllon of ﬁxed rate debt swapped to ﬂoatmg rate debt by :

S ‘executtng interest rate derivative agreements. Under terms of these swap rate agreements, Progress Energy. .
-~ . -will receive a fixed rate and pay a floating rate based on 3-month LIBOR. These agreements expire
" between March 2006 and March 2011. During the year, Progress Energy has entered into $350 million .

notional of open interest rate fair value hedges. In March 2004, two interest rate swap agreements totalmg

B .$200 million were terminated. These swaps were associated with Progress Energy 5.85% Notes due in

'2008. The loss on the agreements was deferred and is being amortized over the life of the bonds as these
, agreements had been desrgnated as fair’ value hedges for accountmg purposes '

- As of June 30, 2004 PEC had $70 mrllton notional of pay ﬁxed forward startmg swaps, entered info m:
“March 2004, to hedge its exposure to interest rates with regard to a future issuance of debt and $26 million

" - 'notional of pay fixed forward startmg swaps, entered into in April 2004, to hedge its exposure to.interest

- rates with regard to an upcoming railcar lease. In July 2004, PEC entered into an additional $30 million
_ notional pay fixed forward swap related the future issuance of debt, increasing the total notional of pay
. ﬁxed forward startmg swaps to 3126 mrlhon 'I'hese agreements have a computatxonal penod of ten years.

‘ In May 2004 the Company termrnated interest rate cash ﬂow hedges wrth a total notronal amount of $400

. million, related to projected outstanding balances of commercial paper. Amounts m accumulated other

1’.comprehensxve income related’ to these terrnmated hedges wrll be reclassrﬁed to eammgs as the hedged

. interest payments occur,

_'f:The Company holds interest rate collars wrth a varymg notronal amount (currently at the maximum of $l95
. million) to hedge floating rate exposure associated with variable rate long-term debt at Progress’ Ventures o
‘The Company is requtred to hedge 50% of the amount outstandmg under rts bank facrhty through March

- 2007. - o
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- The notronal amounts of mterest rate denvatwes are not exchanged and do not represent exposure to credrt
loss. -In the event of default’ by a counterparty, the risk in the’ transaction is the cost of replacing the

agreements at current market rates. Progress Energy only enters into mterest rate derivative agreements

- with banks wrth credit ratmgs of smgle A or better

PEF has entered into denvatrve mstruments to hedge its exposure to pnce ﬂuctuatlons on fuel orl '

purchases. These instruments did not have a matenal unpact on the Company s consohdated fmancral

I posmon or results of operatlons

. Progress Fuels Corporatxon, through Progress Ventures Inc (PVI), penodrcally enters into derivative -
- " instruments to hedge its exposure to price fluctuations on natural gas sales. ' As of June 30, 2004, Progress -
.- Fuels Corporation is hedging exposures to the price vanabtlrty of portions of its natural gas production
'through December 2005." These instruments did not have a matenal 1mpact on the Company s consohdated
~ financial posrtlon or results of operatxons . ,

‘-"Nonhedgmg denvatrves, pnmanly electricity and natural gas contracts, are entered into for trading
o purposes and for economic hedgmg purposes. Whrle managemeént believes the economic hedges mitigate
.-° exposures to ﬂuctuatrons in commodity pnces, these ‘instruments are not desrgnated as hedges for
L accountmg purposes and are momtored consrstent wrth tradmg posxtrons ‘

) '~..The Company s July 2004 forward mark-to-market losses were $7 mlllron for the ﬁrst quarter of 2004'
.- ‘and $3 million for the second quarter of 2004 . " These mark-to-market losses are reflected in diversified
".i". business revenues and were related to ‘an agreement to provide energy needed to fulfill a contract

L oblrgatton and econormc hedges used to mmgate exposures to ﬂuctuatrons in commodrty pnces

FINANCIAL INFORMATION BY BUSINESS SEGMENT

- " The Company eurrently provxdes services through the followmg busmess segments PEC Electnc PEF
L Fuels, CCo, Rall Servrces and Other '

o PEC Electnc and PEF are pnmanly engaged in the generatton, transnussron dtstributlon and sale of -
- - electric energy in portions of North Carolina, South Carolina and Florida. ‘These electric operations are
subject to the rules and regulations of the FERC the NCUC, the SCPSC, the FPSC and the United States
“Nuclear Regulatory Commission (NRC). "These electric operatrons also drstnbute and sell electncxty to

o o other utrlmes pnmarxly on the east coast of the Umted States

- S_Fuels operattons whlch are located throughout the Umted States are mvolved in natural gas drilling and
" productron coal terminal servxces coal rmmng, synthetrc fuel productron fuel transportatxon and delivery.

CCO s operatrons, whtch are located in’ the southeastern Umted States, mclude nonregulated electric

; 'generatlon operatrons and marketlng activities.

Rarl Servxces operatrons mclude rarlcar repaxr rarl parts recondrtlomng and sales, and scrap metal
- - recycling. These activities include maintenance and reconditioning of salvageable scrap ‘components of
- railcars, locomotive repair and nght-of-way mamtenance Rail Semces operatrons are located in the

A Umted States Canada and Mexrco

'The Other segment, whose operatrons are in the United States, is composed of other nonregulated busmess g

_ - .. -areas including telecommunications and energy service operations and other nonregulated subsidiaries that

-~ -.. do not separately meet the disclosure requrrements of SFAS No. 131, “Drsclosures about Segments ofan .
- Enterpnse and Related Informatton : e : :

In addrtlon to these reportable operatmg segments the Company has other corporate activities that mclude :

- holding company operations, service company operations and eliminations. ~The proﬁt or loss of the
' identified segments plus the loss of Corporate represents the Company’s total income from contrnumg

- ;;:i"Operatxons before cumulatrve effect of change in accountmg prmcrple



- Revenues -
e R oo Income from
: p e R o e Continuing
. (inmillions)~ "'~ '~ - _ Unaffiliated . - Intersegment - -Total * - Operations Assets
- FOR THE THREE N . - R Lo

"  MONTHSENDED

PECElectric - - . -s'81 .~ .s . '~ - s8l. °~ S8 97 . s10,7111
.. PEF S . 860 - .. . .. 860 . - 84 7,457

Fuels” . -~ -~ = S..-328 . v 68 L. 393 . . .56 1,156
cco - . - TP A 7. - . 5 S 1,184
. Rail Services -~ - . U 285 - Sten oot 28800 4 - 532
;Othee .o - S~ S A S23. 30) . S .312
“Coporate . . . ... (69) - (69) - - (63) _ 4283

o ,'Consohdatedtotalsﬁ_-: . $2425 .S - $2,425 S 153 . $26235

" FOR THE THREE |

O MONTHSENDED .- . .7 ° . .- .ol

.. PEC Electric oL s ‘816 © . s - . .s 86 .. S 8
OPEF oo o761 . T o 16T 6l
“Fuels .. 7o 206 L ss . 204 - o 88
LeCo L T e L e 3. 2

- RailServices ~~ ., o214 L0 0 o T 24 .2

Other .~ e 3 R A e
©Corporate . e o - O U Oy sy
"Consolidated totals -~ .. -"- -~ $2050 ___.§ .. $2,050 $ 154

" Revenues

, IR Income from

L R I ‘ - . - Continuing

E (m mxlhons) L " _Unaffiliated = ' _Intersegment  _ 'Total - - Operations '
,ZFORTHESIXMON’I'HS T = — T

‘PECElectric.. = "~ .- . ~$L762° .. “§ .- " -$1762 - S 213
PEF:.: - = CoLe4d T T T 1,644 0 - 0133
. Fuels™ .- - . . 598 B 5 . T49 T 104
CCO LT T s e e e 105 _ (3)
" Rail Services . .- . - 823 ¢ e L 823 e T
Other . .o T .44 1 .48 o (31) ‘ s
© Corporate - ‘T i - Se i (15Y) - - _(152) - - (164)

~ . Consolidatedtotals *."~ . 54,676 S - _$4676 . S 261

" FOR THE SIXMONTHS - _
.. ENDEDJUNE30,2003. .-~ - _ T :

- PECElectric - .. - 8sL1e20 .8 . o s1742 0§ 223
PEF. =~ S e 11,495 - Cont . .. L495 .o132
Fuels . - - 7 e s10 Joo169 . 619 -0 . 91T
SCCO i T e T T S} SUTEE S ||

' RailServices. - . o 0392 . - it T s oy

- Other = '~ . o 27 R M ' SRR

.-‘Corporate S SRR ¢ Vv ) I arm - - (102).

S . 'are as follow5°

_Consohdatcdlotals T 34,237 TS - Tse_. s .
. OTHER TNCOME AND OTHER EXPENSE

- Other income and expense mcludes mterest mcome ‘and other income and expense 1tems as dxscussed
below. - The components of other net as shown on the accompanymg Consohdated Statemcnts of Income

v 4
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Three Months Ended ~ ~© Six Months Ended

R SRR . A oo . . June 30 e June 30
(in millions) : IO 2004 . 2003 - 2004 2003
- Other income ', ‘ ST T
.- Net financial trading gam (loss) .. . s 4 s s 50 s
: Nonregu]ated energy and dehvery servrces income N 5 - 11 11
7 Investment gains L 3 _— S -
AFUDCequrty .2 .4 4 6
~Other .. - -3 - 9 . 8 9
Total other mcomc $ 17 . -8 17 - $ 28 .- 8§ 25
: 'Otherexpensc : : S o o -
- _Nonregulated energy and delnvery servnces expenses ... 85 .8 5 's. 9 -8 10
* Donations o R - T 10 7
.“Investment losses .. - Lo "9 : - -8 .
" "Contingent value oblrgatrons unrealrzed loss . - - 2 © 13 -
" - Loss from equity investments S R - 2 3
" Write-off of non-trade recervable e e ST e
- /Other - LA 4 : 7 .. 12 12 -
Tota] other expense. . $ 17 - -5 26 S 83 S 40
‘ "Othernet - ‘.s‘- '.’5(9)w‘-3(25) ,“5(15)'-

. ~Net fmancral tradmg gams and losses represent non-asset-backed trades of electncrty and gas.

Nonregulated energy and delrvery services include power protection services and mass-market programs

" such as surge protection, appliance servrces and area hght sales and dellvery, transmxssron and substatron :
- ‘,work for other utrhtres . o :

> COMMITMENTS AND CONTINGENCIES

T Contmgencres and srgmﬁcant changes to “the comrmtments dlscussed in Note 21 of the Company s 2003

Annual Report on Form IO-K are descnbed below .
A a Guarantees : A

_ As a part of normal busmess Progress Energy and certam subsrdranes enter mto various agreements
L 'provrdmg financial or performance assurances o third parties.” Such agreements -include guarantees,

standby letters of credit and surety bonds. These’ agreements are .entered into primarily to ‘support or
enhance the creditworthiness otherwise attributed to Progress Energy and subsidiaries on a stand-alone

- basis, thereby faerlrtanng the . extension of sufficient credit to accomplish the subsidiaries’ intended
" commercial purposes. At June 30, 2004, management does not believe conditions are likely for significant .
B performance under the guarantees of performance 1ssued by oron behalf of afﬁhates drscussed herein.

- ’::' Guarantees at June 30 2004 are summanzed in the table below and drscussed more fully in the subsequent
paragraphs e Do . , ] _
" (m xmlhons)

S Guarantees issued on behalf of afﬁhates S D
-, .Guarantees supporting nonregulated portfoho and energy marketmg

actrvxtnesrssuedbyProgressEnergy ’ R $'_-,405<.

~Guarantees supporting nuclear decomrmssromng o T RS S §:)
.- - Guarantee supporting power supply agreements S 45T
- Standbylettersofcredxt S -
CSuretybonds - - T T el ane st T 32
-Guarantees supporting nonregulated portfolxo and energy marketmg-_ ; LT
" activities issued by subsidiaries of Progress Energy R N 7
. Guarantees issued on behalf of thlrdgame L c .
Otherguarantees e A L T : .24

B T S ¥ V£
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- Guarantees Supportmg Nonregt_llated Portfolio and Energy Marketing Activities Issued by Progress
Energy LT e - .

Progress Energy has issued approxxmately 5404 mxllton of. guarantees on behalf of Progress Ventures (the
business unit) and its subsidiaries for obligations under tolling agreements, transmission agreements, gas

agreements, construction agreements, fuel procurement agreements and trading operations. Approximately
* $19 million and $57 million of these guarantees were issued during the second three and six months ended

e June 30,.2004, respectively, to support Fuels and energy—marketmg activities. . The majority of the

' ‘marketing contracts supported by the guarantees contain provisions that trigger guarantee obligations based
on downgrade events, ratings triggers, monthly netting of-exposure and/or payments and offset provisions
in the event of a default. - Based upon current business levels at June 30, 2004, if the Company’s ratings -
- -were to decline below investment grade, the Company estimates that it may have to deposit cash or provide

. letters of credit or other cash collateral of approximately $115 million for the benefit of the Company s

- counterparties to support ongoing’ operations within a 90-day period. The remaining $1 million in
-guarantees issued by Progress Energy on behalf of afﬁhates is pnmanly related to performance and

e ’.payments subject to other contmgencres

Guarantees Supgortmg Nuc]ear Decommrssronmg

. 2003 PEC detexmmed that its extemal fundmg 1evels drd not fully meet the nuclear decomrmssromng
financial assurance levels required by the NRC. Therefore, PEC met the financial assurance requirements

.* by obtaining guarantees from Progress Eriergy in the amount of $276 million. On May 12,2004, PEC sent -
*notice to the NRC informing them that due to the Renewed Facility Operating License for Robinson 2, the

., parént guarantee related to Robinson, would be cancelled as of June 30, 2004. As a result, the total parent

i S guarantees for decommnssromng decreased from $276 nulhon to $181 rmlhon during the second quarter.

o Guarantees Sugportmg Power Supply Agreement

~In March 2003 PVI entered mto a deﬁmnve agreement thh leharns Energy Marketmg and Trading, a
-subsidiary of The Williams Companies, Inc.,.to acquire a long-term full-requirements power supply
agreement at fixed prices with Jackson County EMC (Jackson). The power supply agreement included a

. performance guarantee by Progress Energy. The transaction closed during the second quarter of 2003. . '

.The Company -issued a payment and performance guarantee to- Jackson related to the power supply
- agreement of $280 million. 'In the event that Progress Energy’s credit ratings fall below investment grade,
. Progress Energy may be required to provide addmonal secunty for this guarantee in form and amount (not
“to exceed $280 nulhon) acceptable to Jackson ' : .

- Durmg the thxrd quarter of 2003 PVI entered 1nto an agreement with Morgan Stan]ey Capttal Group Inc. . ~
(Morgan - ‘Stanley) to fulfill Morgan Stanley’s obligations to schedule resources and supply energy to
"Oglethorpe Power Corporatxon of Georgia through March 31, 2005. The Company issued a payment and _

R performance guarantee to Morgan Stanley related to the power supply agreement.” In the event that
. - Progress Energy’s credit ratings fall below investment grade, Progress Energy estimates that it may have to

o deposit cash or provide letters of credit or other cash collateral of approxrmately $27 rmllxon for the beneﬁt :
- of Morgan Stanley as of June 30 2004. '

‘In June 2004, PVI entered into a deﬁmtwe agreement with ﬁve electnc cooperatxves in Georgia to provxde

“ long term full requirements power. - The transaction closed during the second quarter of 2004, The
" Company issued a payment and performance’ guarantee to the cooperatives related to the power supply .

agreement totaling $150 million. In the event that Progress Energy’s credit ratings fall below investment -

- -grade, Progress Energy would be required to provide additional security for this guarantee in form and

~ amount acceptable to the cooperatives. . The Company would 1mmedrately be required to deposit cash or
- provide letters of credit or other cash collateral up to 50% of the coverage amount of the guarantees issued
* (for a maximum of $75 million) in the event of a downgrade. Beyond that requirement, additional security *
" requirements would be’ detenmned based upon a calculatron of mark-to-market exposure, not to exceed
$1501mlhon A S . S . ‘

o
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- :_";.Standby Letters of Credl | ‘. R - ‘- RAIET

As of June 30, 2004 ﬁnancral mstrtutrons have 1ssued SS4 million of standby letters of credit to financial -
.+ institutions for the Company for the benefit of third parties that have extended credit to the Company and
. certain subsidiaries. These letters of credit have been issued primarily for the purpose of supporting

- 'payments of trade payables, securing performance under contracts and lease obligations and self-insurance -

_ for workers’ compensatron Ifa subsrdrary does not pay amounts when due under a covered contract, the

counterparty may present its"claim for payment to ‘the financial institution, which will in tumn request . o

R payment from the Company. Any amounts owed by the Company s subsrdranes are reﬂected in the
accompanymg Consohdated Balance Sheets : -

L SuretyBond o

At June 30 2004 the Company had $132 mrlhon in surety bonds purchased pnmanly for purposes such as

", providing workers” compensation - ‘coverage, obtaining  licenses, ‘permits, nghts-of-way and . project

.. performance. To the extent liabilities are incurred as a result of the activities covered by the surety bonds

o such llabrhtres are mcluded in the accompanymg Consolidated Balance Sheets

Guarantees Supportmg Nonregt_llated Portfoho and Energy Marketmg Actrvmes Issued by Suhsidiaries of -~
‘ EroggessEnergy S T

- Subsxdlanes of Progress Energy have issued approxrmately $82 rrullron of guarantees for oblrgatrons under ‘
o tolling agreements, transmission agreements gas. agreements constructron agreements fuel procurement
T .agreements and tradmg operatrons ’
.Other Guarantees '_ T

" 'The Company has other guarantees outstandmg of approxrmately 524 mllllon Included in the $24 million

T are $10 million of guarantees issued on behalf of third parties, which is in support of synthetic fuel

' operatrons at a third-party plant. The remaining $14 million in affiliate guarantees is related pnmanly to-
o prompt performance payments and other payments sub_]ect to contmgencres

CIn connectron wrth the sale of partnershlp interests in Colona (see Note 3 A), Progress Fuels mdemnrﬁed

" the buyers agamst any claims related to Colona resulting ‘from violations of any- environmental laws.

~ Although the terms of the agreement provide for no limitation to the maximum potential future payments
- under the mdemmﬁcatron, the Company has estrmated that the maxrmum total of such payments would be
msrgmﬁcant : : - - -

B 5'_ Insurance o

. Both PEC and PEF are msured agamst publrc lrabrhty for a nuclear 1nc1dent up to $10 76 brlhon per’
occurrence. “Under the current provrsrons of the Price Anderson Act, which limits liability for accidents at
nuclear power plants, each company, as an owner of nuclear units, can be assessed a portion of any third-

o :, . party liability claims arising from an accident at any commercial nuclear power plant in the United States.

“In the event that public liability claims from an insured nuclear.incident exceed $300 million (currently
available through commercial insurers), each company would be sub_lect to assessments of up to $101
million for each reactor owned per occurrence. Payment of such assessments would be made over time as

" necessary to limit the payment in any one year to no more than $10 million per reactor owned. Congressis *

- . considering revisions to the. Price Anderson Act during 2004 that could include increased limits and a
. 'assessments per reactor owned The ﬁnal outcome of thrs matter cannot be predrcted at thls trme a

- f_.PEC and PEF self-msure thetr transrmssron and drstnbutron lmes agamst loss due to storm damage and

other natural disasters. PEF accrues $6 million annually to a storm damage reserve pursuant to a
rcgulatory order and may defer lossesmexcess of the reserve ool .
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-G Claxms and Uncertamues

" The Company is SUbJCCt to federal, state and local regulatrons addressmg hazardous and solrd waste
management air and water qualxty and other envrronmental matters. :

| Hazardous and Solld \Vaste Management -

- 'Vanous orgamc matermls assocrated with the productron of manufactured gas, generally referred to as coal
tar, are regulated under federal ‘and state laws. ‘The principal regulatory agency that is responsible for a
- specific former manufactured gas plant (MGP) site depends largely upon the state in which the site is-
- located.. Both electric utilities and other potentially responsible parties (PRPs) are partrcrpatmg in,
'mvesugatmg and, if necessary, remediating former MGP sites with several regulatory agencies, including,
“but not limited to, the U.S. Environmental Protection Agency (EPA), the Florida Department of

. Environmental "Protection (FDEP) ‘and ‘the North Carolina Department of Environment and Natural

‘Resources, Division of Waste Management (DWM). . In addition, the Company and its subsidiaries are
. periodically notified by regulators such as the EPA and various state agencies of their involvement or
© potential involvement in sites, other than MGP sites, that may requxre rnvestxgatron and/or remedrauon A

e drscussron of these sites by legal entrty follows

- PEC PEF and Progrcss Fuels Corporauon have filed clarms wrth the Company s general lxabxlrty msurance'

. carriers to recover costs arising out of actual or potential environmental liabilities. Some claims have been
settled and others are still pending. ‘While thé Company cannot predict the outcome of these matters, the
-outcome is not expected to have a matenal effect on the consohdated fmancral position or results of .

operauons Ch S

' "The. Company is also . currently in the process of assessrng potentral costs and exposures at ‘other
" environmentally impaired sites. As the assessments are developed and analyzed, the Company will accrue
costs for the srtes to the extent the costs are probable and can'be reasonably estimated. :
L_ There are “nine former MGP sités and other srtes assocrated wrth PEC that have requrred or are .
" anticipated to require investigation and/or remediation costs. PEC received insurance proceeds to address
costs associated with .environmental liabilities related to its involvement with some sites. All eligible
- expenses related to these are charged against a specific fund containing these proceeds. At June 30, 2004,
‘approximately $8 million remains in this centralized fund with a related accrual of $8 million recorded for
the associated expenses of environmental issues. PEC is unable to provide an estimate of the reasonably

" possible total remediation costs beyond what is currently accrued due to the fact that mvestxgatrons have
" . not been completed at all sites.” This accrual has been recorded on an undiscounted basis.” PEC measures

' _its liability for these sites based on available evidence including its experience in investigating and -
remediating envrronmcntally impaired sites. The process often involves assessing and developing cost-’

- sharing arrangements with other PRPs. PEC will accrue costs for the sites to the extent its liability is

‘probable and the costs can be reasonably estimated. Presently, PEC cannot detemune the total costs that

- Amay be mcurred in connectron w1th the remedratron of all sxtes

In September 2003 the Company sold NCNG to Predmont Natural Gas Company, Inc As part of the sales -
agreement, the Company retained responsibility to remediate five former NCNG MGP sites, all of which-
" also are associated with PEC, to state standards pursuant to an ' Administrative Order on Consent. These

-.-sites are anticipated to have investigation or ‘remediation costs associated ‘with them. NCNG had

- previously accrued approximately $2 million for probable and reasonably estimable remediation costs at

" *. these sites. These accruals have been recorded on an undiscounted basis.- At the time of the sale, the

- liability for these costs and the related accrual was transferred to PEC. PEC does not believe it can provide |
~an ‘estimate of the reasonably possible total remediation costs beyond the accrual because investigations

K . have not been completed at all sites.” Therefore, PEC cannot currently determ_me the total costs that may be

- ‘mcurred in connectron wrth the mvestrgauon and/or remedratron of all sites.
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. PEF At June 30 2004, “PEF has accrued $27 million for probable and esnmable costs related to various
. environmental sites. Of this accrual, $17 million is for costs associated with the remediation of distribution
- and substation transformers for which PEF has received approval from the FPSC for recovery through the

* Environmental Cost Recovery Clause (ECRC). ‘For the six months ended June 302004, PEF accrued an -

E . addmonal $8 million related to the remedratxon of transformers and a regulatory asset for the probable

. 'recovery through the ECRC. The remaining $10 million is related to two former MGP sites and other sites
associated with PEF that have required or are anticipated to require investigation and/or remediation costs.
'PEF is unable to provrde an estrmate of the reasonably possrble total remedlatron costs beyond what is
currently accrued. . : - :

.. These accruals have been recorded on an undrscounted basrs PEF measures s habrlxty for these sites -
~based on available evidence including its expenence in investigating and remedratmg environmentally
... impaired sites. This process often includes assessing and developing cost-sharing arrangements with other

" PRPs. Presently, PEF cannot determine the total costs that may.be incurred in connection with the .

