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SECURITIES AND EXCHANGE COMMISSION
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FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2008

or

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

For the transition period from to

Commission file number 1-33007

SPECTRA ENERGY CORP

(Exact Name of Registrant as Specified in its Charter)
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Delaware 20-5413139
(State or other jurisdiction of incorporation) (IRS Employer Identification No.)
5400 Westheimer Court

Houston, Texas 77056
(Address of principal executive offices, including zip code)
713-627-5400

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting company in Rule 12b-2 of Exchange Act.

Large accelerated filer x Accelerated filer © Non-accelerated filer © Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

Number of shares of Common Stock, $0.001 par value, outstanding as of July 31, 2008: 614,835,860
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING

INFORMATION

This document includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934. Forward-looking statements are based on management s beliefs and assumptions. These forward-looking

statements are identified by terms and phrases such as anticipate, believe, intend, estimate, expect, continue, should, could,

predict,

Index to Financial Statements

may,

will, potential, forecast, and similar expressions. Forward-looking statements involve risks and uncertainties that may cause actual
results to be materially different from the results predicted. Factors that could cause actual results to differ materially from those indicated in any
forward-looking statement include, but are not limited to:

state, federal and foreign legislative and regulatory initiatives that affect cost and investment recovery, have an effect on rate
structure, and affect the speed at and degree to which competition enters the natural gas industries;

outcomes of litigation and regulatory investigations, proceedings or inquiries;

weather and other natural phenomena, including the economic, operational and other effects of hurricanes and storms;

the timing and extent of changes in commodity prices, interest rates and foreign currency exchange rates;

general economic conditions, including any potential effects arising from terrorist attacks and any consequential or other hostilities;

changes in environmental, safety and other laws and regulations;

results of financing efforts, including the ability to obtain financing on favorable terms, which can be affected by various factors,
including credit ratings and general economic conditions;

increases in the cost of goods and services required to complete capital projects;

declines in the market prices of equity securities and resulting funding requirements for defined benefit pension plans;

growth in opportunities, including the timing and success of efforts to develop domestic and international pipeline, storage,
gathering, processing and other infrastructure projects and the effects of competition;

the performance of natural gas transmission and storage, distribution, and gathering and processing facilities;

the extent of success in connecting natural gas supplies to gathering, processing and transmission systems and in connecting to
expanding gas markets;
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the effect of accounting pronouncements issued periodically by accounting standard-setting bodies;

conditions of the capital markets during the periods covered by the forward-looking statements; and

the ability to successfully complete merger, acquisition or divestiture plans; regulatory or other limitations imposed as a result of a
merger, acquisition or divestiture; and the success of the business following a merger, acquisition or divestiture.
In light of these risks, uncertainties and assumptions, the events described in the forward-looking statements might not occur or might occur to a
different extent or at a different time than Spectra Energy Corp has described. Spectra Energy Corp undertakes no obligation to publicly update
or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

Index to Financial Statements 5



Edgar Filing: Spectra Energy Corp. - Form 10-Q

Index to Financial men

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.
SPECTRA ENERGY CORP

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

(In millions, except per-share amounts)

Three Months Ended Six Months Ended

June 30, June 30,
2008 2007 2008 2007

Operating Revenues

Transportation, storage and processing of natural gas $ 59 $ 536 $1,194 $1,078
Distribution of natural gas 296 296 1,026 954
Sales of natural gas liquids 185 94 404 244
Other 64 59 125 110
Total operating revenues 1,141 985 2,749 2,386
Operating Expenses

Natural gas and petroleum products purchased 275 237 896 799
Operating, maintenance and other 344 269 628 527
Depreciation and amortization 151 128 296 250
Property and other taxes 64 49 125 89
Total operating expenses 834 683 1,945 1,665
Gains on Sales of Other Assets and Other, net 32 32 1
Operating Income 339 302 836 722
Other Income and Expenses

Equity in earnings of unconsolidated affiliates 243 129 452 219
Other income and expenses, net 10 10 21 26
Total other income and expenses 253 139 473 245
Interest Expense 149 156 307 311
Minority Interest Expense 14 15 33 31
Earnings From Continuing Operations Before Income Taxes 429 270 969 625
Income Tax Expense From Continuing Operations 134 85 307 204
Income From Continuing Operations 295 185 662 421
Income From Discontinued Operations, net of tax 11 11
Net Income $ 295 $ 196 $ 662 $ 432

