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COMMON STOCK TRENDS

DOE Earnings
Per Shave *
{ Dilbisrs Pyr Sharv )

Earnings per share
have increased
' ‘ eight straight years

DOQFE Annualized
Dividends Pev Share

(Bellars Per Share )

top gquartiie of the
industry




‘ "”“i”.!!‘l”” in the electne utility business made ol o1 VS o g - ir. Bul

the reality of competition was ne ws L |'()l shareholders | g environment tor utilibies
has been a constant theme letters to shareholders for | \ IHM: how long we have been
Preparing ourselye ar competitive m irkets, Our first major step in meeting marketplace
demands came with the highly successful Duquesne Plan in 1986. The front cover
of our annual report that year said: “To become more efficient, more competitive,
more market-driven, more customer-oriented and more profitable, we are

determined to evolve and change

h the formation of [il“ni as
I HOTe
ind b proactive 1n an
ronment ! | hay ntin 0 see remarkable change
LY .'|H.i} ! | us to add substantial value
ol the Istnesses of |l")} s vielding significant contn
the company, Lhe « business represented by l*w']'n"w | aght
husiness opportur < associated with Montauk and Duquesne
grew to more than 10
s per sh increased for the e1ghth consecutive vear
pace of « g ( he traditional electrie | <trv 15 aceelerating, Vanous scenar
|

Or marke! torces 1o replace re Hation are ben dlis e across the country and in our own

nlemented to resolve these 1ssues 1s far

ol I'- n »\‘\ inta. but the ‘,.ﬂyl“ ]..;\, \ th il .\,‘;J }n
L evident. As a matter of good public policy, we believe we need at least two
things from federai and state regulators: 1) a clear vision of how all customers
of the industry can best benefit from competition, and 2) a transition plan that
is fair to customers and shareholders and does not suddenly change long
established ground rules
‘\\; pport \ | i M | { benehit trom the |||\\vl
«t step toward this
rvice levels Hu
ovide for themselves in

wade tor tuture zeneration

The flexibility offered by DQE and the changes being made in Dugquesne
Light will help keep us positioned for such a future [)




e |'w;u~fu Laeht s s¢ TN t\‘u.!v\\‘!‘ I= Lhe Dhest in the stale indd in the feedback our 10

e recerve from customers, who give the COMmpany remety high customer sahistaction ratings
Second, we are continuing Lo restracihure l)‘,»;:w ne | ht. {ver the )-l«-\h.c VEArs., we have
lll)"w|v(l;17"llvj' il management it sLICH as !ulu»‘.'rub-.:', V"‘f‘""i_ww""l, o
mprove the competitiveness of production and delivery costs, Our competitive cost of

production has resulted in increased sales to the wholesale power market,

Twenty-one percent of our total sales are to other utilities. \e currently are

petihioning thie 'l«ft ral ' [eray “, ilatory Comm Lo Opret 1Ceess o the regron 1‘ Lransmis
tem. and believe this w ither help us to sell energ nto wholesale markets. Third

Wit BT ;w‘,' (1 :fn:;nl' HNONative Pricing
e DOy Lo attract new industrial customers

tnd o maimtam our competitivent wilh large
“Despite the uncertainty created ndustrial customers who add incremen
Montauk, a financial services

II‘) (',l(lllgl‘ ill [lll’ im/u.\‘lr_.\‘. (l” company, has continued to grow with

'
Ll

selective investments and projects

of our people have continued in that are related to our core business
. g s Our strategy | een to develop an invest
their dedication to providing our enil portiolio that Brovidk S
3 . W {6 T i { ¢ | { i |
customers with the highest level of ] 1o o
satisfaction. These are strengths T T TREIReR s R STE
that we can continue to count on.” led 1o this investment philosop

Duquesne Enterprises owns a
majority interest in Chester Environ

mental, a leader in the water quality

Fwon new contracts to pro ile consult ny and
CNZINEETING S¢ es to major mumacipal and industrial chents i the People -|\'~;»4’1_ ol
(B | 1 F I I \\. expect na | thes “t f [ Phrnnie Lo 1rereise
| | ) ' e=in 11 1al ' { \‘w | t t hanoed! | |

Over the last ten years, we have systematically assembled a strong
management team. Many of these individuals come from industries other
than our own and bring fresh ideas to the challenge of competitive markets
l’y.' e the nl creales (] ! 1 the il "‘;..Hm":vw"‘szi‘r
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Chester Enviroumental s
Ll exeellent work has led us
to use them time aned
agatn to -lrw:ll and
CRAETACCT U wasten ater
trecment plants. These
,nluuh "mp/-n the latest
technodogy and have 4
saperh compliccnce
vecord. Some are ‘firsts’
in our incdustey
Peter R. Gilezan,
Divector, Encironmental
and Energy Miairs,

Chiysler Corporation
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OO o a contre J.Ht_' interest
in Chester Environmental in 1993
Chesters activilies closely related
to our core business, Chur association
with Chester s a sound investment in
a growing company, and 1t remntor
our own long-term commitment to the
environment
Environmental management and
control I~ 4 wsl-;‘ Ol Wt ‘\n«m Wit |i
Our environmental record and
eX | rlise are competitive advant Les,
Iy as other energy companies
attempl o come to grips with ¢ u|!||»||
deadlines for new environmental
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begins with the word “we.”

We are in this Iu"_wlh:-l'i

suwimarizes the

WorldClass bebivf that

close and open

coapet wleon ., wonr I-l“-':
totward wiilizing today's
eftravrdinary techmeal

advances in prsning

win/win solwtions,

defines the parameters
of a dywwmic pertnership

WorldClaxs shares such

a partnership with
Dugriesne Light
Watthew W,
Botsford. Jr

Chief Executive Officér,

Waorld( Iun.

Processing, Tue.

the t

o

Y] [
Waorldt
Ihe Wi
| ot
) " |
" i |
() [ 11
“(x el
| n '
Y\%x
ith
1) !
KWH
A H

- | fale
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switeh ta start production sheet metal producer

und nathing happens, then
‘ ) States, Milt Washington

the loss of power means
maere than o machine not
working. It means income
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Light's strengths is its

quality production of

poreer. which helps

to create world | greal price

competitive businesses.” of reliability. In fact, independent
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“P've livedan Pitsburgh
for 17 years and 1've

never had ro call

v
Puguesne Light

conderning my electricity
I think I’{uff\ quite &
record for relinbility
and efficient
customer servwe
Betty Pickatt,
Duguesne Light
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“The Smart Comfort
Program has helped my

wife -and me so much.

expecially since we te on

u fixed tncome. It'’s cut
our bill by more than a
thivel, and it’s mude us
more conscious of how
e use electreciry,’
Rebert Lawver,
Duguesne Light

residenriod customer
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DOE 1994 Financial Information

Corapany Heport on Financial Statements
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Kilowatt (iKW

\ kilowatt L unit of power or capacity \

nour P\\\ H

kilowatts times the length of time the kilowatts

kKilowat a umt ol energy or

re used, | example, a 100-watt bulb has a
demand of .1 KW and, if bumed continuously
will consume | KWH in ten hours. Ong¢
housand KWs is a megawatt (MW), One
thousand h\\” 15 4 megawatlt hour \'\\“‘

Nuclear Decommussioning Costs
JeCOMMISSIONING costs are expenses (o e
incurred i onnection with the entombme nt
decontamination, dismantlement, removal
ind dhisposal of the structures, systems and

mponents ol a nuclear power plant that
has permanently ceased the production ol

:;.‘1';- enet

Peak demand the amount of electricity
|

required during perods ol highest Usage

) 1

Peak pernods fluctuate by season and gener
v oceur in the morming hours in winter
ind in late afternoon during the summer
e Ivarua Public Utility Corremission

|

I'he Pennsy) Iy that

regulates all utilities (electric, gas, tele ;:‘u»nr.

vania governmental bo

water, ete.), which 18 made up of five
members nominated by the governor and

confirmed by the senate
Hegulatory Asset

Costs tha! the Company would otherwise have
harged 10 expense which are capitatized or
leferred because these costs are currently
being recovered or because it 1s pr bhable that
the PUC and FERC will allow recovery of

these costs through the ratemaking process
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Management's Discussion and Analysis of

Financial Condition and Results of Operations

IN‘H i% an energy services holding ompany lts subsichanes are |""‘,"' sne Laght ( ompany

Duquesne), Duguesne Enterprises (DE) and Montauk. DOE and 1ts subsidianes are collectively

rederred 1o as the (

Duquesne, the pnin ' ' ctne utihity engaged in the production, transmission,
distnbution and lectn involved 1in inthiatives related to the core business
these include prov g 1 VI or the Pittsburgh Iintermational \uimﬂ l.lu'.l\llll‘_:

onmental consu 1§ | eng s 1ces, providing ‘(nnz,v'.‘qq}l\ management, and

short- and long<term investments and raises

UL ult

western Pen

Total Operating Revenues

Residontud

e e Clal

. mdustris

Customer sales were
higher due to the
strengthening
economy
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Rafleats ongoing

oost-gontrol efforts

(Exciudes one thne
AR Lo tion

charge in 1983 .)

I'he overall le | of busine wetivity in the ( HIIPATIY & REeTVICe territory and weather conditions
e -v.;...i..l'- ontinue 1o be thie primary factors allecting sales of electnoity o ultimate cus
tomers 0 the newr term. The Compas electne suales may also be n the long term by
increased competiion i the electne sty industry, (See “Competit ISS1O0 O page 16
Revenues from other wtilities result from sales of electricity 1o other utilities Fluctuations o
electnaoty sales to other utithties are generally related to the Lompany s customer energy
requirements, the energy n ket and transmission conditions and the availability of the

Company’s generating stations, Because of reduced generating station availability, the Company

il fewer ol -system sales in 1993 than in 1994 or 1992, Future levels of off-svstem sales of

ectricity will be aflected by the outcome of the Company’s FERC filings requesting firm
| HUssIO TR R wee “lransmission Aceess ,ic\.:_‘.p.n.qi'..;j: i
(ther operating revenues inereasedd 1 il”‘ il |"”|~"!‘.[~1l"li¥"‘u pror ve frl:rn,llll\
due 1o growth 1in envireonmental service revenues. The increase rellects the 1‘||u\-.'u.¢-<.! i

O peroer witrolling interest in Chester Environmental, Ine, (Chester) on August 17, 1993
(L hesters revenues have been reflected in other operating revenues since that date
erating Expenses
J ’ ri h { i 4 ' | )
! HIET EX st taation resut tromm « t e ost ol l\,.\ The iy
1 i nuclegar generation, H total KW Hs sald and nerating station avalabiny
Because of the ECR, change tuel purchased power cost normally do not impact eamings
nponents of Change Fuel and Purchased Power Expense from the Prior Year
949 19¥33
A ol in Milhons of Dollar
Prage ni f fuel 3.0 - 1.8
Lot il i ,"\ A‘I “'
Ceneral \ i 134
Purchased powe Fy 1O
Total Energy Expense X 6.2 £ (1.5
{ ORI t cost O il e ed shehtly in 194, after remaming relatively constant
! 1995, Meanwhile, the average unit cost of nuclear tuel has declined continually during
the past three vears
Lreneraly ' npacts tuel expense as the Company s nu lear ue cost per KW H 15 less than

1944 npared Lo 194 and 1992, the Company had

more scheduled nuclear station refueling outages, resulting i less nuclear generation and
more fuel expense
Creneratio vume L994 increased 3.4 percent « mpared 1o 1993 due to lewer

generatin tation outages. Dunng 1993, generation decreased \4.;--1\,%: from 19092
| nased power lum nereased 1994 con ‘-*1"" to 1993 hecause of the timing ol gener
i station outages. Purchases power volume increased n 1993 ‘.n.;uq:v-:? to )'F)_‘Pn'un. \
lue to the performance of the Perry plant, (See *Perry Unit 1” discussion on page 15

