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P rO E l e DQE is an evolving energy services company that is strategically positioning

1995 ReEsuULTS

* DQE earnings per share
increased by 11% from 1994.

® Duquesne Light's system peak
demand of 2,666 megawatts
was its highest ever.

* Duguesne Light established
a new record for customer
energy use in a single month
~= 1.4 billion kilowatt-kours
in August.

Three Duquesne Light
environmental projects — the
company's youth education
programs, enhancement of a
wildlife habitat at Brunot
Island Power Station, and
the innovative disposal of
fly ash i abandoned mines
— have been selected 1o
appear in Renew America's
Environmental Success In. .

* Duquesne Light established
new records for the shortest
refueling outage at both of
the nuclear generating units
it operates.

* Duquesne Enterprises and
Montauk contributed
32 cents to earnings per
share, an increase of 50%
over 1994,

* Dugquesne Enterprises made
strategic investments (o
enhance DQE's capabilities
as an energy services provider.

Montauk made investments
to better diversify its invest-
ment portfolio and position
itself for future earnings
growth.

® DQFE Energy Services was
formed in August 1995,

itself to meet the expanding energy needs of the marketplace.

On tHE CovER

Through a combination of entrepreneurism and teamwork, the people of
DQE are helping to transform our company into a dynamic, global energy
services provider. They understand the need for change to successfully compete
in the increasingly competitive energy marketplace and are working together
to provide exceptional shareholder value

DQE FiNANCIAL AND OPERATING HIGHLIGHTS

CHAIRMAN'S MESSAGE

Wes von Schack discusses some of the recent incremental steps we have taken
to strategically position DQE for a competitive power market and for the
growing energy services marketplace.

Asout DQE
Meet the companies that contribute to our success: Duquesne Light Company,
Duquesne Enterprises, Montauk and DQE Energy Services.

THINKING INDIVIDUALLY, SUCCEEDING COLLECTIVELY

The customer service focus and cost-control efforts of our principal subsidiary,
Duguesne Light Company, and the earnings growth of our market-driven
enterprises provide for a sound financial performance. The photo stories on
pages 6-14 show how tt e men and women of DQE are building customer and
shareholder value by thinking individually and succeeding collectively.

CONDENSED FINANCIAL STATEMENTS

Learn more about our 1995 financial performance through this quick,
accessible overview. Complete financial information can be found beginning
on page 21.

SeLecTep Financial Dara

SeLECTED OPERATING DATA

Boarp of DIRECTORS

1995 FINANCIAL INFORMATION

Management's discussion and analysis of results of operations and financial
condition, detailed financial statements, and related footnote disclosure are
included in this financial section

OFFICERS

SHAREHOLDER REFERENCE GUIDE
(Inside Back Cover)

Some statements in this report are forward-looking statements that involve risks and uncertainties, including, but not limited to, the
effect of economic conditions, the impact of competition, the effect of the company's accounting policies, and other risks detailed in
the company’s Securities and Ex-hange Commuission filings



Change Change
From From
(millions) 1995 1994 1994 1993 1993
Electric Customer Sales 12,428 KWH 2.5% 12,122 KWH 2.3% 11,851 KWH
Operating Revenues $1,220 0.3% $1.224 3.5% $1,183
Non-Fuel Operating and
Maintenance Expense $384.7 5.7% $408.0 0.1% $408.4
Operating Income $322.5 1.8% $316.9 1.2% $313.0
Interest and Other Charges $107.6 2.2% $110.0 8.1% $119.7
Net Income $170.6 8.8% $156.8 8.9% $144.0
Year-End Shares Outstanding 77.6 1.1% 78.5 1.3% 79.5
Net Operating Cash Flow (A) $378.9 1.0% $375.2 3. 1% $387 4
Capital Expenditures and
Other Investments $281.9 50.1% $187.8 -4.3% $196.3
Return on Average Common Equity 13.1% 12.5% 12.0%
Average Cost of Fuel Per KWH Generated 1.39¢ 3.5% 1.44¢  -4.0% 1.50¢
\verage Cost of Generation Per KWH (B) 2.22¢ 0.5% 2.23¢  -4.3% 2.33¢
Peak Demand 2,666 MW 5.2% 2,535 MW 1.4% 2,499 MW

KWH: Kilowatt-hour. A measure of the quantity of electricity consumed in one howr, equivalent to 1,000 watts consumed
in one how

MW Megawatt. A measure of the electric generating capacity of power plants, equal to 1,620 kilowatts

(A): Excludes working capital and other balance sheet changes

{

{

B): Excludes capital cost

COMMON STOCK TRENDS Five-Yea
1995 1994 1993 1992 1991 190 Rate
Earnings Per Share $2.20 $1.98 $1.81 $1.78 $1.67 $1.49 8.1%
Dividends Paid Per Share $1.19 $1.12 $1.07 $1.01 $ .96 $ 91 5.5%
Book Value at Year-End $17.13  $16.27  $1547 %1475 $1400 $13.38 5.1%
Market Price Per Share
High $30.75  $23.00 $24.67 $21.58 $2067 $16.83 12.8%
Low $19.63 $1842 $2092 $17.92 $1575 %1358 7.7%
Year-End $30.75 $19.75  $23.00 $21.50 $2042 $16.58 13.2%

\ll amounts have been restated for the 3-for-2 stock split declared in April 1995

DQE Earnings Year-End Annualized
Per Share Dividends Per Share
Earnings per share Dividend growth has been in the top

have increased nine
straight years

quartile of the industry

1991 1991



ven as the energy services industry continues to evolve, DQE is providing
exceptional value to you, our shareholders. We are achieving this success through

number of inmnoevative strategies that build upon the strength of our core business and

grow our company through new, market-driven business apportuntiies I'his report details
the breadth of a company that focuses on energy solutions for customers

In the photo stories on the following pages, we share with you some of
the motivated and dedicated people who are finding opportunity in the
changes taking place in our industry and at DQE. Summarized in these sto
ries are highlights of the year, which include significant operating improve
ments at our core utility business as well as the increased importance our
market-driven investments have had on our earnings performance

Following are some of the major breakthroughs for you as a shareholder

Financial Performance

* A three-for-two stock split increased the number of shares you own by
50 percent and made it easier for individual shareholders to add to their
Investment in our company

¢ DQE has provided you with one of the best total returns in the industry
over the past five years

Environmental Leadership

* Development and implementation of new power station burner technology
that reduced nitrogen oxide emissions, meeting stringent regulatory
requirements at a moderate cost

¢ Chester Engineers’ volume of international work resulted in receipt of the
Pennsylvania Governor's Export Excellence Award

Wes von Schack
Customer Service Supertority
® Duquesne Light became the first Pennsylvania regulated utility and one of
the first utilities in the nation to offer its residential customers comprehen
sive guarantees ot its commitment to courteous, reliable and efficient service

Looking to the future, we have taken steps to distinguish our core business in the energy
services industry from that of our competitors
[ 1

] [ 3 y { " ! » {.} ¢ ) ' ) f {
.')ll«‘! 10N CHE AdNIOHNCed several "th.-' r';:‘l.[ customner mitidltives lh.ll

(s transition to competitive electric enerey markets and tareet the hichest levels of
ranteed customer service in the industny

Duquesne Light's plan to freeze base rates for five years for all customers would result
in a 40 percent inflation-adjusted price reduction in the decade of the 1990s. Also
included in the plan is a proposed $5 million annual credit to customers through the
utility’s fuel clause

Fhis initiative is predicated on regulatory approval of the sale of Duquesne Light's
() percent interest in Unit 1 of the Fort Martin Power Station. The sale of an asset that we
no longer need for baseload capacity underscores Duguesne Light's commitment to pro
vide its customers with the highest level of operational efficiency. The proceeds from the
sale will be used to further restructure Duquesne Light's balance sheet

\ final measure in this plan is a recommendation to both the Pennsylvania Public
Ltility Commission and the Federal Energy Regulatory Commission that Duquesne Light
\llegheny Power System and Penn Power, along with companies in the existing
Pennsylvania-New Jersey-Maryland (PIM) power pool, be admitted to a new regional
pool, and that this pool be operated as an independent transmission company through
which all wholesale electricity would be sold under common terms at market prices



Another important customer service initiative is Duquesne Light's Customet
Advanced Reliability System, which is a state-of-the-art communications link through
the electric meter that will provide customers with superior levels of service reliability
security and convenience. The addition of this capability will raise the standard for
customer service to a new threshold because utility personnel will be able to respond
to customer needs on the basis of immediate, real-time information about the status
of power delivery at individual homes and businesses

I'his new communications service is another major element in our multi-step plan
to make our utility business more competitive and efficient. The Customer Advanced
Reliability System’s ability to process information about power delivery will provide
customers with new choices and greater convenience, and enable Duquesne Light to
more effectively manage its electric power load growth profile

: P ih vt} J iaso : J | . g
1} capitanzing on Lhe strengths of our core DUsiNess a solid (-(Y., f‘l(t/‘l'ﬁ\(\/ SAEES THIN

improved operating efficiencies; decreased production costs; and stabilized rates 1
dre postiioning ours lves for Lrou th in d COMPetve energy serviees market

Our market-driven businesses have played an increasingly important role in this
positioning. Montauk, a financial services company, continues to be the most signifi
cant contributor to earnings. During 1995, Montauk invested in high credit-quality
opportunities that enhanced our investment portfolio balance. The returns on these
investments are anticipated to enable Montauk to continue its solid earnings growth
trend. Our other market-driven businesses Duquesne Enterprises and DQE Energy
Services, are providing energy solutions for customers as they seek new opportunities

related to the core business

'hese results illustrate how people at DQI
[he incremental ste PS We have have thought individually and succeeded col

lectively. The incremental steps we have taken

) % » » 3 y | 3 5 ]
taken over the PASl SEeVe ral vears have over the past several years have created a more

. efficient, more competitive, more market-driven
created a more efficient, more and more profitable company. Through these
measured steps, we believe DQE is strategically
positioning itseli for a competitive electric
power market and for the growing energy
services marketplace. The indu (s fuci

We firmly believe that the strategies we have embraced in recent years are
Ii&,'\?iluin 5

We thank you for your continued support
On behalf of the Board of Directors

AT S;(Z«Q_

\\1“"|'\ W VO SCHadck
(.hairman 11 \j( H»(’ b Xed

February 26, 1996




DuauEesNE LIGHT
CompaNy

Business DESCRIPTION

Duquesne Light Company
whaose origin dates to 1880,
is engaged in the production,
transmission, distribution and
saie of electric energy. its
service territory is approximately B00 square miles in south-
western Pennsylvania, with a population of 1.5 million,
located within a 500-mile radius of one half of the population
of both the United States and Canada. In addition to serving
more than 580,000 direct customers, the company sells
electricity to other utilities

1995 OPeRATING HIGHLIGHTS

* Both company-operated nuclear generating units achieved
record refueling outages in terms of number of days
needed for completion

* Introduced one of the first comprehensive customer ser
vice guarantee programs In the nation

* System peak demand of 2,666 megawatts was the com-
pany's highest ever

¢ Received Edison Electric Institute's Diversity-Affirmative
Action Award for the second year in a row

OurLoox

¢ Broad-based customer initiatives proposed to the
Pennsylvania Public Utility Commission include a five-year
rate freeze and sale of the company's interest in Fort
Martin Power Station. The rate freeze, to begin in 1996,
would result in a 40-percent, inflation-adjusted price
reduction in the decade of the 1990s
The Customer Advanced Reliability System, a state-of-the-
7 electronic communications link with individual customers
through the electrnic meter, will provide superior levels of
service reliability, security and convenience
Cost reduction has enabled increase capital recovery in
an effort to lower fixed generation cost: and better posi
tion the utility for increasing competition

