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EARNINGS PER SHARE

$2.80

(Dollars in Billions)

Retained Earnings
Dividends

TOTAL ELECTRIC PLANT, NET
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2.00
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1977
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48,848,098,000
$1,266,974,000
$ 153,470,000

45,632,916,000
$1,108,358,000
$ 138,711,000

7.0
14.3
10.6

63,630,000
$ 2.41
$ 1.63
$20.53
12.2%
$ 644,615,000
$4,231,771,000

57,767,000
$ 2.40
$ 1.525
$19.67
12.7%
$ 475,248,000
$3,720,408,000

10.1
0.4
6.9
4.4
(3.9)
35.6
13.7

9,338,955
9,487,210

8,372,045
8,600,630

11.5
10.3

Highlights
Kilowatthour Sales
Electric Revenues
Earnings for Common Stock
Common Stock Data
Average Shares Outstanding
Earnings Per Share
Dividends Per Share
Book Value Per Share (year end)
Return on Average Common Equity
Plant Construction Costs
Total Electric Plant, Net
Peak Load (Kw)*
Summer
Winter

1

*A new peak of 9,690,170 Kw occurred on February 7, 1978.

To the Shareholders
of Duke Power Company

Carl Horn, Jr.

Earnings per share of common stock for
1977 totaled $2,41, compared to $2.40
for 1976.
While earnings per share for both years
were a substantial improvement over pre
ceding years in this decade. your company
still has not earned the 13.5 percent return
on common equity allowed by regulatory
agencies in both North Carolina and South
Carolina in their last rate decisions. To
improve the earned level of return, we
have filed for an increase in our North
Carolina retail rates, and will file for cor
responding increasesin both our wholesale
rates and South Carolina retail rates later
in 1978.
Recent improvements in the company's
financial performance have enabled us to
increase the annual dividend rate on
common stock from $1.40 to $1.50 in
January. 1976, from $1.50 to $1.60 in
October 1976, and from $1.60 to $1.72
in October, 1977. These dividend increases
are particularly gratifying in view of the
lean years of 1969-75 during which the
common dividend remained unchanged
at $1.40 per share
Traditionally, this portion of your annual
report has been devoted to explanations
of the company's financial performance
during the reporting year, and to factors
which could affect its future earnings. This
year, however, events which contributed
to our successes, as well as our failures,
along with challenges yet to be met are
discussed indetail in an interview involving
the entire senior management of your
company. This interview begins on page
10 of this report, and we encourage you
to read it.

B. B. Parker

2

(4) We are committed to providing reliable
We have decided, instead, to devote this
electric service to our customers at the
letter to a discussion of Duke Powers
lowest possible cost consistent with a
philosophy of management - who we
fair return on the investment ot our
are, what we believe, and the code of
shareholders. In the 1960s, when each
ethics by which we conduct our business
new unit being brought into service cost
affairs. The basic ingredients of our
less per kilowatt to build and operate than
management philosophy are:
preceding units, we voluntarily reduced
(1) Your management team considers
rates six times.
itself fiduciaries for you, the owners of the
company and we strive at all times to give1978,
(5) Our commitment to protecting the
you a full accounting of our stewardship
of our service area predates
environment
of your investment.
current environmental movement
of ourinvstmntthe
by nearly a half century. Our first Environ(2) Inrecent years, your board of directors
mental Health Department was established
has been expanded to give majority memin 1923, and was headed at that time by a
bership to business and educational
leaders, with company officers now
public health physician. Today, some 133
comprising a minority of the board's total
employees are engaged fulltime in
members. We, the officers and inside"
environmental activities ranging from
directors rely heavily on the outside"
erosion control to air and water quality
research.
directors for advice on policy matters and
for their expertise in various fields of
(63 We are a democratic company. The
lowest-paid employee has the same basic
corporate management.
(3) In all of our operations, we have a
"do-it-ourself" approach which was
inherited from our founder, the late James
Buchanan Duke. This approach has en-

fringe benefits as the chief executive
officer
(73 We are a no-frills, no-nonsense
company We own no airplanes. We own

abled your company to design and build

noatmblsareoroeexniv

its own generating and transmission
systems at lower costs than generally
experienced by other U.S. electric
utilities, and to operate its generating
system at the highest efficiency level of
any multi-plant, steam-fossil generating
system inthe nation. This total commit
ment to low cost and generating efficiency
has enabled Duke to serve its customers
at rates over 20 percent below the national
average,

than the price range of Ford, Chevrolet,
or Plymouth.
(83 We conduct our business affairs in a
highly ethical manner. The company's
policy with respect to corporate business
ethics is reprinted
on page 22.
sericecos
new nitbein
brughtint
(93 We recognize that our most important
asset is our employees, and we are
dedicated to the development of this
resource with equal opportunity for all.
At your 1977 annual meeting, you elected
John L. (Buck) Fraley, vice chairman and

chief executive officer of Carolina Freight
Carriers Corporation, to the Duke Power
Board of Directors.
death of our director and friend, Addison
H. Reese, retired chairman and chief
executive officer of NCNB Corporation
and North Carolina National Bank. We will
the board elected Thomas H. Davis, presi
dent and treasurer of Piedmont Aviation,
Inc., to succeed Mr. Reese. Mr. Davis'
expertise in regulated public service
companies is a significant asset for your
board of directors.
We again express our appreciation to our
shareholders, our employees, our cus
tomers and the communities we serve for
their continued support and cooperation.
For the Board of Directors

Carl Horn, Jr
Chairman of the Board and
Chief Executive Officer

B. B. Parker
President and
Chief Operating Officer
February 9, 1978
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9338955 kilowatts, recorded on July 20,
for that

Electric Sales

surpassed the previous record summer
peak, set on August 25,1975, by 916,995
kilowatts. Both seasonal peaks for 1977

Electric sales in 1977 totaled 48.8

occurred during periods of extreme

billion kilowatthours, a seven percent
over those of 1976. The largest
sales gain was to residential customers,
who increased their usage 10 percent.
Sales to general service customers rose
eight percent, while sales to industrial
customers increased 4.2 percent An 8.5
percent increase also was recorded in
sales to wholesale and other customers.
The increase in sales to residential
customers was primarily the result of
ext reme weather conditions in the company's service area during both winter
and summer. Within the industrial class,
sales to non-textile industries increased
6.9 percent during the year, reflecting
continued diversification of industry in
the Duke service area. Since 1970, sales
to non-textile industrial customers have
increased from 36.9 percent of total
industrial sales to 45.6 percent in 19 77.
100%bythe
Generation
Of the total kilowatthours generated in
80
1977, 71 percent came from coal-f ired
units, 25 percent was generated by nu60
clear units, and four percent came from
hydroelectric units and other sources.
40
Duke's use of coal and uranium for
electric generation closely parallels the
relationship of those fuels to known world
energy reserves.
Generating capability on December 31.
1977, of 12,317.000 kilowatts was comprised of 7,622,000 kilowatts from coalfired units. 2,580,000 kilowatts from
nuclear units. 1,452,000 kilowatts from
hydroelectric units, and 663,000 kilowatts
from combustion turbines and combinedThe company also had net
cycle units.
8in
ltfro ,7 opunrcasencta
firms
electricsugeeri

weather in the company's service area.
indicated by these peaks, the extent of
the increases in peak demand was tem
program.
sytmwsetoFbray7198
sysem wsoe
setnd eruae 7, 1978,
tm iho ,9,7
ioat.
tm iho ,9,7
ioat.
Fuel Supply
In anticipation of a nationwide strike by
the United Mine Workers of America, the
company increased its coal purchasing
in 1977 and had approximately 105 days
supply on hand when the strike began on
December 6. Although Duke continued
to receive about one-fourth of its coal
requirements from suppliers unaffected
strike, coal inventories were reduced
to approximately 60 days at the date of
this report (February 9, 1978).
Approximately 75 percent of Dukes coal
requirements for existing plants through
2000 will be met through long-term
contracts with various coal suppliers.
The balance will be provided by the
company's own mining operations and
by open market purchases. The company
also has long-term contracts for 95 per
cent of its uranium requirements through
1985, and tor 70 percent of those require
ments through 1990. A portion of this
uranium will be supplied by General
Atomic Company (GAG) under terms
of a settlement agreement reached in
December, 1977. The settlement stemmed
.from a suit brought by Duke against GAC
early 1976 following that companys
failure to deliver uranium to Duke as
required in a 1973 contract. Under the

elecric upplerssettlement GAG will supply
Record Peaks
5.42 million pounds of uranium at a base
The peak demand for electricity on the
Duke system set all-time records in 1977.
The 1977 winter peak of 9,487,210
kilowatts occurred on January 17, and
exceeded the previous record winter peak,
set on January 19, 1976, by 886,580
kilowatts. The 1977 summer peak of

4

price ot $17 per pound. The current
market price of uranium exceeds $40
per pound.

The William B. McGuire Nuclear Station, nearing completion on the shore of Lake Norman. McGuires two, 1,180,000 kilowatt units will be
the next generating units to join the Duke system. They are scheduled for commercial operation in 1979 and 1981.

Construction Schedule
Completion dates for five of the six
generating units of the Cherokee and
Perkins nuclear stations have been delayed
from six months to four years to coincide
with a new, reduced forecast of load
growth in the company's service area.
The new forecast predicts summer peak
loads of 13,857,000 kilowatts in 1985
and 17,941.000 kilowatts in 1990. Previously, the 1985 summer peak had been
forecast at 15,400,000 kilowatts, and the
1990 summer peak at 19,943,000
kilowatts.
The new completion dates for Cherokee
12
orPerinsunis
nd 1and2,
units 1 andaand
2unis
for
Perkins units 1,
2
and 3 are 1985, 1987 1988, 1991 andput
1993, respectively The 1989 completion
date for Cherokee unit 3 remains
unchanged. The revised construction
schedule does not affect the two units of
the McGuire Nuclear Station, scheduled
for completion in 1979 and 1981, and the
two units of the Catawba Nuclear Station,

scheduled for service in 1981 and 1983,
Both stations are in advanced stages of
construction.
The company has received a construction
permit from the Nuclear Regulatory Coimission for the Cherokee Nuclear Station
and anticipates receiving a similar permit
for the Perkins Nuclear Station in the
spring of 1978. The required Federal
Energy Regulatory Commission license
also has been received for the Bad Creek
Hydroelectric Station, a 1,000,000 kilowatt
pumped-storage facility that will be built as
needed to help meet peak electrical loads

North Carolina municipalities which now
buy power from Duke for resale through
their own distribution systems. The agree
ment is subject to appropriate regulatory
approvals and to commitments by the
agency s member cities to purchase
electric power from the agency under
long-term contracts. Under the proposed
agreement, NCMPA Number 1 would
finance its share of the Catawba unit by
issuing electric revenue bonds. Duke
would operate the unit, transmit power
to the agency's member cities, buy for
its own use any excess power from the

on the Duke system. Plant construction
fuel costs in 1977 totaled
nuclear
and
$644,6
million

agency s share of the unit, and provide
fuel management services. The company
also would provide additional power to

Sale of Catawba Unit

of the 75 percent share of the Catawba
unit. Dukes municipal customers in South
Carolina will be afforded the right to pur
chase the remaining 25 percent interest
in the unit should enabling legislation, now
pending before the South Carolina legis
lature, be approved. The unit is scheduled
for commercial operation in 1983.

After more than two years of negotiations,
Duke and the N.C Municipal Power
Agency (NCMPA) Number 1 have
reached tentative agreement on the sale
to that agency of a 75 percent interest
in unit 2 of the Catawba Nuclear Station
NCMPA Number 1 is comprised of 20

5

Regulation

TOTAL CAPITALIZATION
(Dollars in Billions)
I
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A number of significant regulatory events

(Excludes Current Maturities)
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June, 1977 the N.C General Assembly
passed a bill authorizing the inclusion in
rate base of construction work in progress,
effective for capital expenditures made
after July 1. 1979. Currently, investments
in new facilities may not be included in
the rate base until such facilities are
completed and placed in service. Carrying
charges on those investments during the
construction period are capitalized and
added to rate base when the plant is
placed in service. By allowing construction
work in progress in the rate base, the
company will be able to recover capital
costs associated with investments in new
plants during the period in which those
costs are incurred. This will result in
improved cash flow for the company,
and reduce chargeslonnthoseesnvestments
the amount of outside
financdurcngwthe
ing required. In addition, by recovering
these charges during the construction
periods rather than capitalizing them as
part of the construction costs on which
future rates will be based. the amount of
revenues required from customers during
the life of plants will be reduced The
N.C. legislature also removed the fair
valuew provision from the definition of rate
base. Effective July 1, 1979, facilities in
service will be reflected in the rate base
for North Carolina retail rates at their uctpirce
orignal
depeciaionbonds:
ostles
Six expired or vacated seats on the sevenmember North Carolina Utilities Coinmission were filled by gubernatorial
appointments in 1977. The new chairman
is Robert K. Koger. formerly director of
the commission s engineering division.
In additiong
thestate legislature reorganized
the utilities commission to include a
public staff' to represent consumer
interests in rate proceedings. This
staff is headed by Hugh A. Wells,
6attorney
ae fetv
uy1 99 aiiisi
and former member
of the
commission.
Procedures in North Carolina for adjusting rates to reflect fluctuations in fuel
expense were modified in 1977 Requests
of
be based
nowamoun
for such adjustments must the
on a three-month. rolling test period
ending two months prior to the date such

adjustments are to be made. Previously,

month test period.
Rae Increases
On January 30, 1978, the company iled
a request with the North Carolina
Utilities Commission to increase electric
revenues from its retail business in that
state approximately 9.3 percent, or $70.5
million, based on a test year ended
September 30. 1977. Requests to increase
retail rafes in South Carolina and whole
sale rates in both states are expecfed to
be filed later in 1978. These rate increases
are required to help offset the effects of
inflation since 1974, the year on which
Duke's current rates are based, and to
include in the rate base unit 2 of the Belews
Creek Steam Station, units 3 and 4 of the
Jocassee Hydroelectric Station, and other
facilities which have been brought into
service since 1974, In the North Carolina
tiling, the company asked for a 15 percent
return on common equity, compared to
the 13.5 percent currently allowed by the
regulatory agencies of both states. Basing
rates on the higher level of return would
help offset the attrition of earnings which
normally occurs during periods of rising
costs.
Financing
inancing in 1977 included the sale of 5.5
ofon
$11 milin

montof

$50 million of 8.20 percent cumu
lative preferred stock: and $50 million
of 8.28 percent cumulative preferred
stock. In addition, the company issued
749.884 shares of common stock through
the Stock Purchase-Savings Program for
Employees, the Dividend Reinvestment
and Stock Purchase Plan, and the
Employees Stock Ownership Plan, with
total proceeds of $16 million. Negotiations
were completed in 1977 to raise an ad
ditional $50 million through a nuclear fuel
trust, with substantially all proceeds re
ceived in January, 1978. In 1977 the
$0 million of
lonynret, incl
2.65cpercet, irn uding mortag
mrg177
bond which mareun

Duke's nuclear power plants are actually built twice - first as a scale model, complete with intricate wiring and piping systems, and then as
the real thing. Models help designers find errors in drawings before actual construction begins.