(Mher aperating expenses decreased slightly in 1999 compared to 1993 de spite 1 £25.0 mullion

rease 1n operating expenses at Chester, the result of a tull vear's ownership in 1994, This
nerease was offset by the continuation of the Company’s cost reduction Program ind by the
FOUS recordimg of a #15.2 milbon long<term power sale wrile Hoand a $12.8 mulbior property
subleasu chary hese 1993 charges, along with the Chester a cuisition, accounted for the
! t ¢ 1 19803 1 iresed | 902
¢ I o | ran | F Lne maintet ¢ and
' ' { 1 r p it ra { ¢ :. il e it SIrY
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g mcurred for scheduled retueling ontages al the ( ampany s nuclear units s deterred oy
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{ Miselling b ( it "'”‘\\l »‘l'

to Fixed Chary imortization

1=t

untenance expen \iso increasing maantenane

ompany’s change. as of Januan 1993, 1n 1ts method of accountin

! nanter costs durnng major fossi| Hion tages. Prior to 1993, imaimtenan
‘ 1 costs 1 { . duled mayor oulages ssil generating stahions were charged to
expense as the o | nden v accounting policy, the Company accries,
over the penod between outage inhicipated expenses for scheduled major fossil station
1 outages, (Maimtenance costs mneurred for non-major scheduled outages and for torced outages

continue 1o be ¢l '.:,'--'h-m;u"-: 1= the costs are H:nw.l!n-§ I"-Hn'!;lu: i “vilhl'h

mateh more accurately the mamiten ’ wis with the revenue |n|vufuv»‘ farne 1 period

. 1 bet wesern s¢ duled or fossil nerating station outages

[y ttont and amortizatio [T cludes, 1 v‘valwvh'-"|'iVIvr|Hi«l ol plant il

cn(wIluvw‘ nuclear decommiss | COraals 1 on o »Hl‘l'w!\ tax. recenyvables and
imartization of an extraordinary Operty loss, Depreciat 1 ¢ Lirbontisait et LPEnNse e 1sen]
n 1999 andd 1993 compared 1o th o t due to ) ses in depreciable property, nuclea
fere MIMssIonmn \ - b \ 1 | ! } ]""'nwlwl' AN ;|\'-l-('~=1[7~

N ’ e M ‘y ' 7 1 TR | \ 1o } \

wgan January 1, 1993, concurrent wit
Credit guality 2 4 - " ith tandards No. 108 (SFAS No, 1189 [i“,‘,‘,‘:
continues 1o mprove
tes and s bnitted an
in 1995 the ‘.l“';-ll«',.‘
It 15 antic ipatedd that
y nulhion in 1995 compared

Lo Covel Y’u -t

133 compared to 1999 and 1992, primanly as a
property 1ax assessment In 1993, the Oy

pssessments, the ¢ \',.v’.ﬁ It Lm.l. O ove ',‘.,n[m‘n:. in

n 1994 compared 1o 1993 a : ivities in 1999

e ron nvestments made d § 5 ! eoreased in 1'%

wer delerred revenus ferred revenue balance

s reductions in 1994 and 1993 o through refinancing hirst mortgage

,‘.rvm,y,‘...,,ui,y‘..,‘,1,.,‘.5 (it ng debt. Interest expense

turther in 1995

s a result ot (he

clirement sV el 1y [ g 199, the ( ompany ret redd 839.9 million of
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l"“‘.;m,;‘..u.‘, 1994 d 1992, hecause of a favorable

1988 federal income tax 1 d the Company’s 1989

Iilﬂ Ferainng

>
1993
Financiasl restructur
ng has rc'ﬂfu wd
st expense py
than 30% over
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Net cash flow
excludes working
capital and other

net changes

For its electric utility operations, the Company recognizes a regulatory asset for the deferred
tax habilities that are expected 1o be recovered from customers through rates,

With respect 1o the financial statement presentation of SFAS No 109, the Company reflects
the amortization of the regulatory tax receivable resulting from reversals of deferred taxes as
depreciation and amortization expense. Changes in the regulatory tax receivable as a result of
a change in tax rates are reflected in the statement of consolidated income on the tax rate
adjustment - regulatory tax recewable line, Reversals of accumulated deferred income taxes are
included in income tax expense

Capital Expenditures and investing

During 1994, the Company spent approximately $94.3 million for utility construction. The
Company spent approximately $100.6 nullion in 1993 and $112.4 million in 1992 for utility
construction. These amounts were expended to improve and/or expand its production, trans-
mission and distribution systems. Unlity construction programs of the Company focus on the
need to serve new customers, to provide for the replacement of utility property and to modify
facilities consistent with the most current environmental and safety regulations. The Company
estimates that it will spend approximately $80 million for utility construction annually in
1995, 1996 and 1997, These amounts exclude AFC, nuclear fuel, expenditures for possible
early teplacement of steam generators at the Beaver Valley Power Station and expenditures for
the refurbishment of the cold-reserved units. (See Notes F and J to the consolidated financial
statements.) The Company currently has no plans for construction of new base load generating
plants. The Company expects that funds generated from operations will continue to be sufficient
to finance a large part of its ¢ .qul.ll needs

In addition 1o utility construction, the Company’s long-term investments are focused in four
pring lp.l[ areas: real estate investments, energy -related ivestments, |0~u~mu investiments and
environmental services investments. The level of investing activities stayed relatively constant
in 1994 after increasing in 1993 compared to 1992, Lease investments in 1994 were $52.3
mullion, of which $18.8 milhion were energy-related. Real estate investments in 1994 were
$48.9 million, including $22.1 million in affordable housing, and, on a net basis, other
mvestments decreased £7.7 million. In 1993, the Company invested $59.1 million in real
estate, including $35.4 million in affordable housing, and $24.7 million in leasing and other
investments. Also dunng 1993, the Company acquired a controlling interest in Chester for
$11.9 million. The Company’s 1992 investments were primarily in energy-related leases

Financing

The Comapany plans to meet its current oblhigations i debt maturities through 1999 with funds
generated from operations and through new financings. At December 31, 1994, the Company

was in compliance with all of its debt covenants

During 1993, the Company refinanced $734.2 million of long-term debt. In 1994, the Company
continued o reduce its cost of capital by refinancing and retiring securities

During 1994, all of the outstanding shares of $2.10 and $7.50 preference stock were redeemed
for approximately $37.7 million. The Company also retired $2.2 million of $7.20 preferred
stock. In May 1994, the Company filed a shelf registration statement for the issuance of up to
£150 million of Duquesne Capital L.P. Cumulative Monthly Income Preferred Securities

Ihese Vn"r'l‘l"-’ securties have not been issued

Durig 1994, the Company also 1ssued £114.1 mullion of its pollution control obligations to
Ie !‘LI« e A |Ik\‘ amount of IH):’I"' Cosl 'NIHUIIHII ( nn!gn' nlnlw‘.“u“. Ih. new !y’”““““ (‘HH“‘H‘

obhigations bear variable interest rates and mature October 1, 2029

The Company maintains two extendible revolving credit agreements, including a £100 million
srrangement expiving August 1995, and a #8150 million arrangement expiring October, 1995
Both armangenents contain two-vear repavment penods for any amounts outstanding at the
expiration of the revolving credit peniods. At December 31, 1994, the Company had borrowed

$60 million under the agreements
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Sale of Accounts Receivabie
The Company and an unaffiliated corporation have an agreement that entitles the Conpany to
sell and the corporation to purchase, on an ongoing basis, up to 850 million of accou s receiv-
able. The Company had no receivables sold at December 31, 1994, The accounts meceivable
sales agreement, which expires in June 1995, is one of many sources of funds available to the
Company. Upon expiration of this facility, the Company expects to extend the agreement or to

replace the facility with a similar one

Nuclear Fuel Leasing
The Company finances its acquisitions of nuclear fuel through a leasing arrangement unde
which it may finance up to £75 million of nuclear fuel. As of December 31, 1994, the amount
of nuclear fuel financed by the Company under this arrangement totaled approximately

£52 million. The Company plans to contin'= leasing nuclear fuel to fulfill its requirements at

least through September 1996, the remaining term of the current leasing arrangement,

Dividends

The Company has paid dividends on common stock continuously since 1953, The quarterly
dividends paid have increased by an average annual rate of 5.6 percent over the past five
years, even though the Company has maintained a more conservative payoul ratio than the
electric utihty industry in general. The Company expects that funds generated from operations
will continue 1o be sufficient 1o meet sinking fund and long-term debt maturities and 10 pay
dividends. The Company’s need and the availlabnlity of funds will be influenced by the economie
activity within the Company’s utility service territory, by competitive and environmental

legislation and by regulatory matters experienced by the electrie utility industry generally.

Dividends may be paid on DOE common stock to the extent permitted by law and as declared
by the board of directors. However, in Duquesne’s Restated Articles of incorporation, provisions
relating to preferred and preference stock may restrict the payment of Duquesne’s common
dividends. No dividends or distributions may be made on Duquesne’s common stock if
Duquesne has not paid dividends or sinking fund obligations on its preferred or preference stock
Further, the aggregate amount of Duquesne’s common stock dividend payments or distributions
may not exceed certain percentages of net income if the ratio of common shareholders’ equity
to total capitalization 1s less than specified percentages, As all of Duguesne’s common stock is
owned by DOE, to the extent that Duquesne cannot pay common dividends, DQE may not be
able to pay dividends to its common shareholders. No part of the retained eamings of DOE or
any of its subsidhanes was restricted at December 31, 1994,

Generating Performance

he Company wholly owns and operates two generating units, In addition, the Company has an
ownership or leasehold interest in nine jointly swned units, two of which the Company oper-
ates. Of the four units the Company operates, three achieved record pedormance dunng 1994

Fhe Beaver Valley Power Station achieved the highest combined (Units 1 and 2) capacity
factor (87.7 percent) in the history of the station. The Cheswick Power Station achieved the
highest capacity lactor (T8.7 percent) in its 24-year history. Capacity factor is a key production
measure, It is the ratio of the power actually generated by a facility to the facility’s rated
capacity during that period of time. It s also a key indicator of how well the stations are

~l'u‘l,l|0‘r| based on their :!rwgn ¢ n;mlull!uw
Perry Unit 1

(he Company has a 13.74 percent ownership imterest in Perry Unit 1, a nuclear generating
unit located in Ohio and operated by The Cleveland Electric Hluminating Company (CEI)
During 1993, the unit had an equivalent availability factor of 39 percent. This performance
resulied from several owtages. As a result of the length of these outages, the PUC imposed a
penalty for incremental replacement power costs, The 1994 equivalent availability factor was

14 percent. This perdormance resulted from an extended outage (190 days) for nofueling and




Outlook

maintenance, From the end of the outage in August 1994 through the balance of 1994, Perry
operated at full capacity except for short durations of reduced power for testing and minor
on-line maintenance activities,

CEI has previously submitted to the Nuclear Regulatory Commission an action plan, called the
Perry Course of Action (PCA), designed by CEl 1o “correct identiied management, technical,
and programmatic deficiencies”™ at the plant over roughly a three-year period, and to “correct
the downward trending performance™ of Perry. CEl management represents to us that the PCA
is on schedule and will be an effective program to insure that Perry 15 in conformance with
industry standards for boiling water reactors. Based on actual costs and estimates obtained from
CEI through January 1995, the total costs to bring the plant into comphance, including the
costs associated with implementing the PCA, are more than the costs onginally projected by
CEL The Company cannot predict the ultimate cost, timing or effectiveness of the PCA, and 1s
continuing to closely morator the situation,

Competition

Regulatory developments in the electne utility industry are placing increasing competitive
pressures on electric utilites. The electric utility industry is expected to continue to undergo
significant changes for the remainder of the decade. These changes most likely will include
increasing competition in the generation and sale of electricity, increasing energy flows resulting
from open transmission access and non-regulated generation a.«d transmission projects outside
the traditional service areas. The Company, like the industry in general, 1s continuing to assess
the impact of these competitive forces on its future operations.

