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The Challenge: Energy for the

On the cover is Pittsburgh, the heart
of Duguesne Light's service area.
Ranked as one of the most liveable
cities in the country, Pittsburgh is in
the midst of Renaissance I, a mas-
Sive program of new construction and
renovation. This huge urban redevel-
opment activity is indicative of the
vitaliity of Duquesne's service area
and its increasing demand for electric
energy
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New Director

At the Company's April 21, 1981
Stockhoiders’ Meeting, Mr Henry G.
Allyn, Jr was elected to the Board of
Drectors My Allyn is President and
Chief Executive Officer of The Pitts-
burgh and Lake Erie Railroad
Company

Director Retires

On August 19, 1981, Philip A. Fleger
resigned as a Director of the Com.
pany Mr. Fleger was Chairman of the
Board and Chief E xecutive Officer of
the Company from 1950 to 1968 and
was a Director of the Company for 42
years. The employees Directors and
officers of the Company appreciate
the many years that Mr Fleger so
capably served the Company

Board of Directors

John M. Arthur $

Chairman of the Board and Chief Executive
Officer of the Company

Stanley G. Schaffer

President of the Company

Charles M. Atkinson
Vice President—Fiscal of the Company

Henry G. Allyn, Jr.*t A
President and Chiet Executive Officer of The
Pittsburgh and Lake £ne Railroad Company

Doreen E. Boyce*t
Director, The Buhi Foundation

John H. Demmler $
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Attorneys-at-Law
Sigo Falk*

Associate Director, Health Systems Agency
of Southwestern Pennsylvania

New Pittsburgh

Philip A. Fleger t &

Retired Chairman of the Board and Chief
Executive Otficer of the Company
William H. Knoell t

President and Chiet Executive Officer of
Cyclops Corporation (principally a producer
of steel and fabricated steel products)

G. Christian Lantzsch*

Vice Chairman of Melion Bank N A and Mellcr

National Corporation

Eric W. Springer t

Partner, Horty. Springer and Mattern
Attorneys-at-Law
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Financial Highlights—1981

Duquesne Light Company

Percent
Financial 1981 1980 Increase
Total Operating Revenues (000) ....................... $796,847 $689 465 156
NetIncome (000) ........ccvviiunnnerrennnnennneannns $108,871 $92,962 171
Earnings Per Share of Common Stock .................. $2.06 $1.82 13.2
Dividends Per Share of Common Stock ................. $1.85° $1.80 28
Shares of Common Stock Outstanding at YearEnd ....... 45,302,520 40,166,083 128
Operating
R T I . ook o £ ot ora s Rtk sty Weae 3 won $ 2,809,753 $ 2,604,333 79
MWH SEIES ... .. ittt 13,630,269 13,297,453 25
Peak LoadMegawatts .................cccvviiiinnnin. 2,522 2,474 19
Costof Fuel PerMillion BTU . ...........civiiiiiinnnnnn 159.7¢ 149 8¢ 66
Average BTUPer KWHOutput . ........................ 10,931 10,811 1.1
Annual System OQutput MWH .. ... ..............ciinnn 14,323,618 14,026,435 21

*The quarterly dividend was raised from 45¢ to 47'z¢ per share payable October 1, 1981. This is an indicated annual rate of $1.90

Le* to nght Wilham H_ Knoell, Stanley G. Schatfer,
G .nnstian Lantzsch

Left to nght: Charles M. Atkinson, Henry G Allyn, Jr, Sigo Falk



To Our Stockholders

Despite high interest rates, continuing
inflation and a serious business
recession which began in the fourth
quarter, we are pleased to report that
1981 was a reasonably good year for
your Company. Our earnings rose
modestly from $1.82 in 1980 to $2.06 in
1981, a 13% increase. Higher sales
and rate relief were the main reasons
for the improvements,

In February, the Pennsylvania
Public Utility Commission (PUC)
approved a rate increase of $47.5 mil-
lion and an additional increase of
$64.2 million in June. While the total
amount received was only 52% of the
amount requested, this amount did
make possible a mid-year dividend
increase, which raised the indicated
annual dividend rate from $1.80 to
$1.90 per share.

The Company will file for additional
rate relief wthin the next few months
The amount of the increase to be
requested is under consideration.

Sales and Prospects

On July 9, 1981, your Company

set a new record peak-hour load of
2,522,000 kilowatts. This was 48,000
kilowatts above the previous record,
set in 1980. In addition, our output ot
51,742,000 kilowatt-hours that day was
3% higher than on the previous
record day

We expect the pattern of new peak
records to continue in future years.
New electric s'eelmaking furnaces
and 20 major commercial projects in
the planning stage or under construc-
tion in the Pittsburgh area will have a
positive impact on our sales over the
next several years. Among the com-
mercial projects are two high-rise
office complexes scheduled for com-
pletion in 1982, and two more are
scheduled for completion in 1983

Nuclear Performance
Comeback

Our Beaver Valley Power Station Unit
No. 1 operated very well during 1981
and had an availability rate of 74% —
the unit's best performance since its
start-up six years ago. During the
three-month coal strike in early 1981,
Beaver Valliey produced 17% of all the
electricity used by our customers. In
late December, Beaver Valley Unit
No. 1 was removed from service for
an estimated period of approximately
five months for refueling and addi-
tional modifications required by the
Nuclear Regulatory Commission
(NRC).

Conservation Efforts
To assist homeowners in conserva-
tion efforts Duquesne Light, in coop-
eration with the state, initiated a
Residential Conservation Service
program. For a below-cost charge of
$15, a certified energy auditor makes
a basement-to-attic 2fficiency evalua-
tion, recommends steps the home-
owner can take to save energy, and
estimates the savings for each action
taken.

In October, the Company estab-
ished a special rate for the purchase
of electricity from customer-owned

generating facilities using renewablc
energy resources such as solar, wind
water or waste. We believe this new
purchase rate will encourage the
building of customer-owned generat-
ing facilities and may help to reduce
the need for construction of additionz
Company-owned generating units in
the future.

Cost Reductions

One of the bright spots of 1981 was a
major step toward the ending of a
serious cost threat. At this time last
year, we were concerned that we
might be forced to install “scrubbers”
at our Cheswick Power Station
However, the Environmental Protec-
tion Agency approved revised air
quality regulations for Allegheny
County including a revised standard
for sulfur oxide emissions applicat '
to the station. The revised standard
will enable the Company to achieve
compliance through the use of a
blend of regular and low-sulfur coa!
Over the life of the station, this alter-
native should save our customers a
estimated one billion dollars.
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Environmental Auditing
Program

Also on the environmental front, the
Company developed a new Environ-
mental Compliance Assurance Pro-
gram designed to improve the infor-
mation flow to management on the
acceptability of all operations that
affect the environment. The program
will help our operating departments
comply with changing environmental
regulations and implement effective
environmental control systems. We
believe this coordinated effort will
help minimize the cost of keeping all
Company operations in complhance
with local, state and federal environ-
mental regulations.

Management Audit

During the year a management audit,
mandated by the PUC, was con-
ducted by the Boston firm of Temple,
Barker and Sioane, Inc. While we
believe that the audit, when com-
pleted, will give Duguesne Light good
marks on overall management, super-
vision and employee competence, we
expect and will welcome constructive
criticism that will help us make our
operations even more efficient.

A Future Concern

Looking ahead, our most pressing
concern is our ability to finance the
construction necessary to meet this
commuaity’s future electrical needs
as reliably as in the past. The area’s
economic future, including the crea-
tion of much-needed jobs, depends
on an adequate supply of electrnc
energy. We anticipate that electrical
consumption in our territory will con-
tinue to grow although conservation
efforts will keep the rate of growth at
a moderate level.

Our ability to cope with the increas-
ing demand for energy is directly
related to the rates we are permitted
to charge for the service we provide.
Therefore, for the continued growth
and economic stability of our com-
munity, we must continue to seek
reasonable rate relef.

With your help we expect to provide
the energy necessary to meet the
aspirations of those we serve.

s’ - ’; ¥ .
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John M. Arthur

Chairman of the Board
and Chiet Executive Officer

Stanley G. Schaffer
President

February 18, 1982

il

Stanley G. Schaffer and John M. Arthur at
the construction site of the Company’s
new headquarters.



1981 in Review

Increased Revenues
Revenues for 1981 increased by $107
milon over 1980. Approximately 90%
of the increase resulied from rate
rele! and the energy cost rate. The
remaining 10% came from increased
customer sales and the Pennsylvania
tax surcharge.

Customer Consumption
Increased
Electric kilowatt-hour sales were up
2Y2% over last year. The two new
170-ton electric arc furnaces at Colt
Industries' Crucible Stainless and
Alloy Steel Division ai Midiand, Pa., as
well as a number of new or expanded
tusiness customers, contributed sig-
nificantly to the increased sales.

About 29% of electric revenues
came from residential customers,
31% from commercial customers and
38% from industrial customers The
remaining 2% came from such other
sources as street lighting and sales to
other utihties

Pittsburgh's Renaissance Il is well
underway New construction and
building rehabilitation projects
throughout the entire downtown area
are contnibuting to the economic vital-
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ity of the Pittsburgh region as well as
providing future revenues for the
Company

More than 20 major construction
prejects are in progress or in the final
planning stage for Pittsburgh's
Golden Triangle. Among those new
buildings scheduled for occupancy in
1982 are the 20-story National Steel
Building, the 10-story Comstock Cen-
ter and the 46-story One Oxford Cen-
tre (the Company's future corporate
headquarnters) Scheduled for 1983
occupancy are the 54-story Dravo
Buillding and the 40-story PPG Place

In addition to the present down-
town construction programs, the
Pittsburgh area continues to make
sigrificant strides in diversifying
employment opportunities. Major
gans in the non-manufacturing job
market have resulted in area unem-
ployment percentages below both
state and national levels

Duquesne Light will relocate its corporate
headquarters to One Oxford Centre dur-
ing the fail of 1982 By choosing to remain
in downtown Pittsburgh, the Company
was able lo take advantage of the
extremely competitive development situa-
tion and use its negotiating strength as a
major tenant to secure an unusually
altractive long-term lease. This will assure
the Company of reasonable space costs
Over the next 20 years
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During the year, the Company began
offening an energy audit to residential
customers For a modest $15 fee, the
customer receives a thorough, basement-
to-attic home survey. At the conclusion of
the survey, the homeowner is given a list
of energy conservation measures
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Customer Conservation
Activities

Most of the Company's resident:al
customers are reached through effec-
uve mass media methods. Every
opportunity is taken 10 provide con-
servation of energy messages via bill
stuffers, brochures and booklets,
radio and TV talk shows and newspa-
per ads. Group presentations and a
telephone answering service coverng
appliance and homemaking matters
are used to convey conservation
information to customers on an indi-
vidualized basis.

Company engineers continued to
work closely with industrial and com-
mercial customers, helping them plan
and implement economical ways 1o
save energy and dollars. In addition,
the Company conducted an Industrial
Load Management Seminar in COOp-
eration with the Smaller Manufactur-
ers Council, a local organization with
1,400 member companies. The pur-
pose of the seminar was to inform the
smaller manufacturers of advances in
energy-saving technology, and of the
vanety of related services that are
available to them.
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In 1981, the Company presented
National Energy Watch awards to 22
large commercial and industnal
customers.
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Nuclear Operations
In March 1981, the Board of Directors
of the Company established a new
Diwvision, the Nuc'ear Division, and
named Mr. John J. Carey, Vice Presi-
dent. The new Division was estab-
lished to ensure the maximum effi-
ciency of the Company's nuclear
organization and activities through
closer management control and
optimum utilization of personnel.
The new Division is responsible for
nuclear operations, licensing, support
services and engineenng.

The Beaver Valley Power Station
Unit No. 1 (a CAPCO facility—see
page 35) is the Company's lowest
fuel cost generating station. Beaver
Valley Unit No. 1 operated ata 74%
availability rate during 1981, well
above the national average for
nuclear power stations.

New Nuclear Construction
Beaver Valley Power Station Unit
No. 2 was approximately 50% com-
pleted at year end. Scheduled for
commercial operation in 1986, the
833,000 kilowatt unit will provide
114,454 kilowatts to the Duquesne
Light system as a 13.74% owner.
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Shown is the dome setting on the reactor building of Perry Nuclear Power Plant Unit
No. 1. This jointly-owned, 1,205 MW unit is scheduled to begin commercial operation in
1984  Duquesne Light's share is 165 MW and represents the Company's next block of

generation capacity.




Fuel Mix the year, approximately 79.3% of the the remaining electricity sold by the
The Company relies principally on electricity distributed by the Company Company, about 17.6% was gener-
coal for generating electricity. During was produced in coal-fired plants. Of ated by nuclear facilities, 0.3% came

from oil-fired peaking units, and
approxirately 2.8% was purchased
from other utiiities.

