Edgar Filing: DUKE ENERGY CORP - Form S-3

DUKE ENERGY CORP
Form S-3
February 28, 2003

AS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION ON FEBRUARY 28, 2003

REGISTRATION NO. 333-

333-
333-
333-
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM S-3
REGISTRATION STATEMENT
UNDER
THE SECURITIES ACT OF 1933
DUKE ENERGY CORPORATION
(Exact name of registrant as specified in its charter)

DUKE ENERGY CORPORATION NORTH CAROLINA 56-0205520
DUKE ENERGY CAPITAL TRUST III DELAWARE 52-2171524
DUKE ENERGY CAPITAL TRUST IV DELAWARE 52-2171526
DUKE ENERGY CAPITAL TRUST V DELAWARE 56-6575443

(Exact name of each registrant as (State or other jurisdiction of (I.R.S. Employer Iden
specified incorporation Nos.)

in its charter)

or organization)

526 SOUTH CHURCH STREET
CHARLOTTE, NORTH CAROLINA 28202

(704) 594-6200
(Address, including zip code, and telephone number,

including area code, of registrant's principal executive offices)

ROBERT P. BRACE
EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER
DUKE ENERGY CORPORATION
526 SOUTH CHURCH STREET
CHARLOTTE, NORTH CAROLINA 28202
(704) 382-3400

(Name, address, including zip code,

and telephone number,

including area code, of agent for service)

Approximate date of commencement of proposed sale to the public:

VINCENT PAGANO, JR., ESQ.
SIMPSON THACHER & BARTLETT
425 LEXINGTON AVENUE
NEW YORK, NEW YORK 10017
(212) 455-2000

From time

to time after the effective date of this registration statement as determined by

market conditions and other factors.



Edgar Filing: DUKE ENERGY CORP - Form S-3

If the only securities being registered on this form are being offered
pursuant to dividend or interest reinvestment plans, please check the following
box. [ ]

If any of the securities being registered on this form are being offered on
a delayed or continuous basis pursuant to Rule 415 under the Securities Act of
1933, other than securities offered only in connection with dividend or interest
reinvestment plans, please check the following box. [X]

If this form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. [ ]

If this form is a post-effective amendment filed pursuant to Rule 462 (c)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. [ ]

If delivery of the prospectus is expected to be made pursuant to Rule 434,
please check the following box. [ 1]

PROPOSED
MAXIMUM OFFERING
TITLE OF EACH CLASS OF AMOUNT TO BE PRICE PER UNIT
SECURITIES TO BE REGISTERED REGISTERED (1) (1) (2) (3)

Duke Energy Corporation Senior Notes............. $
Duke Energy Corporation Junior Subordinated

K i = $
Duke Energy Corporation First and Refunding

MOrtgage BONAdS . ..ttt eeeeeneeeeeeeeeennnnnnns $
Duke Energy Corporation Common Stock, without par

VALUE (D) vt ittt e et e e e e e e e e e e e e e e e e S
Duke Energy Corporation Stock Purchase

[0 o o= o = $
Duke Energy Corporation Stock Purchase Units..... $
Duke Energy Capital Trust III Trust Preferred

Securities. ... e e $
Duke Energy Capital Trust IV Trust Preferred

Securities. ... e e $
Duke Energy Capital Trust V Trust Preferred

Securities. ... e $
Duke Energy Corporation Guarantees with respect

to Trust Preferred Securities of Duke Energy

Capital Trust III, Duke Energy Capital Trust IV

and Duke Energy Capital Trust V(6) (7) ....evene... $
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(1) There are being registered hereunder such presently indeterminate number or
principal amount of Senior Notes, Junior Subordinated Notes, First and
Refunding Mortgage Bonds, shares of Common Stock, Stock Purchase Contracts
and Stock Purchase Units of Duke Energy Corporation and such presently
indeterminate number of Trust Preferred Securities of Duke Energy Capital
Trust III, Duke Energy Capital Trust IV and Duke Energy Capital Trust V with
an aggregate initial offering price, when combined with the same securities
registered on Registration Statement No. 333-85486, not to exceed
$1,500,000,000. Duke Energy Corporation Junior Subordinated Notes also may
be issued to Duke Energy Capital Trust III, Duke Energy Capital Trust IV or
Duke Energy Capital Trust V and later distributed upon dissolution and
distribution of the assets thereof, which would include such Junior
Subordinated Notes for which no separate consideration will be received. An
indeterminate number of shares of Common Stock may also be issued by Duke
Energy Corporation (i) upon settlement of the Stock Purchase Contracts or
Stock Purchase Units of Duke Energy Corporation or (ii) upon conversion of
any of the Senior Notes, Junior Subordinated Notes or First and Refunding
Mortgage Bonds which, by their terms, have convertible features. Pursuant to
Rule 457 (o) under the Securities Act of 1933, which permits the registration
fee to be calculated on the basis of the maximum offering price of all the
securities listed, the table does not specify by each class information as
to the amount to be registered, proposed maximum offering price per unit or
proposed maximum aggregate offering price.

(2) Estimated solely for the purpose of determining the registration fee.
(3) Exclusive of accrued interest and distributions, if any.

(4) As permitted by Rule 429 under the Securities Act of 1933, the prospectus
included herein is a combined prospectus which also relates to Registration
Statement No. 333-85486 previously filed by Duke Energy Corporation as to
which securities having an aggregate offering price of $139, 925,000 remain
unsold. The registration fee of $12,873 associated with such securities was
previously paid. Accordingly, the registration fee consists of $110,030 paid
herewith and the $12,873 previously paid. This registration statement shall
act, upon effectiveness, as Post-Effective Amendment No. 1 to Registration
Statement No. 333-85486.

(5) Includes Duke Energy Corporation Preference Stock Purchase Rights. Prior to
the occurrence of certain events, purchase rights for Duke Energy
Corporation Series A Participating Preference Stock will not be evidenced
separately from the Duke Energy Corporation Common Stock.

(6) No separate consideration will be received for the Duke Energy Corporation
Guarantees. Pursuant to Rule 457 (n) under the Securities Act of 1933, no
separate fee is payable in respect of the Duke Energy Corporation
Guarantees.

(7) Includes the obligations of Duke Energy Corporation under the respective
Trust Agreements, the Subordinated Indenture, the related series of Junior
Subordinated Notes, the respective Guarantees and the respective Agreements
as to Expenses and Liabilities, which include the Corporation's covenant to
pay any indebtedness, expenses or liabilities of the Trusts (other than
obligations pursuant to the terms of the Trust Preferred Securities or other
similar interests), all as described in this registration statement.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
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FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL THEREAFTER BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8 (a) OF
THE SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATE AS THE SECURITIES AND EXCHANGE COMMISSION, ACTING
PURSUANT TO SAID SECTION 8(a), MAY DETERMINE.