Index to Financial Statements 6
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Common Stock Data
Weighted-average shares outstanding
Basic
Diluted
Earnings per share from continuing operations
Basic
Diluted
Earnings per share total
Basic
Diluted
Dividends per share
See Notes to Condensed Consolidated Financial Statements
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SPECTRA ENERGY CORP
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In millions)
ASSETS

Current Assets

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

Other

Total current assets

Investments and Other Assets

Investments in and loans to unconsolidated affiliates
Goodwill

Other

Total investments and other assets

Property, Plant and Equipment
Cost
Less accumulated depreciation and amortization

Net property, plant and equipment

Regulatory Assets and Deferred Debits

Total Assets

See Notes to Condensed Consolidated Financial Statements
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June 30,
2008

$ 89
46

874

216

294

1,519

1,924
3,880
609

6,413

18,616
4,073

14,543

925

$ 23,400

December 31,
2007

907
287
91

1,379

1,780
3,948
631

6,359

18,154
3,854

14,300

932

$ 22,970
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SPECTRA ENERGY CORP
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In millions, except per-share amounts)

June 30, December 31,

2008 2007
LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities
Accounts payable $ 468 $ 363
Notes payable and commercial paper 667 715
Taxes accrued 105 85
Interest accrued 149 146
Current maturities of long-term debt 589 338
Other 889 775
Total current liabilities 2,867 2,422
Long-term Debt 8,490 8,345
Deferred Credits and Other Liabilities
Deferred income taxes 2917 2,883
Regulatory and other 1,637 1,657
Total deferred credits and other liabilities 4,554 4,540
Commitments and Contingencies
Minority Interests 620 806
Stockholders Equity
Preferred stock, $0.001 par, 22 million shares authorized, no shares outstanding at June 30, 2008
and December 31, 2007
Common stock, $0.001 par, 1 billion shares authorized, 623 million and 632 million shares outstanding at June 30,
2008 and December 31, 2007, respectively 1 1
Additional paid-in capital 4,405 4,658
Retained earnings 738 368
Accumulated other comprehensive income 1,725 1,830
Total stockholders equity 6,869 6,857
Total Liabilities and Stockholders Equity $23,400 $ 22,970

See Notes to Condensed Consolidated Financial Statements
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SPECTRA ENERGY CORP

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

(Unaudited)

(In millions)

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

Depreciation and amortization

Deferred income tax expense

Minority interest expense

Equity in earnings of unconsolidated affiliates
Distributions received from unconsolidated affiliates
Other

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Capital expenditures

Investments in and loans to unconsolidated affiliates

Acquisition of Spectra Energy Income Fund

Purchases of available-for-sale securities

Proceeds from sales and maturities of available-for-sale securities
Distributions received from unconsolidated affiliates

Other

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of long-term debt

Payments for the redemption of long-term debt

Net increase (decrease) in notes payable and commercial paper
Distributions to minority interests

Contributions from minority interests

Repurchase of Spectra Energy common shares

Dividends paid

Other

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Index to Financial Statements

Six Months Ended
June 30,
2008 2007
$ 662 $ 432
300 254
35 88
33 31
452) (219)
439 119
124 51
1,141 654
(608) (424)
(322) 94)
(274)
(880)
910
149
1 14
(1,024) (504)
1,400
(903) (38)
(48) 366
(25) (23)
16
(284)
(292) (279)
13 3
(123) 29
1 51
(®) 230
94 299
11
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Cash and cash equivalents at end of period

See Notes to Condensed Consolidated Financial Statements
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CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS

December 31, 2007

Net income

Foreign currency translation adjustments
Unrealized mark-to-market net gain on
hedges

Pension and benefits impact of

SFAS 158

Common stock repurchase

Dividends on common stock
Stock-based compensation

Other

June 30, 2008

December 31, 2006

Conversion to Spectra Energy Corp

Net income

Foreign currency translation adjustments
Reclassification of cash flow hedges into
earnings

Pension and benefits impact of

SFAS 158

FIN 48 implementation

Transfer of net assets and liabilities from
Duke Energy

Dividends on common stock
Stock-based compensation

June 30, 2007

Index to Financial Statements

SPECTRA ENERGY CORP

(Unaudited)

(In millions)

Additional
Common  Paid-in Retained
Stock Capital Earnings
$ 1 $ 4658 $ 368
662

(284)
(292)

20

11
$ 1 $ 4405 $ 738

$ $ $

1 4,597
432
(3)
(26)

3)
(279)

7
$ 1 $ 4,601 $ 119

EQUITY

Accumulated Other Comprehensive Income

Net Gains

(Losses)

