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ATTENTION: Document Control Desk
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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 10-0 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, 2005.

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. I 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) 546-6901 if you need additional information concerning this report.

Sincerely,

Chris Burton
Manager - Performance
Evaluation & Regulatory Affairs
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J. A. Sanford - North Carolina Utilities Commission
G. Thigpen - North Carolina Utilities Commission
S. Watson -North Carolina Utilities Commission
B. Hall - North Carolina Department of Environmental and Natural Resources



- - UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

I X I QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30. 2005

OR

{ TRANSITION REPORT PURSUANT TO SECTION 13 OR
15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
-. . T,

Commission
File Number

1-15929

Exact name of registrants as specified in their charters, state of ;
incorporation, address of principal executive offices, and telephonie number

I.R.S. Employer
Identification

Number

Progress Energy, Inc.
410 South Wilmington Street

Raleigh, North Carolina 27601-1748
Telephone: (919)546-6111

State of Incorporation: North Carolina
''f

- , 1 56-2155481

. .- . 6 0 6 . I

-. 56-01654651-3382 Carolina Power & Light Company
dlb/a Progress Energy Carolinas, Inc;

410 South Wilmington Street
Raleigh, North Carolina 27601-1748

Telephone: (919) 546-6111
State of Incorporation: North Carolina

NONE
(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrants (1) have filed all reports required to be filed by Section 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 required to file such reports), and (2) have been subject to such filing requirements for the past 90
days. Yes X No

Indicate 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

Indicate by check mark whether Carolina Power & Light Company is an accelerated filer (as defined in Rule 12b-2
of the Exchange Act). Yes _ No X

Indicate the number of shares outstanding of each of the issuers' classes of common stock, as of the latest
practicable date. As of July 31, 2005, each registrant had the following shares of common stock outstanding:

Reeistrant
Progress Energy
PEC

Description
Common Stock (Without Par Value)
Common Stock (Without Par Value)

Shares
251,227,350

159,608,055 (all of which
were held by Progress Energy, Inc.)

This combined Form 10-Q is filed separately by two registrants: Progress Energy and Carolina Power &
Light Company dlb/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 registrant makes no
representation as to information relating exclusively to the other registrant.

1



. I

PROGRESS ENERGY, INC. AND PROGRESS ENERGY CAROLINAS, INC.
FORM 10-Q For the Quarter Ended June 30, 2005

Glossary of Terms ' : ..

Safe Harbor For Forward-L'ooking Statements .

PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements

Consolidated Interim Financial Statements: ' "'' -
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Consolidated Statements of Income ': '

ConsolidatedBalanceSheets ' ' ' ''
Consolidated Statements of Cash Flows : 0' ' '.,
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Consolidated Statements of Income ' '
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Item 2. Management's Discussion and Analysis'of Financial Condition and '
Results of Operations '2 r;l

Item 3. Quantitative and Qualitative Disclosures About Market Risk' !

Item 4. Controls and Procedures .

PART 11. OTHER INFORMATION, ' -

Item 1. Legal Proceedings , " "' ' '
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GLOSSARY OF TERMS

The following abbreviations or acronyms used in the text of this combined Form 1 O-Q are defined below:

k A,

DEFINITIONTERNM

401(k)
AFIJDC
the Agreement
ARO
Bcf
Btu
CAIR
CAMR
CCO
CERCLA or Supei

The City
Code
Colona
the Company
CP&L
CR3
CVO
DOE
DWM

ECRC
EITF
EMCs
EPA of 1992
FASB
FDEP
FERC
FIN No. 45

FIN No. 46R

Florida Progress o
FPSC
Fuels
GAAP
Global
the holding compa
IRS
Jackson
LIBOR
MACT
Medicare Act
MGP
MW
MWh
NCNG
NCUC
NEIL
Norfolk Southern
NOx

.. , i

Progress Energy 401(k) Savings and Stock Ownership Plan . -
Allowance for funds used during construction
Stipulation and Settlement Agreement related to retail rate matters
Asset retirement obligation
Billion cubic feet - ,. .. , ,

British thermal unit -

Clean Air Interstate Rule , , .
Clean Air Mercury Rule.....

- - - Competitive Commercial Operations business segment
rfund Comprehensive Environmental Response, Compensation and Liability Act,

of 1980,asamended - .'i'i.

The City of WinterParkjF!orida , . .

Internal Revenue Code
Colona Synfuel Limited Partnership, LLLP 9 :: . *

Progress Energy, Inc. and subsidiaries :4 !; ; .,., { ,., *' . .'
Carolina Power & Light Company d/bta Progrcss Energy CarolIas, Inc.
Crystal RiverUnitNo. 3 'h . *, - -..

Contingent value obligation -. .. . , ',. ,
United States Department of Energy I '.. , ;..., . , ,,,

North Carolina Department of Environment and NaturalResources, Division
of Waste Management
Environmental Cost Recovery Clause; . . . ..

Emerging Issues Task Force ., ,
Electric Membership Cooperatives
EnergyPolicyActof1992 *,.,.. , ,, -l;,, ,

Financial Accounting Standards Board
Florida Department of Environment and Protection .

Federal Energy Regulatory Commission .
Financial Accounting Standards Board (FASB) Interpretation No. 45
"Guarantor's Accounting and Disclosure Requirements for Guarantees,,
Including Indirect Guarantees of Indebtedness of Others" . .

FASB Interpretation No. 46R, "Consolidation of Variable Interest Entities'-
an Interpretation of ARB No. 51" ,.,. ,., , ;,

r FPC Florida Progress Corporation
Florida Public Service Commission ; ,), !-,. /
Fuels business segment
Accounting Principles Generally Accepted in the United States of America
U.S. Global LLC - ;

,ny. Progress Energy Corporate,
Internal Revenue Service
Jackson Electric Membership Corporation
London Inter Bank Offering Rate
Maximum Achievable Control Technology
Medicare Prescription Drug, Improvement and Modernization Act of 2003
Manufactured Gas Plant
Megawatt e

Megawatt-hour
North Carolina Natural Gas Corporation
North Carolina Utilities Commission
Nuclear Electric Insurance Limited
Norfolk Southern Railway Company
Nitrogen Oxide
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NOx SIP Call EPA rule which requires 22 states including North Carolina and South
Carolina (but excluding Florida) to further reduce nitrogen oxide emissions.- -

NRC United States Nuclear Regulatory Commission
Nuclear Waste Act Nuclear Waste Policy Act of 1982 ' '
NYMEX' ' 'New York Mer'c'atile Exchange ''
O&M . ' Op'eration and M&intenance Expense .. * *; * - *

OPEB Postreiirement benefits other than pensions
PEC Progress Energy Carolinas, Inc., formerly referred to as Carolina Power &

Light Company -
PEC Electric' PEC Eiectric business segrnent made up of the utility operations and ' '

exciudes'operatit!ns of nonrregulated subsidiaries ' ' ' '444!
PEF' Progress Energy Florida, formerly referred to s Florida Power Corporation .
PESC Progress Energy Servic'e Company ' ' '' -
PFA , IRS Prefiling Agreement
PLR Private Leiter Rulirig" ' ' ' ' ' '
Progress Energy ProgressEnergy,'lc: "' '' ' ' ' - " ' ' '
Progress Fuels ' Pro'gress Fuels Co'r'oration, formerly Electric Fuels Coiporation 'i .' '
Progress Rail Progress Rail Services Corporatiori ::4 * ; 4 4 I "'

Progress Ventures Business unit of Progress Energy primarily made up of nonregulated energy
'.generation and'markieting activities;,as we'll'as, gas; coal and synthetic fuel

PR- " ' operations ''. as y,. ' : P

PRP '' , ' Ppially res arty, as defined in CERCLA
PTC ' Progiess Tel communications Corporation ' ',,,
PT LfC- Ji 

4  
-

'  
' 'gsProVg Te'ssTeIeciodLLC' ''" ".

* PUHCA '' Pfiblic Utility Holding ComepanyAct of 1935, as amended ;
PVI' . - Progress Energy Ventures, Inq. (formeily referred to as CPL Energy -

Rail Services ' Rail Services business'segnmentk .. :,,.,::
RCA' ' . Revolving credit agreemcnt' . *

ROE; ' 4 ' ' ''.Return on Equity * : ;-j, 8 .'! .... i,41 r' , -.
'SCPSC ''Public Serv' ck Conri'nssi'on of Soutli'Cafolina " 'i
SEC ' ' United States Securitres and Ex'cafig;4 Conimissior ri i .u b
Section 29 ' 4" Sectioi 29 of theiiniriiai Revenxue Service Code ' " ' ' ' ' ' '
Service Company " -Progiri's EAe'rgy Se'rvi'ce Compa'ny LLC'" '.'
SFAS , Statement of Finahiciai Acc6untiig Standards ' -. 4 ' '
SFAS No. 5 , ', 'tatementof rinancial Accountir'g 'dads No 5 "Accounting-'for' ' -'

SFAS No. 71 ' 'Statiem'ent 6f Financial Accounting Standalidi No.71, 'A'cc'unting for the
', '' ' '" " ' ' Effects ofCcrtaih' Types fRRegulation'i t4; 4 1 ? * * -.4. - -

SFAS No.' 109 :' State-menit of'FinaAciai A&ointing Standar's Nd' 109A "ccounting for r.*
Inco6mnTaxes" * " I; l " i I r. ;. , .

SFAS No. 123R ' ' Staterme'nrt of Finaincial Ac'otin g-a1dardsNo: 123R, ;Accounting' fior'-' ' '
'' ' ''''' '-''St'ock-Based tonpe~ns'a'tlfonii ;

SFAS No. 133 , atem'et'ofFinandial;A'un StahidardsNo6133; "Ac6dniing for,
-4 ' - i ' "'''; Derivativean'd'fedgiig: Acti',ftides" '.i. 1 . - t * 1 * r .

SFAS No. 138 '"' ': tatenientofFin'anciaVA'cbolunting Sta'n'dardsNo. 138, "Acc-6u'ntinrg'foir ̀  ;

"Certain DerivathVe Ihtru~N ~tsiand Certaii Hedging Activities"-JAn' '
Amcndment'ofFASB~tat-ii'feiitN' 133" " ;- ' ' .; 3 ., ;

SFAS No. 143 Statement of Financial Accounting Standards No. 143, "Accounting for
' ' Asset Reireintii Obligatioins"' " '

SFAS No. 148 ' 'Statement offinhncial'-Accountinj Standards No'. 148"'Ac~coinitihIgjor
' Stock'-Based Compeensation 'Transitioni and Disclosure- An' Amendment' ' /

* 4 ! **-> ' ' -of FASB6StatdementNo 123i" 4 l 44 4 ! * .', r

Smokestacks Act Nith Carolina Cle'arn Smoliestalcks Act ena'cted iii June 2002 ; '!
SO2 ' ' ' ' Sulfur~dioxide' ' :. 9i: '1 5 -- .' ;: .. I 4) ! ,; ;

SRS Strateic'Resedur'ce Soltuttobns.Corp.' l 44444 '' --- . .. , 4:
STB Surface Transportation Board
the Trust FPC Capital I

4



SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS

This combined report contains for wa'd-1ooking statements within the meaningof the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995. The matters disciussed thiroughout this combined Form lO-Q that
are not historical facts are forvard-lodking and, ac6crdingiy, involve estimaties, projections, goals, forecasts,
assumptions, risks and uncertairities that could ca'use actual results or'ut''onm's to differ materially from those
expressed in the forward-looking statements. ..

In addition, forward-looking statements are discussed in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" including, but notilimited to, stateiments under the sub-heading "Results of
Operations" about trends and uncertainti "Liquidity and Capital Resources about future liquidity requirements
and "Other Matters"'about the Company's synthetic fuel facilities'.

Any forward-looking statement is based on information current as of th'e date of this report and speaks only as of
the date on which such statement is made, and neither Progress Energy, Inc. (Progress Energy or the Company) nor
Progress Energy Carolinas,. Inc. (PEC) undertakes any obligation' to updatec any forward-looking 'statement or
statements to reflect events or circumstances After the date on which such statement is made.

Examples of factors'that vou should consider with respect to any forward-looking statements mide throughbut this
document includebit are not lrmite'd to,' the foll&in g the iimpact of fluid anid complex government laws and
regulations, including those relating to the environment; .deregulatiop. or ristricturing in the electric industry that
may result in increased competition ahd unrecoveired ed) cos'u r regarding the timing, creation
and structure of regional transmission organizations; wcamhei condititons.th atdirectly influence the demand.for
electricity; the Company's timing of recovery, of the costs associated urricanes that impacted our
service territory in 2004 or' th 'ability to recover throu6h th6 uat6ry priocess o6ther future significant weather
events; recurring seasonal fluctuations in demand for eIectricity; fluctuations in the puce of energy commodities and
purchased 'power; economic fluctuations and the 'correspoinding " i'pact* its subsidiaries'
commercial and industrial customers; the ability of the,'omjiany's, subsidiaries to pay upstream' dividends .or
distributions to it; the impact on the facilities and the businessei of the, cmpany from a terrorist attack; the inh6ernt
risks associated with the operation of nuclear facilities, including envyr nmenial-health, regulatory and financial
risks; the ability to'successfully access capit'amarkets on favo'rablle terrmis the ability of the Company to maintain'its
current credit ratings and the impact'on 'th Cornpany's financia condition pnic, ability to meet its cash and other
financial obligations in the event its credit ratin-gs aye downrded iiow i nvwestic enit grade; the impact that increases
in leverage may have on the Company; the impact of deriativ:e contracts isnormal course of business by
the Company; investment, perforrnance ,f. penrsion ndjltncfCt' plans; theComp'any's ability to controlcosts,
including pension arid benefit expense, andIachieve Its cost management targets for.2007; the availability and use'of
Internal Revenue Code Section 29 (Section 29) tax credits by synthetic ,fuel'producer and the Company's continued
ability to ug6 Section 29 tax credits rciated.to its coal-based solid synthetic fuel businesses; the impact to the
Company's financial conditionand performance in the event it is determ'iied.the Company is not entitled'to
previously takeri Sectiri '29 tax credits; &h'eimpact of the proposed accountin'g'pronrouncement regardinig uuncertain
tax positions; the impact that future crude oil prices may have on the.vyie'of the .Com'any's Section 29 tax credits;
the outcome .of Progress Exiergy FIioida's .(PEF) rate.proceeding in :2005 regarding its futur base rates; the
Company's ability to manage the risks involved with the.opetion o f its, -o'reguated plants, including dependence
on third parties arid related counter-party risks, and 'Ljack o'f operating history; thte'Company's ability to manage the
risks associated with its energymarketing operations; the outcome of any.pngoing or future litigation,;orsimilar
disputes and the.Impact of.any such ,outcome' or r'eiaitd settlements; and unanticipated changes in operating
expenses and capital expenditure:i Many of these risks similaarly impact the Co'mpany's subsidiaries.

These and othler risk factors are detailed from time to time inmthe Company's and PEC's filings with the United
States Securities and Exchange Commission (SEC).. Many, but not a iof the fa'ctors that may impact actual results
are discussed lnthe Risk`,Factors sections of Progress Energy s and PEC's annual reports on Forr 10&K for the
year ended Decerb'i 3 i, 2004, which i' " filed with he C 'I March .l , 2005. All such factors are difficult to
predict, contain uncertainties that maymaterially.affecac tual results "a-d may be beyond the control of Progress
Energy and PEC. New fact6rs emerge from time to time, and it is not poossible for management to predilcii such
factors, nor can it assess the effect of each such factor on PrWgress Energy and PEC..

* * fi I} 1 .*, ' ',,! ... i
.i,. 'ig ) r '
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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements

t ..11 ,

; -PROGRESS ENERGY, INC.
CONSOLIDATED INTERIM FINANCIAL STATEMENTS

June 30, 2005

UNAUDITED CONSOLIDATED STATEMENTS of INCOME
I 4 , . , ,

S i . , M In I d I . .

. .Six Months Endc&d~ I,-Three Months Ended
- June30 June 30

(in millions except per share data) 2005 2004 2005 2004
Operating revenues

Utility S 1,768 S 1,721 S3,551 S 3,406
Diversified business 565 402 980 723

Total operating revenues 2,333 2,123 4,531 4,129

Operating expenses , ;
Utility

Fuel used in electric generation
Purchased power
Operation and maintenance ',
Depreciation and amortization- --

Taxes other than on income
Diversified business

Cost of sales '

Depreciation and amortization A'

Other

529
217

. . - -543- -
. 207-

108

468
219
372
207 -

109

388
42

' 31'

- 1,079
* . . 415

.. -949
- - 415

' 225

,961
.402 -

.- I: -735- -

214'

: 699 I'
83"
61

539
43
31

934
' " 82
- 63

Total operating expenses 2,217 1,836 4,162 3,564

Operating Income 116 287 369 . 565
Other Income (expense) - -_- -. . ' i' '-

Interestincome - 7 - -.- *- 4 ---- 4 8 - - - 6
Other, net 19 . (3)21 (25) _

Total otherincome (expense) 23 _ 1 ' :': ' 29 (19)
Interest charges

Net interest charges 168' '.157 ' 334 318* '-1
Allowance for borrowed funds used during construction (4) - ' (2) ' (7 : (3)

Totalinterestchargesnet - - 164 155 .327 , 315

(Loss) Income from continuing operations before Income tax and ' .'

minority interest. : - (25) _ 133 7 1. 123l ;"-

Income tax benefit ' - _ _ 22 .12 . : 23 .i i 14

(Loss) income from continuing operations before minority Interest (3) 145 94 245

Nfinoritv Interest in subsidiaries' loss, net of tax 9 1 _17 . 21

Income from continuing operations * -. - - - - 6 . , , , :-146.- - . .

Dlscontinuedoperations.netoftax- (7) ---- 8--- - - (19) 17 --

Net (loss) income S (I) S 154 ! 92 ''S 262

Average common shares outstanding 246 242 245 242

Basic earnings per common share .

Income from continuing operations S 0.02 S 0.60 S 0.45 S 1.01
Discontinued operations, net oftax (0.03) 0.03 (0.08) 007
Net (loss) income S(0.01) S 0.63 Si 0.37 : ' 1.08

Diluted earningsper common share- - --.
Income from continuing operations - - . S 0.02- S 0.60.-.- -- `.45! S 'i.0l -

Discontinued operations, net of tax (0.03) 0.03 ii (08j"'- "' 0.07
Net(loss) income S(.0 1) S 0.63 S 0.37 'I S 1.08'

Dividends declared per common share S 0.590 S 0.575 S 1.180 S 1:150

See Notes to Progress Energy, Inc. Consolidated Interim Financial-Statements, '- : ,:: _

I
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PROGRESS ENERGY, INC;
UNAUDITED CONSOLIDATED BALANCE SHEETS
(in millions) June30 December31
ASSETS 3 ' ' X 2005 2004
Utility Plant '' It:? -a ;.h!,i,
Utility plant in service ' ' ; S22,320 S 22,103
Accumulated depreciation (9,341) (8,783)

Utility plant in service, net 12,979 13.320
Heldforfutureuse !' 13
Construction work in progress 1,001 799
Nuclear fuel, net of amortization 230 231

Totallutilityplant,net ' _ _ _ _ . _ 14,216 14,363
Current assets ._. - ._ _

Cash and cash equivalents
Short-term investments
Receivables, net -

Inventory...
Deferred fuel cost
Deferred income taxes
Assets of discontinued operations '
Prepayments and other current assets

141
40

995
801
231

' 56
82

: -_ 911 _
i -; I 805

.. . _ , . . .2 .

;;' . 229 --
100 114

I .- 577
235 ' 174

j, I

_..., I

Total current assets 2,543 ' 2,948
'Total current assets 2,543 ''2,948 '''

Deferred debits and other assets '- '
Regulatory assets 1,001 64
Nuclear decommissioning trust funds , 1,081 1,044
Divesified business property, net , 1,917,, , ,, ,838
Miscellaneous other property and investments 502 444 .
Goodwill '' . ^ 3,719 '- . .. - 3,719
Intangibles, net- ' -_-- - - -'- - - -'- '---'- 321 -.'337-.
Other'assets and deferred debits _ ' _ .-_ _ .346 _ _ '62 _i

Total deferred debits and other assets 8,887 8.708
Total assets S 25,646 S 26,019

CAPITALIZATION AND LIABILITIES - . ' ' '
Common stock equity ' ' : ''

Common stock without par value, 500 million shares authorized.
251 and 247 million shares issued and outstanding, respectively ,, ,.S 5,540, S 5,360

Uneamedrestricted shires. -. (16) --' - (13)- ''-
Uneamed ESOP shares -' - -a - - (63) - - - (76)
Accumulated other comprehensive loss- tI , .an , .a. (113) - - (164) ,-?-
Retained earnings - 2327 -2.526.,

Total common stock equity 7,675 7,633..,,,
Preferred stock of subsidiaries-not subject to mandatory redempti6n '-- -. ' - -' ' - ' 93 ' - ' -93'
Minorityinterest ' ' ' " X .i a- 41. ' . . -36,
Long-term debt, affiliate , 270. ; , ^ 270
Long-term debt, net 9,041 9,251

Total capitalization 17,120 17,283
Current liabilit es

Current portion'of long-term debt , 848 ,),349
Accountspayable. . . . - -- . ~ . - . - -576 - - 630 -
Interest accrued 221, 219
Div6idends declared --- ---- -- - - - - 147 145'
Short-term obligations. , 403 684
Cusiom'rdeposits ,, , . , 189 ' .180
Liabilities ofdiscontinuedoperations ., - , ,, 152
Other current liabilities ,......-.. .... ... -(666 -- 703 --

Total current liabilities 3,050 3,062 ;
Deferred credits and other liabilities ,,

Noncurrent income tax liabilities - , 532 ' - . 625
Accumulated defeifed investment taf'xcrediis .' " ' i ' - 170 '176
Regulatory liabilities : . - ; . .' . I- --. 2,451 - ; -'v2,654 '-o

Asset retirement obligaiions 1,229 1.282
Other liabilities and deferred credits 1', ' " - :,94 ..937

Total deferred credits and other liabilities 5,476 5,674
Commitments and contingencies (Note 14)

Total capitalization and liabilities S 25,646 S 26,019

See Notes to Progress Energy, Inc. Consolidated Interim Financial Statements
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PROGRESS ENERGY, INC.
UNAUDITED CONSOLIDATED STATEMENTS of CASH FLOWS
(in millions)
Six Months Ended June 30,

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Discontinued operations, net of tax

Charges for voluntary enhanced retirement program

Depreciation and amortization

Deferred income taxes

Investment tax credit ,

2005 , , 2004 f

S 92 *.* :. ': S 262 .

19

158

556

(132)

* (6)

- (17)
I I ..

.. . ..

549

(203)

(6).

1 43

. .1 13

27

Tax levelization

Deferred fuel cost

Other adjustments to net income

Cash provided (used) by changes in operating assets and liabilities:

Receivables

Inventory

iPrepayments and other current assets

Accounts payable.. ,

Other current !iabilities * , * , , -

Regulatory assets and liabilities a,

Cther i ;-: t<

Net cash provided by operating activities

63

61

(60)

.(90)

. . (27)

II: a,~ 76

(68)

; .. (59)

(3)

580

I .

(13I8)

(2)

(18)

72,

230

. '10

- 80

902

Investi ng activities

Gross utility property additions , , (539) , (473

Diversified business property additions (130) (93)

Nuclear fuel additions . . , (67) , (47)

Proceeds from sales of subsidiaries and other inves-nients, net of cahl divested . 426 94

Purchases of short-term investments : : (2,804),-: . (651)

Proceeds from sales of short-term investments . : 2,846 8* - 853

Other (41) (37)

Net cash used In investing activities (299) (354)

Financing activities.

Issuance of common stock ; , * 171 x 59

Issuance of long-lerm debt . , , : ; - :792 -1

Net (decrease) increase in short-term indebtedness (281) 5 " 24

Retirement of long-term debt (517) (865)

Dividends paid on common stock - (289) (*78)

Other - , (42) (61)

Net cash used in financing activities , (166) (520)

Cash used by discontinued operations:

Operating activities (26) (4)

Investing activities

Financing activities

Net Increase In cash and cash equivalents ' .'

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

,;I (4) -. - (8) '

. "56 i

S 141 S

'16
j§ .3$

51

.,, .. . . .

See Notes to Progress Energy, Inc. Consolidated Interim Fina.ncial Staten
..t.. !; '" : '

* .: i.- .. fe ;
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PROGRESS ENERGY, INC. '

NOTES TO CONSOLIDATED INTERINI FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

A4.1 - Basis of Presentation '
.. ~~~~ . . -. .,. ...... ...

These financial statements have been prepared in accordance with accounting princijples generally
accepted in the United States of America (GAAP) for interim financial information and with the
instructions to Form 10-Q and Regulation S-X. Accordingly, they do nbt inciude 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 information and footnotes required by GAAP for
annual statements, they should be read in conjunction with the audited financial 'statements for the
period ended December 31, 2004, and notes thereto included in Progress Energy's Form 10-K for the
year ended December 31, 2004.

In accordance with the provisions of Accounting Principles Board Opinion (APB).No..28, "Interim
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. The intra-period tax allocation,
which will have no impact on total year net income, maintains an effective tax rate consistent 'with the
estimated annual effective tax rate. Income tax expense was increased by $60'millioni gnd $5 million
for the three months ended June 30, 2005 and 2004, respectively. Income tax expense was' increased
by $63 million and S43 million for the six months ended June 30, 2005 and 2004, respectively' -The
income tax. provisions for the Company differ from amounts computed by -applying-the 'Federal
statutory tax rate to income before income taxes, primarily due to the recognition of synthetic fuel tax
credits. - ~ ; ~ ~ ~ -- ~ ~~ ;,; ,--;;,,,+ ;

PEC and PEF collect from customers certain excise taxes levied by the state or local government upon
the customers. PEC and PEF account for excise taxes on a gross basis. For the three month's ndedn
June 30, 2005 and 2004, gross receipts tax, franchise taxes and other excise taxes of approximately
S58 million and $61 million, respectively, are included in utility revenues and taxes other than on
income in the Consolidated Statements of Income.;'For the six months ended June 30, 2005 and 2004,
excise taxes of approximately $114 million for both periods are included in utility revenues and taxes
other than on income in the Consolidated Statements of Income. - ,.,. . .. . .. ..

- . . .. . . .

- The amounts included in the consolidated interim financial statements are unaudited but,-in the opinion- -
of. management, reflect all normal recurring adjustments.necessary to fai'rly preseni the .Compan" '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, especially nuclear-fueled units,,:the results -of:
operations for interim periods are not necessarily indicative of amounts expected for the entire 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 liabilities, disclosure of contingent assets
and liabilities at the date of the financial statements and-amounts-of revenues and expenses reflected :
during the reportiig period. Actual. results -could differ from those estimates. Certaini'amdunts for 2004
have been reclassified to conform to the 2005 presentation. R X -

B. Stock-Based Compensation - ::;

The Company measures compensation expense for stock options as the, difference.between the market
price of its common stock and the exercise price of the option at the grant date. The exercise price at
which options 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' pio forma?
disclosures required by SFAS No. 148, "Accounting for Stock-Based Compensation,- Transition and
Disclosure - an Amendment of FASB Statdierit No: 123" (SFAS No. 148), the estimated fair value of
the Company's stock options is amortized to expense over the options' vesting period. The following

e ,table illustrates the effect on net income and earnings per share if the fair value method had been
applied to all outstanding and unvested awards in each period:
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(in millions except per share data) Three Months Ended
June 30

2005 - 2004

* f. .

Six Months Edded
June 30:

2005 ' 2004
Net (loss) income, as'reported S (1) S 154 S 92 S 262
Deduct: 'Total siock option`ex~pense determined'under '

fair value method for all awards, net of related tax
effectsi . . 1 3 2' 6

Pro formanet (loss) income $ (2) S 151 $ 90 'S 256

Basic earnings per share ,.

As reported ,, , . $(0.01) .,S 0.63 $0.37 S 1.08
Pro forma . , , . .'. $ (0.01) S, 0.62 $ 0.36 S 1.06

Fully diluted earnings per share. . . ;
As reported $ (0.01) S 0.63 $0.37 S 1.08
Pro forma S (0.01) S 0.62 S 0.36 S 1.05

.. , *. A .. I .' ., .. i, .* I. *I-.f

The Company is planning to begin expensing stock options in the third quarter of 2005 (See Note 2).

C. Consolidation of Variable Interest Entities: 1

The Company.consolidates all voting interest entities in which it owns a majority voting interest and
all variable interest- entities for which- it is the primary beneficiary in accordance with FASB
fInterpretation' No.;46R, ."Consolidation of Variable Interest Entities - An Interpretation of ARB No.

51" (FIN No. 46R). The Company isithe primary beneficiary of -and consolidates two limited
partnerships that qualify for federal affordable housing and historic tax credits under Section 42 of the
Internal Revenue Code (Code). As of June 30, 2005, the total assets of the two entities were $38
million, the majority of which are cojiateral, for the. entities', obligations; and are included in
miscellaneous other property and investments in the Consolidated Balance Sheets.

* ' * ': ! * * ., tq . a
The Company has an interest in a limited,partnership that;invests in 17 low-income housing
partnerships that qualify for federal and state tax credits. The Company also has interests in. two power
plants resulting from long-term power purchase, contracts. The 'Company, has requested the necessary
information to determine if the 17.partnerships and the two power plantowners are variable interest
entities or to identify the primary beneficiaries; all three entities declined to provide the Company with
the necessary financial information., Therefore,,the Company has-applied the information scope
exception in FIN. No. 46R,, paragraph 4(g) to: the 17 partnerships, and the two power. plants. The
Company believes that if it is determined to be the primary beneficiary of any of these entities, the
effect of consolidating the entities would result in increases tQ total assets, long-term debt. and other
liabilities, but would have an insignificant or io, impact on the Company's common stock equity, net
earnings or cash flows. , : - . .,-

The Company also has interests in several other variable interest entities for which 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, 2005, that the Company
couldbe required to record in its income statement as, a result of these arrangementstotals
approximately $38 million. The creditors of these variable interest entitiesdo not have recourse to the
generalcredit of the Company in excess of the aggregate maximum loss exposure.. . .

* .. 1 ~~1,.'. . . . --

2. , IMPACT OF NEW ACCOUNTING STANDARDS .. . ..

! eI.. *,,*, A,~ * . x , ,,,:. . ..1
FASB; EXPOSURE DRAFT ON ACCOINTING FOR UNCERTAIN.. TAX POSITIONS, AN
INTERPRETA TION OF SFAS NO. 109, "'A CCOCUNTJNG FOR INCOME TAXES"

On July 14, 2005, the Financial Accounting Standards Board (FASB) issued an exposure draft of a
proposed interpretation of SFAS No. 109, "Accounting for Income Taxes" (SFAS No. 109), that
would address the accounting for uncertain tax positions. The proposed interpretation would require
that uncertain tax benefits be probable of being sustained in order to record such benefits in the
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consolidated financial statements. The Company currently accounts for uncertain tax benefits in
accordance with SFAS No. ,5, "Accounting for Contingencies" (SFAS No. 5). Under SFAS No. 5,
contingent losses are rec' ded when it is probable that the tax position will not be sustained and the
amount of the disallowance can be reasonably estimated. The exposure draft has a 60-day public

- comment period ending September 12, 2005. As currently drafled, the proposed interpretation would
apply to all uncertain tax positions and be effective for the Company on December 31,2005,,

. As discussed in Note 14, the Internal Revenue'Service (IRS) field auditors have recommended that the
Section 29 tax credits generated by the Company's Earthco facilities, totaling S1.1 billion through June
30, 2005, be disallowed. The Company disagrees with the 'field audit team's findings aiid has
requested that the National Office of the IRS review this issue. The Company has not yet determined
how the proposed interpretation would impact its various income tax positions, including the status of

'the Earthco tax credits. 'Depending on the provisions of the FASB's final interpretation and the
Company's facts and circumstances that exist at the date of implementation, including the Company's
assessment of the probability of sustaining any currently recorded and future tax benefits, the proposed
interpretation could have a material adverse impact on the Company's financial position and results of
operations.' .. . '

- SFAS NO. 123 (REVISED 2064), "SHARE-BASED PA YMENT" (SFAS NO. 123R) - ' -

In December 2004, the FASB issued SFAS No. 123R, which revises SFAS No. 123, "Accounting for
Stock-Based Compensation," and supersedes -Accounting Principles Board (APB) Opinion No. 25,

' "Accounting for Stock Issued to Employees." The key requirement of SFAS No.' 123R is that the cost
of share-based awards to employees will be. measured based on an award's fair value at the' graht date,
with such cost to be amortized over the appropriate service period. Previously, entities"&uld 'elect to
continue accounting for such awards at their'grant date intrinsic value Aider APB Opinion No.'25, and

-!the Company made that election. The intrinsic value method resulted in the Company recording no
. compensation expense for' stock options granted to employees (See Note IB). ! ''

' As'written,;SFAS No: 123R had an original effective date of July 1, 2005 for the Compai'y' Ih!April
2005, the SEC delayed 'the effective date for public companies, which resulted in a required 'effective
date of January 1, 2006 for the Company. The SEC delayed the effective date' due to concerns that

*,- implementation in mid-year'c6uld make compliance' mo're difficult and make comparisons of quarterly
'- 'reportsnmore'difficult. The"Company is planning to'implemcnt SFAS No. Al23Riduring the third

:'qarter of 2005, effective as of July 1; 2005. 'The 'Company will implement th'e tandard tiing the
'equired modified prospective'fmethod. Un'der thath'iethod," the Co'mpanyfwill record compensation
c xpense under SFAS No.: 123R for' all awards-it grants after the effecti'e' date,land'it'will' record
compensation expense(as previous aards 'continue to vest) for the unvested portion'of previously
' 'gnted'aivards'that'remaiii outsiandingit the effective date. In 2004,'the Company made 'decision
to ccase 'grainting itock;'options -and replaced that "'co'mrpensation with 'alteratie forms of

' coipen'sation.'Therefore, the amount of st6ck option' xpense 'expected to be 'recorded in 2005 is
''' below the am'iounit' that' would h'av'e beefi recorded 'if the 'sf6ck option program had continued.