Electric Utility Industry Developments:  The National Energy Policy Act of 1992 (energy
act) was designed, among other things, to foster competition. Among other provisions, the
energy act amends the Public Utility Holding Company Act of 1935 (1935 act) and the Federal
Power Act. Amendments to the 1935 act create a new class of independent power producers
known as Exempt Wholesale Generators (EW Gs), which are exempt from the corporate structure

regulations of the 1935 act. EWGs, which may include independent power producers as well

as afliliates of electric utilities, do not require Securities and Exchange Commission approval
or regulation. In addition, brokers and marketers, without owning or operating any generation
or wansmission facilities, are being permitted to enter into the business of buying and selling
electric capacity and energy.

Amendments to the Federal Power Act create the potential for utilities and other power producers
to gain increased aceess to transmission systems of other utilities 1 order to facilitate sales to
other utilities. The amendments permit the FERC 10 order utilities to transmit power over their
lines for use by ather suppliers and to enlarge or construet additional transmission capacity to
provide these services. The Company 15 currently pursuing expanded transmission access
under these amendments, (See discussion in “Transmission Access™ on page 17.)

Ihe energy efficiency title of the energy act requires states to consider adopting integrated
resource planning, which allows utility investments in conservation and other demand side
management techuiques to be at least as profitable as supply investments. The energy act also
establishes new efficiency standards in industrial and commercial equipment and lighting and
requires states to establish commercial and residential building codes with energy efficiency
standards. Additionally, the energy act requires utilities to consider energy efficiency programs
in their integrated resource planning.

Ihese new regulations also permit industnal and large commercial customers to own and
operate facilities 1o generate their own electric energy requirements and. if such facilities are
qualifying facilities, 1o require the displaced electric utility to purchase the output of such
fucilities, Customers may also have the option of substituting fuels, such as the use of natural
gas, oil or wood for heating and/or cooling purposes ruther than electric enesgy or of relocating
their facilities to a lower cost environment




The PUC is currently conducting an investigation into electric power competition. The
Company has been advocating increased transmission access in the wholesale power market
as the necessary first step toward enabling our customers to benefit from competition,

The Company's Response:  Emerging competition, federal deregulation of wholesale
energy sales, and prospective retail accecs initiatives require the Company to reexamine its
approacn to doing business. Growth in energy sales, competitive rate pressures, and the
Company's commitment to provide reliable, quality service 10 its customens influence shon-
and long-term corporate goals. The Company’s current business plan recognizes the need to
encourage economic growth and stability in the service territory and surrounding region. The
Company’s efforts continue to focus on achievement of business growth through the application
of marketing and economic development programs to achieve energy-efficient growth in its
sales of utility services,

The Company has a diverse customer mix with less than 22 percent of total sales of electricity
derived from industrial customers as compared to an electric utility industry average of
approximately 34 percent. The Company’s rates {or energy intensive industrial and commercial
customers are competitively priced and its rate structure allows some flexibility in setting rates
to attrect new business. In addition, Company-sponsored programs help customers manage
their electnicity consumption and control their costs,

Although management believes the Company’s system is well positioned, as a clean, low-cost
producer, to compete both within and outside of its service territory, efforts continue to further
reduce costs and increase effectiveness and productivity, We will aggressively address these
factors 10 position the Company to overcome the challenges they may create and take advantage
of the opportunities increased competition will bring.

Transmission Access:  In March 1994, the Company submitted. pursuant to the Federal
Power Act, a “good faith” request for transmission service with the Allegheny Power System
(APS) and Pennsylvania-New Jersey-Maryland Interconnection Association (PJM Companies)
The request 1s based on 20-year firm service with flexible delivery points for 300 megawatts of
transfer capability over the transmission network that extends from Western Pennsylvania to
the East Coast. Because of a lack of progress on pricing and other issues, on August 5 and
September 16, 1994, the Company filed with the FERC applications for transmission service
from the PIM Companies and APS, respectively. The applications are authorized under Section
211 of the Federal Power Act, which requires electrie utilities to provide firm wholesale

Lransnuission service,

Generating Units Held for Future Use: o 1986, the PUC approved the Company's
reqquest to remove the Phillips and most of the Brunot Island (BI) power stations from service
and place them in cold reserve. The Company expects to recover its net investment in these
plants through future electricity sales, Phillips and BI represent licensed. cenified. clean
sources of electricity that will be necessary to meet expanding opportunities in the power
markets. The Company believes that anticipated growth in peak demand for electricity within
its service termtory will require additional peaking generation. The Company looks to Bl to
meet this need. The Phillips power plant is an important component in the Company's strategy
to identify and serve opportunities for providing bulk power service, With recent legislation
promoting wider transmission access 1o hulk power markets and with the opportunity to
package a sale of power from Phillips with the suppert of the Company's system, the Phillips
plant could be made & highly reliable, cost-competitive alternative for most purchasers. In
summary, the Company believes ils investment in these cold-reserved plants will be necessary
in order to meet future business needs. If business opportunities do not develop as expected,
the Company will consider the sale of these assets. In the event that market demand, transmis-
sion access o rate recovery do not support the utilization or sale of the plants, the Company
may have to write off part or all of their costs. At December 31, 1994, the Company's net
investment in Phullips and Bl was $93.0 million and $42.0 milhon, respectively

17



Environmernital Matters

The Comprehensive Environmental Response, Compensation and Liabulity Act of 1980
(Superfund) and the Superfund Amendments and Reauthorization Act of 1986 established a
variety of informational and environmental action programs. The United States Environmental
Protection Agency (EPA) has informed the Company of its imvolvement or potential involvement
in three hazardous waste sites. I the Company is ultimately determined to be a responsible

party with respect to these sites, it could be hiable for all or a portion of the cleanup costs.
However, in each case, other solvent, potentially responsible parties that may bear all or part
of any liability are also involved. In adaition, the Company believes that available defenses,
along with other factors (including overall limited involvement and low estimated remediation
costs for one site) will limit any potential liability that the Company may have for cleanup
costs. The Company believes that it 1s adequately reserved for all known liabilities and costs
and., accordingly, that these matters will not have a materially adverse effect on its financial
|umliun or results of operations,

In 1990, Congress approved amendments to the Clean Air Act. Among other innovations, this
legislation established the Emission Allowance Trading System. These allowances are issued
by the EPA 1o fossil-fired stations with generating capability of more than 25 megawatts that
were in existence as of the passage of the 1990 amendments. Allowances are part of a market-
based approach to sulfur dioxide (80;) reduction. Emission allowances can also be obtained
through purchases on the open market or directly from other sources. Excess allowances
may be banked for future use or sold on the open market to other parties for their use in
offsetting emissions.

The legislation requires significant additional reductions of S0, and oxides of nitrogen (NOx)
by the year 2000, The Company continues to work with the operators of its jointly owned
stations to implement cost-effective compliance strategies to meet these requirements, NOx
reductions under Title IV of the Clean Air Act amendments were required at the Cheswick
station and the work to achieve the reductions was completed in 1993, The ozone attainment
provisions of Title / of the Clean Air Act amendments also required NOx reductions by 1995 at
the Company’s Elrama plant and at the jointly owned Mansfield plant. The Company will
achieve such reductions with low NOy burner technology. The Company has 662 megawatts

f nuclear capacity, 1,187 megawatts of scrubbed capacity, including 300 megawatts at the
currently cold-reserved Phillips plant, and 757 megav.atts of capacity that meets the 1995
standards of the Clean Air Act amendments through the use of low sulfur coal. Through the
year 2000, the Company 15 planning a combination of compliance methods that include fuel
switching: increased use of, and improvements in, scrubbed capacity: flue gas conditioning; low
NOx bumer technology; and the purchase of emission allowances, The Company currently
estimates that additional capital costs to comply with Clean Air Act requirements through the
vear 2000 will be approximately $20 million. This estimate is subject to the finalization of
federal and state regulations

Fhe Company is closely monitoning other potential air quality programs and air emission
control requirements that could be imposed in the future, including additional NOx control
requirements that conld be imposed on fossil fuel plants by the Ozone Transport Commission,
Ax these potential programs are in vanous stages of discussion and consideration, it is impossible
to make reasonable estimates of the potential costs and impacts, if any.

In 1992, the Pennsylvama Department of Environmental Resources (DER) issued Residual
Waste Management Regulations governing the generation and management of non-hazardous
waste, The Company s currently conducting tests and developing compliance strategies.
Capital comphance costs for these DER regulations are estimated, on the basis of information

currently avarlable, at 85 million in 1995, The expected additional capital cost of compliance

for these DER regulations through 2000 i estimated, based on carrent information, 1o be
approxvimately 825 million; this estimate 18 subject to the results of continuing ground water

assessments and DER final approval of compliance plans




Under the Nuclear Waste Policy Act of 1982, which establishes a policy for handling and
disposing of spent nuclear fuel and requires the establishment of a final repository to accept
spent fuel, contracts for jointly owned nuclear plants have been entered into with the United
States Department of Energy (DOE) for permanent disposal of spent nuclear fuel and high-
level radioactive waste. The DOE has indicated that the repository will not be availuble for
acceptance of spent fuel before 2010, Existing on-site spent fuel storage capacities at Beaver
Valley Unit 1, Beaver Valley Unit 2 and Perry are expected to be sufficient until 2017, 2011,
and 2000, respectively. Duning 1994, the Company increased the storage capacity at Beaver
Valley Unit 1 by equipping the spent fuel pool with high density fuel storage racks.

Retirerment Plan Measurement Assumptions

The Company increased the discount rate used 1o determine the projected benefit obligation on
the Company’s retirement plans at December 31, 1994, 10 8.0 percent. The assumed change in
future compensation levels was also increased to reflect current market and economic conditions.

The effects of these changes on the Company’s retitement plan obligations are reflected in the
amounts shown in Note N to the consolidated financial statements. The resulting decrease in
related expenses for subsequent vears is not expected to be material.

Investment in International Power Machines Corporation (IPM)

e Company had a $2.8 million investment, reflected in the Consolidated Balance Sheet of
DOE as Other Long-Term Investments at December 31, 1994, in [PM convertible preferred
stock. On February 8, 1995, IPM was acquired by Exide Electronics Group, Ine. (Exide). The
Company is now a major shareholder of Exide, the world's largest independent developer,
manufacturer and servicer of power protection and power management systems, This acquisition
resulted in a first quarter 1995 pre-tax gain for the Company of approximately $7.2 million, or
eight cents per share,

Other

The Company is subject to the accounting and reporting requirements of the Securities and
Exchange Commission. In addition, the Company’s utility operations are subject to the
regulation of the PUC and the FERC. As a result, the consolidated financial statements
comtain regulatory assets and liabilities in accordance with Statement of Financial Accounting
Standards No, 71, Accounting For the Effects of Certain Types of Regulation (SFAS No. 71) and
reflect the effects of the ratemaking process. In accordance with SFAS No. 71, the Company’s
financial statements reflect regulatory assets and costs based on current cost-based ratemaking
regulations. The regulatory assets represent probable future revenue to the Company because
provisions for these costs are currently included, or are expected to be included, in charges to
utility customers through the ratemaking process,

[he Company’s electnie utility aperations currently satisfy the eriteria of SFAS No, 71. However,
a company’s utility operations or a portion of su h operations can cease 1o meet these cnteria
for vanous reasons including a change in regulation. Should the Company cease to meet the
SFAS No. 71 enteria, it would be required to write-off any regulatory assets and labilities for
those aperations that no longer meet these requirements,
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Report of
Independent
Certified Public
\ccountunts

Hf'[lull of thi
Vit Commitiee
of the Roard of
Directors of DQE

To the Directors and Shareholders of DQE:

We have audited the accompanying consolidated balance sheets of DOE and its subsidhanes as
of December 31, 1994 and 1993, and the related consolidated statements of income, retained
carnings, and cash flows for each of the three years in the period ended December 31, 1994,
These financial statements are the responsibility of the Company’s management, Our responsi-
bility is 1o express an opinion on these financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perdform the audit to obtain reasonable assurance about
whether the financial statements are free of matenial misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements,
An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In our apinion. such consolidated financial statements present fairly, in all material respects,
the financial position of DQE and its subsidiaries as of December 31, 1994 and 1993, and the
resitlhts of their operations and their cash flows for each of the three years in the period ended
December 31, 1994 in conformity with generally accepted accounting principles,

As discussed in Note A 1o the consolidated financial statements, effective January 1, 1993, the
Company changed its method of accounting for income taxes to conform with Statement of
Financial Accounting Standards No. 109, and the Company changed its method of accounting

for maintenance costs during scheduled major fossil station outages.