Financial Objectives
In October, 1975, the board of directors
adopted a financial plan to improve the
provide
company's financial strength andurn
comarfnsigfexblt.Th
greater financing flexibility The current
goals of this plan are (1) to achieve a
capitalviewed
equity, approximately
37 percent common
13 percent commonre eqty, appro mxiael
stock, and a maxi
preferred
13 percent
mum 50 percent long-term debt; (2) to
increase the earnings coverage of fixed
charges to at least three times (SEC
method), and (3) to provide about 40 percent of total capital requirements from
internal sources. Considerable progress
hasnern madres toairdahieingothos
has Te capitiao atis o
goals. The capitalization ratios on
December 31, 1977, were approximately

35 percent common equity, 14 percent
preferred stock, and 51 percent longterm debt. The earnings coverage of fixed
charges for 1977 was 2.7 times. Approximately 29 percent of 1977 capital requirements came from internal sources. The
steady improvement in Duke's financial

condition since the establishment of these
goals has resulted in upgradings by the
major rating agencies of the investment
qualities of the company's preferred stock,
convertible preference stock and commercial paper These upgradings are

most efficient the other two years. In
addition, statistics reported to the Federal
Energy Regulatory Commission by both
public and privately-owned utilities showed
that Duke's steam-tossil heat rate for 1976
of 9,315 BTUs per kilowatthour was the

as prerequisite to regaining doubleA ratings on Duke's first mortgage bonds,
the company's principal source ot long-

lowest ever reported to that federal agency
by a multi-plant, steam-fossil system. This
record heat rate, compared to the average

term financing,

of major U.S. electric utilities, resulted in
a substantial savings to Duke customers.
Edison Electric Institute statistics revealed
that Dukes Relews Creek Steam Station
was the nation's most efficient steam

Efficiency
Duke Power's electric generating system

fossil plant in 1976, with Marshall Steam
Station, which held that distinction for
nine consecutive years through 1974,
placing third. In 1977, Duke had a system
heat rate of 9,743 BTU's per kilowatthour,
and a steam-fossil heat rate of 9,451 BTU's
per kilowatthour The 1977 heat rates did
not equal the 1976 levels due to increased
outages at the Belews Creek and Marshall
steam stations. the company's mostetfi
cient fossil-fueled plants.

was the nation's most efficient for 1976,
the latest year for which industry statistics
are available. The company operated in
1976 with a system heat rate of 9.616
BTU's per kilowatthour, compared with an
average 10,811 BTUs per kilowatthour
for the 100 largest U.S. electric utilities,
Duke's steam-fossil generating system
has been the nation's most efficient for
five of the past seven years, and second
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39%
Fuel Costs

Honors
Electric Light & Power magazine has
named Duke Power the nations Outstanding Electric Utility for 1977' in
recognition of service excellence on behalf
of customers. employees and shareholders. According to the magazine, Duke
was elected for the honor on the
strength of the exceptional manner in
which it has adjusted to today's more
stringent operating requirements while
still maintaining high-quality service
throughout its area. 'In making the award
at a luncheon in Charlotte, Electric Light
Power editor Robert A. Lincicome cited
Dukes strong financial recovery from the
recession years of the early 1970s, its
efficiency record, and its leadership in
the development of new technologies in
both electrical transmission and distribution, The magazine's selection was made
by a panel of industry experts representing
the electric utility industry, manufacturers
electrical equipment and industry
observers. Earlier in the year, Carl Horn,
Jr., Duke chairman and chief executive
officer, was named by Financial World

9%

magazine as the electric utility industry s
outstanding chief executive officer
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Load Management
In 1975, the company announced a pro
gram of load management to reduce the
growth in peak demand for electricity
and the amount of new generating capa
bility that will be required in the future The
overall goal of that program is to reduce
the growth in peak demand by 1,721,000
kilowatts by 1990. Through the 1977
summer peak, the program called tor a
reduction in peak demand of 206,000
kilowatts. The program achieved a docu
mented reduction through that period of
208,000 kilowatts. Dukes load manage
ment program includes some 20 separate
activities designed to reduce load growth
through the more efficient use ot electricity
and by encouraging customers to shift
energy demands from peak to off-peak
periods. In addition to direct contacts with
architects, designers and builders, the
company has launched an extensive con
sumer information program to encourage
higher levels of insulation and the use of
other thermal control products to reduce
heating and air-conditioning loads and to
improve the energy efficiency of major
home appliances.

Nuclear Liability
Time-of-day rates, a pricing concept under
The U.S. Supreme Court will hear an
which customers would be charged less
appeal by Duke and the Nuclear Regulatory
for electricity during periods of low energy
nae8uePwrth
ainsOt
Commission
of a federal district
court's
demand than during high-demand
'ruling which would remove the limits of
periods, are being tested as a possible
a utility's liability in the event of a nuclear
means of reducing the amount of new
ActAcapability
accident. Under the Price-Adro
generating caaiiyrequired to serve
enacted by Congress in 1957 to provide
future loads. State regulatory agencies
supplemental nuclear liability insurance
have approved placing such rates into
for the electric utility industry, a utility's
effect on an experimental, voluntary basis
liability for damages resulting from a single
involving approximately 1,000 residential
nuclear accident is limited to $560 million,
customers, 200 general service customers
the total amount of coverage currently
and 50 industrial customers. The year
available from both private and governlong test, which begins in April, 1978, will
ment sources In March. 1977. a federal
determine if such a pricing incentive will
district court judge in Charlotte ruled that
reduce the peak demand for electricity
the liability limitation portion of Priceand the amount of generating capability
Anderson violated the rights of due process
required to serve the peak.
and equal protection under the law, and
Employees
declared it unconstitutional. The ruling
was made on a suit filed by an anti-nuclear
Duke employees numbered 15,598 on
group opposing construction of Duke's
December 31, 1977, a 17 percent increase
McGuire and Catawba nuclear stations.
over the 13,283 people employed by the
Arguments from both sides are expected
company at the end of 1976. In addition
to be heard by the nation's highest court
to the normal increase in employees to
in the spring of 1978.
accommodate the company's higher sales
and related customer service activities,
substantial new hirings were required in

Three bitter storms, all occuring within a two-week period, struck the Duke Power system shortly after the close of 1977 Duke line crews and
those of sister companies worked around the clock to restore service to affected areas.

1977 to meet manpower requirements
associated with the design and construction of generating facilities. Duke isthe only
investor-owned electric utility which
designs and builds its own generating
stations, and on December 31. 1977,
6,782 employees were involved in these
activities. acivtis.On
Investor Relations
Efforts in 1977 to keep investors informed
on the company's operations included
presentations to the financial communities
in nine major U.S. cities and seven
European financial centers. In addition,
the company hosted visits by two groups
of securities analysts, including a visit by
over 90 analysts from New York. Boston,
Hartford and Chicago. to the Duke Power
corporate headquarters in Charlotte.
U.S. cities in which presentations were
made by the Duke management included
New York, Los Angeles. Chicago, Boston,
Charlotte. San Diego. Houston, Minneapolis and Phoenix. In October, three
members of the management team visited

London, Zurich, Geneva, Paris, Amsterdam, Rotterdam and Edinburgh to introduce Duke to the European financial
community. They appeared before 26
groups, largely comprised of institutional
investors, during the 10-day trip.
Dividend Reinvestment

Research
The electric utility industry, through its
support of the Electric Power Research
Institute CEPRI), is looking for new and
better ways to meet the nation's growing
energyneeds EPRI was organized in 1973
to consolidate major research etforts of

December 31, 1977, 12.518 holders
of Duke Power common stock were
participating in the company s Dividend
Reinvestment and Stock Purchase Plan
Approximately $13.7 million has been
invested through this plan since its
inception in 1973. including $4.2 million
in 1977 Basically the plan enables holders
of Duke common stock to either have their
dividends automatically reinvested to
purchase additional shares, or to make
optional cash payments of up to $1.000
per quarter toward the purchase of
additional shares, or both. Inquiries
should be directed to the Investor Relations
Department, Duke Power Company, P 0
Box 2178, Charlotte. N.C. 28242.

both public and investor-owned electric
utilities. In 1977. this research and devel
opment arm of the electric industry initiated
afive-year, $1 billion program for continued
research into potential energy sources,
improvement of existing energy technol
ogies, environmental protection, and
pricing concepts to reduce the amount of
new generating capability required to
serve future electric loads Duke Powers
average annual contribution to this effort
is estimated at $7.4 million for the five
year period. In addition to its support of
EPRI, the company is engaged in a num
her of in-house research activities to
improve the efficiency of its existing
generation, transmission and distribution
systems, and to control environmental
effects

9

Energy Issues:
How We See Them

Inarecent interview members of the
Duke Power management expressed their
views on a number of important issues
affecting your company and the electric
utility industry The comments which
follow are a partial transcript of the
interview Here, in their own words, is

But this higher expense eventually will be
recovered, won't it?
GRIGG: Yes. assuming that the North
Carolina Utilities Commission continues
to respond favorably to our requests to

what the management of your company

Calpitdoth

had to

/
ahadgt e
say'expense

aboutin
abou
matersonly
/inncia
Many security analysts and stockbrokers
had predicted that Duke's earnings per
share for 1977 would be somewhat higher
than those of 1976, yet earnings for the
year were essentially flat. Why were the
predicted higher earnings not achieved?
HORN: Those predictions were based on
the assumption that earnings per share
for the second half of 1977 would approximate those of the first half Frankly, that's
about what we had anticipated. too.
Earnings per share for the second half
were considerably lower than those of the
first half primarily due to unscheduled
outages and extended refueling periods
at the Oconee Nuclear Station which
required greater production from coalfired plants. That caused a significant
increase in fuel expense for the second
half, plus higher maintenance expense
associated with the Oconee outages In
our North Carolina fuel cost adjustment
procedure, which applies to about 70
percent of our retail electric sales. there
is a 90-day lag between the time higher
fuel expense is incurred and rates can be
adjusted to reflect the additional expense.
If rates during the second half had reflected the higher fuel expense incurred during
that period, our earnings per share would
have been influenced upward by about 19
cents Our growth in kilowatthour sales
also was slightly lower than we had forecast. which also contributed to the lower
than expected earnings.

arlpt

the

90o
d lag in as
0ayagnaju

ng rates to reflect fluctuations in fuel
can result in a substantial shift
earnings from quarter to quarter. The
way to overcome that shift is to base
fuel expense on a current test period or
on a current estimate of fuel expense. We
have proposed to the commission that
we be allowed to base the approved fuel
charge on current expense, as soon as
that expense is known. We would still
have to recover the same amount of
money from customers, but within an
earlier time frame. The big advantage of
such a procedure is that it would
eliminate much of the mismatch in
revenues and expense which has been
affecting our earnings to such a great
extent
In October1977, the Board o/Directors
simuae
announced a d
in
Ird quateearins per saend a
increseiiedi
PARKER: An increase in the common
dividend can be based on the anticipation
of higher earnings, as well as on actual
earnings. During the third quarter, for
example, our earnings per share would
have been considerably higher if we had
been able to collect during that quarter
all the fuel expense that was incurred.
Most of this expense was reflected in
revenues for the fourth quarter. The
reason fourth quarter earnings did not
appear to reflect these revenues is that
additional outages were incurred at
Oconee during this quarter. again result
ing in higher fuel expense and another
shift in earnings.
HORN: I might add that the Board of
Directors was delighted to be able to
increase the common dividend in both
1976 and 1977. Duke shareholders went
for seven years prior to 1976 without any
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increase in their dividend. Considering
the effects of inflation on the value of the
dollar, the value of their dividend was
actually reduced in each successive year
during that period. To be a strong company, we feel that periodic increases in
the dividend are a necessity.
GRIGG: There's a very practical reason
for our wanting to increase the dividend,
too. Investors tend to discount much
growth in the market price of utility

stocks, so securities are sold primarily
on the basis of yield. Recently, the yield
on Dukes common stock has been below
the average of electric utilities. To be able
to sell our stock competitively with other
utilities, we must have a competitive yield.
And it's no secret that Duke and most
other major utilities will have to sell
tremendous amounts of common stock in
the future to finance additional
construction,
As you mentioned, Duke and other ma/or
electric utilities have enormous future
capital requirements. Will there be
dditona
the utur tofinace

enough investment capital available to
meet the utilities'needs, plus those of
other industries and government?
HORN: There's no doubt that raising
capital will be a difficult jobfor all industries
inthe future. Whether there will be enough
will depend largely on the federal govern
ment's economic policies, Obviously,
some incentives - such as elimination of
the double taxation of dividends - need
to be provided to encourage the forma
tion of new capital. We're especially

encouraged by the priority that has been
placed on energy by the current administration. To have all the energy it needs,
the nation obviously will have to depend
more on electricity generated by coal
and nuclear power, and less on oil and
natural gas. Ifthe administration recognizes this fact, it surely must recognize
that economic policies have to be shaped
to provide the necessary investment
capital.

Beginning on July 1, 1979, Duke will be
allowed to put new investmens in construction work in progress intu the rate
base for its North Carolina retail business.
What advantages are there to doing this?
GRIGG: There are two basic ways of
handling the carrying costs of a plant
while it's under construction One isthe
way it's now being handled - that is.to
capitalize these costs and then add them
to the rate base when the plant is placed

customers, but from investors - both
through the sale of new securities. and by
reinvesting a portion of our shareholders
earnings All the customers would be
required to do during the construction
period would be to pay the carrying
charges on those investments We did a
study on how this procedure would affect
the cost of electricity from the two units
at the Mcuire Nuclear Station, which
come into service in 1979 and 1981 If

What is Duke doing to make sure it will
be able to meet all its capital requirements?

in service. The other way is to put these
costs into the rate base as soon as
possible after they're incurred, That's how
they will be handled for investments made
after July 1, 1979. Both procedures have
advantages and disadvantages Waiting
until a plant is completed before charging
these costs to customers means that
customers pay the carrying charges only
on facilities which are actually providing
their electric service. That may seem fair,
but inthe long run itcauses the customers
to pay more. Since these carrying charges
are capitalized as pad of the plant's cost
they remain in the rate base for the 25 to
30 years the plant is in service, and
influence rates for that entire period By
recovering these costs during the con
struction period, they influence rates for
only eight to 10 years the amount of
time if normally takes to build a nuclear
plant. So while allowing construction work

the carrying charges on investments
made in this plant had been included in
the rate base during the construction
period, rather than capitalized, the cost
of service to customers would have been
reduced by about $364 million during the
expected lifetime of the plant
Isit safe to say that if construction work
In progress had been in the rate base since
1969, rates today would be lower than
they are?