" remediation of all sites. As more actmty occurs at these srtes PEF wrll assess the need to adjust the

"“accruals S S . SRR o

- londa Progress Co;poratxon (EE ) In 2001 FPC sold its Inland Manne Transportanon busmess operated
“by MEMCO Barge Line, Inc. to AEP Resources, Inc. FPC established an accrual to address indemnities - -

" . and retamed an environmental liability associated with the transaction. FPC estimates that its contractual -

- liability 1 to AEP Resources, Inc., associated with Inland Marine Transportation, is $4 million at June 30,
2004 and has accrued such amount. “The previous accrual of $10 million was reduced in 2003 based on a
- change in estimate. This accrual has been determined on an undiscounted basis. FPC measures its habrhty

B - for thrs srte based on estunable and probable remedlanon scenanos

A, '.-_ Certam hlstoncal srtes exrst that are bcmg addressed voluntanly by FPC An mlrnaterral accrual has been
“established to address investigation expenses related fo these sites.  The Company cannot determine the
) total costs that may be mcurred in connectlon w1th these sxtes o- »

. Rarl Rarl Servrces is voluntanly addressmg certarn hrstorxcal waste srtes The Company cannot determme ‘
- the total costs t.hat may be mcurred in connectlon thh these srtes. . : :

-'I_"}Alr Quahty

Thcre has been and may be further proposed legrslanon rcqumng reducnons in air emissions for NOx -

o 502, carbon dioxide and mercury. Some of these proposals establish nationwide caps and emission rates -

.. over an extended period of time. This national multi-pollutant approach to air pollution control could-

. involve significant capital costs which could be material to the Company’s consolidated financial position
.. or results of operations. - Control equipment that ‘will be installed on North Carolina fossil generating
- facilities as part of the North Carolina legislation discussed below may address some of the i issues outlmed‘v '

: :above However, the Company cannot predxct the outcome of this matter.

2 The EPA is conductmg an enforcement mmanve related to a number of coal fired utrhty power plants in an

" .effort to determine whether modifications at those facilities were subject to New Source Review

‘ ~ requirements or New Source Performance Standards under the Clean Air Act. Both PEC and PEF were

._ - asked to provide information to the EPA as part of this initiative and cooperated in providing the requested

' ‘mformatxon “The EPA initiated civil enforcement actions against other unaffiliated utilities as part of this
- initiative.” Someof these actions resulted in settlement agreements calling for expenditures by these
unaffiliated utilities, ranging from $1.0 billion to $1.4 billion. A utility that was not subject to a civil

o enforcement action settled its New Source Review issues with the EPA for $300 million. These settlement .

‘ ‘agreements have generally called for expenditures to be made over extended time periods, and some of the
*.. companies may seek recovery of the related cost through rate adJustments or sumlar mechamsms The
T ‘Company cannot predlct the outcome of this matter P

3



In 2003, the EPA publls;h‘eid’a.'ﬁnal rule: addressing routine.eouip'rnent‘ replacement under the New Source

. -Review program. The rule defines routine equipment replacement and the types of activities that are not
- subject to New Source Review requirements or New Source Performance Standards under the Clean Air -
‘Act. The rule was challenged in the Federal Appeals Court and its implementation stayed. In July 2004,

- ‘the EPA announced it will reconsider certain issues arising from the final routine equrpment replacement .

- rule. Reconsideration does not impact the court-approved stay. The agency plans to issue a final decision
ooon these reconsrdered issues by year end The Company cannot predrct the outcome of this matter.

! In 1998 the EPA pubhshed a final rule at Sectron 110 of the Clean Alr Act addressmg the regional

_.'transport of ozone (NOx SIP Call).- The EPA’s rule’ requires 23 Junsdrctlons, mcludmg North Carolina," '

" - South Carolina and Georgia, but not Florida, to further reduce NOx emissions in order to attain a preset -
- emission level during each year’s “ozone season,” beginning May 31, 2004. The EPA rule allows creditto
* - companies taking early action to meet the May 31, 2004 deadline. PEC is currently installing controls - -
‘necessary to comply with the rule and, with the use of early action credits, expects to be in compliance as
. .’requiréd by the final rule.’ Total capital expenditures to meet these measures in North and South Carolina
- could reach approximately $370 million, which has not been adjusted for inflation.. The Company has
- spent " approximately $265 million to date related to these expenditures. :Increased operation and -

maintenance costs relating to the NOx SIP Call are not expected to be matenal to'the Company s results of

: 'operatrons Further controls are anttcrpated as electrrcrty demand mcreases

- In 1997 the EPA 1ssued ﬁnal regulatrons establrshmg a new 8-hour ozone standard In 1999, the Drstnct :
2 of Columbra Circuit Court of Appeals ruled agamst the EPA with regard to the federal 8-hour ozone
. standard. - The U.S. Supreme Court has upheld, in part, the District of Columbia Circuit Court of Appeals’
. decision. In April 2004, the EPA identified areas that do not meet the standard. The states with identified
"+ areas, including North and South Carolina are proceeding with the 1mp1ementatron of the federal 8-hour .
“ozone standard. Both states promulgated final regulations, which will require PEC to install NOx controls
" " under the states® 8-hour standard. “The costs of those controls are. included in the $370 million cost

estimate above. ' However, further technical analysis and rulemaking may ‘result in a requirement for

ol addrtronal controls at some unrts The Company cannot predrct the outcome of this matter.

In June 2002 legrslatron was enacted in North Carolina’ requmng the state’ s electnc utrlmes to reduce the '

- emissions of NOx and SO2 from coal-fired power plants. Progress Energy expects its capital costs to meet "
. . these emission targets will be approxrmately $813 million by 2013. PEC has expended approximately $45
~"million of these capital costs through June 30, 2004. PEC currently has approximately 5,100 MW of coal- .
- fired .generation capacity in North Carolina that is affected by this legislation. The law requires the

“emissions reductions to be completed in phases by 2013, and applres to ‘each utility’s total system rather

.- than setting requrrements for individual power plants. The law also freezes the utilities’ base rates for five . -
" years unless there ‘are extraordinary events beyond .the’ control of the utilities or unless- the utilities
. pérsistently eamn a return’ substantially in excess of the rate of return established and found reasonable by

the NCUC in the utilities' last general rate case. Further, the law allows the utilities to recover from their

- . retail customers the projected capital costs during the first seven years of the ten-year compliance period o
o begmmng on January 1,°2003. The utilities must recover at least 70% of their projected capital costs
 during the five-year rate freeze period. PEC recognized amortization of $15 million and $34 million in the

quarters ended June 30, 2004 and 2003, respectively. PEC recognized amortization of $31 million and $54
million in the six months ended June 30, 2004 and 2003, respectively.” Pursuant to the law, PEC entered
into an agreement with the state of North Carolina to transfer to the state certain NOx and SO2 emissions -

" . allowances that result from compliance with the collective NOx and SO2 emissions limitations set out in

~ the law. The law also requires the state to- undertake a study of mercury and carbon dioxide emissions in
North Carolina. - Operation and maintenance costs will increase due to the additional personnel, materials *

‘and general -maintenance associated ‘with the equrpment Operation and maintenance expenses are
- recoverable through base rates, rather than as part of this program. Progress Energy cannot predrct the

: . future regulatory mterpretanon tmplementatlon or 1mpact of thrs law



In 1997 the EPA s Mercury Study Report and Utrlrty Report to Congress conveyed that mercury is not a
-risk to the average American and expressed uncertainty about whéther reductions in mercury emissions
_ from coal-fired power plants would reduce human exposure. Nevertheless, the EPA determined in 12000
“that regulation of mercury emissions from coal-fired power plants was appropriate.” In 2003, the EPA

o . proposed alternative control plans that would limit mercury emissions from coal-fired power plants. The
"._-first, 2 Maximum Achievable Control Technology (MACT) standard applicable to every coal-fired plant, -

““would require compliance in 2008. The second, which the EPA has stated it prefers, is a mercury cap and "
, - trade program that would requtre limits to be met in two phases, 2010 and 2018. The EPA expects to
" finalize the mercury rule in March 2005. - Achieving compliance with the proposal ‘could involve
significant capital costs which could be material and adverse to the Company’s consolidated financial -

e posmon or results of operatrons The Company cannot predrct the outcome of this matter.

. In conJunctton wrth the proposed mercury rule the EPA proposed a MAC’I' standard to regulate mekel. A
- “emissions from residual oil-fired units. The agency estimates the proposal will reduce national nickel -
- -emissions to approximately 103 tons. The EPA expects to ﬁnalrze the mckel rule in March 2005. The

L Company cannot predtct the outcome of this matter.’

‘ "In December 2003 the EPA released its proposed Interstate Atr Qualrty Rule cun'ently referred to as the
* Clean Air Interstate Rule (CAIR). The EPA’s proposal requires 28 _]unsdrctlons 1ncludrng North Carolina,

" 'South Carolina, Georgra and Florida, to further reduce NOx and SO2 emissions in order to attain preset 4

T _ state NOx and SO2 emissions levels. The rule is expected to become final in 2004. The air quality
- . .controls already installed for complrance with the NOx SIP Call and currently planned by the Company for

_- “the rule is finalized..

_ ~compliance with the North Carolina law will reduce the costs required to meet the CAIR requirements for
7. the Company’s North Carolma umts Addmonal comphance costs wrll be deterrmned later this year once

. In March 2004 the North Carolrna Attomey General ﬁled a petrtton wrth the EPA under Sectton 126 of the '

Clean Air Act, asking the federal govemment to force coal-fired power plants in thirteen other states, .
.. ‘including South’ Carolina to reduce their NOx and SO2 emissions. The state of North Carolina contends

' " these out-of-state polluters - are interfering with North Carolina’s ability ‘to meet national air quality -
. standards for ozone and particulate matter. The EPA has not made a determmatron on the Sectton 126
' petrtton, and the Company cannot predrct the outcome of thrs matter

o .‘ Water Qualrty

"Asa result of the operatron of certain control equtpment needed to address the air qualrty issues outlined

- above, new wastewater streams may be generated at the applicable facilities. Integration of these new, .-

. wastewater streams into the existing wastewater treatment processes may result in permitting, construction
and treatment requrrements 1mpo<ed on PEC and PEF in the rmmedtate and extended future. -

o f.' After many years of lmgatton and settlement negottattons the EPA adopted regulatrons in February 2004

: for the implementation of Section 316(b) of the Clean Water Act. These regulations become effective -
" .. September 7, 2004. The purpose of these regulations is to minimize adverse environmental impacts caused

by cooling water intake structures and intake systems. Over the next several years these regulations will
. impact the larger base load generation facilities and may require the facilities to mitigate the effects to
. aquatic organisms by constructing intake -modifications or undertaking other restorative activities.
-"’Substantial costs could be incurred by the facilities in order to-comply with the new regulatron The
Company cannot predtct the outcome and 1mpacts to the facr]rtres at thrs ttme :

o The EPA has publrshed for comment a draft Envrronmental Impaet Statement (EIS) for surface coal rmmng

- -(sometimes xeferred to as “mountaintop mmmg‘) and valley fills in the Appalachian coal region, where

- Progress Fuels currently operates a surface mine and may operate others in the future. The final EIS, when

. ‘published, may affect regulations for the permitting of mrnmg operations and the cost of compliance with

" environmental regulations. = Regulatory changes for mining may also affect the cost of fuel for the coal-
' ﬁreled electnc generatmg plants The Company cannot predrct the outcome of thrs matter, '
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Ny Other Emlronmental Matters

- . The Kyoto Protocol was’ adopted in 1997 by the Umted Natrons ) address global climate change by
reducing emissions of carbon dioxide and other greenhouse gases The United States has not adopted the
Kyoto Protocol; however, a number of carbon dioxide emissions control proposals have been advanced in -

- Congress and by the Bush administration. ~The Bush  administration has stated it favors voluntary

programs. Reductions in carbon dioxide emissions to the levels specified by the Kyoto Protocol and some

o legislative proposals could be materially adverse to the Company's consolidated financial position or

results of operations if associated costs cannot be recovered from customers.. The Company favors the -

- .voluntary program ‘approach ‘recommended .by ‘the administration and is evaluating options for the
- reduction, avoidance and sequestratron of greenhouse gases However, the Company cannot predict the
_outcome of thrs matter L : : )

- '..Other Contmgencles e

= 1 As requrred ‘under the Nuclear Waste Pollcy Act of 1982 PEC and PEF each entered mto a contract
.~ with the United States Department of Energy (DOE) under which the DOE agreed to begin takmg spent .

.. nuclear fuel by no later than January 31 1998 All srmrlarly srtuated utrlmes were requrred to sxgn the
_.-Asame standard contract - R . o

E ~In 1995, the DOE 1ssued a final mterpretatlon that it dxd not have an uncondltxonal oblrgatron to take spent

:, nuclear fuel by January 31, 1998. In Indiana Michigan Power v. DOE, the Court of Appeals vacated the -

.. DOE’s final interpretation and ruled that the DOE had an unconditional obhgatxon to begin taking spent -
. nuclear fuel The Court did not specrfy a remedy because the DOE was not yet in default.

R 'After the DOE farled 0 comply wrth the decrsron in Indrana Mrchrgan Power V. DOE, a group of utilities

. ‘petitioned the Court of Appeals in Northern States Power (NSP) v. DOE, seeking an order requiring the

. - DOE to begin takmg spent nuclear fuel by January 31, 1998. The DOE took the position that their delay
_ was unavoidable, and the DOE was excused from performance under the terms and conditions of the

- contract.-The Court of Appeals found that the delay was not unavoidable, but did not order the DOE to
. .- begin taking spent nuclear fuel, stating that the utrlmes had a potentlally adequate remedy by filing a claim
- for damages under the contract :

' Af‘ter the DOE farled to begm takmg spent nuclear fuel by January 31 1998 a group of utrlrtxes filed a
.. motion with the Court of Appeals to enforce the mandate in NSP v. DOE. - Specifically, this group of
. utilities asked the Court to permit the utilities to escrow their waste fee _payments, to order the DOE not to

.. use the waste fund to pay damages to the utilities, and to order the DOE to establish a schedule for disposal

of spent nuclear fuel.- The Court denied this motion based primarily on the grounds that a review of the

. matter was premature, and that some of the requested remedres fell outsxde of the mandate in NSP v. DOE.

. Subsequently, a number of utrlrtres each ﬁled an actxon for damages in the Federal Court of Clarms The -
“U.S. Circuit Court of Appeals (Federal Circuit) ruled that utilities may sue the DOE for damages in the

- "Federal Court of Clalms instead of havmg to file an admmrstratxve clarm with the DOE

. ln January 2004 PEC and PEF ﬁled a complamt wrth the DOE clamung that the DOE breached the
. " Standard Contract for Disposal of Spent Nuclear Fuel by failing to accept spent nuclear fuel from various
- Progress Energy facilities on or before January 31, 1998.- Damages due to DOE’s breach wrll hkely exceed

’ SIOO rmlllon Srmrlar surts have been mmated by over two dozen other utrlrtres

' In July 2002 Congress passed an ovemde resolutron to Nevada's veto of DOE’s proposal to locate a
. permanent underground nuclear waste storage facility at Yucca Mountain, Nevada. DOE plans to submit a
,hcense application for the Yucca Mountain facility by the end of 2004. In November 2003, Congressional
negotiators approved $580 million for fiscal year 2004 for the Yucca Mountain project, $123 million more

_. than the previous year. In January 2003, the State of Nevada, Clark County, Nevada, and the Crty of Las
" -Vegas petitioned the U.S. Court of Appeals for the District’ ‘of Columbia Circuit -for review of the

Congressional “override resolution. On July 9, 2004, the Court rejected the challenge to the -

- constitutionality of the resolution approving Yucca Mountam, but fuled that the EPA was wrong to set a
- 10,000-year complrance period. The DOE continues to state it plans to begin operation of the reposrtory at
o Yucca Mountam in 2010 PEC and PEF cannot predlct the outcome of tlus matter.
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‘With certam modrﬁcanons and addmonal approval by the NRC mcludmg the mstallatron of onsite dry
storage facilities at Robinson’ (2005) and Brunswick (2010), PEC’s spent nuclear fuel storage facilities will
be sufficient to provide storage space for spent fuel generated on PEC’s system through the exprratxon of

. the operatmg hcenses for all of PEC s nuclear generatmg units.

' " 'PEF is currently stonng spent nuclear fuel onsite in spent fuel pools PEF’s nuclear umt Crystal River
Unit No. 3 (CR3), has sufficient storage capacity in place for fuel consumed through the end of the
"expiration of the current license in 2016. PEF will seek rencwal of the CR3 operating license and if

s -approved addmonaldrystorage may be necessary

- "2 In November 2001, Strategrc Resotrce Solutrons Corp (SRS) ﬁled a clarm agamst the San Francrsco-

- Unified School District (the District) and other defendants claiming that SRS is entitled to approximately

. $10 million in unpaid contract payments and delay and impact damages related to the District’s $30 million
~ contract with SRS. In March 2002, the District filed a counterclaim, seeking compensatory damages and |
. hqmdated damages in excess of $120 million, for various claims, including breach of contract and demand
on a performance bond. SRS ‘asserted defenses to the DlStl'lCt s claims. SRS amended its claims and -
_ .asserted new claims against the Drstnct and other partxes, 1nclud1ng a fonner SRS employee and a former :

= sttnct employee

o ln March 2003 the City Attomey and the Drstnct ﬁled new clalms in the form of a cross-complamt agaxnst
. "“SRS, Progress Energy, Inc., Progress Energy Solutions, Inc., and certain mdwrduals alleging fraud, false
** claims, violations of Caleomxa statutes, and seeking compensatory damages, punitive damages, liquidated

. damages, treble damages, penalties, attomeys fees and injunctive relief. The filing stated that the City and .
- the District seek “more than $300 million in damages and penalties.” PEC was later added as a cross-
: defendant In November 2003 PEC ﬁled a motlon to drsmrss the plamtlffs first amended complamt '

; In June 2004 the Company reachedasettlement agreement with the Dlstnctmthrs matter 'I'he settlement ‘
totaled - approxnmately $43.1 million and ‘is included -in diversified business cost of sales in the

. accompanymg ‘Consolidated Statement of Income for the three-months ‘and six-months ended June 30, -
- -..2004." The ‘accrual of the settlement was recorded on an undiscounted basxs The terms of the settlement
" ."require SRS to pay the District $10.1 million upon approval, and an additional $16 million in 2005 and $17
- 'rmllron 2006. In addition, during a transition period ending September 10, 2004, SRS will provide

A _‘-mamtenance and training on the equlpment and software it installed and maintained for the District. The .
- agreement, upon approval, settles all claxms and cross-claxms related to SRS Progress Energy, Progress
: Energy Solutmns and PEC ' L ST : 4

iy 3 In August 2003 PEC was served asa co-defendant ina purported class actron lawsuxt styled as Collms .

) . v.Duke Energy Corporation et al, in South Carolina’s Circuit Court of Common Pleas for the Fifth Judicial ‘-
:: Circuit. PEC is one of three electric utilities operating in South Carolina named in the suit. The plaintiffs

. are seeking damages for the alleged improper use of electric easements but have not asserted a dollar

" amount for their damage claims. The complaint alleges that the licensing of attachments on electric utility

“-poles, towers and other strictures to nonutility third parties or telecommunication companies for other than :

. the electnc utrlmes mtemal use along the electnc nght-of-way constxtutes a trespass.

. In September 2003, PEC ﬁled a motron to dlsmrss all counts of the complamt on substantwe and

" procedural grounds. In October 2003, the plaintiffs filed a motion to amend their complaint. PEC believes

.. 'the amended complamt asserts the same factual allegations as are in the original complaint and also seeks

** money damages and injunctive relief. In March 2004, the plaintiffs in this case ﬁled a notice of drsrmssal
- 1w1thout prejudrce of therr clarms agamst PEC and Duke Energy Corporatron o

: 4 In 2001 PEC entered mto a contract to purchase coal from Dynegy Marketmg and Trade (DMT) " After
DMT expenenced financial difficulties, including credit ratings downgrades by certain credit reporting -

- _agencxes, PEC requested credit enhancements in accordance with the terms of the coal purchase agreement

-7 in July 2002." When DMT did not offer credit enhancements as requtred by a provrsron in the contract,
b PEC termmated the contractmluly 2002 ' . , o ,
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PEC initiated a lawsuit’ 's'éEhng ‘a decla'ratory Judgment _tha't"(the termination was lawful. DMT
_ . counterclaimed, stating the termination was a breach of contract. On March 23, 2004, the United States
.- District Court for the Eastern District of North Carolina ruled that PEC was liable for breach of contract,
.+ but ruled against DMT on its unfair and deceptive trade practices claim. On April 6, 2004, the Court
C entered a judgment against PEC in the amount of approxrmately $10 mxllron The Court did not rule on
- DMT’s pending motton for attomeys fees. . R .

-On May 4, 2004, PEC authonzed its outsrde counsel to ﬁle a notrce of appeal of the April 6, 2004,

S judgment and on May 7, 2004, the notice of appeal was filed with the United States Court of Appeals for

. the Fourth Circuit. On June 8, 2004, DMT filed 4 motion to dismiss the appeal in the appeals court on the -
~ ground that PEC’s notice of appeal should have been filed on or before May 6, 2004. On June 16, 2004,

" ** PEC filed a motion with the trial court requesting an extension of the deadline for the filing of the notice of

- appeal. On July 7, 2004, the parties agreed to postpone the appellate proceedings to allow the trial court to

~ . resolve PEC’ s motion for an extension of the notrce of appeal deadline..

5.PEC recorded a habrhty for the Judgment of approxrmately $10 mrlhon and a regulatory asset for the -
" probable recovery through its fuel adjustment clause in the ﬁrst quarter of 2004. The Company cannot -
 predict the outcome of this matter R , '

c 5 The Company, through its subsxdranes isa majonty owrier in ﬁve entities and a minority owner in one
- entity that owns facilities that produce synthetic fuel as defined under the Internal Revenue Code (Code). - -
_The production and sale of the synthetic fuel from these facilities qualifies for tax credits under Section 29

" if certain requirements are satisfied, including a requirement that the synthetic fuel differs significantly in

. - ‘chemical composition from the coal used to produce such synthetic fuel and that the fuel was produced
*" from a facility that was placed in service before July 1, 1998. Synthetic fuel tax credit amounts not utilized

- ".are carried forward indefinitely as alternative minimum tax credits. All entities have received private letter -

rulings (PLRs) from the Internal Revenue Service (IRS) with respect to their synthetic fuel operations. The
-. PLRs do not limit the production on which synthetic fuel credits may be claimed. Total Section 29 credits -
: generated to date (including those generated by FPC . prior to.its acquisition .by the Company) are .
- approximately $1.4 billion, of .which $584 million have been used and $807 million are being carried

- - forward as deferred tax credlts The current Sectlon 29 tax credtt program exprres at the end of 2007

’ In September 2002 all of Progress Energy s majonty-owned synthetrc fuel entmes were accepted into the

“ . IRS's Pre-Filing Agreement (PFA) program. The PFA program allows taxpayers to voluntarily accelerate

.. the IRS exam process in order to seek resolutlon of specific issues. Either the Company or the IRS can
. withdraw from the program at any txme and i rssues not resolved through the program may proceed to the
next level of the IRS exam process ~ : A

R _'.l In July 2004 Progress Energy was nonﬁed that the lntemal Revenue Servrce (IRS) ﬁeld audrtors antrcrpate ‘

© taking an'adverse position regarding the placed-in-service date of the Company s four Earthco synthetic -
“fuel facilities. Due to the auditors’ position, the IRS has decided to exercise its right to withdraw from the
Pre-Filing Agreement (PFA) program with Progress Energy. With the IRS’s withdrawal from the PFA
-, program, the review of Progress Energy’s Earthco facilities is back on the normal procedural audit path of
" . the Company’s tax returns. The IRS has indicated that the field audit team will prov1de its written

- ..’ recommendation later this year. After the field audit team’s written recommendation is received, the

Company will begin the Appeals process within the IRS. - Through June 30, 2004 the Company, on a
" consolrdated basis, has claimed $1 billion of tax credrts generated by Earthco facilities. If these credits . -
" ‘were disallowed, the Company’s one time exposure for cash tax payments would be $229 million

o . (excludmg interest), and earnings and equity would be reduced by ‘S1 billion, excluding interest. The
".. .Company believes that the appeals process could take up to two years to complete, however, it cannot

" control the actual tunmg of resolutron and cannot predxct the outcome of thrs matter

" In February 2004 subsrdlanes of the Company ﬁnahzed execution of the Colona Closxng Agreement with
- the IRS concerning their Colona synthetlc fuel facilities.” The Colona Closing Agreement provided that the
. -Colona facilities were placed in service before July 1, 1998, which is one of the qualification requirements
. for tax credits under Section 29. The Colona Closing Agreement further provides that the fuel produced by
... 'the Colona facilities in 2001 is a “qualified fuel” for purposes of the Section 29 tax credits. This action
o concluded the IRS PFA program w1th respect to Colona :
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In October 2003 the Umted States Senate Permanent Subcommittee on Investigations began a general
investigation concerning -synthetic fuel tax credits claimed under Section 29. The investigation is
examining the utilization of the credits, the nature of the technologies and fuels created, the use of the

o synthetic fuel and other aspects of Section 29 and -is not specific to the Company’s synthetic fuel

" operations. Ptogress Energy is providing information in connection w1th this 1nvestxgatxon The Company
,'cannot predlct the outcome of thxs matter. T : :

In management s oplmon the Company is complymg thh all the necessary requirements to be allowed
- such credits under Section 29, and, although it cannot provide certainty, it believes that it will prevail in
- these matters. Accordingly, ‘the ‘Company has no current plans to alter its synthetic fuel production-
“schedule as a result of these matters. However, should the Company fail to prevail in these matters, there
4cou1d be material lxabllxty for prevxously taken Sectxon 29 credxts thh a matenal adverse impact on

- eammgs and cash flows

‘.6 The Company and its subsxdlanes are mvolved in various lmgatxon matters in the ordmary course of

" " business, some of which involve substantial amounts. Where appropriate, accruals and disclosures have

- been made in accordance with SFAS No. 5, “Accounting for Contingencies,” to provide for such matters.
. In the opinion of management, the final disposition of pending litigation would not have a matenal adverse.
effect on the Company s consolxdated results of operatlons or ﬁnanc1a1 posmon
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" CAROLINA POWER & LIGHT COMPANY
d/b/a PROGRESS ENERGY CAROLINAS, INC.
COVSOLIDATED INTERIM FINAN CIAL STATEMEN TS .