D ¢ Touda $89

Deloitte & Touche LLP
Pittsburgh, Pennsylvania
January 31, 1995

The Audit Committee, composed entirely of non-employee directors, meets regularly with the
independent public accountants and the intemal auditors to discuss results of their audit
work, their evaluation of the adequacy of the internal accounting controls and the quality of
financial reporting.

In fulfilling its responsibilities in 1994, the Audit Committee recommended to the Board of
Directors, subject to shareholder approval, the selection of the Compony’s independent public
accountants. The Audit Committee reviewed the overall scope and details of the independent
public accountants’ and internal auditors’ respective audit plans and reviewed and approved
the mdependent public accountants’ general audit fees and non-audit services

Audit Committee meetings are designed to facilitate open communications with internal

auditors and independent public accountants. To ensure auditor independence, both the

independent public accountants and the internal auditors have full and free access to the
Audit Commitiee,

The Audnt Committee of the Board of Directors of DQE




Operating Revenues
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Consolidated Balance Sheet

Current Assets:

Cash and temporary cash investments
Receivables:

Electric customer accounts receivable
Other utility receivables

Other receivables

Less: Allowance for uncollectible accounts
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Total Materials and Supplies
(ther « “"“ nt |~~'-5‘.

Total Current Assets
Long-Term Investments:
Partnership investments
leveraged lease investments
l r.hl"lnl:' mvestments

(nher

Total Long-Term Investments

Property, Plamt und Equipment:
Electric plant in serviee
Construction work 10 progress
Property held under capital leases
Property held for future use

Other

Total

Less accumulated depreciation and amortization

Property, Plant and Equipment ~ Net

Other Non-Current Assets:
He ;’Hl,llnl\ assels

(ther
Total Other Non-Current Assets
Total Assets

See notes 1o consoldated financial statervents
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(Thousands of Dollars)

" As of December 31,

1991

Liabilities and Current Linbilities: —
Capuabization Notes payable 60115

Current matunties and sinking fund requirements $85.986 15.741

Accounts payable #3.851 84,300

Accrued habilities 61,891 70,967

Dhividends declared 26,1814 26,699

Other current Liabilities 5.722 14,029

327.055 282,012

Total ’l,urr-a;u Liabilities
Non-Curvert Liabilities:
Deferred income taxes ~ net 909,918 1,169,148
Deferred investment tax credits 123,591 129574
Capital lease obligations 11106 55.733
Other 215,639 133,202
Total Non-Current Liabilities ‘ i e I..‘.l.:.ﬂ.'-.’ﬂl . AIII(T’F

Commitments and Contingencies (Notes B through N)

Capitalization:

Long-Term Deln 1.377.611 1,416,998

Preferred and Preference Stock of Subsidiaries:
Non-redeemable preferred stock 90,3 1 92,523
Non-redeemable preference stock 20 857 59.339
Deferred emplovee stock ownership plan (ESOP) benefit (24.852) (27.126)
Redeemable preference stock — 8.

Total Preferred and Preference Stock of Subsidiaries 95.3145 133.128

Common Shareholders’ Equity:
Common stock < no par value (authorized — 12500000}
shares: issued = 73,119,436 shares 1.001.973 1,00 259
Retained earmings 622.072 350604
Freasury stock (at cost) (20,813,698 and 20,107,200 shares) (347.335) (325,280,
Total Common Shareholders’ Equity 1,276,710 1,230,583

Total Capitalization 2. 719,666 2.780.708

Total Liabilities and Capitalization £ 27,005 £4.550,378




Cash Flows From
Operating Activities

Cash Flows Used By

Investing Activitios

Cash Flows U sed In

Financing Aetivities

Cash Pawd During
the Year

Non Cash Investing
and Financing

"'vl fie's

Statement of Consolidated Cash Filows

Net income
Principal non-cash charges (eredits) to net income
Depreciation and amortization
Capital lease and nuclear fuel amortization
Deferred income taxes and investment tax credits - net
Alowance for equity funds used during construction
Deferred revenues and carrving charges recovered
Changes in working capital other than cash

Other — net

Net Cash Provided From Operating Activities

Investments
Capital expenditures
Long-term inyestments
Total Capital Expenditures and
Other Investments
Other - net
Net Cash Used By Invesiing Activities
Sale of bonds
Increase in notes pavable
Dividends on commaon stock
Repurchase of common stock
Reductions of long-term obhigations
Preferved and preference stock
Long-term debt
Other obhigations
I" aver \JH"\ l ni .,? ‘x|i"v‘l'n|"'h|lk "" mium
"l' TRRTLEERY OF) i 1“;”'“! II’ t‘.
{Mher - net
Net Cash Used In Financing Activities
Net increase (decrease) in cash and *emporary cash
Inyestments
Cash and tengporary cash investments at beginming of vear

Cash and temporary cash investments at end of year

Supplemental Cash Flow Information

Interest (net of amount « .:|n|;|||/i'<f|

Ine e taxes

( .qnl‘x! lease obhigations recorded

See notes to consoludated financial stateme
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1991
£156.816
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28.061
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(121.085)
(66.698)
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(12.321)
(200,104)
TN
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835
(33.522)
(5.038%)
7.601

(151.699)
17.8214
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£ 50,058
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1116l

16900

(124,376

(71,956)

299,349

1993

£143,982

52,282
32,019
{(41,930)
(869)
9375
(111,677)

20,167

(196,332)

740,500
36267

(5,178)

(200,510
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(103.387)

£
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(Thousands of Dollars)

Year Ended December 31,
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(394.951)
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8 17.080



Statement of Consolidated Retained Earnings
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Over- or under-recovenies from customers are recorded in the Consolidated Balance Sheet of
DOF as payable to, or receivable from, customers. At December 31, 1994, $5.9 million was
receivable from customers and shown as other current assets. At December 31, 1993, $10.1
million was payable to customers and shown as other current Liabilities.

Maintenance

Incremental maintenance expense incurred for refueling outages at the Company'’s nuclear units
is deferred for amortization over the period (generally 18 months) between scheduled outages.
The Company changed, as of January 1, 1993, its method of accounting for maintenance costs
during scheduled major fossil generating station outages. Prior to that time, maintenance costs
incurred for scheduled major outages at fossil generating stations were charged to expense as
these costs were incurred. Under the new accounting policy, the Company accrues, over the
periods between outages, anticipated expenses for scheduled major fos. | generating station
outages. (Maintenance costs incurred for non-major scheduled outages and for forced outages
continue 1o be charged to expense as such costs are incurred.) This method was adopted 10
match more accurately the maintenance costs and the revenue produced duning the periods
between scheduled major fossil generating station outages.

The cumulative effect (approximately $5.4 million, net of income taxes of approximately

$3.9 million) of the change on prior years was included in net income in 1993, The effect of
the change in 1993 was to reduce income, before the cumulative effect of changes in account-
ing principles, by approximately $2.4 million or $.05 per share and 1o reduce net income, after
the cumulative effect of changes in accounting principles, by approximately $7.8 million ot
$.15 per share.

Depreciation and Amortization

Depreciation of property, plant and equipment, including plant-related intangibles, is recorded

on a straight-line basis over the estimated useful lives of properties. Amortization of other
intangibles is recorded on a straight-line basis over a five-vear period. Depreciation and
amortization of other properties are calculated on various bases.

The Company records decommissioning costs under the category of depreciation and amortiza-
tion expense and accrues a liability, equa! to that amount, for nuclear decommissioning expense.
Such nuclear decommissioning funds are deposited in external, segregated trust accounts. The
funds are invested in a portfolio consisting of municipal bonds, centificates of deposit, and U.S,
government securities. Trust fund earnings increase the fund balance and the recorded liability.
The market value of the aggregate trust fund balances at December 31, 1994, 1otaled $19.2
milhion. On the Company’s consolidated balance sheet, the decommissioning trusts have been
reflected in other long-term investments, and the related liability has been recorded as other
non-current liabilities. (See “Nuclear Decommissioning™ on page 34.)

Income Taxes

On Janvary 1, 1993, the Company adopted Statement of Financial Accounting Standards No
109, Accounting for Income Taxes (SFAS No, 109), Implementation of SFAS No. 109 involved a
change in accounting principle. The cumulative $8 million effect on prior years was reported

in 1993 as an increase in nel ineoms

SFAS No. 19 rvequires that the Lability method be used in computing deferred taxes on all
differences between book and tux bases of assets, These book tax differences occur when events
and transactions recogmized for financial reporting purposes ar- Lot recognized in the same
peniod for tax purposes. SFAS No, 109 also requires that a deferred tax Liability or asset be
adjusted in the period of enactment for the elfect of changes in tax laws or rates, During 1994
the statutory Pennsvivania income tax rate was reduced from 12.25 percent to 9.99 percent;
this reduction is 1o be phased in over four vears. This resulted in a net decrease of $87.2 mil-

lon i deferved tax habilities and a corresponding reduction in the regulatory receivable

For ns utility operations, the Company recognizes a regulatory asset {o. the deferred tax Labili

ties that are eX ted to be recovered from customers l||rl'null rates. (See Notes F oand “l




With re spect 1o the hinanc i statement presentation of SFAS Na. 109, the ( ompany reflects
the amortization of the regulatory tax receivable resulting from reversals of deferred taxes as
lepreciation and amortzation expense. Changes in the regulatory tax receivable as a result of a

change i tax rales are

reflected 1in the statement of consolid 1 d 1ne ome on the tax rate adjust
I mentd - regulatory tax recewable hine. Reversals of aceumudated deferred income taxes are
included 1n tncome tax expense
\ |
W her ||v[n|)|'!' reduce the Con 1nH income tax bhab ity
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Matters

the PCA is on schedule and will be an effective program to insure that Perry is in confoi,. ance
with industry standards for boiling water reactors, Based on actual costs and estimates obtained
from CEI through January 1995, the total costs 1o bring the plant into compliance, including
the costs associated with implementing the PCA, are more than the costs originally projected
by CEL The Company cannot predict the ultimate cost, timing or effectiveness of the PCA, and
is continuing to closely monitor the situation,
Generating Units at December 31, 1994

i IR = e

Perventage Utility Fuel
Lt Interest Megiwatts Plamt Source
(Millions of Dollars)

Cheswick 1000 570 5 1208 Coal
Elrama (a) 100.0 W7 97.3 Coal
Fi. Mantin | 50.0 276 38.2 Coal
Fastlake 5 31.2 186 6 Coal
Sanmis 1 312 187 S Coal
Bruce Mansteld 1 (a) 203 228 69,1 Coal
Bruce Manshield 2 (a) Ho 62 18.0 Coal
Bruce Mansheld 3 (a) 13.74 110 18.9 Coal
Reaver Vallev 1 (h) 175 385 233.5 Nuclear
Beaver Valley 2 (exd) 13.74 113 4.8 Nuclear
Beaver Valley Common Facilities

Perry 1 (e) 13.74 16l 391, Nucleas
Brunaot Lsland 10600 6 Fuel Onl

Total 2.834
Cold-reserved units
Brunot 1sland 100 . Fuel Oil
Phillips (a) 0.0 ! 8, Coal

$1.617.9

tal Generating 1 nits

() The umt yaipped with flue gas desulfurzation equipment

(h) The NRC has granted a heense to operate through Janaary 2010

te) Un October 2, 1987, the Company sold its 13,74 percent interest in Beaver Valley Unit 2 and leased it back:
the sule was exclusive of transmssion and common facilities. Amounts shown represent facilities not sold
and subsequent leasehold improvements

(di The NRC has granted a license to operate through May 2027

(e} The NRC has granted a license to operate through March 2026

1987 Rate Case

In March 1988, the PUC adopted a rate order that increased the Company’s utility revenues by
$232 million annually. This rate increase was phased-in from April 1988 through April 1994,
Deficiencies in current revenues which resulted from the phase-in plan were included in the
consolidated statement of income as phase-in deferrals. Phase-in deferrals were recorded on the
halance sheet as a regulatory asset. As customers were hilled for deficiencies related to pror

periods, this regulatory asset was reduced

At this time, the Company has no pending base rate case and has no immediate plans to file a

base rate case.