GRIGG: Back in 1975, the Board of
Directors adopted a financial plan
designed to improve the company's
financial strength and to give added
flexibility to its financing program. The
current goals of that plan are to strengthen
the company's capital structure by attaining a minimum 37 percent common equity
and a maximum 50 percent long-term
debt, to increase the earnings coverage of
fixed charges to at least three times,
based on thebasd
SEC
of calculation
SE o method
mehodof
th
alclaton,
and to generate internally about 40 percent of our total capital requirements The
progress that has been made toward
achieving these objectives is reflected in
the upgrading of the ratings on our preferred stock, preference stock, and
commercial paper. The next step, if we
canplants
in e as cus esa
inc es
upgrading of the ratings il be te
we
re
double-A, and
mortgage bonds
mortagebons
tto doule-,
ad w're
pay for electricity, over the long run it
hopeful this will happen in the near future.
keeps the cost of their electric service
PARKER: In addition to making our
down.
securities more marketable, these higher
ratings also benefit our shareholders and
ratepayers The cost of capital is the
tat its unior a por copany
second largest item of expense in thetomkiscuoerpafrapln
utility industry, and is responsible r
before it's completed and begins serving
autt 20dupercen of orstoal frnu
them. This is a misconception that needs
about 20 percent of our tota hera
to be cleared up The money that's used
requirements Generally, the higher aconstruction"
security is rated, the lower the interest
rate. On a $100 million bond issue carrying a maturity term of 30 years, the
difference between a single-A rating and
a double-A rating can add up to a tre
mendous amount of money.
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that have been built
that time would
be in the rate base today at a lower cost,
But as Bill Grigg pointed out, our revenue
hebeen hig
ill

res o

beaseo tecry
andsforll

trscthose

will be in service would be lower if
construction work in progress had been
in the rate base during the construction
period
Will putting construction work in progress
in the rate base improve Dukes earnings?
GRIGG: No, not the amount of earnings.
The carrying charges on construction
work in progress are currently offse on
the statement of income by two entries:
one isthe "allowance for equity funds
the other is
the "allowance for borrowed funds used
during construction," This is simply an
accounting procedure which reflects the
carrying charges on construction during

a particular period, which the company
anticipates recovering after that construction work is placed in the rate base.
Consequently, the return on common
equity invested in construction is already
reflected in earnings even though it has
not yet been recovered in cash.
BOOTH: Bill, I think you'll agree, though,
that security analysts believe that putting
construction work in progress in the rate
base improves the quality of earnings.
Instead of being book earnings that have
to be recovered over 25 to 30 years, these
would be cash earnings that are funded
immediately
GRIGG: That's right. Furthermore, the
investment community looks upon this
procedure as a plus factor because it
tends to reduce regulatory lag. This is
also one of the factors a rating agency
might consider in rating a company's
securities. But perhaps the biggest way
we would benefit from having construction
work in progress in the rate base is that it
would increase cash flow. The allowances
for funds used during construction would
be replaced by cash, much of which could
be reinvested in plants to reduce external
financing requirements.
On four occasions during the past several
years, Duke has had to sell common stock
at below book value to help finance its
construction program. Will you have to
sell additional shares at below book value
in the future?
HORN: A utility serving a growing area will
always have financing requirements. And
inthe process of raising capital, we have
to be extremely mindful of the capitalization ratios Bill Grigg outlined earlier. Too
much debt would simply raise the cost of
our first mortgage bonds So common

stock has to be sold from time to time to
maintain the common equity component
of the capital structure Were hopeful that
continued improvement in our financial
performance will have an upward influence
on the market price of our common stock
so that we wont be placed n a position of
having to sell it at below book value. In
addition, a strong financial position would
give the company greater tlexibility in
avoiding stock issues during periods of
unfavorable market conditions.
In 1974, financing problems forced Duke
to postpone ifs consfruction program and
to se// high-interest, five-year notes in
order to meet obligations current at that
time. What has been done to prevent a
reoccurrence of such a situation?
GRIGG: We've taken two steps to try to
prevent something like that from happening again One was to establish a financial
plan to improve our financial strength
and financing flexibility, which we'ye
already discussed. The other was to
increase our commercial bank lines of
credit for short-term loans. We now have
over $260 million in lines of credit from
these banks, more than double what was
available to us in early 1974.
about regulation

Carl Horn, Jr

"The big problem with regu
latioiiandit's a problem for
utilitiesall over the country
is timing.

Many ofvtheyfin l oees
dicussed
being fairly regulated How would you
describe the regulatory climate in North
and South Carolina?
HORN: The people who regulate us
understand the economic facts of life as
they relate to an electric utility, and we
feel they are prepared to act in the best
interests of both the ratepayers and the
companies they regulate The big prob
em with regulation and it's a problem
for utilities all over the country - is
timing. In both our retail urisdictions, for
example, requests for rate relief have to
be based on historic data. By the time all
the hearings are conducted and a decision
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LEE: The Bad Creek hydroelectric project
could give us some flexibility in this regard.
That project is already licensed, and we
plan to build it when the need is clear It
load forecasts are too low we possibly
could bring this million kilowatts of
pumped-storage capacity on line in about
six years instead of nine years that would
be required it we had to start from scratch
in the licensing process.
In 1975. the company annoucedaprogran of load manage ent to reduce the
growth in the peak demand for electricity
and the amount of new generating capability required to serve future loads How
effective has that program been?
nmanagement.
S
a
een
eu The
overall goal of the program is to reduice
the growth in the summer peak by
1,72 1.000 kilowatts by 1990. The amount
of reduction scheduled through 1977 was
206,000 kilowatts. We actually achieved a
reduction of 208000 kilowatts. so the
1w721000bee
program
isrightoattseyt199.Teaon
on schedule. These
educ
208,000 kilowatts are documented
results and do not necessarily represent
the total results of the program
fStation.

"Reduced load growth will reduce the company's capital
requirements and soften the
impact that financing in unfavorable markets couldhave
on both earnings and rates.

-only

Load management activities a/so tend a
reduce the growth in kilowatthour sales.
Will the savings in lower plant additions
be great enough to ustify this loss of
revenues?
shareholders
BOOTH:thgonsthin.
Yes. In fact, ouroatou
treerg
ales
and customers will benefit from this program in a number of ways. First, of
eto
ouate,
hs hn
atcuomers wne rese
iLtio nevels nthativoes wall
sreduc
mediate savings. Secondly, a lower peak
load will mean the company will be
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bringing in fewer new plants. Since new
plants are being built at a much higher
incremental cost than the average ot plants
already in service, plant additions tend to
increase the cost of electricity. Reduced
load growth also will reduce the company s
capital requirements and soften the impact
that financing in unfavorable markets
could have on both earnings and rates.
Its also important to remember that
Duke is becoming more and more a
weather-sensitive company. This is
because winter and summer loads are
growing at a faster rate than our base
load. Over a period of time, this would
cause our load factor to deteriorate. Load
however, will restrain the
growth of these peaks more than it will
reduce the growth in kilowatthour sales,
thereby arresting the attrition of load
factor that otherwise would occur. Our
best estimate is that over the next 10 to
12 years, our load factor will remain at
Northgrowtliaimunhcipalmustomers
ha
about its current level.
Anoagency representing a group of Duke'
tntatively agreed to buy 75 percent
interest in unit 2 of the Cata wha Nuclear
Ifthe sale goes through, what
effects would this have on Dukes future
capital requirements?
GRIGG: This sale would help us financially
in two ways First, we would receive a
substantial cash payment for the invest
ment that we've already made in the
agency's share of the unit, plus a reason
able profit. That money would be applied
our other
construction, thereby reducing
outside
financing
requirements. In addi
tion the sale of this portion of the unit to
the agency which would be responsible
for its own financing, would reduce Duke's
construction budget, again relieving our
external financing requirements. Assuming
that the sale is completed by mid-1978,
Duke would receive an initial payment
estimated at $225 million. From that time
through 1980. our construction budget
would be reduced by an estimated $256
million.

a particular period, which the company
anticipates recovering after that construction work is placed in the rate base.
Consequently, the return on common
equity invested in construction is already
reflected inearnings even though it has
not yet been recovered in cash.

stock has to be sold from time to time to
maintain the common equity component
ot the capital structure Were hopeful that
continued improvement in our tinancial
performancewill have an upward influence
on the market price of our common stock
so that we won't be placed in a position ot
having to sell it at below book value. In
addition, a strong financial position would
give the company greater tlexibility in
avoiding stock issues during periods of
unfavorable market conditions.

BOOTH: Bill, I think you'll agree, though.
that security analysts believe that putting
construction work in progress in the rate
base improves the quality of earnings.
Instead of being book earnings that have
to be recovered over 25 to 30 years, these
In 1974, financing problems forced Duke
to postpone /ts construction program and
would be cash earnings that are funded
immediately.
to se// high-interest, five-year notes in
order to meet obligations current at that
GRIGG: That's right. Furthermore, the
time. What has been done to prevent a
investment community looks upon this
reoccurrence of such a situation?
procedure as a plus factor because it
GRIGG: We've taken two steps to try to
tends to reduce regulatory lag. This is
prevent something like that from happenalso one of the factors a rating agency
ing again One was to establish a financial
might consider in rating a company's
securities. But perhaps the biggest way
plan to improve our financial strength
and financing flexibility, which wove
we would benefit from having construction
already discussed. The other was to
work in progress in the rate base is that it
increase our commercial bank lines ot
would increase cash flow. The allowances
credit for short-term loans. We now have
for funds used during construction would
over $260 million in lines of credit trom
be replaced by cash, much of which could
these banks, more than double what was
be reinvested in plants to reduce external
financing requirements.
available to us in early 1974.
On four occasions during the past several
about regulation
years, Duke has had to se// common stock
at below book value to help finance itsobviously
wi depend on Duke's
construction program. Will you have/t
being fairly regu/ated. How wou/d you
describe the regulatory climate in North
se// additional shares at below book value
in the future?
and South Car/ma?
HORN: The people who regulate us
HORN: A utility serving a growing area will
understand the economic tacts ot life as
always have financing requirements. And
inthe process of raising capital, we have
feel they are prepared to act in the best
to be extremely mindful of the capitalization ratios Bill Grigg outlined earlier. Too
interests of both the ratepayers and the
companies they regulate. The big prob
much debt would simply raise the cost of
em with regulation - and it's a problem
our first mortgage bonds. So common

Carl Horn, Jr.

"The big problem with regu
lation-and it's a problem for
utilitiesall over the country
is timing.

for utilities all over the country - is
timing. In both our retail jurisdictions, for
example, requests for rate relief have to
be based on historic data. By the time all
the hearings are conducted and a decision
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B. B. Parker

"Aresponsible regulatory
commission not only recognizes
the need to keep electric rates
need of the companies it regulates to earn a fair and
reasonable return on their
shareholders' investments."

rendered, the rates finally approved often
are well behind current expenses. This lag
in the regulatory process essentially prevents a utility from earning the return on
its shareholders investments that the
regulatory agencies have deemed fair
and reasonable
r neaffect
ineventually
GRIGG: In North Carolina, we're required
to update the test period through the final
day of the public hearing, and this has
tempered the effects of regulatory lag in
that state to some extent. However, what's
really needed-and some amount of lag
will exist until this occurs-is for rates to
be based on anticipated future costs. By
using a forward test period, there would
be a much better match of revenues and
expenses. An alternative to this would be
to base rates on a higher return which
would compensate for the inevitable attri
tion of earnings which occurs during ttioties
periods of inflation.
From time to time, bills are introduced in
state legislatures proposing that memnbers
of regulatory agencies be chosen by pop
ular election How would such a selection
process affect the quality of regulation in
such states.?
PARKER: As Carl Horn pointed out, a
responsible regulatory commission not
only recognizes the need to keep electric
rates as low as possible, but also the need
of the companies if regulates to earn a
fair and reasonable return on their shareholders' investments. Those needs run
hand-in-hand. Without a fair and reasonable return. a company has to sell its
securities at a high cost, which in turn
causes the cost of electricity to go up. The
typical consumer does not understand
that. All he knows is that his power bill
goes up every time there isa rate increase,
And he might vote for candidates who
promise to deny power companies the
rate increases they request, regardless
of whether the increases are nustified With
that type of regulation, a utilitys financial
posture could be severely damaged.
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HICKS: Any candidate who gets elected
to public office on that sort of promise
has done a tremendous disservice to the
people he represents. For one thing, it's
a promise that can't be kept. Unless a
state is willing to have an inadequate
electric supply, which would adversely
obs and income, the utilities
would have to be granted rates
sufficient to enable them to attract the
necessary capital for expansion. Inthe
meantime, delaying these needed rate
increases would increase the interest
rates on the ufilities' bonds, depress the
market price of their common stocks and
result in higher rates than otherwise
would have been experienced ifthe
required rate relief had been granted.
That is exactly what has happened in a
few states where such a selection
process has been tried.
Both the North Carolina
Commission and The Public Service
Commission of South Carolina have said
Duke should earn a 13.5 percent return
on its shareh olders'investments. yet that
level of return has never been achieved.
Can shareholders reasonably expect that
such a level of return will actually be
earned?
HORN: Yes, we see a very good chance
of earning a 13.5 percent return. In fact,
we came very close to that during the 12
months ended June. 1977. The principal
reason for falling short of the allowed
return is that our current rates are based
on 1974 cost levels, and do not include
the cost of the second unit of the Belews
Greek Steam Station, nor the third and
fourth units of the Jocassee Hydro
Station, all of which were placed in service
in 1975 Obviously, our costs today are
much higher than in 1974. To overcome
this, we have recently tiled for a rate
increase in North Carolina, and we plan to
file for increases in our wholesale rates
and South Carolina retail rates later in

1978. The rates we have requested essentially are based on 1977 cost levels
and include virtually all facilities currently
in service.
But in the North Carolina filing, you asked
pecn.eur
for fra15
a 15percent
return onneut
equity
GRIGG: That s right. A major reason we
asked for a higher level of return is to
overcome the attrition of earnings which
always occurs when rates are based on
historic data and are applied during a
period of rising costs Under these circumstances, it would be very difficult for a
company to earn the level of return that
the regulatory commissions say it should
earn. With rates based on 1977 cost levels
and an allowed level of return on equity
of 15 percent, we would have a realistic
opportunity to earn a tair return tor our
shareholders.
shaehldes.and

government would have had the authority
to begin regulating rates using these
concepts. Our company, our state reg
ulatory agencies and utilities all over the
country are studying and testing many of
these concepts right now. They may, or
may not, prove to be feasible. But they
certainly shouldn't be torced upon the
American people until all the tacts are
available.
haK i tin ts what the Senat
onct bill
hadn mindin ts
Instatto thee coet upon
o hae
e bill
th
state,
simyeie the Secetan oEer
his tindings and make recommendations
tort Co shes are to entirl
h os asn
dfeetapoce
very restrictive, mandatory legislation,
the Senate merely passing legislation
calling tor studies.