COST OF FOSSIL AND NUCLEAR FUEL

Cents Per
Milkon BTU
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In July the 270-ton containment cap was lifted into position at Beaver Valley Power Sta- 20
tion Unit No 2 The cap was fabricated on the ground and lifted into place because It was Bt 1 1
the least expensive method of construction At year end, Beaver Valley Unit No. 2 was

50% completed with commercial operation scheduled for 1986. N RO N O (S (N N S (S
1971 '72 73 '74 '75 '76 ‘77 '78 '79 '80 '81

One Oxford Centre will be a 46-story retail Stee! Piaza s key element, the Dravo The National Steel Building is located in
and office structure. The Oxford Centre Building. will be a 54-story tower with over the First Side area between the BIvd. of
development involves four blocks of new 1 & mifiion square feet of office space the Alhes and Fort Pitt Bivd it will be a
construction between Grant and When completed in Spring 1983, it wili be mixture of historic preservation and new
Smithfield Streets the City's second-iallest office buitding construction
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environmental awards, 1s an advocate  ulimately cost the ratepayer more life of the station.
of a healthful environment. During
1981, the Company invested $28 mil- r
hon in poliution control facilities bring-
ing the total investment in environ-
mental control to $453 million at a
current annual operating cost of $115
million representing over 14% of
customer revenues. Nevertheless,
the Company believes that there
should be economic as well as other
jusufications for environmental pro-
grams and that such programs should
be based on realistic and balanced
considerations founded on scientific
fact

Of particular interest was the Octo-
ber 1981 Environmental Protection
Agency approval of revisions to the
Pennsylvania State implementation
Plan for Allegheny County which
includes & revised sultur dioxide
emission standard for the Company's
Cheswick Power Station. Although
one party has started a court pro-
ceeding with regard to anothe part of

the "'_9““""0"5; ‘h? revised siadard Over the next 25 years, 200 million tons of sludge from the poliution contro! scrubbe: s
applicable to Cheswick is presently the Bruce Mansfield Plant (a jointly-owned CAPCO facility) will be disposed of bet:
effective The revised standarc will the Little Biue Run disposal dam

enable the Company to comp,, with
the environmental regulations by
using a blend of low sulfur and regular

¥ entral Siat wilh s Classic The Civic Arena’'s unique Ihe David L. Lawrence Com
red and tunchon as shang roof was scoured fer. opened in @arly 198! w
o0h subway and bus Ias! yagr 10 restore (#s jomned by Liberty Center
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Rate Increases

On February 20, 1981, the Pennsylva-
nia Public Utility Commuission (PUC)
entered a final Order regaiding the
Company's $113 million rate increase
filed in April 1980. The Order granted
only $47.5 million of the amount
requested. The Company has filed an
appeal with respect to certain issues
raised by the final Order. On April 30,
1981, the Company filed with the PUC
a new rate schedule estimated to
increase annual revenues based on
levels of business at December 31,
1980 by approximately $100 4 million
or about 15%. On June 29, 1981 the
PUC entered an Order instituting an
investigation into the rate request and
granting the Company the option to
place a rate increase of approxi-
mately $64.2 million or about 10% into
effect pending the outcome of the
investigation if the Company reduced
the requested increase to that
amount. On June 30, 1981 the Com-
pany filed a new rate schedule in
accordance with the option granted
by the PUC. On July 17, 1981 the PUC
approved the new rate schedule,
thereby permitting the new rates to
become effective for service ren-
dered on and after July 15, 1981 sub-
ject to refund with interest if the PUC

Dividend Increase

On August 18, 1981, the Company
placed the Common Stock on an indi-
cated $1.90 annual dividend rate by
raising its quarterly dividend on Com-
mon Stock from 45¢ to 47Va¢ per
share beginning with the dividend
payable October 1, 1981,

-~ e S e

investigation results in approval of a
smaller rate increase A final decision
on the option rate increase of $64 2
million is expected early in 1982.
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Heavy power loads in several high-density population areas of Allegheny County will be
relieved when the new Arsenal Substation comes on line in 1982, While the new substa-
tion can perform the same basic functions as a conventional substation, it requires less
land area than a substation of the same rating The Arsenal project was the first installa-
tion of this type in the Duquesne Light system

Renaissance Il is more than new
struction. Major renovation projects
unaerway include ihe old Eiben & Irr
Building, the Century Buiiding. the Libert;
Building, the Arrott Building and the
Magee Building

Two Chatham Center. a 16-story office
tower of grey refiective g'ass ang off
white aluminum, was completed in 1981
as part of Chatham Center's apartment-
hotel-otfice complex
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Financing

About 54% of the Company's total

capital expenditures of $179 million
dunng 1981 was raised through out-
side hinancing which included:

1. On March 24, 1981 the Allegheny
County Industrial Development
Authority issued $50.000,000 principal
amount of pollution control revenue
bonds to reimburse the Company for
funds expended to complete air
pollution control facilities at the Com-
pany's Phillips and Elrama Power Sta-
tions. The bonds have an interest rate
of 12%, and payments of principal
and interest on the bonds will be
funded by the Company. The Com-
pany received from the Authority net
proceeds of $48 7 million from the
sale of the bonds

2. On June 25,1981, the Company
iIssued $80,000,000 principal amount
of 16% First Mortgage Bonds, Sernes
due June 1, 2011. Net proceeds to the
Company were approximately $78.7
million

3. The Company issued 4,100,000
shares of Common Stock on Septem-
ber 29, 1981 Net proceeds to the
Company were approximately $48 6
million

4. Also, 902,977 shares of Common
Stock were issued in 1981 pursuant to
the Company's Dividend Reinvest-
ment Plan and 133,460 shares of
Common Stock were issued pursuant

to the Company's Employee Stock
Ownership Plan. The aggregate dollar
value of Common Stock issued
through these plans was $12,706,000

Comraunicating with customers takes many forms. The role of the news media in that
communication is increasing every day Duquesne Light recognizes that fact, and has
always strived to work with local and national media to help keep customers informed
Here, an employee is being interviewed for a segment of the ABC-TV news show
"20/20" featuring women in non-traditional jobs




Dividend Reinvestment Plan

The Company's Dividend Reinvest-
ment Plan is available to holders of
the Company's Preferred, Preference
and Common Stock. The Plan was
amended in 1981 to provide a 5%
discount from market price on Com-
mon Stock purchased under the Plan.

Effective January 1,1982, the Plan
was further amended to permit eligi-
ble participants to elect to exclude
from current income for federal
income tax purposes up to $1,500 on
a joint return and $750 on an individ-
ual return of dividends received in the
form of Common Stock under the
Pian

For a free Prospectus which fully
describes the Plan and an authoriza-
tion form for participation in the Plan,
write: Duquesne Light Company,
Stockholder Relations Section,
435 Sixth Ave., Pittsburgh, PA 15219,

Customer Communications
The Company has a number of com-
munications programs designed to
keep the public informed about
energy-related matters.

In order to educate customers in
efficient energy use, the Company
has developed and distributed inform-

ative booklets including tips on insula-
tion, "'do-it-yourself'’ conservation
measures, understanding electric
rates, and special bill payment
programs.

In addition to the traditional adver-
tising media such as direct mail and

newspapers, the Company's Speakers’
Team was actively involved in com-
municating with customers. During

the year the Team made 361
preseritations to over 15,000 mem-
bers of important civic organizations

IN OUr service area.

In September the Company's Speakers’ Team made their 1,000th presentation. Formed
in 1974, the volunteer Team has presented the Company's views to over 52 000 area

opinion leaders

Pitst rgh's Gateway Clippe: Fige! w
have a new gock and moonng fa
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Record Peak Load

On July 9, 1981, the Company experi-
enced a record peak load of 2,522,000
kilowatts which exceeded the previ-
ous system peak established in 1980
by 48 000 kilowatts or about 2%.

R

Duguesne Light reached a new system
peak load of 2 522 000 kilowatts at
approximately 2 pm on July 9. The new
peak 1s 48 000 kilowatts higher than the
previous peak and 87,000 kilowatts higher
than the peak load foreca-! for 1981

* a CAPCD member, feels

€ {he oniy abun
Jomesne tuels avail-
atve 107 ¢ 10 power generation

Company personnel are shown adjusting the alignment of a microwave antenna Micro
wave towers are used throughout the Company’s system to provide communications

channels for protective relays, telemeter- Ing. supervisory control, data process =
and the Company's telephone system

The Bruce Mansfield Plant (be
prises three coal-burning
power urits and is oper-

ated by the Pennsylvania
Power Company

Use of these fuels will reduce the
nation’s dependence on foregn oil
and help reduce Amenca's balance
of payments geficit
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Steam Heating
Discontinuance

The Company's steam heating sub-
sidiary, Allegheny County Steam
Heating Company, filed an application
with the PUC in August 1981, request-
ing approval to discontinue steam
heating service to the public on June
1, 1982 in its application, the Steam
Company cited, among other reasons
for its action, financial problems, the
continuing loss of customers, a dete-
riorating distribution system and the
high cost of fuel. A number of steam
customers have filed protests to the
application

Union Relations
The Company and the International
Brotherhood of Electrical Workers
(IBEW) reached an agreement on a
two-year contract effective October 1,
1981. The agreement maintained the
Company's relative wage position
with other electric utilities
Employees of the Company's coal
mine are represented by the United
Mine Workers of America (UMWA)
and are covered by the industry-wide
Bituminous Coal Wage Agreement.
After a 90-day strike by the UMWA  a
three-year contract was reached
effective June 7, 1981

Va'ley Power Sta
bility rate of
rably h,i)’\ey

{fian e nal il average of 67 percent

fan ava'a

Employees

The number of employees at year end
was 4,603, about 3% higher than in
1980. During the year, about 26% of
our employees received additional
training through Company-sponsored
courses or by attending local schools
or universities.

Professional and
Supervisory Employees

Most of Duquesne Light's supervisory
employees have spent years learn-
ing their skills. In fact, the typical
Duquesne Light non-union employee
1S 43 years old and has 18 years of
service with the Company.

Electrically-powered vehicles, similar to those shown, will be part of the Port Authority
of Allegheny County's new Light Rail Transit System. The $480 million project is

scheduled for completion in 1984

Unit No. 2. now under construction, is
expected to go on-iine in 1986. Both
nuclear generating units are operated by
Duquesne Light

These stations, Bruce Mansfield and Bea
ver Valley. are jointly-owned by members
of the Centra! A:ea Power Coordination
(CAPCO) group




Company Report on
Financial Statements

The Company is responsible for the financial informa-
tion and representations contained in the financial
statements and other sections of this Annual Report.
The Company believes that the financial statements
have been prepared in conformity with generally
accepted accounting principles appropriate in the cir-
cumstances to reflect, in all material respects, the
substance of events and transactions that should be
included and that the other information in the Annual
Report i1s consistent with those statements. In prepar-
ing the financial statements, the Company makes
informed judgments and estimates based on currently
available information of the effects of certain events
and transactions

The Company maintains a system of internal
accounting control designed to provide reasonabie
assurance that the Company'. assets are safe-
guarded and that transactions are executed and
recorded in accordance with established procedures.
There are imits inherent in any system of internal con-
trol based on the recognition that the cost of such a
system should not exceed the benefits to be derived.
The system of internal accounting control is supported
by written policies and guidelines and is supplemented
by a staff of internal auditors. The Company believes
that the internal accounting control system provides
reasonable assurance that assets are safeguarded
and financial information is reliable.

The accompanying consolidated financial state-
ments have been audited by Deloitte Haskins & Sells,

independent certified public accountants, whose
appointment was approved at the 1981 Annual Meet-
ing of Stockholders. Their examination was made in
accordance with generally accepted auditing stan-
dards and included a review of the system of internal
accounting controls and tests of transactions to the
extent they considered necessary to provide reason-
able assurance that the financial statements are not
misleading and do not contain material errors.

The Board of Directors has an Audit Committee
composed of four non-officer directors which met four
times in 1981. The Audit Committee has the following
duties and responsibilities: (1) recommend the inde-
pendent public accountants, (2) review the planned
scope and results of their audit and other services to
be performed,; (3) review the financial statements and
the related report of the independent public account-
ants; (4) review with the officers, internal auditors and
the independent public accountants the adequacy of
the Company's system of internal accounting control,
including their recommendations with respect thereto,
and (5) review the planned scope and results of the
internal audit function. The independent public
accountants have full and free access to the Audit
Committee and meet with it, with and without manage-
ment being present, to discuss internal accounting
controls, auditing and financial reporting matters.

v
C. M. Atkinson John M. Arthur
Vice President Chairman of the Board and
Fiscal Chief Executive Officer

Opinion of Independent Certified Public Accountants

DELOITTE HASKINS & SELLS
Certified Public Accountants
Two Gateway Center
Pittsburgh, Pennsylvania 15222

TO THE DIRECTORS AND STOCKHOLDERS
OF DUQUESNE LIGHT COMPANY:

We have examined the consolidated balance
sheets of Duquesne Light Company as of
December 31, 1981 and 1980 and the related
statements of consolidated income, retained
earnings, capital surplus and changes in financial
position ‘or each of the three years in the period
ended Uecember 31, 1981 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 con-
sidered necessary in the circumstances.

In our opinion, such consolidated financial state-
ments present fairly the consolidated financial
position of Duquesne Light Company at Decem-
ber 31, 1981 and 1980 and the results of its opera-
tions and the changes in its financial position for
each of the three years in the period ended
December 31, 1981, in conformity with generally
accepted accounting principles consistently
arplied during the period subsequent to the
change. with which we concur, made as of Jan-
uary 1, 1979, in the method of billing and recog-
nizing revenues as described in Note B to the
financial statements.

b Lo T Xétoéw J iu-f’.
February 18, 1982



Duquesne Light Company

Statement of Consolidated Income

For the Three Years Ended December 31, 1981
(Thousands of Dollars, Except Per Share Amounts)

OPERATING REVENUES:
ERDBIIE  ciis ovv s ina S onh R S N B e RATS T S W e B e
e O R P L SN L S e

Total Operating Revenues ........ WL, B R SR

OPERATING EXPENSES:
PO s Serihirile b b lind 1 3 avi 5 263 R KR s s B T T A
e b s KR SR S B et . 3
RO D Ty st 1503 el %0 SOV a6 . e B S g e
MAINBNENCS (NOIBN) .. .o v vunivinmnnsstrsssasnsbmassissssss
e R A R P RS DL TN, ISRPRRE. B gRp P T
Taxes other than income taxes (NoteN) ............ccviininninnn
Income taxes NDIB M) . ......ivvvvivriinsneoianns IRy T Py

TOIRI LD AIND EXPOMIBE -5l v 5 hovw s o oo e ians sons
COPERATING IGO0 o 5 3% 04 ot e dia s o bk 5 A Wi s, 5 #0004

OTHER INCOME:
Allowance for equity funds used during construction ...............
Income taxes—credit (NoteH) ..........ccoiiiiiniiinnnnnninnnns
Other income and deductions—Net . . ...........c.cviveinrnneeees
Total Other INCOME .. .......ccvvviinreeconoersninennsns

INCOME BEFORE INTERESTCHARGES ..............conviiininn

INTEREST CHARGES:
R T A L e g
COUNIE IRRIMIIR - o - oo i 4 b o S NS R  52 0m -BW R
Allowance for borrowed funds used during construction,
SO QT IR s .55 45 ¥ bk i DA A e b s R
TOM INIOrOBE CNBIGOE . . « (v vvuw s s rnsnsms sa's swwis oo va sis
INCOME BEFORE CUMULATIVE EFFECT OF THE 7'4ANGE IN
CBE S E e e R L R N o My S = - ]
CUMULATIVE EFFECT TO JANUARY 1, 1979 OF THE CHANGE IN
BILLING PRACTICE, NET OF INCOME TAXES (NoteB) ..........
WET INOOMIE . . i dies ve x5 o dbmaliin e s msins o vl e Bl w ik AR
DIVIDENDS ON PREFERRED AND PREFERENCE STOCK ..........

EARNINGS FOR COMMON STOCK .. oo . vueiwartunnmsanwus bvsuss
AVERAGE NUMBER OF COMMON SHARES OUTSTANDING (000) ..