Regulatory Assets

A a result of the 1987 Rate Case, and the continued application of SFAS No. 71, the Company
records regulatory assets on its consolidated halance sheet. The regulatory assets represent
probable future revenue 1o the Company because provisions for these costs are currently
included, or are expected to be included, in charges to utility customers through the ratemaking
process. Management will continue to evaluate significant changes in the regulatory and
competitive environment to assess the Company’s overall consistency with the eniteria of

SFAS No, 7




nogulato:y Assets at December 31

1991 1993
(Amaounts in Thousands of Dollars)

Regulatory tax receivable (Note H) $126.043 $569,555
Unamortized debt costs (Note K)a) 103,454 104,076
Deferred rate synchronization costs (see below) 53119 51,149
Beaver Valley Unit 2 sale/leaseback premium (Note 1i(h) 33,4104 34,903
Deferred employee costs (¢) 31012 32,408
Extraordinary property loss (see below) 22,394 35,781

Deferred nuclear maintenance outage costs (Note A) 11,1006 15,256
DOFE decontamination and decommissioning receivable (Note J) 10,932 12,251
Deferred coal costs (see below) 10.677 16,156
Phase-in plan deferrals (see above) — 28,621
{ Nhrl 8,282 9,249

'Iolal Rvmdamrv 4wln £710,763 £000), 4—4;':

(@) “u pu miums pmcl to reac qum debt prun to schex tluln | maturity tldl' « are deferred for amortization over
the life of the debt issued o finance the reacquisitions

() The premium paid to refinance the Beaver Valley Unit 2 lease was deferred for amortization over the life of
the lease

w) llu ludes amounts for recovery of we mied « nlu'n-nwllv‘" absences and ace rmed claims for workers
compensation

Deferred Rate Synchromzahon Cosrs

In the 1987 Rate Case, the PUC approved the e um;mn\ % |n-m|nn to defer initial operating and
other costs of Perry Unit 1 and Beaver Valley Unit 2. The Company deferred the costs wcurred
from November 17, 1987, when the units went into commercial operation, until March 25, 1988,
when a rate order was issued. In its order, the PUC deferred ruling on whether these costs would
he recoverable from ratepayers. The Company is not eaming a return on the deferred costs.

The Compary believes that these deferred costs are recoverable. In 1990, the PUC permitied
another Pennsylvania utility recovery of such costs over a 10-year penod.

Extraordmary Properfy Lou

I'he Company abandoned its interest in llu p.mmll\ construe lml l'c rry Unit 2 in I‘)W; .mtl
subsequently disposed of its interest in 1992, In the 1987 Rate Case, the PUC approved
recovery, over a 10-year period, of the Company’s onginal 8155 million investment in Perry
Unit 2. The Company 1s not eaming a return on the as vet unrecovered portion (approximately
£23.9 milhion at December 31, 1994) of its investment in the unit,

Defarred Coal Costs

Mhe PUC has established two market price coal cost standards for the G ompany’s interests in
mines that supply coal to its generating stations, One applies only to coal delivered at the
Mansfield plant. The other, the system-wide coal cost standard, applies to coal delivered to the
cemainder of the Company’s system. Both standards are updated monthly to reflect prevailing
market prices for similar coal. The PUC has directed the Company to defer recovery ol the
delivered cost of coal to the extent that such cost exceeds generally prevailing market prices,
as determined by the PUC, for similar coal. The PUC allows deferred amounts to be recovered
from customers when the delivered costs of coal fall below such PUC-determined prevailing
market prices

In 1990, the PUC approved a joint petition for settlement that clarified centain aspects of the
systemi-wide coal cost standard and gave the Company options to extend the standard through
March 2006, In December 1991, the Company exercised the first of two options that extended
the standard through March 1996, The unrecovered cost of coal used at Mansfield amounted to
£7.3 mithon and $7.4 million and the unrecovered cost of coal used throughout the system
amounted 1o 3.4 million and $8.8 million at December 31, 1994 and 1993, respectively

Ihe Company believes that all deferved coal costs will be recovered




Warwick Mine Costs
Phe 1990 joint petition for settlement (see preceding section on deferred coal costs) also
recognized costs at the Company’s Warwick Mine, which had been on standby since 1988, and
dlowed for recovery of such costs, including the costs of ultimately closing the mine, In 1990
Duqguesne entered into an agreement under which an unaffiliat d company will operate the
mine until March 2000 and sell the coal produced. Production began in late 1990). The mine
reached a full production rate in early 1991, The Warwick Mine coal reserves include both
high and low sulfur coal; the Company’s contract is for medium to high sulfur (1.3 percent

y percent) coal. More than 60 percent ol the coal mined at Warwick currently is used by the

Compainy The ( OMPAny receive 1 rovalty on sales of Warwick coal in the open market. In

the past vear the Warwick Mine »u'n'-!:r"l slig

|
production of electricity at the Company’s wholly owned and jointly owned plants

y less than one-fifth of the coal used in the

Costs at the Warwick Mine and the ( ompany’s investment in the mine are expected 1o be
recovered through the cost of coal in the ECR, Recovery is subject 1o the system-wide coal cost
standard. The Company also has an opportunity to earn a return on its investment in the mine
through the cost of coal during the ’varn’vv'lln system-wide coal cost standand, including

extensions. At December 31, 199, the ( ompany s net investment in the mine was $£18.9 milhon

I'he estimated |t whlity, 1 !w.ivn-, final site reclamation. mine water itment and certain labor

habilities, for mine clo g 15 $33 milhion and the ( ompany has re wded a hiability in the
msohidated balance sheet of approximately £12.8 million toward these costs

Property Held for Future Uge

In 1986, the PL( JU L ved the Cor pan 1 request 1o remove the "..'lev» wind most of the

Brunot Island (BI) power stations from service and place them in cold reserve. The ( ompany

expects to recover its nel investment in these lufx!' through fifture electnerty sAles ".‘Hf:ilm
ind Bl represent licensed, certified, clean sources of electricity that will be necessary 1o meet

warkets. The Company believes that anticipated

wih in peak load demand for electnicity within its service territory will recuinre additional

[retaAN generation "' Lot pany | Ok I “!‘ meet th need I'h |"1’]|;»— power ‘|||;v'| 14
nportant component in the Company s strategy to dentid ind serve wpportunitie for !»[1:',L|Al|’
power service, With recent legislation promoting wider transmission access to bulk power
rk et nd with the opportunity to package 1l I power trom Phi 1S W 1h the support of
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H. Income Taxes The annual federal corporate income tax 12 have been audited by the Intemal Revenue
Service (IRS) for the tax years through 1989, Returns filed for the tax years 1990 to date remain
subject to IRS review, The Company does not believe that final settlement of the foderal income
tax returms for these years will have a materially adverse effect on its financial position or results
of operations. The effects of the 1993 adoption of SFAS No. 109 are discussed in Note A
Implementation of the standard involved a change in accounting principle. The cumulative
effect of $8 million on prior years was reported in 1993 as an increase in net income. The
SFAS No. 109 impact on 1993 income before cumulative effect of changes in accounting

principles i1s immaterial
Daforrod Tax Liabiities

; G 1994 1993
(Amounts in Thousands of Dollars)

A\t llw * m!nl H olo lruul tax assels llmlnhlu-o viere

Investment tax credits unamortized = $3.257 § 15,351

Gain on sale/leaseback of Beaver Valley Unit £ 61,124 67,119
lax benefit = long-tenn iny stinents 61,667 -

Other 63,058 57,600
l)n huull.n .nw«l- i.!.lﬂh 170,160
Property ¢ de pre iation (773,291) (855,560))
Regulatory asset (1419.815) (199.344)
Loss on reacquired debt unamortized (38.0606) (40,933)
Other (21).882) (243471

Deferred tax liabilities Ll T (1202054 (1339308
Net “c'jo rrwl 7ut I.mhlhm'

Income Taxes

1994 1993 1902

( lmuuulx in Ihuumml\ n/ I)u//uru

Currently pavable Federal ’4" ‘)08 "‘ 8 ?ﬂ” 9 '.“ l“”
State 33.407 2,955 30.858

Deferred — net Federal (15,627 (27.017) 023
State 1‘."&.2.:7» (H.907) (3,373

Investment tax credits delerred - net (_) 912 16,006) (: )‘NAHD

Income Taxes S 9, IT" £ TT(;_}‘ Klll#i‘)w

latal income taxes differ from the amount « Mm;lulml by x||~|v|\|n;: the statutory fe  ral income
tax rate to income before income taxes, preferred and preference dividends of subsidharies and
before the cumulative effect of changes in accounting principles
Iincome Tax Expernse Reconciliation
1991 1003 1992
(Amaounts in /hnmmu/s of Ilullalw

Computed federal income tax at statutory rate 2 90821 £ 70 —"“ £ (94 h )

lncrease (decrease) in taxes resulting from

Tax audit settlement J— (15,0000

State income laxes, net of federal income tax benetit 25.883) 18,101 18,140
Amortization ol delerred investment tax credits (5,982) 16,006) (5,969)
Adjustment to regulatory recervable, net of federal tax 56,6840

Revenue requirement adjustment to regulatory taxes (12,178)

{ Mhe (6.779) $.414

Total Income Tax Expense £ 6,679 § 77028 108940
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minunum lease paymenls tor

leases are related principally to the estimated
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werahing lease are related prncipally y Beaver Valley Unit 2 and certain of

| ,ases L .llHL\l | fases
in Thousands of Dollars
7 391

)i 202

1900

200 andd therealter O50) 385

Total Minimum Lease Payments

$1.235.458
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\u:h-“r ’"'",””4 e, Al of the COMPanie with an interest 1in the Beaver Valley Power Station

mamntaim the maxumum avadable nuclear insurance lor the £5.9 ballion total investment i
Beaver Vallev Units | and 2. The insurance program provides $2.8 bilhon for property damage
lecommssioning, and decomtamination Liabilitie Sunlar property insurance s held by the

ot owners of the Perr plant tor their $5 y billion total investment in Perry Unit 1. The

""“ any wortld e re pron e lor o nare of any damages 1 excess o INSUrance Coverags
In addivvon. il the property damage reserves of Nuciear Electne Insurance Lamited (NEIL). ar

v Lint d Slates

e covered by that insurer. the (Hl“‘.ll‘. could he asse

{ premiuam
e | t Hun

totahimg a maximuom of 30,0 millon

Fhe Price-Anderson Amendments 1o the Atomie Energy Act Limn public aability from a single
neident at a noclear plant to $8.9 bilhon. The Company ha purchase { £200 mulhion of insur
ince, the maximum amount avarlable which provides the Lirst level d linancial protection

y s lonr

A | 4 |
vddiiional protection of 38,3 bilthon would be provided by an assess ment fd up to

[ ncident on each nuclear unit in the | nited State he (

e, 300 mithun whiot ) ~|v"‘L,.! I« snesshin or e
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The remaining interest in Beaver Valley Unit 2 is held by Ohio Edison Company, Cleveland
Electric Hummating Company and Toledo Edison Company. The Company operates both units
on behalf of these owners,

Spent Nuclear Fuel Disposal.  Under the Yuclear Waste Policy Act of 1982, which estab-
lishes a policy for handling and disposing of spent nuclear fuel and requires the establishment
of a final repository to accept spent fuel, contracts for jontly owned nuclear plants have been
entered into with the DOE for permanent disposal of spent nuclear fuel and high-level radio-
active waste. The DOE has indicated that the repository will not be available for acceptance of
spent fuel before 2010, Existing on-site spent fuel storage capacities at Beaver Valley Unit 1,
Beaver Valley Unit 2 and Perry are expected to be sufficient until 2017, 2011, and 2009,
respectively. During 1994, the Company increased the storage capacity at Beaver Valley Unit 1
by equipping the spent fuel poal with high density fuel storage racks

[ ranium Enrichment Decontamination and Decommussioning Fund,  Nuclear reacton
licensees in the United States are assessed annually for the decontamination and decommis-
sioning of DOE enrichment facilities. Assessments are hased on the amount of aranium a utility
haed processed for enrichment prior to enactment of the National Energy Policy Act of 1992
(energy act) and are to be paid by such utilities over a 15-year period. At December 31, 1994,
the Company s liability for contributions is approximately $9.9 million. Contributions, when
made, are recovered through the ECR.