"A major reason we asked for
a higher level of return is to
overcome the attrition of
earings which always occurs
when rates are based on
historicdata and are applied
during a period of rising costs.

House and Senate conferees have reached agreement on the public utilities section
atrt
ofi
of the proposed National Energy Act Is
Duke pleased or disappointed with the
concepts that have been agreed upon?
HICKS Essentially, the conferees moved
o the Senate version.
aredirection
HICKS: Iwoud have to say that we
bill becomes law, it
that
i,
and
When,
re
the
disappointed, not by what
would require the states instead o the
it does
proposa does, but r athe
not do. It does little to resolve the many
terent aspects of rate-making. most of
problems electric utilities are now facing,
which are already being studied in our
nor does it offer any direction for meeting
service area, and some - such as cost-of
future energy needs. But it's certainly a
much better bill than that proposed by the
eftect here tor a number of years, or are
scheduled to become ettective within the
Administration and the bill later approved
next couple of years
by the House. The House bill would have
taken away from the states the historic
PARKER: One major aspect of the com
and traditional authority to regulate utility
promise bill is that it would require
rates, policies and operations, and would
utilities which now rely on natural gas to
have essentially placed that authority with
convert their boilers to use coal by 1990.
the federal government. The House added
It also would prohibit the construction ot
requested
not
provisions,
many stringent
new plants to burn oil or natural gas. This
by the Administration, which would have
requirement would not affect Duke except
mandated some novel and untried rate
to the extent that it would put turther
conceptsthat could have been catastrophic
pressure on our limited coal supplies.
for our industry. These rate-making
methods would have been forced upon
utilities without testing and without
any experimentation to determine their
feasibility. Ifthe states had refused to put
these concepts into effect, the federal
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Does the bill include any provision for
making more coal available?
PARKER: No, this is completely ignored
in the bill On the one hand, the Congress
has already passed very stringent environmental regulations which limit the
availability and use of coal, and on the
other hand now proposes the forced usage
of more coal We're in complete agreement with the Congress on the concept of
reducing our dependence on scarce oil
and natural gas, but it's hardly a workable
plan if we continue to place such tight
restrictions on the use of coal and nuclear
power - the only energy sources currently
available in sufficient quantities to replace
those fuels. On this issue, the Congress
appears to be headed in opposite directions at the same time.
Does the bill include any provision for
increased use of nuclear power?
HICKS: No, nothing yet has been done to
help us in the nuclear field. The biggest
effort in this regard isthe Administrations
proposed nuclear licensing reform bill
that is now in its seventh or eighth draft.
This is a completely separate bill which the
Administration says is designed to speed
up and streamline the nuclear licensing
process. From the drafts we ve seen so
far we believe the bill still needs some
if it hopes to accomplish
improvements
impo e mentls.
those goals.

John D.Hicks

"To accomplishthe socialgoals
that all of us endorse- that is,
aid to those who need helpthere must be a way first to
identifythose in need of such
aid."

PARKER: The biggest problem with all
the energy legislation pending in Congress
is that it essentially ignores development
of new energy resources. The Administration and Congress have moved toward
reallocating our present resources and
toward conservation. But, there is nothing
in any of these bills to stimulate coal or oil
production, or to expand the use of
nuclear power Conservation is an important element of any workable energy plan.
but conservation alone will not assure that
this nation will have all the energy it needs
In addition, sooner or later we'll have to
face the reality that an industrialized nation
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that needs more jobs for ts citizens cant
have abundant, inexpensive energy and
an absolutely clean environment. There
has to be some compromise among these
objectives. We wont achieve that balance
until the Congress stops passing legisla
tion that unnecessarily restricts the
availability and use ot energy. What we
need is legislation to stimulate energy
supply industries to get on with the job
A number of consumer groups have
proposed a new pricing concept called
lifeline'rates. Does Duke support this
concept?
HICKS: The concept of lifeline rates
involves providing a certain block ot
electricity to residential customers at below
cost. We oppose that concept for two
reasons: First, it's inequitable. It forces a
utility to sell electricity at less than the cost
to produce and deliver it. Since we would
still require the same amount of revenues,
the difference would have to be made up
from other customers Secondly, lifeline
rates do not, in any way, identify those
who need help It gives below cost power
to all residential customers regardless of
need. The notion that poor people and
people on fixed incomes use less elec
tricity than others is false A number of
studies all over the nation have shown
that there are many poor people who are
large users of electricity, and that there are
many prosperous people who use small
amounts of electricity To accomplish the
social goals that all of us endorse - that
is,aid to those who need help - there
must be a way first to identify those in
need of such aid. Once that's done. assis
tance should be provided through tax
revenues - not by forcing an industry to
sell its product at less than cost to one
groupof customers while requiring another
group to pay more

about nuclear power
A federal district court judge has ruled as
unconstitutional that portion of the PriceAnderson Act which limits a utility's
liability for damages resulting from a
nuclear accident. If that ruling is upheld
by the U.S. Supreme Court, will Duke be
able to continue its nuclear program?
LEE: We don t think it would necessarily
affect our nuclear program. Nuclear's
track record has clearly demonstrated
two things: First, that it s the lowest cost
type of generation available today to us
and to our customers secondly, that it
has an outstanding safety record. Even
without a liability limitation, we expect to
continue with our nuclear program because
of those two factors. When Congress was
considering renewal of Price-Anderson,
which was scheduled to expire by its own
terms, we asked ourselves at that point
whether the absence of that act would
cause us to stop building nuclear plants.
The answer was "No." We would have
continued even without Price-Anderson
because of nuclear s obvious economic
and environmental advantages. Our
answer to that question is still the same.
The nuclear industry has said all along
that the future of nuclear power depended
largely on development of the breeder
reactor President Carter is opposed to
development of the breeder and has
vetoed a bill authorizing funds for the
Clinch River demonstration project. If the
breeder program is abandoned, what will
be the future of nuclear power in this
country?
LEE: In considering the benefits of the
breeder, you have to look at the whole
energy picture. There s no doubt that full
utilization will have to be made of both
our coal and uranium reserves to provide
all the energy this country will need in the
years ahead. Without the breeder there

is enough uranium for all of the conven
tional reactors now in service, under
construction or planned through the year
2000, and for their lifetimes. With the
breeder, which produces more fuel than it
of years The breeder must be developed.
and it will be. Our concern is that an
extended delay in developing the breeder
could seriously limit the contribution of
nuclear power to the nation's energy
supply.
HORN: The President is opposed to the
breeder, because he feels that the pro
duction of plutonium fuel will contribute
to worldwide proliferation of nuclear
weapons We feel his concerns are
unjustified. The United States' unilateral
withdrawal from efforts to develop the
breeder would do little to relieve this
concern since other nations are proceeding full speed with their own breeder
programs. Such a decision would simply
deprive this country of a vital energy
source
LEE: It's important to remember that while
the President has vetoed continuation of

William S. Lee

"There's no doubt that full
utilizationwill have to be made
of

t oroal ad uai

energy this country will need
in the years ahead.

the Clinch River project, that is only one of
many breeder programs being supported
by the federal government. For fiscal year
1978. the Congress has appropriated (at
the administration's request) some $450
million for continuation of other breeder
development programs so that once this
proliferation question is resolved, our
nation will have the option of proceeding
full-scale with the breeder.
THIES: To put the potential benefits of the
breeder in perspective, the energy value
of uranium tails currently stored at
enrichment facilities. if used in breeder
reactors, is roughly equivalent to that of
all the known coal reserves inthis country.
That's fuel already above ground. It has
no other practical use, but as fuel for
breeder reactors this material has enor
mous potential for contributing to the
nation's energy supply.
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One of the critical factors in the economics
of nuclear power is the ability to reprocess
spent fuel so that the unused portion can
be recovered for fabrication into new fuel
Reprocessing is opposed by the President
because it, too. involves the production
of plutonium What effect would the
inability to reprocess spent fuel have on
the economics of nuclear power?
LEE: Failure to reprocess our partially
used fuel would somewhat increase the
cost of generation by nuclear power, but
even so, nuclear power would still be more
economical than any alternative available
to us today. The inability to reprocess this
fuel would mean that we would be able to
get only two-thirds of the energy available
from our uranium reserves compared to
the energy these reserves would provide
with reprocessing capability

Austin C.Thies

"Converting plutoniumto BTU's,
and thence to kilowatthours,
isa far better alternative than
ha vingtopermanently isolate
it from the environment."

THIES: In addition to the unused
uranium fuel that could be recovered
through reprocessing, that process is
required for extracting the plutonium that
is created in the fuel as a result of fissioning. The highest use of plutonium. of
course, is as fuel for breeder reactors. But
it also can be converted to a mixed oxide
fuel - a combination of plutonium and
uranium - and used in conventional
reactors. We consciously designed our
nuclear plants to accept this type fuel
when and if it becomes available. It seems
to me that converting plutonium to BTU's.
and thence to kilowatthours, is a far better
alternative than having to permanently
isolate it from the environment.
How does Duke plan to handle its own
spent nuclear fuel while the issue of reprocessing remains unresolved?
THIES: We have the capability at our
existing plants to store all the spent fuel
these plants will create through the early
1990's and, if necessary, we can build
additional storage capacity. We are confident. however, that reprocessing will be
available long before that.
How about ultimate storage of high-level
radioactive wastes?
THIES: From an engineering standpoint,
permanent storage of these wastes is not

18

a problem The technology already exists
tor converting these wastes to an insoluble
torm and tor permanently isolating them
trom the environment. There is,however,
a
l
ete
wi
permanent storage ot high
active wastes - getting the tederal
government to decide which method of
storage is most acceptable and where the
wastes will be stored. So while the political
problem is being worked out, we have
made arrangements to store all our spent
tuel, on a temporary basis, at our own
tacilities.
For years. power companies have told
consumers and investors that nuclear
power would be an economical source of
electricity compared to other sources.
Now there are charges that the gap
between nuclear and coal is narrowing
and that coal plants may eventually be
more economical than nuclear plants.
What are the facts?
LEE: Our experience with the Oconee
Nuclear Station clearly demonstrates that
today nuclear is much more economical
than coal, the only tuel available in suf
ficient qualities to meet the nation's
electric needs.
For example, Oconee continues to save
Duke customers many millions ot dollars
in their electric bills every year. Our
e
otceatutur cost opw om
plants, show that this relationship will
continue. In tact, recent changes in the
federal Clean Air Act, which will require
additional pollution control equipment at
new, coal-tired plants, suggest that the
gap may widen further - which would
make nuclear power even more attractive
economically
PARKER: The economic advantages of
nuclear are perhaps even more pro
nounced for Duke than for most other
utilities because Duke designs and builds
its own generating tacilities. By having this

total control over generating additions,
we are able to bring units into service at
a lower cost per kilowatt than most other
companies. This means that escalations in
the cost of building nuclear plants do not
have quite the impact on our system as
they do on other systems.
A lot has been said here about the benefits
of nuclear power to customers. In view of
the tremendous amounts of common
stock that had to be issued to finance
these plants - some of it at below book
value, which has a dilutive effect on
earnings -how have the company's
shareholders benefitted from this program?
GRIGG: Ifyou look at itstrictly in the shortterm, our shareholders probably haven't
benefitted from nuclear power But you
have to keep in mind that we would have
had to sell common stock during the
early 1970's even if we had been building
coal-fired plants instead of nuclear plants.
Our heavy capital program during this
period required that a certain amount of
common stock be sold to maintain the
equity component of the capital structure.
Of course, the fact that we were building
nuclear plants had some influence on
the amount of stock that had to be sold
because of nuclear's higher front-end cost.
But if we had been building coal plants,
the impact on earnings probably wouldn't
have been much different.
HORN: In theory, nuclear power should
neither benefit nor penalize shareholders
since the allowed rate of return on their
investments is not influenced by the type
of generating plants we build. But being
allowed a certain rate of return doesn't
mean you'll actually earn it. That depends
on how efficiently and economically you
operate the system. Since nuclear power is
considerably more economical than any
alternative available to us today, we feel
that these plants will give us a better opportunity to earn the allowed return than any
other type of plant we could have built.

about electric supply
In recent years, Duke's load forecasts
have been consistently high. Why is the
company unable to more accurately
forecast load growth?

a program that benefits our customers.
For it's only by contributing to the economic health of our customers and our
service area - by providing economical
electric service - that we can continue to
be a strong and viable company.

BOOTH: Load forecasting is not a science.
It's an art, and it always will be because
no one has yet found a sure-fire way of
telling what's going to happen in the
future. Long-range torecasting has been
particularly difficult in recent years
because ot fundamental changes that
have taken place in the use of energy.
Today, there are torces working in opposite
directions Because ot energy shortages,
inflation and increases in energy costs,
people have made significant changes in
their consumptive habits. On the other
hand, those same tactors have resulted
in a gradual shitt in the end utilization of
energy from scarce tossil fuels such as
oil and natural gas, to electricity generated
by coal and nuclear power. When you
have one trend toward less electric con
sumption, and another trend toward
greater electric consumption, load fore
casting will be extremely difficult until the
influences of these two trends become
clear Our forecasting methodology has
necessarily become more sophisticated to

The Oconee Nuclear Station operated
during 1977 with a capacity factor of less
than 60 percent. Are you satisfied with that
performance?
THIES: Although our record to date at
Oconee is slightly better than the national
average for nuclear plants, we're far trom
being satisfied with the plants performance. When we envisioned Oconee, we
had estimated that its capacity factor, as
a mature base load plant, might go as
high as 80 percent. That estimate was
considerably high. Industry experience
indicates that an achievable capacity
factor for mature lightwater reactors will
settle out somewhere between 67 and 75
percent. The capacity factor at Oconee
was adversely influenced in 1977 by steam
generator tube leaks and extended refueling outages. While these leaks involved a
very small number of tubes, the affected
units had to be taken out of service for 10
to 11 days each time a leak occurred.

consider all these factors.