EARNINGS PER SHARE OF COMMON STOCK:
Before Cumulative Effect of the Change in Billing Practice ..........
Cumulative Effect to January 1, 1979 of the Change in Billing Practice
RETDRTEIIE (e ~ il - v pesmeli vmi vl omosn AT Pl et Sl By o VL s w00 }

- LI I STUN [N TIPS L B EICE o S B
DIVIDENDS DECLARED PER SHARE OF COMMON STOCK ........

1981

$786,015
10,832
796,047

249,547
16,189
115,433
64,026
61,464
58,218
71,625
636,502
160,345

24,579
14,272
2,643

41,494
201,839

97,404
6,957
(11,393)
92,968

108,871

108,871
22976
§ 85,095

41,764

$ 206

1.

- e

1980 1979
$674 537 $611,346
_ 14928 11,194
689465 622,540

212,672 211,939

18,524 10,922
101,549 87,682
61,253 52,444
53,897 48,450

48,358 47 476
_ 60343 49,095
556,596 508,008
132869 114532

22374 18,852
10,051 8,643
328 1750
35723 29,245
168,592 143,777
80,558 69,655
4,268 3,475
__(9.196) _(7.715)
75630 65415
92 962 78,362
= __3p84
92 962 82,207
23353 a7
$ 69609  § 58.486
38,267 32,239
$ 182 $ 169
RO ST |
$ 182 § 18
$ 180 2 1.76

The accompanying Notes to Financial Statements are an integral part of these statements

b &



Duquesne Light Company

Consolidated Balance Sheet
December 31, 1981 and 1980
(Thousands of Dollars)

ASSETS
PROPERTY, PLANT AND EQUIPMENT:
Electric piant:

i T S
Construction work inprogress ................................ "
PRORBIOE IO LI - .o ooy vicins ot v bine wabnins o mbb bt s mona e st

Steam heating plant:

MEBBIVIOR . ..icvcinrannhnsssn wimmniombnnsnbons sbameyidisbnsmnntels .
Construction work inprogress ................................

Total property, plant and UM . ... e
Less accumulated depreciation .................................

OTHER PROPERTY AND INVESTMENTS:
Nonutility property (at oniginal cost less accumulated depreciation of $278

at December 31, 1981 and $269 at December 31,1980) ...................
Miscellaneous investments . ................................ ...

Y . e g e s ey e e s

Accounts receivable:

Customers (less reserve for uncollectible accounts of $2,242 at December 31,

1981 and $2,144 at December 31,1980) ..........................
Tax refund—principally investment tax credit CarTyback ..........c..iv0e
T S

Materials and supplies (generally at average cost):

BB . . s e s e sttt e

Deferred fuel COStS ...............couvuiviiiineiniii
Other currentassets . ..................oo.covveinnninon 00

DEFERRED DEBITS

Deferred costs of cancelled generatingunits (NoteC) .....................
Deferred coal costs (NotesGandM) ...... .....................
Unamortized debt expense . ......................ccoooieiiiiii
Otherdeferred debits . . ...................coovvvneeivnsinssiins

L A S T T R PO ol LA P

3,310
47,345

71,089
2,875
20,386

53,111
30,767
2,212
9,788

240,883

31,443
15,669
2,970
43028

The accompanying Notes to Financial Statements are an integral part of these statements

1960

$2,120,882
459,743
i
2,580,761

23,280
2%
2,604,333
424653
12179680

1,574
-1
. 1.846

31,286
314

2.556

__ 31223
65.379
$2.447,163



1981 1980
LIABILITIES
CAPITALIZATION (Note D):
Common Stock (authorized—60,000,000 and 45,000,000 shares, respectively,

outstanding—45,302,520 and 40,166,083 shares, respectively) ............... $ 45303 $ 40,166
T b R g e R S L M g 550,244 494 228
L L R i N P R o e ot e 167,149 158,546

Total Common Stockholders’ Equity . .................cviveeninn.. 762,696 692,940
Non-redeemable Preferred and Preference Stock ...............oooveoooo. .. 156,137 156,137
Redeemable Preferred and Preference Stock, less sinking fund and

rEPUIrChase reQUIrMENTS . . ... .. ...ttt eneeesas s s enn e el 143.924 146,867
First mortgage bonds (less sinking fund requirements and current maturities) 983,870 918,230
Sinking fund debentures . .................oeiriiie 10,682 10,981
Pollution control obligations . ..................couuiiiiineeieiein, 166,000 116,000
Unamortized debt discount and premum—net .............................. _ (9,453) __(7.161)

Total Capitalization . .................coouiiiiueiinsiiirinnnannn, 2,213,856 2,033,994

CURRENT LIABILITIES:

Notes payable—bank (NOW E) ....... .........oo vt — 6,500
Notes payable—commercial paper (NOte E) . .............ovirern . — 28,500
First mortgage bonds maturing withinoneyear .............................. 14,000 —
ACCOUNE PAYADIE . .. ...ttt e e 80,010 66.292
Accrued federal income tax (NotesHand l) .. ............. .. oo . 135 2,037
Other accrued taxes . . . .. ..........ooririr 21,499 17,102
Deferred income taxes—deferred fuel COSS .................c..ovornin. .. 1,174 10,884
Accrued interest .................. P O S . 24342 21,005
Dividends declared . ....... .. ......cccirieiree 27,232 23,889
Sinking fund and repurchase requirements (Note D) ......................... 9733 10,591
TR EIIIIE. ., .50 10 4 25 5 7 o 5605 2 b7 00970 5 000 GhEnS b il 178,125 186,800
DEFERRED CREDITS:
Investment tax Credits .. ............... it 109,866 98,368
Accumulated deferred INCOME LAXES . ... . ... ... ... ' 158,463 120,357
TP SORICRIIIIIN - £ i 5npnd il xe s oo 3ot s gt e b A el B . 8267 7,644
Total Deferred Credits .................couviiiniinininennennnnnn. 276,596 __ 226,369
COMMITMINTS AND CONTINGENT LIABILITIES (Notes C, G, I, L. M and o a
I 5 c i v ad T A Rk a0 W08 WA G 3 5% 5356 iy i PN s 82 660 577 $2,447 163



Duquesne Light Company

Statement of Changes in Consolidated Financial Position
For the Three Years Ended December 31, 1981

(Thousands of Dollars)
1981 1980 1979
SOURCE OF FUNDS: ST B
Operations.
Net income (1979 includes cumulative effect of change in billing
PrEcUCOOIBIBABY .. . ... iie i i ia ey s ane s e nbn s $108,871 $ 92,962 $ 82,207
ltems not affecting working capttal
Depreciation . .. ... ... 64,170 56,737 51,428
Investment tax credit deferred—net . ...... .. ... . .......... 11,498 16,002 18,452
Income taxes deferred-—net (noncurrent portion) ............. 38,106 17,613 15,603
Allowance for equity and borrowed funds used during
COPRIPAIINENY. . 55, » 5107 €5 berl smnsrate T s e o ot e a3 e wrie - (35,972) (31,570) (26,567)
Total ........ T AT ast b N s w e KN e T o L GRS e 186,673 151,744 141,124
Saleofbonds ... ....... .. Yy o e b na it L, NP ) EIS 80,000 110,000 100,000
IS8URNCTH OF COMMON SIOCK . & .2 oot innesasesiemriosvessssss 61,332 65,309 50,730
Increase (decrease) innotes payable ........................... (35,000) 24,000 (23,500)
Construction costs reimbursed by trustees from proceeds of
pollution control inANCINGS ... .. ... ... .uiriinnnenns. 50,000 3,223 7,375
Decrease in working capital (exclusive of current maturities
of long-term debt and notes payable) (a) ........ ........... ' - —_ 35,687
Total Source of FUNds ..............c0viviveeinnnnis. $343.005 $354,276 $311,416
APPLICATION OF FUNDS
Construction expenditures (net of allowance for equity and borrowed
funds used during CONSTUCION) .. ... . ..., . 178,942 $209,778 $197,927
Dividends on capital Stock ... ... .- 100,268 93,188 81,343
Payment of first mortgage bonds ... ... .. .................. ..., - 12,000 15,000
Sinking fund and repurchase requirements . . . ..................... 4,461 3,740 5,496
Deferred coalcosts ... ............. el S P P e 15,355 314 -
2 L S S S 15,679 7,202 11,650
Increase in working cap:tal (exclusive of current maturities
of long-term debt and notes payable)(a) ....................... 28,300 28,054 -
Total Applicationof Funds .............................. $343,005 $354,276 $311,416
(a) The components of working capital (exclusive of current maturities
of long-term debt and notes payable) were as follows:
Current assets
Cash and temporary cash investments . ........................ $ 50,655 $ 3550 $ 4449
Accounts receivable . . . Spl Iy £ 2 o B e e i Fanale 94,350 84 816 77,404
Matenals and supplies and other current assets ..... - U e . 93,666 90,885 75,528
Deforrad fuel COSIS .. ... .....c.cuviviiiirvnosvmsniserenanseens 2,212 21,007 10,619
i s N R e shcairond i etz i S T . 240,883 200,258 168,000
Current habilities:
Accounts payable and accruedinterest . . .. ......... ... ... 104,352 87,297 82,354
Accrued and deferred taxes . ... ...t 22,808 30,023 3321
CIVICIBOTIS OCIRFERE .. v e tas e b i s et b e gl e e < 27,232 23.889 21,886
Sinking fund and repurchase requirements . . .................... 9,733 10.591 10,145
TOIRE Cciie ot v P R R A S T e, F ol 164,125 151,800 147,596
Working capital atclose ofyear . .. ... .............ccoiviiiiiinn.. 76,758 48 458 20,404
Working capital atbeginningofyear .. ........... ................ 48,458 20,404 56,091
Increase (decrease) in working capitai (exclusive of current
maturities of long-term debt and notes payable) ................ $ 28,300 $ 28,054 $ (35,687)

The accompanying Notes to Financial Statements are an integral part of these statements



Duguesne Light Company

Statement of Consolidated Retained Earnings
For the Three Years Ended December 31, 1981
(Thousands of Dollars)

1981
BALANCE AT BEGINNING OF YEAR:
I DO ERDOTOI ' i 3= Lot 43 b5 o gedeg o ey iy s e e PR i 4 e $158,546
Less settlement of prior years’ income taxes (Notel) .............. -
RETEABIIG . . . . oy ooroe 5 i 2 vtis s wipon wowee &8 b Gs o w95 v 0 e 5 B
NET INCOME FOR THE YEAR ... ... ittt 105,871
TID . oo o e sy e s o R O S P R W A8 3 267,417
DEDUCT:
Cash Dividends Declared:
Preferred Stock:
B0 SOTMIE . .. v s i n s m e e e e R s b e b 1,100
STRW GO © . naviinrin shms s mr s A e dy 5ot ban s 281
e e e e e e R R R i g T g 261
B0 TOOBE oo oo onni o n e h b Ay s e ks Hn ek ek o e <10
BAODR EOEMIE . . s anine s ks bbby s & et ool SRS 6> nh 5 i e 246
e e T e ey R A e R LA g, LY 335
BEBEEOONE ., v n iy i i p e E s A g N n A e 2,523
87,20 SIS ...\t 2,520
T R o L T e b s e s e R e 2512
Preference Stock
B BDBRIIGE .- i it e e nm v a8 0 kT 0 Bk e T 0 SN ey 2,119
B R o B R I i, LT B R . W) L S 1177
o e o o, L e e 2,778
$210S€res ............cvviiriariinnsns LA v e A 2,720
B ADBTMITION - .. i iovniras hds i B B RS B e £ b B 6 4,363
Common Stock (Per Share: 1981—81.85; 1980—$1.80; 1979-—$1.76) 77,292
TOWI CaBNTONVISONGS . .....0noveanssisitasininais Bile 100,268
Loss on redemption of capital stock . ...................ciiaian. =
BALANCE AT CLOSE OF YEAR ... c0onissvronsssssnnmisssssnsns $157,149
Statement of Consolidated Capital Surplus
For the Three Years Ended December 31, 1981
{Thousands of Dollars)
1981
BALANCE AT BEGINNING OF YEAR .. .....oovuiniiiiiaianiinennns $494,228
Premium on common Stock 1SSUed .. . ... ...oivverneirriiinenban 56,196
Expense of issuing capital stock (debit) ................ ...t (180)
BALANCE AT CLOSE OF YEAR . ... . vviniisnsvinwinmesstssdons s 8550.2{5

The accompanying Notes to Financial Statements are an integral part of these statements

1980

$158,772

1,100
281
291
210
246
336

4,875

2,520

2512

1960
$432 084
60,693

{449)

$494 228

1979

$158 257
822

158,035
822,207

240242

1,100
281
291
210
246
336

2427

2,520

2512

2,283
1,689
2,778
2,520
4,560
57,590

81,343
T
$158,772

1079
$387,185

46,930
(3
$433 984

1¢
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Notes to Financial
Statements
A. SUMMARY OF ACCOUNTING POLICIES:

Consolidation

The censolidated financial statements include the
Company and its wholly-owned steam heating
subsidiary.

Property, Plant and Equipment

The properties of the Company and its subsidiary are
carried at oniginal cost. The Company's properties,
with minor exceptions, are subject to a first mortgage
lien. All maintenance and repairs and replacements of
minor units of property are charged to income.
Replacements of retirement units of property and
betterments are charged to property. In connection
with retirements, reserves are charged with the carry-
ing value, plus dismantling charges, less salvage, of
property retired.

Revenues

Customer meters are read monthly or bimonthly and
bills are rendered on a monthly basis. Revenues are
recorded when billed.

Aliowance for Funds Used During Construction
In accordance with the uniform system of accounts
prescribed by regulatory authorities, an allowance for
funds used during construction (AFC) is included in
construction work in progress and credited to other
come for AFC attributable to equity funds and to
interest charges for AFC attributable to borrowed
funds, net of income taxes. AFC is a non-cash item
and is computed using a composite rate, which is
applied to the balance of construction work in pro-
gress and assumes that funds used for construction
are provided by borrowings and by prefe-ed, prefer-
ence and common stock equity. The rate was 7.6%,
7.4% and 7.0% compounded semi-annually in 1981,
1980 and 1979, respectively. This accounting proce-
dure resulis in the inclusion in property, plant and
equipment of amounts considered by regulatory
authorities as appropriate costs for the purpose of
establishing rates for utility charges io customers.

Depreciation

The Company provides for depreciation of electric
plant, exclusive of coal properties, on a straight-line
basis determined in a manner consistent with applica-
ble Pennsylvania law and with methods applied by the
Pennsylvania Public Utiity Commission in the determi-
nation of depreciation in rate proceedings. The Com-
pany provides for decontamination and dismantling
costs for the Beaver Valley No. 1 nuclear generating
unit on a straight-line basis over the life of the unit.
Such costs are currently estimated to be approxi-
mately $30,000,000. The Company deposits certain
revenues in a trust fund which has been established to
pay for such costs. At December 31, 1981, $874,000
was inciudad in this fund. Provisions for depreciation
and depletion of other Company property and the

steam heating subsidiary's property are made on vari-
ous bases such as tons of coal mined for coal
properties.