The information in this prospectus is not completed and may be changed. We may
not sell these securities until the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus 1is not an offer
to sell these securities and it is not soliciting an offer to buy these
securities in any state where the offer or sale of these securities is not
permitted.

SUBJECT TO COMPLETION, DATED FEBRUARY 28, 2003
PROSPECTUS
$1,500,000,000
DUKE ENERGY CORPORATION

Senior Notes
Junior Subordinated Notes
First and Refunding Mortgage Bonds
Common Stock
Stock Purchase Contracts
Stock Purchase Units

DUKE ENERGY CAPITAL TRUST III
DUKE ENERGY CAPITAL TRUST IV
DUKE ENERGY CAPITAL TRUST V

Trust Preferred Securities
Guaranteed, to the extent described herein, by

DUKE ENERGY CORPORATION

This prospectus contains summaries of the general terms of these
securities. You will find the specific terms of these securities, and the manner
in which they are being offered, in supplements to this prospectus. You should
read this prospectus and the applicable prospectus supplement carefully before
you invest.

The Common Stock of Duke Energy is listed on the New York Stock Exchange
under the symbol "DUK."

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or passed upon the
adequacy or accuracy of this prospectus. Any representation to the contrary is a
criminal offense.

This prospectus is dated , 2003.
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You should rely only on the information contained in or incorporated by
reference in this prospectus. We have not authorized anyone to provide you with
information that is different. We are not making an offer to sell these
securities in any jurisdiction where the offer is not permitted. You should not
assume that the information provided by or incorporated by reference in this
prospectus is accurate as of any date other than the date of the document
containing the information.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that Duke Energy, Duke
Energy Capital Trust III, Duke Energy Capital Trust IV and Duke Energy Capital
Trust V filed with the SEC utilizing a "shelf" registration process. Under the
shelf registration process, Duke Energy may issue Senior Notes, Junior
Subordinated Notes, First and Refunding Mortgage Bonds, Common Stock, Stock
Purchase Contracts and Stock Purchase Units and the Trusts may issue Preferred
Securities in one or more offerings up to a total dollar amount of
$1,500,000,000.

This prospectus provides general descriptions of the securities Duke Energy
and the Trusts may offer. Each time securities are sold, a prospectus supplement
will provide specific information about the terms of that offering. The
prospectus supplement may also add, update or change information contained in
this prospectus. The registration statement filed with the SEC includes exhibits
that provide more details about the matters discussed in this prospectus. You
should read this prospectus, the related exhibits filed with the SEC and any
prospectus supplement, together with the additional information described under
the caption "Where You Can Find More Information."
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Unless we have indicated otherwise, or the context otherwise requires,
references in this prospectus to "Duke Energy," "we," "us" and "our" or similar
terms are to Duke Energy Corporation and its subsidiaries.

DUKE ENERGY CORPORATION

Duke Energy, together with its subsidiaries, an integrated provider of
energy and energy services, offers physical delivery and management of both
electricity and natural gas throughout the United States and abroad. Duke
Energy, together with its subsidiaries, provides these and other services
through seven business segments:

o Franchised Electric

o Natural Gas Transmission
o Field Services

o Duke Energy North America
o International Energy

o Other Energy Services

o Duke Ventures

Franchised Electric generates, transmits, distributes and sells electricity
in central and western North Carolina and western South Carolina. It conducts
operations primarily through Duke Power and Nantahala Power and Light. These
electric operations are subject to the rules and regulations of the Federal
Energy Regulatory Commission, or FERC, the North Carolina Utilities Commission,
or NCUC, and the Public Service Commission of South Carolina, or PSCSC.

Natural Gas Transmission provides transportation and storage of natural gas
for customers throughout the east coast and southern portion of the United
States and in Canada. Natural Gas Transmission also provides distribution
service to retail customers in Ontario and British Columbia and gas gathering
and processing services to customers in British Columbia. Natural Gas
Transmission does business primarily through Duke Energy Gas Transmission
Corporation. Duke Energy acquired Westcoast Energy, Inc. on March 14, 2002.
Interstate natural gas transmission and storage operations in the United States
are subject to the FERC's rules and regulations while natural gas gathering,
processing, transmission, distribution and storage operations in Canada are
subject to the rules and regulations of the National Energy Board, the Ontario
Energy Board and the British Columbia Utilities Commission.

Field Services gathers, processes, transports, markets and stores natural
gas and produces, transports, markets and stores natural gas liquids, or NGLs.
It conducts operations primarily through Duke Energy Field Services, LLC, which
is approximately 30% owned by ConocoPhillips. Field Services operates gathering
systems in western Canada and 11 contiguous states in the United States. Those
systems serve major natural gas-producing regions in the Rocky Mountains,
Permian Basin, Mid-Continent, East Texas—-Austin Chalk-North Louisiana, and
onshore and offshore Gulf Coast areas.

Duke Energy North America develops, operates and manages merchant power
generation facilities and engages in commodity sales and services related to
natural gas and electric power. Duke Energy North America conducts business
throughout the United States and Canada through Duke Energy North America, LLC
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and Duke Energy Trading and Marketing, LLC. Duke Energy Trading and Marketing is
approximately 40% owned by Exxon Mobil Corporation.

International Energy develops, operates and manages natural gas
transportation and power generation facilities and engages in sales and
marketing of natural gas and electric power outside the United States and
Canada. It conducts operations primarily through Duke Energy International, LLC
and its activities target the Latin American, Asia-Pacific and European regions.

Other Energy Services is composed of diverse energy businesses, operating
primarily through Duke Energy Merchants Holdings, Duke/Fluor Daniel and Energy
Delivery Services. Duke Energy Merchants Holdings engages in commodity buying
and selling, and risk management and financial services in the energy commodity
markets other than natural gas and power (such as refined products, residual
fuels, crude oil and coal).

Duke/Fluor Daniel provides comprehensive engineering, procurement,
construction, commissioning and operating plant services for fossil-fueled
electric power generating facilities worldwide. It is a 50/50 partnership
between Duke Energy and Fluor Enterprises, Inc., a wholly owned subsidiary of
Fluor Corporation. Energy Delivery Services 1s an engineering, construction,
maintenance and technical services firm specializing in electric transmission
and distribution lines and substation projects.