Customers Served
Per Empioyee

Efficiency improvements
during the 1990s have
resulted in a 20% increase
in the number of Dugquesne
Light customers served
per employee

1991

DuQUESNE
ENTERPRISES

BusINESS
DEeSCRIPTION
Duquesne
Enterprises makes
strategic investments beneficial to DQE's core energy busi
ness. These investments enhance DQE's capabilities as an

energy provider, increase asset utiization and act as a

hedge against changing business conditions. Duquesne
Enterprises’ investments include

¢ Allegheny Development Corporation, a subsidiary
which provides all energy services for the Pittsburgh
International Airport

Property Ventures, Ltd., a subsidiary which owns and
develops real estate in southwestern Pennsylvania
Exide Electronics Group, Inc., an integrated provider of
non-interruptible power quality products, systems and
services, both domestically and internationally

Chester Engineers, a subsidiary which is a leading
domestic and international water and wastewater
engineering and services company

RECRA Environmental, one of the largest environmental
testing and measurements companies in the United States

1995 OPERATING HIGHLIGHTS

¢ Exide's acquisition of International Power Machines
Corporation resulted in a (post-split) 5 cents per share gain

* Chester Engineers won the Pennsylvania Governor's
Export Excellence Award

* Property Ventures' involvement in Duquesne Light's move
to new corporate headquarters, which substantially reduced
the utility’s rental costs

QurLooK

* Continued developments with existing subsidiaries and
new opportunities related to the core business

* Future intiatives are expected to include fuel cells, energy
consuitant services and telecommunications businesses

Duquesne Enterprises Assets

) { n y td Irs




MONTAUK

Business DESCRIPTION

Montauk 18 a ‘inancial ser
vices company that makes
I(v'l(_) term investments and
provides financing to market

driven business activities

1995 OPERATING

HIGHLIGHTS

® 36% increase 3t Income

* Increased ir ves..nent portfolio diversity by geographic
region and investment type

¢ Enhanced liquidity of market-driven enterprises througt

financing activities

OurLoox

¢ Continue to support DQE's initiatives to provide high-qua
ity products, services and solutions to energy customers

¢ Continue to maintain a diversified portfolio of high credit
quality investments to mimmize risk

* Access new investment opportunities related to areas of
expertise, including fee-based and consulting initiatives

¢ Continue to be a source of financing for market-driven
activities ‘J”“Vl{il(l-’_} expertise in the proje t finance area

for DQE Energy Services activities

Montauk Assets

DQE ENErGY
SERVICES

BusINESsS
DESCRIPTION
DQE Energy

Services 1s a marketing
and developn ompany providing energy solutions for
istomers in don and international markets. Included
Are enerqgy tacil deveiopment and peratior 4 v,}u‘;;ur."iw"!
power production, gas and electric energy/fuel manage

ment, utility management

v ) services and advanced systems

1995 OPERATING HIGHLIGHTS
¢ Formed in August 1995
¢ Formed a ioint venture with Marathon L =lectroGer
| n and operate power

markets

QurLook

¢ Develop

¢ Develop

EGI

ElectroGen

INTERNATIONAL

Joint venture formed by DQE
Energy Services and Marathon
Qil to pursue international
power projects




: Asr thé ;d;a;) of electric utility industry restructuring germinated in the late 1980s and gained increasing momentum in the
l9905 kv)e Vaccelerated the transformation of our company to meet increasing competition. Qur utility operations featured 100-
plus years of quality customer service and technical innovation, With the formation of the holding company structure in 1989,
we gained the flexibility to pursue new business opportunities related to our core business Driving this transformation into a

dynamic, global energy services company is a combination of entrepreneurism and teamwork, DQE is
a company whose people understand the need for change to successfully compete in the increasingly
competitive energy marketplace, and who are working together to provide exceptional shareholder

value. As the photo stories on the following pages demonstrate, we are

AR
hinkir
Individually,
Suc

Sollect




{ Lydia York )

Vice Presideint, Montauk

This 6,000-ton cross-pit spreader
systemi moves mounia‘ns of earth so
texas Utilities Mining Compeany can
more econemically harvest deep
seam lignite coal. Lydia York {left)
sifts through mountains of potential
investment ideas to find those, Tike
the cross-pit spreader, that will
achieve solid returns for our shan
holders. Investmenis selected
Maontauk are dosely related o ow
core business, are geographically
diverse (47 states, 2 foreign coun
tries), are not concentrated in one
type of business (43% leasing, 34%
affordable housing, and 23% oil
and gas) and are made with high
credit-quality companies, While
Lydia works long hours, she can's
quite match the cross-pit spreader. It
aperates around the clock, 365 days
4 year. And you'll be pleased to
know that Texas Utilities’ land recla
mation program has won national
and state honors. In fuct, many of
its procedures have been wsed as

ruodels for federal regul tions

uring the 1990s, DQE has provided investors with one of the
top total returns in the industry. In 1995 we continued our
strong performance.

Shareholders again benefited from per share increases in earnings and
dividends. These solid financial results reflect the continued evolution
of our company. Managing this transition are individuals with perceptive
leadership abilities who have brought decision-making in all of our
businesses closer to the customer level.

The customer-service focus and cost-control efforts of Duquesne
Light Company have provided the foundation for our strong financial
performance. However, our recent earnings growth has resulted as
much from the growth of market-based enterprises as from our core
utility business.

DQE's market-driven subsidiaries — Duquesne Enterprises,
Montauk, and DY Liergy Services — provided 32 cents per share to
earnings in 1995, compared to 21 cents per share in 1994 and 9 cents
per share in 1993. While Duquesne Light continues to be a fully
integrated provider of electricity to the greater Pittsburgh region,
future growth will come from the sale of new products and services
related to our core business. These initiatives, being developed and
implemented through our market-driven subsidiaries, will provide
energy solutions to customers both inside and outside of the utility’s
traditional service territory.

During 1995, sales of electricity to Duquesne Light's direct cus-
tomers increased more than two percent from the 1994 level. Warmer-
than-normal summer temperatures resulted in a higher level of sales to
residential customers. Warmer temperatures were a lesser but contribut-
ing factor to continuing higher sales to commercial customers.

Duquesne Light has a well-balanced sales mix. Commercial sales
represent almost 38 percent of total 1995 kilowatt-hour sales. The rest
of the utility’s sales mix is evenly balanced between residential, 22 per-
cent; industrial, 21 percent; and sales to other utilities, 19 percent.

During the 1990s, the residential customer base has remained stable.
Even with continued customer interest in efforts to promote the
comfort, convenience, safety and litestyle improvements afforded by
electric living, future residential sales fluctuations will continue to be
mainly dependent upon weather.

Commercial sales have been a consistent growth sector, increasing in
15 of the past 16 years, even when weather variations are considered.
Diversification of the Pittsburgh region and Duquesne Light's economic
development initiatives have driven this growth. Spurred by further

DQE 1995 Annual Report



Electric Utility
Customer Sales

1991

-Syster

Sales mix
remains balanced

Malcom Bynum

Illlxl‘lu'l:l);' efforts and customer satisfaction enhancements, we ¢ Xpedt
commercial sales to continue to be the utility's main source of future
electric sales growth

Linlike many utilities, Duquesne Light's sales are diverse, with industrials
being the smallest direct market segment. And despite the trend toward
large consumption customers changing their supplier of electricity or
fully generating the'r own power supply, Duquesne Light has not lost
any existing major customers to cdher energy providers. In fact, late in
the vear, the utility signed five-year energy contracts with a major
retailer and an international food manufacturer

As restructuring o the electric utility industry continues, off-system
sales to other utilities will become more significant. The biggest
impediment to a long-term power sale of Duquesne generation has
been obtaining access to the transmission grid owned by other utilities
\pplications have been filed with the Federal Energy Regulaton
Commission (FERC) for transmission service from other utilities. FER(
authorized this access tor Duquesne Light, but the utility has been
unable to receive comparably priced terms for this service. The matter
is pending before FERC. Gaining transmission access would enhance

our ability to negotiate long-term sales agreements with other utilities

Inherently, utility sales are influenced by external factors, such as

weather and the economy. With impending deregulation and the result

5

ing increases in competition, we have been taking steps to ensure that
future sales will be influenced to a greater degree by internally control
lable factors, such as service reliability, customer satisfaction initiatives
and pricing. Duquesne Light has the programs in place, and the
individuals
managing and
executing them

LO €X( el in (hl S¢

Duquesne Light
has reduced its
residential prices
by almost 13 per
cent since 1991
Relative 1o the
rnsing prices ol

other goods and




Peg Page

cost of electricity of approximately 25 percent. Late in 1995, the utility
announced a proposal to freeze prices through the year 2000. If grant
ed by the Pennsylvania Public Utility Commission (PUC), the rats
freeze would result in a 40 percent inflation-adjusted price reduction
during the decade of the 1990s. Currently, industrial customer prices
are competitive with regional averages, in part because of the PUC's
support of innovative, flexible economic devel

opment pricing by Duquesne Light within its

service territory. The utility offers manufactur

ing customers that locate new business in its

territory a price tor power competinve with

any electric utility in Pennsylvania. Current

customers considering expansion, for whom

electricity is a significant cost factor, receive a

similar guarantee. Duquesne Light will com

mit to a cost of electric service that is competi
tive with alternative expansion anywhere in
Pennsvlvania

When direct retail competition arrives, cus
tomers in a free market will continue to seek
out value. Value comes in many forms: from
energy solutions that can improve a company’s
operation or an individual’s lifestyle, to guaranteed levels of customer
SETVICE

In 1995, Duquesne Light introduced one of the first comprehensive
customer service guarantee programs in the nation (see photo page 8)
I'he utility guarantees that customner bills will be accurate; that service
representatives will arrive for appointments on time; that customers will
receive prompt, courteous and professional service; and that new resi
dential service will be connected within one day of the date T!x](!!‘J(‘\‘

by the customer. In the event that Duquesne Light does not meet




Jim Cross

expectations i these four guar
antee areas, $25 is credited to the
customer's account. In the first
vear of the program, the error rate
has been less than one hundredth
ol one percent in more than |
mitlion customer transactions
Duquesne Light traditionally
has made a special effort to
wdapt new technologies to its
basic customer service opera
tons. It has one of the most
automated distribution systems
of any utility. Duguesne Light's
expansive communications
network enables it to pinpoint
service interruptions and auto
matically switch loads and se
tionalize circuits. That enables
the utility to spot and isolate
problem areas so it can minimize the number of customers attected by a
storm and respond promptly to areas that are without service
Over the next few years, (he utility will be implementing a number
of initiatives that fundamentally will change the way it does business
SO 1t can continue to enhance customer satisfaction levels that already
are among the best in the industn
\ state-of-the-art communications service of Itron, Inc., to be installed
during the next two years, will provide Duquesne Light's residential
customers with superior levels of service reliability, security and conve

nience. ltron, a leading supplier of energy information and communi

cation solutions to the utility industry, will own and operate a two-way

wireless communication network that will provide a link through the
electric meter to Duquesne Light's 580,000 customers. The Customer
\dvanced Reliability System will provide a variety of valuable informa
tion. Electric use will be recorded immediately and communicated
electronically to a control center at the utility. As a result, customer
service personnel will have a real-time picture of the status of power
delivery across the system and for individual customers. If a customei
loses power for any reason, the utility will know about it. The customer
will not have to report the outage, and Duquesne Light's efforts to
restore power can begin sooner, reducing the time the customer is
without power. Customers also will be able to request electric service
to start or stop on any hour of any day. And customers who hawvi
electric meters inside their homes no longer will have to provide access
to have their meters