Assuming a July, 1 2005 effectiv'e date, the Company expects to record approximately S3 million of
pre-tax expense for stock options in 2005. '''' ' ' '

FASB INTERPRETATION NO. 47, "'ACCOUNTING'FOR' CONDITIONAL ASSET RETIREMENT
;- OBLIGATIONS" . .-. . .' '&.:... - . -,

'On March 30, 2005, the FASB'issued 'Iterpretation'No' 47, -"Accounting 'for'Condition'al'Asset
Retiremenf-'Obligations,"t ai inte'rpiettion of SFAS No. 143, -"Accounting-for A'sset 'Retirement
Obligations" (SFAS No: 143).' The'interpretatioifd arifies'that a Iegal obligationi to perform an asset
retirement activity that is conditional on a future 'event is within the scope of SFAS' No. 143.
Accordingly, an entity is required to recognize a liability f6r the fair value of an asset 'retirement
obligation that is conditional on a future event if the liability's fair value can be reasonably estimated.
The'inturpretatioh also 'proides additional g idaic& for evaluating whevthe 'sufficient 'information is
available to ma<k'e' i'reas'onablW estimate of 'the fair 'value. The interpretation is effective for the
Company no later than December 31, 2005. The Company has not yet determined the' impact of the
interpretation on its financial position, resulrs'of operations'o'rliquidity.' '" ':': '

i # . . - . s l i . : | ) ^ : . f , . . * . . . .

11 ('j'



L . ... U s J E

3. DIVESTITURES

Progress Rail Divestiture

On March 24, 2005, the Company completed the sale of Progress Rail to One Equity Partners LLC, a
private equity firm unit of J.P. Morgan Chase & Co. Gross cash proceeds from the sale arc estimated
to be approximately S430 million, consisting of $405 million base proceeds plus an estimated working
capital adjustment. Proceeds from the sale were used to reduce debt.

Based on the estimated gross proceeds associated with the sale of S430 million, the Company recorded
an estimated after-tax loss on disposal of $19 million during the six months ended June 30, 2005. The
Company anticipates adjustments to the loss on the divestiture during the third quarter of 2005 related
to employee benefit settlements and the finalization of the working capital adjustment and other
operating estimates.

The accompanying consolidated interim financial statements have been restated for all periods
presented to reflect the operations of Progress Rail as discontinued operations. Interest expense has
been allocated to discontinued operations based on the net assets of Progress Rail, assuming a uniform
debt-to-equity ratio across the Company's operations. Interest expense allocated for the three months
ended June 30, 2004 was S4 million. Interest expense allocated for the six months ended June 30,2005
and 2004 was S4. million and S8. millicn, respectively. The Company ceased recording depreciation
upon classification of the assets as discontinued operations in February 2005. After-tax depreciation
expense recorded by Progress Rail during the three months ended June 30, 2004 was S3 million. After-
tax depreciation expense during the six months ended June 30, 2005 and 2004 was S3 million and S5
million, respectively. Results of discontinued operations were as follows:

Three Months Ended :'Six Months Ended
June 30 June 30

(in millions) 2005 2004 - 2005 2004
Revenues S - S 285 S 358 $ 524
Earningsbeforeincometaxes -' S - S .14 8$ . $ 27
Income tax expense * - ' 7 '3 11

Net earnings from discontinued operations 7 5' 16
Estimated loss on disposal of discontinued operations, '

including income tax benefit of SO'and> $14 for the '

three and six months;ended June 30, 2005; respectively ' (7) -, X_ * (24) -

(Loss) earnings from discontinued operations S (7) S' 7' $ (19)" S 16

In connection with the sale, Progress Fuels and Progress Energy provided guarantees and
indemnifications of certain legal, tax and environmental matters to One Equity Partners, LLC. See
discussion of the Company's guarantees at Note 14B. The ultimate resolution of these. matters could
result in adjustments to the loss on sale in future periods. i. * ,,

The major balance sheet classes included in assets and liabilities of discontinued operations in the
Consolidated Balance Sheet as of December 31, 2004 are as follows:

(in millions) , - -

Accounts receivable . .$ 172
Inventory - . . .. 177
Other current assets .! I 15 ;
Total property, plant and equipment, net . * 174
Total other assets *. I .,39 . . .

Assets of discontinued operations
Accounts payable
Accrued expenses

Liabilities of discontinued operations

$ 577
$ 113

39
S 152

_ r _
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In February 2004, the Company sold the majority of the assets of Railcar Ltd., a subsidiary of Progress
Rail, to The Andersons, Inc. for proceeds of approximately $82 million.

NCNG Divestiture. f

In October 2002, the Companyannounced the Board of Director's'lapproval to sell:North Carolina
Natural Gas Corporation (NCNG) and the Company's equity investment in Eastern North Carolina
Natural Gas Company to Piedmont Natural Gas Company, lnc. -On September 30,2003, the Company
, completed the sale. -During the three months ended June 30, 2004,. the, Company recorded an

,':. additional gain after taxes of approximately $1 million related to deferred taxes on the loss from the
' N CN G sale.- ...,;;!!....; .', :;;

.. , i. - .1i* . -'*L,:.. .i;.*....

*WinterParkDivestiture,. . ' - i

;As discussed in Note 5, PEF sold certain electric distribution assets to the City of Winter Park, Florida
, onJunel,2005. *,- ' - i . * . :' -. : { ';

4. :-. "ACOUISlTITONS ! .,' ,, . . ...... . , . , ,.

"In May 2005, Winchester -Production Company, Ltd:' ah indirectly wholly 'owned subsidiary of
:, Progress Fuels' Corporation, acquired an interest-in approximately 11 natural gas producing wells and

-proven reserves' of approximately 25. billion cubic feetequivalent from a privately-owned company
headquartered/in Texas. In addition to the natural gas reserves, *the transiction also included a 50%

* interest in the gas gathering systems related to -these reserves;.' The total ,cash-purchase price -for the
transaction was S46 million. " J . : *!'- ' t > .t .'i Ad '. ' '

5. ,REGULATORY MATTERS z-' | - ' ' ' -'

PEF Retail Rate Malters .*. - A , it..

- * On July 14, 2005, the Florida Public Seirvice Co"imission (FPSC)issued an order atithoriziing PEF to
- recoverS232 million, including interest, of the costs it -incurred and previously, deferred related to

; ' PEF's restoration of power tW-custonfers ass6diAtdd'with ,the foiir,hliricahes in 2004;'The ruling will
allow PEF to include a charge of approximately S3.27, on the average-residential monthly customer bill

* beginning August 1, 2005. The ruling by the-FPSC approved, the.majority.of the Company's request
-with tvo exceptions: the reclassification 6f $8 zillioni from operation and mraintenanceexpense
(O&M) tq;utility plant and reclassification 'of '$in milifin-as normal O&M expense. As ult of
these adjusiments,-'appiroximately S17-million--wis-chlarged -to O&M expense .in-June 2005,

- representing the retail portion of these adjustments. - ,
- . -. - i !, 4 1sw*' ¢*'Sz <zvil;rh

The am6iunt included iii the originial petition requesting recovery of $252 milliod in November 2004
'was an estim'ate, as actual total' costs were not kn'own at'that time; The Company currently estimates

- that it has incurred an additional $18 million 'in costs in excess of the amount requested in the petition.
The difference between the actual costs and the amount requested will be trued-up in September 2005,
subjectrito rPSC approval, and the' impact will'be included in custonier bills beginfing :Januiary 1,
2006. ,-t i

On June 1, 2005, Florida Governor Jeb Bush signed into law a bill that would allow utilities to petition
.the FPSC to use securitized bonds to recover storm related costs. .PEF. intends to ask the .FPSC for
approval to issue secdritized debt.- This arrangement would benefit the Company by providing

- immediate cash recovery of the hurricane costs and would benefit the customer.by providing a longer
recovery period, which would reduce the price impaction monthly..bills. Assuming FPSC approval,
PEF expects the process to take six to nine months. - - * .

J.: I- ,'
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On June 1, 2005, the City of Winter Park, Florida (the City) acquired PEF's electric distribution
system that serves the City for approximately $42 million. PEF transferred the distribution system to
the City on June 1, 2005 and recognized a pre-tax gain of approximately S25 million on the
transaction, which is included in other, net on the Consolidated Statements of Income. This amount is
subject to adjustment pending accumulation of the final capital expenditures incurred since arbitration.
The Company also recorded a regulatory liability of $8 million for stranded cost revenues which will
be' amortized to revenues over the next six years in accordance with the provisions of the! transfer
agreement with the City. ' -' ' '"''

J. '

On April 29, 2005, PEF submitted minimum filing requirements, based on a 2006 projected test year,
to initiate a base rate proceeding regarding its future base rates. In its filing, PEF has requested a S206
million annual increase in base rates effective January 1, 2006. PEF's request for an increase in base
rates reflects an increase in operational costs with' (i) the addition of Hines 2 generation facility into
base rates rather than the Fuel Clause as was permitted under the terms of existing Stipulation and
Settlement Agreement (the Agreement), (ii) completion of the Hines 3 generation facility, (iii) the
need, in light of recent history, to replenish PEF's depleted storm reserve on a going-forward basis by
adjusting the annual accrual, (iv) the expected infrastructure investment necessary to meet high
customer expectations, coupled with the demands placed on PEF's system due to strong customer
growth, (v) significantadditional costs including increased depreciation' and-fossil dismantlement
expenses and (vi) general inflationary pressures. ' - . - '

Hearings on the base rate proceeding are scheduled for September 7 through September 16, 2005, and
a final decision-is expected by the 'end of 2005. Although the Company cannot predict the outcome of

: this matter, an adverse outcome could negatively impact the Company's and PEF's financial condition
and results of operations. : '. ; '" .¼ * . I ;

: ., *i: ,, , _ . r, ' .' ._. ' , , .'

The FPSC requires that PEF perform a depreciation study' no less than every four years. PEF filed a
depreciation study with the FPSC on April 29, 2005; as part of the Company's base rate filing, which
will increase depreciation. expense by'$14 million beginning in 2006 if approved by the;FPSC. The
Company cannot predict the outcome or impact of this matter. PEF reduced its estimated removal costs
to take into account the estimates used in the depreciation study. Thnis resulted in a downward revision
in the PEF estimated removal costs, a component of regulatory liabilities, and equal increase in
accumulated depreciation of approximately $401 million. '. '

The FPSC requires that PEF update its cost estimate for fossiliplant dismantlement every four years.
PEF filed an updated fossil dismantlement study with the FPSC on April 29, 2005, as part of the
Company's base rate filing. The new study. calls for an increase in the annual accrual of SI0 million
beginning in 2006. PEF's retail reserve for fossil plant dismantlement'was approximately S133 million
at June 30, 2005. Retail accruals on PEF's reserves for fossil plant dismantlement were previously
suspended through December 2005 under the terms of PEF's existing Agreement. The Company
cannot predict the outcome or impact of this matter.

The FPSC requires that PEF update its cost estimate for nuclear decommissioning every five years.
PEF filed a new site-specific estimate of decommissioning costs for the. Crystal River Nuclear. Plant
Unit No. 3 (CR3) with the FPSC on April 29,- 2005 as part of the Company's base rate filing. PEF's
estimate is based on prompt decommissioning. The estimate, in 2005 dollars, is $614 million and is
subject to change based on a variety of factors including, but not limited to, cost escalation, changes in
technology applicable to nuclear decommissioning and. changes in federal, state or local regulations.
The cost estimate excludes the portion attributable to other co-owners of CR3. The NRC operating
license held by PEFfTr CR3 currently expires in December 2016. An application to extend this license
20 years is expected to be submitted in the first quarter of. 2009. As part of.this newt estimate and
assumed license extension, PEF reduced its ARO liability by approximately'S88. million."Retail
accruals on PEF's reserves for nuclear decommissioning were: previously suspended. through
December 2005 under the terms of the Agreement and the new study supports a 'continuationtof that
suspension. The Company cannot predict the outcome or impact of this matter.

!. ' ':2 I

, :* .. .'Il,

. . .. ... . . . . ..
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, PEC Retail Rate Matters - I

On April 27, 2005; PEC filed for an increase in the fuel ratc;chadtged to its South Carolina retail
* . :customers with the Public Service Commission of South Carolina.(SCPSC). PEC-requested the

i>.;Ancrcasc for underrecovered fuel c6sts for the previous 15 months andito meet future expected fuel
costs. .On June 23i 2005, theSCPSC.approved asettlement agreement filed jointly by PEC and all
other parties to the proceeding. The settlement agreement levelizes the collection of underrecovered
fuel costs over a three-year period ending June 30, 2008, and allows PEC to charge and recover
carrying costs on the monthly unpaid balance, beginning July 1, 2006, at an interest rate of 6%
.compounded annually. An annual increase of $55 million, or 12 percent, in 'PEC's rates was effective
July 1, 2005. .; .... .;. . '

On June 3, 2005, PEC filed for an increase in the, fuel rate charged to itsNorth Carolina retail
customers with the North Carolina Utilities Commission (NCUC). PEC .asked the NCUC to approve a
S276 million, or 11 percent, increase in rates. PEC requested the increase for underrecovered fuel costs
for the previous 12 months and to meet future expected fuel costs. If approved, the increase would take
effect October 1, 2005., .. ' ~*' ' , . '.1; . ., . ' ....

On July 25, 2005,.PEC; the NCUC.Public Staff and the Carolina Industrial'Group for.Fair Utility
Rates jointly filed a proposed settlement agreement with the NCUCto resolve issues concerning PEC's
2005 North Carolina fuel adjustment proceeding. Other intervening parties to the fuel proceeding
have not agreed to the proposed settlement. The settlement proposes that PEC collect all of its fuel cost
undercollections .that.occurred during the test.,year ended -March 31,%2005 -over a-one-year period

'beginning October 1, 2005. Under the proposed settlements PEC agreed to.reduce its proposed billing
increment designed to collect future fuel costs in order to address customer.concerns.regarding the
magnitude of the proposed increase. In recognition of the likely undercollection that will result during
the yearnending September 30,2006, PEC-would be allowed to 'calculate and collect interest at 6% on
the difference between its collection factor in the original request to the, NCUC and the factor included
in the proposed settlement agreement until such amounts 'have been collected. Hearings on this matter
are scheduled for.August 2005 with an order due in September.2005. If approved, the increase would
take effect October.I, 2005.-The Company cannot predict the outcome of this matter..

6. EOUITY AND COMPREHENSIVE INCOME . i:,' .;

.:..s.A' . iEamings Per Common Share ' . '!: . . -

'A reconciliation of the weighted-average number of common shares outstanding for basic and dilutive
earnings per share purposes is as follows:!. .! ,;. ., .._ .

X'. !,ThreeMonthsEnded .- .. SixMonthsEnded
(in millions) . -,a.June 30 ' . :, June 30'

2005 2004 2005 2004
Weighted-average common shares -basic;: ,; 246;. . 242 , .. *245,...- 242
*Restrictedstockawards . .. .... ':.',1 . . i .. ; . . ' '1.
Weighted-average shares - fully dilutive .: . 247 ;: . 243.. 246. . . 243

..B.. Co qmprehensivelncome *. ; . ., ; .'i .

' ' . . I;, ., *Three Months Ended
i June 30

(in millions) .. ,. .'. , . 2005. 2004

, Net(loss)income ,grti,- .-.' . ,(1);. S 154:
Other comprehensive'income (loss): -.

Reclassification adjustments included in net income:!
Change in cash flow,hedges (net of tax expense .of .

' $2 and $3, respectively) ',' ' I'' ' '' 3 4

Changes in net unrealized gains on cash flow hedges
(net of tax expense of $26 and $0, respectively) 44 2

Foreign currency translation adjustment and other (1) (1)
Other comprehensive income S 46 S 5

Comprehensive income S 45 S 159

. ., .. .. I
.1 I

. , !�;f .!
I 1 .- . 1.

. .. . - J,.., �

. . I .
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Six Months Ended
June 30 .. .I

(in millions) 2005 2004
Netincome* S'' $ 92 S'262
Other c6mprehensive incomen (loss): '

Reclassification adjustments included in net income: '
Change in cash flow hedges (net of tax expense of

$3 and $5, respectively) 5 8
Foreign currency translation adjustments included in '

discontinued operations (6) -
Minimum pension liability adjustment included in

discontinued operations (net of tax expense of$1) SI1
Changes in net unrealized gains (losses) on cash flow hedges

(net of tax expense (benefit) of $31 and (S8), respectively) 50 (15)
Foreign currency translation adjustment and other 1 ' 'I

Other comprehensive income (loss) $ 51 $ (6)
Comprehensive income $ 143 $ 256'