Duke Ventures is composed of other diverse businesses, operating primarily
through Crescent Resources, LLC, DukeNet Communications, LLC and Duke Capital
Partners, LLC. Crescent Resources develops high-quality commercial, residential
and multi-family real estate projects and manages land holdings primarily in the
southeastern and southwestern United States. DukeNet Communications develops and
manages fiber optic communications systems for wireless, local and long distance
communications companies and selected educational, governmental, financial and
health care entities. Duke Capital Partners, a wholly owned merchant banking
company, provides debt and equity capital and financial advisory services
primarily to the energy industry.

The foregoing information about Duke Energy and its business segments is
only a general summary and 1is not intended to be comprehensive. For additional
information about Duke Energy and its business segments, you should refer to the
information described under the caption "Where You Can Find More Information."

Duke Energy is a North Carolina corporation. Its principal executive
offices are located at 526 South Church Street, Charlotte, North Carolina 28202
(telephone (704) 594-6200) .

RISK FACTORS

Before purchasing any securities we offer, you should carefully consider
the following risk factors as well as the other information contained in this
prospectus, any prospectus supplement and the information incorporated by
reference herein in order to evaluate an investment in our securities.

RISKS RELATED TO THE MARKET CYCLE OF OUR INDUSTRY
OUR RESULTS OF OPERATIONS MAY BE NEGATIVELY AFFECTED BY SUSTAINED DOWNTURNS OR

SLUGGISHNESS IN THE ECONOMY, INCLUDING LOW LEVELS IN THE MARKET PRICES OF
COMMODITIES, ALL OF WHICH ARE BEYOND OUR CONTROL.
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Sustained downturns or sluggishness in the economy generally affect the
markets in which we operate and negatively influence our regulated and
unregulated energy operations. Declines in demand for electricity as a result of
economic downturns in our Franchised Electric service territories will reduce
overall electricity sales and lessen our cash flows, especially as our
industrial customers reduce production and, thus, consumption of electricity.
Our Natural Gas Transmission and Field Services businesses may experience a
decline in the volume of natural gas shipped through their pipelines and
transport systems or gathered and processed at their plants, resulting in lower
revenue and cash flows, as lower economic output reduces energy demand. Although
our Franchised Electric business is subject to regulated allowable rates of
return and recovery of fuel costs under a fuel adjustment clause, and our gas
transmission is subject to mandated tariff rates, overall declines in
electricity sold or the volume of gas shipped as a result of economic downturn
or recession could reduce our revenues and cash flows, thus diminishing our
results of operations.

Our Duke Energy North America business sells power from generation
facilities into the spot market or other competitive power markets on a
contractual basis and enters into contracts to purchase and sell electricity,
natural gas and NGLs as part of our power marketing and energy trading
operations. With respect to such transactions, we are not guaranteed any rate of
return on our capital investments through mandated rates, and our revenues and
results of operations are likely to depend, in large part, upon prevailing
market prices for power, natural gas and NGLs in our regional markets and other
competitive markets. These market prices may fluctuate substantially over
relatively short periods of time. These factors could reduce our revenues and
margins and therefore diminish our results of operations.

Lower demand for the electricity we sell, for the natural gas we gather,
process and transport and in the market prices for electricity, natural gas and
NGLs result from multiple factors that affect our service territories and the
end markets where we sell electricity or ship natural gas, including:

- weather conditions;

- seasonality;

- supply of and demand for energy commodities, including any decreases in
the production of natural gas due to depressed prices for natural gas
which could negatively affect our gas transmission business due to lower
throughput and our energy trading business through lower prices;

- 1lliquid markets;

- general economic conditions, including downturns in the U.S. or other
economies which impact consumption;

— transmission or transportation constraints or inefficiencies which impact
our merchant energy operations;

- availability of competitively priced alternative energy sources;

- natural gas, crude oil, refined products and coal production levels;
— electric generation capacity;

- capacity and transmission service into, or out of, our markets;

- natural disasters, wars, embargoes and other catastrophic events to the
extent they affect our markets; and
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- federal, state and foreign energy and environmental regulation and
legislation.

These market factors have led to industry-wide downturns that have resulted
in the slowing down or stopping of new construction of power plants and
announcements by us and other energy suppliers and gas pipeline companies of
plans to sell non-core assets in order to boost liquidity or strengthen balance
sheets. Proposed sales by other energy suppliers and gas pipeline companies
could increase the supply of the type of assets we are attempting to sell which
could lead to our failing to execute such asset sales or obtaining lower prices
on completed asset sales.

OUR RISK MANAGEMENT PROCEDURES MAY NOT PREVENT LOSSES.

We actively manage the risk inherent in our energy, debt and foreign
currency positions. Although we have sophisticated risk management systems in
place that use advanced methodologies to quantify risk, these systems may not
always be followed or may not always work as planned. If prices significantly
deviate from historical prices, our risk management systems may not protect us
from significant losses. Adverse changes in energy prices, interest rates and
foreign currency exchange rates may result in economic losses in our earnings
and cash flows and our balance sheet under applicable accounting rules. Although
we devote a considerable amount of management effort to our trading, marketing
and risk management systems, their effectiveness remains uncertain.

OUR HEDGING PROCEDURES MAY NOT PROTECT OUR SALES AND NET INCOME FROM
VOLATILITY.

To lower our financial exposure related to price fluctuations, our
corporate marketing, trading and risk management operations routinely enter into
contracts to hedge the value of our assets and operations. As part of this
strategy, we routinely utilize fixed-price, forward, physical purchase and sales
contracts, futures, financial swaps and option contracts traded in the
over—the-counter markets or on exchanges. However, we do not cover the entire
exposure of our assets or our positions to market price volatility and the
coverage will vary over time. To the extent we have unhedged positions or our
hedging procedures do not work as planned, fluctuating commodity prices could
cause our sales and net income to be volatile.

OUR OPERATING RESULTS MAY FLUCTUATE ON A SEASONAL AND QUARTERLY BASIS.

Electric power generation and gas transmission are generally seasonal
businesses. In most parts of the U.S. and world in which we operate, demand for
power peaks during the hot summer months, with market prices also peaking at
that time. In other areas, demand for power peaks during the winter. In
addition, demand for gas and other fuels peaks during the winter, especially for
our natural gas businesses in Canada. As a result, our overall operating results
in the future may fluctuate substantially on a seasonal basis. Further, extreme
weather conditions such as heat waves or winter storms could cause these
seasonal fluctuations to be more pronounced. The pattern of this fluctuation may
change depending on the nature and location of our facilities and pipeline
systems and the terms of power sale contracts and gas transmission arrangements
we enter into.