Guarantees
Ihe Company and the other co-owners have guaranteed certain debt and lease obligations
related to a coal supply contract for the Bruce Mansfield plant. At December 31, 1994, the
Company'’s share of these guarantees was $30.3 million. The prices paid for the coal by the
companies under this contract are expected to be sufficient to meet debt and lease obligations
to be satisfied in the year 2000, (See Note F) The minmmum future payments to be made by
Duguesne solely in relation to these obligations are $6.6 million in 1995, $6.2 million in 1996,
£5.9 million in 1997, 85.6 million in 1998, £5.3 million in 1999, and $4.2 million 1n 2000,
Phe Company’s total pavments for coal purchased under the contract were $23.3 million in
1994, $26.5 million in 1993, and $25.2 million in 1992,

Residual Waste Management Regulations

In 1992, the Pennsylvania Depanment of Environmental Resources (DER) issued Residual
Waste Management Regulations governing the generation and management of non-hazardous
waste. The Company is currently conducting tests and developing compliance strateges. Capital
compliance costs are estimated, on the basis of information currently available, at 5 million
in 1995, The expected additional capital cost of compliance through 2000 is estimated, based
on current information, to be approximately $25 million; this estimate 1= subject to the results
of continuing ground water assessments and DER final approval of compliance plans.

Other

I'he Company is involved in vanious other legal proceedings and environmental matters, The

Company believes that such procesdings and matters, in total, will not have a matenially
adverse effect on its inancial position or results of operations,

During 1992, the Company began issuing secured debt under a new first collateral trust
indenture. This indenture will ultimately replace Duguesne’s 1947 first mortgage bond
indenture. First collateral trust bonds totaling $695 million with an average interest rate of
6.58 percent were issued in 1993,

[he pollution control notes arise from the sale of bonds by public authorities for the purposes
of fimancing construction of pollution control facilities &t the Company’s plants or relunding

previously 1ssued bonds

The Company is obligated to pay the principal and interest on the bonds. For centain of the
pollution control notes, there 15 an annnal commitment fee for an wrevocable letter of eredit,




Under certain circumstances, the letter of credit is available for the payment of interest on, or
redemption of, a portion of the notes, In late 1994, pollution control notes totaling £114.1 million
with an average interest rate of 1034 percent were relinanced at lower adjustable interest rates.

Principal Outstanding
Interest (Amounts In Thousands of Dollars)
Rate Maturity 19494 1993

Long-Term Debt at December 31

l:uﬂ ;”“."”‘d trust Inu“~ (a) : 4.75% 8 T.'x‘/:“ l‘f.;(.b;f‘;;i')- # “;.10. l'-iibvﬂ $ .‘).')(Li.li’»
First mortgage boads () 8.25% 190975 10,000
Pollution control notes (¢) (d) 200052030 7,051 106,266
Sinking fund debentures () 5% 2010 5817 6,042
Miscellaneous 8,833 500

Less unamortized debt discount

and premium -~ net (1,190

$1.377.611 $1.410,998

Total Long-Term Deln

(a) Excludes $9.6 millon related 1o sinkimg fund requirements on the underlying frest mongage bonds
() Excluches $49.0 milhon related 10 0 current matanty on June | 1995
) Excludes $0.9 million related 1o sinking fund requirements on the undevlving first mongage boreds
di The pollution control notes bave adjustable imterest rates. The terest rates @ year-end averaged 4.3% i 1999 and
3 6% i 1993
e As of Janmary 1905, the siuking fund requirement for 1995 had been met and the requicements for 1990 had been
partially satishied
At December 31, 1994, sinking fund requirements and maturities of long-term debt outstanding
for the next five vears were: £10.5 million and $49.1 million in 1995; £11.0 million and
$50.1 million in 1996; $10.7 mullion and £50.0 million in 1997; £9.9 million and $75.0 million
in 1998; and $9.9 million and $75.0 million in 1999,

Sinking fund requirements relate primarly to the first montgage bonds and may be satisfied by
cash or the certification of property additions equal 1o 16624 percent of the bonds required to

be redeemed. Duriog 1994, annual sinking fund requirements of .5 million were satisfied by

cash and £10.9 million by centification of property additions.

Total interest costs incurred were $110.7 mullion in 1994, £118.1 million in 1993 and $133.9
million in 1992, Of these amounts, £2.0 million in 1994, $2.0 million in 1993 and $4.7 million
in 1992 were capitalized as AFC. Debt discount or premium and related issuance expenses

are amortized over the lives of the applicable issues

In 1992, the Company was involved in the issuance of 84190 million of collateralized lease
honds, which were onginally issued by an unaffiliated corporation for the purpose of partially
financing the lease of Beaver Valley Unit 2. The Company is also associated with a letter of
credit securing the lessors” equily interest in the unit and certain tax benefits, During 1994,
the Company’s Beaver Valley Unit 2 lease arrangement was amended to reflect an increase in
federal income tax rates, Al the same time, the associated letter of credit sccuning the lessor'’s
equity interest in the unit was increased from $188 million to $194 million and the term of the
letter of credit was extended o 1999, [f certain specified events occur, the letter of credit
could be drawn down by the owners, the leases could terminate and the bonds would become
direct obligations of the Company

At December 31, 1994 and 1993, the Company was in comphance with all of its delt
covenants

At December 31, 1994, the fair value of the Company’s long-term debt. including current
maturities and sinking fund requirements, estimated on the basis of quoted market prices

for the same or sunilar issues or current rates offered to the Company for debit of the same
remaining matunties, was $1,353.3 milhion. The principal amount included in the Company’s

halance sheet 1s £1,441.6 million
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Preferved and
Preference Stock of
Subsidiaries

Holders of Duguesne’s preferred stock are entitled to cumulative quarterly dividends. If four
quarterly dividends on any series of preferred stock are i arrears, holders of the preferred
stock are entitled to elect a majority of Duquesne’s board of directors until all dividends have
been paid. At December 31, 1994, Duquesne had made all preferred stock dividend payments.

Holders of Duquesne’s preference stock are entitled to receive camalative quarterly dividends
if dividends on all series of preferred stock are paid. If six quanterly dividends on any series
of preference stock are in arrears, holders of the preference stock are entitled to elect two of
Duquesne’s directors until all dividends have been paid. At December 31, 1994, the Company
had made all dividend payments.

Owstanding preferred and preference stock is generally callable, on notice of not less than thiny
days, at stated prices plus accrued dividends. On January 14, 1994, Duquesne calied for
redemption all of its outstanding shares of $2.10 and 87.50 preference stock. None of the
remaining preferred or preference stock issues has mandatory purchase requirements,
Preterred and Preference Stock of Subsidiaries at December 31

(Shares and Amounts in Thousands)

1994

L)
Call Price 1992

Per Share

Amount  Shares Amount  Shares Amount

Shares

Preferred Stock Series: (.l.l)
3.75% (b) (¢) £ 51, 148
LOO% (h) () S5, S50
L10% (b) () 31.7: 120
L15% (b) () 4 By g 132
$.20% (b) (¢} al 100 5.021 1(X)
£2.10(b) (¢) al. 159 $.039 159
$7.20 () (d) 101. 298 29,732 319
Total l;n-ji-nvd Stock . -

1.507
Preference Stock Series: ()

7407 148 &
27,080 5l

6012 120

6,613 132

7407 148 #
27486 550
6,012 120
6,643 132
5,021 100 5,021
8,039 159 8,039
31,915 319 31915
1,528 02523 1,528 92,523

7407
27,480
6,012
6,643

00,340

$2.10 () (g) - - - 1LITS 29383 1,175
£7.50 (d} (¢) —_ —_ — H4 8.392 o6
37.16 #il 29 857 84 20056 845
841 20857 2103 67731 2.
e (24.852)

20383

#5379
Plan Senes A (¢) (h) 20.005
2106 67957

(28471)

Total Preference Stock

Deferred ESOP benetit

(27,126)

Toral l’n{ﬁ*rrvd and

Preference Stock $ 95,315 $133.128

£132.000

(e) Redeemable
(1) Preference stock: 8,000,000 guthonzed shaces;
$1 par value; cumulative

() Prod red stock: 4,000,000 authorized shares, $50 par value;
curmtlative

bl 850 per share mvoluntary hguidation value

01 Nan-redeemable

() $100 per share wvoluntary hguidation value

() $25 per share involuntary hguidation value
(h) 83550 per share wnvoluntary Ligaidation value

In December 1991, the Company established an Employee Stock Ownership Plan (ESOP)

to provide matching contributions for a 401(k) Retirement Savings Plan for Management
Employees. (See Note N.) The Company issued and sold 845,070 shares of preference stock,
plan series A 10 the trustee of the ESOP. As consideration for the stock, the Company received
a note valued at 830 million from the trustee, The preference stock has an annual dividend
rate of $2.80 per share, and each share of the preference stock 15 exchangeable for one share
of DQE common stock. At December 31, 1994, $214.9 million of preference stock issued in
connection with the establishment of the ESOP had been offset. for financial statement
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P oS by the 1 ogmition of @ de fesrred i“”'ivn-'n Dividends on the pre ‘erendce stock
and cash contnibutions from the ( ompany are used lo repay the ESOP note, T! + ( ompany
made cash contributions of approximately $2.3 million for 1994, $2.1 million r 1993, and

549 mullion lor 1992 These cash

contnbutions were the difference between the ESCP deln

ervice and the amount of dividends on ESOP shares ( ipproximately $2.4 million in 1994

£2.53 mulbion in 1993 and £2.5 milhion 1o 1992). As shares of preference slock are allocated to

the accounts of participants i the ESCOP. the Company FECOENIZES COMpensation expense and

the amount ol the deferred compensation benefit is amortized. The Company recognized com

pensation expense pelated to the 301(k) plan of $1.8 milhion in 1994, $1.7 million in 1993
and $1.5 millhion i 1992

Fhe Company has continuously paid dividends on common stock since 1953, The quanerly

dividend declared 1in the fourth quarter of 1994 was increased 1o $.44 per share. This annual
| |

1ized dividend of §1 (6 per share was increased from $1.68 per share in 1993, The annualized

dividend per share was $1.00) 1n 1992 and $1.52 in 199)

An amendment to the A

Articles of DOE changing the ( Ompany s
stock with a par v tue of $1.00) et

common stock from

hare o stock hay INE No par v e, was |s|1|1||\"4' by

harcholders at the Annual Meeting of Shareholders of DOE on Apnil 20, 1994
hvidends may be ‘».'1' m DOE common stock to the extent |u!m:lh.‘ by law ind as declared

by the board of director However, in Duquesne K stated Articles ol incorporation. provisions
| I |

relaling to prelerred indd ‘.l»hy:r:‘-

’HJ!?K‘ \"l{ml'l'{l-‘ ‘,'J.