C. Conimon Stock ''
~~~. -1 *,. ..

At December' 31, 20'04, [heCo-mpany' had approximately 63 million shares of common 'stock
authorized' by the Board of Directo'rs that remained unissued and reservcd. In 2002, the Board of

g m of the Progres' Energy' 401(k) Savings and Stock
Ownership Plan and the Investor Plus Stock Pir'chase Plan wiith original issue shares. For the three
and six months ended June 30, 2005, the Company issued approximately 2.6 million shares and 3.9
million shares, respectively, *under these plans §for net proceeds of approximately Sill iillion and
$169 million, respectively.

7. DEBT AND CREDIT FACILITIES AND FNANCING ACTITIESI

Changes to the Company's debt iind'credit facilities since December 31, 2004, discussed in Note 13 of
the Company's 2004 Annual Report on Foinm' 1-K, are described below.'

In January 2005; the Company used pro7&ed6 ftrf6 the issua'n-ci' of commercial pap'er to pay off $260
million of revolving credit agreement (RCA) loans, which included $90 million-'at PEC and' $170
million at PEF.

On January 31, 2005, Progress Energy,;IziS?,Ifere'd into a new S600 niillion RCA, which was to
expire on December 30, 2005. This facilityi'was added tdo provide additional liquidity; to the extent
necessary, during 2005 due in part to tih ud iertainty of the'timing of storm restoration cost-recovery
from the hurricanes in Florida during 2004. On February 4, 2005, S300 million was drawn under the
new facilityto reduce commercial 0aper'AdWytoff the remaihingamnount of loans outstanding under
other RCA' facilities, which Eonsisted of $160 millibn at Progress Energy and S55riiillionat'PEF. As
discussed below, the maximum size'of this RdA was reduced to' $300 million on March 22,'2005 and
subsequently terminated on May 16, 2005.

On March 22, 2005, PEC issued $300 million of First Mortgage Bonds, 5.15% Series due 2015, and
$200 million of First Mortgage Bonds, 5.70% Series due 2035. The net proceeds from the sale of the
bonds were used to pay at maturity $300 million of PEC's 7.50% Seniot Noteg'ori'April 1,'2005 and
reduce the outstanding balance of PEC's commercial paper. Pursuant to the terzis"of the Progress
Energy S600 million RCA, commitments were reduced to S300 million, e'fective March 22,2005.

In' March 2005,' Progress Energy, inc.'s SlI' billi6oi five-year credit facility was am~ended to increase
the maximum total debt to. total 'capital ratio from' 65% to 68%' ldue to' the'po'tentiai imipacts of a
proposed interpretation of SFAS No. 109 regarding accounting rules for'uncertain tax positions (See
Note 2).
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On March 28, 2005,',PEF entered into a new $450 milliotifivc-year RCA with a syndication of
financial institutions. The RCA will be used to provide liquiaity-support for PEF's issuances of
commercial paper and other short-term obligations' The RCA will expire on March 28, 2010. The new
S450 million RCA rieplaced PEF's S200 millioin three-ye'ar RCA anid S200 millionr,364-day RCA,
which were each terminated effective March 28, 2005. Fees and interest rates under the S450 million
RCA are to be determined based upon the credit rating of PEF's long-term unsecured senior non-credit
enhanced debt, currently rated as A3 by Moody's Investor Services (Moody's) and BBB by Standard
and Poor's (S&P). The RCA includes a defined maximum total debt to capital ratio of 65%. -The RCA
also contains various cross-default and other acceleration provisions, including a, cross-default
provision for defaults ofindebtedness in excess of $35 million. The RCA does not include a material
adverse change representation for borrowings or a financial covenant for interest coverage, which had
been provisions in the terminated agreements... r ; i, . *. - ,-

,. . .t 4. .. . _ S. .. . . A

On March 28, 2005, PEC entered into a new ,$450 million five-year RCA with a syndication of

financial institutions. The RCA will be used to,provide liquidity support for PEC's issuances of

commercial paper and other short-term obligations;The RCA will expire on June 28, 2010. The new

5450 million RCA replaced PEC's S285 million threeIyear RCA and $165 million 364-day RCA,
which were each terminated effective March 28,-2005. Fees and interest rates under the $450 million

RCA are to be determined based upon the credit rating of PEC's long-term unsecured senior non-

credit enhanced debt, currently rated as Baal by Moody's and BBB by S&P..The RCA includes a

defined maximum total debt to capital ratio of 65%. The RCA also contains varous cross-default and
':other acceleration-provisions, including ac'r'o'~ss-defauillt prov~ision for defauls finetds mxcs

of $35 million. The RCA does' not include a matferiai adverse change representation 'f6r borowings,
which had been a provgion the therminated agreements. , ,

,,I , X "it . I .. .C... .

' In May. '. : -; ln used t.he' (issuanceof '.'.s **i off :: i

nM 2005, Progress Energy, Inc. used proceedsfrom 'the C .anc. o commercial paper topayo
$300 million of its S600 million RCA. ' . -.

On May 16, 2005, PEF issued S300 million of FirstyMortgage Bonds, 4.50% Series due 2010. 1The net
proceeds from the sale of:the bonds were used to-reduce the outstanding balance of commercial paper.

Pursuant to the termsof the Progress Energy $600 million RCA, commitments were completely

reducedaaidithe'RCAiwastermrinated,-effective'May'ig2005' ' ' i 'i

,.On July:l, 2005, PEF paid atmaturity $45 millionof its ,6.72% Medium-erm;Notes, Series B with

, short-term debtproceeds. , ,:! , . . - -

On July 28, 2005, PEC filed a shelf registration statement with the SEC to provide an additional $1.0

billion of capacitX-in addition to the $400 million,remaining on PEC's current shelf registration
sttmn. The ~hl.egsrto statemnt I . .mii on .E' . curn sh. regisratio

statement. The .helf registration statement twill *aliow; PEC to, issue various securities, including First

Mortgage Bonds, SeniorNotes, Debi Securities -and Preferred Stock; : .-... ..

* I: .. ;. : '! - .; * : -rS, -I s .... rALz gI, .. r!. L It* I , ,.- - r.

On July 28,,2005, PEFfiled a shelf registration statement with.the SEC to provide an additional $1.0
..billion, of capacity in additiofi. to the $450 million remaining on PEF's current shelf;registration

-statement. The shelf registration statement will allow PEFto issue various securities, including First
Mortgage Bonds, Debt Securities and Preferred Stock. , - A,- J , 1.

'5'

The Company and some of its subsidiaries havea aponcontributory defined benefit retirement (pension)

-.;plan for substantially allifull-time employees..The Company'also has supplementary defined benefit
pension-plans that provide benefits t'o 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~th net periodic:benefit cost forthy hree and six months ended June 30
. ... ., .I

A,; .re: I; I,
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Three Months Ended June 30
(in millions)
Service cost
Interest cost
Expected return on plan assets
Amortization of actuarial loss
Other amortization, net
Net periodic cost
Additional cost / (benefit) recognition (a)
Net periodic cost recognized

Pension Benefits

2005 2004

$ 15 S 13
29 28.

(37) (37)

Other Postretirement
Benefits

2005 2004- '

$ 3 S 4 .
I,

8. 8,
(1) (1)

6 5 I 1.
I

5. 14 S 9
(4) (4)

. *10 $ 5

I
S 11 S 13

I 1
S .12 $ 14

Six Months Ended June 30
(in millions)
Service cost
Interest cost
Expected return on plan assets
Amortization of actuarial loss
Other amortizaticn, net
Net periodic cost
Additional cost / (benefit) recognition (a)
Net periodic cost recognized

Pension Benefits

2005 . 2004

$: 30 $ 27:
57. 55

(73) (75)
12 11

Other Postretirement
Benefits

2005 2004

$I. .6 $ 8
16 17 -
(3)

2
* (2)

2
I1* - 1 1

S 27 S ' 18 $ 22 S 26
(8) (8) I I

S 19 S 10 `$ 23 S 27

(a) Relates to the acquisition of FPC. See Note 17B of Progress Energy's Form 10-K for year ended
December 31, 2004.

In addition, in the second quarter of 2005 the Company recorded costs for special termination benefits
related to its voluntary enhanced retirement program (see Note 10) of approximately $122 million for
pension benefits and $19 million for other postretirement benefits. These charges resulted in a $37
million decrease in prepaid pension assets, which is included in other assets and deferred debits; and a
S104 million increase in pension and OPEB liabilities, which are included in other liabilities and
deferred credits on the Consolidated Balance Sheets.

9. RISK MANAGEMENT ACTIVITIES AND DERIVATIVE TRANSACTIONS

Progress Energy and its subsidiaries are exposed to various risks related to changes in market
conditions. The Company has a risk management committee that includes senior executives from
various business groups. The risk management committee is responsible for administering risk
management policies and monitoring compliance with those policies by all subsidiaries. Under its risk
policy, the Company may use a variety of instruments, including 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 othet things, publicly available credit ratings of such
counterparties. Potential nonperformance by counterparties is not expected to have a material effect on
the consolidated financial position or consolidated results of operations of the Company. See Note 18
to the Company's Annual Report on Form 10-K for the year ended December 31, 2004.

A. Commodity Derivatives

General

Most of the Company's commodity contracts are not derivatives pursuant to SFAS No. 133,
"Accounting for Derivative and Hedging Activities" (SFAS No. 133) or qualify as normal purchases
or sales pursuant to SFAS No. 133. Therefore, such contracts are not recorded at fair value.
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In 2003, PEC recorded a $38 million pre-tax (S23 million aftcr-tax) fair value loss transition
adjustment pursuant to ltheprovisions of DIG;Issue C20, "Scope Exceptions: Interpretation of the
Meaning of Not Clearly and'Closely-Related in :Paragraph 10(b) regarding Contracts with a Price
Adjustment Feature." The related liability is being amortized to earnings over the term of the related
contract (See Note 12). As of June 30,'2005 and December 31, 2004, the remaining'liability was S23
million and S26 million, respectively.

Economic Derivatives x ' ' ' x

Derivative products, primarily electricity and natural gas contracts, may be entered into from time to
time for economic hedging purposes. While management believes the economic hedges 'mitigate
exposures to fluctuations in commodity prices, these instruments are not designated as hedges for
accounting purposes and are monitored consistent with trading positions. The Company manages open
positions with strict policies that limit its. exposure to market risk and .require daily reporting to
management of potential financial exposures. The Company recorded pre-tax losses of less than SI
million and'$2 million on such contracts,for the three months ended Jun6'30, '2005'and 2004,
respectively. The Company recorded a .$2 million pre-tax gain and a $14 million pre-tax'loss on such
contracts for the six months ended June 30,2005 and 2004, respectively. The Company did not have
maicrial outstanding positions in such contracts as of June 30, 2005 and December 31, 2004,' other
than those receiving regulatory accounting treatment, as discussed below. * '-

* ''.'.. !. : . ,* .. ,

PEF has derivative instruments related to its exposure to price fluctuations on fuel oil purchases. These
instruments receive regulatory accounting treatment. Unrealized gains and losses are.recorded in
regulatory liabilities and regulatory assets, respectively.' As of June 30, 2005;l the fair values of these
instruments were 'a S60 million short-term derivative asset position included in other current assets and
a S22 million long-term derivative asset position included in other assets 'and deferred debits. As of
December 31, 2004, the fair values of these instruments were a $2 million long-term derivative asset
position iricluded in other assets' and deferred debits'nd a a$5 million 'siort:erm 'derivative liability
position included in other current liabilities.

Cash Flow.Hedges ,...-,,, ' .{; ;. .. j m .. *,':"1':.

.Progress Energy's nonregulated subsidiaries designate a portion of commodity derivative instruments
as cash flow hedges under SFAS No. 1337 The objectivefor holding these instruments is.to hedge
exposure to market iisk associated with fluctuations' in the price of natural gas.for the Company's
forecasted purchases and sales. Realized gains and losses are recorded net in operating revenues or
operating expenses, as appropriate. Theineffective portion of commodity cashiflow hedges for the
three and six months'ending June 30, 2005 and 2004, was not material to the Company's results of
operations. . . .. - , , . ' . ' . *..-*,.

.* . ,~ .. ' - -.,. . , ,, , '

Thefairyalues of commodity cash flow hedges as of June 30, 2005 and December 31, 2004, were as
**fo llo w s : -,.,-.| H -\> ;, *-.* ifl !'':-1* ........

,7 . ,, '. ' * ,.* , ., , . ,,* , ': * Jr' 1 ~ ..;I .3{a '. . .',"it ,*.'

.(in millions),-. . '. ' ., June 30,: . : ; i December 3 1, ', . .
. .,; # ' , .2005; .. .2004 v ; *

Fairvalueofassets i -96i, : : i
:Fair value ofliabilities ' ` ;. (24)-j- a. - (15) ' ' .

.'Fairvalue, net '' Se .72f;&.::;.:s . * * .L $ (15).. '

The following table presents selected information related to the Company's commodity cash flow
hedges as ofJune 30, 2005: -, ,; ." ..

- " ! V. J:. !:'
,:. '.'' ' :.*''i.i ...................... : . A, :.' ................... I' .1t:.1' f;: i' '"'.. ........ r'
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Accumulated Other Portion Expected to
Comprehensive be Reclassified to

(term in years/ Maximum Income/(Loss), net of Earnings during the
millions of dollars) Texmr(a) tax Next 12 Months (')

Commodity cash
flow hedges 10 S 44 S (9)

') Hedges in fair value liability positions have a-maximum term of less than two years and hedges in
fair value asset positions have a maximum term of 10 years.

(b) Due to the volatility of the commodities markets, the value in accumulated other comprehensive
income/(loss) (OCI) is subject to change prior to its reclassification into earnings.

Bv o. r . . .

B . Interest Rate Derivatives - Fair Value or Cash Flow Hedges

The Company uses cash flow hedging strategies to reduce exposure to changes in cash flow due to
fluctuating interest rates. The Company uses fair value hedging strategies to reduce exposure to
changes in fair value due to interest rate changes. The notional amounts of interest rate derivatives are
not exchanged and do not represent exposure to credit loss. In the event of default by the counterparty,
the risk in these transactions is the cost of replacing the agreements at current market rates.

-; *

The fair'valucs of interest rate hedges as of June 30, 2005 and December 31, 2004, were as follows:

' June30, December31,
(in millions) 2005 2004
Interest rate cash flow hedges S (3) S (2)
Interest rate fair value hedges S 2 S 3

Cash Flow Hedges

Gains and losses from cash flow hedges are recorded in OCI and amounts reclassified to; earnings are
included in net interest charges as the hedged transactions occur.' Amounts' in OCI related to
terminated hedges are reclassified to earnings as the interest expense is recorded. The'ineffective
portion of interest rate cash flow hedges for the three and six months ending June 30,'2005 and 2004,
was not material to the Company's results of operations.

The following table presents 'selected information related to the Company's interest rate cash flow
hedges included in OCI as of June 30, 2005: '

Accumulated Other
Comprehensive

Income/(Loss), net of
tax(')

Portion Expected to
be Reclassified to

Earnings during the
Next 12 Months(b)

(term in years/
millions of dollars)

Maximum
Term'

. .

Interest rate cash Less than
flow hedges one ' S (17) $ (3)

(a) Includes amounts related to terminated hedges.
(b) Actual amounts that will be reclassified to earnings may vary from the expected amounts presented

above as a result of changes in interest rates.

As of June 30, 2005 and December 31, 2004, the Company had $300 million'notional and S331
million notional, respectively, of interest rate cash flow hedges.
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Fair Value Hedges .

For interest rate fair value hedges, the change in the fair value ofathe hedging derivative is recorded in
net interest charges and is offset by the changein the fair valueofithe hedged item. As of June 30,
2005 and December. 31, 2004, the Company had $150 million-notional of.interest.rate fair value
hedges.

: ., . -:. . .-....... . -:. - . e.' ; '.^.

10.: SEVERANCE COSTS ,,.

_,On February 28, 2005, as part of a previously.,announced cost management initiative, the,Company
a,,approved a workforce restructuring.which is expected to be completed in September 2005 and result in

. a reduction of approximately 450 positions. The cost-management initiative is designed to permanently
'reduce by S75 million to $100 million the projected growth in the Company's annual O&M expenses
by the end of 2007. In addition to the workforce restructuring, the cost management initiative included

- .a voluntary enhanced retirement program.,ln connection with this initiative, the Company incurred
approximately $ 176 million of pre-tax charges for severance and postretirement benefits during the six
months ended June 30, 2005Jas described below.,,..

The Company! recorded S31,mnillion ,oftseverance expense during the~first quarter of.2005, for the
-workforce restructuring and,implementation of an automated meter reading initiative-at PEF. The
workforce restructuring expense was computed based on the approximate .number.ofpositions to be
eliminated.,During the second quarter of.2005,.1,447.employees.eligible for participation in the
voluntary enhanced retirement program elected to participate.. Consequently, ,ipi the, second quarter of

12005, the Company decreased its estimated severance costs by S13 million due to the impact of the
employees electing participation; in 'the -voluftary ,enhaficd'rctire'meniip]ograi. The-severance
expenses are primarily included in O&M expense on the Consolidated Statements of Income...

The accrued severance expense will be paid over time. The activity in the severance liability is as
follows:

(in millions)
.Balance as of January1,,2005 ,', ,.. ... .. S ,;

,Severance costs accrued ,.. . . .'

.Adjustments. . , t .. - , !

i ,,,.Payments . " .. : , > .; . 2 ';*!
Balance as of June 30, 2005 '. .. S .21 # ; .

' The Company recorded a $141 million charge n the,second.quarterof 2005 relatedto postretirement
benefits that will be paid over time to eligible employees who, elected to participatein' the voluntary
enhanced retirement program (see Note 8). In'addition, the Company recorded a $17 million charge
for early retfire'ment incentive-s t6 epaido overti mo certain employees.

The cost management, initiative charges are subjectt to revision in futurequarters.based on completion
of the workforcerestructuring and the potential.additional impacts that the -early retirements and
outplacefienits may havd on the'Conpany's-p6strtireiffehtplans. Such'revisions 'may be significant
and may adversely impact the Company's results of operations in future periods. In addition, the
Company expects to incur certain incremental costs for recruiting and staff augmentation activities that
cannot bequantified at this time.

1. . FINANCIAL INFORMATION BY BUSINESS SEGMNT. . ... .

The Company's reportable segments include: Progress Energy Carolinas Electric (PEC Electric),
Progress ,Epergy, Florida- (PEF), Competitive Commercial Operations (CCO), Fuels and Synthetic
Fuels. ,, . . .. . ; '

PEC Electric and PEF are primarily engaged in the generation, transmission, distribution and sale of
electric energy in portions of (i) North Carolina and South Carolina and (ii) Florida, respectively.
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 operations
also distribute and sell electricity to other utilities, primarily on the east coast of the United States.
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Fuels is engaged in natural gas production in Texas and Louisiana, coal mining, coal terminal services
and fuel transportation and delivery in Kentucky, West Virginia and Virginia.

CCO is primarily engaged in nonregulated electric generation operations and marketing activities in
Georgia, North Carolina and Florida.

Synthetic Fuel operations include the production and sale of coal-based solid synthetic fuel (as defined
under the Internal Revenue Code) and the operation of synthetic fuel facilities for outside parties in
West Virginia, Virginia and Kentucky. See Note 14 for more information.

In addition to these reportable operating segments, the Company has Corporate and other activities
that include holding company and service company operations as well as other nonregulated business
areas. These nonregulated business areas include telecommunications and energy service operations
and other nonregulated subsidiaries that do not separately meet the disclosure requirements of SFAS
No. 131, "Disclosures about Segments of an Enterprise and Related Information." The profit or loss of
the identified segments plus the loss of Corporate and Other represents the Company's total income
from continuing operations.

Prior to 2005, Rail Services was reported as a separate segment. In connection with the divestiture of
Progress Rail (see Note 3), the operations of Rail Services were reclassified to discontinued operations
in the first quarter of 2005 and therefore are not included in the results from continuing operations
during the periods reported. In addition, Synthetic Fuel activities were reported in the Fuels segment
prior to 2005 and now are considered a separate reportable segment. These reportable segment
changes reflect the current reporting structure. For comparative purposes, the prior year results have
been restated to conform to the current presentation.

Revenues
Income:

Postretirement from
and Severance Continuing

(in millions) Unafliliated Intersegment Total Charges Operations Assets
FOR THIE TUREE . .

MONTHS ENDED
JUNE 30, 2005
PEC Electric S 860 S. - S 860 S 46 S 68 S 10,830
PEF 908 - 908 93 10 7,742
Fuels 178 335 . 513 . 4 12 . 813
CCO 158 - 158 I (3) 1,755
Synthetic Fuels 213 - 213 - .23. . 290
Corporate and Other 16 126 142 I (104). . 17,456
Eliminations. - (461) (461) - - (13,240)
Consolidated totals S 2,333 S - S 2,333 S 145 S 6 S 25,646

FOR TIHE THREE
MONTHS ENDED
JUNE 30. 2004
PEC Electric
PEF
Fuels
CCO
Synthetic Fuels
Corporate and Other
Eliminations
Consolidated totals

S 861
860
146
72

161
23

S 2.123

C.1

273

2.
104

(379)
S -

S 861
860
419

72
163
127

(379)
S 2,123

S 5

S 5

S 97.
.84

17,
5

36
(93)'

: S 146

* :
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- . ~~Revenues. -. -

Postretirement Income from
and Sevenii~cc Continuing

(in millions) Unaffiliated Intersegmcnt Total .' Charges; Operations Assets
FOR THlE SIX
MOJNEH SENDED ... ~ -,. .,

JUE30,2005 ..-

PEC Electric S 1,795 ' S '*- 1,795 S- S 60 'S A 84 S 10,830
PEF .. 1,756 -. 1,756 107 53 7,742
Fuels~ '314, . 642 96 ~ .6 *, .23 . 813
CCO ,. 222* - 222 2 () 1,755
Synthetic Fuels 411 411 - 22 290
Corporate and Other 33 227- *'2227 260(162). 17,456

Eliminations -(869) .. '..(869) -- (13,240)
Consolidated totals .S 4,531 S 7 , . S 4,531. S *176 .S 111 5 25,646

FOR THlE SIX
MUNt ItHS LNULJLL
JUNE 30. 2004
PEC Electric . !1
PEF . :
FuelsI
CmCO
Synthetic Fuels .- I
Corporate and Other

S-1.1762 ~'S.'- S 1,762..
1,644 -' 1,644

22539. -. 791,~
- * 105

.2 326 ''--6 A 'j'32'

-. . (746) (74.

.S4.129 S S-... 4-129

S 5 S 213. ..

(3)

1172)

Eliminations
Consolidated totals .5 - 6 .5$ 245

12. OTHER INCOME AND OTHER EXPENSE ..

Other income and expense includes interest income and other income and expense items as discussed
below. The components.-of other, net,:as shown on the accompanying .Consolidated Statements of

income are as follows:

Three Months Ended Six Months Ended
June 30 June 30

(in millions) . ' . 2005 .2004 - 2005 . $2004
Other income . . ., .

Nonregulited energy and deliver services income ~
DIG Issu6 C20 Amortization (see Note 9) ."2

Investment gains
"Income from equity investments 3

6 ain on sale of distribution assets (see Note 5)7- - '25
AFUDC equity - . -" . . -5

S 7
2
2

2 ,

S 17 :' s
. `3 J` 4,4

9 . . - ~

12
4
4

4
'Other~ . . 3-- 8 -'8 14

Total other income S 49 S 21 $ 70 S 38

Other exIpense
Nonrcgulated energy and delivery services expenses S 5 $5 Sb I 9
Donations . ' 5 2 ' 1 1 0
Investment losses ..-. 3 ., - 3

Contingentyvalue obligations unrealized loss 5 ,.. ,, 13

Loss from equity investments .4.4 ' 10, . 7
Write-off of non-trad6'receVabks-- '.'.- . .,, .:... 7
FERC audit iittleict'cnt .,, 7 , :.. . 7 .,

Other . ' .9 5 .. 11- 14

Total other expense . S 30 S 24 . S 49 S63

IOther, net S 19 S 1 (3) S 21 -S (25)
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Nonregulated energy and delivery services include power protection services and mass-market
programs (surge protection, appliance services and area light sales) and delivery, transmission and
substation work for other utilities.

FERC audit settlement includes amounts approved by the FERC on May 25, 2005, to settle the FERC
Staffs Audit of PECs and PEF's compliance with the FERC's Standards of Conduct. and Code of
Conduct. In the settlement, PEC and PEF agreed to make certain operational and organizational
changes and to provide their retail and wholesale customers a one-time credit of approximately $7
million which was recorded as other expense in the second quarter of 2005. PEC recorded S4 million
of the settlement and PEF recorded the remaining S3 million.

13. ENVIRONMENTAL MATTERS

The Company is subject to federal, state and iocal regulations addressing hazardous and solid waste
management, air and water quality and other environmental matters. See Note 22 of the Company's
2004 Annual Report on Form 10-K for a more detailed, historical discussion of these federal, state,
and local regulations.

HAZARDOUS AND SOLID WVASTE MANAGEMENT

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act of
1980, as amended (CERCLA), authorize the EPA to require the cleanup of hazardous waste sites. This
statute imposes retroactive joint and several liabilities. Some states, including North Carolina and
South Carolina and Florida, have similar types of legislation. The Company and its subsidiaries are
periodically notified by regulators, including the EPA and various state agencies, of their involvement
or potential involvement in sites that may require investigation and/or remediation. There are presently
several sites with respect to which the Company has been notified by the EPA, the State of North
Carolina or the State of Florida of its potential liability, as described below in greater detail. The
Company also is currently in the process of assessing potential costs and exp6sures at other sites. For
all sites, as the assessments are developed and analyzed, the Company will accrue costs for the sites to
the extent the costs are probable and can be reasonably estimated. A discussion of sites by legal entity
follows.

Various organic materials associated with the production of manufactured gas, generally referred to as
coal tar, are regulated under federal and state laws. PEC and PEF are each potentially responsible
parties (PRPs) at several manufactured gas plant (MGP) sites.

The Company has filed claims with its general liability insurance carriers to recover costs arising from
actual or potential environmental liabilities. Almost all claims have been settled and a few are still
pending. While the Company cannot predict the outcome of these matters, the outcome is not expected
to have a material effect on the consolidated financial position or results of operations.

PEC

There are nine former MGP sites and a number of other sites associated with PEC that have required
or are anticipated to require investigation and/or remediation.

During the fourth quarter of 2004, the EPA advised PEC that it had been identified as a PRP at the
Ward Transformer site located in Raleigh,.North Carolina. The EPA offered PEC and a number of
other PRPs the opportunity to negotiate cleanup of the site and reimbursement of less than $2 million
to the EPA for EPA's past expenditures in addressing conditions at the site. PEC and other PRP's are
in discussions with the EPA to reach an agreement. However, as an agreement among PRPs has not
yet been reached, it is not possible at this time to reasonably estimate the total. amount of PEC's
obligation for remediation of the Ward Transformer site. If an agreement cannot be reached, the EPA
could issue a unilateral order requiring cleanup of the. site. The Company cannot predict the outcome
of this matter. - , :. -
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,;As of June 30, 2005 and December 31, 2004, PEC's accruals for probable and estimable costs related
.to various environmental sites, which are included in other liabilities and deferred credits and are
expected to be paid out over one to five years, were: ; .'. . .

:(in'millions) - . .. ' . ''I '.'s .June30,2005 '- .. December31,2004
Iiisurancefund '- S4 . 'S 7
Transferred from North Carolina Natural Gas;

; '.'Corporationattime of sale ; i - : -' 2 ; 2
' Totalaccrualforenvironmentalsites " a i!- ''.' " S6 '* 's9

The insurance fund in the table above was established when PEG received insurance proceeds to
address costs associated with environmental liabilities related to its inv'olvemenhiwith some sites. All
eligible expenses related to these sites are charged against a'specific fund containing these proceeds.
For the three and 'ix rnioriths' ended June 30; 2005, PEC 'made h'6additional Iccruals, rceived no
insurance proceeds,"and"speiit ' jpproximateiy''$1 "iiaillioiia $3 tillioni I fed to
'environmentalrmrn'ediation. ' '"; j . '!. . t -;

This accrual has been recorded on an undiscounted basis., PEC measures its liability for these sites
based on available evidence including its experiefice in investigating and rcrriediating nvironmentally
impaired sites. The process often involves assessing and developing cost-sharing arrangements with
'other PRPs. PEC will accrue costs for the sites'*to the liability is probable isd the costs can
be 'reasonably estimated. Because the xieint of environmental impact, ail6'catiin'amoigPRPs for all

aites,' r ediation 'alteratives (whichecould ihvolve either minimal -or sign~tiAPt 'effot)j, and
K concurirence 'of the regulatory C nt yeehed r asonable. eimate of
the 'iemediation costs can" be made, PEG annot deterine h ttal cost tha.'imay' be' incu-red in
connection wiith the icenirdiation A'f all sites at ihii iime. It is aniiicipated thai suffi'cinit infoiriatioh will
becom avaiiable for several 'sites during 2065 'o allow-a'r'as'oniable estimate of PEC's obiigaiion for
those sites todbe m'ade...

. .. , ;.., ., . . **. , , . , . >. @ , -, .-. *:' . , -.X *

On March' 30.2005, te' North Carolina Division'of Water' Quality renew'd 'a PEC permit for the
continued use of coal 'ombustion products generate& atany'f the Copa y s'oal-fired plants located
in the state. The Company has reviewed the p'ermit conditions, which could significantly'restcrit the
reuse of coal ash and result in higher ash management costs and plans to adjudicate the permit
con'ditions. The'Coipany cannot di f thi ter'

PEF . . ; :l ! . . ; . . .

As' of Ju'in 30, 200osand Decembe'r 31, 2004, PEF's accruals for probable ind estimable costs related
to various environmental sites which are inclUd' in;:oiher'liabilities and'defe rd criedits Sand are
expected to b& paid out over one tofiftceci'yea'rs, were:' ' ' .;

jB;~~ ''.

(inmillions) .' . .-June3O,2005 December 31,2004
... Remediationofdistribution and substation. . * $ 22 $ 27

MGP and other sites 18 . 18
Total accrual for environmental sites $ 40 $ 45

[I -PEF.has received approval from the FPSC.for.recovery .ofcosts.associated with the remediation of
i-:it;distribution-and 'substation transformers through the Environmental Cost Recovery Clause (ECRC).

e.;Under agreementsiwith' the Florida Department of.Environmental Protection (FDEP), -PEF. is in the
.process'ioftexamining-.distribution.-transformer'sites and substation .sites.for potential equipment

"integrity issues .that could result'in. the. need for mineral oil impacted soil remediation.' PEF has
; Previewed a number 'of distribution transformer sites'and all.substation sites..PEF expects to have
I.. -completed its review-of distribution transformer ~siteslby, the:end of 2007;,Should further.sites be

identified, PEF believes that any estimated costs would also be recovered through the ECRC. For the
.:three and six months ended June 30, 2005, PEF made no additional accruals and spent approximately
.$3 million and S5 million, respectively, 'related to the remediation of transformers. PEF has recorded a
regulatory asset for the probable recovery of these costs through the ECRC. '
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The amounts for MGP and other sites, in the table above, relate to two former MGP sites and other
sites associated with PEF that have required or are anticipated to require investigation'and/or
remediation. In 2004, PEF received approximately S12 million in insurance claim settlement prcceeds
and recorded a related accrual for associated environmental expenses, as these insurance proceeds are
restricted for use in addressing costs associated with environmental liabilities. For the three and six
months er.ded June 30, 2005, PEF made no additional accruals or material expenditures and received
no insurance proceeds. .

These accruals have been recorded on an undiscounted basis. PEF measures its liability for these sites
based on available evidence including its experience in investigating and remediating environmentally
impaired sites. This process oflen includes assessing and developing cost-sharing arrangements with
other PRPs. Because the extent of environmental impact, allocation among PRPs for all sites,
remediation alternatives (which could involve, either minimal or significant efforts), and concurrence
of the regulatory authorities have not yet advanced to the stage where a reasonable estimate of the
remediation costs can be made, at this time.PEF is unable to provide an estimate of its obligation to
remediate these sites beyond what is currently accrued. As more activity occurs at these sites, PEF will
assess the need to adjust the accruals. It is anticipated that sufficient information will become available
in 2005 to make a reasonable estimate of PEF's obligation for one of the MGP sites.

In Florida, a risk-based corrective action (RBCA, known as Global RBCA) rule was developed by the
FDEP and adopted at the February 2, 2005, Environmental Review Commission hearing. Risk-based
corrective action. generally. means: that the corrective action prescribed for contaminated sites can
correlate to the level of human health risk imposed by the contamination at the property. The Global
RBCA rule expands the use of the risk-based corrective action to all contaminated sites in the state that
are not currently in one of the state's waste cleanup programs and has the potential for making future
cleanups in Florida more costly to complete. The effective date of the Global RBCA rule was April 17,
2005. The Company is in the process of assessing the impact of this rule.

Florida Prouress Corporation

In 2001, FPC established an accrual to address indemnities and retained an environmental liability
associated with the sale of its Inland Marine Transportation business. In 2003, the accrual was reduced
to $4 million based on a change in estimate. As of June 30, 2005 and December 31, 2004, the
remaining accrual balance was approximately S3 million. Expenditures related to this liability were not
material to the Company's financial condition for the three and six months ended June 30, 2005. FPC

- measures its liability for these exposures based en estimable and probable remediation scenarios.

Certain historical sites are being addressed voluntarily by FPC. An immaterial accrual has been
established to address investigation expenses related to these sites. At this time, the Company cannot
determine the total costs that may be incurred in connection with these sites.

Propress Rail
, . ... . . .

On March 24, 2005, the Company closed on the sale of its Progress Rail subsidiary. In connection
with the sale, the Company incurred indemnity obligations related to certain pre-closing liabilities,
including certain environmental matters (see discussion under Guarantees in Note 14B).

AIR QUALITY .. . .

The Company is subject to various current and proposed federal, state; and local, environmental
compliance laws and regulations, which may result in increased planned capital expenditures and
operating and maintenance costs. Significant updates to these laws and regulations and related impacts
to the Company since December 31, 2004, are discussed below. Additionally, Congress is considering
legislation that would require reductions in air emissions of NOx, SO2, 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
that 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 Clean Smokestacks Act (Smokestacks Act), enacted in 2002 and discussed below, may
address some of the issues outlined above. However, the Company cannot predict the outcome of the
matter.
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:!The EPA is conducting an enforcement initiative related to a number of-coal-fired utility power plants
in an effort to dctermine' wvhether changes atuthose facilities were subjcct to New Source Review

(NSR) requirements or Newv'Source Performance Standards under the Clean Air Act. The Company

was asked to provide information to the EPA as part of this initiative and cooperated in supplying the

.requested information: The EPA initiated 'civil enforcement actions against other unaffiliated utilities

as part of this initiative. Some of these actions resulted in settlement ,.agreements calling for

expenditures by these unaffiliated utilities in excess of$1 .0 billion. 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 similar mechanisms. :

Total capital expenditures to meet the requirements of the final rule under Section 110 of the Clean Air

Act (NOx SIP Call) in North and,South Carolina, could reach approximately $370 million. This

amount also includes the cost to install NOx controls.under North Carolina's and -South Carolina's

programs to comply with the federal 8-hour ozone standard. However,.further technical analysis and

rulemaking may result in requirements for additional controls at some units. To date, the Company has

spent approximately: $324 million, related to -these projected. amounts. -Increased operation and

maintenance costs relating to the NOx SIP Call are not expected to be material to the Company's

results of operations. Further controls are anticipated as electricity demand increases. Parties unrelated

to the Company have undertaken efforts to have Georgia excluded from the rule and its requirements.

-Georgia has not yet submitted a state implementation plan to comply with the Section. 110 NOx SIP

Call. The Company, cannot predict'the outcome of this 'matter for, the impact. to: its, nonregulated

operations in Georgia. i: . - i' . ii Jt .1 ' a. i: u' 'i'. -

'rThe Company projects thatits capital costs to meet emission targets'for NOx and S02 from coal-fired

power plants under the Smokestacks Act,' will total approximately 5895 million by the end of2013.

PEC has expended approximately $190 million of these capital costs through 'June'30, 2005. The

Smokestacks Act requires PEC to amortize 70% of the original cost estimate of S813 million, during a

five-year rate freeze period. PEC recognized amortization of $27 million and S54 million, respectively,

for the three and six months ended June 30, 2005, and has recognized S302 million in cumulative

amortization through June 30, 2005. The remaining amortization requirement will be recorded over the

4 future period ending December 31, 2007. The law permits PEC.the flexibility to vary the amortization

schedule for recording the compliance costs from zero up to S 174 million ofaamortization expense per

year. The NCUG will hold a hearing prior to December 31, 2007, to determine cost recovery amounts

for 2008 .and future periods. O&M expense will significantly increase due to the additional materials,

personnel and general maintenance associated with -the equipment. O&M expenses are recoverable

through base rates, rather than as part of this program. The Company cannot predict the future

regulatory interpretation, implementation or. impact of this law. : - '.. -;- 1;'; a

On March 10, 2005, the EPA.issued 'the final Clean Air Interstate'Rule (CAIR). IThe EPA's rule

requires 28 states, including North Carolina' South Carolina, Georgia and Florida, and the District of

Columbia to reduce NOx 'and SO2 emissions in order to attain state NOx and SO2 emissions levels.

Installation of additional air quality controls is likely to be needed to meet the CAIR requirements. The

1Company is in the process of determining compliance plans and the cost to'comply with the rule. The

air quality controls already installed for compliance with' the NOx SIP Call and currently planned by

the Company to comply with the Smokestacks Act will reduce the costs required to meet the CAIR

requirements for the' Company's North Carolina units. The Company preliminarily estimates

compliance costs for PEFecould be approximately SI.0 billion over the next ten years. PEF has joined

a coalition of Florida utilities that has filed a challenge' to CAIR as it applies to Florida. A petition for

reconsideration and stay and a petition for judicial review of CAIR were filed on July 11, 2005. The

Companycannotpredicttheoutcomeofthismatter'.l!,

'' t ''i L.'' '' '' -,;l. 1
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On March 15, 2005, the EPA finalized two separate but related rules: the Clean Air Mercury Rule
(CAMR) that sets emissions limits to be met in two phases and encourages a cap and trade approach to
achieving those caps, and a dc-listing rule that eliminated any requirement to pursue a maximum
achievable control technology (MACT) approach for limiting mercury emissions from coal-fired
power plants. NOx and SO2 controls also are effective in reducing mercury emissions. HMwever,
according to the EPA the second phase cap reflects a level of mercury emissions reduction that
exceeds the level that would be achieved solely as a co-bencfit of controlling NOx and SO2'under
CAIR. The Company is in the process of determining compliance plans and the cost to comply with
the CAMR. Installation of additional- air quality controls is likely to be needed to meet the CAMR's
requirements. The de-listing rule has been challenged by a number of parties; the resolution of the
challenges could impact the Company's final compliance plans and costs.

On June 24, 2005, the Court of Appeals for the District of Columbia Circuit rendered a decision in a
suit regarding EPA's NSR rules. As part of the decision, the court struck down a provision excluding
pollution control projects from NSR requirements. As a result of this decision, additional regulatory