RECENT DEVELOPMENTS AFFECTING THE WHOLESALE POWER AND ENERGY TRADING MARKETS
HAVE REDUCED MARKET ACTIVITY AND LIQUIDITY AND MAY CONTINUE TO ADVERSELY AFFECT
OUR RESULTS OF OPERATIONS.
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As a result of the energy crisis in California, the recent decline of
natural gas prices in North America, the filing of bankruptcy by Enron
Corporation, and investigations by governmental authorities into energy trading
activities and increased litigation related to these matters, companies
generally in the regulated and unregulated utility businesses have been impacted
negatively. In addition, certain participants have chosen to or have been forced
to exit from the energy trading markets, leading to a reduction in the number of
trading partners and lower trading revenues. Depressed spot and forward
wholesale power prices have resulted in substantially reduced revenues in our
merchant energy business and may continue to affect our earnings.

OUR PROFITABILITY MAY DECLINE IF THE COUNTERPARTIES TO OUR TRANSACTIONS FAIL TO
PERFORM IN ACCORDANCE WITH OUR AGREEMENTS WITH THEM.

Our marketing, trading and risk management operations are exposed to the
risk that counterparties to our transactions will not perform their obligations.
Should the counterparties to these arrangements fail to perform, we might be
forced to acquire alternative hedging arrangements, honor the underlying
commitment at then-current market prices or return a significant portion of the
consideration received for unused electricity

5

or gas under a long-term contract. In such event, we might incur additional
losses to the extent of amounts, if any, already paid to, or received from,
counterparties. In addition, in our marketing and trading activities, we often
extend credit to our trading counterparties. Despite performing credit analysis
prior to extending credit, we are exposed to the risk that we may not be able to
collect amounts owed to us. If the counterparty to such a financing transaction
fails to perform and any collateral we have secured is inadequate, we will lose
money.

WE MAY NOT BE ABLE TO SUCCESSFULLY MANAGE THE RISKS ASSOCIATED WITH SELLING AND
MARKETING PRODUCTS IN THE WHOLESALE POWER MARKETS.

We purchase and sell power at the wholesale level under the FERC's
market-based tariffs throughout the United States and also enter into short-term
agreements to market available energy and capacity from our generation assets
with the expectation of profiting from market price fluctuations. If we are
unable to deliver firm capacity and energy under these agreements, then we could
be required to pay damages. These damages would be based on the difference
between the market price to acquire replacement capacity or energy and the
contract price of the undelivered capacity or energy. Depending on price
volatility in the wholesale energy markets, such damages could be significant.

In the absence or upon expiration of power sales agreements, we must sell
all or a portion of the energy, capacity and other products from our facilities
into the competitive wholesale power markets. Unlike most other commodities,
electricity cannot be stored and must be produced concurrently with its use. As
a result, the wholesale power markets are subject to significant price
fluctuations over relatively short periods of time and can be unpredictable. In
addition, the price we can obtain for power sales may not change at the same
rate as changes in fuel costs. Given the volatility and potential for material
differences between actual power prices and fuel costs, if we are unable to
secure long-term purchase agreements for our power generation facilities, our
revenues would be subject to increased volatility and our financial results may
be materially adversely affected.

COMPETITION IN THE WHOLESALE POWER AND ENERGY TRADING MARKETS MAY ADVERSELY
AFFECT THE GROWTH AND PROFITABILITY OF OUR BUSINESS.

10
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While companies in the regulated and unregulated utility business have been
generally negatively affected by recent events in the energy markets, it is
possible that in the future we may be vulnerable to competition from new
competitors that have greater financial resources than we do, seeking attractive
opportunities to acquire or develop energy assets or energy trading operations
both in the United States and abroad. These new competitors may include
sophisticated financial institutions, some of which are already entering the
energy trading and marketing sector, and international energy players, which may
enter regulated or unregulated utility businesses. This competition may
adversely affect our ability to make investments or acquisitions.

We may not be able to respond in a timely or effective manner to the many
changes intended to increase competition in the electricity industry. To the
extent competitive pressures increase and the pricing and sale of electricity
assume more characteristics of a commodity business, the economics of our
business may come under long-term pressure.

In addition, regulatory changes have also been proposed to increase access
to electricity transmission grids by utility and non-utility purchasers and
sellers of electricity. We believe that these changes could continue the
disaggregation of many vertically-integrated utilities into separate generation,
transmission, distribution and retail businesses. As a result, a significant
number of additional competitors could become active in the wholesale power
generation segment of our industry.

WE ARE EXPOSED TO MARKET RISK AND MAY INCUR LOSSES FROM OUR MARKETING AND
TRADING OPERATIONS.

Our trading portfolios consist of contracts to buy and sell commodities,
including contracts for electricity, natural gas, NGLs and other commodities
that are settled by the delivery of the commodity or cash. If the values of
these contracts change in a direction or manner that we do not anticipate, we
could realize material losses from our trading activities. We have marketing and
trading operations which target the U.S., Canadian, Latin American, Asia-Pacific
and European regions. We incur trading risks and market exposures in these
markets. If our trading volumes in these regions increase, we will be exposed to
increased market risks.

RISKS RELATED TO LEGAL PROCEEDINGS AND REGULATORY INVESTIGATIONS

Recently, in part due to the California electricity supply situation and
the failure of Enron Corporation, public and regulatory scrutiny of the energy
industry and of the capital markets have resulted in increased regulatory
investigations, new regulations being either proposed or implemented and an
increase in litigation in the industry. During this time, we have experienced a
significant increase in regulatory investigations and litigation related to our
operations, primarily with respect to the California situation, pricing
information and so-called "roundtrip" trades, each as described in greater
detail below. Future developments in these and other government investigations,
including the subpoena we have recently received from a North Carolina grand
jury related to the audit by the NCUC and PSCSC of Duke Power's regulatory
reporting from 1998 to 2000, and litigation impacting the energy industry and
us, 1including litigation regarding performance, contracts and other matters
arising in the ordinary course of our business and personal injury claims
alleged to have arisen from the exposure to asbestos in our plants, could be
materially adverse to us by affecting our operations and diverting our attention
and resources to addressing such actions. Furthermore, future declines in the
availability, or increases in the cost, of our insurance policies and charges to
our self-insurance reserves with respect to such litigation could cause material

11
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liabilities and costs, which could have a material adverse effect on our results
of operations or financial position in the future.

WE MAY BE ADVERSELY AFFECTED BY LEGAL PROCEEDINGS ARISING OUT OF THE
ELECTRICITY SUPPLY SITUATION IN CALIFORNIA AND OTHER WESTERN STATES.