In the future, Du

‘ Light will be able to protile each customer’s
consumption of electricity. Coupled with time-of-use and other special

rates, this informaton will he [‘;Mu\' ymers realize more value from




their use of electricity. As the transition to competition and custometr
choice begins over the next decade, ltron's [«"11)1)'1!_,'\. will enable the
utility to implement the needed metering and biiling services. The first
Duquesne Light customers will be connected to the new system in
April 1996, and all customers will be on-line in 199
We view our long-standing environmental commitment as another
compettive advantage. Surveys show that an increasing number of
consumeis prace value on a COompanv s environine ntal pertormance
NOyx Reduction Project Team ihrough the vears, we have earned a reputation as an environmental
leader in our industry. The photo below details one of our recent
success stories in this important area. Our commitment is driven by

hich stresses compliance, training

our environmental strategic plan, w
1ssues management, stewardship and communications. Through out
comprehensive and innovative approach to environmental excellence
in our operations and our community stewardship programs, we

continue to expand that commitment

As utility competition increases, so does the Importance of cost con

trol. Duquesne Light had another successtul year in this area in 1995

During the year, the Beaver Valley Power Station nucleai generating

units both had record refueling outages in terms of the number of




Don Morine Sateria Venable

days needed for completion. As detailed in the photo caption on page

10, the men and women who operate the station plan t mj Ve On

Lhese It'\x s in frature oLutagses I\'& ('llf.’,’ll(\'l[l\’t"\'l E‘H\HI' SS Processes
weir stations and continued efficiency improvements

oss the utility during the 1990s have resulted in a 20 percent 1ncreas

number of customers ser per emplovee. Additionally, annual

ration and maintenance expenses, excluding energy costs

}

been reduced by more than $10 million in the past two years
costs also have been a major focus of Duqguesne Light's cost
reduction efforts, since they represent approximately 40 percent of the util

ISLS 1eTEyY CO were lower 1n 1995 the third

i |
vered cost of coal 1s among the

i b

uet cost has been reduced

reductions Duguesne

" percent ‘hmw. {




John Lucey, Jr

competition-created opportunities wnd their success will continue
to distinguish DQLE from out competition in the future

Our Duquesne Enterprises subsidiary is forming strategic alliances to
offer a broad range of energy products and related services. During

1995, 1t acquired a substantial interest in Exide Electronics Group, an

integrated provider of power protection and power management systems

ind 1s exploring opportunities in fuel cells and telecommunications
] <

Chester Engineers, a leading national and international water and
wasiewaler engineering and services firm, 1s another DE investment
ster designs builds, owns and operates watet and wastewater treat
ment facilites for industrial and
municipal chients, including mor
than 100 Fortune 500 companies. A
strategic decision to pursue interna
tional markets more aggressively in
the early 1990s led to significant
contracts in Taiwan, Mexico, South

America and China. Since out

1

affiliation with Chester in 1993, the company
has focused on expanding its core business
of domestic and international water treat
ment consulting, while continuing to
improve its profitability

\\”(‘j.‘,]l\'!l\ I)\‘\-'it)llflh‘!ll( i'Ii‘H(JIIt n ha

been providing all of the energy services




the new Pittsburgh International
\irport since it opened in 1992
after winning a competitively bid
contract

Property Ventures, Lid. acquired

ind refurbished a building adja

cent to Pittsburgh’s Cultural
District, which now is serving as
Duquesne Light's corporate head

quarters, substantally reducing

the utility’s rental costs {see

oto capton on page 12)

l'hrough our Montauk sub
sidiary, we are the lessor in sever
il energy-related leasing transac
tions, including a fossil generat
ing station, a gas processing
tactlity and coal mining equip
ment (see photo on page 6)

Montauk also is a financial part

John Welch Lex Tsaggaris

ner in several oil and gas produe
President, DQE Energy Servi ton partnerships. The earnings
growth trend from our market

driven businesses is expected to continue in the future as these and
similar investments continue to be profitable, and as our newest sub
sidiary, DQE Energy Services (DES) develops

DES was formed in August 1995 to provide innovative energy solu
tions for domestic and international customers, inc luding energy/fuel
management, energy facility development, co-generation, independent
power production, utility management services, and advanced energy
systems. This new venture is being led by two veterans of the engineer
ing and energy services fields (see photo). Soon after its inception, DES
tormed a joint venture with Marathon Oil, an experienced energy com
pany with global reach, to develop independent power production
facilities abroad

“h ACTIVILIECS We }1‘!‘-.- (¢ scribed Lhe CUStoOmer service focus and
cost control ettorts of our core business, and the performance of oul
market-driven enterprises will help position DQE to continue to be

I y
an mdaustry leader into

ne

e

Ivate the entre
¢ ‘,’,""’ {

OUr uitimate
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Increased capital recovery will lower
fixed generation costs and bette .
position Duquesne Light for increas-

ing competition

CONDENSED STATEMENT OF CONSOUDATED INCOME

{MILLIONS OF DOLIARS, EXCEFE PER SHARE AMOUNTS)

Revenues from sales of electricity

Fuel and purchased power expenses

Net electric revenues

Other revenues

Net operating revenues

Operating and maintenance expenses
# Depreciation and amortization

laxes other than income taxes
Non-energy operating expenses
Operating income
= Equity investment and other income

Interest and other charges

Income before income taxes

Income taxes

Net income

- Earnings per share

Depreciation &
Amortization Expense

(mithons of dollars )

Year Ended December 31

1995 l\)\)_‘
$1,139 $1.134
232 244
W7 5390

N1 )
ORK 980
385 408
192 167
8Y od
GO 663
122 317
52 43

107 110
267 250
96 93

$ 171 $ 157
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Total assets

current Lrabuities

Deterred income

n-current habilities

terence stock

Common shareholders” equity

Total liabilities and equity

Long-Term
Investments

Future earnings growth will come
from the sale of new product:
and services related t

business. These energy solutions
are being developed and
mplemented through our market

Inven subsicharnes




CONDENSED STATEMENT OF CONSOLIDATED CASH FLOWS
(M N # [DOLIARS)

Operating cash flows
Changes in working capital

Other

Cash provided from operating activities

Long-term investments
CONER “APITA L

RN D ! TS * Capital expenditures

Cither

Cash used by investing activities
P :K;C “EC Skaen
( R s == Common stock dividends
Common Stock repurchases
= Net reduction of long-term obligations
Change in notes payable

Other

Cash used by financing activities

Net change in cash

Net Operating
Cash Flow*

Positive cash flow allowed DQE to
meet all of its operating and
construction requirements, improve
its capital structure and develop its

market-driven operations

1991

*Excludes working capital

and other balance sheet changes
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Selected Income Statement ltems

NEL aperating revenues
Operating and main

epreciatl

| axes Othe

\
Non-energy operating expenses

Operating tmcome

Net income
Earnings per share

Ratio of earnings to fixed charges (pre-tax)

Selected Balance Sheet ltems

Selected Common Stock Information
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1995
Sales of Electricity (kilowatt-hours)

residential use

Average annual
sales bitled (milhions)
identia
omimercia
|
Industrial
\.l i

scellaneous

lotal sales to customers

other utthities
I\Fhl[ \Alll'\

Percentage Change in Energy Sales

Residentia

Miscellaneou

lotal sales to customers

Sl ' el
NA1ES LO other utihtes

Total Sales

Energy Supply and Production Data

Lnergy supply (mihions ot kil

3.65¢

13¢

lotal customers

Market-Driven Operations

15,629

2,834
) 308

140.15€

19¢
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66. Term expires 1997 (1, 6). Institute Professor

Rensselaer Polytechnic Institute. Directorships

include Hy-Tech Machine, Inc, (specialty parts)

loachim Machinery Co., Inc. (distributor of

machine tools), and Chester Engineers

Doreen E. Bovyce

61. Term e xpires 1998 (2, 5). Pre sident of the
Buhl Foundation (supports educational and
community programs). Directorships include
Microbac Laboratories, Inc. and Dollar Bank
Federal Savings Bank

M Il‘\||‘l)| ( HHx\ﬁ

Irustee of Franklin &

Rosert P. BozzONE

62. Term ¢ Vice Chairman of

\Hlegheny Ludlum Corporation (specialty metals

xpires 1997 (1, 2)
production). Directorships include Allegheny
Ludlum Corporation; Chairman, Pittsburgh
branch of the Federal Reserve Bank of Cleveland

[rustee of Rensselaer Polvtechnic Institute

Siuu FaLk

61. Term expires 1996 (2, 3, 4). Management
Of pe rsonal investments. Chairman of Maurice
Falk Medical Fund and Chatham College Board
of Trustees. Directorships include the Historical
Society of Western Pennsvlvania and the

Atlegheny Land Trust

WiLLiam H. KNOELL

"I Term expires 1997 (3, 4, 6). Retired
Chairman and Chief Executive Officer of
(basic and specialty

steels and fabricated steel products; industrial

Cyclops Industries, Ine

and commercial construction). Directorships
include Cabot Oil and Gas Corporation. Life
trustee ot Carnegie Mellon University

Davio D. MARSHALL

1998 (5, 6)

13, lerm expires
President of DQI
Othicer of Duquesne Light. Directorships

Executive Vice
President and Chief Operating

include Southwestern Pennsylvania Industrial
Resource Center (economic development)
\hl

Southwest Association (ece

[ Tustee President and Secretary of Penn's

momic development)

p BERT '\ﬁ; HRABIAN

4. Term expires 1998 (1, 5, 6). President

Carnegie Mellon Uiniversity 1, College of

Engineenng, University ot California Santa

1983-90. Directorships include PPG

Barbara I

Industries, Ine (L*r\'«1v.vvl Ol \,'_! 1S, chemicals

ind Mellon Banl

coatnmgs and resins)

Lorporation

THOMAS J. MURRIN

(18] !ll!‘»t\','l'c\ 1997 (3, 6). Dean, A.J

Palumbo School of Business Administration

Duquesne Liniversity; former Deputy Secretary

of LLS. Dept. of Commerce; former President
Westinghouse Electric Corporation Energy and
Advanced Technology Group. Directorships
Motorola, Inc. Member of the

Executive Committee of the LS. Council on

wlude

Competitiveness and Chairman of the District
Export Council

RoBeRrT B. PEASE

70. Term expires 1996 (1, 5). Senior Vice
President, National Development Corporation
Allegheny

Conterence on Community Development, 1968

(real estate); Executive Director
\

). Directorships include Regional Industrial
Development Corporation ot Southwestern

Pennsylvania

Eric W. SPRINGER

66. Term expires 1996 (1, 4). Partner of Horty

springer and Mattern, P.C. (attorneys-at-law)
Directorships include Presbvterian University
Hospital. Past president of the Allegheny
County Bar Association
WESLEY W. VON SCHACK
51. Term expires 1996 (3, 4, 6). Chairm
President and Chiet Executive Officer of DQI
Chairman and Chief Executive Officer of
Duquesne Light. Directorships include Mellon
Bank Corporation, RMI Titanium Co., the
Pittsburgh branch of the Federal Reserve Bank of
Cleveland; Chairman, the Regional Industrial
Development Corporation of Southwestern
Pennsylvania, and the Pittsburgh Cultural
Also a life Mellon
Liniversity

trust trustee of Carnegie
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ComPany REPORT ON FINANCIAL STATEMENTS'