review of the Company's pollution control equipment proposals will be required adding time and cost
to the overall project.

In conjunction with the proposed mercury rule, the EPA proposed a MACT standard to regulate nickel
emissions from residual oil-fired units. The EPA withdrew the proposed nickel rule in March 2005.

On May 6, 2005, PEF filed a petiti6r'with the FPSC through the ECRC program for recovery of costs
associated with the development and implementation of an integrated strategy to comply with the
CAIR and CAMR. PEF is developing an integrated compliance strateg' for the CAIR and CAMR
rules because NOx and SO2 controls also are effective in reducing mercury emissions. PEF estimates
the pro;gram costs for 2005 to be approximately S2 million for preliminary engineering activities and
strategy development work necessary to determine the Company's integrated compliance strategy.
PEF projects approximately S62 million in program costs for 2006. These costs may increase or
decrease depending upon the results of the engineering and strategy development work. Among other
things; subsequent rule interpretations, equipment availability, or the unexpected acceleration of the
initial NOx or other compliance dates could require acceleration of some projects and therefore result
in additional costs in 2005 and 2006. PEF expects to incur significanr additional capital and O&M

costs to achieve compliance with the CAIR and CAMR through 2015 and beyond. The timing and
extent of the costs for future projects will depend upon the final compliance strategy.

In March 2004,'the North Carolina-Attomey General filed a petition with the EPA under Section 126
of the Clean Air Act, asking the federal government to force coal-fired power plants in 13 other states,
including South Carolina, to reduce their NOx and S02 emissions. The state of North Carolina
contends these out-of-state emissions interfere with North Carolina's ability to meet national air
quality standards for ozone and particulate matter. On August 1, 2005, the EPA issued a proposed
response denying the petition. TltieEPA's.,rationale foi denial is that compliance with CAIR will
reduce the emissions from surrounding; states sufficiently. to address North Carolina's concerns. The
EPA' will hold a 60-day public: comment peridd from the. date that the proposal is published in the
Federal Register and must take! final action bSy March 15, '2006. The Company cannot predict the
outcome of this matter. . * -. A , . :

; *, ' * $' z -8 ,'.* '.II.;.I ''I'I''

In a decision issued July 15, 2005, the UiS. Court of Appeals-for the District of'Columbia Circuit
denied petitions for review filed by several sta'tes, cities and organizations seeking the regulation by
the EPA of carbon dioxide emissions under the Clean Air Act. The court in a 2-1 decision, held that
the' EPA Administrator properlyexercised his discretion in denying the 'request for regulation.

WATER QUALITY a. ; : . :.

As a result of the operation, of certain control equipment needed to address the air quality issues
outlined above, new wastewater streams may be generated at the affected facilities. Integration of
these new wastewater streams -into the' ekisting wastewater treatment processes may .result in
permitting, construction and treatment-requircenents imposed on, PEC and'PEF in the immediate and
extended future. - 'i . .

,A '.,

Based on new cost information and changes to the estimated time framne'of expenditures since
December 31, 2004, the Company has revised the estimated amounts and time period for expenditures
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, to meet Section 316(b) requirements of the Clean Water Act. The Company currently estimates that
, . from 2005 through 2010 the range of expenditures will be approximately S80 million to S 10 million.

.,,The range includes S15 million to $25 million at PEC and $65 niilionto $85 million at PEF.
:! *.*i ' . .. ' *: . ,' # . - .. : I, .I.:., .'. .

.OTHER ENVIRONMENTAL MATTERS . .' '. . . v*: .' .,';. '

:...:The Kyoto(Protocol was adopted in,1997,bythe United Nations to address global climate change by
reducing.emissions of carbon dioxide and other greenhouse gases. The treaty;went into,.effect on
February 16, 2005. The United States has not adopted the Kyoto Protocol, and the Bush administration
has stated it favors voluntary programs. A number of carbon dioxide emissions control proposals have
been advanced in Congress..Reductions in carbon dioxide emissions to. the levels specified by the

* Kyoto Protocol and .some legislative proposals could be materially adverseto the Company's
consolidated financial position or resultsof operations!if associated costs of control or.limitation
cannot. be, recovered *from. customers. .The ,,Company. favors the,.:voluntary program. approach
recommended by 'the :Bush administration. and, continually..,evaluates, options for. the ,reduction,
* avoidance and sequestrationof greenhouse, gases. However, the .Company.cannot predict the outcome
of this matter..; . .: ... ..' . ,

Progress Energy .has announced -its.plan to issue a report on the Company's activities associated with
;current and future.environmental.requirements.' The: report' will., include_ a ,discussion -of the
environmental requirements that the Company currently faces and expects to face in the future with

.,..;respect to its air emissions. The report is expected to be issued by.March 3 1 ,2006..;, . .

14. A'.. COMMITMENTS AND CONTINGENCIES ,,;; * .. t . !-! :.A if') . *: :

Contingencies and significant changes to the commitments discussed in.No~te,23,of theCompany's
2004AnnualReport~onForm,10-Karedescribedbelow.- ....

i; ; ,A.!:, PPurchase Obligations ,:,,, A .. , ., . .; , ; , ... , ;:, ! f

As part ofProgress Energy's ordinary course of business, itenters into various long and short term
contracts.for fuelrequirements at its generating plants. Through June!30, 2005,.contracts.procured

. through PEC have increased the Company's.aggregate purchase obligations for fuel and purchased
power by approximately $709 million as compared to the amount stated,in the Company's Form 10-K
for the year ended December 31, 2004. The increase primarily covers the period ranging from 2005

. through 2009. A majority of the contracts related to the increase in purchase, obligations for fuel and
,;. purchased power are for future coal purchases primarily with fixed prices... .;., >.: ';

B., Guarantees: .;. ,:

As a part ofnormal -business, Progress, Energy.: and certain wholly-owned subsidiaries enter into
various agreements providing future financia! or performance assurances to third parties, which are
outside the,'scope of FASBF Interpretation No.-A,5, ''tGuarantor's .Accounting and Disclosure
Requirements forGuarantees, Including Indirect Guarantees. of Indebtedness of Others". (FIN No. 45).
Such agreements include guarantees, standby letters of credit and surety bonds. As of June 30,.2005,
the Company does -not. believe conditions are - likely for significant performance under these
guarantees. To the extent liabilities are incurredas a result of the activities covered by the.guarantees,

'such liabilities are included in the accompanying Consolidated Balance Sheets." . . Jo:. ,, ,

-As of June 30, 2005,4he Company has issued guaranteesand indemnifications of certain legal, tax and
environmental matters to third parties in connection with sales of businesses and for timely payment of
obligations in support of its'non-wholly owned synthetic fuel operations.'Related to'the.sales of
businesses, the notice period extends until 2012 for the majority of matters provided for in the

.s indemnification provisions. For. matters, for. which the. Company, has received timely notice, the
*Company's .indemnity,.obligations !may ..extend beyond. the. notice period...Certain environmental

'indemnifications related .to the sale. of synthetic.fuel .operations 'have 'no limitations as to time or
'maximum 'potential Jfuture,.payments,. Other. guarantees,.and indemnifications' have an estimated
maximum exposure of approximately $152 million. As of June 30, 2005, the Company has recorded
liabilities related to guarantees and indemnifications to third-parties of $27 million. Management does
not believe conditions axe, likely for significant performance under these agreements in excess of the
.recorded liabilities. ,: .. :; . I, ' . . .
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C. Insurance

PEC and PEF are members of Nuclear Electric Insurance Limited (NEIL), which provides primary and
excess insurance coverage against property damage to members' nuclear generating facilities. Under
the primary program, each company is insured for S500 million at each of its respective nuclear piants.
In addition to primary coverage, NEIL also provides decontamination, premature decommissioning
and excess property insurance with limits of $1.75 billion on each plant.

D. Other Commitments

As discussed in Note 23B of the Progress Energy annual report on Form 10-K for the year ended
December 31, 2004, the Company has certain future commitments related to four synthetic fuel
facilities purchased that provide for contingent payments (royalties). The Company has exercised its
right in the related agreements to escrow those payments if certain conditions in the agreements were
met. The Company previously accrued and retained 2004 and 2003 royalty payments of approximately
S41 million and S49 million, respectively. In May 2005, these funds were placed into escrow upon
establishment of the necessary escrow accounts.

On May 15, 2005, the original owners of the Earthce synthetic fuel facilities filed suit in New York
state court alleging breach of contract against the Progress Fuels Corporation subsidiaries that
purchased the Earthco facilities (Progress Fuels subsidiaries). The plaintiffs also named Progress
Energy, Inc. as a defendant. The plaintiffs' complaint is that periodic payments otherwise due to them
under the sales arrangemr.er.t with the Progress Fuels subsidiaries are, contrary to the sales agreement,
being escrowed pending the outcome of the ongoing IRS audit of the Earthco facilities. The Progress
Fuels subsidiaries believe that the parties' agreements allow for the payments to be escrowed in such
event and also allow for the use of such escrowed amounts to satisfy any potential disallowance of tax
credits that arises out of such an event. Currently, the escrowed amount in question is S87 million,
which reflects periodic payments that would have been paid to the plaintiffs beginning April 30, 2003
through July 31, 2005. This amount will increase as future periodic payments are made to the escrow
which would otherwise have been payable to the plaintiffs. The Company and the Progress Fuels
subsidiaries intend to vigorously defend their actions, but cannot predict the outcome of this matter.

E. Other Contingencies

1. Pursuant to the Nuclear Waste Policy Aan of 1982, the predecessors to PEF and PEC entered into
contracts with the U.S. Department of Entrgy (DOE) under %which the DOE agreed to begin taking
spent nuclear fuel (SNF) by no later than January 31, 1998. All similarly situated utilities were
required to sign the same standard contract.

The DOE failed to begin taking spent nuclear fuel by January 31, 1998. In January 2004, PEC and
PEF filed a complaint in the United States Court of Federal Claims against the DOE, claiming that the
DOE breached the Standard Contract for Disposal of Spent Nuclear Fuel by failing to accept SNF
from various Progress Energy facilities on or before January 31, 1998. Damages due to the DOE's
breach will be significant, but have yet to be determined. Approximately 60 cases involving the
Government's actions in connection with SNF are currently pending in the Court of Federal Claims.

The DOE and the PEC/PEF parties have agreed to a stay of the lawsuit, including discovery The
parties agreed to, and the trial court entered, a stay of proceedings, in order to allow for. possible
efficiencies due to the resolution of legal and factual issues in previously filed cases in which similar
claims are being pursued by other plaintiffs. These issues may include, among others, so-called "rate
issues," or the minimum mandatory schedule for the acceptance of SNF and high level waste (HLW)
by which the Government was contractually obligated to accept contract holders' SNF and/or HLW,
and issues regarding recovery of damages uneer a partial breach of contract theory that will be alleged
to occur in the future. These issues have been or are expected to be presented in the trials or appeals
that are currently scheduled to occur during 2005. Resoluticn cf these, issues in.other cases could
facilitate agreements by the parties in the PEC/PEF lawsuit, or at a minimum, inform the Court of
decisions reached by other courts if they remain contested and require resolution in this case. In July
2005, the parties jointly requested a-continuance of the stay through. December 15; 2005, which the
trial court granted.
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'On February 27, 2004, PEC requested to have its license. for the Independent Spent Fuel Storage
-Installation at the Robinson Plant extended by 20,years with an exemption request for an additional
20-year extension. Its ctrrieit-license is due to expire in Aug'st 2006. On March 30, 2005, the NRC

i-,issued the40-yearlicenserenewal.: . : ' .

: .-With certain modifications and additional approval bythe NRC; including the installation of onsite dry
storageifacilities.at -Robinson and Brunswick,'.PEC's spent.nuclear fuel -storage facilities will be
-sufficient to provide storage space for spent fuel generated on PEC's system through the expiration of
the operating licenses for all of PEC's nuclear generating units.

With certain modifications and additional approval by the NRC, including the installation of onsite dry
storage facilities at PEF's nuclear unit, Crystal River Unit 'No.. 3 (CR3), PEF's spent nuclear fuel
storage facilities will be sufficient to provide storage space for spent fuel generated on PEF's system

. through the expiration of the operating license for CR3. ..-. ... .. .

In July 2002, Congress passed an override resolution to Nevada's veto of the DOE's proposal to locate
. . a permanent underground nuclear. waste storage facility at Yucca Mountain, Nevada. In January 2003,

the State of Nevada, Clark County, Nevada, and .the Cityof Las Vegas petitioned the U.S. Court of
Appeals for the District of Columbia Circuit for review of the Congressional override resolution.

. These same parties also challenged thei'EPA's radiation standards -for Yucca Mountain. 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 set a 10,000-year compliance period in the radiation

.. .protection standard. The EPA is currently reworking the standard but has.not stated when thework
.will be complete. The DOE originally planned to submit a license application to the NRC.to construct

.,the :Yucca Mountain facility by the end of 2004. However, in November 2004, the DOE announced it
,!..would-not submit the licenseapplication;until .inid-2005.-or later..-Also inirNovember 2004,

Congressional negotiators approved 5577 million for fiscal year 2005 for the Yucca Mountain project,
. approximately $300 million less than requested by the DOE but approximately the same as approved

*in 2004., The DOE has acknowledged that a working repository will not be operational until sometime
after 2010, but the DOE has not identified a new target date. The Company cannot predict the outcome

* Of- fthis matter., e. ~. z ,i;,:n .. .. -L 1, : 1-1 ' - ! ' of-Xa .' r

2. In 2001, PEC entered into a contract to purchase coal from Dynegy Marketing and Trade (DMT).
After DMT experienced financial difficulties, including credit ratings downgrades.by certain credit
reporting agencies, PEC requested credit enhancements in accordance with the terms of the coal
purchase Iagreement'in July .2002. When DMT did not offer, credit enhancements, as required by a

i- provision in the contract, PEC terminated the contract in Jily 2002.'; K . '. ,

PEC initiated a lawsuit seeking a declaratory -judgment: that ithe..termination was lawful.- DMT
counterclaimed, stating the termination was a breach of contract and an unfair. and deceptive trade
practicc.jOn;March -23, 2004,lthe:United:States!District!Court for the Eastern District of North
Carolina ruled that PEG was liable for'brcach 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 approximately 510 million. The Court did not rule on DMT's request under the contract for
:pending legal costs.& i' *. ri"- . . ' .'... *.s- '- o' ': ! . j '' ' . - , d .

. On May 4, 2004, PEC authorized its outside counsel to file a notice of appeal of the April 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 a motion to dismiss PEC's appeal on the ground

D.a: -that it was untimely. On July 20, 2005, the appellate 'court denied DMT's motion to' dismiss and ruled
, ;;. that the time for PEG to appeal had not yet expired. The appellate court remanded the case to the trial
i.'courtforfurther:proceedihgs.'. i .. ' ,i,: ' **. -. .i.;' *..1 ' ; .- ; .'.

jIn the first'quarter of 2004, PEC'recorded.a'liability.for'the judgnment of approximately S10 million
*..': and a regulatory asset for the probable' recovery through its fuel adjustment clause. The. Company

*.cannotpredicttheoutcomeofthismatter.," ."it ' .' ;i '. ;2. %' . ." * '"

:w*.3Y0n. February (,I;2002; PEC: filed a complaint, with the Surface;:Transportation Board (STB)
.challenging the rates.charged by Norfolk .Southem Railway Company (Norfolk Southern) for coal
transportation to'certain generating plants. In a decision served in December, 2003,'the STB found that
the challenged rates exceeded maximum reasonable rate; levels and prescribed lower rates. In a
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subsequent decision on reconsideration the STB concluded that the rates had not been shown to be
unreasonable, following which PEC requested the STB to consider requiring that the rates be phased
in over a period of time. During the course of the complaint process, PEC accrued a liability of S42
million. The liability was comprised of S23 million of reparations remitted to PEC by Norfolk
Southern that were subject to refund and an additional S19 million, of which S17 million was recorded
as deferred fuel' cost on the Consolidated Balance Sheet. This matter has now been settled by mutual
agreement, and the STB has issued an order dismissing the case. As a result of the settlement; PEC
reversed the previously recorded deferred fuel cost and settled the remaining obligations for the
approximate amount previously accrued. The settlement had an immaterial impact on the Company's
results of operations.

4. The Company, through its subsidiaries, is a majority owner in five entities and a minority owner in
one entity that owns facilities that produce coal-based solid synthetic' fuel as defined under the Internal
Revenue Code (Code). The production and 'sale of the synthetic fuel from these facilities qualify 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. The amount of Section 29 tax credits that the Company is allowed to claim in any calendar year
is limited by the amount of the Company's regular federal income tax liability. Synthetic fuel tax
credit amounts allowed but not utilized are carried forward indefinitely as deferred alternative
minimum tax credits. All entities have received PLRs from the IRS with respect to their synthetic fuel
operations. However; these PLRs do not address the placed-in-service date determination. The PLRs
do not 'limit' the production otl 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 $1.6!billion, of which S719 million have been used to offset regular federal income tax
liability and $839 million are beinig carried forward as deferred alternative minimum tax credits. Also,
S27 million has not been recognized' due to the decrease in- tax liability resulting from expenses
incurred for the 2004 hurricane damage and loss on sale of Progress Rail. The current Section 29 tax
credit program expires at the end of 2007. . '

:-, :.f! ',

The sale of Progress Rail in 2005 (see Note 3) resulted in a capital loss for tax purposes. Capital losses
that are not offset with capital gains generated in 2005 will be carried back to reduce the regular
federal income tax liability in 2004. The estimated impact of the sald resulted in approximately S17
million in tax credits no longer being realized and reflected as a deferred tax asset.

IRS PROCEEDINGS "

In September 2002, all of Progress Energy's majority-owned synthetic fuel entities were accepted into
the IRS's Pre-Filing Agreement (PFA) program in lieu of the ordinary IRS audit process. The PFA
program allows taxpayers to voluntarily accelerate the IRS exam process in order to seek resolution of
specific issues.

In February 2004, subsidiaries of the Company finalized execution of the Colona Closing Agreement
with 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
Section 29 tax credits. This action concluded the PFA program with respect to Colona.

In July 2004, Progress Energy was notified that the IRS field auditors anticipated taking an adverse
position regarding the placed-in-service date of the Company's four Earthco synthetic fuel facilities.
Due to the IRS auditors' position, the IRS decided to exercise its right to withdraw from the 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.

On October 29, 2004, Progress Energy received the IRS field auditors' preliminary report concluding
that the Earthco facilities had not been placed in service before July 1, 1998, and that the tax credits
generated by those facilities should be disallowed. The Company disagrees with the field audit team's
factual findings and believes that the Earthco facilities were placed in service before July 1, 1998. The
Company also believes that the report applies an inappropriate legal standard concerning what
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constitutes "placed in service." The Company intends to contest the field auditors' findings and their
,...proposed disallowance of the tax credits. . , . .,*., .

.;Because of the disagreement between, the. Company and the ,fieldauditors as to the proper legal
;.standard to apply, the ,Company.believes that it isappropriateand helpful to have this issue reviewed
.,bythe National Office of the IRS, just as the National Office re iewed the -issuesinvolving chemical

change. Therefore, the Company is asking the National Office to review the issue and clarify ;the legal
standard:.,nd has initiated this process with.the National Office. .TheCompany. believes ,that the

,., appeals process, including proceedings before the.,National .Office, could take up,,to two years to
complete; however, it cannot control the actual timing of resolution and cannot predict the outcome of
this matter.

Through:Junc-30,,2005,,th~e Company, on a consolidated basis, .has used or carried forvard
approximately, $1.1 billion of taxi credits generated by,:Earthco facilities. If.,these credits were
disallowed,, the, Comnpany's , one-,time exposure, for cash, tax payments., would be $300, million

- (excluding ,interest), and earnings .and equity Lwould be reduced by..approximately $I;1.,billion,
, .excluding .interest. These amounts have not beenireduced for..the use.ofanyiescrowed amounts to

satisfy, a potential disalloivance of these tax credits (see Note 14D). Pr~ogress Energy's amended $1.13
billion credit facility includes a covenant that limits the maximum debt-to-total capital ratio to 68%.
This ratio includes other forms of indebtedness suchas guarantees issued by PGN, letters of credit and
capital leases. As of June 30, 2005, the Companys debt-to-total capital ratio was,59*.1%,based on the

. credit agreement definition for this ratio. The impact on. th s yatiq of,reversi ngapproximately S1.1
. b.,,,illion of tax credits and paying S300 million fortaxes,would be,.an increasepfthe ralio to 63.2%.

The Company believes that it is complying pwith all the necessary Krequirements .o. be. allowed such
credits under Section 29,1and, although -it.cannot provide.certainty, it believes that:.it will prevail in

., .these matters. The Company has no current plans to alter-itssynthetic fuel production schedule for
;.2005.or future years as,a result of the IRS field auditors' report. However, shouldthe Company fail to

prevail in these matters, there could be material liability for previously, usedorcarried forward Section
29 tax credits, with a material adverse impact on earnings and cash flows. .

. ,, 8 I,.. , ; . , l , -; ' .,;,,{.J ;.: , *"i.ws. -.

.. *As discussed in Note 8F.of.the Progress-Energy annual report on-Form.10-K for.theyear ended
q , December 31, 2004, the, Company jmplemented changes .in its capitalization policies fornits Energy
Delivery business units, in-PECand, PEF effective,January 1, 2Qq05..As-a';resultof the changes in

-accounting estimates for the outageand, emergency work and indirect costs, a lesser,proportion of
PEC's and PEF's costs will be capitalized on a prospective basis. The Comrpapny.has requested a

,method change from the IRS. If the IRS does not grant the Company's request, the Company cannot
. predict~how the IRS would suggest that the methodchange be applied. However, the application -of the
method change to. past periods could.be reflected in a cumulative adjustment to taxableincome in
2005,which likely would have a material impact on,income from synthetic fuel tax credits.

PROPOSED ACCOUNTING RULES FOR UNCERTAIN TAX POSITIONS
. ; A. . . . I l h ... i : * i!*~~ "::*''!' J.. ' * ; '. ' *.'1 .; *4..~ . -

On July 14, 2005, the:Financial Accounting standardsBoard (FASB),issued:an exposure draft of a
proposed interpretation of SFAS. No. ,109, "Accounting-for. Income ;Taxes','. (SFAS No. .109), that
would address the~accounting for uncertain tax positions. The proposed interpretation would require

, .that uncertainwtaxgblenefits be probable of being sustained in order to~record.suchbenefits,in the
,consolidated, financial statements...The,.Company currently. accounts for. uncertain tax .benefits in
accordance with SFAS No. 5, "Accounting for Contingencies" (SFAS No. 5). Under, SFAS No. 5,
,contingent losses arq recorded ,,when it is probable.thatthe tax position will not besustained and the
amount -of! the disallowance can be reasonably estimated. The exposure draft hasa 60-day public

.~ .1comme~nt period ending September. 12, 2005, As currently drafted, the proposed, interpretation would
* apply to all uncertain tax positions and be effective for the Company on December 31,2005. ):

. *,',*I

, --. I -.. ; .
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As discussed above, the IRS field auditors have recommended that the Section 29 tax credits generated
by the Company's Earthco facilities, totaling S1.1 billion through June 30, 2005, be disallowed. The
Company has not yet determined how the proposed interpretation would impact its various income tax
positions, including the status of the Earthco tax credits. Depending on-the provisions of the FASB's
final interpretation and the Company's facts and circumstances that exist at the' date of
implementation, including the Company's assessment of the probability of sustaining any currently
recorded and future tax benefits, the proposed interpretation could have a material adverse impact on
the Company's financial position and results of operations.

PERMANENT SUBCOMMITTEE

In October 2003, the United 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
synthetic fuel and other aspects of Section 29 and is not specific to the Company's synthetic fuel
operations. Progress Energy provided information in connection with this investigation. The Company
cannot predict the outcome of this matter.

IMPACT OF CRUDE OIL PRICES'

Although the Internal Revenue Code Section 29 tax credit program is expected to continue through
2007, recent unprecedented increases in the price of oil could limit the amount of those credits or
eliminate them entirely for one or more of the years following 2004. This possibility is due to a
provision of Section 29 that provides that if the average wellhead price per barrel for unregulated
domestic crude oil for the year (the Annual Average Price) exceeds a certain threshold price (the
Threshold Price), the-amount of Section 29 tax credits are reduced for that year. Also, if the Annual
Average Price increases high enough (the Phase Out Price), the Section 29 tax credits are eliminated
for that year. For 2004, the Threshold Price was $51.35 per barrel and the Phase Out Price was $64.47
per barrel. The Threshold Price and the Phase Out Price are adjusted annually for inflation.

If the Annual Average Price falls between the Threshold Price and the Phase Out Price for a year, the
amount by which Section 29 tax credits are reduced will depend on where the Average Annual Price
falls in that continuum. For example, for 2004, if the Annual Average Price had been $57.91 per
barrel, there would have been a 50% reduction in the amount of Section 29 tax credits for that year.

The Secretary of the Treasury calculates the Annual Average Price based on the Domestic Crude Oil
First Purchases Prices published by the Energy Infermation Agency (EIA). Because the EIA publishes
its information on a three-month lag, the Secretary of the Treasury finalizes its calculations three
months after the year in question ends. Thus, the Annual Average Price for calendar year 2004 was
published on April 6, 2005, and the Annual Average Price for 2004 did not reach the Threshold Price
for 2004. Consequently, the amount of the Company's 2004 Section 29 tax credits was not adversely
affected by oil prices.

The Company estimates that the 2005 Threshold Price will be approximately $52 per barrel and the
Phase Out price will be approximately S65 per barrel, based on an estimated 2005 inflation
adjustment. The monthly Domestic Crude Oil First Purchases price published by the EIA has recently
averaged S5 to S6 lower than the corresponding monthly New York Mercantile Exchange (NYMEX)
settlement price for light sweet crude oil. Through July 31, 2005, the average NYMEX contract
settlement price for light sweet crude oil was S51.90 per barrel and the average futures price for the
remainder of 2005 was S61.86 per barrel. The Company estimates that NYMEX settlement price
would have to average approximately $69 per barrel for the remainder of 2005 for the Threshold Price
to be reached.

The Company estimates that the 2006 Threshold Price will be approximately $52 per barrel and the
Phase Out price will be approximately $66 per barrel, based on estimated inflation adjustments for
2005 and 2006. The monthly Domestic Crude Oil First Purchases price published by the EIA has
recently averaged $5 to $6 lower than the corresponding monthly NYMEX settlement price for light
sweet crude oil. As of July 31, 2005, the average NYMEX futures price for light sweet crude oil for
calendar year 2006 was S63.17 per barrel. Based upon the estimated 2006 Threshold Price and Phase
Out prices, if oil prices for 2006 remained at the July 31, 2005 average futures price level of $63.17
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per barrel for the entire year in 2006, the Company currently estimates that the Section 29 tax credit
amount for 2006 would be reduced by approximately 35% to 40%.;i

fThe Company cannot predict with any certainty' the Annual 'Avrae Price for 2005 or beyond.
Therefore, it cannot predict whether the price of oil will have a material effect on its synthetic fuel
.bisiness after 2004. However, if during 2005.through 2007, oil prices remain at-historically high
levels or increase, the Company's synthetic fuel business may be adversely affected for those years,
and, depending on the magnitude of such increases in, oil prices, 'the adverse affect for. those years
could be material and could have an impact on the Company's synthetic fuel results of operations and
production plans.

In response to the historically high oil prices to date in 2005, the Company adjusted its planned
production schedule for its synthetic fuel plants by shifting some of its production planned for April
and May 2005 to the second half of 2005. If oil prices rise and stay at levels high enough to cause a
phase out of tax credits, the Company may reduce planned production or suspend production at some
or all of its synthetic fuel facilities. : * . . *,' . v . ..

SALE OFPARTNERSHIPINTEREST .. X

In June 2004, the Company, through its subsidiary Progress Fuels,'sold in two transactions a combined
49.8% partnership interest in Colona Synfuel Limited Partnership, 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 a cost recovery basis.as the 'facility
produces and sells synthetic fuel and when there is persuasive evidence thatfthe :salds proceeds have

ibecome fixed or determinable and collectability is 'reasonably assured.!Based on projected production
.!I and tax credit levels, the Company anticipates receiving total gross proceeds of approximately $22

million in 2005,.;approximately S32 million.- in 2006,-. approximately .$34 million .in 2007 and
approximately $10 million through the second quarter of 2008. Gain recognition is dependent on the
synthetic fuel production qualifying for Section 29 tax.credits and the value of such tax credits as
discussed above.'Until-the gain recognition criteria'are met, gains'from selling interests in Colona will
be deferred. -It is possible that gains will be deferred in the first, second and/or third quarters of each
year until there is persuasive evidence that no tax credit phase out will occur for the applicable
'calendar year. This could result in shifting earnings from earlier quarters to later quarters in a calendar
year. In' the event that the synthetic fuel tax credits'from the Colona facility are reduced, including an
increase-in the price 'of oil that could'limit or eliminate synthetic fuel tax'credits, the amount of
proceeds realized from the sale could be significantly impacted. As of June 30, 2005, a pre-tax gain on.

. monetization of S6 million has been deferred. i;Assuming oil prices stay at current levels, the Company
anticipates that this gain will be recognized later this year. :- a ' i..

5. The Company and its subsidiaries are involved in various litigation matters in the ordinary 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
material adverse effect on the Company's consolidated results of operations or financial position.

. .'t% .J.',i . ','.,,/' ;'I';-' . ,. ,-"' '.-
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CAROLINA POWER & LIGHT COMPANY
d/b/a PROGRESS ENERGY CAROLINAS, INC.

CONSOLIDATED INTERIM FINANCIAL STATEMENTS
June 30, 2005

UNAUDITED CONSOLIDATED STATEM]ENTS of INCONME
Three Months Ended

June 30
Six Months Ended

June 30
(in millions) 2005 2004 2005 2004
Operating revenues

Electric S 860 S 861 S 1,795 S 1,762

Diversified business I 1 1 I

Total operating revenues 861 862 1,796 1,763

Operating expenses

Fuel used in electric generation 216 193 464 417

Purchased power 73 s0 140 142

Operation and maintenance 260 226 484 435

Depreciation and amortization 130 127 259 254

Taxes other than on income 42 45 88 88

Total operating expenscs 721 671 1,435 1,336

Operating income 140 191 361 427

Other income (expense)

Interest income 1 1 3 2

Other, net (2) 4 (1) (8)

Total other (expense) income (1) 5 2 (6)

Interest charges

Interest charges 50 47 102 96

Allowance for borrowed funds used during construction (2) - (3) * (1)

Total interest charges, net 48 -47 99 95

Income before income tax 91 149 264 326

Income tax expense 24 53 81 115

Net income S 67 S 96 S 183 S 211

Preferred stock dividend requirement - - I 1

Earnings for common stock S 67 S 96 S 182 S 210

See Notes to Consolidated Interim Financial Statements.
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CAROLINA POWNER & LIGHT COMPANY
d/b/a PROGRESS ENERGY CAROLINAS, INC.
UNAUDITED CONSOLIDATED BALANCE SHEETS :: II ; A: *

I.: , . r :
II I

(in millions) ' Juni30 ' December31
ASSETS . , , ,!2005. 2004
Utility plant ' ,
Utilityplantinservice S 13,738 S 13,521
Accumulated depreciation (5,940) (5,806)

Utility plant in service, net 7,798 7,715
Hleld for future use - 5 - 5 5
Construction work in progress 440 - ' 379
Nuclear fuel, net ofamortization - 163 186

Total utility plant, net 8,406 -8,285
Current assets

Cash and cash equivalents , 14 , 18
Short-term investments ... 18 ' 82
Receivables, net ( ' ' - 397 - 397
Receivables from affiliated companies- 12 -20
Inventory . 399 ' ' ' 390
Deferred fuel cost '138'.138 ; 140
Prepayments and other current assets 107 135

Total current assets 1,085 1,182
Deferred debits and other assets

Regulatory assets 496 ; l '" vx . 473
;Nuclear decommissioning trust funds 608 ';, ; . , 581
Miscellaneous otherproperty and investments _ - _ - 212 -. _ _ _ 158
Otherassetsanddeferreddebits .'' 157 108

Total deferred debits and other assets --- 1,473 -- , : -- , 1,320
Totalassets -- 10 ,--------- - -0.964--- S 10,787

CAPITALIZATION AND LIABILITIES
Common stock equity - Hi .

Common stock without par value, authorized 200 million shares,
-- 160 million shares issued and outstanding - S 1,991 . - - --S -1,975
Uneamed ESOP common stock (63) - (76)
Accumulated othercomprehensivelfss .. '' '^ (111) . .Y * ''' (114)
Retained earnings 1,240 1,287

Total common stock equity -3057 3,072
Preferred stock - not subject to mandatory redemption,. ,; ,, , 3, 59057 53 9
Long-term debt, net - - - - - -.- 3,263 -- - - -- 2,750

Total capitalization 6,379 ' 5.881
Current liabilities'7 .. - -
(Current portion of long-term debt ', , 3

Accounts payable...'. _ .. .... _ _. _. _ . .. 202 ... . .254

Payables to affiliated corhpanies 67 -i 83
Notes payable to affiliated companies -,.6, 67, ;,

-Short-term obligations - -'-- -- - -- -- -..--- 142 .- 221
Customerdeposit - ' -' 48 - '' '45
Othefcurrent liabiltieis ' -'"271 . '256

Total current liabilities 797 1,275
Deterred credits and other liabilities ;
Noncurrentincome tax liabilities .. '''' ' 93 991
Accumulated deferred investment tax credits ; 137 - 140
Regulatory liabilities 1,147 1,052
Asset retirement obligations 950 924
Other liabilities and deferred credits 561 524

Total deferred credits and other liabilities 3,788 3,631
Commitments and contingencies (Note 12)

Total capitalization and liabilities S 10.964 S 10,787

See Notes to Consolidated Interim Financial Statements.
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CAROLINA POWER & LIGHT CO.NMPANY
d/bla PROGRESS ENERGY CAROLINAS, INC.
UNAUDITED CONSOLIDATED STATEMlENTS of CASH FLOWS
(in millions)
Six Months Ended June 30,

Operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:

Charges for voluntary enhanced retirement program
Depreciation and amortization
Deferred income taxes
Investment tax credit
Deferred fuel credit
Other adjustments to net income

Cash provided (used) by changes in operating assets and liabilities:
Receivables
Receivables from affiliated companies
Inventory
Prepayments and other current assets'
Accounts payable
Payables to affiliated companies
Other current liabilities
Other
Net cash provided by operating activities

Investing activities
Gross property additions
Nuclear fuel additions
Net contributions to nuclear decommissioning trust
Purchases of short-term investments
Proceeds from sales of short-term investments
Other investing activities

Net cash used in investing activities
Financing activities
Issuance of long-term debt, net
Net (decrease) increase in short-term obligations
Net change in intercompany notes
Retirement of long-term debt
Dividends paid to parent
Dividends paid on preferred stock

Net cash used in financing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning or period
Cash and cash equivalents at end of period

2005 . 2004

S 183

42
301

7
(3)

(36)
11

3
8

(46)
(17)
(3)

(16)
27
(6)

455

$ 211

297
4

(4)
(13)

12

16
26

7
7

(59)
61
47

612

(303)
(33)

. (18)
(1,136)

1,200
(6)

(243)
(47)
(18)

(651)
853

4
(296) . . . (102)

495, :. . -
(79) 64

:.(49). . I

(300) (339)
(229) (228)
: (1) . (I)

(163) * (503)

(4) 7
18 . 12

S 14 $ 19

See Notes to Consolidated Interim Financial Statements.
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CAROLINA POWER & LIGHT COMPANY
dlb/a PROGRESS ENERGY CAROLINAS, INC.
NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS

l. ; JBASIS OF PRESENTATION - . .,

A. Basis of Presentation

These financial 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 I 0-Q and Regulation S-X. Accordingly, 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 information and footnotes required by GAAP for
annual statements, they should be read in conjunction with the audited financial statements for the
period ended December 31, 2004 and notes thereto included in Progress Energy .,Carolinas, Inc.'s
(PEC) Form 1 O-K for the year ended December 31, 2004.'

In accordance with the provisions of Accounting Principles Board Opinion (APB) No. 28, interim
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. The intia'-peiiod'tax alication,
which will have no impact on total year net income, maintains an effective tax rate consistent with the
estimated annual effective tax rate. Income tax expense was increased by S3 millio~nfor-the three and
six months'ended June 30, 2005. ' ' ' '

- PEC collects from customers certain excise taxes-levied by the stateor local g6verriment upon the
customer. PEC accounts for excise taxes on a gross basis. For the three months ended June'30, 2005'
and 2004, gross receipts tax and other excise taxes of approximately S20 milliona ind '$23 imiillion;
respectively, are included in electric revenue and taxes other than on income on~ the Coins'olidated'
Statements of Income. For the six months ended June 30, 2005 and 2004, gr6ss receipts'tax and other`'
excise taxes 'of approximately S41 million and S45 million, respectively,! are. included ini electric'':
revenue arid taxes other than income on the Consolidated Statements of Incorine.'. -;

, I. . ,. .

The amounts'included in the consolidated interim financial statements ire' unaudited but, in the opinion
of management, reflect all normal recurring 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, especially nuclear-fueled units,;the results of operations '
for interim: periods are not necessarily indicative of amounts expected for the entire year or -future'
periods.

In preparing' financial statements that conform with GAAP, management must make -estimates and
assumptions that aff'ct the reported aroihts of aseis and liabilities, disclosure of continigent assets
and liabilities at the6diet of thefinaricial statemeitshaind amounts of fevenues'and expenses reflected
during the reporting period. Actual results could differ from those estimates. Certain amounts for 2004
have been reclassified to conform to the 2005 presentatioh"n. ,.; ;. r ' S.- * a; en

B. Stock-Based Compensation .. , ' .'

PEC measures compensation expense for stock options as the difference between the market price of
Progress Energy's common stock and the exercise price of the option at the grant date. The exercise
price at'which options are granted by Progress Energy 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 formi 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 PEC's stock 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 fair value method