Income Taxes

Deferred income taxes are provided principally for dif-
ferences between depreciation for income tax pur-
poses and depreciation for accounting purposes to
the extent permitted by the Pennsylvania Public Utility
Commission for rate-making purposes, and for fuel
and cancellation costs deferred for accounting pur-
poses but deducted currently for income tax pur-
poses. In compliance with regulatory accounting,
income taxes are allocated between operating
expenses and other income, principally with respect
to interest charges related to construction work in
progress. Investment tax credits are deferred and
amortized over the lives of the related facilities.

Deferred Fuel Costs

The Company defers the difference between actual
fuel costs and base fuel costs until the period in which
such costs are billed to its customers through its
energy cost rate. Effective May 1, 1981, the energy
clause was revised from a historical cost basis to a
projected cost basis, with provisions for subsequent
adjustments to actual cost. This change reduced the
time lag in the recovery of energy costs through reve-
nues that existed in the previous net energy clause
and significantly reduced deferred fuel costs.

Nuclear Fuel Costs

The Company's share of nuclear fuel costs under a
non-capitalized financing lease agreement is charged
to fuel expense based on the quantity of electric
energy generated and reflects a zero net salvage
value for the leased nuclear fuel. Since regulatory
authorities have not determined whether spent fuel
may be reprocessed, and therefore it may be nec-
essary to store spent fuel for an indefinite period, no
provision for final disposition costs of such fuel has
been made.

Debt Discount, Premium and Expense

Debt discount or premium and related expenses are
amortized over the lives of the issues to which they
pertain

Reclassifications

Certain minor reclassifications have been made to
amounts reported in the 1980 Consolidated Balance
Sheet to conform to the presentation used for 1981.

B. CHANGE IN BILLING PRACTICE:

Pursuant to an order by the Pennsylvania Public
Utility Commission, the Company changed its method
of biling and recognizing revenues for residential and
certain commercial customers from a quarterly to a
monthly basis, effective January 1, 1979 The
$3,845,000 cumulative effect of the change on prior
years (after reduction for income taxes of $7,353,000)
1s included in income for the year ended December 31,
1979. The additional effect of the change on the year
ended December 31, 1979 was not significant



C. CANCELLATION OF CAPCO
GENERATING UNITS:

In January 1980, the Company and the other CAPCO
companies cancelled the construction of four nuclear
generating units. The Company's share of the accu-
mulated construction costs applicable to these units
was $31,443,000 as of December 31, 1981. The Com-
pany has received approval from the Federal Energy
Regulatory Commission to defer and amortize the
accumulated construction costs over a 10-year period
beginning with the recovery of such costs from its
customers. The Pennsylvania Public Utility Commis-
sion has not yet decided whether to approve such
recovery.

Claims related to the termination of associated con-
tracts have been filed, for which the Company's share

could be s ibstantial. No termination costs have been
recorded at December 31, 1981 as the CAPCO compa-
nies have available to them and intend to assert legal
claims and defenses. If any termination costs are
incurred, the Company would seek approval from the
Pennsylvania Public Utility Commission to recover
such costs from its customers over a 10-year period.

If the Company is denied the right to recover these
costs from its customers it would charge such costs to
income in the year of disallowance. The Company
believes that recovery of all such costs from its cus-
tomers is proper, and that final resolution of the
accumulated construction costs and the termination
costs will not have a materia! adverse effect on the
Company'’s financial position.

D. CAPITALIZATION:

13
Capital Stock: December 31, 1981

December 31, 1980

Shares Shares
Outstanding ~ Amount Outstanding ~ Amount
Common Stock—S$1parvalue (1) ................ 45,302,520 $ 45,302,520 40,166,083 $ 40,166,083
Capital Surplus:
Premiumon CommonStock ................... $556,598,987 $500,403,359
Capital stock expense (debit) .................. (6,607,112) (6,406,437)
g SR b R, | e 252,261 231,016
Total capital surplus . .................. §5_59g5_4i3§ $494,227,938
Non-redeemable Preferred and Preference Stock:
Preferred Stock—S$50 par value (cumulative) (1)
4% BONOE L2F .. v v v wumminvssomsn o on s 549,969 § 27,498,450 549969 § 27,498,450
375% SOres8 () .....coirvriveivirmnsnivarss 150,000 7,500,000 150,000 7,500,000
L T T ) L A SR UL S 140,000 7,000,000 140,000 7,000,000
BN R ARY 5 5 v oxasnt s ssnag et o 100,000 5,000,000 100,000 5,000,000
410% Seres (2) ........ovvvveininnns DY 120,000 6,000,000 120,000 6,000,000
SR NOSONOR LR 'L s oo sieos v s Shvs wod e el 160,000 8,000,000 160,000 8,000,000
g kT TR R A S SR 350,000 17,500,000 550,000 17,500,000
Preference Stock—$1 par value (cumulative) (1)
SLTIESOMOR LA o v« oiiivos s viniiers sasss saes 1,200,000 1,200,000 1,200,000 1,200,000
$210Series (4) ......ccovvviiiiiiiiniininas 1,200,000 1,200,000 1,200,000 1,200,000
80,898,450 80,898,450
Premium on Non-redeemable Preferred and
Preference SOeK ... ... c.ocivussininsiinans 75,238,760 75,238,760
Non-redeemable Preterred and
Preference Stock .............cccuiviivns. $156,137,210 $156,137,210
Involuntary liquidationvaiue .. .............. $155,998,450 $155,998,450
Redeemable Preferred and Preference Stock:
Preferred Stock—$50 par value (cumulative) (1)
BOOASONES (A . .o vovs svs coma o 5oesniess 268,872 § 13,443,600 274872 $ 13,743.600
$8375Series (3) ........coviiiiiiniiiinaian 300,000 15,000,000 300,000 15,000,000
Preference Stock—$1 par value (cumulative) (1)
700 8BR08 () ;i i s ans seee i p b s 280,120 280,120 289,800 289 800
BRGSO (A) o' vnirs i wssngas s wamamals 385,100 385,100 488,850 488,850
$91258€res (3) ......oviiiriiiiii s 500,000 500,000 500,000 500,000
29,608,820 30,022,250
Premium on Redeemable Preferred and
Preference S1ock .. ........coviiiiiinninains 114,917,880 118,666,200
Repurchase and Sinking Fund Requirements . . . .. ~ (602,500) _(1,821,250)
Redeemable Preferred and Preference Stock .. $143,924,200 $146,867,200
involuntary liquidationvalue .................. $143,924,200 §1_4686720_9

(1) Authonzed shares Common Stock—60.000 000 and 45 000,000
shares respectively Preferred Stock—4 000 000 and
Preference Stock—8 000,000

(2) $50 per share mnvoluntary hquidation value

(3) $100 per share involuntary iquication value

(4) $25 per share involuntary iquidation value
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The following summary indicates the changes in the number of shares of Common Stock outstanding during
1981, 1980 and 1979:

Year Ended December 31,
1981 1980 1979
Common Stock:
Shares outstanding at beginningofyear ................... 40,166,083 35,550,009 31,750,000
Iss. .nces:
Common Stock Sales . .........coviiiiieninrnnns 4,100,000 4,000,000 3,800,000
Dividend ReinvestmentPlan ........................... 802,977 446,172 -
Employee Stock OwnershipPlan ....................... 133,460 169,911 —
Shares outstanding atendofyear .............. T T . 45,302,520 40,166,083 35,550,000
The number of shares reserved at December 31, thereafter; $9.125—not redeemabie prior to January 1,
1981 for issuance under the Dividend Reinvestment 1989 through certain refunding operations, otherwise
Plan and the Employee Stock Ownership Plan are redeemable at $100 plus the applicable redemption
2,850,851 and 696,629, respectively. premium decreasing from $7.68 in 1982 to $.48 in 1998.
The outstanding Preference Stock of the Company The outstanding Preferred Stock of the Company is
is callable on not less than thirty days' notice at the callable on not less than thirty days’ notice at the fol-
following redemption prices plus accrued dividends: lowing redemption prices plus accrued dividends:
$7.50—redeemable at $112 through April 1, 1983; $105 4%—851.50; 3.75%—851.00; 4.15%—$51.73; 4.20% —
through April 1, 1986, $103 through April 1, 1989; and $51.71; 4.10%—851.75; $2.10—851.84; $8.64—
$101 thereafter, $2 75—not redeemable prior to redeemable at $107 through September 30, 1984; $104
August 1, 1984 through certain refunding operations, through September 30, 1989; and $101 thereafter;
otherwise redeemable at $27.75 through July 31, 1984; $7.20—redeemable at $105 tnrough March 31, 1982;
$26.50 through July 31, 1989, and $25.25 thereafter; $102.50 through March 31, 1987; and $101 thereafter;
$2.315—redeemable at $26.60 through March 31, 1986; $8.375—not redeemable prior to April 1, 1983 through
$25.90 through March 31, 1991; and $25.25 thereafter; certain refunding operations, otherwise redeemable at
$2.10—not redeemable prior to April 1, 1982 through $112 through March 31, 1988, and thereafter at $100
centain refunding operations, otherwise redeemable at plus the applicable redemption premium decreasing
$27.10 through March 31, 1982, $26.40 through March from $5.03 in 1988 to $.34 in 2003.
31, 1987, $25.70 through March 31, 1992, and $25.00
Redeemable Preferred and Preference Stock: The shares of $8.64 Preferred Stcck are entitled to a
The shares of $7.50 Preference Stock are entitled to non-cumulative purchase fund under which the Com-
a non-cumulative purchase fund under which the pany offers to repurchase annually up to 6,000 shares
Company offers to repurchase annually at $100 per at not more than $100 per share. The shares of $8 375
share up to 4% of the number of shares originally Preferred Stock are subject to a cumulative sinking
issued. The shares of $2.75 Preference Stock are sub- fund beginning with the year 1984 which will retire
ject 1o a cumulative sinking fund which will retire 12,000 shares on April 1in each year at $100 per
55,000 shares by August 1 in each year at $25 per share. The Company may on a non-cumulative basis
share. The Company may on a non-cumulative basis retire an additional 12,000 shares in each such year.
retire an additional 55,000 shares in each such year. The Preferred Stock is entitied to quarterly cumulative
The shares of §9.125 Preference Stock are subject to dividends. In the event that four quarterly dividends
a cumulative sinking fund beginning with the year 1984 on any series of Preferred Stock are in default, the
and continuing through 1997 inclusive which will retire holders of the Preferred Stock are entitied to elect a
33,300 shares on January 1 in each year at $100 per majority of the Board of Directors until al! dividends in
share. The Company may, on a non-cumulative basis, ari2ars and current dividends have been paid.
retire an additional 33,300 shares in each such year, The combined aggregate sinking fund and manda-
provided that the Company may not redeem through tory purchase requirements for the next five years as
the exercise of this option more than an aggregate of of December 31, 1981 are as follows:
150,000 shares The Preference Stock is entitled to
quarterly cumulative dividends except that no Year Ending Sinking Fund and Mandatory
dividends may be paid if dividends on any series of the December 31, Purchase Requirements
Preferred Stock are accumulated and unpaid. in the 1982 $1,902,500
event that six quarterly dividends on any series of 1983 3,275,000
Preference Stock are in default, the holders of the 1984 7,805,000
Preference Stock are entitled to elect two directors 1985 7,805,000
until all dividends in arrears have been paid 1986 7,805,000



The following summary indicates the changes in the number of shares of Redeemable and Non-redeemable

Preferred and Preference Stock outstanding during 1981, 1980 and 1979:

__Year Ended December 31,
1981 1980 1979
Preference Stock:
Shares outstanding at beginningofyear ................... 3,678,650 3,751,360 3,788,600
Issuances —$9.125Seres . ... - - 85,000
Purchases and redemptions —$2.75Series ............... (103,750) (61,150) (110,000)
—$7.50Series ................ ~(9,680) ~ (11,560)  (12,240)
Shares outstanding atendofyear ........................ 3,565,220 3,678,650 3,751,360
Preferred Stock:
Shares outstanding at beginningofyear ................... 2,144 841 2,150,841 2,156,841
Purchases—S$B64Seri@s ............ccvuieiiinnisinnnnns __ (6,000) ~ (6,000) ~(6,000)
Shares outstandingatendofyear ........................ 2,138,841 2,144,841 2,150,841
Indebtedness:
First Mortgage Bonds (amount authorized is unlimited by indenture): December 31,
1981 1980
Series due September 1, 1982 (3% %) ... ...vvietr it $ 14000000 $ 14,000,000
Series due September 1, 1983 (398%) .. ... coviiniirirr i iniitanesas 12,000,000 12,000,000
Series due July 1, 1984 (BY8%0) ... vviiiiietiene et ciin it 16,000,000 16,000,000
Seriesdue APril 1, 1986 (3Y2%6) ...\ cvvvrrrninnrersreronneansnecesssnenns 20,600,000 20,000,000
Seriesdue April 1, 1988 (3342 ) . ... .ovviirrniessiersieserarscnnnsnscsns 15,000,000 15,000,000
Seriesdue March 1, 1989 (4%8%) .. ......oiviiurserinrivensnnunnssssannes 10,000,000 10,000,000
Series due Febrnuary 1, 1998 (BMM) . - . oo cvivisimaianssonssssannessssssan 25,000,000 25,000,000
Seviesdue Februsiry 1. 1987 (BMM) . ..o is i as s iiavianonsiassss s voraisss 25,000,000 25,000,000
Series dus February 1, 1998 (BM6) - . .o .o ivivisriiviissevarssrassiorsesns 35,000,000 35,000,000
Seriesdue January 1, 1998 (79) .....cocciieiniiiieriionnionainnenbiosanes 30,000,000 30,000,000
Seriesdue July 1, 1090 (THI) ..o cnnasiiviinnnrisinsnsvanansssnesssss 30,000,000 30,000,000
SeriesdueMarch 1,2000 (B38%) . ......ooviimeunierrininanrneeensnnneens 30,000,000 30,000,000
Series due March 1, 2001 (778%6) .. ...t ituire e ie s erneeannannens 35,000,000 35,000,000
Series due December 1, 2001 (772%) .. ..ottt iiaareeeeeees 35,000,000 35,000,000
Series due JUnNe 1, 2002 (722 .. ovvimiritee ettt e i 35,000,000 35,000,000
Series due January 1,2003 (7% %) ... ... cvviiieineieine i e 40,000,000 40,000,000
SOrios QU IV Y. 2008 LTBMUEY . . i cosnnininn snin o e biams ssle oS swe 666 den's 35,000,000 35,000,000
Sories dUe ADIE 1, 2008 (BUB0) . . c.i v v iivnacon s nusvesnnns oo paeie e 45,000,000 45,000,000
Seriesdue March 1, 2005 (9Y2%) .. ... it erinsesssneennansennn 50,000,000 50,000,000
SOHes UUE JUNG T, 2008 €86 |« - . ..o v vivssien i s eyt s s 6 a A 80,000,000 80,000,000
SoUNS UUR ABHL 1. 00T BWBIR] ;.o chn s « s bslaaics wisia < vna s dans 100,000,000 100,000,000
Series dus February 1, 2000 TTOWMM) . << rin s viivainosisicesessnmmvrss s 100,000,000 100,000,000
Senes due . January 1, 200 (IRWM) . c oo s binnsssniiamndpasisnsionain v s 60,000,000 60,000,000
Series due September 1,2010 (14% %) . .. ..iiiriie i i eeranaerans 50,000,000 50,000,000
Seriesdue June 1,2011 (16%) ........ccciiniiiiiinriorsnrvrsnrsansasas ~80,000000 @@00—
oo e R L S e - R P R R . | 1,007,000,000 927,000,000
Less:
Current maturities—Series due September 1,1982 (3% %) ..........c.ccoviun. 14,000,000 -
Current sinking fund requirements . ... .................... R PR P 9130000 8,770,000
First Mortgage Bonds (less sinking fund requirements and current
B I o T et s ooy T, B P s B PN IRy Tm i asts 2t A4 $ 983,870,000  $918,230.000
5% Sinking Fund Debentures (authorized $20,000,000) due March 1,2010 ....... $ 10682000 § 10,981,000

n
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Polluticn Control Obligations:

Average
Date of Interest
Issuance Rate

September21,1972 .............. .... 549%
JUNBRL, TBTD . . . v vnvsinm s ssis s e 5.685%
October2s, 1973 . ...c...iovvvnvvnenss 5.755%
August13,1974 ... ... ... ............ 7.97%
AP 2, 1975 .. o 7.50%
October28, 1975 ....c.covoivvrssencss 8.40%
September29,1976 .................. 6.90%
March24,1981 ...................... 12.00%

Total Pollution Control Obligations . .............

Sinking fund requirements and maturities for the
next five years for long-term debt outstanding as of
December 31, 1981 are as follows:

Year Ending  Sinking Fund
December 31, Requirements  Maturities
1982 $ 9930000  $14,000,000
1983 9,810,000 12,500,000
1984 10.257,000 16,700,000
1985 10,375,000 700,000
1986 10,200,000 20,700,000

The sinking fund requirements in each year relate
primarily to the First Mortgage Bonds, which require-
ments may be satisfied by the certification of property
additions at 166%;% of the Bonds required to be
redeemed, and the poliution control obligations. The
remaining sinking fund requirement relates to the 5%
Debentures. At December 31, 1981, sinking fund
requirements for the 5% Debentures had been satis-
fied for 1982 and 1983, and the 1984 sinking fund
requirement had been partially satisfied in the amount
of $118,000.

The poliution control obligations arise from arrange-
ments between the Company and two local industrial
development authorities whereby the construction of
certain pollution control facilities has been financed
through the sale of bonds by those authorities, and
the Company 1s obligated to pay to the authorities
amounts equal to the principal of and interest on the
authorities’ bonds relating to such facilities.

The Company’s Restated Articles restrict the pay-
ment of cash dividends on, or the purchase of, its cap-
ital stock ranking junior to its Preferred Stock. Under
this restriction, no retained earnings were restricted at
December 31, 1981,

E. SHORT-TERM BORROWING

ARRANGEMENTS:
At December 31, 1981 the Company had lines of credit
with banks totaling $75,000,000, all of which was
unused At December 31, 1980 and 1979 the Company
had lines of credit with banks totaling $70,000,000, of
which $63 500,000 was unused at December 31, 1980,
and all of which was unused at December 31, 1979
The range of interest rates under the lines of credit
are from prime rate less one half of one percent to 105

Serial Maturity
or Mandatory
Redemption Final Decomber 1,
Beginning  Maturity 1981 1980

1983 2002 $ 24,000,000 $ 24,000,000
1984 2003 12,000,000 12,000,000
1984 2003 16,000,000 16,000,000
1989 2004 14,000,000 14,000,000
1993 2005 17,000,000 17,000,000
1991 2005 18,000,000 18,000,000
1994 2011 15,000,000 15,000,000
2002 2011 50,000,000 —

$166,000,000  §116,000,000

percent of prime rate. The notes payable-bank and
commercial paper outstanding at December 31, 1980
and 1979 had a weighted average daily interest rate of
18.61% and 12.76%, respectively. During the years
ended December 31, 1981, 1980 and 1979 the maxi-
mum amount of short-term borrowings outstanding
was $80,140,000, $63,500,000 and $64,500,000, the
average daily short-term borrowings outstanding were
$28,341,000, $23,408,000 and $20,993,000 and the
weighted average daily interest rate applicable to such
short-term borrowings was 17.50%, 12.47% and
11.28%, respectively.

F. BUSINESS SEGMENT INFORMATION:

The Company operates predominantly in the electric
utility industry. in 1981 and 1980 no one customer pro-
vided 10% of total operating revenues. During the year
ended December 31, 1979, approximately 11% of total
operating revenues was derived from one customer.

G. DEFERRED COAL COsTS

The Company and the other CAPCO companies have
made long-term coal supply arrangements with
Quarto Mining Company (Quarto), an unaffiliated
company, to supply coal for the Bruce Mansfield Units.
In December 1980 the Pennsylvania Public Utility
Commission instituted an investigation into the rea-
sonableness of the cost of coal supplied by Quarto.
By Interim Order entered January 12, 1981 the Com-
mission directed that, pending conclusion of the
investigation or further order of the Commission, the
Company limit its recovery of the cost of Quarto coal
through its energy cost rate to approximately the pre-
vailing market price of similar coal rather than the
actual cost of Quarto coal. At December 31, 1981 the
unrecovered cost of Quarto coal reflected in the Com-
pany's records was approximately $15.4 million. As
required by the Interim Order, the Company is defer-
ring the excess of the actual cost of Quarto coal over
the cost allowed to be recovered through its energy
cost rate until recovery of the actual cost is permitted
by the Commission. If recovery of such excess is dis-
allowed, the amount deferred would be charged to
income in the year of disallowance Thereafter, any
excess of actual cost over the amount permitted to be



recovered would be charged to income on a current
basis. Management of the Company believes that the
costs being deferred were prudently incurred and that
the eventual outcome of the Commission's investiga-
tion will not have a maternial effect on the Company's
financial pesition or results of operations. The CAPCO
companies are continuing to evaluate the economics
of the Quarto arrangements and are considering vari-
ous means for reducing production costs. See Note M

tions on the Company’s recovery of the cost of coal
from its Warwick mine. The cost of Warwick coal in
excess of the average market prices of similar quality
coal purchased by Pennsylvania utilities in the open
market may not be passed through the energy cost
rate, but may be deferred and recovered to the extent
that the cost of Warwick coal falls below such market
price. Such deferred costs amounted to $308,000 at
December 31, 1981. The Company expects to recover

to the financial statements.
The Commission in its February 20, 1981 Order,
relating to the Company's rate rquest, placed restric-

these deferred costs through the energy cost rate in
1982.

H. INCOME TAXES:
Total income taxes in 1981, 1980 and 1979 were comprised of the following components:

1981 1980 1978
Included in operating expenses: (Thousands of Dollars)
Currently payable:
Federal . . ... o $19,878 $12,627 $ 9,196
BRI -1 i Fih™s v e i BTSR: £ 5 00 LS € W el 7 s 6 4 B ol R e 13,642 5,343 8,312
Income taxes deferred—net:
FOOBTRE . . oo v ns v ansssawmanssoss s snsysusssinnmsns 26,146 17,125 8,339
SO P . 5 1. osoraphns e eonin 55 - ook DLad B 6 18 BB A8 el LB Shilc et P (1,057) 7,582 2,440
Investment tax creditdeferred—net ... ... ...............c.0enl. 13,016 17,666 20,808
T o 71,625 60,343 49,095
Included in other income (income taxes—credit):
Currently payable:
L gy (11,372) (8,007) (6,887)
BRI o 5 x5 3306 o 5 € Bk S BTF Y e ey Kt e e e (2900)  (2044)  (1,756)
TOR! INCOME WRX BXPOMBO . . ... c.vvovvrisirsurornissnsnasasnns $57,353 $50,292 $40,452
Taxes currently payable—federalandstate . .......................... $19,248 $ 7919 $ 8,865
Taxes deferred—net .. ... ...ttt e 25,089 24,707 10,779
investment tax creditdeferred—net ................c.ccociiinininienns 13,016 17,666 20,808
Total Income tax expense . ..................ooouieiiiiiinnnn. $57,353 $50,292 $40,452

Total income tax expense for 1979 is exclusive of $5,890,000 federal and $1,463,000 state income taxes applica-
ble to the change in billing practice. See Note B to the financial statements.

Sources of income taxes deferred and the tax effects were:

Excess of tax over accounting depreciation . ....................... $12,739 $18,312 $19,171
Fuel costs expensed on tax return and deferred on books . . .......... (3,062) 5,526 (4,913)
Investment tax credit carryforward recognized
againstincome taxes deferred—net . ..............c.cooiiiiiinn. 16,932 (13,844) (3,088)
Cancellation costs expensed on tax return and deferred on books . . . .. 81 13,894 -
R Sy e LA e S S G Py (1,601) 819 ~(391)
Total income taxes deferred—net .. ...............ccooevennnnn. $25,089 $24,707 $10,779

Total income taxes were less than the amount computed by applying the statutory federal income tax rate of
46°% to income before income taxes. The reasons for this difference in each year were as follows:

1981 1980 1979
" (Thousands of Dollars)
Computed federal income tax at statutoryrate ........ .............. $76,463 $65,897 $56,423
Increase (decrease) in taxes resulting from:
Allowance for funds used during construction . ..................... (16,547) (14,522) (12,221)
Excess of tax over book depreciation .. . ........ ... ... i (566) 35 (1,116)
State income taxes, net of federal income taxbenefit . ............... 5,230 5875 4 840
Amortizatior. of deferred investmenttaxcredits . .................... (3,690) (3.117) (2,718)
Other-net o A 0§, AR B ) B 5 T N SN L6 A - (3,537) _(3.876) (4.756)
Total income tax expense ... .................. $57,353 $50,292 $40 452
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I. PRIOR YEARS' INCOME TAXES:

The Company's income tax returns are settled
through 1970 with the exception of the percentage
depletion issue discussed below. income tax returns
for 1971 through 1976 have been examined, the
returns for 1977, 1978 and 1979 are being examined
and the 1980 return is subject to review. The Internal
Revenue Service assessed deficiencies regarding the
Company's computation of percentage depletion on
coal mined for 1956 through 1961 and proposed similar
deficiencies for 1962 through 1972, as well as certain
other issues of relatively minor importance for 1971
through 1976. The Company paid the assessments
related to percentage depletion for the years 1956
through 1961 and instituted a suit for refund in Federal
J EMPLOYEE BENEFITS

The Company and its subsidiary have trusteed retire-
ment plans to provide pensions for all employees,
except coal mine employees who are covered under a
plan administered by the United Mine Workers of
America. Information concerning the plan covering
coal mine employees is not determinable and is not
included in the data below. Pension costs are funded
as accrued and include amortization of prior service
costs over 30 years. Pension costs charged to
expense or construction for the years ended Decem-
ber 31, 1981, 1980 and 1979 were $10,083,000,
$9,392,000 and $7,224,000, respectively. The increase
In pension costs in 1981 and 1980 is principally due to
a plan amendment, effective October 1, 1979, which
moved forward the average salary period used in com-
puting the past service portion of benefits and the
date used in computing the future portion of benefits.
The accumulated plan benefits and net assets availa-
ble for benefits for the trusteed plans are presented as
of the December 31 benefit information dates. The
assumed rate of return used in determining the
actuarial present value of accumulated plan benefits
was 5% for each year

K. JOINTLY-OWNED GENERATING UNITS:

District Court. A recovery in 1979 of a major portion of
such payment resulted in a net charge to retained
earnings of $822,000. The proposed additional federal
income taxes relating to percentage depletion for 1962
through 1972, together with interest and related state
income tax effect, amount to $4,523,000 after deduct-
ing the related tax benefit of $1,780,000. The Company
expects that the Court’s decision in the 1956 through
1961 case will serve as the basis for settlement of the
proposed deficiencies related to depletion for 1962
through 1972. Management of the Company believes
that the settiement of federal and state taxes will not
significantly affect the Company's financial position or
results of operations.

December 31,

1980 1978 1978
(Thousanas of Dotiars)
Actuarial present value of accu-
mulated plan benefits

Vested . .. coeo... 8135345 $126308 $113.595
Nonvested 10,750 10,562 3,335
[ R 8106 0’5 $136,870 5' 16, 930

Net assets available for benefits

(at market value) $107,798 S 9‘ 167 S 8(:406

The Company is liable under the Federal Coal Mine
Heaith and Safety Act, as amended, and similar state
laws for the payment of benefits to coal mine
employees disabled by black lung and to their survi-
vors and dependents. The estimated costs of provid-
ing such benefits, including amortization of prior serv-
ice costs over the remaining estimated life of the
Warwick mine, are actuarially determined and accrued
on the basis of mine payroll costs and are deposited
with a trustee. Such costs were $1,524,000, $1,494,000
and $1,824 000 for the years ended December 31,
1981, 1980 and 1979, respectively. At July 31, 1981 (the
date of the latest actuarial valuation), the unfunded
prior service cost for these disability benefits was
appro:umately 322 223,000.