R " June 30,2004

: ‘ UNAUDITED CONSOL!DATED STATEMENTS of INCOME

«__' "' Thrée Months Ended June 30

 Six Months Ended June 30

2004

2003 .

'~(inn1i11ions) L 5 T 2004 2003

R Operating Revenues -

“Eleettic - .~ : . .. . .. ss - 7 $816

vaersxﬁedbusmcss T ':3 o 1 . T3

$ 1,762
1

S 1,742
' 6

1,748

Total Operating Revenues : S 862 819

" .- Operating Expenses

Fuel used in electric generatlon R LT 193 177
"Purchasedpower T Co L 80 - 7~,‘_ ol 69 -
‘ .',Opcratxon and maintenance - "< - o oo 226 0 02100 ¢

o Dcprecxatxonandamomzatxon UL L . B 127 - .' : 142

Taxcsothcrthanonmcomc o S o450 oL 35 '

 Diversified business > . T o L e 2

1,763

417 -
142°

435

o254 7
e

403

o142
" 400
281
79

3

" Total Operating Expenses S - .. 671 635

1,336

1,308

. 427

440

.. Operating Income - -~ - | S LT 184

Other Income (Expense) ) .
Interestmcomc o o o o1 o 2

. ‘Other, net =~ : '.':. ST LR I . .(.8)"

®

- (10) -

(6)

)

-Total Other Income (Expcnsc) L -5 - (®
' Interest Charges _ L o T
Interest charges . . T RPN / A - 49

‘Allowance for borrowed funds uscd dunng constructlon - o o (l)'

%
M

98",

)

" Total Interest Charges, Net -~ -~ - L A 47 i o 48

95

96

" Income before Income Tax - A S £ 130
. Income Tax Expense - ' P RS 41

326
115

337.
13

.'.Net]ncome o ' : 96 . . 89

’ 'PreferredStocanvidendRequirement .‘~.‘_ - ey o=

©.o21

224

“. Earnings for Common Stock -~~~ - - -~ - - § 9% .. _§ 89

- 8§ 210

$ 223

 See Notes to Consolidated Interim Financial Statements. -
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CAROLINA POWER & LIGHT COMPANY - .~ . - . : -
d/b/a PROGRESS ENERGY CAROLINAS,INC. =~ -+ . S
UNAUDITED CO\SOLIDATED BALA]\CE SHEETS : SR

© (inmillions) - ' ] . ] L o .. June3o December 31
CUASSETS - - - ¢ L a : 2004 : - 2003
- . Utility Plant . ) oL : S e e R - .

Utility plantin'service - - e T TR . 0 s 13s1e. T - S8 13331
Accumulated depreciation .- z Ry o L. (5390) 0 (5,258)
- Utility plant in service, net ;.- R .. oo R : 8126 .. . . 8,073
- Heldfor futurewse .~ .- - - . L . o Lo S -5 : T s
. Construction work in progress =~ -+ . ot . 294 ’ 306

" . Nuclear fuel, net of amortization ~ . .. - . 0 . ¢ 161 ' 159

Total Utility Plant,Net “ S - . - " 8,586 ° - 8,543
Current Assets . S e : : } . o, ;
. Cash and cash equivalents e el o 44 . . 238
* Accountsreceivable . . e s S o 253 . 265
Unbilled accounts receivable . * L .o L 146 } 14s

- Receivables from afﬁlxated companies R S .1n o . 27
Inventory . ... .. e ' o307 S 348
Deferred fuelcost .. = BT T T T e 126 13
Prepayments and other current assets Y - - 82
Total Current Assets o - ! . 944 . 1218

""" Deferred Debits and Other Assets

Regulatoryassets . .- T o e e T T . 506 . : , o am
“Nuclear decommissioning trust funds " L . A ., 505
Miscellaneous olherpropcrty and mvestmcnts Lo LT o .7 - 169 PR : 169
. Other assets and deferred debits .~ - o L - ' . - 118 : . 118

Total Deferred Debits and Other Assets ) S o 1332 - . : 1,269

" Total Assets : . . ' T ©$ 10,862 - § 11,030
. CAPITALIZATION AND LIABILITIES ; B
~ Common Stock Equity : g
" - Common stock without par value, authonzcd 200 xmlhon sharcs Lo . - o ’ L : )
.~ 160 million shares wsucdandoutstandmg . o R N K1) - $ 1953
* Unearned ESOP common stock T L SR ¢ ) S : : (89)
- Accumulated other comprehensiveloss - - . © . R e &, - . (U}
Retained eamings * - : : S L g e 1,361 ) . 1,380 -
. Total Common Stock Equity . ) i : s . © 3,252 - . 3,237
" Preferred Stock - l\otSubject to MnndatoryRedemption I ] e -89 - 1
Long-Term Debt, Net R -0 . 2,748 ' ©- . 3,086
: Total Capitalization S : - - Lo - 6,059 : ' 6,382 .
~ Current Liabilities T - o . . )
" " Current portion oflong-tcrmdebt R S S TP PAN: | | R , <. 300
* Accounts payable - I 181 o ‘188
" Payables to amlwtedcompames T I v A ’ 136

- 4~Notespayabletoafﬁhatcdcompamcs S A L. 26 : ) 25

" Interestaccrued < - U o ’ LA o sT S . 64
/. Short-term obligations . ¢ oA T T e e 68 . oL o 4.
Other current liabilities  ~ * SO e s o S 9 L <. 166 -
- Total Current Liabilities . . ‘. : 938 . 883
- Deferred Credits and Other Liabilities . - S R T o ‘
‘Accumulated deferred income taxes - " - - Tt N I & 7 B 1,125
- -_-Accumulateddcfmedmvesuncnttaxcredxts L e R Hs . , . 148
chulatoryhabxlmes N ST T T 1282 e ) 1,197
.- Assetretirement obligations . " . TR e el 959 - S 932
. Other liabilities and deferred eredits -~ - - - o . . T 3671 - 363

- Total Deferred Credits and Other Liabilities - - Lo . . : 3,865 ° ) 3,765 -

" Commitments and Contingencies (Note 10) . .. S .
Total Capitahzation and Liabilities °~ -~ . = . S - § 10,862 - C $ 11,030

B . “See Notcs to Consohdatcd Intcnm Fmancxal Slatcmcnts
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- CAROLINA POWER & LIGHT COMPANY A
! - 'd/bla PROGRESS ENERGY CAROLINAS, INC

UNAUDITED COVSOLTDATED STATEMENTS of CASH FLO\VS '

o ‘(in'mmio‘ns) S

-Six Months Ended June 30

‘ 2004 2003 .
Operatmg Actlvmes - ' "
Net income - . : ; -8 21 .8 224
. AAdJustments to reconcile net income to net cash provxdcd by opcratmg actxvmcs ’
" Depreciation and amortization L : ' . 297 326
- "Deferred income taxes L T4 (38)
: Invcstmcnttaxcrcdxt R @ (5)
U 'Dcfcrred fuel cost - e : ~ - (13) 9
- Cash provndcd (used) by changcs in operatmg assets and Ixablhtxes S :
. Accountsreceivable .. 7.0 . o 23 35
. Inventories o - - 32 )]
. Prepayments and othér currcnt assets . 8 14
" Accounts payablc (50) 2
- Other current llabxlmes - 61 58
- Other ° - RS . 53 42
- -Net Cash Provided by Operatmg Actlvmes 622 666
- Investing Activities . : : ,
. Gross property addmons " (248) - (259)
e Nuclear fuel additions - RN . N (Y)) © (46)
" ... Contributions to nuclear decommxssxonmg trust o (18) (18)'
Other i investing activities : C - - (4) -
Net Cash Used in Investing Actmtles R (313) (327
Financing Activities " : _
. “Net increase (dccrcasc) in short-tcrm obhgatlons 5 64 '(74) .
e Netchange in intercompany notes - - ) I 99
' Retirement of long-tcrm debt - - - (339) .(165) . .
. - " Dividends paid to parent . <. T, (228) (203)
" - Dividends paxd on preferred stock * . ) A1)
Net Cash Used in Financing Actmtles -(503) (344)
+ Net Decrease in Cash and Cash Eqmvalents . (194) s)
- Cash and Cash Equivalents at Begmning of Period . 238 18
" Cash and Cash Equivalents at End of Period s 4 S 13
. Supplemental Disclosures of Cash Flow Information i . L
e Cash paxd dunng the year—mtcrest (net of amount capitalized) - ~., .+ .S 100 $ 95
R " income taxes (nct of refunds) S s 82

- Scc Notcs to Consohdatcd Intenm Fmancxal Statcments

$ 120



L CAROLINAPOWER&LIGHTCOMPANY N i S
. d/b/a PROGRESS ENERGY CAROLINAS,INC. .. . = = -
 NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS

ORGANIZATION AND BASIS OF PRESENTATION

- A. Orgamzatron

Carohna Power’ & Lrght Company d/b/a Progress Energy Carohnas, Inc (PEC) is a pubhc service
. - corporation ‘primarily engaged in the generanon, transmission, distribution and sale of - electncrty in
- portions of North .Carolina and South Carolina.” Through its wholly-owned subsidiaries, PEC is also-

involved in nonregulated business activities. PEC is a wholly-owned subsidiary of Progress Energy, Inc.

- (the Company or Progress Energy). The Company is a registered holding company under the Public Utility
.. Holding Company Act of 1935 (PUHCA) Both the Company and its subsidiaries are subject to the

~regulatory provisions of PUHCA. PEC is regulated by the North Carolina Utilities Commission (NCUC),

... the Public Service Commission of South Carolina (SCPSC), the Federal Energy Regulatory Commission .

o '(FERC) and the Umted States Nuclear Regulatory Comrmssmn (NRC)

E '.:‘B'. BasxsofPresentanon S *. : " -

. “These ﬁnancral statements have been prepared in accordance w1th accountmg pnncrples genemlly accepted'
" in the United States of Afnerica (GAAP) for interim financial information and with the instructions to

Form 10-Q and Regulation S-X. - Accordingly, they do not include all of the information and footnotes

S ‘requrred by GAAP for annual statements. Because the accompanying consolidated interim financial
~ .. statements do ot include all of the information and footnotes required by GAAP, they should be read in
* . conjunction with the audited financial statements for the ‘period eénded December 31, 2003 and notes

: thereto mcluded in PEC 's Form lO—K for the year ended December 31 2003

L 'PEC collects from customers certam excrse taxes, which mclude gross recelpts tax, franchise taxes, and
- other excise taxes, levied by the state or local government upon the customers. 'PEC accounts for excise

taxes on a gross basis. For the three months ended June 30, 2004 and 2003, excise taxes of approximately

"~ $23 million and $18 million, respectlvely, are included in taxes other than income in the accompanymg .

" Consolidated Statements of Income. For the six months ended June 30, 2004 and 2003, excise taxes of

‘approxrmately $45 million and '$40 million, respectively, are included in taxes other than income in the

N - accompanymg Consohdated Statements of Income These approxunate amounts are also mcluded in utility
" ‘revenues. : . : -

: The amounts mcluded in the consohdated mtenm ﬁnancral statements are unaudrted but in the opmron of
" management, reflect all normal’ recumng adjustments necessary to fairly present PEC’s financial position =
“and results of operations for the interim periods. Due to seasonal weather variations and the timing of
" outages of electric generating units, especrally nuclear-fueled units, the results 'of operations for interim
' penods are not necessanly indicative of amounts expected for the entire year or future penods

" In preparmg ﬁnancral statements that conform wnh GAAP management must make estlmates and
* assumptions that affect the réported amounts of assets and liabilities, disclosure of contingent assets and
. liabilities at the date of the financial statements and amounts of revenues and expenses reflected during the

- reporting penod Actual results could differ from those estrmates Certam amounts for 2003 have been .
A reclassrﬁed to conform to the 2004 presentatron I ‘

c a Stock-Based Compensanon

. The Company measures compensatlon expense for stock optxons as the dtfference "between the market
- - price of its common stock and the exercise price.of the option at the grant date.” The exercise price at

-~ which optxons are granted by the Company equals the market price at the grant date,’ and accordingly, no
-" ‘compensation’ expense has been recognized for stock option grants. For purposes of the pro forma

- .disclosures required by SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and .
.- . Disclosure — an Amendment of FASB Statement No. 123" (SFAS No. 148), the estimated fair value of the
-+ Company’s stock options is amomzed to expense over the options’ vesting period. .The following table

illustrates the effect on net income and eamings per share 1f the fair value method had ‘been applied to all

- 'outstandmg and unvested awards in each penod o - >

34



Frpa Ry,

o V s LN T

e o Three Months Ended  Six Months Ended

Ea

' ’ o !;' r o June30 = June 30
. (m mllllons) L ) S - ..2004 - 2003 2004 2003
i " Net Incomc asreportcd ISR L 0 %89 - 8 8 san $ 224

" - Deduct: Total stock option expense determmed under fair s .
. value method for all awards, net of relatedtaxeffects ’ .2 T 1 4 2
‘Proformanetmcome CL T e $94° S 8  §207 $ 222

" D. Consohdanon of Variable Interest Entmes o

" PEC consohdates all votmg mterest entities in whxch it owns a ma_lonty votmg interest and all variable
-’ interest entities for which it is the primary beneficiary in accordance with FASB Interpretation No. 46R,
.. “Consolidation of Variable Interest Entities — an Interpretation of ARB No. 51" (FIN No. 46R). During
* the first six months of 2004 and 2003, PEC did not pammpate in the ereatxon of, or obtain a sxgmﬁcant
- new vanable interest in, any vanable mterest entxty S

_ PEC'is- the’ pnmary beneﬁcxary of a limited partnershxp whlch mvests in 17 low-income housing -

. partnerships that qualify for federal and state tax credits. PEC has requested but has not received all the”

“ necessary information to determine the primary beneﬁcxary of the limited partnership’s underlying 17
" - partnership investments, and has apphed the information scope exception in FIN No. 46R, paragraph 4(g)
to the 17 partnerships. PEC has no direct exposure to loss from the 17 partnerships; PEC’s only exposure
to loss is from its investment of approxxmately $1 million in the consolidated limited partnership. PEC will

" continue its efforts to obtain the necessary information to fully apply FIN No 46R to the 17 partnerships. . -‘

PEC believes that if the limited partnership is determined to be the primary beneficiary of the 17
partnerships, the effect of consohdatmg the 17 partnershxps would not be sxgmﬂcant to PEC’s Consohdated N

B : ‘.Balance Sheets. -

o PEC has vanable mterests in two power plants resultmg from long-texrn power purchase contracts. PEC
"has requested the necessary information to determine if the counterparties are variable interest entities or to
identify the primary beneficiaries. Both entities ‘declined to provxde PEC with the necessary financial

* * information, and PEC has applied the information scope exception in FIN No. 46R, paragraph 4(g). PEC's

only significant exposure to variability from these contracts results from fluctuations in the market price of

.- fuel used by the two entities’ plants to produce the power purchased by PEC. PEC is able to recover these .
" fuel costs under its fuel clause. Total purchases from these counterparties were approximately $21 million _

* and $19 million in the first six months of 2004 and 2003, respectively. PEC will continue its efforts to
.. obtain the necessary xnformatlon to fully apply FIN No. 46R to these contracts. The combined generation
- capacity of the two entities’ power plants is approximately 880 MW. PEC believes that if it is determined

""" to be the primary beneficiary of these two entities, the effect of consolidating the entities would result in

- -increases to total assets, long-term debt and other liabilities, but would have an 1ns1gmﬁcant or no impact

- on PEC's ‘common stock equity, net earnings, or cash flows. However, as PEC has not received any
e ﬂnancxal mformatxon from these two counterpartles the unpact cannot be detenmned at this tlme .

. PEC also has interests in several other vanable interest entmes for which PEC is not the pnmary
beneficiary. These arrangements include investments in approximately 22 limited partnerships, limited

~ “liability corporatxons and venture capital funds and two building leases with special-purpose entities. The

" ‘aggregate maximum loss exposure at June 30, 2004, that PEC could be required to record in its income
" statement as a result’ of these arrangements totals approximately $23 million. The creditors of these
'variable interest entities do not have recourse to the general credlt of PEC in excess of the aggregate
' g;'maxunum loss exposure ‘ : S : : :
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NEW ACCOUNTING STANDARDS

In December 2003 the Medlcare Prescnptron Drug, Improvement and Modermnization Act of 2003 (the
. Act) was signed into law. ‘In ‘accordance with guidance issued by the FASB in FASB Staff Position FAS
~106-1, PEC elected to defer accountmg for the effects of the Act due to uncertainties regarding the effects
™ of the rmplementatron of the Act and the accounting for certain provisions of the Act. Therefore, OPEB

- information presented in the financial statements does not reflect the effects of the Act. “The FASB
> recently issued definitive accountmg guidance for the Act in FASB Staff Position’ 106-2, which is effective

" for PEC in the thrrd quarter of 2004. -FASB Staff Position 106-2 will result in the recogmtron of lower

S  OPEB costs to reflect prescription drug-related federal subsidies to be recerved under the Act 'PEC is in-

o “the process of quantxfyrng the rmpact of the Act on OPEB costs.
- REGULATORY MATTERS

:'-:A. L Retarl Rate Matters f

o PEC has exclusrvely utrlrzed extemal fundmg for 1ts decomrmssromng habrhty since 1994 .Prior to 1994 4
" PEC retained funds internally to meet its decommissioning liability. An NCUC order issued in February

© 2004 found that by January 1, 2008 PEC must begin transitioning these amounts to external funds. The
. transition of $131 million must be completed by December 31 2017, and at least 10% must be transitioned
. each year " s . :

. PEC ﬁled with the SCPSC seekrng pemussxon to defer expenses mcurred from the first quarter 2004 winter .

. storm. The SCPSC approved PEC’s request to defer the costs and amortize them ratably over five years

'begmnmg in January 2005. Approximately $10 nullron related to storrn costs mcurred during the first

- ‘quarter of 2004 was deferred in that quarter

a Dunng the ﬁrst quarter of 2004 PEC met the requu'ements of both the NCUC and the SCPSC for the

.implementation of a depreciation study- which allowed the utility to reduce the rates used to calculate

. ,deprecratron expense. As a result, depreciation expense decreased $10 ‘million for the three months ended

-, June 30, 2004 compared to the prior year quarter and decreased $18 rmllron for the six months ended June
‘ 30 2004 compared to the pnor year six month penod ' :

- B ' Regronal Transrmssron Orgamzatrons s

In 2000 the FERC 1ssued Order No 2000 on RTOs, whxch set minimum charactenstlcs and functrons that
- 'RTOs must meet, mcludlng 1ndependent transmission service. In July 2002, the FERC issued its Notice of -

. Proposed Rulemakrng in Docket No. RM01-12-000, Remedying Undue - Discrimination through Open

"Access Transmission Service and Standard Electncrty Market Design (SMD NOPR) If adopted as
proposed, the rules set forth in the SMD NOPR would materially alter the manner in which transmission

~. and generation services are provided and paid for. In-April 2003, the FERC released a White Paper onthe

* Wholesale Market Platform The White Paper provides an overview of what the FERC currently intends to

e “include in a final rule in the SMD NOPR docket. - The White Paper retains the fundamental and most

. protested aspects of SMD NOPR, including mandatory RTOs and the FERC's assertion of jurisdiction over
" certain aspects of retail service.. The FERC has not yet issued a final rule on SMD NOPR. PEC cannot
"~..predrct the outcome of these matters or the effect that they may have on the GridSouth proceedings .

currently ongoing before the FERC. Itis unknown what rmpact the future proceedmgs wxll have on PEC’ -

- earnmgs revenues or pnces

. ‘PEC has $33 rmlhon mvested in’ GndSouth related to startup costs at June 30 2004 PEC expects to

. recover these startup costs.in conjunctron wrth the GridSouth ongmal structure or in conJunctron with any
e altemate combmed transnussron structures that emerge. ' .

o c '. Implementanon of SFAS No. 143

- -':In connectron ‘with the rmplementatron of SFAS No 143 in 2003, PEC ﬁled a request wrth the NCUC

requesting deferral of the difference between expense pursuant to SFAS No. 143 and expense as previously

.. determined by the NCUC. The NCUC granted the deferral of the January 1, 2003 cumulative adjustment.
. Because the clean air legislation discussed in Note 12 under “Air Quality” contained a prolubmon against

~'cost deferrals unles_s certain criteria are met, the NCUC denied the deferral of the ongoing effects. Since



, the NCUC order demed deferral of the ongomg effects, PEC ceased deferral of the ongoing effects during

the second quarter for'the six’months ended June 30, 2003 related to'its North Carolina retail jurisdiction.

- Pre-tax income for the three and six months ended June 30, 2003 increased by approxrmately $14 million,
" which represents a decrease m non-ARO cost of removal expense, partially offset by an increase in
- decommissioning expense. " -~ The Company - provided " additional . information to the NCUC that .
 demonstrated that deferral of the ongoing effects should also be allowed: In August of 2003, the NCUC -
-revised its decision and approved the deferral of the ongomg effects of SFAS No. 143 at which time the
: $I4 mrlhon was reversed ‘ : ‘ , ,

- s D. FERC Market Power Mrtxgauon

A FERC order tssued in November 2001 on certain unafﬁhated utrhues tncnmal market based wholesale

* power rate authorization updates required certain mitigation actions that those utilities would need to take

* for sales/purchases. within their control areas and required those utilities to post information on their

- websites regarding their power systems’ status. As a result of a request for rehearmg filed by certain market

" participants, FERC issued an order delaying the effective date of the mitigation plan until after a planned
.. technical conference on market power determination. In December 2003, the FERC issued a staff paper

discussing alternatives and held a technical conference in January 2004. In Apnl 2004, the FERC issued .

" two orders concerning utilities' ability to se]l wholesale electricity at market based rates. In the first order,
" the FERC adopted-two new interim screens for assessing potential generation market power of applicants
_for wholesale market based rates, and described additional analyses and mitigation measures that could be

presented if an applicant does not pass one of these interim screens. In July 2004, the FERC issued an

> “order on rehearing affirming its coriclusions in the Aprll order. In the second order, the FERC initiated a

_ rulemaking to consider whether the FERC's current methodology for determining whether a pubhc utility
- " -~should bé allowed to sell wholesale electricity at market-based rates should be modified in any way.