had been applied to all outstanding and unvested awards in each period:
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Three Months Ended Six Months Ended
June 30 June 30

(in millions) 2005 2004 2005 2004

Net Income, as reported. S 67 S 96 S 183 S 2z11

Deduct: Total stock option expense determined under fair .I1
value method for all-awards; net of related tax effects 1 2 2 4

Pro forma net income S 66 $ 94 S 181 S 207

PEC is planning to begin expensing stock options in the third quarter of 2005 (See Note 2).

C. Consolidation of Variable Interest Entities

PEC consolidates all voting interest entities in which it owns aimajority voting 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).
PEC is the primary beneficiary of and consolidates two limited partnerships that qualify for federal
affordable housing and historic tax credits under Section 42 of the Internal Revenue Code (Code). As
of June 30, 2005, the total assets of the two entities were $38 million, the majority of which are
collateral for the entities' obligations and are included in miscellaneous other property and investments
in the Consolidated Balance Sheets:

PEC ha's' an interest in a limited partinership that invests in 17 low-income housing partnerships that
qualifyfdr fiideia;faind kta(e taxcr'edits. PEC also' has interests in two power plants resulting from
long-tcriiz power purchAs:tontra6&. PEC has requested the necessary information to determine if the
17 partnersfiifs aid the two powe' plant owners are variable interest entities or to identify the primary
beneficiaries; all three entities declined to provide PEC with :the necessary financial information.
Therefore, PEC has applied the information scope exception in FIN No. 46R, paragraph 4(g) to the 17
partnerships and the two power plants. PEC believes that if it is determined to be* the primary
beneficiary of any of these 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 impact on PEC's
common stock equity, net earnings or cash flows.

PEC also has interests in several other variable'interest entities for which PEC is not the primary
beneficiary. These arrangements include investments in approximately 22 limited partnerships, limited
liability corporations and venture capital funds arid two building leases with special-purpose entities.
The aggregate maximum loss exposure at'June;30, 2005, that PEC could be required to record in its
income statement as a result of these arrangements totals approximately S24 million. The creditors of
these variable interest entities do not have recourse to the general credit of PEC in excess of the
aggregate maximum loss exposure.

2. NEW ACCOUNTING STANDARDS

STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 123 (REVISED 2004), "SHARE-
BASED PA YAJENT" (SFAS NO. 123R)

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123R, which
revises SFAS No. 123, "Accounting for Stock-Based Compenisati6n" and supersede Accounting
Principles Board (APB) Opinion No. 25, "Accounting for Stbck Issued 'to Employ~es." The key
requirement of SFAS No. 123R is that the cost of share-based awards to emnploees will be measured
based on an award's fair value at the grant date, with such cost to be amorti~cd over' the appropriate
service period. Previously, entities, could elect to continue accounting for spch awar'wdsat tlheir grant
date intrinsic value under APB Opinion No. 25, and PEC made that election. The intrinsic value
method resulted in PEC recording no compensation expense for stock 6ptionsgranted to ernployees
(See Note IB).
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As written, SFAS No. 123R had an original effective date of July I, 2005 for PEC. In April 2005, the
SEC delayed the effective date for public conpanies, which re'siited in a required effective date of
&Janiuary 1, 2006 for FEC- The SEC delayed the effective date due to concerns that implementation in
rnid-year c6uld make compliance more difficult and make comparisons of quarterly reports more
difficult. PEC is planning to implement SFAS No. 1 23R during the third quarter of 2005, effective as
of July 1, 2005. PEC wirill implement the standard using therrequjired modified prospective method.
Under thai method, PEC will record compensation expense under SFAS No. 123R for all awards it
grants after the effective date, and it will record compensation expense (as previous awards continue to
vest) for the unvested portion of previously granted awards that remain outstanding at the effective
date. In 2004, Progress Energy made the decision to cease granting stock options and replaced that
compensation with alternative forms of compensation; Therefore, the, amount of stock option expense
expected to be recorded in'2005 is below the amount that would have been recorded if the stock option
program had continued. Assuming a July 1, 2005 effective date,-PEC expects to record approximately
$1 million of pre-tax expense for stock options in 2005. . *- ;

,,2. *. '* i,../ 1. . ,, , , , ~ 2' .. 2., ,.. 3

FASB INTERPRETATIONNO. .47,''AicouNTING FoRCONDITIONAL ASSET RETIREMENT
OBLIGATIONS", - ; . , . ... * - - .

On March 30, 2005, the FASB issued IntcrpretationNo. 47, Accounting for Conditional'Asset
Retirement Obligations," an interpretation of SFAS No>.143, ;"Accounting forCAssed Retirement
Obligations." The interpretation clarifies that a legal obligation to perform an asset retirement activity

that is conditional on a future event is within the scope~ofSFAS No. 143. Accordingly, an entity is

required to recognie aalue of an asset retirement obligation that is conditional
on a .future event if the liability.s fair value, can be reasonably,estimated...The interpretation also

provides additional guidance for. evaluating whether. sufficient information is available, to make a
reasonable estimate of the fair ;value. The interpretation is effctie for PEC .nt laierthan December

31, 2005. PEC has not yet, determined the impact of the; interpretation on its financial position, results

of operations orliquidity. * ,

3. REGULATORY MAlTERS . ', .* . , :. , .

On April 27, 2005, PEC filed for an increase in the fuel rate charged to its South Carolina retail

customers with the Public Service Commission of South Carolina (SCPSC). PECrequested the
.4increase.for.underrecovered fuel costs for the previous 15 months and to meet future expected fuel

costs. ,On June 23, 2005, the SCPSC.approved a settlement agreement filed jointly by PECGand all

r other. parties to the proceeding. :The settlement agreement levelizes the collection of underrecovered

fuel costs over a three-year period ending June 30. 2008, andpllows PEC towcharge and recover
carrying costs on the.mbnthly..unpaid balance, beginning July i, 2006, at an interest rate,of 6%
compounded annually.' An annual increaseof $55 million, or 12 percent, in PEC's rates was effective

July 1, 2005. : , . :

On June'3, 2005, PEC filed for an increase in the fuel rate charged to its North Cirolina retail

customers with the North Carolina Utilities Commission {rCUC). PEC asked the NCUC to approve a

$276 million, or I I percent,;increase in rates. PEC requested the increase for underrecovered fuel costs
*for the previous 12 months and to meet future expected fuel costs.

On'July 25, 2005, *PEC2 the NCUC Public Staff andihe Carolina Industrial Group for Fair Utility

Rates jointly filed a proposed settlement agreement with the NCUC to resolve issues concerning PEG's

2005 North' Carolini fuel adjustnent proceeding. Other intervening parties to the fuel proceeding have
not agredto the proposed settlement. The settlement p o that PEG collect all of it's fuel cost

undeco'ilectiri ithat ocurred during the test year ended March 31, 2005 ov&e a-one-year period

- , Obeging Octobe 1, 2005:: Under the pr6pbsed seitlerieit; FEC agieed io reduce its proposed billing
increment designed to collect future fuel costs in' rdertoaddess customer concerns regarding the

miagniiiu-de of the proposed increase: In recognitidn of the likely indercollection that will result during
the year ending September 30, 2006, PEC would be allowed to calculate and collect interest'at 6% on
the difference between its collection factor in the original request to the NCUC and the factor included
in the proposed settlement agreement until such amounts have been collected. Hearings on this matter
are scheduled for August 2005 with an order due in September 2005. If approved, the increase would
take effect October 1, 2005. PEC cannot predict the outcome of this matter.
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4. COMPREHENSIVE INCOME

Three Months Ended
(in millions) June 30

2005 2004
Net income $ 67 $ 96
Other comprehensive income:

Changes in net unrealized gains on cash flow hedges
(net of tax expense of S2) - 3

Other I (1)
Other comprehensive income S I S 2

Comprehensive income 5 68 S 98

Six Months Ended
(in millions) June 30

2005 2004
Net income $ 183 $ 211
Other comprehensive income:

Changes in net unrealized gains on cash flow hedges
(net of tax expense of $I and $2, respectively) 2 3

Other I -

Other comprehensive income $ 3 $ 3
Comprehensive income $ 186 $ 214

5. DEBT AND CREDIT FACILITIES AND FINANCING ACTIVITIES

Changes to PEC's debt and credit facilities since December 31, 2004, discussed in Note 9 of PEC's
2004 Annual Report on Form 10-K, are described below.

In January 2005, PEC used proceeds from the issuance of commercial paper to pay off S90 million of
revolving credit agreement (RCA) loans.

On March 22, 2005, PEC issued S300 million of First Mortgage Bonds, 5.15% Series due 2015, and
$200 million of First Mortgage Bonds, 5.70% Series due 2035. The net proceeds from the sale of the
bonds were used to pay at maturity S300 million of PEC's 7.50% Senior Notes on April 1, 2005 and
reduce the outstanding balance of commercial paper.

On March 28, 2005, PEC entered into a new $450 million five-year RCA with a syndication of
financial institutions. The RCA will be used to provide liquidity support for PEC's issuances of
commercial paper and other short-term obligations. The RCA will expire on June 28, 2010. The new
S450 million RCA replaced PEC's S285 million three-year RCA and S165 million 364-day RCA,
which were each terminated effective March 28, 2005. Fees and interest rates under the S450 million
RCA are to be determined based upon the credit rating of PEC's long-term unsecured senior non-
credit enhanced debt, currently rated as Baal by Moody's and BBB by S&P. The RCA includes a
defined maximum total debt to capital ratio of 65%. The RCA also contains various cross-default and
other acceleration provisions, including a cross-default provision for defaults of indebtedness in excess
of S35 million. The RCA does not include a material adverse change representation for borrowings,
which had been a provision in the terminated agreements.

On July 28, 2005, PEC filed a shelf registration statement with the SEC to provide an additional $1.0
billion of capacity in addition to the S400 million remaining on PEC's current shelf registration
statement. The shelf registration statement will allow PEC to issue various securities, including First
Mortgage Bonds, Senior Notes, Debt Securities and Preferred Stock.
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6. BENEFIT PLANS " '

PEC has a noncontributory defined benefit retirement (pension) plan for substantially all full-time
employees. PEC also has supplementary 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 criteria. The components of the net periodic benefit cost for the three and six months
ended June 30 are: .

Other Postretirement
Three Months Ended June 30
(in millions)
Service cost
Interest cost
Expected return on plan assets
Amortization, net
Net periodic cost

Six Months Ended June 30
(in millions) :

Service'cost
Interest cost
Expected return on plan assets
Amortization, net,,
Net periodic cost,

''!

Pension Benefits 'Benefits - -

- 200S . 2004 2005; 2004
S 7 S 6 $ 2S 2'

13 13 4 4
(16) ~(17)(1 ; ()'i

. . 2 -. -1.

$ 6 S 2 $ 5 S .6.

-. ', . .! me-\,. .is . '

-I :'i"t ' OtherPostrefirementt'
Pension Benefits - Benefits -' '
..2005 ... 2004 . "'_ 2005 '.> 2004

$ 13 -- S - 12 -- - 3 $ - 4

..27 ~. 26, 8. 8
-(31) (34) (2) (2)

. 4. .I I 2
S 13,.$ .- 5 .. $ .10 S .... 12

! In addition, in the second quarter of 2005, PEC recorded special termination benefits related to the
voluntary enhanced retirement program (see Note 8) of approximately $21 million-for pension benefits
and S8 million for other postretirement benefits. These 'charges'resulted in a S29 million increase in

!,-,. pension and OPEB. liabilitiesg which are included in other liabilities and -deferred :credits on the
ConsolidatedBalanceSheets. l J ",,. ; *-;;- - , . ;' ''

7. RISK MANAGEMENT ACTIVITIES AND DERIVATIVE TRANSACTIONS . ,

-PEC is exposed 'to various risks related to' changes in market conditions. ;PEC's parent,'Progress
Energy, has a 'risk management. committee that includes senior executives from various business
groups. The risk management 'committee is' responsible for administering risk management policies

'and monitoring compliance with those policies by all subsidiaries. Under its risk management policy,
PEC may iuse'a variety of instruments, including 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. PEC minimizes such risk by performing credit
reviews using, among other things, publicly available credit ratings of such counterparties. Potential

:-i:nonperformance by, counterparties tis 'not expected 'to 'have a' material effect on the consolidated
financial position or consolidated results of operations 'of PEC. See 'Note 13 to PEC's Annual Report
on Form I 0-K for the year ended December 31, 2004.,* -. ; *' -.; ;' ''u -

'Most of FEC's commodity contracts are not derivatives pursuant to SFAS No. 133, "Accounting for
Derivative and Hedging Activities" (SFAS No. 133) or qualify as normal purchases or sales pursuant
to SFAS No. 133. Therefore, such contracts are not recorded at fair value. '
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In 2003, PEC recorded a S38 million pre-tax (S23 million after-tax) fair value loss transition
adjustment pursuant to the provisions of DIG Issue C20, "Scope Exceptions: Interpretation of the
Meaning of Not Clearly and Closely Related in Paragraph 10(b) regarding Contracts with a Price

Adjustment Feature." The related liability is being amortized to earnings over the term of the related

contract (See Note 10). As of June 30, 2005 and December 31, 2004, the remaining liability was S23

million and S26 million, respectively.

Economic Derivatives

Derivative products, primarily electricity and natural gas contracts, may be entered into from time to

time for economic hedging purposes. While management believes the economic hedges mitigate
exposures to fluctuations in commodity prices, these instruments are not designated as hedges for
accounting purposes and are monitored consistent with trading positions. PEC manages open positions

with strict policies that limit its exposure to market risk and require daily reporting to management of

potential financial exposures. Gains and losses from such contracts were not material to results of

operations during the three and six months ending June 30, 2005 and 2004, and PEC did not have

material outstanding positions in such contracts at June 30, 2005 and December 31, 2004.

B. Interest Rate Derivatives - Fair Value or Cash Flow Hedges

PEC uses cash flQw hedging strategies. to reduce exposure to changes in cash flow due to fluctuating
interest rates. PEC uses fair value hedging strategies to reduce exposure to changes in fair value due to

interest rate changes..The notional, amounts of interest rate derivatives are not exchanged and do not

represent exposure to credit loss. In the event cf default by the counterparty, the risk in these
transactions is the cost of replacing the agreements at current market rates.

Cash Flow Hedges

Gains and losses from cash flow hedges are recorded in accumulated othery comprehensive income

(OCI) and amounts reclassified to earnings are included in net interest charges as the hedged

transactions occur. Amounts in OCI related to terminated hedges are reclassified to earnings as the

interest expense is recorded. The ineffective portion of interest rate cash flow hedges for the three and

six months ending June 30, 2005 and 2004, was not material to PEC's results of operations. As of June
30, 2005, PEC had S5 million of after-tax deferred losses in OCI related to terminated hedges, of
which an immaterial amount is expected to be reclassified to earnings within the next 12 months.

During the first quarter of 2005, PEC terminated all of its cash flow hedges which were open at
December 31, 2004, and had no open interest rate cash flow hedges as of June 30, 2005. As of
December 31, 2004, PEC had S 131 million notional of open interest rate cash flow hedges.

Fair Value Hedges

As of June 30, 2005 and December 31, 2004, PEC had no open interest rate fair value hedges.

8. SEVERANCE COSTS

On February 28, 2005, as part of a previously announced cost management initiative, Progress Energy
approved a workforce restructuring which is expected to be completed in September 2005. In addition
to the workforce restructuring, the cost management initiative included a voluntary enhanced
retirement program. In connection with this initiative, PEC incurred approximately $60 million of pre-
tax charges for severance and postretirement benefits during the six months ended June 30, 2005, as
described below.

PEC recorded $14 million of severance expense during the first quarter of 2005 for the workforce
restructuring. The workforce restructuring expense was computed based on the approximate number of

positions to be eliminated. This amount included approximately $4 million of severance costs
allocated from Progress Energy Service Company (PESC). During the second quarter of 2005, 553
PEC employees eligible for participation in the voluntary enhanced retirement program elected to

participate. Consequently, in the second quarter of 2005, PEC decreased its estimated severance costs
by $7 million due to the impact of the employees electing participation in the voluntary enhanced
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retirement program. This amount included approximately S2 million of decreased severance costs
-,allocated from PESC. The severa nce expenses ~are: primarily included in:O&M expense. on the
vXonsolidated Statements of Ificonme. . . .

*-;c,-The accrued severance' expense will be paid over time.!The- activity in the severance liability is as
-follows: .**.

,(in millions) ..

Balance as of January 1, 2005 S ,2: -'*
Severance costs accrued I 10
'Adjustments.- - * :r,~ . . . (5).
Payments . . . .- ~.
Balance as of June 30, 2005 * '.1. . S .7' . *

PEC recorded a S29 million chhrgc in the'se'coind quarter of 2005 related to po'stretirecjrent benef its that
-will be paid o'er tim to eligible'.employees 'who'elected to participate in the' voluntary enhanced
retirement'!program (sed. Note' 6). PEC -also recorded a' S13 i'million charge ~for caily'retirement
incentives which will be paid over ti'me to certain employees. In addition, -PEC recorded approximately
Sb million of postretiremcnt benefits andcearly retirement incentives allocated from PESC.

The cost management initiative charges are subject to revision in future quarters based on completion
* of the workforce iestructuring and the potential additional impacts that the 'early 'retireinehis and

outplacements may.-have on the postretirement .plansjSuclircvisions may bU' significantrand may
adversely'impact PEC's results of operations ini: future periods.- In' addition-, PEGC:expects~tG incur

* .Kcertain incremental costs for recruiting and~staff~augmentz'tion aictiv'ities that cannot be-'quantificd at
this time :..

9. FINANCIAL INFORMATION BY BUSINESS SEGMENT i A~

PEG's operations consist primarily of the PEC Electric segment Which is engaged inthegnrain
transmission;-isiribuztion and sale ofcelectriccencrgy~primarily in portion 'ofNorth Caiolinaaind'South

* Carolina..These'electric operations are subject to the rules and regulations of-the FERC, the NCUC,
**7.the SCPSC and the NRC. 'PEC Electric'also distributes hind sells electrioity to other utilities,'p~rimarily

'bn-theecasi coast of the United Stites. '.(.2* - ~ * .

*The Other'segment, the operations of which are prinmarily in'the eastern United Statcs,-is made up of
*other nonregulated business areas that do not separately meet the disclosure requirements of SFAS No.

13- 131 "Disclosures about Segments of ah -Enterprise. and Related -Information", and ' consolidation
'entities and eliminations. ;.;' *: *., *..- .

The financial information for PEC segments for the three months ended June 30, 2005 and 2004, is as
follows:. .....

(in millions) -.. ,: *..2005,', ,m -.1 .. 2004.-:

PEC . PEC
Electric Other Total Electric Other Total

Total revenues S 860 S I S 861 . 861- S I S 862
.. ,,Po~tretirecmnt~and .~. .**

- , severance charges. ; * 46 .. 5..~6 .

§~en rr 8s 68 (i) 67 97' (196

V )T I 1
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The financial information for PEC segments for the six months ended June 30, 2005 and 2004 is as
follows:

(in millions) 2005 2004
PEC PEC

Electric Other Total Electric Other Total
Total revenues S 1,795 S I S 1,796 S 1,762 S I S 1,763
Postrctirement and
severance charges 60 - 60 5 - 5
Segment profit (loss) 184 (2) 182 213 (3) 210

10. OTHER INCOME AND OTHER EXPENSE

Other income and expense includes interest income and other income and expense items as discussed
below.. The components of other, net as shown on the accompanying Consolidated Statements of
Income for the three and six months ended June 30, 2005 and 2004, are as follows:

Three Months Ended Six Months Ended
June 30 June 30

(in millions) 2005 2004 2005 2004
Other income
Nonregulated energy and delivery services income S 7 S 3 S 9 S 5
DIG Issue C20 Amortization (See Note 7) 2 2 3 4
AFUDC equity I 1 2 2
Other 2 6 5 5

Total other income S 12 S 12 S 19 S 16

Other expense
Nonregulated energy and delivery services expenses S 2 S 2 S 4 S 4
Donations 2 1 5 5
WVrite-off of non-trade receivables - - - 7
FERC Audit Settlement 4 - 4
Other 6 5 7 8

Total other expense S 14 S 8 S 20 S 24

Other, net S(2) $ 4 S (I) S (8)

Nonregulated energy and delivery services include power protection services and mass market
programs such as surge protection, appliance services and area light sales, and delivery, transmission
and substation work for other utilities.

FERC audit settlement includes amounts approved by the FERC on May 25, 2005, to settle the FERC
Staffs Audit of PEC's compliance with the FERC's Standards of Conduct and Code of Conduct. In the
settlement, PEC agreed to make certain operational and organizational changes and to provide its retail
and wholesale customers a one-time credit of approximately $4 million which was recorded as other
expense in the second quarter of 2005.

11. ENVIRONMENTAL MATTERS

PEC is subject to federal, state and local regulations addressing hazardous and solid waste
management, air and water quality and other environmental matters. See Note 17 of PEC's 2004
Annual Report on Form 10-K for a more detailed, historical discussion of these federal, state, and local
regulations.

HAZARDOUS AND SOLID WASTE MANAGEMENT

The provisions of the&Coriprehensive Environmental Response, Compensation and' Liability Act of
1980, as amended (CERCLA), authorize the EPA to require the cleanup of hazardous waste sites. This
statute imposes retroactive joint and several liabilities. Sonie states, including North Carolina and
South Carolina, have similatr types of legislation. PEC is periodically notified by regulators, including
the EPA and various state agencies, of their involvement or potential involvement in sites that may
require investigation and/or remediation. There are presently several sites with respect to which PEC
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has been notified by the EPA and the'State of North Carolina of its potential liability, as described
.,below in greater detail. PEC is also currently in the process of assessing potential costs and exposures

at other sites. For all sites, as assessments are developed and analyzed, PEC will accrue costs for the
sites to the extent the costs are probable and can be reasonably estimated. -

Various organic materials associated with the production 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. There are several MGP sites to which PEC has some connection. In this regard, PEC
and other potentially responsible parties (PRPs) are participating 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 (DWM).-

PEC filed claims with its general liability insuran&e carriers to recover costs arising from actual or
potential environmental liabilities. 'All 'claims have been settled other than with insolvent carriers.
These settlements have not had a material effect on the 'consolidated financial"position or results of
operations. . - ' - . . .

There are nine formerMGP sites and a number of other sites associated with PEC that have required
or are anticipated to require investigation'and/or remediation.

r7
During the fourth quarter of 2004, the EPA advised PEC, that it had been identified as a PRP at the
Ward Transformer site located in Raleigh, North Carolina. The EPA offered PEC and ,a number of
other PRPs the opportunity to negotiate cleanup of the site and reimbursement of less than $2 million
to the EPA for EPA's past expenditures in addressing conditions at the site. PEC and other PRP's are
in discussions with the EPA to reach an agreement. However, as an agreement among PRPs has not
yet been reached, it is not possible at this time to reasonably estimate the total amount -of PEC's
obligation for remediation of the Ward Transformer site. If an agree'ent cainnot beireached,'the EPA
could issue a unilateral order requiring cleanup of.the site. PEC cannot predict the outcome of this
matter. . - -

As of June 30,'2005 and December 31, 2004, PEC's accruals for probable'and estimable costs related
to'various environmental sites, which' are iniluded in other' liabilities and deferred credits and are
expected to be paid out over one to five years, were: - -

i "(in millions) -' ' - . ; '* June 30,-2005 - December 31,2004 v ;
' Insurance-fund.' ':. 4.i - '.S 7 -' ;:

Transferred from North Carolina Natural Gas '

Corporation at time of sale' 2 2
'Total accrual f6renvironmental sites .' 'S ' S 6 ' $ 9

The insurance funjd in the table above'Was" established when' PEC received' insurance proceds to
'a ddres osts assciated related to its involvement with some sites. All
eligible expenses'related to these are charged against a specific fund c6ntainiing'these proceeds. For the
three and six months ended June 30, 2005, PEC made no additional accruals, received no insurance
proceeds, and spent approximately $1 million and $3 million, respectively, related to environmental
remediation.

- - , ;-ha s'bee-;i'car-.don "'an 1-.' . 89'!' * ;'-, ,., -' . -4

"ed''nThis accrual r dndiscounted basis: PEG measures its liability for these sites
' based on a~vallable evidence cinludihg its "xeie'nce in investigating and remediating environmjentally

impaired sites.'The process often involves assessing and developing cost-sharing arranng'emnents with
other PRPs. PEC will accrue costs for the sites to the extent its liability is probable and the costs can
be reasonably estimated. Because the extent'6f environmental impact, allocation amrong PRPs for all
sites, remediation alternatives (which could involve either minimal or significant efforts), and

cocui~he f h atuiory; aut' b iti av'.'riot"V'* irachledih~'stconcurence of the reuator Ehritiis'h n re h age,where a reasonable estimate of
the yemediation cost'can' be'made, Pie cannoti determine the total costs that may be incurred in
,connetioninAbth lhe iediatioh of all sites at this 'time It is anticipated that sufficient informatidn will
6~come available for several sites; durinig 2005 to allow a r.so6nable estiniate of PEC's 'obligation for
those sites'to bemade * ! . .- .' -- .'
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On March 30, 2005, the North Carolina Division of Water Quality renewed a PEC permit-for the
continued use of coal combustion products generated at any of the Company's coal-fired plants, located
in the state. The Company has reviewed the permit conditions, which could significantly restrict the
reuse of coal ash and result in higher ash management costs and plans to adjudicate thbt permit
conditions. The Company cannot predict the outcome of this matter.

AIR QUALITY

PEC is subject to various current and proposed federal, state, and local environmental compliance laws
and regulations, which may result in increased planned capital expenditures and operating and
maintenance costs. Significant updates to these laws and regulations and related impacts to PEC since
December 31, 2004, are discussed below. Additionally, Congress is considering legislation that would
require reductions in air emissions of NOx, SO2, 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 that could be material
to PEC'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 Clean Smokestacks
Act (Smokestacks Act), enacted in 2002 and discussed below, may address some of the issues outlined
above. However, PEC cannot predict the outcome of the matter.

The EPA is conducting an enforcement initiative related to a number of coal-fired utility power plants
in an effort to determine whether changes at those facilities were subject to New Source Review
(NSR) requirements or New Source Performance Standards under the Clean Air Act. The Company
was asked to provide information to the EPA as part of this initiative and cooperated in supplying the
requested information. The EPA initiated civil enforcement actions against other unaffiliated utilities
as part of this initiative. Some of these actions resulted in settlement agreements calling for
expenditures by these unaffiliated utilities in excess of $1.0 billion. 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 similar mechanisms.

Total capital expenditures to meet the requirements of the final rule under Section 110 of the Clean Air
Act (NOx SIP Call) in North Carolina and South Carolina could reach approximately S370 million.
This amount also includes the cost to install NOx controls under North Carolina's and South
Carolina's programs to comply with the federal 8-hour ozone standard. However, further technical
analysis and rulemaking may result in requirements for additional controls at some units. PEC has
spent approximately S324 million to date related to these projected amounts. Increased operation and
maintenance costs relating to the NOx SIP Call are not expected to be material to PEC's results of
operations. Further controls arc anticipated as electricity demand increases.

PEG projects that its capital costs to meet emission targets for NOx and S0 2 from coal-fired power
plants under the Smokestacks Act, will total approximately S895 million by the end of 2013. PEG has
expended approximately S190 million of these capital costs through June 30, 2005. The Smokestacks
Act requires PEG to amortize 70% of the original cost estimate of S813 million, during a five-year rate
freeze period. PEG recognized amortization of S27 million and $54 million, respectively, for the three
and six months ended June 30, 2005, and has recognized $302 million in cumulative amortization
through June 30, 2005. The remaining amortization requirement will be recorded over the future
period ending December 31, 2007. The law permits PEG the flexibility to vary the amortization
schedule for recording the compliance costs from zero up to S174 million of amortization expense per
year. The NCUC will hold a hearing prior to December 31, 2007, to determine cost-recovery amounts
for 2008 and future periods. O&M expense will increase due to the additional materials, personnel and
general maintenance associated with the equipment. O&M expenses are recoverable through base
rates, rather than as part of this program. PEG cannot predict-the future regulatory interpretation,
implementation or impact of this law.
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:.On March 10, 2005, the EPA issued the final Clean Air Interstate Rule (CAIR). The EPA's rule
..1requires 28 states, including North Carolinaiand South Carolina, and the District of Columbia to

reduce NOx and S02 emissions in order to attain state NOx and S02 emissions levels. Installation of
'itn. additional air quality controls is likely tobe- needed to meet the CAIR requiremcnts. PEC is in the

process of determining compliance plans andthe cost to comply.withthe rule. The air qualitycontrols
,alreadyinstalled for compliance with the NOx SIP Call and currently planned by PEC to comply with
the Smokestacks Act will reduce the costs required to meet the CAIR requirements forPEC's North
Carolina units. r r t C A M

On March, 15, 2005, the EPA finalized two separate but related rules:-the Clean Air Mercury Rule
(CAMR) that sets emissions limits to be met in two phases and encourages a cap and trade approach to
achieving those caps, and ade-listingrulethat eliminated any requirement to pursue a maximum
achievable control technologyr(MACT) approach for limiting mercury, emissions from coal-fired
power plants.,NOx and SO2 -controls .also are effective in reducing mercury emissions. However,
according to the EPA the second phasecapreflects a ,level of mercury, emissions reduction that
exceeds the, level that would be achieved solely as a co-benefit of controllinig NOx and SO2 under
CAIR PECis in the process of determining compliance plans and the cost to comply with the CAMR.
Installation of additional air, quality controls is likely to be needed to meet the ,CAMR's requirements.
The de-listing rule has been challenged by a number of parties; the resolution of the challenges could
impact PEC's final compliance plans and costs. - , .. , ,

On June 24, 2005, the Court of Appeals for the District of Columbia Cireuit rendered a decision in a
'!,: suit regarding EPA's NSR rules. As part of the decision, the court struck down a provision excluding

pollution control projects from NSR requirements. 'As a result ofthis decision, additionalregulatory
review of the Company's pollution control equipment proposals will be ;required adding time and cost
to the overall project. . .* '>,. *. . . . "l .' " '/ 'l :. - '

; In conjunction with the proposed mercury rule, the EPA proposed a MACT standard to regulate nickel
emissions from residual oil-fired units.,,The EPA withdrew ,the proposed nickel rule in March 2005.

In March 2004, the North Carolina Attorney General filed a petition with the EPA under.Section 126
of the Clean Air Act, asking the federal government to ,force coal-fired power plants in,.l 3, other states,

:, including South Carolina, to reduce their NOx and SO2 emissions. The state ofNorth Carolina
contends.these out-of-state emissions interfere with North Carolina's ability tomeet national air
quality standards for, ozone and particulate matter.,On August, 1, ,2005, theEPA issued a proposed

. response denyingthe.petition., The!EPA's rationale for denial, is thatcompliance with CAIR will
reduce theemissions from surrounding states sufficiently to address NorthCarolina's concerns. The
EPA will hold a 60-day public ,comment period.,froni the datethat the proposal is published in the
Federal Register and must take final action by March 15,2006. PEC cannot predict the outcome of this

*,niatter. *, ,,, ., ,, ,:~~ - vis .1 ,r;. *t; ;;

.,In a:decision issued July;15,.2005, the U.S. Court of .Appeals.,for theDistrictof Columbia Circuit
denied petitions for review filed by.several states;.cities and organizations seekingthe regulation by

,;, the EPA of carbon dioxide emissions underthe Clean Air Act. The court in a 2-,l decision, held that
, theEPA Administratorproperly exercised his discretion in denying the request, for regulation.!

*.i..JVATERQUAL1T', . , '''li - s .. ( . -..

,r.,:iAs a result of.the operation oficertain control.equipment-neededto address-the air.,quality..issues
1outlined abovc;lnew,.wastewater, streams,maylbe generated, at the affected facilities. Integration of

.A thesenewwastewater,-streams into .the existing-wastewater. treatment -processes may..result in
, permitting, construction and treatment requirements imposed on PEC in the immediate and extended

future. , I : . t-r . ''* : -

Based on new costinformation and changes to the estimated time, frame of expenditures since
December 31, 2004, PEC has revised the estimated amounts and time period for expenditures to meet
Section 316(b) requirements of the Clean Water Act. PEC currently estimates that from 2005 through
2010 the range of expenditures will be approximately $15 million to S25 million.
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OTHER ENVIRONENTA L MALTTERS

The Kyoto Protocol was adopted in 1997 by the United Nations to address global climate change by

reducing emissions of carbon dioxide and other greenhouse gases. The treaty w ent into effect on

February 16, 2005. The United States has not adopted the Kyoto Protocol, and the Bush administration
has stated it favors.voluntary programs. A number of carbon dioxide emissions control proposals have

been advanced in Congress. Reductions in carbon dioxide emissions to the lcvels 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. of control or limitation cannot be

recovered from customers. PEC favors the voluntary program approach recommended by the Bush

administration and continually evaluates options for the reduction, avoidance and sequestration of

greenhouse gases. However, PEC cannot predict the outcome of this matter.

Progress Energy has announced its plan to issue a report on the Company's activities associated with

current and future environmental requirements. The report will include a discussion of the

environmental requirements that PEC currently faces and expects to face in the future with respect to

its air emissions. The report is expected to be issued by March 31, 2006.

12. COMMITMENTS AND CONTINGENCIES

Contingencies and significant changes to the commitments discussed in Note 18 of PEC's 2004

Annual Report on Form 10-K arc described below.

A. Purchase Obligations

As part of PEC's ordinary course of business, it enters into various long and short term contracts for
fuel requirements at its.generating plants. Through June 30, 2005, these contracts have increased the

Company's aggregate purchase obligations for fuel and purchased power by approximately $709
million as compared to the amount stated in the Company's Form 10-K. for the year ended December
31, 2004. The increase primarily covers the period ranging from 2005 through 2009. A majority of the
contracts related to the increase in purchase obligations for fuel and purchased power are for future
coal purchases primarily with fixed prices.

B. Guarantees

As a part of normal business, PEC enters into various agreements providing future financial or

performance assurances to third parties, which are outside the scope of Financial Accounting
Standards Board (FASB) Interpretation No. 45, "Guarantor's Accounting* and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others" (FIN No. 45).

Such agreements include guarantees, standby letters of credit and surety bonds.tAs of June 30, 2005,

PEC does not believe conditions are likely for significant performance under these guarantees. To the
extent liabilities are incurred as a result of the activities covered by the guarantees, such liabilities are

included in the accompanying Consolidated Balance Sheets. As of June 30, 2005, PEC had no
guarantees issued on behalf of unconsolidated subsidiaries or other third parties.

C. Insurance

PEC is a member of Nuclear Electric Insurance Limited (NEIL), which provides primary and excess
insurance coverage against property damage to members' nuclear generating facilities. Under the

primary program, PEC is insured for $500 million at each of its nuclear plants. In addition to primary
coverage, NEIL also provides decontamination, premature decommissioning and'.excess property

insurance with limits of S1.75 billion on each plant.

D. Other Contingencies

1. Pursuant to the Nuclear Waste Policy Act of 1982, the predecessors to PEC entered into contracts
with the U.S. Department of Energy (DOE) under which the DOE agreed to begin taking spent nuclear
fuel (SNF) by no later than January 31, 1998. All similarly situated utilities were required to sign the
same standard contract.
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DOE failed to begin taking spent nuclear fuel by January 31, 1998. In January 2004, PEC filed a
complaint in the United States Court of Federal Claims against the DOE, claiming that the DOE
breached the Standard Contract for Disposal of Spent Nuclear >Fuel by failing to accept SNF from
various PEC facilities on'or before January 31, 1998. Damages due to the DOE's breach will be

::!significant, but have yet to be determined. Approximately 60 :cases involving the Government's
actions in connection with spent nuclear fuel arc currently pending in the Court of Federal Claims.

The DOE and the PEC parties haveagreed to a stay of the lawsuit, including discovery..The parties
agreed to,. and the trial court entered, a stay of proceedings, in order to allow for possible efficiencies
due to the resolution of legal and factual issues in previously filed cases in which similar.claims are
being pursued by other plaintiffs. These issues may include, among others, so-called "rate issues," or
the minimum mandatory schedule for the acceptance of SNF and high level waste (HLW) by which
the Government was contractually obligated to accept contract holders' SNF and/or HLW, and issues
* regarding recovery of damages under a partial breach of contract theory that will be alleged to occur in
the future. These 'issues have been or are expected to be presented in the trials or appeals that are
currently scheduled to occur during 2005. Resolution of these issues in other cases could facilitate
agreements by the parties in the PEC lawsuit; or at a minimum, inform the Court of decisions reached
by other courts if they remain contested and require resolution in this case. In July 2005, the parties
jointly requested a continuance of the stay through December 15, 2005, which the trial court granted.

On February 27,; 2004,'PEC requested to have its license for.the Independent Spent Fuel Storage
Installation at the Robinson Plant extended by 20.years with an exemption request for an additional
20-year extension. Its current license is due to expire in August 2006. On March 30, 2005, the NRC
issued the 40-year license renewal. . .*. " . .

With certain modifications and additional approval by the NRC; including the installation of onsite dry
storage facilities at Robinson and Brunswick, PEC's spent nuclear fuel storage, facilities, will be
sufficient to provide storage space for spent fuel generated on PEC's system through the expiration of
the operating licenses for all of PEC's nuclear generating units.'. .-.

In July 2002, Congress passed an override resolution to Nevada's veto of the DOE's proposal to locate
a permanent underground nuclear waste storage facility at Yucca Mountain, Nevada. In January 2003,
the State of Nevada, Clark County, Nevada, and the City of Las Vegas petitioned the U.S. Court of