The Company, together with other electric utilities, primarily the CAPCO companies, has an ownership interest in
certain jointly-owned units. Information regarding the Company's share of such jointly-owned units as of Decem-

ber 31, 1981 is as follows (thousands of dollars):

Company's Interest

Utility Piant Accumulated Construction Work Percentage
Unnt in Service Depreciation in Progress Ownership Megawatts
Fort Martin No_ 1 $ 36372 $12 161 $ 6335 500 276
CAPCO Units
Eastake No § 44770 8801 4130 312 198
Sammig No 7 40,358 10,107 9,999 N2 187
Bruce Manstield No 1 72.074 10 934 188 293 228
Bruce Manstield No. 2 20,155 2362 Q4 80 62
Bruce Mansfield No 3 70 968 2,732 63 1374 110
Bruce Mansfield Common
and Shared Faciliies 55953 8920 3.653
Beaver Valley No 1 291 942 32077 20,115 475 388
Beaver Valiey No 2 18 — 139028 1374 114
Beaver Valley Common
Faciites 34 928 3012 22 540
Perry No 1 — — 143 248 1374 165
Parry No 2 - - 128 848 1374 165
Total $91 108

$667 538

$478 241



Under terms of the arrangements with the other
owners of such jointly-owned units, the Company is
required to provide its own share of financing the cost
of such units. The Company's share of the direct

expenses (fuel, maintenance and other operation
expenses) of the jointly-owned units is included in the
corresponding operating expenses in the Statement
of Consolidated Income.

L. LEASES:

Rental payments in 1981, 1980 and 1979 amounted to
$16,361.000, $10,383,000 and $9,844,000, respectively,
of which $14,141,000, $4,772,000 and $6,049,000 were
charged to operating expenses. The Company has an
undivided interest in nuclear fuel lease agreements for
three CAPCO generating units. Rental payments are
made monthly during the terms of the leases based
on the amount of nuclear fuel leased and the amount
of nuclear fuel burned. The nuclear fuel leases may be
terminated by the lessees or lessors with notice as
defined in the agreements or by casualty or certain
other contingencies, including default by the lessees.
In certain situations involving a termination, the
lessees may be required to purchase the leased
nuclear fuel at the higher of fair market value or
unamortized cost. At December 31, 1981, the Com-
pany's share of the lessor's unamortized cost of the
leased nuclear fuel was $60,323,000 and the Company
expects to lease an additional $13,171,000 of nuclear
fuel under current leasing arrangements. The Com-
pany expects to finalize another nuclear fuel leasing
arrangement early in 1982 which will provide an addi-
tional $75,600,000 of financing.

In 1982, the Company plans to move its corporate
headquarters to One Oxford Centre under the terms
of a twenty-year lease with options to renew for three
additional five-year periods. The Company also has
certan other buildings under lease, subject to pur-
chase and renewal options

At December 31, 1981 minimum rental payments,
based principally on estimated usage of nuclear fuel
under lease and buillding rentals, including the new
One Oxford Centre lease, were as follows:

(Thousands of Dol'ars)

1982 $ 16,293
1983 25832
1984 30,632
1985 27,332
1986 21,331
19671991 55,583
Atter 1991 75,216

Total $252.219

The Company accounts for all of its leases as operat-
ing leases in accordance with the manner in which
the Conpany's rates have been established by the
Pennsylvania Public Utility Commission. If the
noncapitalized financing leases were capitalized as of
December 31, 1981 and 1980, property, plant and
equipment-net would have been increased by
$78,798 000 and $66 948,000, respectively, with related
increases in current hiabilities and long-term debt of
$4,722 000 and $74 463,000, respectively, in 1981 and
$5,386 000 and $61 869 000, respectively, in 1980 The
impact on net income of capitalizing such leases in
each year would not be matenal

M. COMMITMENTS AND CONTINGENT LIABILITIES:

Construction

The Company’s current estimate of construction
expenditures during the period 1982 through 1986
amounts to approximately $1.2 billion, principally
related to CAPCO generating units. See Note C for
information regarding accumulated construction costs
and contract termination charges which could be
incurred as a result of the cancellation of construction
of four CAPCO nuclear generating units.

Quarto Mining Company (Quarto)

The Company and the other CAPCO companies
have made long-term coal supply arrangements with
Quarto, an unaffiliated company, to supply coal for the
Bruce Marnisfield Units. As part of these arrangerients
the individual CAPCO companies are severally, and
not jointly, guaranteeing their proportionate shares of
Quarto's debt and lease obligations incurred in con-
nection with the development, equipping and opera-
tion of two mines from which the coal is supplied. At
December 31, 1981 the Company had guaranteed the
obligations of Quartc with respect to approximately
$56,047,000 of indebtedness and had guaranteed
lease obligations relating to approximately $31,527,000
of capital equipment for the mines. The Company
expects that by 1984 it will have made further substan-
tial guarantees with respect to additional indebted-
ness and leased capital equipment the amount of
which will depend on the actual costs of further devel-
opment of the two mines. In general, it is contem-
plated that the purchase prices to be paid for the coal
to be received under the foregoing arrangements will
include amounts sufficient to service the obligations
so guaranteed.

Under the terms of the coal supply contracts, which
expire December 31, 1999, the CAPCO companies
must reimburse Quarto for their share of the costs of
operating the Quarto mines, including those costs
associated with mine construction, whether or not
they receive coal from Quarto. The Company's total
payment under these contracts amounted to
$28,603,000 for ine year ended December 31, 1981.

The Company's estimate of future obligations for
fixed costs associated with the Quarto coal supply
arrangements are:

1982 ‘ b Waes $ 9,156,000
1983 . en § : 8.950,000
1984 ¢2 55 - 8,743 000
1985 SEEAD A N A SREE R EN 8,536,000
1986 -t : 8,329 000
After 1986 98,200,000

The current price of Quarto coal to the CAPCO
companies 1s based principally on the actual current
production costs plus amortization of certain produc-



28

tion expenses which were not included in the price of
coal to the CAPCO companies during the develop-
ment period, which ended on May 31, 1980. The cur-
rent price of Quarto coal exceeds the current prevail-
ing market price of coal. See Note G to the financial
statements.

Beaver Valley Replacement Power

In connection with the February 20, 1981 rate order,
the Pennsylvania Public Utility Commission found that
the Company had not proven that the costs of
replacement power during a 1979 outage of Beaver
Valley Unit No. 1 were prudently incurred and directed
the Commission’s Bureau of Audits to address the
subject in an audit and make a recommendation as to
the amount to be refunded to customers.

Subsequently, the Commission granted petitions
filed by the Company, the City of Pittsburgh and the
Pennsylvania Consumer Advocate seeking reconsid-
eration of the Order with respect to, among other
things, the appropriateness, amount and timing of
replacement power cost refunds, but did not rule on
the menits of such petitions. On November 20, 1981
the Commission ordered that further hearings be held
before an administrative law judge on the issues of the
portion of the outage period for which the Company
would be held responsible, the amount of replacement
power cost refunds allocable to such period, the
period of ime over which the refunds should be made
to the Company's customers and whether the Com-
pany shou'd be ordered to pay interest on the outage
refund and, if so, at what rate. The Order determined
that a refund of some amount was due the Company's
customers and that the liability issue had been
resolved. The Company and outside counsel do not
agree with either of these conclusions, and no provi-
sion has been recorded by the Company for any such

N. SUPPLEMENTARY INCOME STATEMENT
INFORMATION:
Year Ended December 31,
1961 1980 1979
{Thousands of Dollars)

Maintenance $73949 $72549 $62,699
Taxes other than payroll and
income taxes
Gross receipts .. ... .. 35,309 30,464 28,059
Property : 12,641 11439 11,333
State capital stock , 6,313 2,846 7,033

O. DISPOSITION OF SUBSIDIARY:
The Company’s wholly-owned steam heating subsidi-
ary has expenenced losses in recent years. The
losses were not matenal in relation to the Company's
consolidated financial position or results of opera-
tions. On August 19, 1981 the subsidiary filed with the
Pennsylvania Public Utiity Commission an application
for approval to abandon steam heating service in mid-
1982 Several of the subsidiary’s customers have filed

refunds. While the Company is unable to predict what
action the Commission may uitimately take and
although the amount of such refunds could be sub-
stantial, the management of the Company believes
that the replacement power costs were prudently
incurred and that the eventual outcome of this matter
will not have a material effect on the Company's finan-
cial position or results of operations.

Rate Matters

The Pennsylvania Public Utility Commission on June
29, 1981 entered an Order granting the Company the
option of placing a rate increasa of approximately
$64.2 million into effect, of the $100.4 million requested
by the Company in an April 3C. 1981 filing with the
Commission. The Order also instituted an investiga-
tion into the rate request. On June 30, 1981, the Com-
pany filed a new rate schedule based on the $64.2 mil-
lion option which was approved by the Commission
and became effective for service rendered on and
after July 15, 1981. The new rates are, however, sub-
ject to refund with interest if the Commission's investi-
gation results in approving a smaller increase. Reve-
nues of $26.8 million from this Order were recorded
during 1981. The administrative law judge assigned to
the proceeding has recommended that the $64.2 mil-
lion increase be approved, and management believes
that the ultimate resolution of this rate matter will not
have a material adverse effect on the Company's
financial position or results of operations.

Other

The Company is involved in various other legal pro-
ceedings. In the opinion of management of the Com-
pany such legal proceedings will not have a material
effect on the financial position or results of operations
of the Company.

Under the system of accounting followed by the
Company, a portion of maintenance expenses and of
taxes other than payroll and income taxes represents
amounts charged to coal inventories. The inventory
accounts are relieved and operations expense
charged as the coal is used.

Charges for depreciation and amortization of intan-
gible assets, royalties and advertising costs have not
been shown as the individual amounts do not exceed
1% of total revenues.

protests to the application. The Company is also
exploring the possibility of sale of the subsidiary's
assets, other than certain real estate, for a nominal
amount. If approval to abandon Lervice should be
granted or such assets sold, the unrecovered amount
of the Company’s invesiment, estimated to be
approxirmately $11 million net of related tax benefits at
December 31, 1981, would be charged against earn-
ings at that time.



P. QUARTERLY FINANCIAL INFORMATION (Unaudited):

Operatine Operating Net Earnings Per
Quarter Ended Revenues Income Income Share
SRS  (ThousandsofDollars)

ok LI $174,023 $35,232 $25,835 $.56
RIS T . o o o6 v 0t 67 e B e e o B 5 5 n e i 160,763 30,360 20,841 40
September 30,1980 . ................ ... ........ 177,274 32,436 23,218 44
December31,1980 .........................c...... 177,405 34 841 23,067 43
March31,1981 ...........................c..ooo... 192,126 37,348 24,539 46
June30,1981 ...... ... .. ... ..., 185,814 34,747 20,980 .38
September 30,1981 . .. .......... ...... .. .. ... .. 215,822 45,151 32,037 .64

.57

December31,1981 ......................cc0vvnunn. 203,085 43,100 31,316

Q. SUPPLEMENTARY INFORMATION TO DISCLOSE the effects that general inflation (constant dollar) and
THE EFFECTS OF CHANGING PRICES (Unaudited): changes in specific prices (current cost) have had on

The following supplementary information is supplied in the Companv's results of operations. The data pro-
accordance with the requirements of the Statement of vided are not intended as a substitute for earnings
Financial Accounting Standards No. 33, Financial reported on a historical basis, but offer some perspec-
Reporting and Changing Prices. This Statement tive of the approximate effects of inflation rather than
requires adjustments to historical costs to estimate a precise measurement of these effects.

STATEMENT OF INCOME ADJUSTED FOR CHANGING PRICES

For The Year Ended December 31, 1981
(Thousands of Dollars)

Constant Current
Conventional Doliar Cost
Historical Average Average
Cost 1981 Dollars 1981 Dollars
Operatingrevenues . ................. .........cooovieii.., $796,847 $796,847 $796,847
G R T A Wy AT~ (o I I ' P e T 249,547 249,547 249547
Purchasedpower ...... ............. ... . . i 16,189 16,189 16,189
Other operation and maintenance expense ................... 179,459 179,459 179,459
Depreciation expense . .......................cco e 61,464 135,779 151,273
Taxes other than income taxes .. .. . .......... ... .. ... ... 58,218 58,218 58,218
s i A PR R R - e 71,625 71,625 71,265
Interestcharges ..................ooniniinineiennnnnnnnn, 92,968 52,968 92,968
Other income and deductions—net .......................... (41,494) (41,494) (41,494)
687,976 762,291 777,425
Net income (excluding reduction of property, plant
and equipment to net recoverablecost) ................... $108,871 $ 34,556* $ 19422
Increase in specific prices (current cost) of property, plant
and equipment held during theyear®® .. ... ... ............. $399,773
Reduction of property, plant and equipment to
netrecoverable CoSt ............c.ovvvvvuonineeesseennessn $(121,823) (100,451)
Effect of increase in general price level ... ............ ... .. .. (405,651)
Excess of increase in genera! price level over increase in
specific prices after reduction of property, plant and
equipment to net recoverable cost . ........................ (106,329)
Gain from decline in purchasing power of net amounts owed . . . . 135,109 135,109
e o e e SR ot st S S P el e e $ 13,286 $ 28,780

*Inc md-;\g the reduction of property, plant and equipment 10 net recoverable cos! the net loss on @ constant dollar basis would have been
$87.267

"*At December 31, 1981, current cost of property. plant and equipment, net of accumulated depreciation, was $4.983 362 while histoncal cost or
net cost recoverable through depreciation was $2,334 309



FIVE-YEAR COMPARISON OF SELECTED SUPPLEMENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CHANGING PRICES

(in Thousands, Except Per Share Amounts)

Average 1981 dollars:
Operating revenues ... . .

Historical cost information adjusted for
general inflation:

Income before cumulative effect of
accounting change (excluding
reduction of property, plant and
equipment to net recoverable
COBEY: < cccog iy e o sns 58 e 15 . 5

Income per common share before
cumulative effect of accounting change
(after dividend requirements on
preferred and preference stock) ... ...

Net assets at year-end at net recoverable
o e e e T e

Current cost information:

income before cumulative effect of
accounting change (excluding
reduction of property, plant and
equipment to net recoverable cost) ...
Loss per common share before
cumulative effect of accounting change
(after dividend requirements on pre-
ferred and preference stock). ........
Excess of increase in general price level
over increase in specific prices after
reduction of property, plant and
equipment to net recoverable cost . . ..
Net assets at year-end at net recoverable
o P, oW e gk TR M e L

General information:
Gain from decline in purchasing power
of netamountsowed ................
Cash dividends declared per common
T et R <
Market price per common share at
PRMEERY o Vs vn o e R b b n S e ok

Average consumer price index . .. .......

Historical basis:

Operating revenues A T3 T Hebherls Ly o o

Cash dividends declared per common
e TN W s B W 5 o SR

Market price per common share at year-end

Proven and probable coal reserves at
beginning of year (tons) ...............

Tons of coal mined . . . .. Ty P

Average cost per ton of minedcoal . .. . . ...