Foreign on

Currency Cash

Member s Translation Flow
Equity Adjustments Hedges Other Total
$ $ 2,033 $ 8 $ (195 $6,857
662
(145) (145)
14 14
26 26
(284)
(292)
20
11
$ $ 1,888 $ 6 $ (169) $6,869
$ 4,598 $ 1,156 $ 6 $ (109 $5,639

(4,598)

432
478 478
1 1
29 21
(26)
(100) (103)
279)
7
$ $ 1,634 $ G) $ @180) $6,170

See Notes to Condensed Consolidated Financial Statements
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SPECTRA ENERGY CORP
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. General

Nature of Operations. Spectra Energy Corp, through its subsidiaries and equity affiliates (collectively, Spectra Energy), owns and operates a
large and diversified portfolio of complementary natural gas-related energy assets. Spectra Energy operates in three key areas of the natural gas
industry: transmission and storage, distribution, and gathering and processing. Spectra Energy provides transportation and storage of natural gas
to customers in various regions of the northeastern and southeastern United States, the Maritime Provinces in Canada and the Pacific Northwest
in the United States and Canada, and in the province of Ontario, Canada. Spectra Energy also provides natural gas sales and distribution services
to retail customers in Ontario, and natural gas gathering and processing services to customers in Western Canada. In addition, Spectra Energy
owns a 50% interest in DCP Midstream, LLC (DCP Midstream), one of the largest natural gas gatherers and processors in the United States.

Basis of Presentation. The Condensed Consolidated Financial Statements include the accounts of Spectra Energy Corp, its majority-owned
subsidiaries where Spectra Energy has control and those variable interest entities, if any, where Spectra Energy is the primary beneficiary. These
interim financial statements should be read in conjunction with the consolidated financial statements included in Spectra Energy s Annual Report
on Form 10-K for the year ended December 31, 2007, and reflect all normal recurring adjustments that are, in the opinion of management,
necessary to fairly present Spectra Energy s results of operations and financial position. Amounts reported in the Condensed Consolidated
Statements of Operations are not necessarily indicative of amounts expected for the respective annual periods due to the effects of seasonal
temperature variations on energy consumption, primarily in the gas distribution operations of Spectra Energy, as well as changing commodity
prices on certain of the processing operations and other factors.

Use of Estimates. To conform with generally accepted accounting principles (GAAP) in the United States, management makes estimates and
assumptions that affect the amounts reported in the Condensed Consolidated Financial Statements and Notes to Condensed Consolidated
Financial Statements. Although these estimates are based on management s best available knowledge at the time, actual results could differ.

Reclassifications. The components of Operating Revenues on the Condensed Consolidated Statement of Operations for the 2007 periods have
been reclassified to conform to the current reporting presentation.

Spin-off from Duke Energy Corporation. In conjunction with the spin-off of Spectra Energy from Duke Energy Corporation (Duke Energy)
on January 2, 2007, Duke Energy transferred to Spectra Energy the assets and liabilities, including related tax effects, associated with Spectra
Energy s employee benefits and captive insurance positions, as well as miscellaneous corporate assets and liabilities. The net effect of these
non-cash transfers during the first six months of 2007 is reflected as a decrease of $3 million to Additional Paid-in Capital and a decrease of
$100 million to Accumulated Other Comprehensive Income in the Condensed Consolidated Statements of Stockholders Equity.

2. Acquisitions and Dispositions

Acquisition Spectra Energy Income Fund. On May 1, 2008, Westcoast Energy Inc. (Westcoast), a subsidiary of Spectra Energy, acquired the
24.4 million units of the Spectra Energy Income Fund (Income Fund) that were held by non-affiliated holders at a purchase price of 11.25
Canadian dollars per unit, for a total purchase price of 279 million Canadian dollars (approximately $274 million). Westcoast now owns 100%
of the Midstream operations. Prior to the acquisition, the Income Fund indirectly held 54% of Spectra Energy s consolidated Midstream
operations and Westcoast indirectly held the remaining 46%. The Income Fund is included in the Western Canada Transmission & Processing
business segment. The transaction, primarily driven by changes in Canadian federal tax rules as related to income trusts, was accounted for as a
step acquisition, using the purchase method of accounting in accordance with Statement of Financial Accounting Standards (SFAS) No. 141,
Business Combinations.