* " ~Management is unable to predrct the outcome of these actions by the FERC or their effect on future results

of operations and cash flows. - However, PEC does not anticipate that its current operations would be

- 1mpacted matenally if they were unable to sell power at market-based rates in their respectlve control
" ':'..areas " e B T . i

- COMPREHENSIVE INCOME

' Comprehensrve mcome for the three months ended June 30, 2004 and 2003 was $98 million and $88

million, respectively. - Comprehensive income for the six months ended June 30, 2004 and 2003 was $214 N

* million and $223 million, respectively. Changes in other comprehensive income for the periods ¢ consisted
- primarily of changes in fair value of denvatrves used to hedge cash ﬂows related to mterest on long-term
K debt ' . - - . .

- : FINANCING ACTIVITIES

On July 28 2004 PEC extended 1ts $165 rmlhon 364- day line of credrt whrch was to expxre on July 29,
2004 ‘The line of credxt wxll exprre on July 27, 2005 :

' On Apnl 30, 2004 PEC redeemed $34 7 rmlhon of Darhngton County 6.6% Series Pollutron Control

Bonds at 102.5% of par, $1.795 million of New Hanover County 6.3% Series Pollution Control Bonds at

,-101.5% of par, and $2.58 rrulhon of Chatham County 6.3% Senes Pollutron Control Bonds at 101 5% of
e par wrth cash from operatrons - . :

‘ On January 15 2004 PEC paxd at matunty 5150 mrlhon S. 875% Frrst Mortgage Bonds with commercxal.'. _
. paper proceeds. On Apnl 15, 2004, PEC also paid at maturity 5150 rmlhon 7. 875% First Mortgage Bonds .
‘ wrth commerc1a1 paper proceeds and cash from Operauons , _ :

S BENEFITPLANS ’ 4;; SR

' PEC has a non-contnbutory defined beneﬁt retrrement (pensxon) plan for substantxally all full-txme' :
L employees. PEC also has supp]ementary defined benefit pension plans that provide benefits to higher-level
. employees. In addition to pension benefits, PEC provides contributory other postretirement benefits

" (OPEB), including certain health care and life insurance benefits, for retired employees who meet specified

: cntena The components of the net penodrc beneﬁt cost for the three and six months ended June 30 are:



Other Postretirement

-Three Months Ended June 36 . . Perision Benefits ~ 3" Benefits
(in millions) S 2004 - - 2003 2004 2003
... Servicecost = s 6 $ 5 § . 2§, 2
_- Interestcost - - -~ - . 13 12 4 3
.'f'Expectedreturnonplanassets, R (17)- (16)' () )
.- . Amortization, net - o " : - 1 1
_ ’Netpenodrccost . 2 BN 1 S 6 S 5
" ' Lo o OtherPostrenrement '
- 'erMonthsEndedJune 30 .+ .. PensionBenefits -~ . .- Benefits
- (inmillions) -~ " G 2004 0 - 2003 - 2004 2003
‘Servicecost .. - .-, . . § - 12 § nm - s 435 3
| Interestcost < - . . T 260 - o240 8 7
. - Expected return onplan assets_ R .(34) . ',._(33) o @ (D
. 'Amortization,net .- 1- - S22 2
-Netpenodxccost ' : o ‘ $‘ 5 S 2 . 8. 12 S 11

L : RISK MANAGEMENT ACTIVITIES AND DERIVATIVE TRANSACTIONS

L PEC uses interest rate denvatwe mstruments to adjust the ﬁxed and vanable rate debt components of its

- . _'debt portfoho and to hedge interest rates wrth regard to future fixed rate debt issuances.

As of June 30 2004 PEC had 570 mllllon notxonal of pay ﬁxed forward startmg swaps, entered into in
March 2004, to hedge its exposure to interest rates with regard to a future issuance of debt and $26 million

' "notional of pay fixed forward startmg swaps, entered into in April 2004, to hedge its exposure to interest

.. rates with regard to an ‘upcoming railcar lease. In July 2004, PEC entered into an additional $30 million

.. ‘notional pay fixed forward swap, increasing the total notional of pay. ﬁxed forward starting swaps to $126
B mrlhon ‘These agreements have a computatlonal penod of‘ ten years :

"I'he notlonal amounts of the above contracts are not exchanged and do not represent exposure to credit

“loss. In the event of default by a counterparty, the risk in the transaction is the cost of replacing the .
‘.- . agreements at current market rates. PEC only enters into mterest rate denvatrve agreements with banks

""A-wrth credxt ratmgs of smgle A or better

. : FINANCIAL INFORMATION BY BUSINESS SEGMENT

PEC s operatxons ‘consist pnmanly of the PEC Electnc segment whrch is engaged in the generatron,
" transmission, distribution and sale of electric energy primarily ‘in ‘portions of North Carolina and South

L .Carolina. - These electric operations are subject to the rules and regulations of the FERC, the NCUC, the

... SCPSC and the NRC. PEC Electric also drstnbutes and sells electncrty to other utilities, pnmanly onthe
o east coast of the Umted States oo . -

_The Other segment whose operattons are primarily i the Unxted States is made up of other nonregulated

* business areas that do not separately meet the disclosure requirements of SFAS No. 131, “Disclosures
. .'about Segments of an Enterpnse and Related Informatron and consohdatlon entxtles and ehmmatrons

The fmancral mformanon for PEC segments for the three and srx months ended June 30, 2004 and 2003 is
as follows: ) . : . . o .

'."'»'-.ThreeMonthsEndedJunc30‘ 2004 - R -

. : i PEC -, :- v .. ° . PEC" ) _ -
.+ (in rmlhons) < 7 Electric Other -.  Total © - Electric Other Total .
: Totalrevenues .. '~ S 81 - § 1.-5 82 : --$ 816 --§ 3 S 819
Eamings available - ... . .7 o0t T T T o ’
-forcommon . - . - 97 . . . 9% . 8 - .. 89
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" Six Months Ended June 30, i1 "~ 2004 - e . 2003
N ... 7 T PEC R ~ . PEC
(in millions) . -~ - . - ‘Electric . Other . Total -  Electric - Other Total
© Totalrevenues © . . .- .S 1,762 S 1 .S 1763 ~ $ 1742 . § 6 § 1748

‘Eamings available .- . . o :
-forcommon : P &) 210 - 23, - 223

- OTHER INCOME AND OTHER EXPENSE

Other mcome and expense mcludes mterest income and other income . .and’ expense items as dtscussed

" below. The components of other, net as shown on the accompanymg Consohdated Statements of Income

for the three and six months ‘ended June 30 are as follows:

 Three Months Ended ~ . Six Months Ended

Ci e o June30 S June 30
" (inmillions) -~ - . oo S 0T 2004 2003 - 2004 . 2003
. Othér income - . . SR e T oL . ‘ :
+ - Net financial tradmggatn(loss) AT S I A S s 5. s )
-~ - Nonregulated energy and dehvery semces mcome R 20 .4 4
" ' Investment gams ' : 2. R - -
R AFUDCequrty 1 S 2. 2
o -z;Other " B T - : 4 3 4
) Totalothermcome s i 8 9 s 7 8514 )
.- Other expens e : S o ‘
Nonregulated energy and dehvery servrces expenses - 82 0 - 8.2 s 4 $ 4
.. Donations = =~ . .. - - o1 o 1. . 5 3
. Investmentlosses ~ - - S B Se .9 - 8 -
'Wnte-off of non-trade recetvable S R 7 -
' ~Total otherexpense - ST $ 5° - 8 15 . s 22 $ 19
i ,Other,net R S g 4 s (8)' 'S (8) s_(10)

. Net financial tradmg gams .and. losses represent non—asset-backed trades of electncxty and gas.

Nonregulated energy and delivery services include power protection services and mass market programs

.. “such as surge protection, apphance servrces and area hght sales, and dehvery, transrmssxon and substatlon
o work for other utxlmes ' o :

: COMWTMENTSANDCONTTNGENCIES S S

P Contmgencxes and srgmﬁcant changes to the comrmtments drscussed in Note 16 of the Company s 2003
“Annual Report on Form IO-K are descnbed below : : 8

" A‘ Guarantees :

'As a part of normal busmess, PEC enters mto vanous agreements provrdmg ﬁnancxal or performance

. "assurances to third parties. Such agreements include guarantees, standby letters of credit and surety bonds.

.These agreements are entered into 'primarily to support or enhance the creditworthiness otherwise attributed
. to PEC and subsidiaries on a stand-alone basis, thereby facilitating the extension of sufficient credit to
Aaccomphsh PEC and the subsidiaries’ intended commercial purposes. Guarantees at June 30, 2004, are

summanzed in the table and dtscussed in the subsequent paragraphs .

» ‘At June 30 2004 outstandmg guarantees consrsted of the followmg

"(m mxlhons) e _"
- .Standby letters ofcredrt SR 803 )
. Suretybonds Co e T 18"
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o , .Standby Letters of Credx

Didad g TR Yy ey

o Fmancxal mstltutlons have 1ssued standby letters of credrt to ﬁnancxal institutions for PEC and certain

subsidiaries for the benefit of third parties that have extended credit to PEC and certain subsidiaries. As of
June 30, 2004, PEC and certain subsidiaries have outstanding letters of credit totaling $3 million. These

, letters of credit have been issued primarily for the purpose of securing performance under contracts and
.supporting payments on interest payments on outstanding debt obligations and self insurance for workers

compensation. If PEC.or a subsidiary does not pay amounts when due under a covered contract, the

. counterparty may present its claim for payment to the financial institution, which will in turn request’

* payment from PEC Any amounts owed by its subsxdlanes are reﬂected in the PEC Consolidated Balance-
Sheets - : . , S e

Sureg Bond
" AtJune 30 2004 PEC had 318 mrlhon in surety bonds purchased pnmanly for purposes such as provxdmg )

. workers’. compensatton coverage ‘and obtaining. licenses, permits” and rights-of-way. To the extent

. - liabilities are incurred as a result of the activities covered by the surety bonds such liabilities are mcluded'
in the Consohdated Balance Sheets i :

B 'Guarantees Issued by the Paren

. Tn 2003 PEC deterrmned that its external fundmg levels dxd not fully meet the nuelear decommxssxonmg ,
- finanicial assurance levels required by the NRC. Therefore, PEC obtained parent company guarantees of
**.$276 million to meet the required levels. 'On May 12, 2004 PEC sent notice to the NRC that due to the

~* “Renewed Fac1lxty Operating License for Robinson 2, the parent guarantee related to Robinson, would be

.. cancelled as of June 30, 2004. - As a result, the total parent guarantees for decommrssxomng decreased from

o $276 nulhon to SlSl nulhon durmg the second quarter S

o B ! Insurance

‘ PEC is msured agamst pubhc llabllrty for a nuclear 1nc1dent up to 810 76 bxlllon per occurrence. Under the
_current provisions of the Price Anderson Act, which limits liability for accidents at nuclear plants PEC, as

; "‘;.an owner of nuclear units, can be assessed a pomon of any third-party liability claims arising from an

.. accident at any commercial nuclear power plant in the United States.” In the event that public liability
-:claims from an insured nuclear incident exceed $300 million (currently available through commercial -
insurers), PEC would be subject ‘to assessments of up to $101 million for each.reactor owned per

. occurrence. . Payment of such assessments would be made over time as necessary to limit the payment in
. “any one year to no more than $10 million per reactor owned. Congress is considering revisions to the Price

.. Anderson Act during 2004 that could include ‘increased limits and assessments per reactor owned. The ’

. ﬁnal outcome of thxs rnatter cannot be predncted at this tune

:~ h PEC self-msures its transrmssmn and dlstnbutlon hnes agaxnst loss due to storm damage and other natural

,_dxsasters o

.c. Clarrns and Uncertamtles S

.PECi 1s subJect to federal state and local regulatxons addressmg hazardous and sohd waste management air
' and water quahty and other environmental matters.- S o o :
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Hazardous and Solld Waste Management

“Various orgamc matenals assocxated wrth the productxon of manufactured gas, generally referred to as coal

tar, are regulated ‘under fedetal and state laws. *The principal regulatory agency that is responsible for a

. specific former manufactured gas plant (MGP) site depends’ largely upon the state in which the site is

““located. There are several MGP sites to which PEC has some connection. In this regard, PEC and other

. potentially responsible parties (PRPs) are partxcrpatmg in, investigating and, if necessary, remediating

- former MGP sites with several regulatory agencies, including, but not limited to, the U.S. Environmental -

“Protection Agency (EPA) and the North Carolina Department of Environment and Natural Resources,

'Division of Waste Management (OWM)." In addition, PEC is periodically notified by regulators such as

- . the EPA and various state agencies of its involvement or potentral mvolvement in sites, other than MGP - .
T srtes that may requrre mvesugatxon and/or remedxatxon - o

i ‘PEC has ﬁled clatms wrth 1ts general habrlrty 1nsurance carriers to Tecover costs ansmg out of actual or
potential environmental liabilities. All claims have been settled other than with insolvent carriers. These

. " _settlernents have not had a material effect on the consohdated ﬁnancral posmon or results of operanons

PEC is also currently in the process of assessmg potentxal costs and exposures at other envxronmentally )

.- impaired sites. As the assessments are developed and analyzed, PEC wﬂl accrue costs for the sites to the
‘extent the costs are probable and can be reasonably estimated. - : : :

: There are nine former MGP sxtes and other sites assocrated w1th PEC that have requxred or are antxclpated
. to require mvesugauon and/or remediationcosts. PEC received insurance proceeds to address costs -
associated with PEC environmental liabilities related to its involvement with some sites.” All eligible
. expenses related to these are charged agamst a specific fund containing these proceeds. At June 30, 2004,

. "approximately $8 million remains in this centralized fund with a related accrual of $8 million recorded for
- the associated expenses of environmental issues. PEC is unable to provide an estimate of the reasonably
* possible total remediation costs beyond what is currently accrued due to the fact that investigations have

" not been completed at all sites.” This accrual has been recordéd on an undiscounted basis. PEC measures

*its liability for these sites based on avaxlable evidence including its expenence in investigating and

remediating envrronmentally impaired sites. " The process often involves assessing and developing cost-
. sharing arrangements with other PRPs. PEC will accrue costs for the sites to the extent its liability is
“ probable and the costs can be reasonably estimated. Presently, PEC cannot determme the total costs that :

g may be 1ncurred in connecuon with the remedlatron of all srtes .

T September 2003 the Company sold NCNG to Predmont Natural Gas Company, Inc As part of the sales -

- agreement, the Company retained responsibility to remediate five former NCNG MGP sites, all of which -
also are associated with PEC, to state standards pursuant to an Administrative Order on Consent. These
sites are anticipated to have investigation or.remediation costs associated with them.. NCNG had
previously accrued approximately $2 million for probab]e and reasonably estimable remediation costs at -
these sites.” These accruals have been recorded on'an undiscounted basis. At the time of the sale, the
.- liability for these costs and the related accrual was transferred to PEC. PEC does not believe it can provide

" an estimate of the reasonably possible total remediation costs beyond the accrual because investigations
have not been completed at all sites. Therefore, PEC cannot currently determine the total costs that may be
L mcurred in connectlon wnh the mvesnganon and/or remedxatlon of all sxtes

Alr Quallty

) .There has been and may be further proposed legrslatlon requmng reducnons in air emissions for NOx, -

+."-802, carbon dioxide and mercury. Some of these proposals establish nationwide caps and emission rates

" over_ an extended period of time. This national multi-pollutant approach to air pollution control could
involve 51gruﬁcant capital costs which could be material to PEC’s consolidated financial position or results
.- of operations. Control equipment that will be installed on North' Carolina fossil generatmg facilities as part =
.. of the North’ Carolina’ legislation -discussed below may address _some of the lssues outlined above. -
Y However, PEC cannot predxct the outcome of this matter. ~ : : '

' The EPA is conductmg an enforcement initiative related to a number of coal-ﬁred uulxty power plants inan .

. effort to " determine ‘whether modifications at those facilifies were subject to New Source Review

" requirements or New Source Performance Standards under the Clean Air Act. . PEC was asked to provide |
information to the EPA as part of this initiative and cooperated in- provxdmg the requested mformatlon
" ‘The EPA initiated civil enforcement actions against other unaffiliated ‘utxlmes as part of this initiative.
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:.‘ Some of these actxons resulted in settlement agreements calhng for expendxtures by these unafﬁhated
utilities, ranging from $1:0 billion to $1.4 billion." A utility that“was not subject to a-civil enforcement
" action settled its New Source Review issues with the EPA for $300 million. These settlement agreements

" have generally called for expenditures to be made over extended time periods, and some of the companies

.may seek recovery of the related cost through rate adjustments or smular mechamsms PEC cannot predict

o the outcome of this matter.

In 2003 the EPA publrshed a final rule addressmg routme equxpment replacement under the New Source
Review program. .The rule defines routine equipment replacement and the types of activities that are not

" subject to New Source Review requirements or New Source Performance Standards under the Clean Air ,
.. Act.” The rule was challenged in the Federal Appeals Court and its implementation stayed. In July 2004, -
- the EPA announced it will reconsider certain issues arising from the final routine equrpment replacement -
- “rule. Reconsideration does not rmpaet the court-approved stay. The agency plans to issue a final decision
..on these reconsxdered issues by year s end. PEC cannot predtct the outcome of thxs matter.

: : In 1998 the EPA pubhshed a fmal rule at Sectxon 110 of the Clean Arr Act addressmg the regional
© . transport of ozone (NOx SIP Call).- The EPA’s rule requrres 23 jurisdictions, mcludmg North Carolina and

South Carolina, to further reduce NOx emissions in order to attain-a preset emission level during each

. year’s “ozone season,” beginning May 31, 2004. PEC is currently installing controls necessary to comply.

.. with the rule’and, with the use of early action credits, expects to be in compliance as required by the final
"rule. Total capital expenditures to ‘meet these measures in North and South Carolina could reach

o approxrmately $370 million, which has not been adjusted for inflation. PEC has spent approximately $265
. million to date related to these expendrtures Increased operation and maintenance costs relating to the

~ “NOx SIP Call are not expected to be material to PEC s results of operanons Further controls are
' _antrcrpated as electncrty demand mcreases S : :

,

o In 1997 the EPA 1ssued ﬁnal regulatlons establrshmg a riew 8-hour ozone standard.. In 1999 the District

of Columbia Circuit Court of Appeals ruled agamst the EPA with regard to the federal 8-hour ozone
standard.  The U.S. Supreme Court has upheld, in part, the District of Columbia Circuit Court of Appeals
‘declsron .In April 2004, the EPA identified areas that do not meet the standard. The states with identified
‘areas, including North and South Carolina are proceeding with the xmplementatton of the federal 8-hour

_“ozone standard . Both states promulgated final regulations, which will require PEC to install NOx controls

under the states’ 8-hour standard. - The costs of those controls are included .in the $370 ‘million cost
‘estimate above. However, further technical analysis and rulemaking may result in a requrrcment for

o addmonal controls at some units. }EC cannot predlct thc outcome of this matter.

In June 2002 legrslatxon was enacted in North Carolma requmng the state’s electnc utilities to reduce the
. emissions of NOx and SO2 from coal-fired power plants. PEC expects its capital costs to meet these

. emission targets will be approximately $813 million by 2013.. PEC has expended approximately. $45

million of these capital costs through June 30, 2004. PEC currently has approximately 5,100 MW of coal-
fired generation capacity in North- Carolina that is affected by this legislation. The law requires the -

' * . ‘emissions reductions to be completed in phases by 2013, and applies to each utility’s total system rather
- than setting requirements for individual power plants.  The law also freezes the utilities’ base rates for five

. years unless there are extraordinary events beyond the-control of the utilities ‘or unless the utilities
- persistently earn a return substantially in excess of the rate of return ‘established and found reasonable by -

o - the NCUC in the utilities' last general rate case. Further, the law allows the utilities to recover from their

. retail customers the projected capital costs during the first seven years of the ten-year compliance period
" beginning on January.1, 2003. The utilities must recover at least 70% of their projected capital costs

‘ . during the five-year rate frecze period. PEC recogmzed amortization of $15 million and $34 million in the

* quarters ended June 30, 2004 and 2003, respectively. PEC recognized amortization of $31 million and $54
-million in the six months ended June 30, 2004 and 2003, respectively. Pursuant to the law, PEC entered

- into an agreement with the state of North Carolina to transfer to the state certain NOx and SO2 emissions
. allowances that result from complrance with the collective NOx and SO2 emissions limitations set out in
. the law. The law also requires the state to undertake a study of mercury and carbon dioxide emissions in -

**North Carolina.. Operation and maintenance costs wrll increase due to the additional personnel, materials

" and general maintenance associated ‘with the equipment. - Operatron and maintenance expenses are )
. recoverable through base rates, rather than as part -of this program. - PEC ‘cannot predlct the future
,:regulatory mterpretatron rmplementatron or nnpact of thxs law . . .



In l997 the EPA’szM-er'cury Study'Report and Util-ity-'RepOrt to Congress conveyed that mercury is not a
1isk to the average Amencan and expressed uncertainty about whether reductions in mercury emissions
“from coal-fired power plants would reduce human exposure. Nevertheless, the EPA determined in 2000

" -that regulatton of mercury emissions from coal-fired power plants was appropriate. In 2003, the EPA

' "'proposed alternative control plans that would limit mercury emissions from coal-fired power plants. The

" first, a Maximum Achievable Control Technology (MACT) standard applicable to every coal-fired plant, -

: . would require compliance in 2008. The second, which the EPA has stated it prefers, is a mercury cap and

."-trade program that would requrre limits to be met in two phases, 2010 and 2018. The EPA expects to

-finalize - the mercury rule in March 2005. _Achieving compliance with ‘the proposal could involve

. significant capital costs which could be material to. PEC’s consolidated financial posmon or results of :
operatrons PEC cannot predrct the outcome of thrs matter. :

In con)unctron wrth the proposed mercury rule the EPA proposed a MACT standard to regulate mckel -
..~ emissions from residual oil-fired units. The agency estimates the proposal will reduce national nickel
.- ‘emissions to approximately 103 tons. - The EPA expects to ﬁnahze the mckel rule in March 2005. PEC

L cannot predrct the outcome of this matter, -

" In December 2003 the EPA released 1ts proposed Interstate Arr Quahty Rule currently referred to as. the

. .. Clean Air Interstate Rule (CAIR). The EPA’s proposal requires 28 Junsdxcttons mcludlng North Carolina,
. South Carolina, Georg1a and Florida, to further reduce NOx and SO2 emissions in order to attain preset

.~ state NOx and SO2 emissions levels. - The rule is expected to become final in 2004. The air quality

" controls already installed for compliance with the NOx SIP Call and currently planned by PEC for -

L compliance with the North Carolina law will reduce the costs required to meet the CAIR requirements for
" . PEC’s North Carolina umts Addrtronal comphance costs wﬂl be deterrmned later this year once the rule is

L vﬁnahzed

' .-In March 2004 the North Carolma Attomey General ﬁled a petmon wrth the EPA under Section 126 of the

- Clean Air Act, asking the federal government to force coal-fired power plants in thirteen other states,
- -prncludmg South Carolina, to reduce their NOx and SO2 emissions. The state of North Carolina contends
- these out-of-state polluters are -interfering thh North Carolina’s ability to meet national air quality

standards for ozone and particulate matter. The EPA has not m made a determmatron on the Section 126 _
petmon, and PEC cannot predrct the outcome of thrs matter o

. : ‘Water Quahty o

CAsa result of the operatron of certam control eqmpment needed to address the air quality issues outlined

above, new wastewater streams may be generated at the apphcable facilities. Integration of these new

| wastewater streams into the existing wastewater treatment processes may result in pemuttmg, construction’
. 'and requrrements unposed on PEC in the rmmedrate and extended future

- After many years of htrgatron and settlement negottatrons the EPA adopted regulatxons in February 2004
for the implementation of Section 316(b) of the Clean Water: Act. These regulations will become effective

.~ September 7, 2004. ‘The purpose of these regulations is to minimize adverse environmental impacts caused -

by cooling water intake structures and intake systems. Over the next several years these regulations will

. impact the larger base load generation facilities and may require the facilities to mitigaté the effects to

. aquatic organisms by constructing intake modifications or undertaking other restorative activities. . -
Substantial costs could be incurred by the facilities in order to comply wrth the new regulatron PEC
cannot predrct the outcome and 1mpacts to the facxlmes at this tune '

t Other Envnronmental Matters " "

" The Kyoto Protocol was adopted in 1997 by the United Natrons to address global chmate change by

- . reducing emiissions of carbon dioxide and other greenhouse gases. The United States has not adopted the

. Kyoto Protocol, however, a iumber of carbon dioxide emissions control proposals have been advanced in
Congress and by the Bush administration. - The Bush administration” has stated it favors voluntary
programs. . Reductrons in carbon dioxide emissions to the levels specified by the Kyoto Protocol and some
legislative proposals could be materially adverse to PEC’s consolidated financial position or results of
" operations if associated costs cannot be recovered from customers. PEC favors the voluntary program
. approach recommended by the administration and is evaluating optrons for the reduction, avoidance, and
L _sequestrauon of greenhouse gases However, PEC cannot predrct the outcome of this matter.