'he Company is responsible for the financial information and repre
sentations contained in the financial statements and other sections of
this annual report to shareholders. The Company believes that the
consolidated financial statements have been prepared in conformity
with generally accepted accounting principles that are appropriate in the
circumstances to reflect, in all material respects, the substance of events
ind transactions that should be included in the statements and that the
other information in the annual report to shareholders is consistent with
those statements. In preparing the financial statements, the Company
makes informed judgments and estimates based on currently available
information about the effects of certain events and transactions. The
Company maintains a system of internal accounting control designed to
provide reasonable assurance that the Company’s assets are saleguarded

and that transactions are executed and recorded in accordance with

tablished procedures. There are limits inherent in any system of internal

control and such limits are based on recognition that the cost of such a
system should not exceed the benefits derived. The system of internal
accounting control is supported by written policies and guidelines and is
supplemented by a staff of internal auditors. The Company believes that
the internal accounting control system provides reasonable assurance

that its assets are safeguarded and the financial information is reliable

L-Jula, W W §2Rac b

\.‘\q\;"'. \Ka
Chairman of the Board, Presid

ind Chiet Executive Officer

AN AN

.,\,)Y . ( P -




Allowance for Funds Used During

Construction (\’l J

Construction Work In Progress (CW P)

\

)

Deferred Energy Costs

Regulatory Assel

}
1
1AL

h

Retail or Wholesule Access

mers t

T«

}




DQE 1995 FINANCIAL INFORMATION

I'he Company's Electric Service Territon

g j
Regulation




Cus Hn
1sed 2 ) ]
mmey

' ey
DECaUse

5

INdust;

ential Kw

I

Compon, ns of ( harige

Uth:

lotal ¢ ) Tating R

o Oth (/I//'l:. §

\.hu('
KWE
o the
ind ¢
Were

0 ot
resuly
Lusto

\djus
crediy
the (
VA)')
the P
the
sales
Rate \

Tt‘\"t'\ I

oen

i ( '/’.-'l

ercent

INd wintes De'r
| HHer tem e

t

e PeCt Vel

Sctl e U )¢

ating Revenyes from the Prior ye

Wy




respect ',", lotal Kilowatt hour { "\»\H;‘ sales to customers
n compared to KWH sales 1 ustomers in 1994, In response 1o
reme | stmmer and w s, residential

percent and .U percent
) Lhe prol yvear because «
MMPaay large industrial
higher residential KWH sales mpares

Components of Change in Operating Revenues from the Prior Year

Revenues

Sales to Other Utilities




. o 4

Other Operating Revenues

The Company's non-KWH revenues comprise other operating revenues in the Company’s
statement of consolidated income. Other operating revenues decreased $9 2 raillion in 1995, when
compared to the prior year. This decrease largely reflects the restructuring of Chester Engineers
(Chester) (formerly, Chester Environmental, Inc.), a wholly owned subsidiary of DE. Conversely,
other operating revenues expanded in 1994 and 1993 when compared to each of the prior years
primarily due to growth in environmental service revenues. This growth included the original
acquisition of a 70 percent controlling interest in Chester in August 1993 Cherer’s revenues have
been reflected in other operating revenues since that date.

Operating Expenses

Total operating expenses decreased $9.3 million for 1995 when compared to 1994. Total operating
expenses increased from 1993 to 1994 by $36.9 million. Fuel and purchased power expense fluctua-
tions generally result from changes in the cost of fuel, the mix between coal and nuclear generation,

the total KWHs sold and generating station availability. Because of the ECR, changes in fuel and
purchased power costs normally do not impact earnings.

Components of Change in Fuel and Purchased Power Expense from the Prior Year

1995 1994

(Amounts in Millions of Dollars)

Average unit cost of fuel ' $ (23) $(3.4)
Generation mix (5.2) (5.5)
Generation volume (6.4) 7.6
Purchased power 1.7 7.7
 Total Energy Expense $(12.2) $ 6.4

The average unit cost of fuel is based on fuel costs divided by generation. The average unit
cost of fuel decreased in 1995 when compared to 1994 and 1993 largely because of lower nuclear
fuel costs.

CGeneration mix impacts fuel expense as the Company’s nuclear fuel cost per KWH is less than
its fossil fuel cost per KWH. During 1993, compared to 1994 and 1995, the Company had more
nuclear power station outages, resulting in less nuclear generation and more fossil fuel and
purchased power expense.

Generation volume during 1995 decreased 2.7 percent when compared to 1994 due to more
generating station outages. Overall nie-lear generation increased in 1995 due to strong performances
at the nuclear units. (See “Beaver Vo'iey Power Station (BVPS)” and “Perry Unit 1" discussions on
page 30.) Major outages at coal stations, including an extended forced outage at the Ft. Martin
Power Station, resulted in reduced coal generation which more than offset the increased nuclear
generation. During 1994, generation increased 3.4 percent from 1993 due to fewer generating
station outages.

Purchased power volume increased in 1995 when compared to 1994 primarily due to generating
station outages during periods of extreme weather conditions. Purchased power volume increased
in 1994 when compared to 1993 primarily due to the performance of Perry Unit 1

In 1995, other operating expense decreased $25.3 million when compared to 1994. This 1995
reduction reflects, in large part, the restructuring of Chester. In addition, $7.7 million, or 30 per-
cent of this favarable variance, constitutes cost savings attributable to the Company’s electric utili-
ty operations. Other operating expense increased slightly in 1994 compared to 1993 despite a
$25.0 million increase in operating expenses at Chester, the result of a full year of ownership in
1994. This increase was offset by similar electric utility cost reductions and by the 1993 recording
of a $15.2 million long-term power sale write-off and a $12.8 million property subleasing charge.

Maintenance expens: fluctuations primarily result from the timing of scheduled generating station
outages, the timing of scheduled transmission and distribution line maintenance and the effect of
storms on overhead lines and transformers. Incremental maintenance expense incurred for scheduled
refueling outages at the Company’s nuclear units is deferred for amortization over the period
between refueling outages (generally 18 months). Influenced by extreme weather conditions and the
timing of outages at both fossit ond nuclear stations, mamntenance costs incurred by the Company
in 1995 exceeded the prior yeas by $2.0 million. During 1994 and 1993, amortization of deferred
nuclear refueling outage expense increased, reflecting the higher costs of refueling outages. Offsetting
this increase in 1994 was a decrease in transmission and distribution line maintenance expense.
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Property, Plant and
Equipment (PP&E)

between the amount that the Company 1s currently collecting from customers and its actual I CR
energy costs. The PUC annually reviews the Company's FCR energy costs for the fiscal year Apnil
through March, compares them 1o previously projected LCR energy costs and adjusts the ECR for
over- or under-recoveries and for two PUC-established coal cost standards. (See “Deferred Coal
Costs™ and “Warwick Mine Costs” discussions in Note F 1o the consolidated financial statements
on page 49.)

Over- or under-recoveries from customers are recorded on the consolidated balance sheet as
payable to, or receivable from, customers. At December 31, 1995, $5 8 million was payable 10
customers and shown as other current liabilities. At December 31, 1994, $5 .9 million was receivable
from customers and shown as other current assets.

Deferred Rate Synchronization Costs

In 1987, the PUC approved the Company's petition 1o defer initial operating and other coswc of
Perry Unit 1 and BV Unit 2. The Company deferred the costs incurred 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 postponed ruling on whether these costs would be recoverable from
the Company’s electric utility customers. At December 31, 1995, these costs totaled $51.1 million,
net of deferred fuel savings related 10 the two units, The Company is not earning a return on the
deferred costs. The Company believes that these costs are recoverable. In 1990 and 1995, the PUC
permitted other Pennsylvania electric utilities rate recovery of such costs,

Investment in PP&E and Accumulated Depreciation

The Company’s total investment in property, plant and equipment and | e related accumidated
depreciation balances for major classes of property at December 31, 1995 and 1994, are as follows:

PP&E and Related Accumulated Depreciation at December 31

(Amounts in Thousands of Dollars)

1995 1294
Accumulated Net Accumulated  Net

I D P ’ - gk g
Electric Production $2,501,974 § 885,389 $1,616,585 $2,474.032 $ 796,338 $1,677.694
Electric Transmission 296,953 110,242 186,711 295,512 105,217 190,295
Electric Distribution 1,143,111 347,399 795,712 1,119,247 323,922 795,325
Electric General 314,844 141,133 173,711 305,335 123,766 181,569
Property Held for Future Llse 216,633 94,283 122,350 216,206 94,283 121,923
Property Held Under Capital Leases 133,381 74,874 58,507 162,732 2N.376 71,356
Other 139,217 32,557 106,660 136,460 35,081 101,379
Total $4,746,113 $1,685,877 $3,060,236 $4,709,524 $1,569,983 $3,139,541

Joint Intevests in Generating Units

The Company has various contracts with The Potomac Edison Company, Monongahela
Power Company, Ohio Edison Company. Pennsylvania Power Company, The Cleveland Electric
Huminating Company (CEI) and The Toledo Edison Company that include provisions for
coordinated maintenance responsibilities, limited and qualified mutual back-up in the event of
outages and centain capacity and energy transactions.

Under the agreements governing the operation of these jointly owned generating units, the
day-to-day operating authority is assigned 1o a specific company. CEl has such authority for
Petry Unit 1 and Eastlake Uinit 5; Ohio Edison Company has authority for Sammis Unit 7;
Pennsylvania Power Company has authority for Bruce Mansfield Units 1, 2 and 3; and
Monongahela Power Company operates Ft. Martin Unit 1.

In September 1995, the Company served a demand for arbitration on CEl seeking, among
other things, a partition of Lastlake Unit 5 through a sale of the Company ‘s interest therein and a
termination of its operating agreement with CEl for that unit. The demand alleges, among other
things, the improper allocation by CEI of fuel and related costs between itself and the Company;
the mismanagement by CEl of the closing of the Saginaw Mine, which historically supplied coal
to the unit; and the concealment by CEl of information. In October 1995, CLI filed its own
arbitration demand and asserted counterclaims seeking the Company's alleged share of costs
relating to the unit. A panel of arbitrators has been appointed.

DQE 1995 Annual Report e
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the Company has a joint interest in the tollowing nuclear power stations with the tollowing

companies:

—Beaver Valley Perry
Duquesne * 47.50% *13.74% () 13.74%
Ohio Edison Company 35.00% 4] 88% 30.00%
Pennsylvania Power Company (a) 17.50% - 5.24%
CEI (b) g 24.47% * 31.11%
Toledo Edison Company (b) - 19.91% 19.91%

*Denotes Operator

() Subsidiary of Ohio Edison Company

(b) Subsidiary of Centerior Energy Corporation

(€) In 1987, the Company sold and leased back its 13.74 percent interest in BY Unit 2; the sale was exclusive
of transmission and common facilities. The total sales price of $537.9 million was the appraised value of
the Company's interest in the property. The Company subsequently leased back its interest in the unit for
a term of 29.5 years. The lease provides for semiannual payments and is accounted for as an operating
lease. The Company is responsible under the terms of the lease for all costs of its interest in the unit.
(See “Property, Plant and Equipment,” Note E, 1o the consolidated financial statements on page 47.)

The Company has a joint interest in the following fossil plants with the following companies:

Sammis e Bruce Mansfield Eastlake  Ft. Martin
Unit 7 Unit 1 Unit 2 Unit 3 Unit 5 Unit )

Duquesne 31.20%  29.30% §.00% 13.74% 31.20% 50.00%
Ohio Edison Company *48.00%  60.00% 39.30% 35.60% - -
Pennsylvania Power Company (a) 20.80% * 4.20% *6.80% *6.28% - -
CEl (b) - 6.50% 28 60% 24.47% * 68.80% -
Toledo Edison Company (b) - - 17.30% 19.91% - -
Potomac Edison Company (c) - - - - - 25.00%
Monongahela Power Company (c) - - - - - *25.00%

*Denotes Operator

(a) Subsidiary of Ohio Edison Company

(b) Subsidiary of Centerior Energy Corporation

(¢) Subsidiary of, and currently known as, Allegheny Power System

Beaver Valley Power Station (BVPS)

BVPS continues to demonstrate excellence in operating performance. During 1995, BV Uni( 1
and BV Unit 2 both underwent scheduled refueling outages, which were completed in the shortest
duration in both the units’ history. Further exemplifying BVPS" accomplishments, both refueling
outages were completed under budgeted cost. In spite of these scheduled refueling outages, the
combined capacity factor for the units averaged 80 percent during 1995. Capacity factor is a key
production measure and indicates how well the plant operated based on its design capacity. It is
the ratio of the power actually generated by a facility to the facility's rated capacity during a given
period of time. Also, BV Unit 2 achieved 2n unplanned capability loss factor of 0.7 percent, which
is significantly better than the industry standard of 4.0 percent. This factor measures how much
power production was lost due to unplanned outages.