Index to Financial Statements 14
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The following table summarizes the fair values of the assets acquired and liabilities assumed as of May 1, 2008:

Purchase Price

Allocation

(in millions)
Purchase price $ 274
Current assets 20
Property, plant and equipment, net 363
Current liabilities (11
Long-term debt (intercompany) (89)
Deferred credits and other liabilities )
Deferred income taxes (49)
Total assets acquired / liabilities assumed 225
Goodwill $ 49

Disposition Saltville Gas Storage Company L.L.C. and P-25 pipeline. In April 2008, Spectra Energy completed the sale of Saltville Gas
Storage Company L.L.C. and the P-25 pipeline to Spectra Energy Partners, LP (Spectra Energy Partners) for $107 million. Proceeds from the
sale consisted of 4,207,641 Spectra Energy Partners common units, 85,870 general partner units and $5 million in cash. Spectra Energy s
ownership of Spectra Energy Partners increased from 83% to 84% as a result of the issuance of the new common and general partner units. No
gain or loss was recognized on the disposition since this transaction represented a transfer of entities under common control.

3. Business Segments

Spectra Energy manages its business in four reportable segments: U.S. Transmission, Distribution, Western Canada Transmission & Processing
and Field Services. The remainder of Spectra Energy s business operations is presented as Other, and consists of unallocated corporate costs,
wholly owned captive insurance subsidiaries, employee benefit plan assets and liabilities, and other miscellaneous activities.

Spectra Energy s chief operating decision maker regularly reviews financial information about each of these business units in deciding how to
allocate resources and evaluate performance. All of the business units are considered reportable segments under SFAS No. 131, Disclosures
about Segments of an Enterprise and Related Information. There is no aggregation within Spectra Energy s defined business segments.

U.S. Transmission provides transportation and storage of natural gas for customers in various regions of the Eastern and Southeastern United
States and the Maritime Provinces in Canada. The natural gas transmission and storage operations in the U.S. are primarily subject to the Federal
Energy Regulatory Commission s (FERC s) rules and regulations.

Distribution provides retail natural gas distribution service in Ontario, as well as natural gas transportation and storage services to other utilities
and energy market participants in Ontario, Quebec and the United States. These services are provided by Union Gas Limited (Union Gas), and
are primarily subject to the rules and regulations of the Ontario Energy Board (OEB).

Western Canada Transmission & Processing provides transportation of natural gas, natural gas gathering and processing services, and natural

gas liquids (NGLs) extraction, fractionation, transportation, storage and marketing to customers in Western Canada and the northern tier of the
United States. This segment conducts business primarily through the BC Pipeline and Field Services operations, the Empress System and the
Midstream business, which includes the Income Fund discussed in Note 2. BC Pipeline and Field Services operations are primarily subject to the
rules and regulations of Canada s National Energy Board (NEB).

10
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Field Services gathers and processes natural gas and fractionates, markets and trades NGLs. It conducts operations through DCP Midstream,
which is owned 50% by Spectra Energy and 50% by ConocoPhillips. Field Services gathers raw natural gas through gathering systems located in
eight major natural gas producing regions: Permian Basin, Mid-Continent, Rocky Mountain, East Texas-North Louisiana, Barnett Shale, Gulf
Coast, South Texas and Central Texas.

Spectra Energy s reportable segments offer different products and services and are managed separately as business units. Management evaluates
segment performance based on earnings before interest and taxes (EBIT) from continuing operations, after deducting minority interest expense
related to those profits.

On a segment basis, EBIT excludes discontinued operations, represents all profits from continuing operations (both operating and non-operating)
before deducting interest and taxes, and is net of the minority interest expense related to those profits. Cash, cash equivalents and short-term
investments are managed centrally by Spectra Energy, so the associated realized and unrealized gains and losses from foreign currency
transactions, and interest and dividend income on those balances are excluded from the segments EBIT.

Transactions between reportable segments are accounted for on the same basis as with unaffiliated third parties.

11
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Business Segment Data ®

Three Months Ended June 30. 2008

U.S. Transmission

Distribution

Western Canada Transmission & Processing
Field Services

Total reportable segments
Other

Eliminations

Interest expense

. b
Interest income and other ®

Total consolidated

Three Months Ended June 30, 2007

U.S. Transmission

Distribution

Western Canada Transmission & Processing
Field Services

Total reportable segments
Other
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Unaffiliated
Revenues

$ 399
353
388

1,140

1

$ 1,141

$ 369
351
262

982

Intersegment Total
Revenues Revenues
(in millions)

$ 1 $ 400
353

388

1 1,141

11 12
(12) (12)

$ $ 1,141
$ 1 $ 370
351

262

1 983

5 8

Segment EBIT /
Consolidated Earnings
from Continuing

Operations before
Income Taxes

$ 244
54

87

216

601
(28)

(149)

$ 429

$ 223
54

48

123

448
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