Listributions may be made on Duguesne’s common stock if

tock may restrict the payment ol “‘“i"' SN s common

l‘..“,. ne nas not ..ui-l..x lends or sinking tund obligations on 1ts preferved or [w"’”":-'
tock, Further, the agegregate amount of Duquesne’s common stock dividend payments or distr

ihons may not exceed certam percentages ol net ticome f the ratio of common shareholders

iy to total camtalizatior l¢ than Sjree thed e nages. As all of |'H-lm sSNe s commaon
Lok wned by I”"' 1o the extent thatl I'-w|ut SO cannol pay comimeaon \‘r':l‘v nds ‘H‘” may
not be able Ay dividends to its comm hareholder )y pait of the retained earnings of
|“_'P i any ol ubsichanes was restnicted at December 31, 1994
Changes in the Numobe f Shares of Common 5t notanding

1991 199 | K
\ rrue ! Th { S

(hst . f

{ | w01 2 ' O 2 N
3 A I to k i 0O 55
" ! I b 83
Outstanding os of December 31 e 406 3,012 2.900)
Retirement Pla
(ompa { le pet ns | ol ful e employes
| |
I P ntl ¥ } ol } het i) | we ¢
" I | ' "t Leke ed | the unit "
{. Thel t i ) e and { |
v ha 1 | b } 31107 nil 1 t '
| l R | . tv A FRISA) but )
! ' A " Wt
) Kii K1) | CK) "'l | n | ()
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Fundecd Status of the Revirernent Plans and Amounts Recognized on the
Conoohdated Balance Sheef of DQE ar December 31

19494 1993

{Amounts in Thousands of Dollars)

\u luund‘ present value ul lu mnefils re udc e «| to date:

Vested benefits £314.933  $£321.249
Non-vested benefits 17.282 16,826

Acoumulated benefit obligations based on

compensation to date 332,215 338,075
Additional benefits based on estimated future mll:ll‘\ leve |~ 39318 74718
5 rojected benelit -vl llg(llhl(l 2 : y Fa 3 S -!‘Dl..'n'i”('— MTI:.;)‘{
Fair market value of pl 1 assels I.. 24 34,564
P rojes tedd lu nefit ob lu.mun umh " plnn ansets ‘ ‘ A ik ’ |-|T) IV K s —.37|“1‘_’i_
Unirex np]u/c ‘l nrl pmm v 7 : A !i ‘0.;.0‘;] B W-P_IAI‘I—
Unrecognized prior service cost (30.365) (21,449
U neecogmzed net transition Lability (17477) (19,289)
Net pension hability per balance sheet (26.658) Ilﬂ 082

Total ' £ 21,191

\ssumed rate of retw a on plan assets H.00 8.00%

Discount rate used 1o detrmine illup-rh-d bhenefit

obligation B.00 7.00%

Assumed change in compensation levels 5.50% 5.25 %

Pension assets consisi primarily of common stocks, United States obligations and corporate
debt securitie s

Components of Net Pension Cost

1991 1993 1992

(Amounts in Ihuuum:b of “vt//m\'

sService cost (Benefits earned nhllbmu I‘nr \;m"' : s l... "l" 7-3 | | £ )."w $ | l ‘7"77
luterest on projected benefit obligation 28,221 27423 26,39
Return on plan assets 1.967 (41,725) (26,736)
Net amortization and deferrals (33.783) 12.454 “23
Net "l‘lllilb;l Cost ' o ~ };.a;i ‘ ‘7; 7 "NW 7 ;7 1 I ‘ h

Retirement Savings Plan and Other Bonem Options

Fhe Company sponsors separate J01(K) retirement plans for its union-represe mul lnh I Illnll.ll
Brotherhood of Electrical Workers (IBEW), emplovees and its management employees

Mhe 401(k) Retivement Savings Pan for Management Employees provides that the Company
will match emplovee contribution. «© a 401k} account up to a maximum of 6 percent of his or
her eligible salary. The Company match consists of a £.25 hase match per eligible comtnbution
dollar and an additonal $.25 incentive match per eligible contribution dollar, if Board-approved
targets are achieved. The 1994 incentive target was accomplished, The Company is funding its
matching comtributions o the 401(k) Retirement Savings Plan for Management Employees with
payments to an ESOP established in Pec o er 1991 (See Note L)
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The 401(k) Retirement Savings Plan for IBEW Represented Emplovees provides that beginning
in 1995, the Company will match « mployee contributions to a 401(k) account up to a maximum
of 4 percent of his or her eligible salary. The Company match consists of a .25 base match
per eligible contribution dollar and an additional £.25 incentive match per eligible contribution
dollar, if certan Non-Oceupational Hlness and Injury targets are met.

DOE shareholders have approved a long-term incentive plan through which the Company may
grant management employees options to purchase, during the years 1987 through 2003, up to
a total of five million shares of DQE commaon stock at prices equal to the fair market value of
such stock on the dates the options were granted. At December 31, 1994, approximately 2.3
milhion of these shares were available for future grants

As of December 31, 1994, 1993 and 1992, respectively, active grants totaled 1,412,000);

L AT5.000; and 848,000 shares. Exercise prices of these options ranged from $12.3125 to
$£34.625 at December 31, 1994 and Decenber 31, 1993 and from $12.3125 10 $28.75 at
December 31, 1992, Expiration dates of these grants ranged from 1997 to 2004 at December
31,1994 from 1997 10 2003 at December 31, 1993: and from 1997 1o 2002 at December 31,
1992, As of December 31, 1994, 1993 and 1992, respectively, stock appreciation rights
(SARs) had been granted in connection with 793,000; 795,000; and 623,000 of the eptions
outstanding. During 1994, 836,000 SARs were exercised; 226,000 options were exercised at
prices ranging from $12.3125 to $28.375; and 187,000 options lapsed. During 1993, 748.000
SARs were exercised; 151,000 options were exercised at prices ranging from $12.3125 1o
$£28.375; and 152,000 options lapsed. During 1992, 108,000 SARs were exercised; 50,000
options were exercised at prices ranging from $12.3125 1o $26.375; and 59.000 options
lapsed. Of the active grants at December 31, 1994, 1993 and 1992, respectively, 612,000;
578,000; and 232,000 were not exercisable.

Otfmr Po&freuromem Beneﬂts

In addition 10 pension benefits, the . umpam proy ides certain health care benefits and life
insurance for some retired employees, Substantially all of the Company’s full-time employees
may, upon attaining the age ol 55 and meeting certain service requirements, become eligible
for the same benefits avalable 1o retived employees, Participating retirees make contributions,
which are adjusted annually, to the health care plan. The hife insurance plan is non-contributory.
Company-provided health care benefits terminate when covered individuals become eligible
for Medicare benefits or reach age 65, whichever comes first. The Company funds actual
expenditures for obligations under the plans on a “pay-as-you-o basis.” The Company has
the right to modify or termuinate the plans.

As of January 1, 1993, the Company adopted Statement of Financial Accounting Standards
No. 106, Emplovers’ Accounting for Postretivement Benefits Other Than Pensions, which
requires the actuanally determned costs of the alorementioned postretirement benefits to be
acerued over the penad from the date of hire until the date the employee becomes fully eligible
{or benefits. The Company has adopted the new standard prospectively and has elected to
amortize the transition lability over 20 years,

1991
{ hnuunlx " ”mumlui\ u/ Dollars )

= aponents of Postretirement Cost

service cost (Benefits earned during the penod) 7‘] 631 £1. 779
Imterest cost on accumulated benefit obligation 2,294 2,497

\nmmmhnn of the transition ol lnu‘m-m ovel tm ny vea s l 'GN! 1. TIIO

Tuml "uurﬂunmmnl l unl 5, h.. » 3 %97 h

The accumulated postretirement benefit obligation comprises the present value of the estimated
future benefits pavable to current retirees and a pro rata portion of estimated benefits payable

to active employees alter retirement

an
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l"uu! terly
' o hll
Information

(U naudited

Funded Status of Postretirement Plan and Amounts Recognized on the
Consohdalevd Balnncu Shsel of DOE at Dec‘ember 3

1994 1993

(Amounts in Thousands of Dollars)

Actuarial pu sent value of benefits
Retirees § 6292 § 4830
Fully eligible active plan participants 3.071 3,482
(nhu active me participants 20,543 24,170

Accumulated pmlu tirement benefit nl;hgulmn 29,909 32,482

hm market value of pl.m ansels -

\( e mnulaltd In nefit u! ||g4||uu in excess of pl(m assets $(29.909) 8 L’. m"

Unirex n..m/ul net luw , x $ 'P HH 3
Unrecognized prior service cost -

U nrecognized net trunsition hability (30.598) (32,296)
lmln!mnnnt hdnlm per balance ~hnl (H.."’ (4.447)

lntul s«.!‘) 909) 84 $2.482)

|)|~4 uunl mlo HETE l‘ 1o (h termine |)lu|n (c (i .u e |ll HMIL lllun

”a .ullh care cost tre n«l rales
For year beginning January | 8.60% 10.50%
U ltimate rate 6,50 5.50%
Year ullun.m rate is reae hnl 1999 1999

f “t wt of a4 one percent incredse in hc dhll care cost tre n-! :.m .
On acoumulated projected benefit obligation 8 3.137 £ 4000

(hu ARgTeg e of mmunl service and nm cesl |n~l- ~ 165 £ 600

Summary of Selected Quarterly Financial Data (thousands of doliars,
e‘x( m)r per qhaua amountsl

| The quane r|\ 1|.|Iu res H.. I se u-ulml weather variations in Ih4 ( nm|n.n\ 5 ROTVICE (o ‘Sermitory |

Operating Reverues =, Nl" ‘0"{ £ "Nb l " % 5. HL.”‘B ob 4
Operating Income #1.969 ."l 101,159 'Il.““
Net Inconme A7.296 .L‘."..'" 18,0 " 4 57.899
Farmings Per Share T0 O3 92 R g |
Stock Price
thgh 34 32% 31 300
Low 30N 28% 27T

I"" I hl\l ”u.iﬂo ot Sew .m:l ( hum: .t Hm-l Ulmm ' hmr\h “u.mo'

1993 (aih)

Operating Revenues £285.082 g‘.:hl ‘M 331,648 "M TJT
Operating Icome 16376 76,792 86,50 TO007
Income Belore Comulative Effect on Pror

Yoars of Changes in Accounting Principles 31,539 33.017 1.2 28257
Net Incone MAall 3007 1,204 28,257
Farmings Per Share 3 62 0] 5
Stock Price

High 30 s

Low 2% !

Fourth quarter 1998 pesydts included the effecis of o $£15.2 midlion charge for the wote-aff of Ih' Company

mvestment i an abandoned transmassion e progect and o 146 nulhion w duction of taxes other than

mcome 2 o resull of a lavarabde resolution of lax assessments

Restuted 1o condorm with peesentations o lopted during 1949




..l.ct.d Financial Data

anunlc n rhuumlulu u/ /M/hu«

Selected Income Statement Hems

Operating Revennes:
Customen £1.115.987 81186779 £1,152835 $1L184.779 £1.050.702 & 954570
Phase-in deferrals (28.810) (100.315) (98,201) (78,344 10,784 06,287
Utilities 58,295 5660 72440 58,903 3,543 19,949
«mw 90, |"7 03, uz 306,748 37.715 30,504 24.682

Total Upv-mmu( Ro-rwwm ki ’& 5,629 200,455 l 163, H.Z.’ I 203,053 I 140, 533 1.125.448

Operating Fxpenses:
Fuel and purchased power 213,905 237,731 239,230 254,019 228,993 221,928
Other operating & maimtenance 121,708 126,977 366,921 393,100 390,231 373,058
Depreciation and amortization 160,551 152,282 128,730 119,264 22,25 119376
Taxes other than income Llaxes #9171 73,126 85,733 95,176 255 92919
Total "'n'rmmg Expenses 915,618 BOC 116 822,614 461,559 822, T.:"i 2 Hll..w'.“l
Operating income 320,001 310330 341208 340494 317804 317007
Other Ineome 14,186 28,102 $1.533 35,506 15,976 354823
Interest and Other Charges 110002 119,406 132,283 141,654 157,313 165,000
Income Taxes 96,679 17,628 108,940 101,84 84.795 75419

( hunu» s i Accounting Principles o 2 575

mhucmw 7 » I;h}'H, $ IH'IH’ $ |‘l‘)“vw $ IH llnr

lmrmmn Per Share $2 'm $2 '.'.’