In addition to optimizing generation and cost efficiency, BVPS management continues to
emphasize safety in operations. During 1995, BVPS employees achieved the milestone of more
than three million hours worked without incurring a single lost time accident.

Perry Unit 1

The Company has a 13.74 percent ownership interest in Perry Unit 1, a nuclear generating unit
located in Ohio and operated by CEL.

Perry Unit 1 experienced improved performance during 1995, a year without a refueling outage,
and achieved a capacity factor of 87.5 percent.

CEl has submitted to the NRC an action plan, called the Perry Course of Action (PCA). CEI man-
agement continues to represent to the Company that the PCA is on schedule and will be an effective
program to ensure that Perry Unit 1 is in conformance with applicable industry standards. The
PCA is scheduled to h'e completed by the end of Perry Unit 1's fifth refueling outage, presently
scheduled for the spring of 1996. The Company cannot predict the effectiveness of the PCA. The
Company will continue to monitor closely this situation.




Employees

Electric Utility
Operations

Sale of Ft. Martin

On November 29, 1995, the Company and AYP Capital, Inc., 2n unregulated subsidiary of the
Allegheny Power System (APS), entered into an agreement for the sale of the Company’s 50 percent
ownership interest in Unit 1 of the Ft. Martin Power Station, for the sum of $169 million. The
agreement is subject to all necessary regulatory approvals. On December 20, 1995, the Company
filed a Petition for Declaratory Order with the PUC requesting approval for the sale in conjunction
with a six-point plan to be financed in part by the proceeds of the Ft. Manin transaction.

Under the plan, the Company offers o freeze its base rates for a period of five years, If
approved, the rate freeze is expected 1o produce a 14 percent reduction in the real price of elec-
tricity based on an average annual inflation rate of 2.7 percent. In addition, the Company propos-
es to record a one-time reduction of approximately $130 million in the value of the Company's
nuclear plant investment. The Company also proposes to use the proceeds from the sale to
finance reliability enhancements to the simple cycle units located at Bl, 1o retire debt and 1o
reduce equity. The Bl simple cycle units will provide 168 megawatts (MW) of peaking capacity
and permit the Company to achieve greater operational flexibility in meeting peak system demands.
The plan also proposes an annual increase of $25 million for three years in depreciation and amor-
tization expense to the Company’s nuclear investment, as well as additional annual contributions
1o its nuclear plant decommissioning funds of $5 million for five years, without any increase in
existing electric rates. Lastly, the Company proposes a five-year annual $5 million credit to the
ECR to compensate the Company's electric utility customers for the lost profits from any reduced
short-term power sales foregone by the sale of its ownership interest in the Ft. Martin Power
Station. (See “Energy Cost Rate Adjustment Clause (ECR)” discussion on page 28.)

The PUC is currently reviewing the Company’s petition.

Property Held for Future Use

In 1986, the PUC approved the Company's request to remove the 300 MW Phillips Power
Station (Phillips) and 240 MW of 81 from service and from rate base. The Company expects o
recover its net investment in these plants through future electricity sales. The Company believes its
investment in these plants will be necessary in order to meet future business needs outlined in
the Company’s plans for optimizing generation resources. (See “Generation Resource
Optimization” discussion on page 37.) If business opportunities do not develop as expected, the
Company will consider the sale of these assets. In the event that market demand, transmission
access or rate recovery do not support the utilization or sale of the plants, the Company may have
1o write off part or all of their costs. At December 31, 1995, the Company’s net investment in
Phillips and Bl held for future use was $77.4 million and $44.9 million, respectively.

At December 31, 1995, DQE and its subsidiaries had 3,839 employees, including 1,178
employees at the Company-operated BVPS, The International Brotherhood of Electrical Workers
(IBEW) union represents 2,086 of the Company’s employees. The current collective bargaining
agreement with the IBEW expires on September 30, 1998.

Approximately 69 percent of the electric energy generated by the Company's system during 1995
was produced by its coal-fired generating capacity and approximately 31 percent was produced by
its nuclear generating capacity. The Company normally experiences its peak loads in the summer.
The 1995 customer system peak of 2,666 MW, the highest system peak in the Company's history,
occurred on August 16, 1995.

The Company’s fossil plants operated at 76 percent availability in 1995 and 85 percent availability
in 1994, The Company’s nuclear plants operated at 83 percent availability in 1995 and 75 percent
in 1994 The timing and duration of scheduled maintenance and refueling outages, as well as the
duration of forced outages, affect the availability of power stations.

The Company determines the need for and timing of generation resource additions based on
maintaining an adequate tevel of resources in reserve above the projected weather normalized
annual pak demand. In addiiion, capacity resources throughout the region can supplement the
Company's in-service generation resources, if required, through the Company’s substantial transmis- |
sion impon capability, currently in excess of 4,000 MW. The North American Electric Reliability
Council, of which the Company is a member, uses “capacity margin” o report generating capability
when compared to customer demand. Capacity margin is one of the criteria used by the Company
in assessing the need for future resources. The Company's capacity margin in 1995 was 11.7 percent,
The capacity portfolio reflected in the Company’s capacity margin includes in-service generating
capacity, plus 21 MW capacity provided by non-utility generation contracts, plus a portion of the
capacity from property held for future use available to meet customer needs during peaking or
emergency conditions. The customer peak demand reflected in the Company’s capacity margin is
based on the actual peak demand experienced during the extraordinarily hot 1995 summer
weather conditions, less 97 MW of interruptible load resources available from the Company's
interruptible customers, but not actually interrupted during the peak period.
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The successful resolution of the Company’s proposed sale of its ownership interest in 1. Martin
will reduce in-service capacity by 276 MW. The Company expects o replace Ft. Martin capacity by
(1) utilizing the 168 MW oil-fired combustion turbines at the Bl combined cycle facility, which is
property held for future use, and (2) acquiring seasonal peaking capacity from power marketplace
resources, as required. These additional resources ensure that adequate capacity will be available
to enable the Company to continue to maintain the expected level of power generation reliability.

The Company believes that sufficient coal for its coal-fired generating units will be available from
various sources to satisfy its requirements for the foresecable future. During 1995, approximately
2.6 million tons of coal were consumed at the Company's two wholly owned coal-fired stations,
Cheswick Power Station (Cheswick) and Elrama Power Station (Elrama).

The Company owns Warwick Mine, an underground mine located on the Monongahela River
approximately 83 river miles from Pittsburgh. Warwick Mine has been excluded from rate base since
1981. The Company temporarily idled the mine in June 1988 due to excess coal inventories. In
1990, the Company restarted the mine and entered into an agreen nt under which an unaffiliated
company will operate the mine until March 2000 and sell the coal produced. Production began
in late 1990. The mine produced 1.1 million tons of coal in 1995, The Warwick Mine coal reserves
include both high and low sulfur coal; the sulfur content averages in the mid-range at 1.7 percent
to 1.9 percent. More than 60 percent of the coal mined at Warwick Mine currently is used by the
Company. The Company receives a royalty on any sales of Warwick coal in the open market, These
royalties are credited 1o the Company’s ECR. The Warwick Mine currently supplies less than one-
fifth of the coal used in the production of electricity at the plants owned or jointly owned by the
Company. The Company estimates that, at December 31, 1995, its economically recoverablie coal
reserves at Warwick Mine were 9.0 million tons. Costs at Warwick Mine and the Company's
investment in the mine are expected o be recovered through the cost of coal in the ECR. Recovery
is subject to 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 period of the system-wide
coal cost standard. At December 31, 1995, the Company’s net investment in the mine was $14.9
million. The current estimated liability, including final site reclamation, mine water treatment and
certain labor liabilities, for mine closing is $34.1 million, and the Company has recorded a liability
on the consolidated balance sheet of approximately $15.9 million toward these costs. (See “Warwick
Mine Costs” discussion in Note I to the consolidated financial statements on page 49.)

During 1995, 56 percent of the Company’s coal supplies were provided by contracts including
Warwick Mine, with the remainder satisfied through purchases on the spot market. The Company
had four long-term contracts in effect at December 31, 1995, which, in combination with spot
market purchases, are expected to furnish an adequate future coal supply. The Company does not
anticipate any difficulty in replacing or renewing these contracts as they expire from 1996 through
2002. At December 31, 1995, the Company's wholly owned and jointly owned generating units
had on hand an average coal supply of 45 days.

The PUC has established two market price coal cost standards. One applies only to coal delivered
at the Bruce Mansfield Power Station (Bruce Mansfield). The other, the system-wide coal cost
standard, applies to coal delivered to the remainder of the Company’s system. Both standards ar
updated monthly 1o reflect prevailing market prices of similar coal. The PUC has directed the
Company to defer recovery of the delivered cost of coal 1o the extent that such cost exceeds general y
prevailing market prices for similar coal, as determined by the PUC. The PUC allows deferred
amounts to be recovered from customers when the delivered costs of coal fall below such PUC-
determined prevailing market prices.

The system-wide coal cost standard extends through March 2000. The unrecovered cost of Bruce
Mansfield coal was $8.4 million and the unrecovered cost of the remainder of the system-wide coal
was $4.4 million at December 31, 1995. The Company estimates that all deferred coal costs will
be recovered. The Company’s average cost per ton of coal consumed, including the cost of delivery,
during the past three years at generating units which it operates or in which it has an ownership
interest was $38.86, $39.12 and $40.08 in 1995, 1994 and 1993, respectively. The cost of coal,
which falls within the market price limitations, is recovered from the Company’s customers through
the LCR. (See “Rate Matters” discussion on page 28, and also see “Deferred Coal Costs” discussion
in Note I to the consolidated financial statements on page 49.)

The cycle of production and wilization of nuclear fuel consists of (1) mining and milling
of uranium ore and processing the ore into uranium concentrates, (2) converting uranium
concentrates to uranium hexafluoride, (3) enriching the uranium hexafluoride, (4) fabricating
fuel assemblies, (5) utilizing the nuclear fuel in the generating station reactor and (6) storing and
disposing of spent fuel.,

Adequate supplies of uranium and conversion services are under contract for the Company's
requirements for its jointly owned/leased nuclear units through 1996. Enrichment services are
supplied under a 1984 United States Enrichment Corporation Utility Services Contract entered into
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for a period of 30 years by the Company for joint interests in Perry Unit 1, BV Unit | and BV

Unit 2. Under the terms and conditions of this contract, the Company is committed to 100 percent
of its enrichment needs through 1998 and 70 percent in 1999; the Company has terminated, at zero
cost, all of its enrichment services requirements for fiscal years 2000 through 2005 and continues

to review the need for further services on an annual basis. Fuel fabrication contracts are in place 1o

supply reload requirements for the next two cycles for BV Unit 1, the next two cycles for BV Unit 2

and the next sixteen cycles for Perry Unit 1. The Company will be required to make arrangements
for uranium supply and related services as existing commitments expire.