‘ 'Other Contmgencres

1. As requrred under the Nuclear Waste Polrcy Act of 1982 PEC’ entered into a contract with the DOE
~ under which the DOE agreed to begin takmg spent nuclear fuel by no later than January 31, 1998. All-
similarly sxtuated utrlxtres were requlred to sign the same standard contract.

. ’ ln 1995 the DOE 1ssued a fmal mterpretatlon that it dld not have an uncondmonal obhgatlon to take spent * -
" ‘'nuclear fuel by January 31, 1998. In Indiana Michigan Power v. DOE, the Court of Appeals vacated the
DOE’s final interpretation and ruled that the DOE had an unconditional obhgatlon to begin taking spent

" e nuclear fuel. The Coun dxd not specify a remedy because the DOE was not yet in default

h o After the DOE falled to comply thh the decrsron in ndrana Mlchlgan Power V. DOE, a group of utilities
: petmoned the Court of Appeals in Northern States Power (NSP) v. DOE, seeking an order requiring the

- " DOE to begin taking spent nuclear fuel by January 31, 1998. The DOE took the position that its delay was-
unavoidable, and the DOE was excused from performance under the terms and conditions of the contract.
.The Court of Appeals found that the delay was not unavoidable, but did not order the DOE to begin taking
"~ spent nuclear fuel, statmg that the unlmes had a potentrally adequate remedy by ﬁhng a clarm for damages

T under the contract

",After the DOE failed to begm takmg spent nuclear fuel by January 31, 1998 a group of utxlmes filed

" motion with the Court of ‘Appeals to enforce the mandate in NSP v. DOE. ‘Specifically, this group of -

. utilities asked the Court to permit the utilities to escrow their waste fee payments, to order the DOE not to

g . use the waste fund to pay damages to the utilities, and to order the DOE to establish a schedule for disposal

. of spent nuclear fuel.. The Court denied this motion ‘based primarily on the grounds that a review of the
' matter was premature and that some. of the requested remedxes fell outsrde of the mandate in NSP v. DOE.

- .Subsequently, a number of utrlmes each ﬁled an actxon for damages in the Federal Court of Claims. The *
;- U.S. Circuit Court of Appeals (Federal Circuit) ruled that utilities may sue the DOE for damages in'the
- Federal Court of Claxms mstead of havmg to file an adrmmstratrve clarm wrth DOE .

- In January 2004 PEC ﬁled a complaint w1th the DOE clalmmg that the DOE breached the’ Standard
- Contract for Disposal of Spent Nuclear Fuel by failing to accept spent nuclear fuel from various Progress

_' - - Energy facilities on or before January 31, 1998. Damages due to DOE’s breach wrll 11kely exceed $100
S mxlhon Slmxlar surts have been mrtlated by over two dozen other utlhues ’

In July 2002 Congress passed an ovemde resolunon to Nevada's veto of DOE’s proposal to’ locate a

 permanent underground nuclear waste storage facility at Yucca Mountain, Nevada. .DOE plans to submita .

* license application for the Yucca Mountain facility by the end of 2004. In November 2003, Congressional

. " negotiators approved 5580 million for fiscal year 2004 for the Yucca Mountain project, $123 million more
- ~’than the previous year. ‘In January 2003, the State of Nevada, Clark County, Nevada, and the Crty of Las
" Vegas petitioned the U.S. Court of Appeals for the District of Columbia Circuit for review .of the

Congressional ' override resolution.” On .July 9, 2004, the Court rejected the challenge to the
constitutionality of the resolution approving Yucca Mountain, but ruled that the EPA was wrong to seta .
" 10,000-year comphance period. The DOE continues to state it plans to begm operatxon of the repository at
' .Yucca Mountaxn in 2010 PEC cannot predrct the outcome of thrs matter. -

o With certzun modlﬁcatrons and addmonal approval by the NRC rncludmg the installation of onsite dry

A ‘,storage facilities at Robinson (2005) and Brunsivick (2010), PEC’s spent nuclear fuel storage facilities will
" be sufficient to provide storage space for spent fuel generated on rts system through the explratxon of the
- operatrng hcenses for all of its nuclear generatmg units. S :

N . 2.' In August 2003 PEC was served asa co-defendant ina purported class actlon lawsurt styled as Collins
* v. Duke Energy Corporation et al, in South Carolina’s Circuit Court of Common Pleas for the Fifth Judicial

. ‘ercuxt PEC is one of three electric utilities operating in South Carolina named in'the suit. The plaintiffs

- are seeking damages for the alleged improper use of electric easements but have not asserted a dollar

amount for their damage claims. The complaint alleges that the licensing of attachments on electric utility

" poles, towers and other structures to non-utility third parties or telecommunication companies for other
- than the electric utilities’ internal use along the electric right-of-way constitutes a trespass.



In September 2003, PEC filed a motion to dismiss all counts of the complaint on substantive and
- procedural grounds. In October 2003, the plaintiffs filed 2 motion to amend their complaint. PEC believes
" the amended complaint asserts the same factual allegations as are in the original complaint and also seeks

. - money damages and injunctive relief. In November 2003, PEC filed a motion to dismiss the plaintiffs’ first

“amended complaint. In March 2004, the plaintiffs in this case filed a notice of drsrmssal without prejudrce
of thelr clarrns agamst PEC and Duke Energy Corporatton - : ’

C3.In 2001 PEC entered mto a contract to purchase coal from Dynegy Marketmg and Trade (DMT) After '
- DMT experienced financial difficulties, including credit ratings downgrades by certain credit reporting

- - agencres PEC requested credit enhancements in accordance with the terms of the coal purchase agreement -

" in July 2002.: When DMT did not offer credit’ enhancements as requlred by a provxsxon in the contract,

o .. PEC terrmnated the contract in July 2002

’. PEC mmated a. lawsuxt seekmg a declaratory Judgrnent that the termination was lawful. - DMT
_ counterclaimed, stating the termination was a breach of contract. On March 23, 2004, the United States

"~ ... District Court for the Eastern District of North Carolina ruled that PEC was liable for breach of contract,

but ruled against DMT on its unfair and deceptive trade practices claim. On April 6, 2004, the Court
. entered a judgment against PEC in the amount of approxrmately $10 rmllxon The Court dxd not rule on
. DMT’s pendmg motron for attomeys fees o . :

On May 4 2004 PEC authonzed its outside counsel to ﬁle a notrce of appeal of the Apnl 6, 2004
- Judgment and on May 7, 2004, the notice of appeal was filed with the United States Court of Appeals for -

"+ the Fourth Circuit. On June 8, 2004 DMT filed 2 motion to dismiss the appeal in the appeals court on the

~_ground that PEC’s notice of appeal should have been filed on or before May 6, 2004. -On June 16, 2004, '
_ " PEC filed a motion'with the trial court requesting an extension of the deadline for the filing of the notice of
. - appeal. On July 7, 2004, the parties agreed to postpone the appellate proceedmgs to allow the tnal court to

L resolve PEC s motlon for an extensron of the notrce of appeal deadline.

PEC recorded a hablhty of approxrmately $lO rmllton for the Judgment and a rcgulatory ‘asset for the -
-probable recovery through its fuel adjustment clause in the ﬁrst quarter of 2004 PEC cannot predrct the

outcome of thrs matter.

4.PEC and its subsxdranes are mvolved in various lmgatron matters in the ordmary course of business,
" some of which involve substantial amounts. Where appropnate "accruals have been made in accordance’
* with :SFAS No. 5 “Accounting for Contmgencres," to provide for such matters. In the opinion of »
management, the final disposition of pending litigation would not have a matenal adverse effect on PEC’s .- ‘
o 'consohdated results of operatlons or f'mancral posmon : »



- ltem 2 Management S stcuss1on and Analysrs of Fmancra] Condmon and Results of Ogeratlon

The followmg Management s Dlscusswn and Analysrs contains forward lookmg statements that involve estimates,

. projections, goals, forecasts, assumptlons risks and uncertainties that could cause actual results or outcomes to
-, differ materially from those expressed in the forward-looking statements. ‘Many, but not all of the factors that may
. impact actual results are discussed in. the Risk Factors sections of Progress Energy’s and PEC’s annual report on

i '}Form 10-K for the year ended December 31, 2003, which were filed with the SEC on March 12, 2004. Please

- review “SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS" fora drscussxon of the factors that may

e 1mpact any such forward lookmg statements made herem

s Amounts reported in the interim Consohdated Statements of Income are not necessanly mdrcatrve of amounts -

-expected for the respective annual or future periods due to the effects of seasonal temperature variations on energy
S consumption , timing of mamtenance on electrlc generatmg umts and tlmmg of synthetrc fuel productxon among
) other factors : : - . : : .

ThlS dxscussron should be read in con_]unctron wrth the aecompanymg ﬁnancxal statements found elsewhere in this
' -.-report and in conjunctlon with the 2003 Form. 10-K S

. RESULTS OF OPERATIONS

. Progress Energy is an mtegrated energy company, wrth its pnmary focus on the end-use and wholesale electncrty
. markets The Company s reportable busmess segments and therr pnmary operatlons mclude S

'«'-, : .Progress Energy Carolmas Electnc (PEC Electnc) pnmanly engaged in the generatron, transmxssmn
. - distribution and sale of electricity in pomons of North Carolina and South Carolina; -

0 0 “Progress Energy Florida (PEF) — primarily engaged in the generatlon, transmlssxon dlstn'butron and sale

"+ ofelectricity in portions of Florida; o :

e .-'.Competltrve Commercial Operatlons (CCO) engaged in nonregulated electnc generatlon operatxons and
. marketing activities primarily in the southeastem United States; . _

i e \;Fuels - pnmanly engaged in natural gas dnlhng and productxon in Texas and Louxsrana ‘coal terminal A

oo 'servxces coal mining, the production of synthetic fuels and related services, and fuel transportation and
.. -delivery, all of which are located in Kentucky West ergrma and ergmxa

"¢ e "Rail Servxces (Rall) - engaged in vanous raxl and raxlcar related semces in 23 states, Mexrco and Canada

L Other Busmesses (Other) - engaged in other nonregulated busmess areas mcludmg telecommumcatxons L

*. -primarily in the eastern United States and energy servxce operatlons whxch do not meet the requirements
o -,for separate segment reportmg dlsclosure , : '

.- In thls sectlon eammgs and the factors affectmg eammgs for the three and six months ended June 30, 2004 as
, compared to the same penods in 2003 are discussed.. The discussion begins with a summarized overview of the

o Company s consohdated eammgs whxch is followed by a more detaxled drscussmn and analysrs by busmess
: segment : _— : . : :

OVERVIEW

P

-For the quarter ended June 30, 2004 Progress Energy s net income ‘was $154 nulhon or $0 63 per share compared -

. .. to $157 million or $0.66 per share for the same period in 2003. For the six months ended June 30,2004, Progress

_' - ‘Energy’s net income was $262 million or $1.08 per share compared to $376 million or $1.60 per share for the same
o penod in 2003. The decrease in net income as compared to prior year was due pnmanly to:’ :

e Lower off-system wholesale sales, primarily by PEC Electric. , -
Coel ngher operations and maintenance (O&M) costs at the utilities due to mcreased spendmg for plant outages
- inboth the Carolinas and Florida and planned rehabrhty unprovements in Flonda »
. “ Recording of litigation settlement reached in the civil suitby SRS..
o . Decreased nonregulated generation earnings due to receipt of a contract termmatlon payment ona tollmg
- agreement in 2003 and higher fixed costs and interest charges in 2004 e
o . Unrealized losses recorded on contmgent value obhgatxons : .
“-s ~The 1mpact of tax levelxzatxon :

a5
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Partlally offsemng these items were: - T .
s .Favorable weather in the Carohnas o T v ;"\'f-_'
. Reduction in revenue shanng provisions in Flonda ‘
- Utility customer growth in both the Carolinas and Florida. L
- Lower deprecxauon and amortization costs at the utrhtles
' Increased natural gas earnmgs . -

~

Basrc earmngs per share decreased in 2004 due in part to the factors outlined above. Drlutron'related to the
“issuances under the Company s Investor Plus Stock Purchase Plan and employee benefit programs in 2003 and -
: 2004 also reduced basic earnings per share by $0.02 for the’ second quarter of 2004 and $0.04 for the six months '

: " ended June 30 2004

A'Begmmng in the fourth quarter of 2003, the Company ceased recordmg pomons of Fuels segment s operations,

" primarily synthetic fuel facrhtles, one month in arrears. As a result, eamings for the year ended December 31, 2003

included .13 months of operations, resulting in a-net income increase of $2 million for the year. The Company

K . restated prevrously reported consolidated quarterly earnings to reflect the new reportmg periods which resulted in

. four months eamings in the first quarter of 2003 and changed reported net income for subsequent quarters.
Eamings increased $4 million and $15 million, respectxvely, for the three and six months ended June 30, 2003 as

. compared to amounts ongmally reported

‘ The Company s segments contnbuted the followmg proﬁts or losses for the three and six months’ ended June 30,

_;'.._-A_2004and2003 e e

. (m mllhons) S L Three Months Ended | - Six Months Ended
‘ . S o - June30 i : June30
Business Segment~ -~ LT 2004 2003 .. 2004 " 2003
PECElectric = . - oL -8 97 $ 8 .8213  §223
. .| PEF, CoooLa o 84 s 6l 13300 132
ClFuels o LT e e 56 - 58.. "]04»_'_.’97
CCO "= o Tt 5 2 @3 . 1
Rail - - R O L. TR SR B (1)
Other =~ . A @) -t @31
1 TotalSegmentProﬁt PR 216 - 212 -425 . 453
‘| Corporate . - oo T (63) - -~ (58) - (164) (102)
<. | Income from contmumg opcrauons Co-..- 153 154 - 261 - "361
| NCNG dxscontmuedopcratxons Sy, s 3 14
Cumulative effect of changc in accountmg . : e . .
pnncrplcnetoftax . . R T 1 -
Net income L - $ 154 -$ 157 $ 262 $ 376

" In March 2003 the SEC completed an audit of Progress Energy Service Company, LLC (Service Company) and
- recommended that the Company change its cost allocation methodology for allocating Service Company costs. As
: jpart of the audit process, the Company was required to change the cost allocation methodology for 2003 and record -
* retroactive reallocations between its affiliates in the first quarter of 2003 for allocations originally made i in 2001 and

©+.2002. This change in allocation methodology. and the related retroactive adjustments have no impact on

consolidated expense or. eamings. . The new allocation methodology, as compared to the prevxous allocatxon'
methodology, generally decreases expenses in the regulated utilities and increases expenses in the nonregulated
businesses. The regulated utilities’ reallocations are within operation and maintenance (O&M) expense, while the
diversified businesses’ reallocations are generally ‘within' diversified’ busmess expenses . The 'impact on the
B mdrvrdual lmes of business is mcluded in the followmg drscussrons : ' B



"l (in thousands of mWh) ‘ Three Months Ended June 30 N O . Six Months Ended June 30

PROGRESS ENERGY CAROLINAS ELECT RIC-

‘PEC Electnc contnbuted segment profxts of $97 mrllxon and $89 rmlhon for the three months ended March 31,2004

and 2003, respectrvely, and $213 .million and $223 million for the six months ended June 30, 2004 and 2003,

- respectrvely The i increase in profits for the three months ended June 30, 2004 as compared to the same period in
-2003 is due primarily to-.favorable weather, increased revenue from, customer growth, lower depreciation and -
-amortization charges and the impact of losses booked on investments in limited partnerships in 2003, partrally offset

. by higher operations and maintenance charges and lower wholesale sales. The decrease in profits for the six months
. ended June 30, 2004 as compared to the same period in 2003 is primarily due to lower off-system wholesale sales

~ “and higher O&M charges partially offset by the. favorable impact of weather, increased revenues from customer
o growth and lower deprecratron and amortrzatron charges :

- 'PEC Electnc s revenues for the three and six months ended June 30 2004 and 2003, and the percentage change by .

;customer class are as follows

(in mrlhons of S) .- Three Months EndedJune 30 - - Six Months Ended June 30
Customer Class*~ - 2004 Change % Change 2003 | - 2004 Change % Change 2003
Residential - ..~ - - S 284 $36 - . 145 § 248 8 655- $ 50 - .83 3 605
Commercial ... = . f 213 © - 14 . 70 . 199 420 .20 . 5.0 400
Industrial = = o :161" IEE- 32 . 156 308- 6 - 20 - 302
Governmental . * .| 19 - - .1 - 56 __ .18 38 - 2... 56 36
.Total retarlrevenues -l 617 - 56-. 90 .- 621 )| 1,421 .. ‘78 58- 1,343
Wholesale .~ .- ol o139 Q5 10T - 154 | - -295° ~ (69) ~ -(190) 364,
Unbilled ~ " - |- 24 17 - . 23| 1.7 8 .. My
Miscellaneous . = "~ .. *|. 21 3 . 7167~ 18| - 45 - 3 . 171 42 |
Total electnc revenues ° S 861' S 45 5.5 $ 816 51762 $ 20 .1 $ 1,742

PEC Electnc s energy sales for the three and six months ended June 30 2004 and 2003 and the amount and
percentage change by customer class areas follows : .

- Three months ended June 30, 2004 comgared to the three months ended June 30, 2003

E ‘~PEC Electnc S revenues, excludmg recoverable fuel revenues of $156 rmllron and $137 million for the three months

‘ended June 30, 2004 and 2003, respectively, increased $26 million. The increase in revenues was due primarily to
favorable weather, thh cooling degree days 59% above prior year. In addition, customer growth was favorable

_. - compared to prior year. PEC Electnc has approxrmately 26,000 additional customers as of June 30, 2004 compared
- “to June 30, 2003. The -increase in retail revenues was offset partially by a reduction in wholesale revenues.

' Revenues for ‘the quarter ended June 30, 2003 included strong off-system wholesale sales to the Northeastem o

o Umted States in the month of Apnl asa result of favorable market condxtrons ;

- '.Fuel and purchased power costs represent the costs of generatron whrch mcludes fuel purchases for generatron ‘as

. .well as energy purchased in'the market to meet customer load. Fuel and purchased power expenses are recovered
T prunanly through'cost recovery.clauses and,-as such, changes in these expenses do not have a material impact on -

earnings. . The difference between fuel and purchased power costs incurred and assocrated fuel revenues that js

B subject to recovery rs deferred for future collectron or refund to customers

- | CustomerClass ~ -~ . ° - 2004 - Change - % Change - - - 2003 2004 Change 9% Change 2003

" | Residential - . 3525 - 473 155 ° 3,052 8266 - 627 - 82 . 7,639
Commercial .. Sl 3172 2260 0 -7 2946 6230 0 300 51 .5930

| Industrial .. -0:° o 03280 ... 8 v- .26 -.3,197| 6273 .- -71.  Ll1. .6202| -
Governmental .~~~ | 337 ~ ‘*'20. 63 - 317| 682 - -~ 22 - 33 _ .660|. -
". Total retail revenues 10,314 . 802 - "84 9512 21,451 1,020, 50 20431

- | Wholesale . & - . 3114 - (187 (57 3301|6904 1 (1,016)  (12.8) 7,920

| Unbillea < 404 8 Lo __ 39 200 104 R COAE

otalmthales T 13 332 623 . 47 13,209 28,375 .108 . 04 28267
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" Fueland purchased power expenses mcreased $27 mllhon from $246 rmllxon for the three months ended June 30,
2003 to $273 million for the three months ended June.30, 2004. .Fuel used in electric generation increased $16

- _.million to $193 compared to the samie period in the prior year. This increase is ‘primarily due to higher system

_ Tequirements caused by favorable ‘weather and customer growth Purchased power expenses mcreased $11 million
T to $80 mtlhon compared to prtor year due pnmanly to an increase in pnce

- 0&M costs ‘were $226 rrullron for the thrée months ended June 30 2004 whrch represents a $16 rmllron increase

‘, compared to the same period in 2003. O&M costs mcreased $13 million pnmanly due to an increase in outage
: _scope and duratxon at the nuclear plants : . _

’ . VDeprecnatron and amorttzatron expense decreased SIS mxlllon from $142 million for the quarter ended June 30,
-"2003 to $127 million for the quarter ended June 30, 2004.- Dunng the first half of 2004, PEC Electric filed with the

" North Carolina Utilities Commission (NCUC) and obtained approval from the South Carolina Public Service

.. Commission (SCPSC) for a depreciation study which allowed the utility to reduce the rates used to calculate -
.. depreciation expense. The new depreciation study provides support for reducmg deprectatron expense on an annual
- basis by approximately $40 million for 2004. The reduction i in depreciation expense is primarily attributable to’ '
- extended lives of nuclear generation, offset by increases for distribution assets.- As a result depreciation expense

- ‘decreased $10 million compared to the prior year quarter. In addmon, clean air amortization decreased $18 million

: compared to the prior year. These items were partially offset by hrgher depreciation expense due to assets placed in _ .
" service of $4 million and the impact of a $14 million adjustment booked in 2003 related to the implementation of

.~ - :SFAS No. 143. In the prior year, PEC filed a request with the NCUC requesting deferral of the difference between
© . expense pursuant to SFAS No. 143 and expense as previously determinied by the NCUC. ‘The NCUC granted
" deferral of the cumulative adjustment but denied deferral of the ongoing effects. As a result, PEC ceased deferral of
- _the ongoing effects during the second quarter of 2003 Telated to its North Carolina retail rate jurisdictions. This
. resulted in a reduction of deprecxatron and amortrzatlon expense for the quarter ended June 30, 2003 of $14 million .
- ~which represented a decrease-in ‘non-ARO cost of removal expense partially“ offset by an increase in

. “decommissioning expense. In August of 2003, the NCUC revised its decision and approved deferral ‘of the ongoing
: effects of SFAS No 143 at whxch txme the $l4 rrulhon reductlon was reversed _

. Other expenses have decreased $12 mrllron for the three months ended June 30, 2004 as compared to the same
.- -period in the prior year ThlS decrease is pnmanly due to losses on hrmted investment partnershrps recorded in

S 2003.

L Taxes other tha'n‘o'n income have’ 1ncreased S10 nulllon from $35 rmllxon for the three months ended June 30, .2003 '

- to 845 rmllton for the three months ended June 30, 2004. This increase is due to an increase in gross recerpts taxes .

" of $5 million related to an increase in revenues and a 2004 adJustment related to the pnor year, and an increase in
. payroll taxes of $3 mrlllon : .

. Stx months ended June 30, 2004 compared to the six months ended June 30, 2003
! i .
’PEC Electnc s Tevenues, excludmg recoverable fuel revenies of $322 rmlhon and $293 rmlhon for the six months :
" ended June 30, 2004 and 2003, respectlvely, decreased $9 million. The decrease in revenues was due primarily to
" lower wholesale sales. - Revenues for the six months ended June 30, 2003 included strong sales to the Northeastern
" United States as a result of favorable market conditions. * The decline in wholesale revenues was partxally offset by
.~ increased retail revenues as ‘a result of favorable weather, with cooling degree days 58% above prior year. In

e addmon favorable customer growth parttally offset the decrease in wholesale sales

, Fuel and purchased power costs represent the costs of generatlon whrch mcludes fuel purchases for generation, as
~ . well as energy purchased in the market to meet customer load. - Fuel and purchased power expenses are Tecovered
. pnmanly through cost recovery clauses and, as such,’ changes in'these expenses do not have a material impact on
" earnings. ' The difference between fuel and purchased power costs mcurred and assocrated fuel revenues that is

o subject to recovery is deferred for future collectron or refund to customers. .