What is being done to correct the problems
at Oconee?
THIES: Were working with the steam
generator manufacturers and with outside
consultants to determine exactly what
caused these tubes to leak. We have
plugged some tubes, and have had only
one identifiable tube leak since July, 1977.
Since the Oconee units have been in
service, we have been able to systematically
eliminate problems as they have arisen,
Most of the problems have been overcome, and we believe there will be
substantial improvement in the capacity
factors of these units as they continue to
mature.

be building plants before they're really
needed?
HORN: In most cases, we can postpone
construction if actual load growth is below
the forecast. We've done that a few times
during the past several years. Of course,
there's very little to gain by postponing a
plant after it reaches the advanced
stages ot construction. Ifthe forecast is
too low, it's very difficult to speed up
construction. The danger of under-fore
casting is the possibility of inadequate

LEE: In the long run, our shareholders
should always benefit when we undertake
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LEE: The Bad Creek hydroelectric project
could give us some flexibility inthis regard.
That project is already licensed, and we
plan to build it when the need is clear. It
load forecasts are too low, we possibly
could bring this million kilowatts of
could~Duk
some fnexiblit
giv usomn
pumped-storage
capacity
onintaead
line in about
six years instead of nine years that would
be required if we had to start from scratch
in the licensing process.
In 1975 the company announced a pro
gram of load management to reduce the
growfh in the peak deand for electricity
and the amount of new generating capability required to serve future loads. How
effective has that prograni been?
Douglas W. Booth

BOOTH: It has been very successful The
overall goal of the program is to reduce
the growth in the summer peak by
1,721,000 kilowatts by 1990. The amount
of reduction scheduled through 1977 was
206.000 kilowatts. We actually achieved a
reduction of 208.000 kilowatts. so the
program isright on schedule. These
208,000 kilowatts are documented
results and do not necessarily represent
the total results of the program - only
whatinteest whathasbee
docmened.Station.

"Reduced load growth will reduce the company's capital
requirements and soften the
impact that financingin unfavorable markets couldhave

bringing in fewer new plants. Since new
plants are being built at a much higher
incremental cost than the average of plants
already in service, plant additions tend to
increase the cost of electricity. Reduced
load growth also will reduce the companys
capital requirements and soften the impact
that financing in unfavorable markets
could have on both earnings and rates.
Ifs also important to remember that
weather-sensitive company. This is
because winter and summer loads are
growing at a faster rate than our base
load. Over a period of time, this would
cause our load factor to deteriorate. Load
management. however, will restrain the
growth of these peaks more than it will
reduce the growth in kilowatthour sales.
thereby arresting the attrition of load
factor that otherwise Would occur. Our
best estimate is that over the next 10 to
12 years. our load factor will remain at
about its current level
A
North Carolina municipal customers has
tentatively agreed to buy 75 percent
in unit 2 of the Catawba Nucear
If the sale goes through what

capitalq irements?
Load management activities also lend to
reduce the growth in kilowatthour sales
Will the savings in lower plant additions
GRIGG: This sale would help us financially
be great enough to justify this loss of
in two ways: First, we would receive a
revenues?
substantial cash payment for the invest
ment that we've already made in the
BOOTH: Yes In fact, our shareholders
agency's share of the unit, plus a reason
and customers will benefit from this proable profit. That money would be applied
gram in a number of ways First, of
course, is that customers who increase
toourother construction, thereby reducing
outside financing requirements In addi
insulation levels in their homes will reduce
tion, the sale of this portion of the unit to
their energy consumption. That s an imts onncing would reduce
mediate savings. Secondly, a lower peak
eueDk'
load will mean the company will hofrisonfiacnwud
construction budget, again relieving our
external financing requirements. Assuming
that the sale is completed by mid- 1978,
Duke would receive an initial payment
estimated at $225 million. From that time
through 1980, our construction budget
would be reduced by an estimated $256
million.
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Are the short-term benefits of this sale
great enough to justify the resulting loss
in customer base and the impact of that
loss on future revenues. earnings and
cash flow?

which hopefully would be available for
extensive application early in the 21st
century There are many other potential
energy sources which are being devel
oped
such as wnd power tdal power

BOOTH: Sales to wholesale customers
in recent years have been the fastest
growing part of our business. but because
of their different load characteristics, we
have had to raise proportionately more
capital to service this load than to
service our other business By having
wholesale customers finance a portion
of their requirements by independent
means, Duke s own capital needs would
be reduced. In the long run. this would
allow us to raise money on more favorable
terms. In addition, the remaining supplemental power sales to the wholesale
customers will. under the contract. be
more attractive.

but these are
and geothermal power
somewhat more periphera than the mater
energy sources I lust mentioned.
THIES: Its important to remember that
you cant wat until an energy source is
needed before you begin developing it
For example f we re to have the breeder
by the end of this century. an operational
prototype should be in service within the
next decade. The development of the
breeder has to go on now so that we'll
have a viable breeder to use when ts
needed

There has been a lot of rhetoric in recent
years as to how future electric demands

challenge facing the company and how
can that challenge be mete
HORN: We ye already talked about the
difficulties that al industries will have
attracting new capital in the future This
will be particularly true for the electric
utility industry because of its capital inten
sive nature, and because of the increasing
burden that's being placed on our industry
to meet the nation s energy needs It has
been projected that electricity which
currently accounts for about 20 percent
of the nation's energy usage, wi have to
provide more than 40 percent of our
energy requirements by the end of this
century We intend to meet the challenge
of raising capital as we'ye discussed here
today toimprovethecompanysfinancial
condition so that we can have the flex
ibity that will be r
red Of equa con
cernghowever s increasing regulation
of business at the federal government

should be met. As you see it, what is the

most logical progression of the electric
utility industry from its current fossil fuels/
nuclear fission base?
LEE: The logical progression seems to
be, first, continuing to stress conservation
and oad management, with near term
emphasis on additional nuclear capacity
of the conventional type to supplement
our existing coal-fired capacity Next,
and towards the end of the century should
come the breeder reactor, which will
multiply the energy that can be recovered
from uranium supplies by over one
hundred times. In the meanwhile, we
should continue research and developmont of solar energy and hydrogen fusion

level Im not talking about conventional
ufiity regulation, but rather regulation of
all businesses The increase in govern
ment regulation since I came to this
ndustry some 24 years ago is frightening.
For any aspect of our business you can
menfion. there are one or more govern
ment agencies or acts which regulate it
Some of these regulations had a worthy
purpose when they were enacted, but
many of them have gone far beyond the
bounds of reasonableness Instead of
protecting the consumer. they have
been directly responsible tor causing much
of the inflaton fhat continues to push the
costs of his goods and services higher
The way to correct this problem is for
eaders in government, in business and
throughout society to inform consumers
as to what excessiye regulation is costing
them Once this awareness is brought
about, then we think the consumers'

The final Question is directed to Mr Horn
As chief executive office of Duke Power
whatdo
vew south sigle reaest

yegcewill
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Statement of Income

Duke Power Company
Year Ended December 31

[dollars in thousands)

1977

1976

KILOWATTHOUR SALES (thousands)
48,848,098
45.632,916
ELECTRIC REVENUES (Note 1)
$1.266 974
$1 108.358
ELECTRIC EXPENSES
Operation
Fuel used in electric generation
$493,818
$399.770
Net interchange and purchased power (credit)
(318)
(28.815)
Wages, benefits and materials
139,674
118.834
Maintenance of plant facilities
61,874
45.369
Depreciation (Note 1)
114,974
110.644
General taxes
95,309
85.215
Income taxes (Notes 1 and 5)
131,757
143.924
Total electric expenses
1,037,088
874,941
Electric operating income
229,886
233.417
OTHER INCOME (Note 1)
Allowance for all funds used during construction
61,725
Allowance for equity funds used during construction
62,441
Earnings of subsidiaries
8,881
4,582
Other, net (deduction)
(658)
265
Income taxes - credit (Note 5)

Total other income
Income before interest deductions
INTEREST DEDUCTIONS
Interest on long-term debt
Other interest
Allowance for borrowed funds used during
construction (credit) (Note 1)
Total interest deductions
NET INCOME
Dividends on preference and preferred stocks
EARNINGS FOR COMMON STOCK
COMMON STOCK DATA
Average shares outstanding (thousands)
Earnings per share
Dividends per share

See notes to fiancial statemenss
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2291

22.963

96,955
326,841
152,496
6,390

89,535
322.952
144,749
4.502

(24,394_

134,492
192,349
38,879
$ 153,470

149,251
173.701
34.990
$ 138.711

63,630
$2.41
$1.63

57.767
$2,40
$1 525

Statement of Source of Funds
For Plant Construction Costs

Duke Power Company
Year Ended December 31

(dollars in thousands)

1976

1977

FUNDS FROM OPERATIONS
$192,349
Net income
Non-fund items
134,048
Depreciation and nuclear fuel amortization
Deferred income taxes and investment tax credit,
85,347
net of amortization
Equity component of the allowance for funds used
during construction (common equity only
(62,441)
in 1976)

Other net

$173701
11.646
107019
(29,702)

14,766)

1259

$ 344,537
Funds from operations
(142,2901
Dividends paid
202,247
Funds retained in the business
FUNDS FROM FINANCING- NET PROCEEDS
138136
124,056
Long-term debt
97429
129,768
Common stock
99,874
Preferred stock
(59043)
Increase (decrease) in notes payable for construction 148,095
30,938
(79,6461
Retirement of long-term debt
422,147
Funds from financing
624,394
Total available funds
WORKING CAPITAL REQUIREMENT (INCREASE)
DECREASE
11,943
(22,739)
Materials and supplies
13,414
5,352
to
subsidiaries
advances
and
in
Investments
(10,136)
(16,817)
Other current assets
23874
1,614
Other current liabilities
15285
19,630
Other, net
(42,220)
Net working capital requirement
582,174
Plant construction expenditures
Equity component of the allowance for funds used
during construction (common equity only
62,441
in 1976)
44,615
$
COSTS
PLANT CONSTRUCTION
SUMMARY OF PLANT CONSTRUCTION COSTS
$291,813
$414,845
Production
31,997
41,389
Transmission
70.967
61,206
Distribution
General11
$3530,326
Subtotal
94,58
1
Nuclear fuel
$ M4465
PLANT CONSTRUCTION COSTS

See notes to financial statemnents.
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$368,405
122823
245,582

1454
391,166

54,380
445,546
29,702
$_______

$ 396,659
$ 475 24

Balance Sheet
Assets

December 31

1977

(dollars in thousands)

1976

ELECTRIC PLANT
(At original cost- Notes 1, 3 and 4)
Electric plant in service
$3,761,353
Less accumulated depreciation
and amortization
1,068,103
Electric plant in service, net
2,693,250
Construction work in progress
1,538,521
Total electric plant, net
$4,231,771
OTHER PROPERTY AND INVESTMENTS
Other property-at cost (less accumulated
depreciation: 1977 - $4,473; 1976 - $4,109)
21,448
Investments in and advances to
subsidiaries (Note 1)
39,947
Other investments-at cost or less
8,811
Total other property and investments
70,206
CURRENT ASSETS
Cash (1977 includes $16,122 in time
deposits) (Note 6)
18,218
Receivables (less allowance for losses:
1977 - $3,053; 1976 - $2,369)
99,708
Fuel clause revenues accrued (Note 1)
14,887
Materials and supplies-at average cost
Coal
110,125

Other

51,567

Total current assets
DEFERRED DEBITS
Debt expense, being amortized over
terms of related debt
Other
Total deferred debits
TOTAL ASSETS

See notes to financial statements.
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$3,576 654
939,962
2,636,692
1,083,716
$3,720,408
22,643
36,354
8,814
67,811
21,176
83,017
10,832
89,752

49,201
294,505

11,941
2,283

253,978
11,931
4,516

14,224
$4610,t706

16,447
$4 058644

Duke Power Company
Capitalization and Liabilities
(dollars in thousands)

CAPITALIZATION
(See Statement of Capitalization)
Common stock equity
Preference and preferred stocks
Long-term debt
Total capitalization
CURRENT LIABILITIES
Accounts payable
Interest accrued
Taxes accrued
Other
Total
Notes payable for construction
pending permanent financing (Note 6)
Current maturities of long-term debt
Total current liabilities

December 31

$1,163,942
455,000
1,892,505

$1,343,315
554,985
1,948,081

$3,511,447

$3,846,381
76,659
47,136
33,284
8,698
165,777

87,065
44,399
21,784
8,276
161,524

174,095
70,085

26,000
76,99

ACCUMULATED DEFERRED INCOME TAXES
(Notes 1 and 5)
DEFERRED CREDITS
Investment tax credit (Notes 1 and 5)
Other
Total deferred credits

1976

1977

409,957

264,514

272,580

208,317
52,705
21,661

65,908
15,880
81,788

74,366

$4,610,706

$4,058644

COMMITMENTS AND CONTINGENCIES
(Note 7)
TOTAL CAPITALIZATION AND LIABILITIES

See notes to financial statements.
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Statement of Capitalization

Duke Power Company
December 31

(dollars in thousands)

COMMON STOCK EQUITY (Note 2)
Common stock, no par, authorized 100,000,000 and
70,000,000 shares, outstanding 65,429,972 and
59,179,502 shares, 1977 and 1976, respectively
Retained earnings
Total common stock equity

Percent of capitalization

1977

1976

$1,135,418
207,897
1,343,315

$1,002,332
161,610
1.163,942

34.9%

33.1%

PREFERENCE AND PREFERRED STOCKS (Note 2)

Preference stock, $100 par,
authorized 1,500,000 shares
Preferred stock, $100 par,
authorized 5,000,000 shares