Each utility company is responsible for financing its proportionate share of the costs of nuclear
fuel for each nuclear unit in which it has an ownership or leasehold interest. (See “Nuclear Fuel
Leasing” discussion on page 27.) The Company's nuclear fuel costs, which are amortized to
reflect fuel consumed, are charged to fuel expense and are recovered through rates. The Company
estimates that, over the next three years, the ame rtization of nuclear fuel consumed will exceed
the expenditures for new fuel by approximately $1.7 million. The actual nuclear fuel costs 1o be
financed and amortized during the period 1996 through 1998 will be influenced by such factors
as changes in interest rates; lengths of the respective fuel cycles; reload cycle design; and changes
in nuclear material costs and services, the prices and availability of which are not known at this
time. Such costs may also be influenced by other events not presently foreseen.

The Company’s nuclear fuel costs related to BV Unit 1, BY Unit 2 and Perry Unit 1 under the
fuel lease arrangement are charged to fuel expense based on the quantity of energy generated.
Nuclear fuel costs for these units averaged .750, 1903 and 918 cents per KW, inclusive of charges
associated with spent fuel, in 1995, 1994 and 1993, respectively. The Company is recovering from
its customers the costs associated with the ultimate disposal of spent fuel.

The PUC ruled that recovery of the decommissioning costs for BV Unit 1 could begin in 1977,
and that recovery for BV Unit 2 and Perry Unit 1 could begin in 1988. The Company expects to
decommission BV Unit 1, BV Unit 2 and Perry Unit 1 no earlier than the expiration of each
plant’s operating license, 2016, 2026 and 2025, respectively. BV Unit 1 is expected to be placed in
safe storage until the expiration of the BV Unit 2 operating license, at which time the units may
be decommissioned ogether.

Based on site-specific studies finalized in 1992 for BV Unit 2, and in 1994 for BV Unit 1 and
Perry Unit 1, the Company’s share of the total estimated decommissioning costs, including removal
and decontamination costs, currently being used to determine the Company’s cost of service, are
$122 million for BV Unit 1, $35 million for BV Unit 2 and $67 million for Perry Unit 1.

In conjunction with an August 18, 1994, PUC Accounting Order, the Company has increased the
annual contribution to its decommissioning trusts by approximately $2 million to bring the total
annual funding to approximately $4 million per year. In collaboration with the Company and several
other Pennsylvania utilities, the PUC Office of Special Assistants is evaluating various decommis-
sioning issues, including funding methods. The Company expects that any action relating to any
forthcoming PUC report will result in further increases in annual contributions to its decommis-
sioning trusts, Consistent with these anticipated future PUC actions, the Company’s petition
before the PUC for the sale of its ownership interest in the Ft. Martin Power Station provides for
additional annual contributions to its nuclear decommissioning funds of $5 million for five years
without any increase in existing electric rates. (See “Sale of Ft. Martin” discussion on page 31.)

The Company records decommissioning costs under the category of depreciation and amortization
expense and accrues a liability, equal 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 of municipal bonds, certificates of deposit and United States government
securities having a weighted average duration of four to seven years. Trust fund earnings increase
the fund balance and the recorded liability. The market value of the aggregate trust fund balances
arivocember 31, 1995, totaled approximately $28.5 million. On the Company’s consolidated bal-
ance sneet, the decommissioning trusts have been reflected in other long-term investments, and the
related liability has been recorded as other non-current liabilities.

All of the companies with an interest in BV Unit 1, BY Unit 2 and Perry Unit 1 maintain
nuclear property insurance, which provides coverage for property damage, decommissioning
and decontamination liabilities. The Company’s share of this program provides for $1.2 billion
of insurance coverage for its net investment of $407.8 million in the BVPS and $565.5 million
in Perry Unit 1, plus its interest in BV Unit 2 with lease commitments of $405.2 million, at
December 31, 1995. The lease commitments of $405.2 million represent the net present value of
future lease paymenis discounted at 10.94 percent, the return currently authorized the Company’s
electric utility operations by the PUC. The Company would be responsible for its share of any
damages in excess of insurance coverage. In addition, if the property damage reserves of Nuclear
Electric Insurance Limited (NEIL), an industry mutual insurance company, are inadequate 10 cover
claims arising from an incident at any United States nuclear site covered by that insurer, the
Company could be assessed retrospective premiums totaling a maximum of $10.9 million.
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The Price-Anderson Amendments 10 the Atomic Energy Act of 1954 limit public lability from a single
incident at a nuclear plant 1o $8.9 billion. The Company has purchased $200 million of insurance,
the maximum amount available, which provide« .he first level of financial protection.

Additional protection of $8.3 billion would be provided by an assessment of up 10 $75.5 million
per incident on each nuclear unit in the United States. The Company’s maximum total assessment,
$56.6 million, which is based on its ownership or leasehold interests in three nuclear generating
units, would be limited 10 a maximum of $7.5 million per incident per year. A further sircharge
of 5 percent could be levied if the total amount of public claims exceeded the funds provided
under the assessment program. Additionally, a state premium tax (typically 3 percent) could be
charged on the assessment and surcharge. Finally, the United States Congress could impaose other
revenue-raising measures on the nuclear industry if funds prove insufficient to pay claimy,.

The Company carries extra expense insurance which would pay the incremental cost of any
replacement power purchased (in addition to costs that would have been incurred had the units
been operating) and other incidental expense afier the occurrence of certain types of accidents at
its nuclear units in a limited amount for a limited period of tme. The coverage provides for 100
percent of the estimated extra expense per week during the 52-week period starting 21 weeks after
an accident and 80 percent of such estimate per week for the following 104 weeks, with no coverage
thereafier. The amount and duration of actual extra expense could substantially exceed insurance
coverage. NEIL also provides this insurance, If NEIL's reserves are inadequate to cover claims at any
United States nuclear site covered by that insurer, the Company could be assessed retrospective
premiums totaling a maximum of $3.5 million.

The Nuclear Waste Policy Act of 1982 established a policy for handling and disposing of spent
nuclear fuel and a policy requiring the established final repository to accept spent fuel Electric
utility companies have entered into contracts with the DOL for the permanent disposal of spent
nuclear fuel and high-level radioactive waste in compliance with this legislation. ‘The DOE has
indicated that its repository under these contracts will not be availabie for acceptance of spent
fuel before 2010 at the earliest. Existing on-site spent fuel storage capacities at BV Unit 1, BV Unit
2 and Perry Unit 1 are expected to be sufficient until 2016, 2010 and 2011, respectively,

Nuclear reactor licensees in the United States are assessed annually for the decontamination
and decommissioning of DOE enrichment facilities. Assessments are based on the amount of
uranium a utility had processed for enrichment prior to enactment of the National Energy Policy Act
of 1992 (NEPA) and are to be paid by such utilities over a 15-year period. At December 31, 1995, the
Company’s liability for contributions is approximately $9.9 million (subject 1o an inflation adjust-
ment). Contributions, when made, are recovered from electric utility customers through the ECR,

The Comprehensive Environmenial Response, Compensation and Liability Act of 1980 and the |
Superfund Amendments and Reauthorization Act of 1986 (Superfund) established a variety of
informational and environmental action programs. The United States Environmental Protection
Agency (EPA) has informed the Company of its involvement or potential involvement in three
hazardous waste sites. The Company has reached agreements 1o make de minimis financial pay-
ments related to two of the three sites in order to resolve any associated liability. If the Company is
ultimately determined to be a responsible party with respect Lo the remaining site, it could be
liable for all or a portion of the cleanup costs. However, other solvent, potentially responsible
parties that may bear all or part of any liability are also involved. In addition, the Company
believes that available defenses, along with other factors (including overall limited involvement
and low estimated remediation costs) will limit any potential liability that the Company may have
for cleanup costs. The Company believes that it is adequately reserved for all known liabilities and
costs and, accordingly, that this matter will not have a materially adverse effect on its financial
position or results of operations.

[n 1990, Congress approved amendments to the Clean Air Act, which established the Emission
Allowance Trading System. Allowances are issued by the EPA to fossil-fired stations with generating
capability of more than 25 MW that were in existence as of the passage of the 1990 amendments
Allowances are part of an innovative market-based approach to sulfur dioxide (SO.) 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 to offset their emissions.

Although the Company has satisfied all of the Phase 1 requirements of the Clean Air Act, Phase 11
requires significant additional reductions of SO, and oxides of nitrogen (NO,) by the year 2000.
The Company currently has 662 MW of nuclear capacity, 1,187 MW of coal capacity equipped with
SO, emission reducing equipment (including 300 MW of property held for future use at Phillips) as
well as 757 MW of capacity that meets the 1995 standards of the Clean Air Act Amendments through
the use of low sulfur coal. Through the vear 2000, the Company is considering a combination of
compliance methods that include fuel switching; increased use of, and improvements in, SO,
emission reducing equipment; low NO, burner technology; and the purchase of emission



allowances. Flue gas conditioning and post combustion NO, reduction technologies may also be
employed if economically justified. In addition, the Company is examining and developing innov-
ative emissions technologies designed to reduce costs. The Company continues to work with the
operators of its jointly owned stations to implement cost-effective compliance strategies to meet
these requirements. NO, reductions under Title IV of the Clean Air Act were required at Cheswick,
and the work to achieve the reductions was completed in 1993. The ozone attainment provisions
of Title 1 of the Clean Air Act Amendments also required NO, reductions by mid-1995 at Cheswick,
Elrama and Bruce Mansfield. The Company achieved such reductions using innovative combustion
system modifications and low NO, burner technology. The Company currently estimates that
additional capital costs to comply with Clean Air Act requirements through the year 2000 will

be approximately $20 million. This estimate is subject 1o the finalization of federal and state
regulations and the PUC approval of the sale of the Company’s interest in the Ft. Martin Power
Station. (See “Sale of Ft. Martin” discussion on page 31.)

The Company has developed, patented and installed low NO, burner technology for the Elrama
boilers. These cost-effective NO, reduction systems installed on the Elrama roof fired boilers will
likely be specified as the benchmark for the industry for this class of boilers in the EPA's pending
Group 11 rulemaking. The Company is also currently evaluating additional low cost, developmental
NO, reduction technologies at Cheswick and Elrama. An Artificial Neural Network control system
enhancement, co-sponsored by the Electric Power Research Institute and the Company, will be
demonstrated at Cheswick. The Gas Research Institute and the Company arc sponsoring a targeted
natural gas reburn demonstration at Elrama. Both demonstiations will be completed in 1996.

As required by Title V of the Clean Air Act Amendments, the Company has filed comprehensive
air operating permit applications for Cheswick, Firama, Bl and Phillips during the last half of
1995. The Company also filed its Title IV Phase Il Clean Air Act compliance plan with the PUC on
December 27, 1995.

The Company is closely monitoring other potential future air quality programs and air emission
conirol requirements, including additional NO, control requirements that were recommended for
fossil fuel plants by the Ozone Transport Commission and the potential for more stringent ambient
air quality and emission standards for SO, particulates, and other by-products of coal combustion.
As these potential programs are in various stages of discussion and consideration, it is impossible
to make reasonable estimates of the potential costs and impacts, if any.

In 1992, the Pennsylvania Department of Environmental Protection (DEP) issued Residual Waste
Management Regulations governing the generation and management of non-hazardous residual
waste, such as coal ash. The Company is assessing the sites which it utilizes and has developed
compliance strategies under review by the DEP. Capital compliance costs of $3.0 million were
incurred by the Company in 1995 to comply with these DEP regulations; on the basis of information
currently available, an additional $2.5 million will be incurred in 1996. The expected additional
capital cost of compliance through the year 2000 is estimated, based on current information, 1o
be approximately $25 million. This estimate is subject to the results of ground water assessments
and DEP final approval of compliance plans.

The Company is involved in various other environmental matters. The Company believes that
such matters, in total, will not have a materially adverse effect on its financial position or results
of operations.