Litigation and administrative proceedings arising out of the California
electricity supply situation are ongoing before the FERC and in California and
several other western state courts against sellers of energy in California. Duke
Energy and some of its subsidiaries are named as defendants in a number of
lawsuits brought by or on behalf of electricity purchasers in California, with
one suit filed on behalf of a Washington State electricity purchaser. In
addition to lawsuits, several investigations and regulatory proceedings at the
state and federal levels are looking into the causes of high wholesale
electricity prices in the western United States. We cannot predict the outcome
of any such lawsuits and other proceedings or whether the ultimate impact on us
of the effects of the historical electricity supply situation in California and
other western states will be material due to any future developments.

WE MAY BE ADVERSELY AFFECTED BY REGULATORY INVESTIGATIONS RELATED TO PRICING
INFORMATION THAT WE PROVIDED TO MARKET PUBLICATIONS.

The FERC and the Commodity Futures Trading Commission, or CFTC, have
requested information from us regarding pricing information that we provided to
publications that produce price indices. We have been responding to the FERC and
CFTC, but we cannot predict the outcome of this investigation or whether this
investigation will lead to additional legal proceedings against us, civil or
criminal fines or penalties, or other regulatory action, including legislation,
which may be materially adverse to the operation of our trading business and our
trading revenues and net income or increase our operating costs in other ways.

WE MAY BE ADVERSELY AFFECTED BY REGULATORY INVESTIGATIONS AND ANY RELATED LEGAL
PROCEEDINGS RELATED TO THE ALLEGED CONDUCTING OF "ROUNDTRIP" TRADES BY OUR
ENERGY TRADING BUSINESS.

The activities of Enron Corporation and other energy traders in allegedly
using "roundtrip" trades which involve the prearrangement of simultaneously
executed and offsetting buy and sell trades for the purpose of increasing
reported revenues or trading volumes, or influencing prices and which lack a
legitimate business purpose, has resulted in increased public and regulatory
scrutiny. Various governmental and regulatory inquiries are ongoing and continue
to adversely affect the energy trading business as a whole. We may see these
adverse effects continue as a result of the uncertainty of these ongoing
inquiries or additional inquiries by other federal or state regulatory agencies.
To date, we have been investigated by, or responded to requests from, the SEC,
the FERC, the Houston office of the U.S. Attorney and the CFTC concerning these
alleged "roundtrip" trades. In addition, we cannot predict the outcome of any of
these inquiries, or whether these inquiries will lead to additional legal
proceedings against us, civil or criminal fines or penalties, or other
regulatory action, including legislation, which may be materially adverse to the
operation of our trading business and our trading revenues and net income or
increase our operating costs in other ways.

Also, a number of class action lawsuits have been filed against us, and
others may be filed, claiming that investors suffered damages as a result of the
alleged "roundtrip" trades inflating our revenue and earnings. While a number of
the lawsuits have been dismissed at a preliminary stage, further developments in
such lawsuits could lead to settlements, civil damages or other litigation costs
that could adversely affect our business.
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RISKS RELATED TO THE REGULATION OF OUR BUSINESSES
ELECTRIC

OUR BUSINESSES IN NORTH AMERICA ARE SUBJECT TO COMPLEX GOVERNMENT
REGULATIONS. THE ECONOMICS, INCLUDING THE COSTS, OF OPERATING OUR GENERATING
FACILITIES MAY BE ADVERSELY AFFECTED BY CHANGES IN THESE REGULATIONS OR IN THEIR
INTERPRETATION OR IMPLEMENTATION.

The regulatory environment applicable to the electric power industry has
recently undergone substantial changes, both on a federal and a state level,
which have had a significant impact on the nature of the industry and the manner
in which its participants conduct their businesses. These changes are ongoing
and we cannot predict the future course of changes in this regulatory
environment or the ultimate effect that this changing regulatory environment
will have on our business.

The Public Utility Holding Company Act, or PUHCA, and the Federal Power
Act, or FPA, regulate public utility holding companies and their subsidiaries
and place certain constraints on the conduct of their business, although we are
exempt from most of the provisions of PUHCA, as discussed below. The rates
charged in our Franchised Electric business are approved by the FERC, the NCUC
and/or the PSCSC. The NCUC and the PSCSC regulate many aspects of our utility
operations including siting and construction of facilities, customer service and
the rates that we can charge customers. The FERC regulates wholesale electricity
operations and transmission rates and the state commissions regulate retail
generation and distribution rates. The Public Utility Regulatory Policies Act of
1978, or PURPA, provides qualifying facilities with exemptions from some federal
and state laws and regulations, including PUHCA and most provisions of the FPA.
The Energy Policy Act of 1992, or the Energy Act, also provides relief from
regulation under PUHCA to "exempt wholesale generators." Maintaining the status
of our facilities as qualifying facilities or exempt wholesale generators is
conditioned on those facilities continuing to meet statutory criteria. Under
current law, we are not and will not be subject to regulation as a registered
holding company under PUHCA as long as the domestic power plants we own through
subsidiaries (such as in Duke Energy North America's business) are qualifying
facilities under PURPA or are exempt wholesale generators. If we were subject to
these regulations, the economics and operations of our generating facilities
could be negatively affected by the increased costs associated with upgrading
our facilities and taking other actions to comply with these regulations. While
we are currently exempt from registration under PUHCA, we may lose that
exemption if we fail to comply with our exemptive order from the SEC. If we were
to lose our exemption, we would have the alternatives of registering as a
holding company which would subject us to more extensive regulation, or
divesting or changing the nature of some of our foreign utility holdings,
including some facilities acquired in our Westcoast Energy purchase.

Existing regulations may be revised or reinterpreted, new laws and
regulations may be adopted or become applicable to us or our facilities, and
future changes in laws and regulations may have a detrimental effect on our
business. Certain restructured markets have recently experienced supply problems
and price volatility. These supply problems and volatility have been the subject
of a significant amount of press coverage, much of which has been critical of
the restructuring initiatives. In some of these markets, including California,
proposals have been made by governmental agencies and other interested parties
to re-regulate areas of these markets which have previously been deregulated. We
cannot assure you that other proposals to re-regulate will not be made or that
legislative or other attention to the electric power restructuring process will
not cause the deregulation process to be delayed or reversed.

The FERC has proposed to broaden its regulations that restrict relations
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between jurisdictional electric and natural gas companies, or "jurisdictional
companies," and marketing affiliates. The proposed rules would limit
communications between a jurisdictional company and all our affiliates engaged
in energy activities. The rulemaking is pending at the FERC and the precise
scope and effect of the rule is unclear. If adopted as proposed, the rule could
adversely affect our ability to coordinate and manage our energy activities.