Rate/Series

Shares
Outstanding

Convertible
64% AA

499,850

49,985

50,000

4.50% C
5.72% D
6.72% E
8.70% F
8.20% G
7.80% H
7.35% I
8.20% J
8.28% K

350,000
350,000
350,000
600,000
600,000
600.000
600,000
500.000
500,000

35,000
35,000
35,000
60,000
60,000
60,000
60,000
50,000
50,000

35,000
35,000
35,000
60.000
60.000
60,000
60.000

2,400.000

60,000
554,985

60,000
455,000

14.4%

13.0%

Preferred stock A, $25 par,
authorized 10,000,000 shares
10.76%, 1975
Total preference and preferred stocks

Percent of capitalization
LONG-TERM DEBT (Note 3)
First and refunding mortgage bonds
Sinking fund debentures
Term notes
Pollution control obligations
Capitalized leases (Note 4)
Turbine generator leases (Note 4)
Unamortized debt discount
and premium, net
Current maturities of long-term debt
Total long-term debt
Percent of capitalization
TOTAL CAPITALIZATION

Rate
2.65%-11%
4Y8%
685%-7%
13%
75% of Prime

Due
1977-2007
1982
1977-1978
1979
1983

1,778,250
27,345
60,000
100,000
2,420
28,051
22,308

1,700,000
30,000
87,950
100,000
2,420
29,132
19.081

(208)
(70,085)
1,948,081
50.7%

912
(76,990
1,892,505
53.9%

$3,846,381

See notes to financial statements
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$3.511.447

2. Capital Stock
In 1977, 6,249,884 shares of common stock were issued
for $133,070,000, and 500,000 shares of 8.20% Preferred
Stock, Series J and 500,000 shares of 8.28% Preferred
Stock, Series K were issued for $50,000,000 each. In 1976,
5,658,234 shares of common stock were issued for
$101,218,000.
At December 31, 1977, certain shares of common stock
were reserved for issuance as follows:
Shares

such preference stock being taken at $100 for such purpose.
The conversion price is subject to certain adjustments de
signed to protect the conversion privilege against dilution.
In 1977,150 shares were converted into 586 shares of com
mon stock.
The annual sinking fund provisions through 1982 of certain
preferred stocks (8.20% SeriesJ and 10.76% A, 1975 Series)
require redemptions of such stock at par in the amounts of
$1,500,000 in 1980

and 1981 and $3,500,000 in 1982, and

Conversion of Preference Stock

1,955,596

permit additional redemptions in like amounts at the com

Stock Purchase-Savings Program for Employees

1,537,252

panys option.

Dividend Reinvestment and Stock Purchase Plan
Employees' Stock Ownership Plan
Total

214,591
125,504
3,832,943

The outstanding Preference Stock, 64% Convertible Series
AA, is convertible into shares of common stock at the adjusted conversion price of $25.56 per share, each share of

Thecall provisionsfortheoutstanding preferenceand pre
ferred capital stocks specify various redemption prices not
exceeding 111 percent of par values plus accumulated
dividends to the redemption date.
None of the company's retained earnings at December 31,
i977 or 1976 was restricted with respect to the declaration
or payment of dividends.

3. Long-Term Debt
First and refunding mortgage bondsoutstanding at December 31,1977 and 1976 were aspfollows (dollars in thousands:
Series

Year
Due

2,65%

1977

2$8%
3Y4%
3%1986
4Y%1992
4Y4%B
4Y%
5Y%1997
6Y%1998
7%
8%B
8Y%2000
8Y8%B

1979
1981
1992
1995
1999
1999

2000

$

1977

1976

-

$40,000
40,000
35,000
30,000
50,000
50,000
40,000
75,000
75,000
75,000
75,000
75,000
100,000

40,000
35,000
30,000
50,000
50,000
40,000
75,000
75,000
75,000
75,000
75,000
100,000

Year
Due

Series
(Continued
7Y%
79%B

2001
2001
2002
2002
2003
2003
2004
2005
1994
2006
2007

7Y/4%

7Y8%B
7Y/4%
8Y%B

9Y4%
9V2~%

11%
8Y8%
81/8%

1977
100,000
40,000
100,000
75,000
100,000
100,000
100,000
100,000
118,250
100,000
125,000
$1,778,250

1976
100,000
40,000
100,000
75,000
100,000
100,000
100,000
100,000
125,000
100,000
_____

$1,700,000

Substantially all electric plant was mortgaged at December 31, 1977.
Long-term debt increased $49,000,000 in January, 1978,
upon receipt of proceeds from a financing through a
nuclear fuel trust and heat supply contract executed in
December, 1977.

The annual amounts of long-term debt maturities (including
sinking fund requirements and capitalized lease principal
payments) through 1982 are $70,085,000 in 1978,
$150,080,000 in 1979, $9,172,000 in 1980, $45,379,000
in 1981 and $32,933,000 in 1982.
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4. Leases
Rentals incurred in 1977 and 1976, and rental commitments at December 31, 1977, under financing leases not capitalized
and operating leases were as follows (dollars in thousands):
Financing Leases
Not Capitalized

Operating
Leases

Total

$ 36,009
29,912

$1,534
1,912

$ 37,543
31.824

Rental Commitments:
1978
1979
1980

21.439
13,731
12,665

1,654
1,789
2,010

23,093
15,520
14,675

1981
1982

12,450
12,195

2,124
2.409

14,574
14,604

103,248

17,532

120,780

Rentals Incurred:
1976
1977

Later years

Rental's incurred in 1977 and 1976 include $29,248,000 and Leases capitalized by the company are included in long-term
$34,629,000, respectively, charged to operating expenses.
debt. Had the company capitalized its remaining financing
Substantially all leases require the company to pay taxes and leases as recommended in the Statement of Financial Ac
operation and maintenance expenses. Rentals incurred and counting Standards No. 13, the original cost of "Electric
rental commitments under combustion turbine generator
plant in service" and "Long-term debt" would have increased
leases include accruals in excess of current payments in
as follows'(dollars in thousands):
amounts required to equalize annual rent expense and satisfy
1977
1976
the obligations of the leases, net of salvage, at the end of the
Electric plant inservice
$158,100
$160,600
estimated useful life of the generators. Such leases contain
Capitalized leases
$ 79,800
$100,300
options to purchase beginning in 1981 at the lessors' unLess current maturities
8,700
20,500
recovered cost. Rentals under nuclear fuel leases are based
Long-term debt
$ 71.00 $ 79,800
on usage. Other leases generally contain options to purchase
been material for either 1977 or 1976.
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Duke Power Company

Statement of Retained Earnings

Year Ended December 31

1977

(dollars in thousands)

BALANCE-Beginning of year
ADD-Net income
Total
DEDUCT
Dividends
Common stock
Preference and preferred stocks
Capital stock expense
Total deductions

1976
$114,521
173,701

$161,610
192,349

$288,222

$353,959
103,755
38,879
3,428

BALANCE-End of year

87,833
34,990
3,789
146,062

126,612

$207,897

$161,610

See notes to financial statements

Auditors' Opinion
HASKINS & SELLS
Certified Public Accountants
Duke Power Company:
We have examined the balance sheets and the statements of capitalization of Duke Power Company as of December
31. 1977 and 1976 and the related statements of income, retained earnings, and source of funds for plant construc
tion costs for the years then ended. Our examinations were made in accordance with generally accepted auditing
standards and, accordingly, included such tests of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.
In our opinion, the above mentioned financial statements present fairly the financial position of the company at
December 31, 1977 and 1976 and the results of its operations and the source of its funds for plant construction costs
for the years then ended, in conformity with generally accepted accounting principles applied on a consistent basis.

Charlotte, North Carolina
February 9. 1978
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Notes to Financial Statements

Duke Power Company

1. Summary of Significant Accounting Policies
A.Additions to Electric Plant. The company capitalizes all
construction-related direct labor and materials, as well as
related indirect construction costs including general engineering, taxes and the cost of money (allowance for funds
used during construction). The cost of repairs and replacements representing less than a unit of property ischarged
to electric expenses; the cost of renewals and betterments
of units of property is capitalized. The original cost of property
retired, together with removal costs less salvage, is charged
to accumulated depreciation.
Allowance for funds used during construction (ADC) is
an accounting procedure whereby the net composite interest
and equity costs of capital funds used to finance construction
are transferred from the statement of income to construction
work in progress in the balance sheet and, accordingly, are
capitalized in the same manner as construction labor and
material costs. This item is recognized as a cost of "Electric
Plant," with offsetting credits to "Other Income" and "Interest
Deductions," because, under established regulatory rate
practices, a utility is permitted to include a fair return on, and
the recovery of, these capital costs through their inclusion in
the rate base and in the provision for depreciation.
Effective January 1, 1977, the Federal Power Commission
(now the Federal Energy Regulatory Commission) revised
the Uniform System of Accounts to specify a formula for
determining the maximum rate for computing ADC. The
formula is based on embedded cost and permits compounding. This revision also prescribed the financial statement presentation of ADC which now consists of the
"Allowance for equity funds used during construction"
included in "Other Income" plus the'Allowance for
borrowed funds used during construction" shown as a
credit in " nterest Deductions." In conformity with such
revision, the company changed its presentation of ADC in
the statement of source of funds for plant construction costs.
The new formula for determining the amount of ADC did
not havea significant impact on the 1977 financial statements.
The average ADC rate for 1977 was 6.92 percent calculated
under the new formula with semiannual compounding.
The company used a current cost rate of 8 percent without
compounding in 1976. The rates in both years were net of
applicable income taxes.
B. Depreciation and Amortization. Provisions for depreciation
are recorded using the straight-line method. The year-end
composite weighted average rate was 3.27 percent for 1977,
and 3.26 percent for 1976. Provisions for amortization of
nuclear fuel, which are included in "Fuel used in electric
generation," are recorded using the unit of production
method. Nuclear fuel amortization includes an estimate of
the net salvage value or removal costs. For fuel burned since
July 1, 1977, a net removal charge has been included in
such amortization in view of the present unavailability of
reprocessing facilities. The accounting for and recovery of
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the salvage value and removal costs of fuel burned prior to
such date is under consideration. All steam generator units,
including nuclear, are depreciated at the rate of 3.57 percent
(28 year life, net). Studies are in process to evaluate the m
pact of nuclear plant decommissioning costs.
C. Subsidiaries. The company accounts for investments in
its subsidiaries by the equity method. See Subsidiaries
on page 40.

alloatedo ea com
e
tax
income
o loss.
The company's income taxes are allocated to electric oper
ating expense and to non-electric operations under Other
Income." The Income taxes-credit" classified under Other
come'rel
ts i foxution
costreltin to inestmesie

for

ine

The company provides deferred taxes under normalization
accounting for timing differences between book and tax
income, principally resulting from accelerated tax depre
ciation, repair allowance, cost of removal and capitalized
taxes and employee benefits.
Investment tax credit (except for amounts applicable to the
Employees Stock Ownership Plan) is being deferred and
amortized over the depreciable lives of the related prop
erties. At December 31, 1977, the company had unused
investment tax credit amounting to approximately
$53,360,000, of which $9,360,000 will be available for use
through 1983, and the balance through 1984.
E. Retirement Plan Cost. The company has a non-contri
butory retirement plan for the benefit of its employees. The
company's policy isto fund pension costs accrued, which
amounted to $16931,000 in 1977 and $11,788.000 in 1976.
The total unfunded prior service costs of the plan increased
to $21,024,000 in 1977from $19,600,000 in 1976 because
of minor amendments to the plan.
Theacural ce
value ovet be
plaeeededltheatsof tep
$
,

undth
c

F.Fuel Clause Revenues Accrued. The company has pro
cedures in all three of its regulatory jurisdictions to adjust
rates for fluctuations in fuel expense. These procedures entail
60 to 90-day lags from the date changes in fuel expense
occur until they are reflected in bills to customers. The com
panyaccruesrevenuesundersuchproceduresinanticipation
of recovering fuel expense in excess of that in base rates in
its South Carolina retail jurisdiction.

5. Income Tax Expense
Income tax expense is comprised of the following components (dollars in thousands):
1976

1977
Electric Expenses
Current income taxes
Federal
State

$ 25,927
10,978

$ 37,122
9,278

$ 36,905*

$ 46,400*
Deferred taxes, net (timing differences)
Excess tax over book depreciation
Repair allowance and cost of removal
Capitalized taxes, employee benefits, etc.

41,443
4,699
9,482

38,127
7,434
12,465

55,624

58,026
Investment tax credit
Deferred
Amortization of deferments (credit)
Total electric expenses
Other Income
Federal (credit)
State (credit)
Total other income
Total income tax expense

53,372
(1,977)

28,949
(1,618)
27,331

51,395

131,757

143,924
(20,268)
2,695

(23,206)
13,085)
126,291)*
$105,466

(22,9631
$120961

*Net taxes payable amount to $20,109,000 for 1977 and $13,942,000 for 1976. However, for consolidated income tax
purposes, only a minimum amount of income taxes may be payable currently due to utilization of tax loss and investment
tax credit carryovers of the company and certain subsidiaries.
"Deferred taxes, net" includes state income taxes of $6,489,000 for 1977 and $6,406,000 for 1976.
Income taxes differ from amounts computed by applying the statutory tax rate to pretax income as follows (dollars in
thousands):
1977
1976
$141,438
$142,951
Income taxes on pretax income at the statutory federal rate of 48%
Adjustments to above at 48%
(29,628)
(41,681)
Allowance for all funds used during construction (ADC)
(1,977)
(1,618)
deferrals
Amortization of investment tax credit
1,568
1,382
Amortization of nuclear fuel book-tax basis differences (principally ADC)
1,922
(2,163)
Other items, net
7,638
6,595
State income taxes, net of federal income tax benefit
$120,961
$105,466
Total income tax expense (see above)
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6. Short-Term Borrowings
The company has lines of credit with 80 commercial banks
and uses these lines, plus the sale of commercial paper, to
finance its current cash requirements. Bank loans are for 90
days or less.
At December 31, 1977 and December 31, 1976,
$202,590,000 and $195,177,000 of the company's bank
lines of credit required average annual compensating

balances of approximately $18068000 and $19518000,
respectively. The remaining lines of credit (principally non
daily depository accounts) were on a fee basis calculated
in general to equate to the value of balances. Borrowings
are principally at the lending bank's commercial prime in
terest rate. Certain of the company's bank line arrangements
may require additional balances equal to 10 percent of the
borrowings on an annual average.