Outlook Competition

The electric utility industry is undergoing fundamental change in response to the open trans-
mission access and increased availability of energy alternatives fostered by NEPA which has served
to increase competition in the industry. Previously captive customers are seeking freedom to choose
alternative suppliers of energy. These competitive pressures require utilities to offer competitive
pricing and terms to retain customers and to develop new markets for the optimal utilization of
their generation capacity.

At the national level, NEPA was designed to encourage competition among electric utility
companies, improve energy resource planning and to encourage the development of alternative
sources of energy. NEPA authorizes the FERC to require electric utilities 1o provide wholesale
suppliers of electric energy with nondiscriminatory access to the utility’s wholesale transmission
system. In response to this mandate, the FERC has issued a Notice of Proposed Rulemaking
(NOPR) on Open Access Nondiscriminatory Transmission Services and a supplemental NOPR on
the Recovery of Stranded Costs. The NOPR on open access transmission would define the terms
under which independent power producers, neighboring utilities and others could gain access to
a utility’s transmission grid to deliver power to customers. The supplemental NOPR on stranded
costs would address the issue of recovery of a utility’s unrecovered costs that were incurred to
provide service to customers that subsequently leave a utility’s system in favor of another supplier.
A final order is expected in mid-1996 on both NOPRs. Also, in January 1996, the FERC announced
its plans to reconsider its public utility merger guidelines. The FERC actions are expected to have a
significant impact on competition in the electric utility industry
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In Peansylvania, the PUC currently is conducting an investigation concerning regulatory reform
and has indicated an intention to issue a report 1o the governor and the Pennsyivania General
Assembly by April 1996. The PUC staff issued an interim report in August 1995 that recommended
that retail wheeling not be implemented at that time because of concerns that retail wheeling
would benefit large industrial customers at the expense of smaller customers and utility share-
holders, who would absorb the costs of stranded investments, and that service rehiability could be
impaired. The report concludes that performance-based ratemaking, wholesale competition and
utility cost cutting could provide the benefits of retail wheeling without the auendant disruptions

The Company is aware of the foregoing federal and siate regulatory and business uncertainties,
and is attempting to position itself to Operate in a more compeiitive environment. lts current rate
structure allows some flexibility in setting rates to retain its custome, base and attract new business.
Furthermore, as discussed below, open access transmission offers the Company the opportunity
to sell power on a market basis 1o customers otuside of its service tertitory.

The Company has proposals before both the FERC and the PUC that address specific issues
relating to its competitive position. Because of the Company’s current electric generating configu-
ration, some of its baseload capacity is used less than optimally. Two options the Company is
currently considering to align its generating capabilities more closely with customer demand are
discussed in “Transmission Access” below and “Generation Resource Optimization” on page 37.
First, through open transmission access, the Company is secking to increase its level of fixed
demand through the negotiation of long-term power sale contracts 1o customers outside its service
territory. Second, the Company proposes to change its generation profile through the sale of its
interest in the Ft. Martin Power Station.

As part of its petition currently before the PUC with respect to the sale of its interest in Ft. Martin,
the Company has proposed, among other concessions, a five-year freeze on base rates and a five-
year annual $5 million credit to the ECR (which would otherwise remain unaffected by the freeze)
to compensate the Company’s clectric utility customers for short-term power sales foregone by
the sale of its interest in the plant. (See “Sale of Ft. Marun” discussion on page 31.) Although the
Company believes a rate freeze will enable it 1o maintain and expand its existing customer base, if
the rate freeze is implemented, the Company could face the risk of reduced rates of return if
unforeseen costs arise and if revenues from sales prove inadequate to nund those costs.

Finally, as noted above, open ac ess transmission requirements implicitly create the potential
for stranded costs. To address these issues, the Company has implemented, and will continue to
evaluate, the accelerated depreciation of its generating assets as one method to guard against the
competitive risks of stranded investments. (See “Operating Expenses” discussion on page 25.) At
present, the FERC and the PUC appear supportive of stranded cost recovery; however, implemen-
tation details for recovery of stranded costs are extremely vague and far from decided. The petition
for the sale of the Company’s ownership interest in the Ft. Martin Power Station currently before the
PUC proposes to further increase depreciation and amortization expense related 10 the Company’s
nuclear power investment by $75 million over a three-year period. This petition also proposes to
record a one-time write-down in the value of the Company’s nuclear plant investment of approxi-
mately $130 million and to increase by $5 million the annual contribution to the Company's
nuclear plant decommissioning funds, for a total of $25 million in contributions over the next
five years. (See “Sale of F't. Martin” discussion on page 31.) These current and proposed accelerated
investment cost recovery measures will be absorbed by the Company without an increase in
base rates.

The Company believes that these and similar initiatives will strengthen its position to succeed
in a more competitive environment by eliminating the need to charge its electric utility customers
in the future for these currently rec ~gnized expenses. At this time, however, there is no assurance
as 1o the extent to which Company initiatives can or will ultimately eliminate regulatory and other
uncertainties associated with increased competition.

Transmission Access

In March 1994, the Company submitted, pursuant 1o the Federal Power Act, two separate “good
faith” requests for transmission service with APS and the Pennsylvania-New Jersey-Maryland
Interconnection Association ()M Companies), respectively. Each request is based on 20-year firm
service with flexible delivery points for 300 MW of transfer capability over the APS and PIM
Companies transmission networks, which together extend 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 PJM
Companies and APS, respectively. The applications are authorized under Section 211 of the Federal
Power Act, which requires electric utilities 1o provide firm wholesale transmission service. In
May 1995, the FERC issued proposed orders instructing APS and the PJM Companies to provide
transmission service to the Company and directing the parties 1o negotiate specific rates, terims and
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conditons. The Company was unable 1o agree 10 terms for transmission service with either APS
or the PIM Companies. Briefs were filed with the FERC outlining the areas of disagreement among
the companies. The matter is now pending before the FERC. The Company cannot predict the
final outcome of these proceedings.

Generation Resource Optimization

The Company’s plans for optimizing generation resources are designed to reduce underutilized
gencrating capacity, promote competition in the wholesale marketplace, maintain stable prices
and meet customer-specified levels of service reliability. The Company is commitied to explore
firm energy sales to wholesale customers, system power sales, system power sales with specific unit
back-up, unit power sales, generating asset sales and any other approach 1o efficiently managing
capacity and energy.

The proposed sale of the Company’s ownership interest in the Ft. Martin Power Station
demonstrates the Company’s ongoing efforts to optimize the utilization of generation resources.
(See “Sale of Ft. Martin” discussion on page 31.) The sale is expected to reduce power production
costs by employing a cost-effective source of peaking capacity through enhanced reliability of the
simple cycle units at Bl Implementation of the proposed plan will better align the Company's
generating capabilities with its native load requirements.

Customer Service Guarantees

The Company’s commitment to provide reliable, quality service to its electric utility customers
ds characterized by its customer service guarantees. On March 6, 1995, Duquesne became the first
Pennsylvania regulated utility, and the third in the United States, to offer its residential customers
guarantees of its commitment to courteous, reliable and efficient service. The Company offers a
$25 credit 10 a customer’s account if it fails to provide accurate billings; to meet punctual service
appointments; 1o extend prompt, courteous and professional service; or to connect new services
within one day of the date requested by the customer.

Customer Advanced Reliability System

In January 1996, the Company announced its Customer Advanced Reliability System, a new
communications service that will provide its electric utility customers with superior levels of service
reliability, security and convenience. The Company has signed a long-term, full service contract with
Itron, Inc. (Itron), a leading supplier of energy information and communication solutions to the
electric utility industry. Over the next two years, Itron will install, operate and maintain a commu-
nications network that will provide the Company with an electronic link to its 580,000 customers.

The Customer Advanced Reliability System is designed to respond to customer needs on the
basis of immediate information about the status of power delivery at individual homes and
businesses. This electronic communications service is another major element in the Company’s
mult'-step plan to make the Company’s electric utility operations more competitive and efficient.

Financial Accounting Pronouncement

The Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of
(SFAS No. 121) in March 1995, This statement is effective for years beginning a‘ter December 15,
1995. The Company anticipates adopting this standard on January 1, 1996, and does not expect
that it will have a material impact on its financial position or res.lts of operations, based on the
current regulatory structure in which it operates. As competitive factors influence pricing in the
utility industry, this opinion may change in the future, The general requirements of SFAS No. 121
apply to non-current assets and require impairment to be considered whenever evidence suggests
that it is no longer probable that future cash flows in an amount at least equal to the asset will result.

Retirement Plan Measurement Assumpltions

The Company decreased the discount rate used to determine the projected benefit obligation
on the Company’s retirement plans at December 31, 1995, to 7.0 percent. The assutned change in
future compensation levels was also decreased to reflect current market and economic conditions.
The effects of these changes on the Company's retirement plan obligations are reflected in the
amounts shown in “Employee Benefits,” Note N, to the consolidated financial statements on page
57. The resulting change in related expenses for subsequent years is not expected to be material.

o

statements which involve risks and uncertainties including but not limited to, economic, competitive, governmental and
technological factors affecting the Company’s operations, markets, products, services and prices and other factors discussed

% in the Company’s filings with the Securities and Exchange Commission._
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Report of To the Directors and Sharcholders of DQLE:

"_""7’"""":" . We have audited the accompanying consolidated balance sheet of DQE and its subsidiaries as
f““'"'f:‘,"d ’"“b - of December 31, 1995 and 1994, and the related consolidated statements of income, retained
countants

carnings, and cash flows for each of the three years in the period ended December 31, 1995,
These financial statements are the responsibility of the Company’s management. Our responsibility
IS to express an opinion on these financial statemenits based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material 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 opinion, such consolidated financial statements present fairly, in all material respects,
the financial position of DQE and its subsidiaries as of December 31, 1995 and 1994, and the
results of their operations and their cash Qows for each of the three years in the period ended
December 31, 1995 in conformity with generally accepted accounting principles.

As discussed in Note A to 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.
P )
Ddadk T8 3?

Deioitte & Touche LLP
Pittsburgh, Pennsylvania
January 30, 1996

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

In fulfilling its responsibilities in 1995, the Audit Committee recommended to the Board of
Directors, subject to shareholder approval, the selection of the Company’s independent certified
public accountants. The Audit Committee reviewed the overall scope and details of the indepen-
dent certified public accountants’ and internal auditors’ respective audit plans and reviewed and
approved the independent certified public accountants’ general audit fees and non-audit services.

Audit Committee meetings are designed to facilitate open communications with internal
auditors and independent certified public accountants. To ensure auditor independence, both the
independent certified public accountants and the internal auditors have full and free access to the
Audit Committee.