Appeals for the District of Columbia Circuit for review of the Congressional override resolution.
These same parties also challenged the EPA's radiation standards for Yucca Mountain. On July 9,
:.:2004,'the Court rejected the challenge to the constitutionalityof the Kresolution approving Yucca
Mountain, but ruled that the EPA. was wrong to set a 10,000-year compliance period in the radiation
protection standard:.The EPA is currently reworking the standard but has not stated when the work
will be complete. The DOE originally planned to submit a license application to the NRC to construct
the'Yucca Mountain facility by the end of 2004. However, in November 2004, the DOE announced it
would Knot submit the license .applicationiuntilmid-2005. or later. Also in November'2004,
Congressional negotiators approved $577 million for:fiscal year 2005 for the Yucca Mountain project,
approximately $300 million less than requested by the DOE but approximately the same as approved
in 2004. The DOE has acknowledged that a working repository will not be operational until sometime
after 2010, but the DOE has not identified a new target date. PEC cannot predict the outcome of this
matter.

2. In .2001; PEC entered into a contract to ppurchase coal Trom Dynegy Marketing and Trade (DMT).
Afler DMT experienced financial difficulties, including credit,ratings downgrades by certain credit

!reporting agencies, 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 required by a

provision in the contract, PEC terminated the contract in July 2002.- ;

PEC initiated a lawsuit seeking a declaratory judgment that the termination was lawful. DMT
counterclaimed, stating the termination was a breach of contract and an unfair and deceptive trade
practice. On March '23,,.2004,- the United-States .District -Court for the Eastern District of North

.Carolina ruled that PEC washliable for breach of contract,' but ruled against'DMT'on its unfair and
w deceptive trade practices claim. On April 6,-2004, the Court entered a judgment against PEC in the

amount of approximately $10 million. The Court did not rule on DMT's request under the contract for
pending legal costs.
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On May 4, 2004, PEC authorized its outside counsel to file a notice of appeal of the April 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 a motion to dismiss PEC's appeal on the ground
that it was untimely. On July 20, 2005, the appellate court denied DMT's motion to dismiss and ruled
that the time for PEC to appeal had not yet expired. The appellate court remanded the case to the trial
court for further proceedings.

PEC recorded a liability-for the judgment of approximately 510 million and a regulatory asset for the
probable recovery through its fuel adjustment clause in the first quarter of 2004. PEC cannot predict
the outcome of this matter.

3. On February 1, 2002, PEC filed a complaint with the Surface Transportation Board (STB)
challenging the rates charged by Norfolk Southern Railway Company (Norfolk Southern) for coal
transportation to certain generating plants. In a decision served in December, 2003, the STB found that
the challenged rates exceeded maximum reasonable rate levels and prescribed lower rates. In a
subsequent decision on reconsideration the STB concluded that the rates had not been shown to be
unreasonable, following which PEC requested the STB to consider requiring that the rates be phased
in over a period of time. During the course of the complaint process, PEC accrued a liability of $42
million. The liability was comprised of S23 million of reparations remitted to PEC by Norfolk
Southern that were subject to refund and an additional S19 million, of which S17 million was recorded
as deferred fuel cost on the Consolidated Balance Sheet. This matter has now been settled by mutual
agreement, and the STB has issued an order dismissing the case. As a result of the settlement, PEC
reversed the previously recorded deferred fuel cost and settled the remaining obligations for the
approximate amount previously accrued. The settlement had an immaterial impact on PEC's results of
operations.

4. PEC is involved in various litigation matters in the ordinary 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 material adverse
effect on PEC's consolidated results of operations or financial position.

52



Item 2,.. Management's Discussion and Analysis of Financial Condition and Results of Operations
.. . - .*, * ..

The following Management's Discussion and Analysis contains forward-looking statements that involve
estimates;:projections, goals, forecasts, assumptions, risks and uncertainties,that could cause actual results or
outcomes to differ materially from those expressed in the fonvard-looking statements.-,Please.review "SAFE
HARBOR FOR FORWARD-LOOKING STATEMENTS" for a discussion of the factors that miay impact any
such forvard-looking statements made herein and the Risk Factors sections of Progress Energy's and Progress
Energy Carolina's (PEC) annual report on Form 10-K for the year ended December 31, 2004. ,

Amounts reported in the interim Consolidated Statements of Income are not necessarily indicative of amounts
expected for the respective annual or future periods due to the effects of seasonal temperature variations on
energy consumption and the timing of maintenance on electric generating units, among other factors.

This discussion should be read in conjunction with the accompanying financial statements found elsewhere in
this report and in conjunction with the .2004 Form 10-K. . * :

'~~~. , ' . ' :'':'' . . ,I -

RESULTS OF OPERATIONS , . .:-. . , : ,
. * .. . * . -. .-

The Company's reportable business segments and their primary operations include: .- .

* Progress Energy Carolinas Electric (PEC Electric) -- primarily engaged infihegeneration, transmission,
distribution and sale of electricity in portions of North Carolina and South Car6lina;- ' .''

* Progress Energy Florida (PEF) - primarily engaged in the g'eneriation, 'transmission, disitibiitioin 'aind sale of
electricity in portions of Florida; ; : - -, l

* Competitive Commercial Operations (CCO) - engaged in nonregulated electric generation operations and
marketing activities primarily in Georgia, North Carolin'aand Foioid' 'n'a'

* Fuels . primarily engaged ,in natural gas production .in Texas.and Louisiana, coal mining,. coal terminal
.services, and fuel transportation and delivery in Kentucky, West Virginia and Virginia; and ..

* Synthetic Fuels - engaged in the production and sale of coal-based solid synthetic fuels and the operation
of synthetic fuel facilities for outside parties in Kentucky, West Virginia and Virginia.-

The Corporate and Other category includes other businesses engaged in other nonregulated business areas,
including telecommunications, primarily in the eastern United States, energy services operations and holding
company results, which do not meet the requirements for separate segment reporting disclosure.

Prior to 2005, Rail Services was reported as a separate segment. In connection with the divestiture of Progress
Rail (see Note 3 of the Progress Energy Consolidated Interim Financial Statements), the operations of Rail
Services were reclassified to discontinued operations in the first quarter of 2005 and therefore are no longer a
reportable segment. In addition, synthetic fuel activities were reported in the Fuels segment prior to 2005 and
now are considered a separate reportable segment. These reportable segment changes reflect the current
reporting structure. For comparative purposes, the prior year results have been restated to conform to the
current presentation.

In this section, earnings and the factors affecting earnings for the three and six months ended June 30, 2005 as
compared to the same periods in 2004 are discussed. The discussion begins with a summarized overview of the
Company's consolidated earnings, which is followed by a more detailed discussion'and analysis by business
segment.

OVERVIEW

For the quarter ended June 30, 2005, Progress Energy's net loss was $1 million, or S(0.01) per share, compared
to net income of 5154 million, or $0.63 per share, for the same period in 2004. The decrease in net income as
compared to prior year was due primarily to: , ;

* Postretirement and severance charges recorded throughout the Company related to the cost
* management initiative. - - - . :
* Unfavorable weather at both utilities.
* Unfavorable retail usage in Florida.
* The write-off of unrecoverable storm costs in Florida.
* The change in accounting estimates for certain Energy Delivery capital costs.
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* Decreased nonregulated generation earnings.
• Decreased synthetic fuel earnings.
* The impact of tax levelization. '

Partially offsetting these items were:
* Utility customer growth in the Carolinas and Florida.
* Favorable wholesale sales in both the Carolinas and Florida.
* Gain recorded on the sale of distribution system in Florida.
* Reduced losses recorded on contingent value obligations.

For the six months ended June 30, 2005, Progress Energy's net income was S92 million, or 50.37 per share,
compared to S262 million, or SI.08 per share for the same period in 2004. The decrease in net income as
compared to prior year was due primarily to:

. Postrctirement and severance charges recorded throughout the Company related to the cost
management initiative.

* Unfavorable weather at both utilities.
* Unfavorable retail usage in Florida.
* The write-off of unrecoverable storm costs in Florida.
* The change in accounting estimates for certain Energy Delivery capital cests.
* Decreased nonregulated generation earnings.
* Decreased synthetic fuel earnings.
* The impact of tax lcvelization.

Partially offsetting these items were:
* Utility customer growth in the Carolinas and Florida.
• Favorable wholesale sales in both the Carolinas and Florida.
* Gain recorded on the sale of distribution assets in Florida.
* Reduced losses recorded on contingent value obligations.

Basic earnings per share decreased in 2005 due in part to the factors outlined above. Dilution related to the
issuances of an aggregate of approximately 4 million and I million shares of common stock under the
Company's Investor Plus Stock Purchase Plan and employee benefit programs for the year to date in 2005 and
the year ended December 31, 2004, respectively, also reduced basic earnings per share by $0.01 and $0.02 for
the three and six months ended June 30, 2005, respectively.

The Company's segments contributed the following profits or losses for the three and six months ended June
30, 2005 and 2004:

(in millions) Three Months Ended June 30, Six Months Ended June 30,
Business Segment 2005 2004 2005 2004
PEC Electric S 68 S 97 S 184 S 213
PEF 10 84 53 133
Fuels 12 17 23 27
CCO *3) 5 (9) (3)
Synthetic Fuel 23 36 22 72

Total Segment Profit 110 239 273 442
Corporate & Other (104) (93) (162) (197)
Income from continuing operations 6 146 111 245
Discontinued operations, net of tax (7) 8 (19) 17

Net income S (1) 154 S 92 S 262

COST NIANAGEMENT INITIATIVE

On February 28, 2005, as part of a previously announced cost management initiative, the Company approved a
workforce restructuring which is expected to be completed in September 2005 and result in a reduction of
approximately 450 positions. The cost management initiative is designed to permanently reduce by 575 million
to S100 million the projected growth in the Company's annual operatiofi and maintenance (O&M) expenses by
the end of 2007. In addition to the workforce restructuring, the cost management initiative included a voluntary
enhanced retirement program. In connection with this initiative, the Company incurred approximately $176
million of pre-tax charges for severance and postretirement benefits during the six months ended June 30, 2005,
as described below.
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The Company recorded S31 million of severance expense during the first quarter of 2005 for the workforce
restructuring and implementation of an automated meter reading initiative at PEF. The workforce restructuring
expense was computed based on the' approximate number of positions to be eliminated. During the second
quarter of 2005, 1,447 employees eligible for participation in the voluntary.. enhanced retirement program
elected to participate. Consequently, in the second quarter .of 2005, theCompany. decreased its estimated
severance costs by $13 million due to the' impact ,of the employees electing participation in the voluntary
enhanced retirement program. The severance expenses are primarily included id O&M expense on the
Consolidated Statements of Income and will be paid over time.

The Company recorded a $141 million charge in the second quarter of 2005 related to postretirement benefits
that will be paid over time to eligible employees who elected to participate in the voluntaryenhanced retirement
program. See Note 8 to the Progress Energy Consolidated Interim Financial Statements for' additional
information on postretirement benefits. In addition, the Company recorded'a S17 million charge forearly
retirement incentives to be paid over time to:'ertain employees.

The cost management initiative charges are subject to revision in future quarters based on completion of the
workforce restructuring and the potential additional impacts that the early retirements and outplacements may
have on the Company's postretirement plans. Such revisions may be'significant and may adversely impact the
Company's results of operations in 'future periods. In addition, the Company expects to incur certain
incremental costs for recruiting and staff augmentation activities that cannot be quantified at this time.

PROGRESS ENERGY CAROLINAS ELECTRIC ; ,.,', ;; ; !..

PEC Electric contributed segment profits of $68 million and $97 million forthe three'months ended'June 30,
2005 and 2004, respectively. Results for 2005 were unfavorably impacted by higher O&M costs primarily due
to postretirement and severance costs associated with thecost management jnitiative,and unfavorable weather.
These unfavorable items were partially offset by favorable customer growth andusage and increased wholesale
revenues. - .

p ~ ~ . .. .. .. .. ,J... .

PEC Electric contributed segment profits of S184 million and $213 millionfor-the six months ended June 30,
2005 and 2004, respectively. Results for 2005 were unfavorablyimpacted byhigher O&M costs primarily due,
to postretirement and, severance, costs associated with the cost management initiative and the change in,
accounting estimates for certain Energy Delivery capital costs and unfavorable weather.. These,unfavorable
items were partially offset by favorable customer growth and usage and increased wholesale revenues.

Three months ended June 30. 2005 compared to the three months ended June 30.2004 ; .. ;.. ,

Revenues . . .. >.'_. . : . ... , ., . -

PEC Electric's revenues for the three months ended June 30, 2005 and 2004, and the percentage change by
customer class are as follows: ;

(in millions of S)
Customer Class
Residential
Commercial -
Industrial ' * -

I

Governmental
Total retail revenues

Wholesale
Unbilled
Miscellaneous -
Total electric revenues .

Less: , ..,.} , , I ., ..
Pass-through fuel revenues
Revenues excluding fuel

Three Months Ended June 30,
2005 .. Change. .%Change . 2004. -- :

S 272 -S (12) -- (4.2) $..2 .284
214 , 13 -. "0.5' 213 .. . .

164 - 3 1.9 161
J18 .() .- :-(5. 3) . :19- '. . ..

-668 . (9) .. (1.3) ' 677
154 15 10.8 139

15 .(9). - .24 .- . ..

.23 2 .9.5 *21, . .'.

S 860 . .S ( I) , (01) ,S. 861 ,;, , . -. ,

(238).. (16) .. ; .(7.2). .. (222)
S 622 . S(17) ' (2.7) S 639

. .. _ :: 1

( �- �.Iei. -a.
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PEC Electric's energy sales for the three months ended June 30, 2005 and 2004, and the amount and percentage
change by customer class are as follows:

(in millions of kVh) Three Months Ended June 30,
Customer Class. 2005 Change % Change 2004
Residential 3,285 (240) (6.8) 3,525
Commercial 3,087 (85) (2.7) 3,172
Industrial 3,230 (50) (1.5) 3,280
Govemmental 314 (23) (6.8) 337

Total retail energy sales 9,916 (398) (3.9) 10,314
Wholesale 3,341 227 7.3 3,114
Unbilled 235 (169) - 404
Total kWh sales 13,492 (340) (2.5) 13,832

PEC Electric's revenues, excluding recoverable fuel revenues of 5238 million and $222 million for the three
months ended June 30, 2005 and 2004, respectively, decreased S17 million. The decrease in revenues is
attributable primarily to unfavorable weather offset partially by favorable retail growth and usage and increased
wholesale revenues. The impact of weather is S28 million unfavorable with cooling degree days 36% below
prior year. Favorable growth and usage of $6 million was driven by an increase in the number of customers as
of June 30, 2005 compared to June 30, 2004 of 28,000. The increase in wholesale revenues less fuel of S3
million vwas driven primarily by the impact of increased capacity under contract.

Expenses

Fuel and Purchased Power

Fuel and purchased power costs represent the costs of generation, which include fuel purchases for generation,'
as well as energy purchased in the market to meet customer load. Fuel and purchased power expenses are
recovered primarily 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 associated
fuel revenues that are subject to recovery is deferred for future collection from or refund to customers.

Fuel and purchased power expenses were S289 million for the three months ended June 30, 2005, which
represents a S16 million increase compared to the same period in the prior year. Fuel used in electric generation
increased S23 million to S216 million compared to the prior year. This increase is due to an increase in fuel
used in generation of S17 million due primarily to higher fuel costs which are being driven primarily by rising
coal, oil and natural gas prices. In addition, deferred fuel expense increased $6 million due to the write-off of
$5 million in deferred fuel costs as a result of the South Carolina annual fuel hearing. Purchased power experise
decreased S7 million to S73 million compared to the prior year. Prior year purchased power costs were higher
due to plant outages during periods of favorable weather during the second quarter of 2004.

Operations and Maintenance (O&V)

O&M expenses were $260 million for the three months ended June 30, 2005, which represents a S34 mrillion
increase compared to the same period in 2004. Postretirement and severance expenses related to the cost
management initiative increased O&M expenses by $46 million during 2005. This is an increase of S41 million
compared to the same period in 2004 as prior year expenses include $5 million related to a separate initiative. In
addition, O&M expenses increased $6 million related to the change in accounting estimates for certain Energy
Delivery capital costs. See discussion of change in Energy Delivery capitalization practice in Note 8F of the
Progress Energy annual report on Form 10-K for the year ended December 31, 2004. These unfavorable items
were partially offset by decreased plant outage costs of $12 million compared to the same period of 2004,
which included a nuclear plant outage.
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Depreciation and Amortization. .. ..

Depreciation and amortization expense was $130 million for the three'miionths ended June 30, 2005, which
represents a S3 million increase compared to the same period in 2004. The increase is attributable to higher NC
Clean Air amortization of $ 12 million and higher depreciation for assets placed in service of $ I million. These
increases were partially offset by a reduction in depreciation expense ofSlOr million related to the depreciation
studies filed in 2004. Depreciation rates are the same* for 2005 'and 2004; 'how.ever, the 2004 year to'date-
retroactive adjustment for the new rates adopted related 'to the expanded lives of the nuclear units was made in
November 2004. ' -: - 'i' '

; . , . . ;

Other income, net ., ..

Other income, net has decreased $4 million for tlfe three months ending June'30, 2005, as compared to the same
period in the prior year: This' fluctuationjis due primarily to the FERC Code of. Conduct audit settlement.
reached in 2005 that required S4 million to be refunded to customers (see discussion in Note 12 to the Progress
Energy ,Consolidated Interim Financial Statements). , , : ,, . , ; . .

Income faxrecpense * : . . .. * . . ,, : . * : . .

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 $3 million' for the three months ended
June 30, 2005, in order to maintain an effective tax rate consistent with the estimated annual rate. Fluctuations.
in estimated annual earnings and the timing of various permanent and temporary deductions can also cause
swings in the effective tax rate for interim periods. Therefore, this adjustment will vary each quarter, but will,
have no effect on net income for the year. The remaining fluctuation in income tax expeinse is attributable'to
reduced earnings compared to prior year.., . .. ' '. ',.,' ' ( . , :.:' ' ''!

Six months erided June 30, 2005 compared to the six months ended June 30. 2004 *,! " { " .' 'I J

Revenues I-, ,- . : . t'.." '; .

PEC Electric's revenues for the six months ended June 30, 2005 and 2004, and the percentage change by
customer class are as followvs: , . . .

(inimillionsofS) . , ,;,. Six MonthsEndedJune3O, 3 , 0, - ' ':' .'' '

Customer Class 2005 Change % Change .2004 ..
Residential , . S646 S ,Q() ,. (1.4) .> S 655
Co einmrcial 428 8 ' 1.9 . 420
Industrial v313 5 - l 3''16 ; " 308
Governmental ' ' I ';38 ' :'' '"Vj.I- 7 ' '38''.

Total retail revenues 1,425 4 0.3 1,421
Wholesale 328 33 11.2 295 ; '

Unbillcd ,--- .(3) ' (4)-.-..1.:.:..
Miscellaneous: M. , .:. 45 ' -*, . l -. . 45,, . : -
Total electricrevenues -. S 1,795 '$ 33 ri *:1.9- S. .1,762 ,* ..

Less: . . . , ; . . , . , . I .,I ., ;....... . *. ... :1 ff ^ ., , II, , , .; ,; ,,
Pass-through fuel revenues (509) (49) -; (10.7) . (460) .,,,... . , , .. .
Revenues excludine fuel S 1,286 S (16) . (12) . S 1.302 .. .. . .

7.... *,. . .-. . ' '... t,

.7

7**. .7 .

. , a...'
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PEC Electric's energy sales for the six months ended June 30, 2005 and 2004, and the amount and percentage
change by customer class are as follows:

(in millions of kWh) Six Months Ended June 30,
Customer Class 2005 Change % Change 2004
Residential 7,957 (309) (3.7) 8,266
Commercial 6,167 (63) (1.0) 6,230
Industrial 6,161 (112) (1.8) 6,273
Governmental 642 (40) (5.9) 682

Total retail energy sales 20,927 (524) (2.4) 21,451
Wholesale 7,278 374 5.4 6,904
Unbilled (67) (87) - 20
Total kWh sales 28,138 (237) (0.8) 28,375

PEC Electric's revenues, excluding recoverable fuel revenues of $509 million and $460 million for the six
months ended June 30, 2005 and 2004, respectively, decreased S16 million. The decrease in revenues is
attributable primarily to unfavorable weather offset partially by favorable retail growth and usage and increased
wholesale revenues. The impact of weather is S47 million unfavorable with cooling degree days 37% below
prior year. Favorable growth and usage of S26 million was driven by an increase in the number of customers as
of June 30, 2005 compared to June 30, 2004 of 28,000. The increase in wholesale revenues less fuel of S5
million was driven primarily by the impact of increased capacity under contract.

Expenses

Friel and Purdhised Power

Fuel and purchased power costs represent the costs of generation, which include fuel purchases for generation,
as well as energy purchased in the market to meet customer load. Fuel and purchased power expenses are
recovered primarily 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 associated
fuel revenues that are subject to recovery is deferred for future collection from or refund to customers.

Fuel and purchased power expenses were $604 million for the six months ended June 30, 2005, which
represents a $45 million increase compared to same period in the prior year. Fuel used in electric generation
increased S47 million to S464 million compared to June 30, 2004. This increase is due to an increase in fuel
used in generation of S70 million due primarily to higher coal, oil and natural gas costs. The increase in fuiel
used in generation was offset by a reduction in deferred fuel expense of S24 million as a result of the under-
recovery of current period fuel costs offset partially by the write-off of $5 million in deferred fuel costs as a
result of the South Carolina annual fuel hearing. Purchased power expense decreased $2 million to S140
million compared to prior year.

Operations and Maintenance (O&AP

O&M expenses were $484 million for the six months ended June 30, 2005, which represents a $49 million
increase compared to the same period in 2004. Postretirement and severance expenses related to the cost
management initiative increased O&M expenses by S60 million during 2005. This is an increase of S55 million
compared to the same period in 2004 as prior year expenses included $5 million related to a separate initiative.
In addition, O&M expenses increased S12 million related to the change in accounting estimates for certain
Energy Delivery capital costs. See discussion of change in Energy Delivery capitalization practice in Note 8F
of the Progress Energy annual report on Form 10-K for the year ended December 31, 2004. These unfavorable
items were partially offset by decreased plant outage costs of S8 million compared to 2004, which included an
additional planned nuclear plant outage. In addition, results for 2004 included $6 million of costs associated
with an ice storm that hit the Carolinas service territory in the first quarter of 2004.

58



Depreciation andAmortization . 7. :. . . . -

Depreciation and amortization expense was S259 million for the six months ended June 30, 2005,.which
represents a S5 million increase compared to the same period in 2004. The increase is attributable to higher NC
Clean Air amortization of $23 million and higher depreciation for assets placed in services of S3 million.-These
increases were partially offset by a reduction in depreciation expense of $21 mrhillion related to the depreciation -
studies filed in 2004. Depreciation rates are the same for 2005 and .2004;, however, the 2004 year to date"
retroactive adjustment for the new rates adopted related to the expanded lives of the nuclear units was made iii
November 2004. " ' ' '

Other income, net -. . ., .- .

Other income, net has increased $8 million for the six months ending June 30, 2005 as compared to the same.
period in the prior year. This increase is due Prrimarily to a write-off of $7 million of non-trade receivables in
theprioryear.. , ,, .. , . !

Income tax expense . . -~ ; . i, ,. . .

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 $3 million for'the six months ended'.
June 30, 2005, in order to maintain an effective tax rate consistent with the estimated annual rate. Fluctuations
in estimated annual earnings and the timing of various permanent and temporary deductions can also cause
swings in the effective tax rate for interim periods. Therefore, this' adjustment will vary each quarter, but will
have no effect on net income for the year. The remaining fluctuation in income tax exiense is attributable -.
primarily to reduced earnings compared to prior.year. ', -Ad ... -;;; ._; .,

PROGRESS ENERGY FLORIDA ... ' . . , . . .

PEF contributed segment profits of $10 million and $84 millio'inf6rtihiethree months ended June 30, 2005 and.
2004, respectively. The decrease in profits for the three months ended June 30, 2005 when compared to 2004 is
primarily due to higher O&M Expenses (as a result of postretirement and-severance costs,' the write-off of.
unrecovered storm costs and the change.in accounting estimates .forcertain Energy Delivery capital costs), the*:
impact of.milder weather and loweriaverage retail usage per customer, partially offset by higher wholesale .:
sales, favorable provisionfr rate refund, favorable retail customer ?growth and the gain on the sale of.the .. :
Winter Park distribution system.!' . :, : . sh ' .

PEF contributed segment profits of $53 million and $133 'million for'the six months ended June 30, 2005 and.
2004, respectively. The decrease in profits for the six months ended June 30, 2005 when compared to 2004 is.
primarily due to higher O&M expenses (as a result of postretirement and severance costs, the write-off of
unrecovered storm costs and the change in accounting estimates for certain Energy Delivery capital costs),,
lower average usage per retail customer and the impact of milder weather partially offset by higher wholesale
sales, favorable provision for rate refund, favorable .retail customer growth and the gain on the sale of the.
Winter Park distribution system.....,. . . .:..... . ... ... ' ..

Three months ended June 30. 2005 as compared to the three month's ended June 30. 2004 .
*; . ! S e - i ., ; 5. 4..a- '. 4 ' Xa 6 l X,; .is 4;:S. zrv*.@. E.44 * . Si .'

* Revenues : :. .. !::''.. *,4. '., .. ! . -. .

PEFs electric, revenues for.the three months ended June 30, 2005,and 2004, and the amount and percentage
change by customer class are as follows ..-. . , . '

,5.5. - .; *
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(in millions of S)
Customer Class
Residential
Commercial
Industrial
Govcmmcntal

Three Months Ended June 30,
2005
S 431

227
71
57

Change
S 9

13
5
5

Retail revenue sharing 2 5
Total retail revenues 788 37

Wholesale 68 15
Unbilled 18 (6)
Miscellaneous 34 2

Total electric revenues S 908 S 48
Less:
Pass-through revenues (527) (49)

% Change
2.1
6.1
7.6
9.6

4.9
28.3

6.3
5.6

2004
S 422

214
66
52
(3)

751
53
24
32

S 860

I. . .

(10.3) (478)
Revenues excluding pass-

through revenues S 381 S (1) (0.3) S 382

PEF's electric energy sales for the three months ended June 30, 2005 and 2004, and the amount and percentage
change by customer class are as follows:

(in millions of kWh) Three Months Ended June 30,
Customer Class 2005 Change % Change 2004
Residential 4,341 (164) (3.6) 4,505
Commercial 2,888 .- (53) (1.8) 2,941
Industrial 1,040 (11) (1.0) 1,051
Governmental 762 11 1.5 751

Total retail energy sales 9,031 (217) (2.3) 9,248
Wholesale 1,318 225 20.6 1,093
Unbilled 428 (362) - 790

Total kWh sales 10,777 (354) (3.2) 11,131

PEF's revenues, excluding recoverable fuel and other pass-through revenues of S527 million and $478 million
for the three months ended June 30, 2005 and 2004, respectively, decreased S1 million. The decrease in
revenues is due to unfavorable average usage per retail customer of $13 million and the impact of milder
weather of $5 million with heating degree days and cooling degree days 43% and 7% below prior year,
respectively. These decreases were partially offset by favorable provision for rate refund of S5 million (due to
lower base revenues as discussed above and a higher revenue sharing threshold in 2005), favorable retail
customer growth of S6 million and favorable wholesale revenues of $4 million. Wholesale revenue favorability
is attributable primarily to new contracts entered into subsequent to June 2004.

Expenses

Fuel and Purchased Power

Fuel and purchased power costs represent the costs of generation, which include fuel purchases for generation,
as well as energy purchased in the market to meet customer load. Fuel and purchased power expenses are
recovered primarily through cost recovery clauses, and, as such changes in these expenses do not have a
material impact on earnings. The difference betveen fuel and purchased power costs incurred and associated
fuel revenues that are subject to recovery is deferred for future collection from or refund to customers.

Fuel and purchased power expenses were $457 million for the three months ended June 30, 2005, which
represents a S42 million increase compared to prior year. This increase is due to increases in fuel used in
electric generation and purchased power expenses of $37 million and S5 million, respectively. Increased fuel
costs in the current year account for S12 million of the increase in fuel used in electric generation. The
remaining increase was due to an increase in deferred fuel expense as recovery of fuel expenses in the current
year was greater than in the prior year. In December 2004, the FPSC approved PEF's request for a cost
recovery adjustment in its annual filing due to the rising cost of fuel. Fuel recovery rates increased effective
January 1, 2005. The increase in purchased power expense was primarily due to higher prices of purchases in
the current year as a result of increased fuel costs.
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Operations and Maintenance (O&M) , : - .- -

O&M expenses were $288 million for the three months'ended June 30; 2005,-which represents an'increase of
$136 million, when compared to the S152 million incurred during the threemonths ended June 30, 2004.
Postretirement and severance expense related to the cost management initiative increased O&M costs by S93
million during 2005. In addition, PEF wrote-off $17 million of unrecoverable storm costs associated with the
2004 hurricanes (see Note 5 to the Progress Energy Consolidated Interim Financial Statements).'O&M expense,.
also increased S9 million related to the change in acc'ounting estimates f6r certain Energy Delivery capital
costs. See discussion of change in Energy'Delivery capiialization practice in Note 8F of the Progress Enuergy,
annual report on Form 10-K for the year ended December 31,2004. The remaining increase in O&M expenise is,
attributable to higher environmental cost recovery expenses (primarily, emission allowances) of S6 million and a
S3 million bad debt reserve recorded during the period. The environmental cost recovery expenses are pass-.
through expenses and have no impact onearnings. ,. . ,,. , _

Other income, net ... I � - I -I!

Other income, net has increased S24, million for the three months ended June 30, 2005 as compared to the prior
year. This increase was due primarily to the pre-tax gain recognized on the sale of the Winter Park distribution
system of S25 million (see Note 5 to the Progress Energy Consolidated Interim Financial Statements). In
addition, the equity component of the all6wance-for-funds used-during construction'increased $3 niillion as.: -a-
result of the Hines Unit 3 & Unit 4 construction projects. ,. These favorable items were offset partially by, the;-
FERC Code of Conduct audit settlement thatreiuiied $3 inillioni to"be rfux dedjo'uistirie'rs (sie''discuissionzin,
Note 12 to the Progress Energy Consolidated Interim Financial Statements). t.l .s..

* ,. I I. n; o

Interest charges. net H. __ ' -_

Total interest charges, net increased $4'million to S32 million for the three' 'months ended June 30, 2005 as
compared to $28 million for the three months ended June.30, 2004, tThis increase is due primarily to additional -.1 .I .. " I W.

commercial paper and internal money pool borrowings related to Unrecovered storm costs. -- ' ------

lncoe~ tax exPense' ~ * . '>. :
. ..

GAAP r'equires comnpanies'to apply a levelized effective tax rate t'o inferim peiiods'that is coisisitit with the'
estimated ann'ual effective tax rate: Irc6more tix'expense wasg increased'by $8 riiillion for the th'ree'ii6nths ended''
June'&30, 2005, in order to' m'aintairnian effective 'ax 'rate consistent with ihi'esti miated annual rate. Fluctuations '
in estimated annual -earmings and the timing of vrarious perniianent -aid -temporam deductionis cin 'also cuse'
swings in the' effective'tax rate for interim periods. Therefobe;'thii idjustment will ary'yreach quarter,'b'it will '-
have no effect on net income for the year. ' The reinaining fluctuation in income tax expense is attribuitable to
reduced earnings compared to prior period.

Six months ended June 30, 2005 as compared to six months ended June 30, 2004 ' -

V..

PEF's electric revenues for the 'six'm6nths ended June 30, 2005 and 2004, and the amount and percentage''
change"ibculasseas follows> ' s. .. ., i,. I .a. a, a-

q.
. ;8;~ f l*,-4 @ ,,t .

,,1;,,. . ., 1i1I ; .- *
weI ,ei o ; 1', , ' " .!; ' - ! ' ' - *r ; t a# , ,, ,,,, , . ,,, ,.r.,. ..;- ,. .- :h!;/"''r ;' '. .;" '"' ' ...... ' *:.....................'

' T~~~~~~~~* : ' -';V~-;' !.a '.:';;'i t !.s: r!; :;....................;:--a :|i
*, ,.X w.-, .... ; .R |' .......................... :I; '; . .; ...... i , i ,, I:- -*,

* .IVI.I .,,' ;rJm'O..,;: ..................................... .f|'. .. ...... ...- . -..

f ; o't,!,,, !; ' ';' ,I r' ''', .. ,,...................................................................' .. ! ....................... ,.; '.; ',.' ',
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(in millions of S)
Customer Class
Residential
Commercial
Industrial
Governmental
Retail revenue sharing

Total retail revenues
Wholesale
Unbilled
Miscellaneous

Six Months Ended June 30,
2005

S 861
428
134
110

1,533
142

Change
S 37

33
6

I1
7

94
22
(5)

1

% Ch;ange 2004
4.5 S 824
8.4 395
4.7 128

11.1 99
(7)

6.5 1,439
18.3 120

- 18
1.5 67
6.8 S1,644

-

13
68

Total electric revenues S 1,756 S 112
Less:
Pass-through revenues (1,028) (103)
Revenues excluding pass-

throuch revenues

(11.1) (925)

1.3 S 719S 728 $ 9

PEF's electric energy sales for the six months ended June 30, 2005 and 2004, and the amount and percentage
change by customer class are as follows:

(in millions of kWh) Six Months Ended June 30,
Customer Class 2005 Change % Change 2004
Residential 8,688 ' (109) (1.2) 8,797
Co-mmercial 5,459 28 0.5 5,431
Industrial 1,981 (93) (4.5) 2,074
Governmental 1,471 48 3.4 1,423

Total retail energy sales 17,599 (126) (0.7) 17,725
Wholesale 2,655 240 9.9 2,415
Unbilled 325 (330) - 655

Total kWh sales 20,579 (216) (1.0) 20,795

PEF's revenues, excluding recoverable fuel and'other pass-through revenues of S1.028 billion and S925 million
for the six months ended June 30, 2005 and 2004, respectively, increased S9 million. The increase in revenues
is due to favorable retail customer growth, increased wholesale revenues and the favorable provision for rate
refund of S12 million, Si 1 million and S7 million, respectively. Wholesale revenue improvement is attributable
primarily to new contracts entered into subsequent to May 2004. These increases were partially offsct by lower
average usage per retail customer of S12 million and the impact of milder weather in the current year of $7
million with heating degree days 18% below the prior year. In addition, weaker industrial sales reduced
revenues S2 million.

Expenses

Fuel and Purchased Power

Fuel and purchased power costs represent the costs of generation, which include fuel purchases for generation,
as well as energy purchased in the market to meet customer load. Fuel and purchased power expenses are
recovered primarily through cost recovery clauses, and, as such changes in these expenses do not havt a
material impact on earnings. The difference between fuel and purchased power costs incurred and associated
fuel revenues that are subject to recovery is deferred for future collection from or refund to customers.

Fuel and purchased power expenses were S890 million for the six months ended June 30, 2005, which
represents an S85 million increase compared to prior year. This increase is due to increases in fuel used in
electric generation and purchased power expenses of S70 million and S 15 million, respectively. Higher system
requirements and increased fuel costs in the current year account for $52 million of the increase in fuel used in
electric generation. The remaining increase was due to an increase in deferred fuel expense as recovery of fuel
expenses in the current year was greater than in the prior year. In December 2004, the FPSC approved PEF's
request for a cost recovery adjustment in its annual filing due to the rising cost of fuel. Fuel recovery rates
increased effective January 1, 2005. The increase in purchased power expense was primarily due to higher
prices of purchases in the current year as a result of increased fuel costs.
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Operations and Maintenance (O& M)

O&M expenses were S477 million for the six months ended June 30, 2005, which represents an increase of
S165 million, when compared to the S312 million incurred during the six months ended June 30,,2004.
Postretirement and severance costs associated with the cost management initiative increased O&M costs by
S 107 million during 2005. In addition, PEF wrote-off S 17 million of unrecoverable storm costs associated with
the 2004 hurricanes (see Note 5 to the Progress Energy Consolidated Interim Financial Statements). O&M,
expense also increased S17 million related to the change in accounting estimates for certain Energy Delivery
capital costs. See discussion of change in Energy Delivery capitalization practice in Note 8F of the Progress
Energy annual report on Form 10-K for the year ended December 31, 2004. O&M expense increased SI I
million due to higher environmental cost' recovery expenses (primarily emission' allowances). The
environmental cost recovery expenses are pass-through expense and have no impact on earnings. The
remaining increase in O&M expense is attributable to an $8 million workers compensation benefit adjustment
recorded in 2005 as a result of an actuarial study.

Other income, net

Other income, net has increased S28 million for the six months ended June 30, 2005 as compared to the prior
year. This increase was due primarily to the pre-tax gain recognized on the sale of the Winter Park distribution
system of $25 million (see Note 5 to the Progress Energy Consolidated Interim Finiancial Statements). 7In ;''
addition, the equity component of the allowance for funds used during construction increased S5 million as a
result of the Hines Unit 3 & Unit 4 construction projects. These favorable items were offset partially by the
FERC Code of Conduct audit settlement that required S3 million to be refunded to customers (see discussion in '
Note 12 to the Progress Energy Consolidated Interim Financial Statements)..

Interest charges. net . . . , ,
.. .. . .

Total interest charges, net increased S6 million to $64 million for the six months-ended June-30;2005 'as -

compared to $58 million for the six months ended June 30, 2004; This increase-is due primarily to additional -

commercial paper and internal money pool borrowings related to unrecovered storm costs.

Income tax expense . :. . . - I ,

GAAP'rqiiires companies to apply a'levelized effective tax rate to interim periods that is consistent with the
estimiiated a-nnual effective tax rate. Incomie tax expense was increased by S&.million' for the six months ended
June 30,' 2005, in order to maintain an effective tai rate cbnsistenti with the'estimated annual m"ate: Fluctuitibns
in estimrated annual earnings and the timing of variotis permanent 'and temporary deductions can also 'caus'e
swings in the effective tax rate for interim periods. Therefore, this adjustment will vary each quarter, but will
have no effect on net income for the year. The remaining fluctuation in income tax expense is attributable to
reduced earnings compared to prior year. - ' '

DIVERSIFIED BUSINESSES

The Company s diversified businesses consist of the Fuels' egment, the CCO segment and the Synthetic Fuels'
segment: These businesses are explained in' more detaifbelow&.v ' ' ' ' -'