OUR SALES MAY DECREASE IF WE ARE UNABLE TO GAIN ADEQUATE, RELIABLE AND
AFFORDABLE ACCESS TO TRANSMISSION AND DISTRIBUTION ASSETS DUE TO THE FERC AND
REGIONAL REGULATION OF WHOLESALE MARKET TRANSACTIONS FOR ELECTRICITY AND GAS.

We depend on transmission and distribution facilities owned and operated by
utilities and other energy companies to deliver the electricity and natural gas
we sell to the wholesale market, as well as the natural gas we purchase to
supply some of our electric generation facilities. If transmission is disrupted,
or if capacity is inadequate, our ability to sell and deliver products may be
hindered. The FERC's proposed restrictions upon relations between jurisdictional
companies and marketing affiliates, as described above, may also inhibit access
to energy transmission and distribution assets controlled by us.

The FERC has issued power transmission regulations that require wholesale
electric transmission services to be offered on an open-access,
non-discriminatory basis. Although these regulations are designed to encourage
competition in wholesale market transactions for electricity, some companies
have failed to provide fair and equal access to their transmission systems or
have not provided sufficient transmission capacity to enable other companies to
transmit electric power. We cannot predict whether and to what extent the
industry will comply with these initiatives, or whether the regulations will
fully accomplish their objectives. In addition, other companies' ability to
access and compete for our existing "native-load" transmission customers may
negatively affect our business leading to declining prices for transmission
services as a result of this competition.

In addition, the independent system operators who oversee the transmission
systems in regional power markets, such as California, have in the past been
authorized to impose, and may continue to impose, price limitations and other
mechanisms to address volatility in the power markets. These types of price
limitations and other mechanisms may adversely impact the profitability of our
wholesale power marketing and trading. Given the extreme volatility and lack of
meaningful long-term price history in many of these markets and the imposition
of price limitations by regulators, independent system operators or other market
operators, we can offer no assurance that we will be able to operate profitably
in all wholesale power markets.

IN THE FUTURE, WE MAY NOT BE ABLE TO SECURE LONG-TERM PURCHASE AGREEMENTS
FOR OUR POWER GENERATION FACILITIES OR OUR EXISTING POWER PURCHASE AGREEMENTS
MAY NOT BE ENFORCEABLE, EITHER OF WHICH WOULD SUBJECT OUR SALES TO INCREASED
VOLATILITY.

Historically, power from merchant generation facilities has been sold under
long-term power purchase agreements pursuant to which all energy and capacity
was generally sold to a single party at fixed prices. Because of changes in the
industry, the percentage of facilities with these types of long-term power
purchase agreements has decreased, and it is likely that most of our facilities
will operate without these agreements. Without the benefit of long-term power
purchase agreements, we cannot assure you that we will be able to sell the power
generated by our facilities or that our facilities will be able to operate
profitably.
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Recently, some entities have brought litigation or regulatory proceedings
aimed at forcing the renegotiation or termination of power purchase agreements
requiring payments to owners of generating facilities that are qualifying
facilities under PURPA. Many qualifying facilities sell their electric output to
utilities and other entities pursuant to long-term contracts at prices that are
based upon the incremental cost that, at the time of contracting, it was
estimated that it would cost the utility or entity to generate or purchase the
power from another source. In some cases, these prices are now substantially in
excess of market prices. In addition, in the future, utilities and other
entities, with the approval of federal or state regulatory authorities, could
seek to abrogate their existing power purchase agreements with qualifying
facilities or with other power generators. Some of our power purchase agreements
for power generated from our independent power projects and generation assets
could be subject to similar efforts by the entities who contract to purchase
power from our facilities. If those efforts were to be successful, our sales
could decrease or be subject to increased volatility.

THE DIFFERENT REGIONAL POWER MARKETS IN WHICH WE COMPETE OR WILL COMPETE IN
THE FUTURE HAVE CHANGING REGULATORY STRUCTURES, WHICH COULD AFFECT OUR GROWTH
AND PERFORMANCE IN THESE REGIONS.

Our wholesale power and franchised electric results are likely to be
affected by differences in the market and transmission regulatory structures in
various regional power markets. Because it remains unclear which companies will
be participating in the various regional power markets, or how and when regional
transmission

organizations, or RTOs, will develop or what regions they will cover, we are
unable to assess fully the impact that these power markets may have on our
business.

THE RATE FREEZE AFFECTING OUR NORTH CAROLINA UTILITY WILL LIMIT OUR ABILITY
TO PASS ON TO OUR CUSTOMERS OUR COST OF PRODUCING ELECTRICITY.

In 2002, the State of North Carolina passed clean air legislation that
freezes electric utility rates until 2007, subject to certain conditions, in
order for North Carolina electric utilities, including us, to make significant
reductions in emissions of sulfur dioxide and nitrogen oxides from the state's
coal-fired power plants over the next ten years. We estimate the cost of
achieving the proposed emission reductions to be approximately $1.5 billion.
While we expect to recover 70% of the total estimated costs of plant
improvements through the five-year rate freeze period, there is no guarantee
that we will recover such amount. As a result of the rate freeze, we will be
limited in the amount of revenue our North Carolina utility generates in
relation to operational costs and the amount of recovery for our costs of
emission reductions. In addition, as the NCUC will determine how any remaining
costs will be recovered after the rate freeze period, the manner of such
recovery is unclear at this time.

GAS
OUR GAS TRANSMISSION AND STORAGE OPERATIONS ARE SUBJECT TO GOVERNMENT
REGULATIONS AND RATE PROCEEDINGS THAT COULD HAVE AN ADVERSE IMPACT ON OUR

ABILITY TO RECOVER THE COSTS OF OPERATING OUR PIPELINE FACILITIES.

Our U.S. interstate gas transmission and storage operations are subject to
the FERC's regulatory authority, which extends to:

- transportation of natural gas;
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- rates and charges;

- construction;

- acquisition, extension or abandonment of services or facilities;
— accounts and records;

- depreciation and amortization policies; and

- operating terms and conditions of service.

The FERC has taken certain actions to strengthen market forces in the
natural gas pipeline industry which has led to increased competition throughout
the industry. In a number of key markets, interstate pipelines are now facing
competitive pressure from other major pipeline systems, enabling local
distribution companies and end users to choose a supplier or switch suppliers
based on the short-term price of gas and the cost of transportation.