. ' Fuel and purchased power expenses were 8559 mxllron for the six months ended June 30 2004 whrch represents a
- 814 million i increase compared to the same penod in the prior year. This i mcrease is pnmanly due to higher system
requrrements caused by favorable weather and customer growth . . 4
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. O&M costs were $435 mxllxon for the six months ended June 30 2004 which represents a $35 million increase
‘compared to the same period in 2003 0&M charges were favorably 1mpacted by $16 million related to the
_ retroactive reallocation of Service Company costs in the prior year. In addition, O&M costs increased 318 million

S pnmanly due to an mcrease in outage scope and duratxon at the nuclear plants

: ’Deprecratxon and amortrzatron expense decreased $27 mrlhon from $281 mxlhon for the six months ended June 30,

" 72003 to $254 million for the six months ended June 30, 2004. ' As previously discussed, PEC filed a depreciation
" study which allowed the utility to reduce the rates used to calculate depreciation expense. The impact of the study .
.+ .. for the six months ended June 30, 2004 was a reduction of depreciation of $18 million compared to the same prior -’
* . year period. ‘In addition, clean air amortization for the six months ended June 30, 2004 decreased $23 million -

compared to the same prior year period. These items were partially offset by higher deprecxatlon expense due to -
" assets placed in service of $8 million and the $14 million impact of the ad_]ustment booked in 2003 related to the
B unplementatton of SFAS No. 143 as prevxously dlscussed .

- -ATaxes other than on income have increased $9 rmllron from $79 mllhon for the six months ended June 30, 2003 to
- $88 million for the six months ended June 30, 2004. This iricrease is due to an increase in gross receipts taxes of $5
. million related to an increase in revenues and a 2004 adjustrnent related to the pnor year, and an mcrease m

' property taxes of §2 rmllxon

i PROGRESS ENERGY FLORIDA

PEF contnbuted segment proﬁts of $84 rrullron and 561 mxlhon for the three months ended June 30 2004 and 2003,
respecttvely, and $133 million and $132 million for the six months ended June 30, 2004 and 2003, respectively.

‘ ', *‘The increase in proﬁts for the three months ended June 30, 2004 when compared to 2003 is primarily due to a
-. reduction ‘in the . -provision for revenue shanng, ‘the additional return on’ investment for the Hines 2 plant and _
" favorable customer growth. Profits for the six months ended June 30, 2004 increased slightly due to a reductionin .-

" the provision for revenue sharing, favorable customer growth and the additional retun on investment on the Hines

o - 2 plant, parnally offset by hxgher O&M charges and mcreased deprecxatron expense from assets placed in service.

. PEF's electnc revenues for the three and six months ended June 30 2004 and 2003 and the amount and percentage :
o 'change by customer class are as follows RN . . o

(in mtlhons of§) - - | - ThreeMonthsEnded June30 - - - Six Months Ended June 30 .

‘ Customer Class N "~ 2004 Change °~ % Change 2003 2004 Change -% Change 2003

“.+ | Residential - - . . | $422 . $8 - .. 19.. $414| 5 84 $ 26 - 33. § 798

Commercial - -~ . | . 214 - 7.22 115 0 o192 395 -5 - 155 -342

Industdal =~ .. - - - 66 .- 10 7179 .- 56| . 128 24 23.1 . 104
Governmental ... | - -5 -6 130 .. 46 99-. 15 179 84| -
Retail revenue sharing . N <) MR- DU 1) ) IR ¢) 21 L, 28 |-

~- Total retail revenues o780 717 L7104 S 680 1,439 . 1390 . 107 . . 1,300

Wholesale --.. - Sl o83 30 60 LT S0 1200 0 (1) T (0.8) 121

Unbilled .. . - | -~ 24 11 . . F2 ST TR | A : 7

Miscellancous oo -32°0 -2 67 " 30 67 T - e - 67

" Total electric revenu'es' ‘| S 860 S 93 12, 1' 3 767 $1,644 $ 149 - 10.0 $ 1,495

" PEF’s electnc energy sales for the three and six months ended June 30 2004 and 2003 and the amount'and
percentage change by customer class are as follows .

(in thousands of mWh) : ’l'hree Months Ended June 30 . Six Months Ended June 30
... | Customer Class = - -- 2004 Change % Change 2003 2004 Change % Change . 2003
‘| Residential - .. |- 4505 - " (198) - (42)  --4,703 |. 8,797 = -(459) 5.0 - 9,256
Commercial. - | 2,941 T (10). - (03). -2,951 | 5431 .- 38 .07 -5,393
Industrial .~ .- | 1,051 T 43 . “43....71,008| 2,074 . 150 - 78 . 1924
Governmental =~ . " 751 - - 9 7 - 12 742 | 1423 .0 25 .. 18 _- 1398
Total retail energy sales 9,248 ° (156) | (1.7)' 9404 17,725 (246) < - . (14) - 17,971
Wholesale =~ - 1,093 . 203 228 890 |. 2415. 249 - 1L5 - *-2,166
- | Unbilled = .70 |7 7907 - 292 o7 498 | . 655 101 - 554
TotalmWhsales -~ . |- 11,131 - 339 . 3.1 10,792 | 20,795 - 104~ 05 20,691



RN

. Three months ended June 30, 2004 comgared to the three months ended June 30, 2003

h 'PEF’s revenues, excludmg recoverable fuel and other pass-through revenues of $479 million and $422 mrllron for

- . the three months ended June 30,72004 and 2003, ‘respectively, increased $36 million. This increase was due

pnmarxly toa reduction in the provision for revenue sharing of $25 million. The provision for revenue sharing in
the prior year included an additional $18 million related to 2002 as ordered by the FPSC and the year to date accrual -

. for 2003 which was S7 million higher than the provisions recorded during 2004. ‘Revenues were also increased $11

million and $10 million, respectlvely, due to favorable customer growth and the feturn on investment on Hines Unit -

- 2 which was placed in service December 2003. PEF has approximately 37,000 additional customers as of June 30,

-+ 2004 compared to June 30, 2003. ‘Based on the’ Stipulation and Settlement Agreement reached with the FPSC in B

S April 2002, begmmng with the in-service date of PEF’s Hines Unit 2 and continuing through December 2005, PEF

will be allowed to recover through the fuel cost recovery clause a return on average investment and depreciation

- expense for Hines Unit 2, to the extent such costs do not exceed ‘the Unit’s cumulative fuel savings over the

_recovery period. These increases ‘were partrally offset by the 1mpact of mr]der weather in the current year of .

i _approxrmately $5 rmllron .

" Fuel and purchased power costs represent the costs of generauon whrch includes fuel purchases for generanon as'
* well as energy purchased in the market to meet customer load. -Fuel and purchased power expenses are recovered

: ":'prrmarrly through cost recovery clauses and, as such, changes in these expenses do not have a material impacton . -

earnings. The differénce between fuel and purchased power costs mcurred and assocrated fuel revenues that is

S “subject to recovery is deferred for future collectwn or refund to customers

. Fuel and purchased power expenses mcreased $57 mrlhon from $358 rmlhon for the three months ended June 30 ’
" ..2003 to $415 million for the three months ended June 30, 2004. This increase is attributable primarily to an

“increase in fuel used in electric generation which increased $59 million. ngher system requrrements and increased
" fuel costs in the current year. account for $32 million of the increase in fuel used in electnc generation. The
“ remaining increase is due to the recovery of fuel expenses that were deferred in the pnor year, as well as the defenal
’ of current year expenses : : -

o _ O&M costs decreased $2 nulhon when compared to the $154 rmllron 1ncurred dunng the three months ended June
" 730, 2003. This decrease is primarily related to the timing of outages and maintenance at generation facilities of $3

_.million and a ‘reduction in costs allocated from the Service Company of $1 million partially offset by hxgher costs
h assocrated wrt.h planned rehabrhty unprovements of approxrmately 52 mllhon . A :

: 'Deprecxauon and amortrzatlon decreased $8 rmlhon when compared to the $80 million mcurred durmg the three

*. - months ended June 30, 2003, pnmanly due to the amortization of the Tiger Bay regulatory asset in the prior year.

The Tiger Bay regulatory asset, for contract termination costs, was recovered pursuant to an agreement between
PEF .which was approved by the FPSC in 1997 and as such ﬂuctuatrons in this expense did not have an impact on

"+ earnings. Dunng the second quarter of 2003, Tiger Bay amortization was $15 million. The Tiger Bay asset was

fully amortized in September 2003. The decrease in Trger Bay amortrzatron was pamally offset by additional -
deprecxatron for assets placed in servrce T . : 4

¥

- . Slx months ended June 30, 2004 compared to the six months ended June 30, 2003 A

. PEF‘s revenues, excludmg recoverable fuel and other pass~through revenues of 3926 mxlhon and 8794 million for

" the six months ended June 30, 2004 and 2003, respectively, increased $17 million. This increase was 'due primarily
to a reduction in the provrsron for revenue sharing of $21 million.- Results for 2003 included the accrual of an

" additional $18 million related to the 2002 revenue sharing provxsxon as ordered by the FPSC in June of 2003. In
addition, the return on mvestment on Hines 2 and favorable customer growth : increased revenues by $19 million and

* $9 million, respectrvely These mcreases were pamally offset by the 1mpact of nulder weather in the current year of
approxrmately $17 mxlhon ' s h S e -

Fuel and purchased power costs represent the costs of generanon whlch mcludes fuel purchases for generatlon as -
", well as energy purchased in the market to meet customer load. Fuel and purchased powér expenses are recovered _

‘: prrmanly through cost recovery clauses and, as such, changes in these expenses do not have a material impact on
" eamnings. The difference between fuel and purchased power costs incurred and assocrated fuel revenues that is

‘f-'subject to recovery is deferred for future collecuon or refund to customers I Sl
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; Fuel and purchased power expenses were $805 million for the six months ended June 30, 2004, which represents a
$132 million increase compared to the same period in the prior year. = This i increase is due to an increase in fuel

.. used in electric generation of $143 million offset by a reduction in purchased power costs. This increase in fuel

.used in electric generation is due to the recovery of fuel expenses that were deferred in the prior year, as well as the -

- deferral of current year fuel expenses. In November 2003, the FPSC approved PEF’s request for a cost adjustment

_-in its annual fuel ﬁhng due to the rising costs of fuel. The new rates became effective January 2004. The decrease
* in purchased power expense of $11 million is attributable primarily to the Hines 2 Plant being placed in service in
g December of 2003 thereby reducrng the need for purchased power A '

.'O&M costs mcreased $l7 mr]lron when compared to the $295 mrlhon mcurred dunng the six months ended June
30, 2003. This increase is primarily related to higher costs associated with scheduled plant outages and planned-
:relrabrhty unprovements of approxrmately 39 mrllton each ‘ :

L Deprecratron and amortrzatron decreased 518 rmlhon when compared to the $159 rmlhon mcurred dunng the six
" months ended "June 30, 2003; primarily due to the amortization of the Tiger Bay regulatory asset in the prior year.

': " The Tiger Bay regulatory asset, for contract termination costs, was recovered pursuant to an agreement | between
- PEF which was approved by the FPSC in 1997, and as such fluctuations in this expense did not have an impact on

- -eamnings.  During the six months ended June 30, 2003, Tiger Bay amortization was $30 million. The Tiger Bay
-~ asset was fully amortized in September 2003. The decrease in Trger Bay amortrzatlon was partrally offset by
- -"addrtronal deprecratron for assets placed inservice.- . : :

U .DIVERSIFIED BU.,INESSES '

' The Company S drversrﬁed busmesses consrst of the Fuels segment, the CCO segment the Rail segment and the

. 'Other segment These busxnesses are explamed in more detail below LT

G FUELS

- The Fuels segment operatlons rnclude synthetre fuels productron natural gas productron, coal extractron and
! terminal operations. -Fuels’ results for the six months ended June 30, 2003 were restated to reflect seven months of
‘ eamrngs for certain operatlons pnmanly synthetrc fuel facrlmes - :

The followrng summanzes Fuels segment proﬁts for the three and six months ended June 30 2004 and 2003

. - . L ‘ Threc Months Ended June 30 . er Months Ended June 30
(in millions) o Lo - 2004 g 2003 - 2004 2003
. Synthetic fuel operations - -*- 7 .- 836 .- %49 S 72 . $ 8
Gasproduction ~~- -~ - T2, 9L 250 16
Coal fuel and other operatrons . T T R . . (2)
: Segments Proﬁts : L $56 $ 58 -$104 $ 97

- Svnthetrc Fuel Operatrons L ‘. . »f S e o o

STy

- AThe synthetrc fuel operatrons generated net profrts of $36 mrlhon and $49 million for the three months ended June

-. 30,2004 and 2003, respectively, and $72 million and $83 million for the six months ended June 30, 2004 and 2003,
. respectively. “The production and sale of synthetic fuel generate operating losses, but qualify for tax credits under
. Section 29 of the Code, which more than offset the effect of such losses. See Note 12 to the Progress Energy Notes

. to the Consohdated Interrm Frnancxal Statements for further drscussxon of synthetxc fuel tax credrt matters o R

, The operatrons resulted in the followmg for the three and six months ended June 30 2004 and 2003

Three Months Ended June 30 . Six Months Ended June 30

[Comillions) . . 2004 2003~ 2004 2003
{Tomssald - o a1 3057 55
Operatmg losses, excludtngtaxcredtts SR 835 .8 (33) o san ©5.(65)
Tax credits generated - . A LIS 82 . ‘149 - 7148
Netprofits  * . o S 36 - -8 49 $-72 - S 83



- Synthetrc fuels net proﬁts decreased m the three months ended June 30 2004 as compared to the same period in
2003 due primarily to a reduction in- ‘credits eamed of $4 million as a result of a decrease in tons sold and an
_ increase in operating cost of $4 million after-tax. Synthetic fuel profits decreased in the six months ended June 30,
.. 2004 due primarily to increases in operating cost of $10 million. . The Company anticipates total synthetic fuel
"productron of approxrmately 11 to 12 rmlllon tons for 2004 whrch is comparable to 2003 productron levels.

S ;Natural Gas Operatton

Natural gas operatlons generated proﬁts of SlZ million and $9 mrlhon for the three months ended June 30 2004 and
2003, respectively, and $25 million and $16 million for the six months ended June 30, 2004 and 2003. The increase -

- -~ in production resultrng from the acquisition of North Texas Gas in late February 2003 and increased drilling and

. higher gas prices in 2004 contributed to increased eamnings in 2004 as compared to 2003, .In October 2003, the

Company completed the sale of ‘certain gas producing propertres owned by Mesa’ Hydrocarbons LLC. The
. following summarizes the gas produetlon revenues and gross margms for the three and six months ended June 30,
+ 2004 and 2003 by productxon facrhty : - :

" Three Months Ended June 30 . Six Months Ended June 30

I A 2008 - 2003 2004 2003

) . ~ Production in Befequivalent . T T L . .

IMesa .. - o T T e L ,'15-_ R 32

Westchester = -.. . .- 49 07 Lo .31 .. %0, . 63

North Texas Gas =~ .. oo s 2y 18 . 83 2.4

i TotalProductlon IO 1.6 6.4 143 11.9

. Eevenuesmmllhon e e T e ‘ o

Mesa ... v - . - e s e 83 . -8 - . 8 8

-~ | Westchester ~ .. .. T T oo 226 0 L T160 T T 48 - 3]

| North TexasGas ~ .~ . = .~ S 14 100 27 - .. 14

. TotalRevenues "« ~. - . L. . .  $40 . 829 - 875 $ 53
ot - 7 GrossMargin - - .- - R S ’

| inmillionsof$ .~ - . . o0t . 0§33 00 8§24 - . T $S60 - . . $43

S 'Asa%ofre'venues‘ R o T 83% - 83% . 80% 81%

- 'Coal Fuel and Other Onerattons

~ Coal fuel and’ other operatrons generated segment profits of $8 mlllron for the three months ended June 30, 2004'
compared to zero segment profits for the comparable period in the prior year. For the six months ended June 30,

o 2004, coal fuel and other operatrons generated segment profits of $7 million eompared to a segment loss of $2

- _million for the comparable penod in the prior year. This increase in profits for the quarter and year to dateis dueto -
" higher volumes and margins for coal fuel operations of $9 million after-tax offset by a reduction in profits of $4°
" million after-tax for fuel transportation operations related to the waterbome transportatxon rulmg by the FPSC. See '
- Note 4A of the Progress Energy Consolidated Interim Financial Statements.- The increase in profits is also due to
* " the impact of the retroactive Service Company allocation in the prior year. Results in the same period for the prior
year were negattvely 1mpacted by the retroactrve reallocatron of Servrce Company costs of $4 million after-tax. '

' COMPETITIVE COMMERCIAL OPERATIONS

o CCO's operatrons generated segment proﬁts of $5 rmllron for the three months ended June 30, 2004 compared to 82
- million of segment profits for the comparable period in the prior year. Results for the three months ended June 30,

AR 2004 were favorably impacted by margins on new contracts and market sales of $15 million partially offset by an o

-~ increase in fixed costs.. Fixed costs increased $6. million from additional depreciation and amortization on plants

. placed in service and from an increase in interest expense of $4 million due pnmanly to mterest no longer being

e capxtahzed due to the completxon of constructron inthe pnor year

A CCO's operatrons generated segment losses of S3 mxlllon for the srx months ended June 30, 2004 compared to Sll .
- million of segment profits for the comparable period in the prior year. Results for the six months ended June 30,
2004 were favorably impacted by increased gross margin which was offset by higher fixed costs. Revenues
- ~increased a net of $34 million in the six months ended June 30, 2004 due to increased revenues from marketing and ™ -
~ tolling contracts offset by a termination payment received on a marketing contract in 2003 and mark to market
: losses of SlO rmllron Expenses for the cost of fuel and purchased power to supply our marketmg contracts offset .



. the mcreased revenues of $34 mlllxon nettmg to an increase in gross ‘margin of $4 million for the six months ended -
- June 30, 2004 as compared to the same prior year penod Fixed costs increased $14 million from additional
depreciation and amortization on plants placed into service in 2003 and from an increase in interest expense of $10

* . ‘million due primarily to interest no longer being caprtahzed due to the completion of construction in the prior year.
". Expenses were favorably- xmpacted by a reduction in Service Company allocations. Results” for 2003 were

- negatrvely 1mpacted by the retroactrve reallocatron of Servrce Company costs of $3 rmlllon (2 million after-tax)

S R . Three Months Ended June30  Six Months Ended June 30

- | {in millions) S - - 2004 2003 - 2004 . 2003

.| Total revenues o : - 872 - . 8§33 . .- $105 § 7
Gross margin T L e :

* Inmillionsof§ - -1 A 7 A Y :§ 65 . §-61

“ | "Asa%ofrevenues ., o '58% - . 8% - 62%  86%

Segmentproﬁts (losses)  ~° - - S 5 $ 2 8B 3 ll

| .'iThe Company has contracts for 93% of planned productron capacrty for 2004 and approxrmately 77% in both 2005

" and 2006. The 2005 decline results from the expiration of three tolling contracts The Company continues to
" pursue opportumtxes wrth both current and new potentral customers ': . ‘ o

" RAIL

s

" . Rail’s operations include railcar and locomotive repair, trackwork, rail parts réconditioning and sales, scrap metal

- recyclmg and other rail related services. The Company sold the majority of the assets of Railcar Ltd., a leasing A

. 'subsrdrary, in 2004 See Note 3B of the Progress Energy Notes to the Consolrdated Intenm Fmancxal Statements

o Rarl contnbuted segment proﬁts of $4 mrllron and §2 rmllron for the three months ended June 30 2004 and 2003,

 respectively. Revenues have mcreased $71 million to $285 million for the three months ended June 30, 2004

T compared to the same period in the prior year. This increase is due pnmanly to increased volumes and higher
- pnces in recycling operatrons and in part to increased productron and sales in locomotive and railcar services and
- engineering and track services. = Cost of goods sold increased $62 million compared to $188 million in the prior

- year.. The increase in costs of good sold is due to increased costs for inventory, labor and operatrons as aresult of
" ‘the increased’ volume in the recychng operations, locomotive and railcar services and engineering and track '
_-services. “The increase in margins of $9 million was partrally offset by an mcrease in general and admrmstratrve

' : costs related pnmarrly to hrgher professronal fees

‘ 'Raxl contnbuted segment proﬁt of $9 million for the six months ended June 30 2004 compared wrth a segment loss

AR of S1 million for the same period in the prior year. Revenues have increased $130 nulhon to $523 million for the

- six’months ended June 30, 2004 compared to the same penod in the prior year. This increase is due primarily to

" - .increased volumes-and hrgher pnces in recyclmg operations and in part to increased production and sales .in . '

"locomotxve and railcar services and ¢ engmeermg and track services. Cost of goods sold increased S112 million
S compared to $455 million in the prior year. - The increase in costs of good sold is due to increased costs for
-. inventory, labor and operatxons as a result of the increased volume in the recycling operations, locomotive and
railcar services and engineering and track services. Results in the prior year were negatively xmpacted by the -
retroactive reallocation of .Service Company costs of $3 rrulhon after-tax. .The favorability related to the
. ‘greallocatron was offset by an mcrease in general and adrnmrstratrve costs in the current year related pnmanly to

p lugher professronal fees. . : :

L 'OTHER BUSINESSES SEGMENT

Progress Energy s Other segment pnmanly mcludes the operatrons of SRS and the telecommumcatrons operatrons

- -of PTC LLC. SRS is engaged in providing energy services to industrial, commercial and institutional customers to
" help manage energy costs and currently focuses its activities in the southeastern United States. PTC LLC operatrons _

. provrde broadband eapacrty semces, dark ﬁber and wrreless semces in Flonda and the eastern Uruted States. =

SRS recorded a net loss of $29 rrullron for the three months ended June 30 2004 compared wrth proﬁts of less than \

" $1 million for the same period in the prior year. SRS recorded a net loss of $29 million for the six months ended

" June 30, 2004 compared to a net loss of less than $1 million for the six months ended June 30, 2004.- The increased

"‘segment loss compared to the prior year is due primarily to the recording of the litigation settlement reached with

. San Francisco United Schoo! District related to civil proceedings. In June of 2004, SRS reached a settlement with
. '_the sttnct whrch settled all outstandmg clarms for approxrmately $43 rmllron pre-tax ($29 million after-tax). -

-



CORPORATE SERVICES

' Corporate Services includes the’ operauons of the }Ioldrng Company, the Semce Company and consohdatron
entmes as summanzed below : , : .