34,556

$.28

738,040

19,422

$(.09)

106,329

738,040

135,109
$ 185

$13.25
2724

$796,847

$ 1.85
$13.25

28,100

$35.10

____Year Ended December 31,
1980 1979 1978 ﬂ?
$760,982 $779,678 $798,977 $729,766
37,082 40,156
$ .30 $ 33
730,483 744 457
19,1423 15,572
$(.18) $(.44)
189,650 216,907
730,483 744 457
188,667 216,763
$ 199 $ 221 $ 240 $ 258
$1394 $17.06 $20.56 $28.71
246 8 2175 1954 1815
$689 465 $622,540 $£573,128 $486,243
$ 180 $ 176 $ 172 $ 172
$1263 $1363 $1475 $19.13
29,900 30,650 31,650 33,751
875 928 699 728
$31.14 $28.71 $30.72 $27 45



Constant dollar amounts represent historical costs
stated in terms of equal purchasing power, as meas-
ured by the Consumer Price Index for all Urban
Consumers. Current cost amounts reflect the changes
in specific prices of plant from the date the plant was
acquired to the present, and differ from constant dol-
lar amounts to the extent that specific prices have
increased more or less rapidly than prices in general.

The current cost of property, plant and equipment,
which includes land, land rights, intangible piant, prop-
erty held for future use, construction work in progress
and nuclear fuel in process, represents the estimated
cost of replacing existing plant assets and was primar-
ily determined by indexing surviving plant by the
Handy-Whitman Index of Public Utility Construction
Costs. The current cost of coal properties was deter-
mined by indexing coal reserves and machinery and
equipment by the Marshall-Stevens Mining and Milling
Index. The current year's provision for depreciation
and depletion on the constant dollar and current cost
amounts of property, plant and equipment was deter-
mined by applying the Company's depreciation and
depletion rates to the indexed plant amounts.

Fuel inventories, the cost of fuel used in generation
and purchased power have not been restated from
their historical cost in nominal dollars. Rate regulation
himits the recovery of fuel and purchased power costs
through the operation of adjustment clauses or
adjustments in basic rate schedules to actual costs.
For this reason fuel inventories are effectively mone-
tary assets.

As prescribed in Statement 33, income taxes were
not adjusted.

The regulatory process limits the Company to the
recovery of the historical cost of service in its rates.
Therefore, any excess of the value of plant under con-
stant dollars or current cost must be reduced to the
net recoverable cost, which is historical cost. The
amount of this excess that accumulated as a result of

inflation in the current year must be reduced to net
recoverable cost.

The Compariy, by holding assets such as receiv-
ables, prepayments and inventory, suffers a loss of
purchasing power during periods of inflation because
the amount of cash received in the future for these
items will purchase less. Conversely, by owing mone-
tary liabilities, primarily long-term debt, the Company
benefits because the payment in the future will be
made with nominal dollars having less purchasing
power. The Company has significant amounts of long-
term debt outstanding which will be paid back in
doliars having less purchasing power and, therefore,
for purposes of these calculations, has a net gain from
holding monetary liabilities in excess of monetary
assets.

As allowed by Statement 33, items in the income
statement, other than depreciation expense, were not
adjusted. The cost of fuel used in electric production
was not adjusted because the effect on earnings was
not material due to the relatively short turnover period
between incurring these costs and their recovery
through the energy cost rate.

The regulatery process limits the amount of depreci-
ation expense included in the Company's revenue
allowance and limits utility plant in rate base to original
cost. Such amounts produce cash flows which are
inadequate to replace such property in the future or
preserve the purchasing power of Common equity
capital previously invested. While this effect is partially
mitigated by the benefit derived from holding long-
term debt, the Company has a net purchasing power
loss which is experienced by the Common share-
holder and can only be overcome by adequate rate
relief. However, the Company expects that it will be
able to establish rates which will recover the
increased costs of new plant when such costs are
incurred.
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Duquesne Light Company

Selected Financial Data and Statistical

(Thousands of Dollars, Except Per Share Amounts)

SUMMARY RESULTS OF OPERATIONS
Residential revenues . . . .
Commercialrevenues ... ............. .. .. ..
Industrial revenues ... ... ;
Street hghting and other revenues

Miscellaneousrevenues ... .............. . ... .

Total operating revenues
Operation and maintenance expenses
DOpPrecialon « ... ...oiiviie e
Taxes other than income taxes
Income taxes

Interest charges, net of ailowance for
borrowed funds used during construction . . . .

Other income, principally allowance for equity
funds used during construction .

Income before cumulative effect 01 the change
in bithng practice a'skle

Net income . ..
Dividends on Pre!ened and Preference Stock
Earnings for Common Stock

Average number of common shares
outstanding ... ....

Earnings per share of Common Stock

Dwidends declared on Common Stock . . .

PLANT

Property, plant and equipment

Accumulated depreciation . : .
Net property, plant and equnpmem o

TOTAL ASSETS

CAPITALIZATION
Common Stock
Capital surplus
Retained earnings

Non-redeemable Preferred and
Preference Stock . . .

Redeemable Preferred and Preference Stock

First mortgage bonds (less sinking fund
requirements and current maturities)

Sinking fund debentures

Pollution control obligations

Unamortized debt discount
and premium-—net

Total capitalization

7222

108,871
108,871
22976

85,895

41,764
2.06
1.85

2,809,753
477,009
2,332,744

2,668,577

45,303
550,244
167,149

156,137
143,924

983,870
10,682
166,000

(9,453)
2,213,856

Summary
1980 1979 1978
196,400 176,744 167,338
209,686 185,701 173,768
250,295 232,389 205,149
11,052 10,370 9,942
7004 M2 5917
674,537 611,346 562,114
14928 11,194 11,014
689 465 622 540 573,128
393,998 362,987 338,922
53,897 48,450 45 660
48,358 47,476 41997
50,292 40,452 37,255
75,630 65,415 60,614
25672 20802 17,043
92,962 78,362 65,723
92,962 82,207t 65,723
23353 23721 18915
69,609 58,486 46,808
38,267 32,239 31,464
1.82 181¢ 149
1.80 176 1.72
2604333 2380805 2201805
424653 386479 349668
2179680 1994326 1852137
2447163 2222537 2,068,753
40.166 35,550 31,750
494 228 433,984 387,185
158,546 158,772 158,035
156,137 156,137 156,137
146,867 149,998 154,572
918,230 808,830 721,710
10,981 11,436 12,358
116,000 116,000 116,000
___(7.181) (5,770) (4977)
2,033,994 1,864,937 p 732 770

1077

143,299
147,433
171,174

8,286
5084

475246

10,997
486,243
249,223

43185

40,238

43,944

58,684

__16.498

67,467
67,467

16677

50,790

29,000
1.75
1.72

2,017,774
320,332
1696942

1862945

29,000
341817
166,551

156,137
79,062

736,560
12,436
116.000

~ (5.138)
1632425

1971

66,197
62,278
59,209
3,965
1310
192,959
3751
196,710
92,468
19170
15,126
14,588

22,879
7.267_

39,746
39,746

5,054
34,692

15,820
219
1.66

1,085.645
_ 231386
854,250
912343

16,650
142,185
105,992

61,137
29,985

469,610
15,189

© B40,748

tincludes cumulative effect to January 1, 1979 of the change in billing practice, net of income taxes, of $3,845 or $.12 per share

RESIDENTIAL SERVICES
Average use per customer (kilowatt-hours)
Average revenue per kilowatt-hour
SALES OF ELECTRICITY
(millions of kilowatt-hours)
Residential
Commercial
Injustnal
Street hghting and other
Total

5,698
7.806¢

2,858
4,065
6,582
125
13,630

5.770
6.828¢

2876
4,020
6272
129
13,297

5629
6 363¢

2778
3,866
6,546
131
13,321

5,765
5924¢

2,825
3,782
5,908
130
12,645

5,786
5.094¢

2813
3,909
6.182

130

13,034

5142
2 768¢

23N
3,333
4 855
100
10,679



1981
ENERGY SUPPLY AND PRODUCTION DATA .
Energy supply (milhons of kilowatt-hours)

Generated in systemplants ................ 13914
Purchased and net interchange ............ 410
Lossesandcompany use ..................  (69%4)
P R e e 13,630
Generating capability (thousands of kilowatts) 3177
Peak load (thousands of kilowatts) ... ........ 2,522
Costof fuel permilionBTU ........ ......... 159.660¢
BTU per kilowatt-hour generated . ............ 10,931
Average production cost per kilowatt-hour . . ... 2.354¢
NUMBER OF ELECTRIC CUSTOMERS—
At End of Year
Residantipl .. ..i. .. i, ceviusnisnonesviansnes 503,044
GOMMOPOM . . .. o v iy /s wv v hobios wewis yuass 48,857
T S e B W T e st N B o 2,016
Street hghting and other .................... v
T e T W o T T 555,630

190 1979 197 1977 w9
13,485 13,884 12,252 13,798 11,151
541 125 1,089 (125) 232
(729)  (688)  (69%)  (639)  (704)
13,297 13,321 12,645 13,034 10,679
3179 3,294 3,289 3,289 2,335
2474 2,296 2,379 23N 2,015
149 768¢ 131.779¢ 125.349¢ 100 696¢ 33 946¢
10,811 10,924 11,031 10,855 11,204
2.202¢ 1.913¢ 1.919¢ 1.393¢ 0.515¢
500,466 496,005 491698 487 474 466,099
48,306 47 976 47 679 47154 45,476
2,005 1,975 1,932 1,889 1,723
0725 1746 1747 1768 1821
552,502 547,702 543,056 538,285 515,119

Management’'s Discussion and Analysis
of Financial Condition and Results of Operations

Capital Resources and Liquidity
Construction

During the five years ended December 31, 1981
gross additions to utility plant of the Company and its
subsidiary aggregated approximately $1,022 million,
exclusive of $31 million of accumulated construction
costs applicable to cancelled generating units, and
retirements were approximately $68 million. These
adaditions represented a 51% net increase in utility plant.

As a result of the rate order entered on February
20, 1981 by the Pennsylvania Public Utility Commis-
sion, the Company reduced its original 1981 con-
struction budget, exclusive of allowance for funds
used during construction, from approximately $223
million to approximately $193 million. In October 1981
the Company further reduced its 1981 construction
budget. Construction expenditures during 1981 were
approximately $179 million, exclusive of allowance for
funds used during construction. These expenditures
were primarily for the construction of three CAPCO
generating units in addition to improving and expand-
ing production, transmission and distnbution systems
and poliution control equipment

For planning purposes, the Company's current
estimate of construction expenditures, exclusive of
aliowance for funds used during construction, is
approximately $235, $248, $225, $250 and $225 miliion
for each of the years 1982 through 1986, respectively
These estimates include an aggregate of approxi-
mately $298 million for the three jointly-owned gener-
ating units being constructed under the CAPCO
arrangements, including related transmission facili-
ties. See Note K to the financial statem.cnts. The bal-
ance of the estimated construction expenditures I1s
for the improvement and expansion of production,

transmission and distribution systems, for the addi-
tion of pollution control equipment at generating sta-
tions presently in operation and for new business
construction and other projects. The foregoing esti-
mates do not include the cost of nuclear fuel, which
is expected to be leased rather than purchased. See
Note L to the financial statements. Existing and
anticipated lease agreements are expected to be
sufficient to finance the cost of all nuclear fuel
requirements through the third quarter of 1983, and
the Company anticipates that the remaining nuclear
fuel requirements will also be leased.

The amount which the Company must spend for
its construction program is regularly under review
and is subject to changes influenced by business
and economic conditions and other factors, such as
escalation of labor, material and equipment costs,
rate of construction progress, the development of
environmenta! and nuclear safety regulations, service
reliability and system efficiencies. In addition, this
review must also take into account difficulties in
obtaining rate increases sufficient to generate ade-
quate earnings, possible changes in load growth
trends and, in the case of the CAPCO construction
program, the ability of each of the CAPCO compa-
nies to finance its capital requirements.

Financing

The Company anticipates that funds required for
planned construction expenditures in the next sev-
eral years will be provided principally from the issu-
ance of additional equity and debt securities and in
part from cash becoming available from operations.
On March 24, 1981, the Allegheny County Industnal
Development Authority issued $50 million of pollution



control revenue bonds to reimburse the Company for
the final portion of the cost of air pollution control
facilities at the Company's Phillips and Elrama Power
Stations. The bonds have an interest rate of 12%,
and principal and interest on such bonds are funded
by the Company. On June 25, 1981 the Company
issued $80 million of First Mortgage Bonds with an
interest rate of 16%. On September 29, 1981 the
Company issued and sold 4,100,000 shares of Com-
mon Stock. Portions of the net proceeds from these
three issues were used to pay short-term indebted-
ness incurred for construction purposes and the bal-
ance was or is being applied directly to construction
expenditures. Outside financing provided approxi-
mately 54% of the funds required for construction
expenditures during 1981 and the Company currently
estimates that approximately 72% of funds required
for its 1982 construction program will come from
outside financing.

Interim financing will be through bank borrowings
and sales of commercial paper. See Note E to the
financial statements. Variable market and general
economic conditions may affect the Company's
selection of financing alternatives and adversely
affect its ability to raise capital. in order to maintain
earnings adequate to finance construction expendi-
tures and refunding requirements, the Company
requires rate increases sufficient to offset increased
costs and provide a fair rate of return.

The Restated Articles of the Company require that
for the issuance of Preferred Stock, earnings (after
income taxes) available for interest charges be at
least 1.5 imes the sum of interest charges nn all
indebtedness and Preferred Stock dividend require-
ments. This restriction currently precludes the Com-
pany from issuing Preferred Stock. There is no simi-
lar restriction upon the issuance of the Company's
Pieference or Common Stock.

Rate Matters

On February 20, 1981 the Commission entered a
final Order regarding the Company's $113 million rate
increase filed in Apnil 1980. The Order granted $47.5
million of which $38 8 million is reflected in the Com-
pany's 1981 revenues.

On April 30, 1981 the Company filed with the Penn-
sylvania Public Utiity Commission a rate schedule
requesting an annual increase of $100.4 million. On
June 30, 1981 the Company filed a new rate sched-
ule in accordance with an option granted by the
Commussion for a rate increase of $64 2 million
annually pending the outcome of an investigation
into the rate request. The Company's 1981 revenues
increased by $26 8 million as a result of the Com-
pany accepting this option. See Note M to the finan-
cial statements. A final decision on the rate order for
$64 2 million is expected early in 1982

Effective May 1, 1981 the Company's energy cost
rate was changed from a historical cost basis to a

projected cost basis, with provisions for a subse-
quent adjustment to actual cost. This change
reduces the time lag in the recovery of energy costs
through revenues and thereby improves the Com-

pany’s liquidity.