A summary of information relating to short-term borrowings isas follows (dollars in thousandscl
1977
Amount outstanding at end of year
Bank loans-7 4 %and 6Y4%,respectively
$ 16,000
Commercial paper-average rate of 6.74%
$158,095
Maximum amount outstanding during the year
$174,095
Average amount outstanding during the year
$ 37,812
Lines of credit at end of year
$260,090
Weighted average interest rate for the year-computed on a daily basis
6.43%

1976
$ 26,000
$102,043
$ 44,984
$252,677
6.20%

7. Commitments and Contingencies
The company is engaged in a long-range construction program for which substantial commitments have been made.
Costs for the years 1978 through 1980 are currently
estimated at $2.2 billion for the construction program and
$429 million for nuclear fuel.
The company's public liability for claims resulting from nuclear incidents islimited to $560'million under provisions
of the Price-Anderson Act enacted by Congress in 1957
which also provides supplemental nuclear liability insurance
up to that amount for the electric utility industry Under
Nuclear Regulatory Commission regulations effective August
1, 1977, the company could be assessed up to $5 million
for each of its licensed reactors in connection with a nuclear
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incident involving any licensed facility in the nation and up to
$10 million a year for each of its licensed reactors in the event
of more than one incident, The company has three licensed
reactors. See Nuclear Liability" caption on page 8 for infor
mation relating to litigation with respect to the constitutionality
ofthe limitation of liability provisions of the Price-Anderson Act.
Property damage coverage for the company's nuclear facili
ties is provided through membership in Nuclear Mutual
Limited (NML). IfNMLs losses were to exceed its reserves,
the company would be liable for additional assessments of
up to approximately $27,000,000, representing 14 times
thecompanyscurrentannual premiumto NML.

8. Quarterly Financial Data (Unaudited)
A summary of quarterly financial data for 1977 and 1976 is as follows (dollars in thousands except per share data):
Electric
Earnings per
Net
Operating
Electric
Common Share
Income
Income
Revenues
1977 by Quarters*
$0.60
$50,393
$58,282
$330,163
Fourth
0.47
40,854
47,559
329,948
Third
0.46
40,062
50,140
278,113
Second
0.88
61,040
73,905
328,750
First
1976 by Quarters*
$0.59
$43,525
$55,229
$283,451
Fourth
0.72
50,965
64,748
289,114
Third
0.42
34,274
50,522
258,414
Second
0.67
44,937
62,918
277,379
First
*Quarterly earnings generally fluctuate with seasonal weather conditions, the timing of rate increases (including fuel clause
adjustments-see graph on page 37) and scheduled and unscheduled maintenance of electric generating units, especially
nuclear-fueled units.

9. Current Replacement Cost (Unaudited)
Because of inflation and environmental and regulatory requirements, the cost of replacing the company's plant in
service today would significantly exceed the amounts
actually spentfor such facilities and reported in the company's
financial statements. Itisanticipated that as the replacement
costs of facilities are incurred in the future, electric rates will

reflect, under present regulatory procedures, the higher
depreciation expense associated with such investments.
Replacement cost data required by the Securities and
Exchange Commission is included in the companysannual
report Form 10-K) filed with the Commission.
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Financial Review and Management's Analysis.
Financing
To meet its capital requirements, the company has financed extensively with debt and equity securities and has raised additional
capital through other types of financings (dollars in thousands).
1977
1976
Price Per
Gross
Net
Gross
Net
Share
Proceeds
Proceeds
Proceeds
Proceeds
Common stock
Public sales
(5,500,000 shares March 29)
$21.25
$116,875
$113,573
(5,000,000 shares; March 16)
17.625
$ 88,125
$ 84,336
Stock Purchase-Savings Program for Employees
(443,471 shares)
21.67*
9,610
9,610
(418,563 shares)
19.69*
8,241
8,241
Dividend Reinvestment and Stock Purchase Plan
(191,781 shares)
21.74*
4,170
4,170
(179,807 shares)
20.08*
3,611
3,611
Employees' Stock Ownership Plan
(114,632 shares)
21.07*
2,415
2,415
(59,864 shares)

20.73*

Total common stock
Preferred stock
Preferred stock, 8.20% Series J,
$100 par (500,000 shares March 29 and June 16)
Preferred stock, 8.28% Series K,
$100 par (500,000 shares; September 14)
Total preferred stock
Long-term debt
First mortgage bonds
8Y8% Series Due 2007 (September 1)
11% Series Due 1994 (January 13)
8%8% Series Due 2006 (October 21)

1,241

133,070

129,768

50,000

49,702

50,000
100,000

50,172
99,874

125,000

123,056

Pollution control obligations (June 8)

Total debt securities
Other financings
Nuclear fuel trust (December 30)
Capitalized real estate leases (March 29)

Total other financings
Total long-term debt
Total

101,218

9

19,250
100,000

19,160
99,169

2,420

125,000

123,056

1,000

1,000

1,241

121,670

2,34

120.693
1443

_17700

1,000

1,000

_17,00

17,443

126,000
$359,070

124,056
$353,698

139,370
_$240,88

13816
$23565

*Average

Stock Market Information
At December 31, 1977 and 1976, the company had approximately 90,800 and 83,300 holders of common stock, respectively
During 1977 approximately 10,033,000 shares of common stock were traded as compared to 9.563,000 during the previous
year.
CDividend
Stock Price Range
Common Stock
Per Share
Hiqh
Low
1977 by Ouarter
Fourth
$0.43
$22%
$20Y
Third

Second
First
1976 by Quarter
Fourth
Third
Second
First

38

0.40

232

0.40
0.40

22%N

19A
20Y8

$0.40
0.375
0,375

$23%8
22%
19%8

$194
19
16%

0.375

202

174

23 Y8

20Y8

8. Quarterly Financial Data (Unaudited)
A summary of quarterly financial data for 1977 and 1976 is as follows (dollars in thousands except per share data):
Electric
Earnings per
Net
Operating
Electric
Common Share
Income
Income
Revenues
1977 by Quarters*
$0.60
$50,393
$58,282
$330,163
Fourth
0.47
40,854
47,559
329,948
Third
0.46
40,062
50,140
278,113
Second
0.88
61,040
73,905
328,750
First
1976 by Quarters*
$0.59
$43,525
$55,229
$283,451
Fourth
0.72
50,965
64,748
289,114
Third
0.42
34,274
50,522
258,414
Second
0.67
44,937
62,918
277,379
First
*Quarterly earnings generally fluctuate with seasonal weather conditions, the timing of rate increases (including fuel clause
adjustments-see graph on page 37) and scheduled and unscheduled maintenance of electric generating units, especially
nuclear-fueled units.

9. Current Replacement Cost (Unaudited)
Because of inflation and environmental and regulatory requirements, the cost of replacing the company's plant in
service today would significantly exceed the amounts
actually spent for such facilities and reported in the company's
financial statements. It is anticipated that as the replacement
costs of facilities are incurred in the future, electric rates will

reflect, under present regulatory procedures, the higher
depreciation expense associated with such investments.
Replacement cost data required by the Securities and
Exchange Commission is included in the company's annual
report (Form 10-K) filed with the Commission.
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Financial Review and Management's Analysis.
for the Years Ended December 31, 1977 and 1976'
AVERAGE KWH CONSUMPTION
PER RESIDENTIAL CUSTOMER
12,500

Rate Matters

Fuel Used in Electrc Generation

In all three jurisdictions, the company s
electric rate schedules (other than fuel
adjustment) were last increased in

Fuel expense rose 24 percent in 1977,
reflecting the continued escalation in fuel
prices, plus increased generation from
less efficient fossil-fueled stations
and combustion turbine units. The growth
in kilowatthour generation was supplied
predominately by fossil-fueled stations,
although nuclear generation for 1977 was
slightly above 1976.
The 1976 increase in fuel expense of
18 percent reflected increased overall
generation resulting in higher fuel require
ments, coupled with a 15 percent decline
in nuclear generation. Unanticipated

12,000older

The company continues to adjust rates
in all three jurisdictions to reflect fluctuations in fuel expense. These procedures
entail 60 to 90-day lags from the date
changes in fuel expense occur until they
are reflected in customers ills. Total
revenues under such procedures amounted to $119,900,000 in 1977 and
$57,800,000 in 1976.

11,500

11,000
10500
10.000
1973

1

Klowtthor Slesmaintenance

1973
196 197177 197

Increases in kilowatthour sales for 1977
were primarily due to weather conditions
inthe company's service area as indicated
by the increase in the average kilowatt

AVERAGE KWH CONSUMPTION
PER
GENERAL SERVICE
CUSTOMNERASEVC

CUSTOMERNeInecaganPucaePor

60,000

hour consumption per customer, particu

57,500

55O
52,500

50,000

larly the residential and general service
customers. The 1976 increase in kilowatthour sales was due primarily to the effects
of the area's economic recovery
Othe fatorsconribtingto he icreses
Other
i
foacthor conribtngt
ls
the ninrease
i
owateourses r the cotinug

In 1977, the company made fewer energy
sales to its neighboring utilities than it had
in the two preceding years. Less power
was available for sale to these other
utilities as a result of the company's
efforts to maintain adeguate coal inven
tories to meet the increasing demands

ith tom
but oderters
sp0
eria
ofcsters tgte
ihs m
specal sles.by

placed on its coal-fired stations, coupled
with coal procurement problems caused
severe weather and strikes. In addition.
to the scheduled refueling of the
nuclear units during the summer months
and unscheduled outages of generating
units during the year, the company did
not have the generating capability available
to make energy sales to other utilities.
Other Operation, Maintenance and
ercainEpss

47,500due
1973

1974

1975

1976

1977

AVERAGE KWH CONSUMPTION
PER INDUSTRIAL CUSTOMER
30000

1973

1974

1975

1976

1977
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requirements prevented the

company s Oconee Nuclear Station from
operating at the 1975 level.

Elec tric Revenues
Electric revenues for 1977 increased 14
percent over 19 76 ref lecti ng a seven percent increase in kilowatthour sales and
the collection of higher revenues through
fuel cost adjustment procedures. Electric
revenues for 1976 increased 19 percent
compared to 1975. Ths increase reflected
the full impact of rate ncreases implemented in mid-1975 an eight percent
increase in kilowatfhour sales, and the
Scontinuation of revenue collections under
fuel cost adjustment procedures.

Other operation expenses increased 18
percent in 1977 and 12 percent in 1976
due to increases ingeneration, number
of employees and salaries, wages and
benefits, including higher retirement plan
costs resulting from voluntary improve
ments as well as compliance with the

Employee Retirement Income Security
Act of 1974. The 36 percent increase in
maintenance expense for 1977 was
1977menwas
foaor
prmainac exne
primarily due to major equipment repairs
at various generating stations, to extended
refueling outages at the Oconee Nuclear
Station and to the increased maintenance
requirements of the company's overhead
power lines and rights-of-way The 1976
increase in maintenance expense of 11
percent was essentially due to the same
factors.
fatr.creased
The leveling of depreciation expense for
1977 reflected the minimal additions to
plant in
plntinsevie
uin te ea Te 0
percent increase in depreciation expense1977

percn
reflected thedhefulprecto
full impact epeacne
of placing
for
1976 inc6reasced
unit 2 of the Belews Creek Steam Station
service
into commercial
175.in
lae 1975.
ervie iin late
intocomercal
Tax Expense
General taxes increased 12 percent in
1977 reflecting the revenue growth
which produced greater gross receipts
taxes, and higher payroll taxes resulting
from a larger number of employees and
higher average compensation levels. The
12 percent increase in 1976 was due to
increased gross receipts taxes and to
property tax increases resulting from
increased electric plant in service.
The 13 percent decrease in total income
tax expense for 1977 reflected lower
operating income before income taxes,
mainly due to increases in fuel and maintenance expenses. The 1976 increase of

FUEL EXPENSE VS. FUEL BILLED

Other Income
primarily to increases in the allowance
fralfnsue uigcntuto
aringsto
fAr and usid
the
ens
ADO atheuiy
component lu une
borrowe
Itreswedcmonent increaed 41der

toCustomer*
Amount Billed
10

1000

cwg
The average investment in OWIP in
45 percent in 1977 and 16 per-.70
cent in 1976 largely because no generating
units were completed and placed in
invest
years.
the two
service
units
underThe
construcment induring
generating

1

tion and associated fuel represented 90
preto WPa eebr3,97
ern of sbidariecesed
nrae
fsbiire
Erig
1977 and in 1976 primarily as a result
of lot sales by Crescent Land & Timber
Corp.
Interest Deductions and Preference and
Preferred Dividends

2

3

1

4

2

3

4

Otrs.
Years

*North Carolina RetailiFormula

EARNINGSPER
SHARE BY QUARTER
$1.00

To finance its continuing construction
program, the company issued additional
securities in both 1977 and 1976 (see
Financings") which resulted in increases
in interest and preferred dividends of
seven percent for 1977 and two percent
for 1976. Other interestexpense decreased
57 percent in 1976 because of a lower

.88
80
.67
60
.47
.42.4

standing. coupled with lower short-term
interest rates.

20

71 percent resulted primarily from higher

revenues produced by rate increases
placed into effect in mid-1975.