T Mo m Eiel T 30— S Moot Baded Tona 30

“| (inmillions) -~ o © 2004 2003 2004 - 2003

. Otherinterestexpense - .. .- - -~ ~$(66) - . 8(70) . - $(139) = $(141)

= 7| Contingent value obhgatxons S B () Q3. S -
-], Tax levelization- - o N O I ) I - 43) -5

| “Tax reallocation T Y () RN ). - (18) (18)

: 'Othermcometaxes T 28 3 ¢ 65 .62

Other A () I N (3) (16 - - (10)
Segrnent proﬁt (loss) S $ (63) L $(58) R S (164) - 3 (102)

' ,- Other mterest expense decreased 54 rmllron compared to $70 million for the three months ended June 30, 2003 and .
" it decreased $2 million compared to $141 million for the six months ended June 30, 2003. ' Interest expense
- decreased during the current periods due to the repayrnent of a $500 million unsecured note by the Holding

" . company on March'1, 2004 which reduced interest expense by $8 million pre-tax for the quarter and year to date. -

- This reduction was offset by interest no longer being capitalized due to the completion of construction at the CCO
© " segment in the pnor year. Approxxmately $4 million (52 -million after—tax) and 310 mrllxon ($6 after-tax) was '
- caprtahzed in the three and srx months ended June 30 2003 respectlvely :

: Progress Energy 1ssued 98. 6 mrllron contmgent value obhgatrons (CVOs) in connectron wrth the 2000 FPC
- acquisition, Each CVO represents the right to receive contingent payments based -on ‘the performance of four

S synthetic fuel facilities owned by Progress Energy The payments, if any, are based on the net after-tax cash flows

" the facilities generate. At June 30, 2004 and 2003, the CVOs had fair market values of approximately $36 million

- . and $14 million, respectively.’ . Progress Energy recorded an unrealized loss of $5 million and $2 million for the

: three ‘months ended June 30, 2004 and 2003, respectively, to record the changes in fair value of the CVOs, which
had average unit prices of $0.36 and 30. 14 at June 30, 2004 and 2003, respectively. Progress Energy recorded an - -

B -unrealized loss of $13 million for 'six months ended June 30, 2004.- The CVO values at June 30,-2003 were

-unchanged from the January 1, 2003 values, thus requmng no recogmtron of unreahzed gain or loss for the srx'

.. months ended June 30,2003,

GAAP reqmres compames to apply a levehzed eﬂ'ecttve tax rate to mtenm penods that is consistent wrth the

R estimated annual effective tax rate” Income tax expense was increased by $5 million for the three months ended
"+ June 30, 2004 and 2003, respectlvely, in order to maintain an effective tax rate consistent with the estimated annual

. rate. Income tax expense was increased by $43 million and decreased by $5 million for the six months ended June

- 30,2004 and 2003, respectively. The tax credits associated with the Company's synthetic fuel operations pnmanly ,

" drive the reqmred levelization amount. Fluctuations in estimated annual eamings and tax credits can also cause -
* large swings in the effective tax rate for interim penods Therefore thrs adJustment will vary each quarter, but wrll‘
have no effect on net mcome for the year. . - S o . . . :

: Other expenses xncreased $3 mrllron and $6 nulhon for the three and six months ended June 30 2004 and 2003 '
... respectively, as compared to the same prior year periods. This increase is due pnmanly to.an mcrease in
o dcprecxatron expense at the Servrce Company due to assets bemg placed in servrce ‘ -

T DISCONTINUED OPERATIONS ' ‘-

- I In 2002 the Company approved the sale of NCNG to Piedmont Natural Gas Company, Inc. The sale closed on

- September 30, 2003. Net proceeds of approximately $443 million from the sale of NCNG were used to reduce
"~ outstanding short-term debt. NCNG contributed $1 million of net income for the three months ended June 30, 2004. .

compared with $3 million of net income for. the same prior year period. During the three months ended June 30,

o . 2004, the Company recorded an additional gain after taxes of approxrmately $1 million related to deferred taxes on

.' the loss from the NCNG sale. NCNG contributed $1 million of net income for the srx months ended June 30,2004

S o compared to $14 rrullxon for the comparable pnor year penod



LIQUIDITY AND CAPITAL RESOURCES . Wb, L

Progress Energy, Inc. . : ‘ :
.- Progress Energy isa regrstered holdmg company and as such has rio operauons ofits own. Asa holdmg company,
- Progress Energy s primary cash obligations are its common dividend and interest expense. "The ability to meet its
* obligations is primarily dependent on the eamings and cash flows of its two electric utilities and nonregulated
: sub51d1ar1es and the abxhty of’ those subsrdranes to pay dtvrdends or repay funds to Progress Energy
Net cash provrded by operatrng actrvmes of $915 rrulhon mcreased $8 nullron for the six months ended June 30
-: 2004, when compared to $907 million in the corresponding period in the prior year. The slight improvement in cash -
_* from operating activities for the 2004 period is primarily due to approximately $100 million of lower operating cash
.- flow at PEF for the period in 2003, which resulted from an under recovery of fuel costs, and reduced working
S caprtal needs of nearly $50 million in the current year. These unprovements in cash from operatmg activities were '
partrally offset by a$lil4 mrllron decrcase in net income for the penod '

i ‘ Net cash used in mvestmg actmtxes of $59l nulhon decreased $604 nullron for the six months ended June 30, 2004
when compared to $1.2 billion in the corresponding period in the prior year. The decrease is primarily due to
-reduced nonregulated capital expendttures primarily the purchase of North Texas Gas assets and a long-term power -

"+ supply contract during the first half of 2003. In addition, proceeds from the saIe of Rarlcar Ltd. assets reduced net'
o mvestmg cash requrrements durmg the first half of 2004 ,

o For the first six months of 2004 Progress Energy 5 cash from operauons less cash used in mvestmg activities
" increased approximately $600 million. The improvement was due to the reduction in capital expenditures discussed
. - above. The positive cash flow combined with the equity issuance of $58 nulhon helped reduce the Company’s
‘ consolrdated leverage to 58 2% from 58 9% as of December 31 2003 : :

. Progress Energy took advantage of favorable market condmons and entered into a new $l 1 billion five year line of
" credit, effective August'S, 2004, and expiring August 4, 2009. . This facility replaces Progress Energy s $250
L nulhon 364 day lme of credrt and its three-year $450 nulhon lme of credlt whxch were set to exprre in November
,-2004 R oL S :

a .On July 28 2004 PEC extended its 5165 mrllron 364 day lme of credxt, whrch was to exprre on July 29 2004 “The

R ‘. “line of credrt will e expxre on July 27, 2005

| On Apnl 30 2004 PEC redeemed $34 7 million of Darlmgton County 6 6% Senes Pollutlon Control Bonds at
102.5% of par,'$1.795 million of New Hanover County 6.3% Series Pollution Control Bonds at 101.5% of par, and

- A SZ 58 mrlhon of Chatham County 6. 3% Senes Pollutron Control Bonds at 101 5% of par with cash from operations.

"7 On March 1 2004 Progress Energy ‘'used available cash and proceeds from the 1ssuance of commercial paper to‘

P retire $500 million 6.55% senior unsecured notes. Cash and commercxal paper capacity were created pnmanly from
- the sale of assets and early long term debt fmancmgs in 2003 o

' On January 15 2004 PEC paid at matunty $150 rrulhon 5. 875% Fxrst Mortgage Bonds thh commercral paper
- proceeds. . On April 15, 2004, PEC also paid-at maturity $150 rrulhon 7 875% Ftrst Mortgage Bonds with’
commercral paper proceeds and cash from operatlons o _‘; o A . . .

o On February 9, 2004 Progress Capxtal Holdmgs Inc pard at matunty $25 rmlhon 6. 48% medrum term notes thh

- excess cash L _ N

“For the six months ended‘June '30',:.2004,' the 'Company issued appro:'rimately, 1.3 million shares representlng

N approxxmately $58 million in proceeds from its Investor Plus Stock Purchase Plan and its employee benefit plans.
" ~For the six months ended June 30, 2004 and 2003 the dmdends pald on common stock were approxxmately $280

e rrulhon and $268 rmlhon, respectwely

._\‘PEC has exclusrvely utlhzed extemal fundmg for its decommxssxomng habthty since’ 1994 Pnor to. 1994 PEC
.- retained its funds internally to meet its decommissioning liability. A North Carolina Utilities Comrmssron (NCUC)
. “order ‘issued in February 2004 found that by January 1, 2008, PEC must begin transitioning these amounits to -
- external funds. The transition of $131 mrlhon must be completed by December 3], 2017 and at least 10% must be
. ftransmoned each year. : : r : : : ;



The amount and tumng of future sales of company secuntnes wxll depend on market conditions, operating cash flow,
- asset sales and the specific needs of the Company The Company may from time to time sell securities beyond the
amount needed to meet capital requirements in order to allow for the early redemption” of long-term debt the
L redemptron of preferred stock the reductron of short-term debt or for other general corporate purposes.

- Future Commxtments

. As of June 30 2004 Progress Energy 5 contractual cash obhgatxons and other commercxal commxtments have not
changed matenally from what was reported in the 2003 Annual Report on Form lO-K.

-',The total amount of hqmdlty requrrements assocrated wrth guarantees for the company s nonregulated portfoho and' '

' - power supply agreements is $497 rmllron

X o -As of June 30 2004 the current portxon of long-term debt is 5343 rmlhon ’

o As of June 30 2004 Progress Energy s guarantees 1ssued on behalf of thrrd pames were approxlmately $24 million.

OTHER MATTERS o

v-" . "PEF Rate Case Settlement o

"~ In March 2002 the partles in PEF’s rate case entered 1nto a Stlpulatton and Settlement Agreement (the Agreement) '

" related to retail rate matters. The Agreement was approved by the FPSC and is generally effective from May 1,

. .2002 through December 31, 2005; provided, however, that if PEF’s base rate eammgs fall below a 10% return on
o 'equrty, ‘PEF may peutron the FPSC to amend tts base rates : “ , . :

-anlhetzc Fuels Tax Crea'u - iR

..'Progress Energy s synthetrc fuel operatxons are subject to ‘numerous nsks that may unpact the Company, its

" " operations, ‘and the value of its securities. - Many of these risks are discussed in the Company s.2003 lO-K

partrcularly the Rxsk Factors sectron You should carefully read about these risks.

Progress Energy, through its subsrdxanes produces a coal-based sohd synthetrc fuel ’I'he productron and sale of the
synthetic fuel from these facilities qualifies for tax credits under Section 29 of the Code (Section 29) if certain
. requirements ‘are. satisfied, including 'a requirement that the synthetic fuel drffers significantly in chemical
" composition from the coal used to produce such synthetic fuel and that the fuel was produced from a facility that
..~was placed in service before July 1, 1998. Synthetic fuel tax credit amounts not utilized are carried forward " .
indefinitely -as alternative minimum tax credits. All of Progress Energy’s synthetic fuel facilities have received .
" private letter rulings (PLRs) from the Internal Revenue Service (IRS) with respect to their synthetic fuel operations.

~ - 'These tax credits are subject to review by the IRS, and if Progress Energy fails to prevail through the administrative

or legal process, there could be ‘a significant tax liability owed for previously taken Section 29 credits, with a

" significant impact on earnings and cash flows.” Additionally, the ability to use tax credits currently bemg carried .

“forward could be denied. Total Section 29 credits generated to date (including those generated by FPC prior to its
acquisition by.the Company) are approximately $1.4 billion, of which $584 million have been used and $807
million are being carried forward as deferred tax credrts The current Sectlon 29 tax credlt program exprres at the
endof2007 S S Do

. ; In September 2002 all of the Company S majonty-owned synthetrc fuel entities were accepted into the IRS s Pre-

.frhng Agreement (PFA) program. The PFA " program allows -taxpayers to voluntarily accelerate the IRS exam -
_ process in “order to seek resolution of specific issues. Either the Company or the IRS can withdraw from the
e program and issues not resolved through the program may proceed to the next level of the IRS exam process.

L ‘In July 2004 Progress Energy was nonﬁed that the Intemal Revenue Servrce (IRS) ﬁeld audrtors ant1c1pate taking

an adverse position regarding the placed-in-service date of the Company’s four Earthco synthetic fuel facilities. Due .

to the auditors’ ' position, the IRS has decided to exercise its right to wnhdraw from the Pre-Fxlmg Agreement (PFA) - . :

L program with Progress Energy. With the IRS’s withdrawal from the PFA program, the review of Progress Energy’s
" Earthco facilities is back on the normal procedural audit path of the Company’s tax returns. The IRS has indicated

- - that the field audit team will provide its written recommendation later this year. After the field audit team’s written - -
" recommendation is received, the Company will begin the Appeals process within the IRS. Through June 30, 2004

N ?Vthe Company, ona consohdated basrs, has clatmed $l blllron of tax credrts generated by Earthco facxlmes If these



'.connectlon wrth thrs mvestxgatron The Company cannot predrct the outcome of thxs matter

TYEWY
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» crednts were drsallowed the Company s one time exposure for cash tax payments would be $229 million (excludmg
- interest), and earnings and equity " would be reduced by-$1 billion, excludmg interest. The Company believes that

the appeals process could take up 1o two years to complete however, 1t ‘cannot control the actual tlmmg of
resolutlon and cannot predlct the outcome of thxs matter. } :

In February 2004 subsrdranes of the Company finalized executron of the Colona Closmg Agreement wrth the IRS

concerning their Colona synthetic fuel facilities. The Colona Closing Agreement provided that the Colona facilities

- were placed in service before July 1, 1998, which is one of the qualification requirements for tax credits under
Section 29." The Colona Closing Agreement further provides that the fuel produced by the Colona facilities in 2001

. is a “qualified fuel” for purposes of the Secnon 29 tax credxts 'I'lus action concluded the IRS PFA program with

: .respect to Colona _ , . _ .

‘In June 2004 the Company through its subsrdxary, Progress Fuels sold in two transactxons a combmed 49 8 percent
. . partnership interest in Colona Synfuel Limited Partnership, LLLP, one of its synthetrc fuel facilities. -Substantially
" all proceeds from the sales will be received over time, which is typical of such sales in the industry. Gain from the
" sales will .be ‘recognized on a cost recovery basis. The Company’s book value of the interests sold totaled

approximately $5 million. Based on projected production levels, the Company antlcrpates receiving total gross

e proceeds of approximately $30 million per year, on an annualized basis. “Under the agreements, the buyers have a
.. right to unwind the transactions if an IRS reconfirmation private letter ruling (PLR) is not received by October 15,
' 2004 Therefore, no gaxn would be recogmzed pnor to the expxratron of that right.

. ' In October 2003 the United States’ Senate Permanent Subcommittee on Investrgatrons began a general mvestrgatron
"\ .concerning synthetic fuel tax credits claimed under Section 29. ‘The investigation is examining the utilization of the
. credits, the nature of the technologies and fuels created, the use of the synthetic fuel and other aspects of Section 29

and is not specific to the Company’s synthetic fuel operations. - Progress Energy is providing mformatxon in

~In management s opmxon, Progress Energy is complymg with all the necessary requrrements to be allowed such
" . credits under Section 29, and, although it cannot provide certainty, it believes that it will prevail in these matters.
" . Accordingly, the Company has no current plans to alter its synthetic fuel production schedule as a result of these - -
..~ matters.. However, should the Company fail to prevail in these matters, there could be material habrhty for
e prevrously taken Sectron 29 credlts wrth 2 matenal adverse 1mpact on eammgs and cash ﬂows . :

'Nuclear Matters

.The Umted States Nuclear Regulatory Comnussxon (NRC) on Apnl 19 2004 announced that it has renewed the
_ operating license for PEC’s Robinson Nuclear Plant (Robmson) for an‘additional 20 years through July 2030. The . |
S ongmal operating license of 40 years was set to'expire in 2010. NRC operating licenses held by PEC currently
.. "expire in December 2014 and September 2016 for Brunswick Units 2 and 1, respectrvely "An application to extend
.. these licenses 20 years is expected to be submitted in October 2004. The NRC operating license held by PEC for.

the Shearon Harris Nuclear Plant (Harris Plant) currently expires in October 2026 An apphcatron to extend thxs

* license 20 years is expected to be submxtted in the fourth quarter of 2006.

. .The NRC operatmg hcense held by PEF for Crystal River Umt No 3 (CR3) currently exprres in December 2016.
An apphcatxon to extend this hcense 20 years 1s expected tobe subrmtted in the first quarter 2009. ‘

- .On February 27 2004 PEC requested to have its license for the Independent Spent Fuel Storage Installatron at the
‘.Robmson Plant extended 20 years with an exemptton Tequest for an addmonal 20-year extensron Its current license
= 1s due to expu'e in August 2006 PEC expects to recelve tlus extensron h : .

Dunng the ﬂrst quarter of 2004 PEC met the requlrements of both the NCUC and the SCPSC for the ~
: 1mplementatron ofa deprecxatron study which allowed the utility to reduce the rates used to calculate depreciation
- expense.  The reductron in deprecratlon expense is pnmanly attnbutable to assumptron changes for nuclear_
-,generation e R .-~ . . . . . o :

) In February 2004 the NRC issued a revrsed Order for mspectxon requxrements for reactor pressure vessel heads at

PWRs. Progress Energy has reviewed the required inspection frequencies and has incorporated them into long

: range plans. Harris will complete the required non-visual NDE inspection prior to February 2008. Both CR3 and

Robinson will be required to mspect their new heads within 7 years or four refueling outages after replacement

.- CR3 plans to mspect its new head pnor to the end of 2009 and Robmson will need to mspect its new head pnor to
. 2012 C : : : - A



g The NRC has 1ssued various orders smce September 2001 with regard to secunty at nuclear plants These orders
. include additional restrictions on ‘access, increased secunty measures at huclear facilities and closer coordination

with the Company’s partners in mtellrgence military, law enforcement and emergency response at the federal, state

"and local levels. The Company is completing "the requuements as outlined in the orders by the established
.. “deadlines. As the NRC, other govérnmental entities and the mdustry contmue to consrder secunty issues, it is
. possible that more extensive security plans could be requrred -

L Franchxse ngatxon

Three cities, with a total of approxunately 18 000 customers, have lrtrgatron pendmg agamst PEF in various circuit-
" courts in Florida. As discussed below, three other cities, with a total of approximately 30,000 customers, have
subsequently settled their ‘lawsuits with PEF and signed new, 30-year franchise agreements. The lawsuits
- ‘principally seek 1) a declaratory judgment that the cities have the right to purchase PEF’s electric distribution
- system located within the municipal boundaries of the cities; 2) 2 declaratory Judgment that the value of the .
.- - distribution system must be determined through arbitration, and 3) injunctive relief requiring PEF 'to ‘continue to
_ .~ collect from PEF’s customers and remit to the cities, franchise fees durmg the pending litigation, and as Jong as PEF
. continues to occupy the cities’ rights-of-way to provide electric service, notwithstanding the expiration of the
" -franchise ordinances under which PEF had agreed to collect such fees. Five circuit courts have entered orders .
'requiring arbitration to establish the purchase price of PEF’s electric distribution system within five cities. Two
" .‘appellate courts have upheld these circuit court decisions and authonzed crtres to determme the value of PEF’s

electnc drstnbutron system wrthm the cities through arbltratron

o ,Arbrtratron in one of the cases (the Crty of Casselberry) was: held in August 2002 Followmg arbrtranon the parties
entered settlement discussions, and in July 2003 the City approved a settlement agreement and a new, 30-year

franchise agreement with PEF. ‘The settlement resolves all pending litigation with that city. A second arbitration

- (with the 13,000-customer City of Winter Park) was completed in February 2003. That arbitration panel issued an
* - "award in May 2003 setting the value of PEF’s distribution system within the City of Winter Park at approximately
. $32 million, not including separation and reintegration costs and construction work in progress, which could add -
_several million dollars to the award. . The panel also awarded PEF approxrmately $11 million in stranded costs,
. which according to the award decreases over time. .In September 2003, Winter Park voters passed a referendum that
-~ would authorize the City to issue bonds of up to approximately $50 million to acquire PEF’s electric distribution
‘'system. While the City has not yet definitively decided whether it will acquire the system, on April 26, 2004, the

City Commission voted to enter into a hedge agreement to lock into interest rates for the acquisition of the system

‘. " and to proceed with the : acqursrtron The City sought and received wholesale power supply bids and on June 23,
~.- 2004, executed a wholesale power supply contract with PEF. On May 12, 2004, the City solicited bids to operate

and maintain the distribution system. The City received bids on July 1, 2004, and expects to make its selection in

B August 2004. The City has mdrcated that its goal is to begin electric operauons in June 2005. At thts time, whether

and when there wrll be further proceedmgs regardmg the Clty of Wmter Park cannot be determmed

O 4A thrrd arbrtratron (wrth the 2 500-customer Town of Belleatr) was completed in June 2003 In September 2003 ,
_ _the arbitration panel issued an award in that case setting the value of the electric distribution system within the

‘Town at approximately $6 million. The panel further required the Town to pay to PEF its requested $1 million in

A' "separatron and reintegration costs and approximately $2 million in stranded costs. The Town has not yet decided -

‘whether it will attempt to acquire the system. . At this time, whether and when there wrll be further proceedmgs '

regardmg the Town of Bellearr cannot be detemuned

S A fourth arbrtratron (wrth the l3 000-customer Crty of Apopka) had been scheduled for January 2004 In December
" 2003, the Apopka City Commission voted on-first reading to’ approve.a settlement agreement and a 30-year
- franchise with PEF. The settlement and franchise became effective upon approval by the Commission at a second -

readmg of the franchrse in January 2004 The settlement resolves all outstandmg lmgatron between the parties.

- Arbttratron in the remammg crty s lmgatron (the l 500-customer Crty of Edgewood) has not yet been scheduled

As part of the above htrgatton, two appellate courts have also reached opposrte conclusrons regardmg whether PEF )

" must continue to collect from its customers and remit to the cities “franchise fees” under the expired franchise
- ordinances. PEF has filed an appeal with ‘the Florida Supreme Court to resolve the.conflict between the two
- .appellate courts. The Florida Supreme . Court held oral argument in one of the appeals in ‘August’ 2003.
" - Subsequently, the Court requested briefing from the parties in the other appeal, which was completed in November )

2003 The Company cannot predtct the outcome of these matters at this tune

Cet . , . - a— -



-Progress' Energy Carolinas, I-nc'

',The mformatton requxred by this 1tem is mcorporated herein by reference ‘to the followmg portions of Progress
. " Energy’s Management’s Discussion and Analysis of Financial Condition and Results of Operations, insofar as they .
. relate ‘solely to PEC RESULTS OF OPERATIONS LIQUIDITY AND CAPITAL RESOURCES and OTHER

T MATTERS

. _.A.matenal to PEC's consohdated ﬁnancral statements K

B ‘RESULTS OF OPERATIONS

‘ The results of operatrons for the PEC Electnc segrnent are 1dent1cal between PEC and Progress Energy. - The results -
" of operations for PEC’s non-utility subsidiaries for the three and six months ended June 30 2004 and 2003 are not

o LIQUIDITY AND CAPITAL RESOURCES .

As of June 30 2004 PEC’s contractual cash obhganons and other commercral comrrutments have not changed

- - matenally from what was reported in the 2003 Annual Report on Form 10-K. R

- -Cash provrded by operatxng aCthlthS decreased $45 mxllron for the six months ended June 30, 2004, when
. ;compared to the corresponding period in the prior year The decrease was caused pnmanly by a $34 mrlhon
~ -increase in workrng capntal requtrements s : .

b Cash used in mvestmg actrvmes decreased $l3 mrllron for the six months ended June 30 2004 when compared to

' 'the correspondmg penod in the prior year pnmanly due to Iower constructxon spendmg

_— $150 mllhon of Frrst Mortgage Bonds matured on January 15 2004 and 8150 rrulhon of First Mortgage Bonds S
.- "matured on April 15, 2004. ‘The remaining $300 million current portion of long-term debt will be refinanced or

' retxred through commercxal paper, capltal market transactlons and mtemally generated funds

e iOn July 28 2004 PEC extended rts $l65 rmlllon 364 day lme of credlt whxch was to expxre ‘on July 29 2004. The
" hne of credrt wxll expue on July 27, 2005 ' B .

‘ PEC has exclusxvely utrhzed extemal ﬁrndmg for its decommxssronmg habxhty smce 1994 Prior to 1994 PEC

* .- retained its funds internally to meet its decommissioning liability. A North Carolina Utilities Commission (NCUC)

- order issued in February 2004 found that by January 1, 2008, PEC must begin transitioning these amounts to -
. " external funds. - The transition of $131 mxlhon must be completed by December 31, 2017, and at least 10% must be
: j’ftransrtxoned each year. T 1. T L L . _
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’ Item 3 Quantrtatwe and Quahtatlve Dlsclosures About Market RlS

e RN

- ProgressEnergy,Inc._ h S - A

3

Other ‘than described below, the various nsks that the Company is exposed to has not matenally changed since

LT December 31, 2003

A 'Market nsk represents the potennal Ioss ansmg from adverse changes in market rates and prices. Certain market
~ risks are inherent in the Company’s financial instruments, which arise from transactions entered into in the normal

_ -course of business. " The Company’s primary exposures are changes in interest rates with respect to its long-term- :
. debt and commercial paper, and fluctuations in the return on marketable securities with respect to its nuclear '

decomrmssronmg trust funds. - The Company manages -its market -risk in accordance with its estabhshed risk
‘ management pohcres whxch may mclude entenng into vanous denvatrve transactlons - :

A " The Company s exposure to retum on marketable secuntres for the decomrmssromng trust funds has not changed

materially since December 31, 2003." The Company’s exposure to market value risk with respect to the CVOs has

- alsonot changed materially since December 31, 2003. . The exposure to changes in mterest rate from the Company 5

o commercral paper was not matenally dxfferent than at December 31 2003

- The exposure to changes in interest rates from the Company's ﬁxed rate and vanable rate ]ong-term debt at June 30
' 2004 has changed from Décember 31, 2003. The total fixed rate long-term debt at June 30, 2004 was $8.6 billion,

"' withan average interest rate of 6.53% and fair ‘market value of $9.3 billion. The tofal variable rate long-term debt at .