Cancelled Generating Units

In 1980 the CAPCO companies cancelled the con-
struction of four nuclear generating units. The Com-
pany’s share of the accumulated construction costs
was $31.4 milion at December 31, 1981. The Com-
pany has requested approval to amortize such costs
over a 10-year period. Additional costs may be
incurred due to termination claims which have been
filed. See Note C to the financial statements. In its
February 20, 1981 rate order the Pennsylvania Public
Utility Commission deferred a decision on the Com-
pany’s request to amortize and recover the accumu-
lated construction costs from its customers pending
the conclusion of a Commission investigation of the
CAPCO construction program.

Deferred Coal Costs

The Commission also ordered that the Company's
Warwick mine be excluded from rate base and
placed restrictions on the Company's recovery of the
cost of coal from that mine. See Note G to the finan-
cial statements. The Company expects to recover its
Warwick coal production costs, including the balance
of production costs deferred at December 31, 1981,
and a partial return on its investment in the mine,
through the energy cost rate in 1982,

In December 1980 the Commission ordered an
investigation into the reasonableness of the costs of
coal supplied by Quarto Mining Company. By Interim
Order entered January 12, 1981 the Commission
directed that the Company revert, pending comple-
tion of the Commission’s investigation, to including in
its energy cost rate the approximate prevailing mar-
ket price of similar coal rather than the actual cost of
Quarto coal. The Company is deferring the excess
of the price of Quarto coal over market price until
inclusion of the actual price of the Quarto coal in its
energy cost rate is permitted by the Commission. if
inclusion is disallowed, such difference would be
charged to income in the year of disallowance Such
deferred costs amounted to approximately $15 4 mil-
hon at December 31, 1981. See Note G to the finan-
cial statements. The cost of Quarto coal to be
deferred in the future cannot currently be estimated
because of uncertainties related to the rate and cost
of future production and the prevailling market price
of similar coal.

Other

The Economic Recovery Tax Act of 1981 provides
federal income tax incentives for eligible individuals
who participate in the dividend reinvestment plans of
qualified public utiities. The Company's Dividend



Reinvestment Plan has been amended in accord-
ance with the Act to provide eligible individual partici-
pants an election to exclude from current income for
federal income tax purposes for each tax year from
1982 through 1985 up to $750 ($1,500 for spouses
who file a joint return) of the dividends received in
the form of the Company's Common Stock under the
Plan. This provision is expected to encourage stock-
holders to reinvest dividends and thereby ease the
cash reguirements of the Company.

The Company has generated in each year funds
from operations sufficient to meet its operating
expenses, pay dividends and finance a portion of its
capital needs. The demands and commitments
detailed in Note M to the financial statements and
those noted above are not expected to materially
affect the Company's ability to finance its operations
or its construction program.

Results of Operations

Operating revenues increased in the years 1979
through 1981 over the respective preceding years, for
the foliowing reasons:

1981 1980 1979
(Milions of Dollars)

General rate increases .. ........ $ 656 $352 8254
Increase In electrical consumption 9.2 52 16.3
Energy cost rate revenues ...... 312 231 17.4
State tax adjustment . .. ......... 1.5 25 21
Temporary surcharge ........... — — (122
Other _ o a et S 4

$1074  $669  $494

The operating revenues of the Company are
base on rates authorized by the Pennsylvania Pub-
lic Utility Commussion. These rates are designed to
recover the Company's operating expenses, plus a
rate of return on the investment in utility rate base.
The Company also has an energy .2st rate which
allows it to recover the difference between actual
fuel costs and fuel costs included in base rates.

Operating expenses, other than income taxes,
have increased substantially in all three years and
continuing increases are expected in the cost of coal
and ol and other operating expenses due to inflation
and higher depreciation expense resulting from
increases in utility plant and increased depreciation
rates In September 1980, the CAPCO companies
placed Mansfield Unit No. 3 in full commercial opera-
tion, which increased the various operating expenses
in 1981 Additionally, fuel expense increased in 1981
compared to 1980 due primarily to increased genera-
tion, higher fuel costs and increases in deferred
energy expense Purchased power expense
decreased in 1981 compared to 1980 due primarily to
increased sales of power to other utilities, the avail-
ability of Manstield Unit No 3 as noted above and

the above average performance of the Beaver Valley
Unit No. 1. These increases in availlable generation
were partially offset by the United Mine Workers of
America coal strike during the period March 27, 1981
to June 17, 1981. Other operation expenses
increased in 1981 compared to 1980 due to expenses
at Bruce Mansfield Unit No. 3, the effects of inflation
and increased general and administrative expenses.
Maintenance expenses increased substantially in
1980 compared to 1979 due primarily to modification
work at the Beaver Valley Power Station, which was
required by the Nuclear Regulatory Commission (the
“NRC"), and increased distribution maintenance
expenses related to storm damage. In late Decem-
ber 1981 Beaver Valley Unit No. 1 was removed from
service for an estimated period of approximately five
months for refueling and additional NRC required
modifications. The Company is unable to predict the
nature or the cost of additional modification work
that will be required by the NRC in future years.

Taxes other than income taxes increased in each
year primarily due to increased Pennsylvania gross
receipts taxes, which vary in direct relationship to
revenues and, additionally, in 1979 and 1981 as a
result of increased capital stock tax expense. The
effective income tax rate for the three years ended
December 31, 1981, 1980 and 1979 was 35%, 35%,
and 34%, respectively.

The increases in allowance for equity and bor-
rowed funds used during construction (AFC) were
primarily due to the increased cost of construction
and an increase in the AFC rate from 7.0% in 1979
to 7.4% in 1980 and to 7.6% in 1981. Interest
expense for each of the years 1981, 1980 and 1979
was higher than the prior year amount as a resuit of
an increase in total short and long-term borrowings
and higher average interest rates. The weighted
average interest on all debt for 1981 was 8.8%, com-
pared with 7.8% in 1980 and 7.6% in 1979. The
increases in total borrowings were due to the issu-
ance of additional debt to finance the Company's
capital expenditures.

Earnings for Common Stock and earnings per
share in 1979 include $3.8 million and $.12 per share,
respectively, as a result of a nonrecurring change in
billing practice. See Note B to the financial state-
ments. Earnings per share of Common Stock for
1981, 1980 and 1979 were adversely affected by
increases in the average number of shares outstand-
ing, which reduced earnings per share by $.18, $.34
and $.05, respectively.

The Company has prepared information on the
effects of inflation and changing prices in accord-
ance with the Financial Accounting Standards
Board's Statement No. 33. Such information is in
Note Q to the financial statements.



Business
of the Company

Duguesne Light Company is engaged
principally in the production, trans-
mission, distribution and sale of elec-
tric energy. The Company serves an
area of approximately 800 square
miles in Allegheny and Beaver Coun-
ties. This area, which includes the City
of Pittsburgh, is located in South-
western Pennsylvania and has a pop-
ulation of about 1,430,000. Allegheny
County Steam Heating Company, a
wholly-owned subsidiary of Duquesne
Light Company, provides steam heat-
ing service in the principal business
section of the City of Pittsburgh

The executive offices of
Duquesne Light Company
are located at
435 Sixth Avenue,
Pittsburgh, Pennsylvania 15219

Duquesne Light Company is an
Equal Opportunity Employer.

Company Officers

John M. Arthur
Chairman of the Board and Chief
Executive Officer

Stanley G. Schaffer
President

Charles M. Atkinson

Vice President—Fiscal

Roger D. Beck

Vice President—Engineering 8 Construction
John J. Carey

Vice President—Nuciear

Clifford N. Dunn

Vice President—Operations
Wiliam F. Gilfillan, Jr.

Vice President—Customer Services
George I. Rifendifer

Vice President—General Services

Earl J. Woolever
Vice President—Nuclear Construction

James O. Ellenberger
Controller

Ronald G. Males
Treasurer

Thomas Welfer, Jr.
Secretary

Richard J. Ciora

Assistant Treasurer

Lawrence P. Galie
Assistant Treasurer

Joan S. Senchyshyn
Assistant Secretary
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Management
Changes

New Divisions
On March 24, 1981, the Board of
Directors authorized the formation ¢
a new Nuclear Division and elected
John J. Carey as Vice President-
Nuclear. This new Division is respor
sible for nuclear operations, nuclear
safety and licensing, nuclear suppor
services and nuclear engineering
On December 22, 1981, the Boarc
of Directors authorized the formatio
of a new Nuciear Construction Divi-
sion and elected Earl J. Woolever th
Vice President. This new Division is
responsible for the construction of
Beaver Valley Unit No. 2.

New Vice President

At the January 1982 meeting of the
Board of Director 3, Roger D. Beck
was elected Vice President—
Engineering and Construction. Mr
Beck succeeded Earl J. Woolever.
Since joining the Company in 1962,
Mr. Beck has worked in the Enginee
ing and Construction Division, Cus-
tomer Services Division and the Put
lic Information Department.

New Officers

In addition, four other employees
were elected officers in 1981 by the
Board of Directors. They include
James O. Ellenberger, Controller;
Ronald G. Males, Treasurer; Richarc
J. Ciora, Assistant Treasurer; and
Lawrence P. Galie, Assistant
Treasurer.

1971-1981 Dimensions

Magazine

In mid-year 1982, the Company plan:
to publish Duquesne Light Dimen-
sions containing in-depth informatior
concerning the Company. Dimensior::
will include an 11-year statistical
review and discussion of some of the
important issues affecting Duquesne
Light Company. For a copy of Dimen-
sions write:

Duquesne Light Company
Public Information Department
435 Sixth Avenue

Pittsburgh, PA 15219
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Common

Stock Dividends

The Company has paid cash dividends
on its Common Stock in each year
since 1913 and on a regular quarterly
basis (January 1, April 1, July 1 and
October 1) in each year beginning in
1953 after becoming publicly owned.
Quarterly dividends related to the four
quarters of 1980 and the first two
quarters of 1981 were paid at the rate
of 45¢ per share. Commencing Octo-
ber 1, 1981 the quarterly dividend rate
was increased to 47 Va¢ per share.
Future dividends will depend upon
future earnings, the cash position of
the Company, construction require-
ments, rate regulation and other rele-
vant factors. The Company currently
expects that dividends will continue to
be paid in the future.

Dividends may be paid on the Com-
mon Stock to the extent permitted by
law and as declared by the Board of
Directors, subject to the provisions of
the Company's Restated Articles
which restrict the payment of cash
dividends or other distributions on, or
the purchase of, its capital stock rank-
ing junior to the Preferred Stock (col-
lectively referred to as “‘junior stock
payments”). No dividencs or distribu-
tions may be made on the Common
Stock if dividends or sinking or pur-
chase fund obligations on the Pre-
ferred Stock or Preference Stock are
accumulated and unpaid. Further-
more, the aggregate amount of junior
stock payments which may be made
in any 12-month period are in general
limited to (1) 50% of consolidated net
income for any period of 12 consecu-
tive calendar months within the 15
preceding months if the effect of such
payments would be to reduce the
ratio of common stock equity to total
capttalization to less than 20% or (i)
75% of such consolidated net income

13% 13% 13%

i, Sl

SR _'Li?'f_-

1st

1% 1981 1% 113

2nd 3rd 4th

if the effect would be to reduce such
ratio 10 20% or more but less than
25%. No portion of the retained earn-
ings at December 31, 1981 was
restricted by virtue of this provision.
The approximate number of holders
of Common Stock as of the February
26, 1982 record date for the 1982
Annual Meeting was 138,000.

Annual Meeting of
Stockholders

The annual meeting of stockholders
wi!l be held at 10 a.m., Pittsburgh time,
on Tuesday, April 20, 1982 in the sec-
ond floor ballroom of the Hyatt Hotel
at Chatham Center, Pittsb'irgh,
Pennsylvania.

Form 10-K Offer

If you are a holder or beneficial owner
of any class of the Company's stock
as of February 26, 1982, the record

CAPCO

In 1967, Duquesne Light joined with
four other electric utilities to form the
Central Area Power Coordination
(CAPCO) group.

Prior to 1980, ten generating units
were committed under the CAPCO
arrangements which provided for joint
ownership interests based on individ-

- ual requirements. Duquesne Light
' shares in nine of these units. To date,

l

date for the 1982 Annual Meeting, the |

Company will send you, upon request
and at no charge, a copy of the Com-
pany's Annual Report on Form 10-K
filed with the Securities and
Exchange Commission for the year
1981 (including a list of exhibits) . All
requests must be made in writing to
the Secretary, Duquesne Light Com-
pany, 435 Sixth Avenue, Pittsburgh,
PA 15219.

Transfer Agents
and Registrars

Common, Preference and
Preferred Stock
Pittsburgh National Bank,
Pittsburgh

Chemical Bank, New York

saven are in service. The three
remaining units are to be placed in
service in 1984, 1986 and 1988.

Since 1980 each CAPCO company
has been responsible for establishing
its own level of reserve and its own
generating capacity needs beyond
the jointly-owned units still under con-
struction. Duguesne Lignt is now in
the process of developing a program
to meet its future capacity
requirements.

Duquesne Light Company

Beaver Valley #1 Beaver Valley #2
Nuclear—1976 Nuclear—1986
Capacity 810,000 KW  Capacity 833,000 KW
DL Ownership 475% DL Ownership 13 74%
DL Share 384,750 KW D.L Share 114454 KW

Pennsylvania Power Company

Mansfield #1 Mansfield #2
Coal—1976 Coal—1977

Capacity 780,000 KW  Capacity 780,000 KW
D.L Ownership 293% D.L Ownership 80°%
DL Share 228540 KW DL Share 62,400 KW

Mansfield #3
Coal—1980

Capacity 800,000 KW
D L Ownership 13.74%
DL Share 109,920 KW

Ohio Edison Company

Sammis #7
Coal—1971

Capacity 600 000 KW
D.L Ownership: 31.2%
D L Share 187,200 KW

The Cleveland Electric
llluminating Company

| Perry #1 Perry #2

,‘ Nuclear—1984 Nuclear—1988

Capacity' 1,205,000 KW Capacity 1,205.000 kW
DL Ownership 1374% D L Ownership 13 74%
D.L. Share 165567 KW D.L Share 165567 KW

Eastlake #5

| Coal—1972

Capacity 635,000 KW
D L Ownership 312%
DL Share 198 120 KW

The Toledo Edison Company

' Davis-Besse #1
| Nuclear—1977

Capacity 890 000 KW

f DL Ownershup 0
DL Share 0
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