1.2000

(Cents per Kilowatthouri

1

Quarterly earnings generally fluctuate with

seasonal weather conditions. In both
1977 and 1976, quarterly earnings also
were affected by varying fuel expense
resulting from changes in generation mix.
Nuclear generation decreased and fossil
fueled generation increased during periods
of refueling and nuclear plant main
tenance. Quarterly earnings were affected
further bythe lag inherent in revenue billing
procedures applicable to fuel expense.
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2

3

4

1

2
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Financing
To meet its capital requirements, the company has financed extensively with debt and equity securities and has raised additional
capital through other types of financings (dollars in thousands).
1977
1976
Price Per
Gross
Net
Gross
Net
Share
Proceeds
Proceeds
Proceeds
Proceeds
Common stock
Public sales
(5,500,000 shares: March 29)
$2125
$116,875
$113,573
(5,000,000 shares, March 16)
17.625
$ 88125
$ 84,336
Stock Purchase-Savings Program for Employees
(443,471 shares)
21.67*
9,610
9,610
(418,563 shares)
19.69*
8,241
8,241
Dividend Reinvestment and Stock Purchase Plan
(191,781 shares)
21.74*
4,170
4,170
(179,807 shares)
20.08*
3611
3,611
Employees' Stock Ownership Plan
(114,632 shares)
21.07*
2,415
2,415
(59,864 shares)

20.73*

Total common stock

133,70

Preferred stock
Preferred stock, 8.20% Series J,
$100 par (500,000 shares; March 29 and June 16)
Preferred stock, 8.28% Series K,
$100 par (500,000 shares; September 14)
Total preferred stock
Long-term debt
First mortgage bonds
8Y8% Series Due 2007 (September 1)
11% Series Due 1994 (January 13)
8%/% Series Due 2006 (October 21)
Pollution control obligations (June 8)
Total debt securities
Other financings
Nuclear fuel trust (December 30)
Capitalized real estate leases (March 29)

Total other financings
Total long-term debt
Total

1976

50,000

49,702

50,000
100,000

50,172
9984

125,000

123,056

125Q00

12,06

1,000

1,000

1900

1j000

1,241

1,241

10,28

7,429

19,250
100000
2,420
121,70

19,160
99,169
2,364
120.693

_

126,00
$359070

..124,06
$353,698

17,70
19,70
$240588

17443
138,16
$235 565

*Average

Stock Market Information
At December 31, 1977 and 1976, the company had approximately 90,800 and 83,300 holders of common stock, respectively.
During 1977 approximately 10,033,000 shares of common stock were traded as compared to 9.563,000 during the previous
year.
Dividend
Stock Price Range
Common Stock
1977 by Quarter
Fourth
Third
Second

First

Per Share

High

Low

$0.43
0.40
0.40

$2214

$20Y8
2O3Y8
1 M8~
2
os

$0.40
0$375
0.375
0.375

$15$23168
2288
119Y2
202

0.40

1976 by Quarter
Fourth
Third
Second
First
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232

23 Y8s

224

19
16
17517

1Y

Duke Power Company

Suanmary of Operations
1977
CONDENSED STATEMENT OF INCOME (thousands)
Electric revenues
Residential
General service
Industrial
Wholesale and other energy sales
Other revenues
Total electric revenues
Electric expenses
Fuel used inelectric generation
Net interchange and purchased power (credit)
Other operation and maintenance
Depreciation
General taxes
Incometaxes
Total electric expenses
Electric operating income
Other income
Allowance for all funds used during construction
Other income, net (deduction)
Income taxes-credit
Interest deductions
Net income
Dividends on preference and preferred stocks
Earnings for common stock
Dividends on common stock
Earnings retained for use in the business
COMMON STOCK DATA
Shares of common stock-year end (thousands)
-average (thousands)
Per share of common stock
Earnings
Dividends
Book value-year end
Market value-high-low
-year end
ELECTRIC AND OTHER STATISTICS
Kilowatthour sales (millions)
Residential
General service
Industrial
Wholesale and other energy sales
Total kilowatthour sales
Number of customers - year end
Residential
Other
Total customers
Residential customer data
Average annual KWH use
Average revenue billed per KWH
Number of employees - year end
Operating and maintenance
General plant construction and engineering
Source of energy (millions of KWH)
Generated-Coal
-Nuclear
-Hydro
-Oilandgas
Net interchange and purchased power
System average heat rate
System load factor

1975

1976

1974

1973

$ 424,081
256,439
402,003
173,832
10,619
1,266,974

$ 372,348
227,867
361,310
149,094
C2,261)
1,108,358

$ 324,437
200,292
315,286
124,692
(34,323)
930,384

$ 269,105
156,562
254,999
98,493
39,644
818,803

$ 212,213
122,788
189,879
66,274
3,172
594,326

493,818
(318)
201,548
114,974
95,309
131,757
1,037,088
229,886

399,770
(28,815)
164,203
110,644
85,215
143,924
874,941
233,417

338,024
(11,588)
146,858
100,995
75,757
92,542
742,588
187,796

333,399
8,495
126,259
83,914
64,710
55,380
672,157
146,646

191,861
28,575
107,466
70,459
49,776
34,293
482,430
111,896

61,725
62,441*
4,847
8,223
22,963
26,291
(149,251)
(134,492)*
173,701
192,349
34,990
38,879
138,711
153,470
87,833
103,755
$ 49,715 $ 50,878

54,794
(1,469)
21,789
(145,767)
117,143
34,344
82,799
70,949
$ 11,850

62,159
5,086
16,094
(127,182)
102,803
28,534
74,269
59,263
$ 15,006

59,459
1,093
15,406
(91,535)
96,319
27,456
68,863
54,036
$ 14,827

65,430
63,630

59,180
57,767

53,521
51,020

47,836
42,618

38,751
38,465

$2.41
$1.63
$20.53
$23Y2-19%s
$22

$2.40
$1.525
$19.67
$23%8-16%
$22

$1.62
$1.40
$18.98
$19%-104
$19Y2

$1.74
$1.40
$19.47
$204-10
$10%

$1.79
$1.40
$20.48
$23Y 4-16
$17Y4

12,462
8,623
19,188
8,575
48,848

11,327
7,987
18,417
7,902
45,633

10,806
7,567
16,736
7,029
42,138

10,325
7,053
17,881
7,085
42,344

10,186
7,287
18,848
6,838
43,159

1,024,712
168,351
1,193,063

989,501
161,464
1,150,965

969,863
156,396
1,126,259

951,459
154,221
1,105,680

931,020
152,132
1,083,152

12,260
3.40D

11,528
3.29T

11,237
3.00r

10,927
2.61Z

11,072
2.08D

8,816
6,782

8,367
4,916

8,077
3,729

8,103
4,240

7,938
5,125

37,184
13,008
1,852
303
31
9,743
62.0%

35,875
12,978
1,961
13
(1,656)
9,616
64.6%

28,202
15,290
2,736
57
(776)
9,777
61.6%

34,810
6,761
2,320
1,236
503
9,780
64.1%

37,036
2,402
2,377
2,218
2,469
9,713
64.2%

*See Note 1 (Item A,"Additions to Electric Plant") of notes to financial statements for 1977 changes in financial statement presentations.
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Subsidiaries
Crescent Land & Timber Corp.
In the course of buying property for power
developments, it is inevitable that land
not necessary or useful in utility operations
also will be acquired. Over the years,
Duke and affiliated corporations have
acquired some 270,000 acres of such
non-utility lands in its service area.
Crescent Land & Timber Corp., was
organized in 1969 to manage these properties, which consist primarily of farm and
timber lands adjoining Duke's hydroelectric facilities.
Timber harvesting and reforestation
continue to be the primary function of this
subsidiary. In 1977, Crescent harvested
26.5 million board feet of timber and
45,527 cords of pulpwood. More than 49
million seedlings have been planted on
over 70,000 acres of company lands
since the reforestation program began in
1939. Crescent is currently planting new
trees at the rate of 1.3 million per year.
Much of Crescent's lakeside properties
has been leased to individuals for recreational homesites. In 1975, Crescent began
selling these sites, based on their
appraised value, to qualified leaseholders.
The Eastover Companies
Eastoverutor,
anzd Eastoer
Company
nn
Eastved
Land Company were organized in the
early 1970*s to help assure Duke an
adequate supply of low-sulfur coal for its
coal-fired generating units. The primary
function of Eastover Land Company is
to hold title to coal reserves in the
Appalachian region the actual mining of
these reserves is accomplished by
Eastover Mining Company.
On December 31, 1977, Eastover Land
Company owned or had controlling
interest in coal reserves with an estimated
243,000,000 tons of recoverable coal.
Those reserves are located in eastern
Kentucky and western Virginia.
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Approximately 1,900000 tons of coal
were received by Duke from the Eastover
mines in 1977, representing about 12
percent of Dukes total coal requirements,
compared to 2,250,000 tons, or 17 per
cent, in 1976. Although production levels
at some mines showed marked improve
ment over the previous year, overall
production for the Eastover mines declined
from the 1976 level due to labor disputes,
extensive flooding in the Appalachian
region during the spring months, and
extremely cold weather
Mill-Power Supply Company
When electricity first came to the Piedmont
Carolinas in 1904, many of the area's
textile mills could not use this new
energy form because their machinery
was driven by other sources of power,
primarily water. Mill-Power Supply
Company was organized in 1910 to
provide the wires, cables, transtormers,
motors and other electrical equipment
needed to convert these mills to electricity.
Today, Mill-Power is the authorized dis
tributor for many of the largest
manufacturers of electrical equipment in
the country. and is the largest, single
house electrical equipment distributor in
the Southeast. In addition to selling items
to Duke and others as a wholesale distrib
this subsidiary serves as purchasing
agent for virtually all supplies, equipment
adfe eurdb ue
To help offset a slowdown in electrical
construction and increased competition
in the electrical equipment market, a
number of marketing innovations were
initiated in 1977 to create sales to
customers previously not served by this
subsidiary.

Subsidiary Investments

December 31

1976

1977

(dollars in thousands)

Property and investments - at cost

Real estate, recreational and land development
Coal mining
Net current assets, principally

receivables and inventories
Total assets
Long-term notes
Coal production commitments
Deferred income taxes
Total liabilities
Parent company investments and advances
Net advances to (from) parent
Net assets of subsidiaries

$ 31,702
103,293

$ 32,126
109051

9,543

9,50
$144,345

$150,720
C31,309)
(51,520)
C25,162)

(33,977)
(45,472)
(31,324)

(107,991)
36,354

(110,773)
39,947
474
$

3241264
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31,70210

Board of Directors
#+CARL HORN, JR.
Chairman and Chief Executive
Officer
Duke Power Company
*DR. NAOMI G. ALBANESE
Dean, School of Home
Economics
University of North Carolina
at Greensboro

+JOHN D.HICKS
Senior Vice President
Public Affairs
Duke Power Company
#HOWARD HOLDERNESS
Chairman of the Board
Jefferson Pilot Corporation
#HERMAN W.LAY
Chairman of the Executive
Committee
PepsiCo. Inc.
(lmfg. and dist. of soft drinks.
snack foods. sporting goods:

+DOUGLAS W BOOTH
Executive Vice President
Duke Power Company

wiesa
+WILLIAM S. LEE
Executive Vice President

*THOMAS H. DAVIS
President and Treasurer
Piedmont Aviation, Inc.
DR. ROBERT C. EDWARDS
President
Clemson University

#REECEA OVERCASH
President
Associates Corporation of
North America
ce-cos lending
comrcen
isrne

##B. B PARKER
President and Chief
Operating Officer
Duke Power Company
*ASAL1
Hary irPIKN fCKENs
Honrar Cam ofaTrustees
The Duke Endowment
+AUSTIN C THIES
Senior Vice President
Production and Transmission

BUCK MICKEL
Chairman of the Board
Daniel International Corporation
(industrial and commercial
construction)

*JOHN L. FRALEY
Vice Chairman and Chief
Executive Officer

.

Partner i
T
Watkin Vde
Gable & Gray

Iro
irven

Carolina Freight Carriers
Corporation

+,

#+WILLIAM H. GRIGG
Senior Vice President
Legal and Finance
Duke Power Company
*

PAUL H. HENSON

Chairman of the Board
United Telecommunications, Inc.

Management Changes
The following management changes were
made during 1977:
John D.Hicks, from Vice President.
Corporate Affairs, to Senior Vice President,
Public Affairs: Steve C. Griffith, Jr., from
General Counsel to Vice President and
General Counsel: Robert J. Ashmore,
from Assistant to the Senior Vice
President, Legal and Finance, to Assistant

Vice President, Finance Administration:
Robert L Henson, from Manager, Electrical
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Maintenance and Construction, to Assistant Vice President. Transmission
Substations: and E.Bruce Shuler from
Manager Transmission Lines, to Assistant
Vice President, Transmission Lines. Edwin
D. Powell, Assistant Vice President,
Production and Transmissions, retired.
W.T Robertson, Jr., was named President
of Mill-PowerSupply Company succeeding
Thomas J. Garrett, who retired. Also

retiring in 1977 was Carl J. Blades. Vice
President, Real Estate.

The company was saddened by the death
on March 6. 1977. of Franz W.Beyer,
Vice President. System Planning: and by
the death on January 10. 1978, of A.
Mel Doolittle, Vice President. Distribution
Engineering. Construction and Operations
At its January 31. 1978, meeting, the
Board of directors elected E.N. Hedgepeth,
Jr., to Vce President Distribution Engi
neering, Construction and Operations.

succeeding Mr. Doolittle:' and Paul H.
Mann. Jr, to Vice President Operation,
succeeding Lloyd P Julian. who retired.

Officers
CARL HORN, JR.
Chairman of the Board and
Chief Executive Officer

ROBERT L.DICK
Vice President
Construction
STEVE C GRIFFITH, JR.
Vice President and
General Counsel

B. B. PARKERWILARSTMRPrsdn
B.B AKRPORTER
A. HAUSER
President and
Vice President
Chief Operating Officer
Finance Administration

Subsidiaries
HERMAN H. HERMELINK
President
Crescent Land & Timber Corp.
ROBERT M. MOORE

Controller

Eastover Land Company

ROBERT J ASHMORE

NrMAnY

mnsion

DOUGLAS W.BOOTH
Executive Vice President

EP
Vice Pedet

WILLIAM
I SD
EAssistant
Executive Vice President

si t
Construction and Operations

ROBERT Vice
L. HENSON
President
Transmission Substations

WILLIAM H. GRIGG
Senior Vice President
Legal and Finance

FRANK A.JENKINS
Vice President
Transmission

AMUEL T LATTiMeRE
Assistn
vices

JOHN D. HICKS
Senior Vice President
Pubic ttarsDivision
Public Affairs

J, WESLEY LEWIS
Vice President
Operations

RICHARD R.PIERCE
Assistant Vice President

AUSTIN C. THIES
Senior Vice President
Production and Transmission

JOE S. MAJOR, JR.
President
Vice
rAssistant
Personnel

E, BRUCE SHULER
Vice President

KEITH ARLEDGE
Vice President
Western Division

VicE PreidN

LEWIS FCAMP

Northern Division

Assiat Sera

THOMAS C. BERRY
Vice President
Southern Division

PAULH MANN,JR
Vice President
Operation
WARREN H. OWEN
Vice President
Design Engineering

WILLIAM J. BURTON
Vice President
Corporate Communications
HENRY L. CRANFORD
Vice President
Central Division
DONALD H. DENTON, JR.
Vice President
Marketing

Jiance

GEORGE W FERGUSON, JR.
Secretary and
Deputy General Counsel
RICHARD C RANSON
Treasurer

WILLIAM 0. PARKER. JR.
Vice President
TeAM P

TI

Vice President
Eastern Division

Eastover Mining Company
W.T ROBERTSON, JR.
President
Mil-Power Supply Company

CroaeCmuiain

an

JOHn cODaNJ
DOROTHEA B. STROUPE
Assistant Secretary
W BRUCE SHANNON
Assistant Treasurer
Assistant Controller
KENNETH C STONEBRAKER
Assistant Controller
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