June 30 2004 was Sl. 1 brlhon w1t11 an average mterest rate of 1 70% and farr market value of Sl 1 bllhon '

A The company maintains a portron of rts outstandmg debt wrth ﬂoatmg mterest rates As of June 30, 2004
approxxmately 22% of consohdated debt was in floatmg rate mode compared to 18% at the end of 2003 '

: -_Progress Energy uses mterest rate denvanve mstruments to adJust the fixed and vanable rate debt components of i its
debt portfolro and to hedge mterest rates wrth regard to future fixed rate debt issuances. , :

Ly ‘~As of June 30 2004 Progress Energy had $1 bllhon of ﬁxed rate debt swapped to ﬂoaung rate debt by executmg

_ interest rate derivative agreements.. Under terms of these swap rate agreements, Progress Energy will receive a
" fixed rate and pay a floating rate based on 3-month LIBOR. These agreements expire between March 2006 and

."* . March 2011. .During the year, Progress Energy has entered into $350 million notional of open interest rate fair
. value hedges. . In March 2004, two interest rate swap agreements totaling $200 million were terminated. These
*’+ - swaps were associated with Progress Energy 5.85% Notes due in 2008. The loss on the agreements was deferred -

" . and is being amortrzed over the llfe of the bonds as these ‘agreements had been desrgnated as fair value hedges for
. :accountmg purposes : ; S

e As of June 30 2004, PEC had $70 mrlhon nononal of pay ﬁxed forward startmg swaps, entered into in March 2004, -

) . to hedge its exposure to interest rates with regard to a future i issuance of debt and $26 million notional of pay fixed

. forward starting swaps, in April 2004, to hedge its exposure to interest rates with regard to an upcommg railcar
- “lease. In July 2004, PEC entered into an additional $30 million notional pay fixed forward swap, mcreasmg the
.total to 5126 mxlhon These agreements have a computanonal penod of ten years '

ey :"In May 2004 the Company terminated interest rate cash ﬂow hedges, wrth a total notlonal amount of 8400 rmlhon

related to projected outstanding balances of commercial paper. Amounts in accumulated other comprehensive

. income related to these temunated hedges wxll be recla551ﬁed to earnings as the hedged interest payments occur.

- The Cornpany holds mterest rate collars w1th a varymg notronal amount (currently at the maximum of $195 mxlhon)

S o hedge floating rate exposure associated with variable rate long-term debt at Progress Ventures The Company is
T requxred to hedge 50% of the amount outstandmg under 1ts bank facxhty through March 2007

C .The notronal amounts of interest rate denvanves are niot exchanged and do not represent exposure to credxt loss In -

"the event of default by a counterparty, the risk in the transaction is the cost of replacing the agreements at current
" market rates.. Progress Energy only enters mto mterest rate denvatlve agreements wrth banks W1t11 ‘credit ratings of
'smgle A or better o . :

3
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PEF has entered into derivative instruments to hedge its exposure to price fluctuations on fuel oil purchases. These '
instruments did not have a matenal impact on the Companys consolidated ﬁnanc1a1 position or results of
':operatrons S

5 i-'.Progress Fuels Corporatron through Progress Ventures Inc; (PVI) penodrcally enters into denvatrve mstmments to

hedge its exposure to price fluctuations on natural gas sales. As of June 30, 2004, Progress Fuels Corporation is
hedging exposures to the price vanabxhty of portions of its natural gas production through December 2005. These
" instruments " did not have a matenal 1mpact on. the Company s consolxdated ﬁnancral posrtxon or results of

: "'operatrons

- ANonhedgmg denvattves pnmanly electncxty and natural gas contracts are entered into for tradmg purposes and for
" economic hedgrng purposes. While management believes the economic hedges mitigate exposures to fluctuations in
- commodity prices, these -instruments are not desrgnated as hedges for accounting purposes and are momtored
.. consistent with tradmg posmons : : .

P ss Ener Carolmas Inc

e "Other than descnbed below the vanous nsks that PEC is exposed to has not matenally changed since December 31,
- 2003 : . _ .

e APEC has certain market nsks mherent in 1ts ﬁnancxal mstruments whrch arise from transactions entered 1nto in the
" normal course of business.” PEC’s s primary exposures are changes in interest rates with respect to long-term debt
. 'and commercial . paper, and ﬂuctuatrons in the ‘retun on marketable securities with respect to its nuclear

- _decommrssronmg trust funds. . PEC’s exposure to Teturn on marketable securities for the decommlssron trust funds -
o has not changed matenally smce December 31,2003. - :

A The exposure to changes in mterest rates from PEC's ﬁxed rate long-term debt vanable rate long-term debt and
I commercral paper at June 30 2004 was not matenally drfferent than at December 31 2003

E As of June 30 2004 PEC had $70 rmlhon notronal of pay ﬁxed forward startmg swaps, entered mto in March 2004,

" to hedge its exposure to interest rates with regard to a future issuance of debt and $26 million notional of pay fixed

" forward starting swaps, in"April 2004, to hedge its exposure to interest rates with regard to an upcommg railear

lease. -In July 2004, PEC entered into an additional $30 million notional pay fixed forward swap, mcreasmg the .

o _‘~total to 3126 mxllron These agreements have a computatxonal penod of ten years

The notronal amounts of the above ‘contracts are not exchanged and do not represent exposure to credit loss. In the -

:7 event of default by a counterparty, the risk in the transaction is the ‘cost of replacing the agreements at current

market rates. PEC only enters 1nto mterest rate denvatrve agreements with banks with credrt ratmgs of single A or
' better " o s : .



Itern 4 Controls an'd. Procedures

Progress Enerzv Inc. -

* Pursuant to the Securmes Exchange Act of 1934, Progress Energy camed out an evaluatron ‘with the participation

.. of Progress Energy’s management, iricluding Progress Energy’s President a1id Chief Executive Officer, and Chief
Financial Officer, of the effectiveness of Progress Energy’s disclosure controls and procedures (as defined under the
- Securities Exchange Act of 1934) as of the end of the period covered by this report. Based upon that evaluation,
- Progress Energy’s President and Chief Executive Officer, and Chief Financial Officer concluded that Progress

. Energy’s disclosure controls and procedures are effective in timely alerting them to material information relating to

.. Progress Energy (including its consohdated subsxdranes) requrred to be mcluded in Progress Energy s perxodlc SEC -
' ﬁlmgs . . _

There has been no change identified in Progress Energy s mtemal control over ﬁnancxal reportmg during the quarter

ended June 30, 2004 ' that has matenally affected or rs reasonably lrkely to matenally affect, Progress Energy’s
mtemal control over fmancral reportmg o

Proggess Energx Carolmas, Inc A .

B ." Pursuant to the Secuntres Exchange Act of 1934 PEC camed out an’ evaluatron with the partlcrpatron of PEC’s

f - management, including PEC’s . President and Chief Executive Officer, and Chief - Financial Officer, of the
- effectiveness of PEC’s disclosure controls and procedures (as defined under the Securities Exchange Act of 1934)

as of the end of the period covered by this report.” ‘Based upon that evaluation, PEC’s President and Chief

| " Executive ‘Officef, and Chief Financial Officer concluded that PEC’s disclosure controls and procedures are

" effective in timely alerting them to material mformatron relatmg to PEC (mcludmg its consolidated subsrdranes)
. requrred to be mcluded in PEC’s perrodrc SEC ﬁlmgs .

“There has been no change rdentrﬁed in PEC’s mtemal control over ﬁnancral reportrng durmg the quarter ended June

. _ 30, 2004 that has matenally affected or is reasonably hkely to materrally affect PEC’s mtemal control over
fmancral repomng T S . . .

. 1.‘-\-':63.'
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Z ’ PART II OTHER INFORMATION

: -Iteml Legal Proceedmg '

. : Legal aspects of certam matters are set forth m Part 1, Item 1 See Note 12 to the Progress Energy, Inc
- "Consohdated Intenm Fmancral Statements and Note 10to the PEC’s Consohdated Intenm Financial Statements.

1. Strateglc Resource Solutlons Corp (“SRS”) v. San Francrsco Umf‘ éd School sttnct et al,
s Sacramento Superlor Court Case No 02ASO33114 .

" In November 2001, SRS ﬁled a clarm agamst the San Francisco Unified School Drstnct (the District) and other

" defendants claiming that SRS is entitled to approximately $10 million in unpard contract payments and delay and ~
.. impact damages related to the District’s $30 million contract with SRS. ' In March 2002, the District filed a
" counterclaim, seeking compensatory damages and liquidated damages in excess of $120 million, for various clarms,'

" “including breach of contract and demand on a performance bond. SRS asserted defenses to the District’s claims. )
".'SRS amended its claims and asserted new claims agamst the Dtstnct and other partres mcludmg a former SRS
employee and a former Dtstnct employee .

3 In March 2003 ‘the Cxty Attomey and the Dtstnct ﬁled new claxms in the form of a cross- complamt against SRS,
Progress Energy, Inc., Progress -Energy Solutions, Inc., -and certain individuals, alleging fraud, false claims,

- violations of Cahfomta statutes, and seeking compensatory damages punitive damages, liquidated damages, treble

" ‘damages, penalties, attorneys® fees and injunctive relief. The filing stated that the City and the District seek “more -
_ - than $300 million in damages and penalties.” PEC was later added as a cross-defendant In November 2003 PEC
- ﬁled a motron to dlsmrss the plarntrffs ﬁrst amended complamt , . -

i In June 2004 the Company reached a settlement agreement wrth the Drstnct in this matter The settlement totaled
. ‘approximately $43.1 million and was recorded as a charge to diversified business cost of sales in the Company’s
Consolidated Statement of Income for the three-months ended June 30 2004. The accrual of the settlement was
.. recorded on an undiscounted basis. : The terms of the settlement require SRS to pay the District $10.1 million upon
~approval, and an additional $16 rmlhon in 2005 and $17 million 2006. In addition, during a transition period -

L ".ending September 10, 2004; SRS will provrde maintenance and training on the equipment and software it installed - -

* “and maintained for the District.” The agreement, upon approval settles all claxms and cross-clarms related to SRS,
Progress Energy, Progress Energy Solutrons and PEC - :

B 2 US Global LLC V. Progress Energy, Inc et al Case No 03004028 03 and Progress Synfuel

: Holdmgs, Inc et al, v. US Global LLC Case No 03004028 03

. A number of Progress Energy, Inc.- subsrdranes and afﬁhates are pames to two lawsurts ansmg out of an Asset
- Purchase Agreement dated as of October 19, 1999, by and among U.S. Global LLC (Global), EARTHCO, certain
.- raffiliates of EARTHCO (collectively the EARTHCO Sellers), EFC Synfuel  LLC (which is owned indirectly be
" Progress Energy, Inc.) and certain of its affiliates, including Solid Energy LLC, Solid Fuel LLC, Ceredo Synfuel
.- LLC, Gulf Coast Synfuel LLC (currently named Sandy River Synfuel LLC) (Collectlvely the Progress Affiliates),
. " as-amended by an amendment to Purchase Agreement as of August 23, 2000 (the Asset Purchase Agreement).
". Global has asserted that pursuant to the Asset Purchase Agreement it is entitled to (1) an interest in two synthetrc
- 'fuel facilities currently owned by the Progress Affi hates, and (2) an optxon to purchase addmonal interests in the
- two synthetrc fuel facrlmes . : . : : '

", The ﬁrst surt, U S Global LLC v. Progress Energy, Inc et al was ﬁled in the ercutt Court for Broward County,

g Florida in March 2003 (the Florida Global Case). The Florida Global Case asserts claims for breach of the Asset

. Purchase Agreement and other contract ‘and tort claims related to the. Progress Affiliates’ alleged interference with -

e ‘Global’s rights under the Asset Purchase Agreement.” The Florida Global Case requests an unspecified amount of -
" compensatory damages, as well as declaratory relief. ‘On December 15, 2003, the Progress Affiliates filed a motion
*.to dismiss the Third Amended Complaint in the Florida Global Case. "The motion to dismiss filed on behalf of the -
: Progress Energy, Inc. subsidiaries and affiliates that are parties to the case was heard by the Circuit Court of
" Broward County, Florida on June 7, 2004. The case was dtsnussed on procedural issues, but allowed the plamtxff to’
refile. The case was reﬁled on June 23 2004. . ST : .

c e



. The second surt Progress Synfuel Holdmgs Inc. et al. v. U S. Global, LLC, was ﬁled by the Progress Afﬁhates in
the Superior Court for Wake County, North Carolina seeking declaratory - relief consistent with the Company’s
interpretation of the asset ‘Purchase Agreement (the North Carolma Global Case) Global was served with the North
‘ Carohna Global Case on Apnl 17 2003 . ) - ‘

x.l’l . ' R K

' On May 15 2003 Global moved to dismiss the North Carohna Global Case for lack of personal Junsdrcnon over -

" Global. In the alternative, Global requested that the court decline to exercise its discretion to hear the Progress -

- "Affiliates’ declaratory judgment action.. On August 7, 2003, the ‘Wake County Superior court denied Global’s

~notion to dismiss and entered an order “staying the North Carolina Global Case, pending the outcome of the Florida

'_Global Case. The Progress Affiliates have appealed the Superior court’s order staying the case; Global has cross -
appealed the denial of its motion to dismiss for lack of personal jurisdiction.  The North Carolina Court of Appeals .
. heard argument on the Progress Affiliates’ Appeal and the Global’s cross appeal on May 26, 2004. There has been
- no ruling on the appeal or the cross appeal. The Company cannot predrct the outcome of these matters, but will

L vxgorously defend agamst the allcgatxons

T3 ‘5: In re Progress Energy, Inc. Securmes ngatron, Master File No 04 CV-636 (JES)

. On February 3 2004 Progress Energy, Inc was served with a class actron complamt allegmg vxolatrons of federal

~ security laws in connectron thh the Company’s issitance of Contingent Value Obligations (CVOs). The action was
filed by Gerber Asset Management LLC in the United States District Court for the Southern District of New York -
- and names Progress Energy, Inc.’s former Chairman William Cavanaugh III ‘and Progress Energy, Inc. as
‘defendants. The Complaint alleges that Progress Energy failed to timely disclose the impact of the Alternative

.. Minimum Tax required under Sections 55-59 of the Intemal Revenue Code (Code) on the value of certain' CVOs

issued in connection with the Florida Progress Corporatlon merger The suit seeks” unspecrﬁed compensatory
damages aswellas attomeys fees and lrtrganon costs . .

On March 31 2004 a second class actlon complalnt was ﬁled by Stanley Fried, Raymond X Talamantes and
* Jacquelin Talamantes against William Cavanaugh III and Progress Energy, Inc. in the United States District Court

~ - for the Southern District of New York alleging violations of federal securities laws arising out of the Company’s

" issuance of CVOs nearly identical to those alleged in the February 3, 2004 Gerber Asset Management complaint.

i . On April 29, 2004, the Honorable John E. Sprizzo ordered among other things that (1) the two class action cases be

consolidated, (2) Peaké Capital Management LLC shall serve as the lead plaintiff in the consohdated action, and (3)

. . the lead plamtrff shall ﬁle a consohdated amended complamt on or before June 14, 2004

R The lead plamnffs ﬂled a consohdated amended complamt on June 15, 2004 In addmon to the allegatrons asserted
in the Gerber Asset Management and Fried _complaints, the consolidated amended complaint alleges that the

"' Company failed to disclose that excess fuel credrts could not be carried over from one tax year into later years. On

| . 'July 30 2004, the Company ﬁled a mouon to drsmrss the complamt

- The Company cannot predret the outcome of this matter but wrll vrgorously defend agamst the allegatrons
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Item 2. hanges in Secuntres, Use of Proceeds and Issuer Purchases of Egurg Securme

@
. .- basis of an exemption from registration under Section 4(2) of the Securities Act of 1933. Receipt of the
* :Common Shares required no investment decision on the part of the recipients. All award decisions were

'made by the Comrmttee, which consrsts entrrely of non-employee drrectors

R RESTRICTED STOCK AWARDS
| g (-a)l' ':l_____Secunttes Delivered. On Apnl 28 2004 23 300 restncted shares of the Companys Common Shares were

o (Plan), which was approved by the Company's shareholders on May 8, 2002. Section 9 of the Plan provides

granted to certain key employees pursuant to the terms of the Company’s 2002 Equity Incentive Plan

for the granting of Restricted Stock by the Organization and Compensation Committee of the Company s

. Board of Directors, (the Committee) to key employees of the Company, including its Affiliates or any

successor, and to outside directors of the Company. ' The Common Shares delivered pursuant to the Plan
were acquired in market transactions directly for the accounts of the recrprents and do not represent newly '

.. issued shares of the Company
® -

- "Company. The Plan defines "key employee” as'an ofﬁcer or other employee of the Company who is
selected for pamcrpatron in the Plan

Underwnters and- Other Purchasers No underwnters were used in connection with the dehvery of
Common Shares described above. The Common Shares were delivered to certain key employees of the

- Consrderatron The Common Shares were dehvered to provrde an inicentive to the employee recrprents to -
. - " exert their utmost efforts on the Companys behalf and thus enhance the Company's performance -while
- ahgnmg the employee s mterest wrth those of the Company s shareholders . ‘ .

) Exemptron from Reg_;stratnon Clarmed The Common Shares descnbed in thrs Item were dehvered on the
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- ltemd. Submission of Matters to a Vote of Security Holders '
Progress Energy I' c. . .' _
- (a) The Annual Meetmg of the Shareholders of Progress Energy, Inc was held on May 12, 2004

_ (b) The meetmg mvolved the electron of five Class )i dxrectors to serve for three-year terms. . Proxres for the
meetmg were solicited pursuant to Regulatron 14, there was no solxcltatlon in opposmon to management s
nommees as listed below, and all nommees were elected oo . .

' (c) 'l'he total votes for the electlon of drrectors ‘were as follows

P Class lll . VotesFor- SR Votes Wrthheld
- (Term Expmng in 2007) ’ e
: Charles W. Coker Co 208,883,229 L s 4,775,358
‘- Robert B.McGehee = '209,390,084 .. .- .. - -4,268,503 - -
- E.MarieMcKee "~ - 209,566,761 = - -.- - . 4,091,826 . .
° - Peter S.Rummell .. - 209,456,069 ©. .- - 74,202,518 -
_JeanGrlesWrttner e 207 028 428 IR 1‘_ . 6630 159

g (d) The shareholder proposal relatmg to stock optrons for Drrectors and certain Executrve Ofﬁcers was presented
“but was not approved by the shareholders » : S _

D The number of shares voted for the proposal was 23 184 068
... The number of shares voted against the proposal was 148 433 662 ~
" - "The number of abstaining votes was 4,850,014
,’Ihe delrvered not voted total was 37 190, 843

-

: ‘Carolma Power & nght Companv domg busmess as Progress Energv Carolmas Inc )

| . ~-(a) The Annual Meetmg of the Shareholders of Carolma Power & Lrght Company was held on May 12, 2004
L _"(b) The meetrng mvolved the electron of five Class III drrectors to serve three-year terms Proxies for the meetmg ‘
- were solicited pursuant to Regulation 14, there was no sollcrtatron in Opposmon to management s nommees as .

lrsted below and all nommees were elected

S (c) The total votes for the electton of drrectors were as follows

' :';'-Classm o VetesFor - Voteszthheld

-(T erm Expmng in 2007) S
',.CharlesW Coker’ . . :_'1 oo 59964384 S i esRi
_ " Robert B. McGehee . _'7159964895 o 58160 .

- ' E.MarieMcKee' .~ 159,965,517 ... o 5254
© 7, Peter S.Rummell ~ - - 159,964,707 - | i 6,064
" Jean Giles Wittner ~© 159,964,687, . -~ <. -7 6,064
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‘Ttem 5. brher Information

APPOINTMENT OF PRESIDING DIRECT OR

L . John H Mullm III was appomted Chaxrrnan of the Corporate Govemance Comrmttee of the Company's Board of

" Directors at the Board meeting that immediately followed the Company's Annual Meeting of Shareholders on May -

. .- 12,2004. By virtue of that position, Mr. Mullin is also the Presiding Director of the Board. (Mr. Mullin succeeds J.
- Tylee Wilson; who retired from the Board on ‘May 12, 2004.) As Presiding Director, Mr. Mullin' chairs the

" executive sessions of the non-employee Directors. Mr. Mullin can be contacted by writing to John H. Mullin, I1I,

. Presiding Director, Progress Energy Board of Directors, c/o Corporate Secretary, P.O. Box 1551, Raleigh, NC-

27602.- Progress Energy screens mail addressed to Mr. Mullm for security purposes and to ensure that it relates to
-~ discrete business matters that are relevant to Progress Energy Ma11 addressed to Mr. Mullin whlch satisfies these
e screemng criteria will be forwarded to hxm : :

Ces
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Item 6. ‘ Exhxblts and Repdrts'on Form‘8-‘K' e

(2) Exhibits

-+ _Exhibit
. ~\A".Eumber

.',.10(.i)._ L

. Descngtron

.'Progress Energy, Inc $1, 130 000 00 5-Year\._ -
.Revolving Credrt Agreement dated asof .

‘ August 5 2004

31()

Certifications’ pursuant to -Seetisn' 3020f the
- Sarbanes-Oxley - Act of 2002 .- Chau-man o

T : Presrdent and Chlef Executwe Ofﬁcer

;Certrﬁcatlons pursuant ‘to Sectlon 302 of thei.f‘
'Sarbanes-Oxley Act of 2002 — Executive che

Presrdent and Chxef Fmancral Ofﬁcer

.".32.(a):_‘{ ’

o Cemﬁcauons pursuant to Sectron 906 of th'e._
"Sarbanes-Oxley . Act of 2002 - Chairman,
' '."Presxdent and Chxef Execunve Ofﬁcer h

Cemﬁcatxons pursuant to Sectxon 906 ‘of the -
: -",Sarbanes-Oxley Act of 2002 — Executive Vice -
g Presrdent and Chlef Fmancxal Ofﬁcer -

Progress
. Energy,Inc. -

X

| (b) ’ Repc‘)'rts' ~f.iledor fumisned on Form S-K sinee the peginning of dle'.qu"arter:

Il’rogLe_v s Energy. Inc. o

’ Item

Re orted

\o
.o

PSRN PR N
L ] i
'N-—-f".‘°f°“?“’.~

v w e e e

:'Finaneial.:f: -
Statements .. -
.- Included . -

I8

" No . May 13,2004

Yes_'; . ) 'April2l,2004"-'.

CarelinaAPov'ver'&:Lig‘ht Cempany o
N .d/b/aPro' ess Ener \ Carolinas Inc.

. Itern : -
_&p.om:_cl
912

9,12

Fmancxal
Staternents

"\ Included :

CiYes ot tTuly21,2004
Yes . . April21,2004" -

e Date.of: Event R .

e

Progress Energy -
. Carolinas, Inc.

Date Frled or Fumrshed

. " Date'of Event .

- Yes o .- July21,2004 -
- Now v - July7,2004. - -
“Yes . .- Junel5,2004 0

. INo - .. 'May28,2004 ...

. No .- April28,2004 - -
No " - " Aprls,2004

Ju1y21 2004
o July7,2004 -
© June 16,2004 -
‘ -. May 28,2004 .
" May 18, 2004

April 28,2004

. April23,2004
" April21,2004

- ,' July21 2004
» Apn121 2004

Date Filed br'Furnished :



SIGNAthREs '

N _-:_‘."Pursuant to reqmrements of the Secuntles Exchangc Act of 1934, the reglstrant has duly caused thlS report
to be sxgned onits behalf by the under51gned thereunto duly authonzed ' .

‘ PROGRESS ENERGY INC }
I R . .'.CAROLTNAPOWER&LIGHTCOMPANY
'~ Date: August 6,2004 ~ . R (Regxstrants)

By [s/ Geoffrex S. Chatas

.-+ Geoffrey S. Chatas - " -
" Executive Vice Pre51dent and

e ""Chlef Fmancxal Officer . -

e By /s/ RobertH Bazemore Jr

~ . Robert H.Bazemore, Jr. ~~ ~

.. Vice President and Controller
Chxef Accountmg Ofﬁcer

0