Given the extent of the FERC's regulatory power, we cannot give any
assurance regarding the likely regulations under which we will operate our
natural gas transmission and storage business in the future or the effect of
regulation on our financial position and results of operations. In addition, the
FERC has proposed to broaden its regulations on jurisdictional companies to
limit communications between a jurisdictional company and all our affiliates
engaged in energy activities. If adopted as proposed, the rule could adversely
affect our ability to manage our energy activities.

Certain of our interstate gas transmission operations from time to time
have in effect rate settlements approved by FERC which prevent those companies
or third parties from modifying rates, except for certain allowed adjustments.
These settlements do not preclude the FERC from taking action on its own to
modify the rates. Upon expiration of the settlements, the companies or third
parties may institute actions at the FERC to modify the companies' rates. It is
not possible to determine at this time whether any such actions would be
instituted or what the outcome would be but such proceedings could result in
rate adjustments.

Recent decisions could result in the imposition of regulatory operating
terms and conditions of service on our interstate gas transmission operations
that limit our management discretion and could also increase operational risks.
In September 2002, a FERC administrative law judge ruled that E1 Paso Gas
Transmission Company, an interstate natural gas pipeline company, was in
violation of the Natural Gas Act for not
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delivering sufficient gas to its California markets during 2000 and 2001 because
it had operated its interstate gas pipeline system at less than the maximum
allowable pressure for which the system is rated, engaged in inappropriate
system maintenance and delivered gas to other markets. If this ruling stands
after review by the FERC, it could be interpreted to increase the delivery
obligations and reduce the operational discretion of interstate gas pipelines,
including those we operate, and, as a result, increase operational, contractual
and litigation risks for our natural gas pipelines.

POSSIBLE CHANGES AND DEVELOPMENTS IN THE CANADIAN REGULATORY ENVIRONMENT
COULD RESULT IN A NEGATIVE IMPACT ON WESTCOAST ENERGY'S BUSINESS AND OPERATIONS.

The majority of our Canadian natural gas assets are subject to various
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degrees of federal or provincial regulation. Changes in such regulation may
impact our capacity to conduct this business effectively and sustain or increase
profitability. Furthermore, as the regulatory environment within which Westcoast
Energy conducts its business and operates its facilities continues to evolve
from a traditional cost recovery model to a more competitive, market-based
approach, there is increasing competition among pipeline companies. We cannot
predict the timing or scope of these changes and developments in the regulatory
environment or the impact they may ultimately have on Westcoast Energy's
business and operations.

Aboriginal groups have claimed aboriginal and treaty rights over a
substantial portion of the lands on which our facilities in British Columbia and
Alberta and the gas supply areas served by those facilities are located. The
existence of these claims, which range from the assertion of rights of limited
use up to aboriginal title, has given rise to some uncertainty regarding access
to public lands for future development purposes.

RISKS RELATED TO OUR BUSINESS GENERALLY AND OUR INDUSTRY
FINANCING AND LIQUIDITY RISKS

OUR BUSINESS IS DEPENDENT ON OUR ABILITY TO SUCCESSFULLY ACCESS CAPITAL
MARKETS. OUR INABILITY TO ACCESS CAPITAL MAY LIMIT OUR ABILITY TO EXECUTE OUR
BUSINESS PLAN OR PURSUE IMPROVEMENTS.

We rely on access to both short-term money markets and longer-term capital
markets as a source of liquidity for capital requirements not satisfied by the
cash flow from our operations. If we are not able to access capital at
competitive rates, our ability to implement our strategy will be adversely
affected. Certain market disruptions or a downgrade of our credit rating may
increase our cost of borrowing or adversely affect our ability to access one or
more financial markets. Such disruptions could include:

- further economic downturns;

- the bankruptcy of an unrelated energy company;
- capital market conditions generally;

- market prices for electricity and gas;

- terrorist attacks or threatened attacks on our facilities or unrelated
energy companies; or

— the overall health of the utility industry.

Restrictions on our ability to access financial markets may affect our
ability to execute our business plan as scheduled. An inability to access
capital may limit our ability to pursue improvements or acquisitions that we may
otherwise rely on for future growth.

INCREASES IN OUR LEVERAGE COULD ADVERSELY AFFECT OUR COMPETITIVE POSITION,
BUSINESS PLANNING AND FLEXIBILITY, FINANCIAL CONDITION, ABILITY TO SERVICE OUR
DEBT OBLIGATIONS AND TO PAY DIVIDENDS ON OUR COMMON STOCK, AND ABILITY TO ACCESS
CAPITAL ON FAVORABLE TERMS.

Our cash requirements arise primarily from the capital intensive nature of
our electric utilities, as well as the expansion of our diversified businesses.
In addition to operating cash flows, we rely heavily on our commercial paper and
long-term debt. Our credit lines impose various limitations that could impact
our liquidity and result in a material adverse impact on our business strategy
and our ongoing financing needs. Changes in economic conditions could result in
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higher interest rates, which would increase our interest
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expense on our floating rate debt and reduce funds available to us for our
current plans. Additionally, an increase in our leverage could adversely affect
us by:

- increasing the cost of future debt financing;

— prohibiting the payment of dividends on our common stock or adversely
impacting our ability to pay such dividends at the current rate;

— making it more difficult for us to satisfy our existing financial
obligations;

— limiting our ability to obtain additional financing, if we need it, for
working capital, acquisitions, debt service requirements or other
purposes;

— increasing our vulnerability to adverse economic and industry conditions;

- requiring us to dedicate a substantial portion of our cash flow from
operations to payments on our debt, which would reduce funds available to
us for operations, future business opportunities or other purposes; and

— limiting our flexibility in planning for, or reacting to, changes in our
business and the industry in which we compete.

A DOWNGRADE IN OUR CREDIT RATING COULD NEGATIVELY AFFECT OUR ABILITY TO
ACCESS CAPITAL AND/OR TO OPERATE OUR POWER AND GAS TRADING BUSINESSES.

Standard & Poor's, Moody's and Fitch rate our senior, unsecured debt at A-,
A3 and A- respectively. Our Standard & Poor's and Fitch ratings are both on
negative outlook and our Moody's rating is on review for potential downgrade. If
Standard & Poor's, Moody's or Fitch were to downgrade our long-term rating,
particularly below investment grade, our borrowing costs would increase which
would diminish our financial results. In addition, we would likely be required
to pay a higher interest rate in future financings, and our potential pool of
investors and funding sources would likely decrease. Further, if our short-term
rating were to fall, it may significantly limit our access to the commercial
paper market.