~~~~-f ; - , . _ . . - ' 4''. , s. S * '*-' '''''

FUELS .'' -' i... .. , , ; .. .4, ; .
.~~~~~~ I, . . f '',,! ' .' '1^* 5 ,.|'t. .. I. wS .'',..a

The Fuels' segment operations include natural gas production, coal extraction and terminal operations. The
following summarizes Fuels' segmenitprofits for'the thre'e and six rMonths ended June 30,'2005 and 2004:'

, .'- ' '!}@ . ,. , '( .' . 4 . I9! R1 . ' . : ;

Three Months Ended June'30, . Six Months Ended June 30, .
(in millions) '; .. 2005" 2004' ' 2005 2004
Gasproduction- ' ' '~ S,12 S 12 S 24 S25'
Coal fuel and other operations 2 lo ' .. u I (1) '- : 2

SegmentProfits: t- '..S 12 ; S'::17- '. S 23.- S 27'-
: .- . Ir ... . I..

.. v ... . ..
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Natural Gas Operations

Natural gas operations generated profits of S12 million for both of the three months ended June 30, 2005-and
2004, and S24 million and S25 million for the six months ended June 30, 2005 and 2004, respectively:'The
decrease in gas earnings compared to prior year is attributable to reduced production as a result of thc 'sale of
gas assets in 2004 offset partially by' higher natural gas prices. In addition, results for the six months ended June
30, 2005 were negatively impacted by a reduction in capitalized interest of S3 million pre-tax. In December
2004, the Company sold certain gas-producing properties and related assets owned by Winchester Production
Company, Ltd., a subsidiary of Progress Fuels (North Texas gas operations). The following summarizes the gas
production, revenues and gross margins for the'three and six months ended June 30, 2005 and 2004 by
production facility:

Three Months Ended June 30, Six Months Ended June 30,
2005 2004 - 2005 2004

Production in Bcf equivalent
East Texas/LA gas operations 6.0 4.9 11.4 9.0
North Texas gas operations - 2.7 - 5.3

Total Production 6.0 7.6 11.4 14.3

Revenues in millions
East Texas/LA gas operations S 39 S 27 S 72 S 48
North Texas gas operations - 13 - 27

Total Revenues ' S39 $40 S 72 S 75

Gross Margin
in millions ofS S30 S33 S 58 S 60
Asa%ofrevenues 77% 83% 81% 80%

Coal Fuel and Other Operations

Coal fuel and other operations earnings were essentially break even for the three months ended June 30, 2005
compared to segment profits of S5 million for the three months ended June 30, 2004. The decrease in
earnings compared to the prior period is due to higher coal mining costs (due to rising prices of fuel and steel)
and reduced sales volumes due to the expiration of several contracts in the current year. In addition, results
were unfavorably impacted by postretirement and severance costs of S4 million pre-tax recorded during 2005
related to the cost management initiative.

Coal fuel and other operations generated segment losses of $1 million for the six months ended June 30, 2005
compared to segment profit of $2 million for the six months ended June 30, 2004. The decrease in earnings of
S3 million is due primarily to higher coal mining costs of SI I million pre-tax (due to rising prices of fuel and
steel) , a workers compensation accrual adjustment booked during the first quarter of 2005 of $5 million pre-tax
and postretirement and severance costs of S6 million pre-tax as a part of the cost management initiative. This
unfavorability was partially offset by increased revenues as a result of higher coal prices.

The Company is exploring strategic alternatives regarding the Fuels' coal mining business, which could include
divesting these assets. As of June 30, 2005, the carrying value of long-lived assets of the coal mining business
was S69 million. The Company cannot currently predict the outcome of this matter.

COMPETITIVE COMMERCIAL OPERATIONS

CCO's operations generated segment losses of S3 million for the three months ended June 30, 2005 compared
to segment profit of S5 million in the prior year. The decrease in earnings compared to prior year is due
primarily to a reduction in gross margin of $13 million pre-tax ($8 million after-tax) offset partially by
favorable interest expense. Contract margins are unfavorable compared to prior year due to the expiration of
certain tolling agreements and lower at-market sales. This margin unfavorability was partially offset by
increased earnings from new full-requirements contracts and increased load on an existing contract. '' In
addition, interest expense decreased S3 million pre-tax ($2 millibn after-tax) compared to the prior period due
to the termination of CCO's Genco financing arrangement in December 2004.
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CCO's operations generated segment losses of S9 million for the six months ended June 30, 2005 compared to
segment losses of S3 million in the prior period. The increase in losses comnpared to prior year is due primarily
to a reduction in gross margin of $15 million pre-tax ($9. million after-tax) offset partially by; favorable
depreciation and amortization expense and interest expense. Contract margins are unfavorable compared to
prior year'due to the expiration of certain tolling agreements and lower at-market sales. This infavorability.was
partially offset by increased earnings from new full-requirements contracts and increased-load on an existing
contract. In addition, .results in the current year included,$2 million pre-tax j($ 1 million ;after-tax) 'in,
postretirement and severance costs associated with the, cost management initiative: Depreciation and
amortization expenses decreased S4 million pre-tax (S2 million after-tax) as a result of the expiration of certain
acquired contracts that were subject to amortization. Interestexpense decreased $5 million pre-tax ($2 million
after-tax) due to the termination of the Genco financing arrangement in December 2004.

.. ' - ' ThrEe'months ended June 30, Six months ended June 30,
(in millions) ' ' '2005 ' 2004 '2005 2004 ' .

Total revenues $158 $ 72 $222 .. $105
Gross margin '

In millions ofS- .- _ $ 29. S 42 _ S 50 S 65 .

As'a % of revenues : 18% 58%. _23% 62% .;....
Segment losses $ (3) S 5 $ (9) S (3)

The Company has contracts for'its planned production capacity, which includes callable resouirces'tr6m' the
cooperatives, of approximately 77%- for 2005, approximately 81% for 2006-and approximately-75?/o fdr. 2007..:
The Company continues to seek opportunities to optimize its nonregulated generation portfolio.- .. .....

SYNTHETIC FUJEL -- ,)F<E..

The synthetic fuel operations generated segment profits of S23 million and $36 million for the three'months
ended June 30, 2005 and 2004, and $22 million and $72 million for the six months 'ended June 30; 2005 and
2004, respectively. The production and sale of coal-based solid synthetic fuel generate operating losses, but
qualify for tax credits under Section 29 of the Code, which typically more than offset the effect of such losses."
See Note 14 to the Progress Energy Consolidated Interim Financial Statements. : . ; : .

The operations resulted in the following for the three and six months ended June 30, 2005 and 2004:

Three Months Ended June 30, Six Months Ended June 30,' : o .
(in millions) ' 2005 2004 2005 2004
Tonssold 2.. .2,, -- ... .-. . 23 . *. *.27. 43'.. ' .- 5.7,, 1

Operating losses, excluding tax credits IO. ' 9, :S). (35) ,., S(77)
Tax credits generated, net - 6. . -(9 - -- - 149,. .': S (77)

Segment profits S 23 $ 36 S 22 S 72

Synthetic fuels' earnings for the three moniths 'ended June 30, 2005 'as c6mpir6d to the jprior period were
negatively impacted by lower sales and higher production costs. The decrease in sales is due primarily to an
internial change in the quarterly production schedule in 2005 compared to2004.' '

Synthetic fuels' earnings for thel 'six 'riionths eed4 June' 30, 2005'cos conpared to the prior period were
negatively impacted by lower sales and the forfeiture of tax credits as a result of the sale of Progress Rail. The
decrease in sales year over year is primarily attributable to an internal change in the quarterly production
schedule in 2005.compared to.200,4. The sale of Progress Rail resulted in a 'capital loss for'"tax purposes,
therefoie S'17 mnillion of previously recorded tax credits were forfeited during the current 'year.:See Note 14 to
the Energy Consolidated InterinmFinancial Statements for further discussion.'

In response to the historicaliyhigh o'il prices to date in 2005, the Company'idjusted its pianned production
schedule' for its. synihetic fuel plant'by shifting some of its'production planneedfoi'Ajpril and May 2005 to the'
secoid half of 2005.. If oii p'rces rise andstay'at ievels high enough to cau'se a' phase out of tax credits the
Cornpan'y" m'a'y'' reduce plainned producti or susproduction at some or all of its synthetic fuel facilities.
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CORPORATE & OTHER

Corporate & Other consists of the operations of Progress Energy Holding Company (the holding company),
Progress Energy Service Company and other consolidating and non-operating entities. Corporate & Other also
includes other nonregulated business areas including the telecommunications operations of Progress Telecom,
LLC (PT LLC) and the operations of Strategic Resource Solutions (SRS). PT LLC operations provide
broadband capacity services, dark fiber and wireless services in Florida and the eastern United States. SRS was
engaged in providing energy services to industrial, commercial and institutional customers to help manage
energy costs primarily in the southeastern United States. During 2004, SRS sold its subsidiary, Progress Energy
Solutions (PES). With the disposition of PES, the Company exited this business area.

Other nonregulated business areas

Other nonregulated businesses contributed segment losses of S2 million for the three months ended June 30,
2005 compared to segment losses of $31 million for the three months ended June 30, 2004. This favorability is
due primarily to a reduction in losses at SRS. During the second quarter of 2004 SRS recorded the litigation
settlement reached with the San Francisco United School District related to civil proceedings.. In June 2004,
SRS reached a settlement with the District which settled all outstanding claims for approximately $43 million
pre-tax (S29 million after-tax).

Other nonregulated businesses contributed segment losses of S2 million for the six months ended June 30, 2005
compared to segment losses of $35 millionr for the six months ended June 30, 2004. This favorability is due
primarily to the reduction of losses at SRS as discussed above.

Corporate Services

Corporate Services (Corporate) includes the operations of the Holding Company, the Service Company and
consolidation entities, as summarized below:

Three Months Ended June 30, Six Months Ended June
30,

Income (expense) in millions 2005 2004 2005 2004
Other interest expense $ (72) S (67) $ (143) S (140)
Contingent value obligations - (5) - (13)
Tax levelization (49) (5) (52) (43)
Tax reallocation (9) (9) (19) (18)
Other income taxes 32 28 62 59
Other (4) (4) (8) (7)

Segment profit (loss) 5 (102) S (62) S (160) $ (162)

Other interest expense increased S5 million compared to S67 million for the three months ended June 30, 2004
and increased S3 million compared to $140 million for the six months ended June 30, 2004. Interest expense
increased during the current periods due to increased rates on commercial paper borrowings, interest rate swaps
and additional expenses incurred related to draw downs on revolving credit agreements.

Progress Energy issued 98.6 million contingent value obligations (CVOs) in connection with the 2000 FPC
acquisition. Each CVO represents the right to receive contingent payments based on the performance of four
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, 2005 and 2004, the CVOs had fair market values of approximately $13
million and S36 million, respectively. Progress Energy recorded unrealized losses of S0.5 million and $5
million for the three months ended June 30, 2005 and 2004, respectively, to record the changes in fair value of
the CVOs, which had average unit prices of S0.14 and S0.36 at June 30, 2005 and 2004, respectively. Progress
Energy recorded an unrealized loss ofSl3 million for the six months ended June 30, 2004. The CVO values at
June 30, 2005 were unchanged from the December 31, 2004 values, thus requiring no recognition of unrealized
gain or loss for the six months ended June 30, 2005.
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GAAP requires companies to apply a levelized effective tax rate to interim periods that is consistent with the
estimated annual effective tax rate.d.ncome tax expense was increased by,$49. million and $5 million for the
three months ended June 30, 2005 and 2004, and S52 million and $43 million for the six months ended June 30,
2005 and 2004,-respectively, in order to maintain an effective tax rate consistent with the estimated annual rate.
The tax:,.crdits associated with the Company's synthetic fuel operations primarily drive the required
levelization amount. Fluctuations in estimated annual earnings and tax credits can also cause large swings in the
effective tax rate for interim periods. Therefore, this adjustment will vary each quarter,-but will have no effect
on net income for the year.- - ; . ., : . .; * . -. " .

DISCONTINUED OPERATIONS

On March 24, 2005, the Company completed the sale of Progress Rail to One Equity Partners LLC, a private
equity firm unit of J.P. Morgan 'Chase & Co. Gross cash proceeds from the sale are estimated to be
approximately S430 million, consisting of.$405 million base proceeds plus an estimated working capital
adjustment. Proceeds from the sale were used to reduce debt. The accompanying consolidated interim financial
statements have been restated for all 'periods presented for the discontinued operations of Progress Rail. See
Notes 3 and 14B to the Progress Energy Consolidated Interim Financial Statements for additional discussion. "'

.* ' - *;* i . -

Rail discontinued operations resulted in losses of S7 million for the three months ended June 30, 2005
compared to profits of $7 million for the three months ended June, 2004. Earnings for 2005 include an
adjustment of $7 million to the estimated after-tax 'loss on the sale related to working capital adjustments and
other revisions of operating estimates. Results for 2004 include three months of operations. Results for the three.
months ended June 30, 2005 do not include any income or'loss from operations as the sale closed in the first
quarter.' See discontinued earnings summary included at Note 3 to the Progress Energy Consolidated Interim
Financial Statements. - -' . - - -

Rail discontinued operations resulted in losses of S 19 million for the six months ended June 30, 2005 compared i
to profits ofSl6 million for the six months ended June 30, 2004. Eamings for 2005 include an estimated after-'
tax loss on the sale of $24 million. Results for 2004 included six months of earnings activity compared to only
three months in 2005. .. ' - ,*' At - ' .. .t '.'

NCNG discontinued operations contributed SI -million of net income for the three and six months ended June'.
30, 2004. The sale of NCNG to Piedmont Natural Gas Company closed in 2003; however, during the three and
six months ended June 30, 2004, the Company recorded an additional gain of $1 million after tax related to
deferred taxes on the loss from the sale. . ;

d . o. '' . d ' ''' '. 'I ' ,* - '

LIQUIDITY AND CAPITAL RESOURCES '- ' _ -'ai

Progress Energy, Inc. -

Progress Energy is'a registered holding -company and, as such, has no operations'of its own. The Company's
primary cash needs at the holding company level are its common stock dividend and interest expense and
principal payments on its $4.3 billion of senior unsecured debt. The ability to meet these needs is dependent 'on
its access to the capital 'markets,'the earnings and cash flows of its two electric utilities 'and nonregulated
subsidiaries, 'and the ability of those subsidiaries' to pay dividends or repay funds to Progress Energy. : - !

Cash' Flows from Operations . '" - ' ; ' -; *''., ' - . - '

Net cash provided by Yoperating activities decreased S322 million for the six months ended June 30, 2005, wheni
compared to the corresponding period in the prior year.4'The decrease in 6perating cash flow was due primarily
to a S313 million increase in 'working capital requirements.- The iiicreasein working capital requirements was:,'
primarily driven by $90 million in -synthetic fuel royalty payments (see Note' 14D), a $71 million difference in
PEC's coal inventory fluctuations, $73 .million due to timing' of tax payments'-at PEF, and a S32 million
reduction in tax liabilities related to the -loss on disposal of Rail.: See Note 3 to the' Progress'En'ergy
Consolidated Interim Financial Statements.' - ' ' - i
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Investing Activities

Net cash used in investing activities decreased by S55 million for the six months ended June 30, 2005, whencompared to the corresponding period in the prior year. The decrease is due primarily to S405 million inproceeds from the sale of Progress Rail in March 2005, compared to $94 million in proceeds from the sale ofassets during the six months ended June 30, 2004. See Note 3 to the Progress Energy Consolidated InterimFinancial Statements. This was partially offset by $160 million of lower net proceeds from short-terminvestments, S86 million in additional capital expenditures for utility property and nuclear fuel additions, andthe purchase of natural gas assets for $46 million at Progress Fuels in May 2005. See Note 4 to the Progress
Energy Consolidated Interim Financial Statements.

Financine Activities

Net cash used in financing activities was $166 million for the six months ended June 30, 2005, compared toS520 million for the six months ended June 30, 2004, or a net decrease of S354 million. The change in cashused in financing activities was due primarily to the March 1, 2004 maturity of $500 million 6.55% seniorunsecured notes. These notes were paid with cash and commercial paper capacity which %.as created from the
sale of assets during 2003.

In January 2005, the Company used proceeds from the issuance of commercial paper to pay off $260 million ofrevolving credit agreement (RCA) loans, which included S90 million at PEC and S170 million at PEF.

On January 31, 2005, Progress Energy, Inc. entered into a new $600 million RCA, which was to expire onDecember 30, 2005. This facility was added to provide additional liquidity, to the extent necessary, during 2005due in part to the uncertainty'of the timing of storm restoration cost recovery from the hurricanes in Floridaduring 2004. On February 4, 2005, S300 million was drawn under the new facility to reduce commercial paperand pay off the remaining amount of loans outstanding under other RCA facilities, which consisted of $160
million at Progress Energy and $55 million at PEF. As discussed below, the maximum size of this RCA was
reduced to $300 million on March 22, 2005 and subsequently terminated on May 16, 2005.

On March 22, 2005, PEC issued $300 million of First Mortgage Bonds, 5.15% Series due 2015, and $200million of First Mortgage Bonds, 5.70% Series due 2035. The net proceeds from the sale of the bonds wereused to pay at maturity $300 million of PEC's 7.50% Senior Notes on April 1, 2005 and reduce the outstandingbalance of PEC's commercial paper. Pursuant to the terms of the Progress Energy $600 million RCA,
commitments were reduced to S300 million, effective March 22, 2005.

In March 2005, Progress Energy, Inc.'s $1.1 billion five-year credit facility was amended to increase themaximum total debt to total capital ratio from 65% to 68%o due to the potential impacts of a proposed
interpretation of SFAS No. 109 regarding accounting rules for uncertain tax positions (See Note 2).

On March 28, 2005, PEF entered into a new $450 million five-year RCA with a syndication of financialinstitutions. The RCA will be used to provide liquidity support for PEF's issuances of commercial paper andother short-term obligations. The RCA will expire on March 28, 2010. The new $450 million RCA replacedPEP's $200 million three-year RCA and $200 million 364-day RCA, which were each terminated effective
March 28, 2005. Fees and interest rates under the $450 million RCA arc to be determined based upon the creditrating of PEP's long-term unsecured senior non-credit enhanced debt, currently rated as A3 by Moody'sInvestor Services (Moody's) and BBB by Standard and Poor's (S&P). The RCA includes a defined maximumtotal debt to capital ratio of 65%. The RCA also contains various cross-default and other accelerationprovisions, including a cross-default provision for defaults of indebtedness in excess of S35 million. The RCAdoes not include a material adverse change representation for borrowings or a financial covenant for interest
coverage, which had been provisions in the terminated agreements.

On March 28, 2005, PEC entered into a new S450 million five-year RCA with a syndication of financialinstitutions. The RCA will be used to provide liquidity support for PEC's issuances of commercial paper andother short-term obligations. The RCA will expire on June 28, 2010. The new $450 million RCA replacedPEC's S285 million three-year RCA and $165 million 364-day RCA, which were each terminated effectiveMarch 28, 2005. Fees and interest rates under the 5450 million RCA are to be determrined based upcn the creditrating of PEC's long-term unsecured senior non-credit enhanced debt, currently rated as Baal by Moody's andBBB by S&P. The RCA includes a defined maximum total debt to capital ratio of 65%. The RCA also containsvarious cross-default and other acceleration provisions, including a cross-default provision for defaults of
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indebtedness in excess of $35 million. The RCA does not include a material adverse change representation for
borrowings, which had been a provision in the terminated agreements. - -

In May,20.05, Progress Energy, Inc.iused proceeds from the issuance ofcommercial paper to pay off S300
million of its S600 million RCA. .; -'

On May 16, 2005, PEF issued S300 million.of First Mortgage Bonds, 4.50% Series due 2010. The net
proceeds from the sale of the :bonds were used to reduce the outstanding balanceqof;commercial .paper.
Pursuant to the terms of the Progress .Energy $600 million RCA, commitments were completely reduced and
the RCA was terminated, effective May 16, 2005. ., . - .':, ,.; . ,.. .1

On July 1, 2005, PEF paid at maturity $45 million of its 6.72% Medium-Term Notes, Series B with short-term
debt proceeds. ; ,.

On July 28, 2005, PEC filed a shelf registration statement with the SEC to provide an additional $1.0 billion of
capacity. in .addition to, the $400,million-remaining on PEC's current shelf registration statement. The shelf.
registration statement will allow PEC to issue various securities, including First Mortgage Bonds, Senior Notes,
Debt Securities and Preferred Stock. .. i

On July 28, 2005, PEF filed a shelf registration statement with the SEC to provide an additional S1.0 billion of
capacity in addition to the $450 million remaining on PEF's. current shelf registration statement. The shelf
registration statement will -allow PEF to issue various securities, including First Mortgage. Bonds, Dcbt
Securities and Preferred Stock. . - . . . ; ! . : .1 ; t,.,: ; t;.,:

For the six months ended June 30,,2005, theCompany issued approximately: 4.0 million shares representing
approximately $171 million in proceeds from its lnvestor,Plus StocqlcPurchase:.Plan and its ernployeebenefit.
and stock option plans, net of purchases of restricted shares. For the year 2005, the Company expects to realize
approximately $200 million aggregate amount from the sale of stock through these plans. , !-;

Future Liquidity and Capital Resources . , ^
Hi ,, , , .,,,,,,. . , . ,, ,, ....- | ,I.,,,. ,,...;. ,,. ,,...'e,

As of June 30, 2005, there were no material changes in the Company's "Capital Expenditures,"- "Other Cash
Needs," "Credit Facilities,"' or "Credit Rating Matters" as compared to those discussed under in Item 7 of the,
Form 10-K, other than !Environmental Matters".and as described below and under ' Financing Activities." ... ;

:, , , , .s. ,, . j' ,, -; ,' , ,,; . :,! ,-.' . . t .. '.-1:

As of June 30, 2005, the current portion of long-term debt was $848 million, which the Company expects to
fund:from proceeds. from :the sale of Progress Rail,. issuances of new long-term .debt, commercial paper ,
borrowings and/or issuance of new equity securities. - ,- . a:! . , *:.'. ':. .: w'

The amount and timing of future sales of company securities will 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 forthe.earlyredemption of long-term
debt, the, redemption of. preferred stock, the reduction of,,short-term debt or for other general corporate
purposes., -,;. '. .;, ,;;.,, ;i.,;

On April 29, 2005, PEF made its initial filing with the FPSC secking annual base revenue increase of.S206
million. See Note 4 to the Progress Energy. Consolidatedlnterim Financial Statements. Hearings for this.
proceeding are expected to occur, during the third quarter,of 2005.-A final ruling from the FPSC is expected in
December2005withnewratesin effectJanuary2006. , o. : , , A . . ;.- _

I. ' .s*s is@*. -I., I . II

On June 21, 2005, the FPSC ruled that PEF will-recover $232 million of storm costs over a two-year period.
PEF's initial petition was for $252 million. The final order was received on July 14, 2005. * - -

On June 1, 2005,- Florida Governor.:Jeb Bush signed into law, a bill that would allow utilities to petition the-
FPSC to use securitized bonds to recover storm related costs. PEF intends to ask the FPSC for, approval to issue,
securitized debt. This arrangement would benefit the Company by, providing immediate cash recovery of the
hurricane costs and would benefit.the customer by providing a Jonger recovery period, which will reduce the
price impact on monthly bills. Assuming FPSC.approval, PEF expects the process to take six to nine months to
com plete., o!|. r*; . w': .)lA
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OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS

The Company's off-balancc sheet arrangements and contractual obligations are described below.

Guarantees

As a part of normal business, Progress Energy and certain wholly owned subsidiaries enter into various
agreements providing future financial or performance assurances to third parties that are outside the scope of
Financial Accounting Standards Board (FASB) Interpretation No. 45, "Guarantor's Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others" (FIN No. 45). 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 facilitating the extension of sufficient credit to
accomplish the subsidiaries' intended commercial purposes. The Company's guarantees include performance
obligations under power supply agreements, tolling agreements, transmission agreements, gas agreements, fuel
procurement agreements and trading operations. The Company's guarantees also include standby letters of
credit, surety bonds and guarantees in support of nuclear decommissioning. As of June 30, 2005, the Company
had issued $1.3 billion of guarantees for future financial or performance assurance. The Company does not
believe conditions are likely for significant performance under the guarantees of performance issued by or on
behalf of affiliates.

The majority of contracts supported by the guarantees contain provisions that trigger guarantee obligations
based on downgrade events to below investment grade (below BBB- or Baa3), ratings triggers, monthly netting
of exposure and/or payments and offset provisions in the event of a default. As of June 30, 2005, no guarantee
obligations had been triggered. If the guarantee obligations were triggered, the maximum amount of liquidity
requirements to support ongoing operations within a 90-day period, associated with guarantees for the
Company's nonregulated portfolio and power supply agreements was S437 million. The Company believes that
it would be able to meet this obligation with cash or letters of credit.

As of June 30, 2005, the Company has issued guarantees and indemnifications of certain legal, tax and
environmental matters to third parties in connection with sales of businesses and for timely payment of
obligations in support of its non-wholly owned synthetic fuel operations. Related to the sales of businesses, the
notice period extends until 2012 for the majority of matters provided for in the indemnification provisions. For
matters for which the Company has received timely notice, the Company's indemnity obligations may extend
beyond the notice period. Certain environmental indemnifications related to the sale of synthetic fuel operations
have no limitations as to time or maximum potential future payments. Other guarantees and indemnifications
have an estimated maximum exposure of approximately S152 million. As of June 30, 2005, the Company has
recorded liabilities related to guarantees and indemnifications to third-parties of S27 million. Management does
not believe conditions are likely for significant perfonrance under these agreements in excess of the recorded
liabilities.

market Risk and Derivatives

Under its risk management policy, the Company may use a variety of instruments, including swaps, options and
fonvard contracts, to manage exposure to fluctuations in commodity prices and interest rates. See Note 9 to the
Progress Energy Consolidated Interim Financial Statements and Item 3, "Quantitative and Qualitative
Disclosures about Market Risk," for a discussion of market risk and derivatives.

Contractual Oblizations

As part of Progress Energy's ordinary course of business, it enters into various long and short term contracts for
fuel requirements at its generating plants. Through June 30, 2005, contracts procured through PEC have
increased the Company's aggregate. purchase obligations for fuel and purchased power by approximately S709
million as compared to the amount stated in the Company's Form 10-K for the year ended December 31, 2004.
The increase primarily covers the period ranging from 2005 through 2009. A majority of the contracts related to
the increase in purchase obligations for fuel and purchased power are for future coal purchases primarily with
fixed prices. I I .:
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OTHER MATTERS . .- ,

Synthetic Fuels Tax Credits : . , .... ,

The Company has substantial operations associated with the production of coal-based solid synthetic fuels. The
production and sale of these products qualifies for federal income tax credits so long as certain requirements are
satisfied. These operations are subject to numerous risks.- . , ., -

Although the Company believes that it operates its synthetic fuel facilities .in compliance with applicable legal
requirements for claiming the credits, its four Earthco facilities are under audit by the IRS. IRS field auditors
have taken an adverse position with respect to the Company's compliance with one of these legal requirements;.
and if the Company fails .to prevail with respect.to this position, it could incur significant liability and/or, lose
the ability to claim the benefit of tax credits carried forward or generated in the future. Similarly, in July 2005
the Financial -Accounting Standards .Board issued, proposed new accounting rules that would require that
uncertain tax benefits (such as those associated with the Earthco plants) be probable of being sustained in order
to be recorded on the financial statements; if adopted as currently drafted, this provision could have an adverse
financial*' impact on the Company.: See Note .2 to the Progress Energy Consolidated Interim Financial.
Statements..- ., .- -. , . ! :.