Selected Balance Shoet Hems
Propenty, plant & equipment - net $3.139541  $3.168.240  $3.036,500 33052834 $3,048.388 $£3.057,079
Total assets SLA27.005  $A550378  $2.778.335 $3.4851.318 83,833,842 $3.832,638
Capitalization:
Common sharehalders” equity S$1L.276.710 21230583 1171460  S1111,121 $£1.079.141 $1.066,190
Preferred and preference stock 95,315 133,128 132,000 137,343 189,093 219,991
la»lsu term dehi | 33, hll | “()‘)‘N. | HHKH 1,420,726 1,501,295  1.540. "”

'hmcl « n'umhuuum £2.719, (.hh 8 HH $2.7 lh 170 $2.600,19%0 82, 'fn‘l ’,N) £2.826..

4antullzulmn Ratios

Common shareholders” equity 16, 4% 41.2% 13.1% 7 39.0%
Preferred and preference stock 3.5¢ LO% +. 9% 2% 6.8%
Lomg-term debt 17 51.0% 52.0% 53.2 54.2%

Total Capitalization OO, 0, OO0 % 1060).0% e 1060.0% lm w,

Ratio of Earnings to Fixed Charges (pre<tax) 2.59 2.28 2.23
Selected Common Stock Tnformation
Shares Qutstanding (In thousands)
Year-end 52,3006 53.012 52,050 52.905 53,759
\\q'l.u[r 32.697 52.979 & 533.391 w432
Dividends declared (fn thousands) SHO 318 86,089 S £78.040 £74972
Dividends paid per shar £1.68 £1.60 $1.5: $1LM $£1.36
Dividend pavout ratio T s
Prioe carmings ratio at yvear-end 9.9
Ihvidend vield at vear-end

Return on ave FARE Common equity




3elected Opor-ﬂng Dota

Sales of Eleetricity:

Average annual residential
hlmmll hmn use

Hm tric energy ml: “n !ull- -l
(milhions of KWH)
Residential
Commercial
Industrial
Miscellaneous

Total Sales to Customers

Sales to ul.wl utilities

'Inml \uleu

Pere t»mm Change in I'm-rm \ulu
Residential
Commercial
Industrial

Wl-« v-”lmmnh
Total Sales to Customers

Sales to other utilities

[ uml \ﬂlml

I'.nrrm ~umll\ and l'nnlm'uou Hntn
Energy supply (millions of KWH)
Net generation ~ system plants

(net of Company use and losses)

| urchased and net inadventent power

Total huvrp \uppl\

lwm-ruhup { ;\|mh|||l\ (\1\\ )
Peak demand (MW)

Cost of fuel per mailhion BT

BTU per kidowati-hour generated
Average cost ol generation

per kilowatt-hous

Number of Castomers = End of \c-ar;

Residential
Commercial
Industrial

Other

Total Customers

I'D'II I‘FH

6170 n._ul

| )h"i

(30.5)

lhll

11,678

0. )h

Hl

2.8 3 I
2,035
137.23¢
10,478

143.65¢
10,437
2.23¢ 2.33¢
322.588
23.647
2027

1.881

a3

't’r)

3,069
5,358
3.059

83

|| 14)'!

tuuf

(6.0)

15074

’&H
2,508
W) 1 5e
10,370

'.! I(“-

1152

52.849
1.987

1.833
577811

l"”l

mlwu

3,285
5,450
3042
84

J i_l 861

9 (;‘()

"{T

14,220

620

14840

0835

2,402
153.70¢
10414

2.44¢
520,016
20617
2004
1,891

30,528

3.078
236
3.296

84

h(l)ﬂ

3119
5145
3,221

84

| 1,694

11.569

| ‘H()

Iﬁ ).N

(1.3)

1.8
2.3

2 lm

| 3. (lh‘)

(1.2)
1.8
(2.5)

(7.7)

('”)l

13.266
258

2,379
149.62¢
10,444

518,322

52,330

2026
1.84

D7 ‘ 2D

2835

(0.3)

(')') "
e

13,455
214

13.524

13,609
2835
2.381

143.87¢

10,411

2.35¢
516,801
51,950
2.023
1.818
3:7 2




11‘"&1‘!‘! U‘. ])U‘O“( tors (All terms 3 vears)

Danwi Beno

G5, Term expires 1997 (1, 6). Institute Professor,
Rensselaer Polytechnic Institute. Directorships inelude
Hy-Tech Machine. Inc. (specialty parts), Joachim
Machinery Co., Inc. (distributor of machine tools). and
Chester Environmental, Inc. (environmental engineering,.

Donesn E. Bovoe

60. Term e cpires 1995 (2. 5). President of the Buhl
Foundation (support of educational and community
programs). Directorships include Microbac Laboratories,
Inc. and Dollar Bank. Federal Savings Bank. Trustee of
Franklin & Marshall College

Roesent P. Bozzone

O1. Term expures 1997 (1, 2). Viee Chairman of Allegheny
Ludlam ( arporabion (spwe wlty metals |muhu thion)
Directorships include Allegheny Ludlum Corporation;
Chairman, Pittsburgh branch of the Federal Reserve Bank

of Cleveland. Trustee of Rensselaer Polvtechnie Institute

S0 Faox

60, Term expires 1996 (2, 3, 4), Management of personal
investments, Chairman of Maunice Falk Medical Fund and
Vice Chairman of Chatham College Board of Trustees,
Directorships include the Historical Society of Western
Pennsylvania and the Allegheny Land Trust.

Witiiam M. Knosuy

70, Term expires 1997 (3, 4, 6). Retired Chairman and
Chief Executive Officer of Cyelops Industries, Ine. (basic
and specialiy steels and fabricated steel products: industrial
and commercial construction). Directorships include Cabot
Ol and Gas Corporation Lafe trustee of Carnegie Mellon

L niversity

G. Crmsnian LANTZSCH

70, Term expires 1995 (2, 3), Retired Viee Chairman

and Treasurer, Mellon Bank Corporation (hank holding
company ); retired Vice Chairman and Chief Financial
Officer, Mellon Bank, N A (commercial banking and trust
services ). Directorships include Koger Equity, Inc. (real

estate investment trast)

Rosery Mevnasian

53. Term expires 1995 (1, 5). President, Camegie Mellon

U niversity: Dean, College of Engineering, University of
California at Santa Barbara, 1983-%). Directorships
include PPG Industries, Ine. (producer of glass, chemicals,
coatings and resins), Mellon Bank Corporation and Mellon

Bank, N.A.

Tromas J. Munrsun

65, Term expires 1997 (3, 6). Dean, A.J. Palumbo School
of Business Admimstration, Duquesne University; forme¢
Deputy Secretary of US. Dept. of Commerce; former
President, Westinghouse Electric Corporation Energy
and Advanced Technology Group. Directorships include
Motarola, Inc. (manifacturer of electronic equipment and
components). Member of the Executive Committee of the
LS. Council on Competitiveness and Chainman of the
Distniet Export Council

Roeent B. Pease

69. Term expires 1996 (1. 5). Senior Vice President,
National Development Corporation (real estate); Executive
Director, Allegheny Conference on Community
Development, 1968-91. Directorships include the Port
Authority of Allegheny County and the Regional Industrial
Development Corporation of Southwestemn Pennsylvania,

Emic W. SerinGER

65. Term expires 1996 (1, 4). Partner of Horty, Springer
and Mattern, PC. (attorneys-at-law). Directorships include
Preshytenan University Hospital, Immediate past president
of the Allegheny County Bar Associahion,

WesiLey W. von ScHack

0. Term expires 1996 (3, 4, 5. 6). Chairman, President
and Chiefl Executive Officer of DQE: Chairman and Chief
Executive Officer of Duquesne Light. Directorships
include Mellon Bank Corporation, RMI Titanium Co.
(producer of titanium metal prodacts), the Pittsburgh
branch of the Federal Reserve Bank of Cleveland. the
Regional Industrial Development Corporation of
southwestern Pennsylvama, the Pennsylvania Business
Roundtable, and the Pittsburgh Cultural Trust
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WesLey W. von ScHack, 50. Cramman oF THE BOARD, PRESIDENT AND CHier Executive Ormcer. Joined the company in
1964, Previously held semor executive positions in finance and admimistration with other atility and communications

compamies. Directorships included in Listing on page 45
} I pag

Ganry L. Scrwass, 49, Executve VICE PRESIDENT, CHier FInanciaL OFricer ane TReasurer. Proviously served ina vaniety

of senior executive positions in finance and management with Consumers Power Company. Joined the company in 1985

Directorships include Chairman, Western Pennsylvania Development Credit Corporation {promotes small business

through lending activities), and Vice President and Treasurer, Holy Family Foundation (supports families in crisis)

Davio D. MansHaLL, 42. Executive Vice Presinent. Previously held senior executive positions in finance at Central
Vermont Public Service. Joined the company in 1985, Directorships include the Technology Development and Education

Corporation (economic development) and the World Affairs Council (broadens local awareness of global 1ssues)

James D. MitcneLL, 43. Vice Presioent. Previously held senior financial positions with Duquesne Light and .S, West,
Ine Joined the Company in 1988, Digectorships include Three Rivers Youth (helps troubled teenagers)

Diane S. EmmonTt, 50
SECRETARY

Ravmono M. Panza, 44
COonNTROLLER

WesLey W,

von Scrack, 50
Cramman oF THe Boaro
AnD Craer Execurve OFmcen

Davio D. Mansmaiy, 42
PRESIDENT AND
Crier Operating OFRIcER

Gany L. Scrwass, 49
Senor VICE PRESIDENT AND
Cruer Financial OFricen
James E. Cnoss, 48
Senon VICE PRESIDENT,
NuCLEAR

James . Moromee, 43
PresioenT

Gany L. Sorvwass, 49
PRESIDENT

Monaan K. O'Brien, 34
AsSSISTANT CONTROLLER

Vicron A, Roagus, 48
General COUNSEL

Dhanna L. Gasen, 48
Semon VICE PRESIDENT,
ADMINIS TRATION

Roaen . Beox, 58
Vice Presinent, MARKETING
AND CUSTOMER SERVICES

Ganvy R,
Branoensenoen, 57
ViceE PRESIDENT,
Power SupeLy

Jack Saxen, Jn., 51
AssisTANT TREASURER

Joan S, Sencrysmyn, 56
ASSISTANT SECRETARY

oI pans

WiLLiam J. Deleo, 44
Vice PRESIDENT, CORPORATE
PERFORMANCE AND
INFORMATION SEAVICES

DonarLo J. Cravron, 40
TREASURER

Diane §. EismonTt, 50
SecrETARY

Ravymono H. Panza, 44
ConTROLLER

Vicron A. Roais, 48
Genenral COUNSEL

LU es Nt i'.v terprises

Kenny N, Dier, 39

VicE PRESIDENT

TrHomas A, Murxkmans, 29
VicE PRESIDENT

Anrtrony J. ViLuworn, 48
VICcE PRESIDENT,
TreasuRER AND CONTROLLER

Downain J. CLavron, 40
VicE PRESIDENT

Lvoia E. Yonx, 35
VICE PReESIDENT

WiLLiam F. FisiLos, 44
TREASURER

James E. Wison, 29
CONTROLLER

Jack Saxen, Ja., 51
ASSISTANT VICE PRESIDENT,
ADMINISTRATION

Sally K. Waoe, 41
ASSISTANT VICE PRESIDENT,
Human RESOURCES

WiLLiam F. FieLps, 44
AsSISTANT TREASURER

Monraan K. O'Bmen, 34
AssISTANT CONTROLLER

Joan S. SencrysHyn, 56
ASSISTANT SECRETARY

M. Donawo Mosinge, 57
PRESIDENT, ALLEGHENY
DeveELOPMENT CORPORATION
AND ProPeRTY VEnTURES, LTD,




Common Stoock Shareholder Services/Assistance
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1-800-24 70400 (1olifree)
3936167 in Pittshurgh
FAN: 1-412-393-6087
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