In addition, many of our subsidiaries access debt and other capital from
various sources and carry their own credit ratings. Any downgrade or other event
negatively affecting the credit ratings of these subsidiaries could make their
costs of borrowing higher or access to funding sources more limited, which in
turn could increase the need of Duke Energy to provide liquidity in the form of
capital contributions or loans to such subsidiaries, thus reducing the liquidity
and borrowing availability of the consolidated group.

Our ratings may be dependent on, among other things, our earnings outlook
for future periods and the success of our business plan. If, as a result of
market conditions or other factors affecting our business, we are unable to
achieve our earnings outlook or we lower our earnings outlook, our ratings could
be adversely affected. The failure to meet the goals set forth in our business
plan from time to time, such as our inability to successfully execute a
significant portion of planned asset divestitures, could cause our ratings to be
lowered.

Our power and gas trading businesses rely on our investment grade ratings.
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Most of our counterparties require the creditworthiness of an investment grade
entity to stand behind transactions. If our ratings were to decline below
investment grade, our ability to profitably operate our power and gas trading
businesses would be diminished because we would likely have to deposit
additional collateral of cash or cash related instruments which would reduce our
liquidity and profitability.

POOR INVESTMENT PERFORMANCE OF PENSION PLAN EQUITY HOLDINGS AND OTHER
FACTORS IMPACTING PENSION PLAN COSTS COULD UNFAVORABLY IMPACT OUR LIQUIDITY AND
RESULTS OF OPERATIONS.

Our costs of providing non-contributory defined benefit pension plans are
dependent upon a number of factors, such as the rates of return on plan assets,
discount rates, the level of interest rates used to measure the required minimum
funding levels of the plans, future government regulation and our required or
voluntary contributions made to the plans. The market value of Duke Energy's
defined benefit pension plan assets has been affected by declines in the equity
markets since the third quarter of 2000. As a result, at September 30, 2002, our
pension plan obligation exceeded the value of plan assets by $439 million.
Without a substantial recovery in the equity markets over time to increase the
value of our plan assets and depending upon the other factors impacting our
costs as listed above, we could be required to fund our plans with significant
amounts of
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cash. Such cash funding obligations could have a material impact on our
liquidity by reducing our cash flows and negatively effect our results of
operations.

ENVIRONMENTAL REGULATION AND LIABILITY

OUR BUSINESS WILL BE SUBJECT TO ENVIRONMENTAL LEGISLATION IN ALL
JURISDICTIONS IN WHICH IT OPERATES AND ANY CHANGES IN SUCH LEGISLATION COULD
NEGATIVELY AFFECT OUR RESULTS OF OPERATIONS.

Our operations are subject to extensive environmental regulation pursuant
to a variety of U.S., Canadian, and other federal, provincial, state and
municipal laws and regulations. Such environmental legislation imposes, among
other things, restrictions, liabilities and obligations in connection with the
generation, handling, use, storage, transportation, treatment and disposal of
hazardous substances and waste and in connection with spills, releases and
emissions of various substances into the environment. Environmental legislation
also requires that our facilities, sites and other properties associated with
our operations be operated, maintained, abandoned and reclaimed to the
satisfaction of applicable regulatory authorities.

Existing environmental regulations could also be revised or reinterpreted,
new laws and regulations could be adopted or become applicable to us or our
facilities, and future changes in environmental laws and regulations could
occur. The federal government and several states recently have proposed
increased environmental regulation of many industrial activities, including
increased regulation of air quality, water quality and solid waste management.
In addition, certain countries in which we operate, including Canada, may move
forward on the process of adopting the greenhouse gas emissions principles of
the Kyoto Accords. With the trend toward stricter standards, greater regulation,
more extensive permit requirements and an increase in the number and types of
assets operated by us subject to environmental regulation, we expect our
environmental expenditures to be substantial in the future.

Compliance with environmental legislation can require significant
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expenditures, including expenditures for clean up costs and damages arising out
of contaminated properties, and failure to comply with environmental legislation
may result in the imposition of fines and penalties. The steps we take to bring
our facilities into compliance could be prohibitively expensive, and we may be
required to shut down or alter the operation of our facilities, which may cause
us to incur losses. Further, our regulatory rate structure and our contracts
with clients may not necessarily allow us to recover capital costs we incur to
comply with new environmental regulations such as the rate freeze being imposed
by the NCUC. Also, we may not be able to obtain or maintain from time to time
all required environmental regulatory approvals for certain development
projects. If there is a delay in obtaining any required environmental regulatory
approvals or if we fail to obtain and comply with them, the operation of our
facilities could be prevented or become subject to additional costs. Should we
fail to comply with all applicable environmental laws, we may be subject to
penalties and fines imposed against us by regulatory authorities. Although it is
not expected that the costs of complying with current environmental legislation
will have a material adverse effect on our financial condition or results of
operations, no assurance can be made that the costs of complying with
environmental legislation in the future will not have such an effect.

WE COULD INCUR MATERIAL LOSSES IF WE ARE HELD LIABLE FOR THE ENVIRONMENTAL
CONDITION OF ANY OF OUR ASSETS.

We are generally responsible for all on-site liabilities associated with
the environmental condition of our power generation facilities and natural gas
assets which we have acquired or developed, regardless of when the liabilities
arose and whether they are known or unknown. In addition, in connection with
certain acquisitions and sales of assets, we may obtain, or be required to
provide, indemnification against certain environmental liabilities. If we incur
a material liability, or the other party to a transaction fails to meet its
indemnification obligations to us, we could suffer material losses.

ACCOUNTING POLICY RISKS

POTENTIAL CHANGES IN ACCOUNTING PRACTICES FOR THE ENERGY INDUSTRY MAY CAUSE
US TO REVISE OUR FINANCIAL DISCLOSURE IN THE FUTURE, WHICH MAY CHANGE THE WAY
ANALYSTS MEASURE OUR BUSINESS OR FINANCIAL PERFORMANCE.

Recently discovered accounting irregularities in various industries have
forced regulators and legislators to take a renewed look at accounting
practices, financial disclosures, companies' relationships with their
independent auditors and retirement plan practices. It is still unclear how some
proposed laws and regulations
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will develop and what new laws and regulations will be promulgated. As a result,
we cannot predict the ultimate impact of any future changes in accounting
regulations or practices in general with respect to public companies or the
energy industry or in our operations specifically. In addition, new accounting
standards could be enacted by the Financial Accounting Standards Board, or FASB,
the Emerging Issues Task Force, or EITF, or the SEC which could impact the way
we are required to record revenues, assets and liabilities. These and other
future changes in accounting standards could lead to negative impacts on
rep