The Company's ability to utilize tax credits is dependent on having sufficient tax liability. Any conditions that
reduce the Company's tax liability, such as weather,- could also diminish the Company's ability to utilize,!-
credits,; including those previously generated, and the synthetic fuel is generally not economical to produce:, i
absent the credits. Finally, the tax credits associated with synthetic fuels may be phased out if;market prices for .
crude oil exceed certain prices. . : +*.A d; 1%1. ; ,, ' ,

The Company's synthetic fuel operations and related risks are described in more detail in Note 14 to the .
Progress Energy Consolidated Interim Financial Statements and in the Risk- Factors section of Progress
Energy's Annual Report on Form 10-K for the year ended December 31, 2004, which was filed with the SEC
on March 16, 2005. 4 . ;-:. :,:..- -

PEF Rate CaseFilini , . . , . .. . .;- . .

On April 29, 2005, PEF submitted minimum filing requirements, based on a 2006 projected test year, to initiate
a base rate proceeding regarding its future base rates. In its filing, PEF has requested a $206 million annual
increase in'base rates effective January 1, 2006. PEF's request for an increase in base rates reflects an increase .
in operational costs with (i) the addition of Hines 2 generation facility into base rates rather'than the Fuel
Clause as was permitted under the terms of existing Stipulation and Settlement Agreement (the Agreement), (ii) y,
completion 'of'the Hines ,3 generation facility; (iii) the need, in light of recent history,.to replenish PEF's
depleted storm reserve on a going-forward basis by adjusting the annual accrual, (iv) the expected infrastructure
investment necessary to meet high customer expectations, coupled with the demands placed on PEF's system
due to strong customer growth, (v) significant additional costs including increased depreciation and fossil
dismantlement expenses and (vi) general inflationary pressures.

Hearings on the base rate proceeding are scheduled from September 7 through September 16, 2005, and a final
decision is expected by the end of 2005. Although the Company cannot predict the outcome of this matter, an',
adverse outcome could negatively impact the. Company's and PEF's financial condition and results of
operations. .

PEF Storm Cost Filinw' . : ; - .

On July 14,,2005, the Florida PublicService Commission (FPSC) issued an order authorizing PEF to recover
S232 million, including interest, ofithc costs it incurred and previously deferred related to 'PEF's restoration of
power; associated -with the -!four hurricanes in 2004. The ruling will allow PEF to include a charge of, ;
approximately $3.27 on the average residential monthly customer bill beginning August 1, 2005.- The ruling by,-:
the FPSC approved the majority of~the. Company's request with two .exceptions: the reclassification of. S
million from O&M to utility plant and reclassification of $17 million as normal O&M expense. As a result of..
these adjustments, approximately $17 million was charged to O&M expense in June 2005, representing the
retail portion of these adjustments. - - .
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The amount included in the original petition requesting recovery of S252 million in November 2004; was an
estimate, as actual total costs were not known at that time. The Company currently estimates that' it has
incurred an additional S18 million in costs over and above the amount requested in the petition. The difference
between the actual costs and the amount requested will be trued-up in September 2005, subject to FPSC
approval, and the impact will be included in customer bills beginning January 1, 2006.

On June 1, 2005, Florida Governor Jeb Bush signed into law a bill that would allow utilities to petition the
FPSC to use securitized bonds to recover storm related costs. PEF intends to ask the FPSC for approval to issue
securitized debt. This arrangement would benefit the Company by providing immediate cash recovery of the
hurricane costs and would benefit the customer by providing a longer recovery period, which will reduce the
price impact on monthly bills. Assuming FPSC approval, PEF expects the process to take six to nine months to
complete.

Enerev Bill

On July 29, 2005, the U.S. Senate gave the final approval for comprehensive energy policy legislation. This
bill provides tax changes for the utility industry, incentives for emissions reductions, and federal insurance and
incentives to build new nuclear power plants. The U.S. House passed the measure on July 28, 2005, and
President Bush is expected to sign the legislation into law on or about August 8, 2005.

The bill contains key provisions affecting the electric power industry, including provisions on nuclear security
and nuclear regulatory risk insurance, repeal of the Public Utility Holding Company Act (PUHCA), and
protection for native retail load customers of utilities that are not in regional transmission organizations. It gives
the Federal Energy Regulatory Commission (FERC) "backstop" transmission siting authority as well as
increased utility merger oversight. The bill also provides incentives and funding for clean coal technologies and
initiatives to voluntarily reduce greenhouse gases and redesignates the Section 29 tax credit as a general
business credit.

The Company is reviewing the new energy bill legislation and cannot currently predict what impact the
proposed law would have on its financial condition and results of operations.

Franchise Litieation

Two cities, Edgewood and Bellcair, with a total of approximately 4,000 customers, have litigation pending
against PEF in two circuit courts in Florida. As discussed below, proceedings against PEF by a third city, the
City of Winter Park, Florida, were concluded in the second quarter of 2005. As previously reported, 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) a 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 during the pending litigation,
as long 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. The circuit courts in
those cases have entered orders requinng arbitration to establish the purchase price of PEF's electric
distribution system within five cities. Two appellate courts have upheld those circuit court decisions and
authorized the cities to determine the value of PEF's electric distribution system within those cities, which
orders have been upheld by the appellate courts.

Arbitration in the case by the City of Winter Park (the City) 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 (13,000
customers) at approximately $32 million, not including separation and reintegration and construction work in
progress, which could add several million dollars to the award. The panel also awarded PEF approximately $ 11
million in stranded costs, which, according to the award, decrease over time. In Septemtber 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. On April 26, 2004, the City Commission voted to proceed with the
acquisition. The City sought and received wholesale power supply bids and on June 24, 2004, executed a
wholesale power supply contract with PEF with a five-year term from the date service begins and a renewal
option. On May 12, 2004, the City solicited bids to operate and maintain the distribution.system and awarded a
contract in January 2005. On February 10, 2005, PEF filed a petition with the Florida Public Service
Commission (FPSC) to relieve the Company of its statutory obligation to serve customers in Winter Park on
June 1, 2005, or at such time when the City is able to provide retail service. On April 19, 2005, the FPSC voted
to approve PEF's petition. On June 1, 2005, the City acquired PEF's electric distribution assets that serve the
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City for approximately 542 million. PEF transferred the distinbution assets to the City on June 1, 2005 and
recognized a pre-tax gain of S25 million on the transaction, which is included in other, net on the Consolidated
Statementys of Income. This amount is subject to true-up pending accumulation of the. final capital expenditures
since arbitration. PEF also recorded a regulatory liability of S8 million for stranded cost revenues which vill be
amortized to revenues over the next six years in accordance with the provisions of the transfer agreement with-
the City.

Arbitration with the 2,500-customer Town of Belleair,(the Town) was completed in Junc2003. 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 separation and reintegration costs and $2 million in stranded costs. The 1own has not yet decided

whether it will attempt to acquire the system; however, on January 18, 2005, it issued a request for proposals

for wholesale power supply and to operate and maintain the distribution system. In March 2005, PEF submitted

a bid to supply wholesale power to the Town. The Town received several other proposals for wholesale power

and distribution services. In February 2005, the Town Commission also voted to put the issue of whether. to,

acquire the distribution. system to avoter referendum. A referendum is scheduled to occur on November,8,

2005. At this time, whether iand when there will be further proceedings regarding the Town of Belleair cannot
bedetermined.. .. , - ;., C' -

-. - , * . - , l,

Arbitration in the remaining city's litigation (the 1,500-customer City, of Edgewood) has not yet been

scheduled. On February, 17, 2005, the parties filed a joint motion to stay the litigation for a, 90-day period,-

during which the parties will discuss potential settlement. In, April,..the CityCouncilyotedtopr~oceed with.,

arbitration and on July 6, 2005, ,the circuit court referred the matter to tarbitration, but did not set an arbitration
date. The parties are engagedoin settlement discussions and haye reached a tentativec pgprpcptt resolve, the..,

case under which the City of Edgeood would sign a 30-year ,franchise agreement.- At this tinie, whether and

when there will be furtherproceedingpsregarding :the City of Edgewood cannot be deternmined. ',; i,." ; ,

A fourth city (the 7,000-customer City, of Maitland) is contemplating municipalization but has indicated its

intent to enter into a new franchise agreement with :PEF. Maitland's franchise expires inAugust 2005. At this

time, -whether and when there wvill be further proceedings regarding the City of Maitland cannot be determined.

As part of the above litigation, two appellate courts reached opposite conclusions regarding whether PEF must,

continue to collect from its customers and remit to the cities "franchise fees" under the expired franchise

ordinances. PEF, filed an appeal withthe Florida Supreme Court to resolve the conflict betwveen the two,

appellate courts. On October 28,,2004, the Court issued a decision holding that PEF must collect from its

customers and remit to the cities franchise fees during. the interim period when the city exercises its purchase:.
option or executes a new franchise. The Court's decision should not have a material impact on the Company..

Environmental Matters I* -. * * , 1 t 1 ', . -. * .

The Company is subject to federal,,state ,and localregulations addressing air and water quality, hazardousand

solid wastemanagement and other environmental matters. The Company currently estimates total compliance

costs, for PEC and PEF combined, related. to;renvironmnental laws and regulations addressing ,air and water,

quality, which will primarily be for capital expenditures, maybe in excess of $2.0 billion over ten years. These,,
environmental matters are discussed in detail :in, N. ote. 13. This discussion identifies specific environmental
issues, the status of the issues, accruals associated with issue resolutions and the associated exposures to the

Company. The Company accrues costs to the extent they are probable and can be reasonably estimated. It is

reasonably~possible that additional losses, which could be material, may be incurred in the future..

Progress Energy.Carolinas, Inc.,; .i - a , A .. :

The information required by.this item is, incorporated herein by, reference to the following portions of Progress

Energy's Management's Discussion and Analysis of Financial Condition and Results of Operations, insofar as

they, relate to PEC: RESULTS OF OPERATIONS; LIQUIDITY, AND CAPITAL RESOURCES and OTHER
MAI-lkRS.; , ,.lw. ,;-,,,. ,. .

RESULTS OF OPERATIONS L .'... .. , . . .;, *, . .. .

The results of operations for the PEC Electric segment, are;identical between PEC and Progress Energy. The,

results of operations for PEC!s nonutility subsidiaries for-the ,three and six months ended June.30, 2005 and

2004 are not material to PEC's consolidated financial statements.' -` , . , ,
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LIQUIDITY AND CAPITAL RESOURCES

Cash provided by operating activities decreased S157 million for the six months ended June 30, 2005, when
compared to the corresponding period in the prior year. The decrease was caused primarily by a change in
emission allowance inventory fluctuations of S46 million and a S102 million increase in working capital
requirements, primarily driven by a S71 million difference in coal inventory fluctuations.

Cash used in investing activities increased S194 million for the six months ended June 30, 2005, when
compared to the corresponding period in the prior year primarily due to lower net proceeds from short-term
investments in 2005 compared to 2004.

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS

PEC's off-balancc sheet arrangements and contractual obligations arc described below.

Market Risk and Derivatives

Under its risk management policy, PEC may use a variety of instruments, including swaps, options and forward
contracts, to manage exposure to fluctuations in commodity prices and interest rates. See Note 7 to PEC's
Consolidated Interim Financial Statements and Item 3, "Quantitative and Qualitative Disclosures About Market
Risk," for a discussion of market risk and derivatives.

Contractual Ohitiations

As part of PEC's ordinary course of business, it enters into various long and short term contracts for fuel
requirements at its generating plants. Through June 30, 2005, these contracts have increased the Company's
aggregate purchase obligations for fuel and purchased power by approximately $709 million as compared to the
amount stated in the Company's Form 10-K for the year ended December 31, 2004. The increase primarily
covers the period ranging from 2005 through 2009. A majority of the contracts related to the increase in
purchase obligations for fuel and purchased power are for future coal purchases primarily with fixed prices.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Progress Energy, Inc.
.. . . . . -.. . ...................... . . . .

Other than.described below, the various risks that the Company is exposed to has not materially changed since
December31,2004. : . l -;

Progress Energy and its subsidiaries are exposed to various risks related to changes in market conditions.
Market risk represents the potential loss arising from adverse changes in market rates and prices. The Company'
has a risk management committee'.that includes senior executives from various business groups:.The. risk
management committee is responsible for administering risk management policies and monitoring compliance -
with those policies by all subsidiaries. Under its risk policy, the Company may use a variety of instruments,
including swaps, options and forward contracts, to. manage'exposure to fluctuations in commodity prices and
interest rates. Such instruments contain credit risk to the extent that the counterparty fails to perform under the
contract. The Company mitigates such risklby performing credit reviews using, among other things, publicly
available credit ratings of such counterparties.

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,, fluctuations in the return on marketable securities with
respect to its nuclear decommissioning trust -funds,''changes in the market value of CVOs, and 'changes" in
energy related commodityprices. ,, . ,., . ' . ;'! !a ' .: /

Interest Rate Risk .'- * . . :

The Company's exposure to changes in interest rates from fixed rate and variable rate long-term debt at June 30,
2005 has changed from December 31, 2004. The total fixed rate long-term debt as of June 30,2005, was $935
billion; with an average interest rate of 6.40% and fair market value of $10.16,billion. The total variable rate
long-term debt as of June 30, 2005, was $0.86 billion, with an average interest rate of 2.41% and fair market
value of $0.86 billion. ' , . ' ; ''

5*' ,- !an . ...t.o

In addition to the Company's variable rate long-term debt, the Company typically has commercial paper and/or
loans outstanding under its RCA facilities, which are also exposed to floating interest rates. As of June 30,
2005, approximately 11.4% of consolidated debt, including interest rate swaps, was in floating rate mode
compared to 16.1% at the end of 2004.

From time to time, Progress Energy uses interest rate derivative instruments to adjust the mix between fixed
and floating rate debt in its debt portfolio,'to mitigate its exposure to interest rate fluctuations associated with
certain debt instruments, and to hedge interest rates with regard to future fixed rate debt issuances.

The notional amounts of interest rate derivatives 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. Progress Energy only enters into interest rate derivative agreements with banks with credit
ratings of single A or better.

The Company uses a number of models and methods to determine interest rate risk exposure and fair value of
derivative positions. For reporting purposes, fair values and exposures of derivative positions are determined as
of the end of the reporting period using the Bloomberg Financial Markets system.

In accordance with SFAS No. 133, interest rate derivatives that qualify as hedges are broken into one of two
categories, cash flow hedges or fair value hedges. Cash flow hedges are used to reduce exposure to changes in
cash flow due to fluctuating interest rates. Fair value hedges are used to reduce exposure to changes in fair
value due to interest rate changes.
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The following tables summarize the terms, fair market values and exposures of the Company's interes: rate
derivative instruments:

Cash Flow Hedges: .. v

As of June 30, 2005, Progress Energy had S200 million of pay-fixed swaps to hedge cash flow for commercial
paper interest and S100 million of pay-fixed forward starting swaps to hedge cash flow risk with regard to
future financing transactions. Under terms of these swap agreements, Progress Energy will pay a fixed rate and
receive a floating rate based on either I-month or 3-month LIBOR, respectively.

Cash Flow Hedges (dollars in millions)
Notional Fair

Progress Energy, Inc. Amount Pay Receive(b) Value Exposure(c)
Risk hedged as of June 30, 2005:
Commercial Paper interest rate risk
through
2005 S 200 3.07% I-month LIBOR $ I S -

Anticipated 10-year debt issue(d) S 100 4.87% 3-month LIBOR S (4) S (2)
Total S 300 3.67%(a) S (3) S (2)

Risk hedged as of December 31, 2004:
Commercial Paper interest risk from 2005
through 2008 S 200 3.07% I-month LIBOR S - $ -

Progress Energy Carolinas
Risk hedged as of June 30, 2005: None

Risk hedged as of December 31, 2004:
Anticipated 10-year debt issue S 110 4.85% 3-monthLIBOR S (I) S (2)
Rail car lease payment S 21 5.17% 3-month LIBOR $ (1) S
Total S 131 4.900/%(s) $ (2) S (2)

(') Weighted average interest rate.
(b) I-month LIBOR rate was 3.34% as of June 30, 2005, and 2.40% as of December 31, 2004.

3-month LIBOR rate was 3.52% as of June 30, 2005, and 2.56% as of December 31, 2004.
(c) Exposure indicates change in value due to 25 basis point unfavorable shift in interest rates.
(d) Anticipated 10-year debt issue hedges mature on March 1, 2016, and require mandatory cash settlement

on March 1, 2006.

Fair Value Hedges:

As of June 30, 2005, Progress Energy had SI50 million of fixed rate debt swapped to floating rate debt. Under
terms of these swap agreements, Progress Energy will receive a fixed rate and pay a floating rate based on 3-
month LIBOR.
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Fair Value Hedges (dollars in millions)
Notional Fair

Progress Energy, Inc. Amount Receive Pay0') Value Exposure ()
Risk hedged as of June 30,2005:
5.85% Notes due 10/30/2008 . S 100 4.10% 3-month LIBOR S - 5 (1)
7.10%Notes'due3/l/2011 - S 50 4.65% 3-monthLIBOR S 2 '$ (1)
Total ' S 150 4.28%(a) ' S' 'S 2' S'(2)

Risk hedged as of December 31, 2004:
5.85% Notes due 10/30/2008' - 'S 100' 4.10%- 3-month LIBOR, $ I - (1)
7.10% Notes due 3/1/2011 - - S 50 4.65% 3-month LIBOR $ 2 S (1)
Total S 150 4.28%(a) $ 3 $ (2)

;.. ;.. . ..

Weighted average interest rate.
(b) 3-month LIBOR rate was 3.52% as of June 30,2005, and 2.56% as of December 31, 2004. -
(c) Exposure indicates change in value due to 25 basis point unfavorable shift in interest rates.

Marketable Securities Price Risk . - -

The Company's exposure to return on marketable securities for the nuclear decommissioning trust funds has
not changed materially since December 31, 2004. '' ' -- - - . ..

*CVO Market Value Risk . .* t. !' ; -

The Company's exposure.to market value risk with respect to the CVOs has not changed materially since
December 31, 2004. - - . ' ; ' .

Commoditv Price Risk - :

The Company is exposed to the effects 'of market fluctuations -in the price of natural gas, coal, fuel oil,
electricity and other energy-related products'marketed and purchased as a result'of its ownership of energy--
related 'assets. The Company's -exposure to these fluctuations is significantly limited -by the -cost-based
regulation of PEC and PEF. Each state commission allows electric utilities to recover certain of these costs
through various cost recovery clauses to the extent the respective commission determines that such costs are
prudent. Therefore, while there may be i delay in the timing between' 'when these&costs are incurred and when
these costs are recovered from' the ratepayers, changes from year to year have no material impact on operating
results. In. addition, many'of the Company's logri-termii power 'sales contracts' shift substantially all fuel
responsibility to the purchaser.' The Company also has oil price risk exposure related to synfuel tax credits. See
discussion in Note 14E to the Progress Energy Consolidated Interim Financial Statements. '

Derivative products, primarily electricity and natural gas contracts, may be entered into from time to time for
economic hedging purposes. While, management believes the economic hedges mitigate exposures to
fluctuations in commodity prices, these in'sfrumen'ts aie not designated as hedges 'for accounting purposes 'and
are monitored consistent with trading positions. The Company manages open positions with strict policies that
limit its exposure to market risk and require daily reporting to management of potential financial exposures.
The Company recorded pre-tax losses of less than S1 million and $2 million on such contracts for the three
months ended June 30, 2005 and 2004, respectively. The Company recorded a $2 million pre-tax gain and a
$14 million pre-tax loss on such contracts for the six months ended June 30, 2005 and 2004, respectively. The
Company did not have material outstanding positions in such contracts as of June 30, 2005 and December 31,
2004, other than those receiving regulatory accounting treatment, as discussed below.

PEF has 'derivative instruments related to its exposure to price fluctuations on fuel oil purchases. These
instruments receive regulatory accounting treatment. Unrealized gains and losses are recorded in regulatory.
liabilities and regulatory assets, respectively. As of June 30, 2005, the fair values of these instruments were a
$60 million short-term derivative asset position included in other current assets -and a S22 million long-term
derivative asset position included in other assets and deferred debits. As of December 31, 2004, the fair values
of these instruments were a $2 million long-term derivative asset position included in other assets and deferred
debits and a $5 million short-term derivative liability position included in other current liabilities.
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The Company uses natural gas hedging instruments to manage a portion of the market risk associated with
fluctuations in the future purchase and sales prices of the Company's natural gas. Progress Envrgy's
nonregulated subsidiaries designate a portion of commodity derivative instruments as cash flow hedges under
SFAS No. 133. The fair values of commodity cash flow hedges as of June 30, 2005 and December 31, 2004
were as follows:

(in millions) June 30, December 31,
2005 2004

Fair value of assets S 96 S -

Fair value of liabilities (24) (15)
Fair value, net $ 72 S (15)

The Company performs sensitivity analyses to estimate its exposure to the market risk of its commodity
positions. The Company's exposure to commodity price risk has not changed materially since December 31,
2004. A hypothetical 10% increase or decrease in quoted market prices in the near term on the Company's
derivative commodity instruments would not have had a material effect on the Company's consolidated
financial position, results of operations or cash flows as of June 30, 2005.

Refer to Note 9 for additional information with regard to the Company's commodity contracts and use of
derivative financial instruments.

Proeress Enemy Carolinas. Inc.

PEC has certain market risks inherent in its financial instruments, which arise from transactions entered into in
the normal course of business. PEC's primary exposures are changes in interest rates with respect to long-term
debt and commercial paper, fluctuations in the return on marketable securities with respect to its nuclear
decommissioning trust funds, and changes in energy related commodity prices. PEC's exposure to these risks
has not materially changed since December 31, 2004.

The information required by this item is incorporated herein by reference to the "Quantitative and Qualitative
Disclosures about Market Risk" discussed above insofar as it relates to PEC.

Item 4: Controls and Procedures

Progress Enerey. Inc.

Pursuant to Rule 13a-15(b) under the Securities Exchange Act of 1934, Progress Energy carried out an
evaluation, with the participation of its management, including Progress Energy's Chairman and Chief
Executive Officer and Chief Financial Officer, of the effectiveness of Progress Energy's disclosure controls and
procedures (as defined under Rule 13a-15(e) 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 Chief Executive Officer and Chief
Financial Officer concluded that its disclosure controls and procedures are effective to ensure that information
required to be disclosed by Progress Energy in the reports that it files or submits under the Exchange Act, is
recorded, processed, summarized and reported, within the time periods specified in the SEC's rules and forms,
and that such information is accumulated and communicated to Progress Energy's management, including the
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure.

On May 24, 2005, Progress Energy announced that Jeffrey M. Stone was appointed to the position of
Controller (Chief Accounting Officer) of ihe Company and its subsidiaries, Carolina Power & Light Company
dlb/a Progress Energy Carolinas, Inc. and Florida Progress Corporation, effective June 1, 2005. Mr. Stone will
also serve as Controller of Florida Power Corporation d/b/a Progress Energy Florida, Inc. and Progress Energy
Service Company, LLC. These positions were previously held by Robert H. Bazemore, Jr. since 2000. Mr.
Bazemore has been reassigned to the position of Vice President, Capital Planning and Control.

Other than the above-referenced item, there has been no change in Progress Energy's internal control over
financial reporting during the quarter ended June 30, 2005, that has materially affected, or is reasonably likely
to materially affect, Progress Energy's internal control over financial reporting.
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Progress Enerpv Carolinas. Inc.

Pursuant to the Securities Exchange -Act of 1934, PEC carried out an evaluation, with the participation of its
management, including PEC's Chairman 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 cov'ered by this report. Based upon that evaluation, PEC's Chief Executive
Officer and Chief Financial Officer concluded that its disclosure controls and procedures are effective to ensure
that information required to be disclosed by PEC in the reports that it files or submits under the Exchange Act,
is recorded, processed, summarized and reported, within the time periods specified in the SEC's rules and
forms, and that such information is accumulated and communicated to PEC's management, including the Chief:
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions, regarding required
disclosure....

* - A- - ~*; i A ... . /, .. . .-

On. May. 24, 2005, Progress. Energy, announced that Jeffrey M. Stone was appointed to the position.of.
Controller (Chief Accounting ,Oficcr) of the, Company anid its subsidiary, Carolina Power & Light Company
d/b/a Progress Energy Carolinas, Inc. These positions were previously held by Robert .H. Bazemore, Jr. since
2000. Mr. Bazemore has been reassigned to the positior of.yice President, Capital Planning and Control for.
Progress Energy.

Other than the above-referenced item, there has'been no change in-PEC's internal control over financial .,

reporting during the quarter ended June 30, 2005, that has materially affected,.or is reasonably likely to
materially affect, its internal control over financial reporting. ... . -
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

Legal aspects of certain matters are set forth in Part 1, Item 1. For a discussion of certain other legal matters, see
Note 14 to the Progress Energy, Inc. Consolidated Interim Financial Statements and Note 12 to the PEC
Consolidated Interim Financial Statements.

In re Progress Energy, Inc. Securities Litigation, Master File No. 04-CV-636 (JES)

On February 3, 2004, Progress Energy, Inc. was served with a class action complaint alleging violations of
federal security laws in connection with the Company's issuance 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 Internal Revenue Code (Code) on the value of
certain CVOs issued in connection with the Florida Progress Corporation merger. The suit seeks unspecified
compensatory damages, as well as attorneys' fees and litigation costs.

On March 31, 2004, a second class action complaint was filed by Stanley Fried, Raymond X. Talamantes and
Jacquelin Talamantes against William Cavanaugh IlI 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 th6se alleged in the February 3, 2004, Gerber Asset
Management complaint. On April 29, 2004, the Honorable John E. Sprizzo ordered among other things that (1)
the two class action cases be consolidated, (2) Pcak6 Capital Management LLC shall serve as the lead plaintiff
in the consolidated action, and (3) the lead plaintiff shall file a consolidated amended complaint on or before
June 15, 2004.

The lead plaintiff filed a consolidated amended complaint on June 15, 2004. In addition to the allegations
asserted in the Gerber Asset Management and Fried complaints, the consolidated amended complaint alleges
that the Company failed to disclose that excess fuel credits could not be carried over from one tax year into later
years. On July 30, 2004, the Company filed a motion to dismiss the complaint; plaintiff submitted its opposition
brief on September 14, 2004. The Court heard oral argument on the Company's motion to dismiss on
November 15, 2004. On May 24, 2005, the Court dismissed the litigation with prejudice.

Item 2. Unregistered Sale of Equity Securities and Use of Proceeds

a. RESTRICTED STOCK AWARDS:

(a) Securities Delivered. On April 1, 2005, 72,600 restricted shares of the Company's Common Shares
were granted to certain key employees pursuant to the terms of the Company's 2002 Equity Incentive
Plan (Plan), which was approved by the Company's shareholders on May 8, 2002. Section 9 of the
Plan provides 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
recipients and do not represent newly issued shares of the Company.

(b) Underwriters and Other Purchasers. No underwriters were used in connection with the delivery of
Common Shares described above. The Common Shares were delivered to certain key employees of the
Company. The Plan defines "key employee" as an officer or other employee of the Company who is
selected for participation in the Plan.

(c) Consideration. The Common Shares were delivered to provide an incentive to the employee recipients
to exert their utmost efforts on the Company's behalf and thus enhance the Company's performance
while aligning the employee's interest with those of the Company's shareholders.

(d) Exemption from Registration Claimed. The Common Shares described in this Item were delivered on
the 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.
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c. ISSUER PURCHASES OF EQUITY SECURITIES FOR SECOND QUARTER OF 2005

(d)
. . , (c) ;. 'Maximum Number (or

(a) "" (b) Total Number of, Approximate Dollar
Total Number of? Average 'Shares (or Units) ; Value) of Shares (or Units)

Shares Price Paid Purchased as Part of - that May Yet Be
(or Units) Per Share '-Publicly Antnounced ' Purchased Under the,

Period Purchased(1)(2) (or Unit) Plans or Pro~rams(l) Plans or Procrams(l)

April I - April30 72,600 , . $42.53 N/A .. N/A

May I - May 3 1 N/A - '"N/A N/A ' NiA :

June I -June3 .N/A *.' . ,N/A .N/A , . N/A

Total: ' '' 72,600 $42.53 N/A N/A

- '* , . . . : l ,I , .' " I ' .. '

(1) As of June 30, 2005, Progress Energy does not have any publicly announced plans or programs to purchase shares of its
common stock. . .

(2) 72,600 shares of our c'ominnon stock ,were purchased in ' o 'p*e'n-m arket,.'sactions -in' co' n.ectio'; , restric.ted ,st'ck
awards tla 'er rne'tcertain key emloee op~t 6 &~ itriisacin i neto ih rsrct tckthat weregranted to ployees,pursuant tothe te of.the ProgressEnergy 20,2 .quity.lncentive
Plan, which "as approved by Progress Energy's, SareholdersonMay8,2 602. . ; ,, .; .;
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Item 4. Submission of Matters to a Vote of Security Holders

(a) The Annual Meeting of the Shareholders of Progress Energy, Inc. was held on May 11, 2005.

(b) The meeting involved the election of three Class I directors to serve for three-year terms. Proxies. for the
meeting were solicited pursuant to Regulation 14, there was no solicitation in opposition to management's
nominees as listed belowv, and all nominees were elected.

(c) The total votes for the election of directors were as follows:

Class I (Term Expiring in 2008) Votes For
William 0. McCoy 205,913,326
John H. Mullin, III 206,101,396
Carlos A. Saladrigas 206,112,664

Votes Withheld
4,398,058
4,209,988
4,198,720

The Board of Director proposal to ratify the selection of Deloitte & Touche LLP as the Company's independent
registered public accounting firm was approved by the shareholders.

The number of shares voted for the proposal was 205,625,939
The number of shares voted against the proposal was 2,651,127
The number of abstaining votes was 2,034,318

Carolina Power & Light Company. doing business as Progress Energv Carolinas, Inc.

(a) The Annual Meeting of the Shareholders of Carolina Power & Light Company was held on May 11, 2005.

(b) The meeting involved the election of three Class I directors to serve for three-year terms. Proxies for the
meeting were solicited pursuant to Regulation 14, there was no solicitation in opposition to management's
nominees as listed below, and all nominees were elected.

(c) The total votes for the election of directors were as follows:

Class I (Term Expiring in 2008) Votes For
William 0. McCoy 160,129,938
John H. Mullin, III 160,129,664
Carlos A. Saladrigas 160,129,764

Votes Withheld
4,171
4,445
4,345

The Board of Director proposal to ratify the selection of Deloitte & Touche LLP as the Company's independent
registered public accounting firm was approved by the shareholders.

The number of shares voted for the proposal was 160,129,689
The number of shares voted against the proposal was 2,288
The number of abstaining votes was 2,132
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Item 6. Exhibits

(a) Exhibits K

Exhibit . . . . : Progress
Number. Description, . ' Enera Inc.

10 Amendment to Employment Agreement Betveen X
Progress Energy Service Company; LLC and
Peter M. Scott 111, dated August 5t 2005

31(a) Certifications pursuant to Section'302 of the , X
Sarbanes-Oxley Act of 2002, -Chairman and
Chief Executive Officer

Progress Energy
: Carolinas. Inc.

. .

X

X.

I .. .

.31(b) .Certifications pursuant .to Section' :302 of the.
Sarbanes-Oxley Act of 2002 - Executive Vice
President and Chief Financial Officer

32(a) Certifications pursuant to Section 906 'of the ;
Sarbanes-OxIcy Act of 2002 - Chairman and
Chief Executive Officer

X ) X

, ~x x,
I II

. . .. . :...

32(b) Certifications pursuant to Section 906 of the X
Sarbanes-Oxlcy Act of 2002 - Executive Nice.-.
President and Chief Financial Officer

., .. . .

~~~.-.,.. ...........
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SIGNATURES

Pursuant to requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to
be signed on its behalf by the undersigned thercunto duly authorized.

PROGRESS ENERGY. INC.
CAROLINA POWER & LIGHT COMPANY

Date: August 5, 2005 (Registrants)

By: 1sf Geoffrey S. Chatas
Geoffrey S. Chatas
Executive Vice President and
Chief Financial Officer

By: 1sf Jeffrey M. Stone.
Jeffrey M. Stone
Controller and Chief Accounting Officer
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