The Audit Committee of the Board of Directors of DQE
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STATEMENT OF CONSOLIDATED INCOME

(Thousands of Dollars, Lxcept er Share Amounts)

Year Ended December 31,
1995 1994 1993
Iperating Reventies Sales of Electricity:
Customers - net $1,083,339  $1,104,327  $1,169,685
Phase-in deferrals - (28,810) (100,315)
Net customer revenues 1,083,339 1,075,517 1,069,370
Utilities 55,963 58,295 50,669
Total Sales of Llectricity 1,139,302 1,133,812 1,120,039
Other 80,860 90,098 63,141
Total Operating Revenues 1,220,162 1,223,910 1,183,180
Operating Lxpenses Fuel and purchased power 231,968 244,135 237,731
Other operating 303,216 328,479 328,108
Maintenance 81,516 79,488 80,292
Depreciation and amortization 192,339 l66,6|0. 152,673
Taxes other than income taxes 88,658 88,331 71,371
Total Operating Expenses 897,697 907,043 870,175
Operating Income Operating Income 322,465 316,867 313,005
Other Income Other Income 52,314 42,924 27,879
Interest and Other Interest and Other Charges 107,555 110,002 119,655
Charges
Income Before Income Taxes 267,224 249,789 221,229
Income Taxes Income Taxes 96,661 92,973 79,822
Income Before Cumulative Effect on Prior Years
of Changes in Accounting Principles 170.563 156,816 141,407
Adoption of SFAS No. 109 - income taxes — - 8,000
Accounting for maintenance costs - net - — (5.425)
Net Income Net Income $ 170,563 $ 156,816 $ 143,982
Average Number of Common Shares
Outstanding (Thousands of Shares) 77,674 79,046 79,469
Lamings Per Share Earnings Per Share of Common Stock:
Income Before Cumulative Effect on Prior Years
of Changes in Accounting Principles $2.20 $1.98 $1.78
Adoption of SFAS No. 109 - income taxes - - 10
Accounting for maintenance costs - net - - (.07)
Earnings Per Share of Common Stock $2.20 $1.98 $1.81
Dwidends Declared .~ Dividends Declared Per Share of Common Stock $1.21 $1.13 $1.08

See notes to consolidated financial statements,
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CONSOLIDATED BALANCE SHEET
(Thousands of Dollars)
As of December 31,
1995 1994
Current Assets:
Cash and temporary cash investments $ 24767 § 50,058
Receivables:
Electric customer accounts recvivable 103,821 96,157
Other utility receivables 22,441 26,008
Other receivables 25,164 53,766
Less: Allowance for uncollectible accounts (18,658) (15.822)
Receivables less allowance for uncollectible accounts 132,768 160,109
Less: Receivables sold (7,000) -
Total Receivables 125,768 160,109
Materials and supplies (at average cost):
Coal 25,454 30,484
Operating and construction 53,298 58,262
Total Materials and Supplies 78,752 88,746
Other current assets 8,099 36,156
Total Current Assets 237,386 335,069
Long-Term Investments:
Afferdable housing 116,784 57,497
Natural gas reserves 69,435 -
Leveraged leases 87,834 50,322
Other leases 106,916 53,256
Other 59,947 35,143
Total Long-Term Investments 440 916 196,218
Property, Plant and kquipment:
Electric plant in service 4,265,161 4,196,690
Construction work in progress 38,134 52,199
Property held under capital leases 133,381 162,732
Property held for future use 216,633 216,206
Other 92,804 81,697
Total 4,746,113 4,709,524
Less accumulated depreciation and amontization (1,685,877) (1,569,983)
Property, Plant and Equipment - Net 3,060,236 3,139,541
Other Non-Current Assets:
Regulatory assets 671,928 710,763
Other 48,377 45,414
Total Other Non-Current Assets 720,305 756,177
Total Assets $4,458,843  $4,427,005

See notes to consolidated financial statements.



{ Thousands of Dollars)
As of December 31,

1995 1994
Liabilities and Current Liabilities:
Capitalization Notes payable $ 35098 § 60,115
Current maturities and sinking fund requirements 71,379 85,986
Accounts payable 90,941 83.854
Accrued habilities 52,063 64,894
Dividends declared 27,825 20,484
Other 92,19 5,722
Total Current Liabilities 286,497 327.055
Non-Current Liabilities:
Deferred income taxes -~ net 801,631 969,948
Deferred investment tax credits 115,760 123,591
Capital lease obligations 34,546 41,106
Deferred income 221,740 64,113
Other 197.973 151,526
Total Non-Current Liabilities 1,371,650 1,350,284
Commitments and Contingencies (Notes B through N)
Capitalization:
Long-Term Debt 1,400,993 1,377,611
Preferred and Preference Stock of Subsidiaries:
Non-redeemable preferred stock 63,608 90,340
Non-redeemable preference stock 29,615 29,857
Total preferred and preference stock before deferred ESOP benefit
{involuntary liquidation values of $93,086 and $120,060 exceed
par by $28,781 and $43,882, respectively) 93,223 120,197
Deferred employee stock ownership plan (ESOP) benefit (22,257) (24,852)
Total Preferved and Preference Stock of Subsidiaries 70,966 95,345
Common Sharcholders’ Equity:
Common stock - no par value (authorized - 187,500,000
shares; issued - 109,679,154 shares) 997,461 1,001,973
Retained earnings 698,986 622,072
Treasury stock (at cost) (32,123,601 and 31,220,547 shares) (367,710) (347,335)
Total Common Shareholders’ Equity 1,328,737 1,276,710
| Total Capitalization 2,800,696 2,719,666
| Total Liabilities and Capitalization $4,458,843  $4,427,005
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Cash Flows from
Operating Activities

Cash Flows Used by
Investing Actinities

Cash Flows Used in
Financing Activities

Cash Paid Dunng
the Year

Non-Cash Investing
and Financing Activities
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STATEMENT OF CONSOLIDATED CasH FLows

(Thousands of Dollars)
Year Ended December 31,
1995 1994 1993
Net income $170,563 $156,816 $143,982
Principal non-cash charges (credits) to net income:
Depreciation and amortization 192,339 166,610 152,673
Capital lease, nuclear fuel and other amortization 38,847 36,320 32,019
Deferred income taxes and investment tax credits - net (22,122) (11,842) {39.736)
Allowance for equity funds used during construction (721) (1,295) (869)
Phase-in revenues and carrying charges recovered - 28,621 99,375
Changes in working capital other than cash 46,527 (31,891) (111,677)
Other - net 28,618 26,288 23,582
Net Cash Provided from Operatine Activities 454,051 369,627 299,349
Investments:
Capital expenditures (94,164) (121,085)  (124,376)
Long-term investments (187,719) (66,698) (71,956)
Total Capital Expenditures and Long-Term Investments (281,883)  (187,783) (196,332)
Other - net (3.854) (12.321) (5.178)
Net Cash Used by Investing Activities (285,737) (200,104) (201,510)
Issuance of long-term debt 65,000 114,110 740,500
(Decrease) increase in notes payable (20.236) 32,530 36,267
Dividends on common stock (93,649) (89,348) (86,089)
Repurchase of common stock (21,271) (23,307) -
Reductions of long-term obligations:
Preferred and preference stock (29,732) (39.958) (187)
Long-term debt (56,114) (114,835) (735,048)
Other obligations (26,373) (33,522) (27,751)
Premium on reacquired debt (1,731) (5,033) (31,702)
Other - net (9.499) 7,664 623
Net Cash Used in Financing Activities (193,605)  (151,699) (103,387)
Net (decrease) increase in cash and temporary cash
investments (25,29) 17,824 (5,548)
Cash and temporary casl.  sestments at beginning of year 50,058 32,234 37,782
Cash and temporary cash in estments at end of year $ 24,767 $ 50,058 $ 32,234
SuPPLEMENTAL CASH FLOW INFORMATION
Interest (net of amount capitalized) $ 99,954 $105,900 $125,304
Income taxes $ 115,504 $ 111,614 $133,303
Capital lease obligations recorded $ 14,961 $ 16,909 $ 11,811
Equity funding obligations recorded $ 21,827 e S
Preferred stock issued in conjunction with long-term
investments $ 3,000 - -

See notes 1o consolidated financial statements.



A. Summary of
Signitficant
Accounting
Policies

STaTEMENT OF CONSOLIDATED RETAINED EARNINGS

(Thousands of Dollars)
1995 1994 1993
Balance at beginning of vear $622,072 $554,604 $496,711
Net income 170,563 156,816 143,982
Dividends declared (93,649) (89,348) (86,089)
Balance at end of year $698,986 $622.072 $554,604

See notes to consolidated financial statements.

NOTES 10 CONSOLIDATED FINANCIAL STATEMENTS
Consolidation

DQE is an energy services holding company. Its subsidiaries are Duquesne Light Company
(Duquesne), Duquesne Enterprises (DE), DQE Energy Services (DES) and Montauk. DQE and its
subsidiaries are collectively referred to as the Company.

Duquesne is an electric utility engaged in the production, transmission, distribution and sale of
electric energy, and the largest of DQE's subsidiaries. DE makes strategic investments related to
DQE's core energy business. These investments enhance DQL's capabilities as an energy provider,
increase asset utilization, and act as a hedge against changing business conditions. DES was
formed in August 1995 and is a marketing and development company providing energy solutions
for customiers in domestic and international markets. Montauk is a financial services company
that makes long-term investments and provides financing for the Company's initiatives in high
quality products, services and energy solutions for its customers.

All material intercompany balances and transactions have been eliminated in the preparation
of the consolidated financial statements of DQF.

Basis of Accounting

The Company is subject to the accounting and reporting requirements of the Securities and
Exchange Commission (SEC). In addition, the Company’s electric utility operations are subject to
the regulation of the Pennsyivania Public Utility Commission (PUC) and the F'ederal Energy
Regulatory Commission (FERC). As a result, the consolidated financial statements contain regula-
tory 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. Such effects concern mainly the time at which various items enter into the
determination of net income in accordance with the principle of matching costs and revenues.
(See “Rate Matters,” Note F, on page 48.)

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements. The reported amounts of revenues and expenses during the reporting
period may also be affected by the estimates and assumptions management is required to make.
Actual results could differ from those estimates.

Revenues

Meters are read monthly and customers are billed on the same basis. Revenues are recorded
in the accounting periods for which they are billed, with the exception of energy cost recovery
revenues. Deferred revenues are associated with the Company's 1987 rate case. (See “Energy Cost
Rate Adjustment Clause (ECR)" discussion on page 44 and “1987 Rate Case” discussion, Note F,
on page 48).

The Company's Electric Service Territory

The Company's utility operations provide electric service to customers in Allegheny County
including the City of Pitsburgh, and Beaver County. This represents a service territory ¢! approxi-
mately 800 square miles in southwestern Pennsylvania. The population of the area served by the
Company’s electric utility operations, based on 1990 census data, is approximately 1,510,000, of
whom 370,000 reside in the City of Pittsburgh. In addition to serving approximately 580,000
customers within this service area, the Company’s utility operations also sell electricity to other
utilities beyond the Company’s service territory.

DQE 1995 Annual Report
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Net Customer Revenues for the year ended December 31

1995 1994 1993
(Amounts in Thousands of Dollars)

Sales of Electricity:

Customers $1,096,769  $1,116,217 $1,186,779

Provision for doubtful accounts (13,430) (11.890) (17,094)
Customers - net 1,083,339 1,104,327 1,169,685

Phase-in deferrals — (28,810) (100,315)
Net Customer Revenues $1,083,339  $1,075517  $1,069,370

Energy Cost Rate Adjustment Clause (ECR)

Through the ECR, the Company recovers (1o the extent that such amounts are not included in
base rates) nuclear fuel, fossil fuel and purchased power expenses and, also through the ECR,
passes 10 its customers the profits from short-term power sales to other utilities (collectively, ECR
energy costs). Nuclear fuel expense is recorded on the basis of the quantity of electric energy
aenerated and includes such costs as the fee imposed by the United States Department of Energy
(DOE) for future disposal and ultimate storage and disposition of spent nuclear fuel. Fossil fuel
expense includes the costs of coal, natural gas and fuel oil used in the generation of electricity.

On the Company's statement of consolidated income, these energy cost recovery revenues are
included as a component of operating revenues. For ECR purposes, the Company defers fuel and
other energy expenses for recovery, or refunding, in subsequent years. The deferrals reflect the dif-
ference between the amount that the Company is currently collecting from customers and its
actual ECR energy costs. The PUC annually reviews the Company’s ECR energy costs for the fiscal
year April through March, compares them (o previously projected ECR energy costs and adjusts the
ECR for over- or under recoveries and for two PUC-established coal cost standards. (See “Deferred
Coal Costs” and “Warwick Mine Costs” discussions, Note I, on page 49.)

Over- or under-recoveries from customers are recorded in the consolidated balance sheet as
payable to, or receivable from, customers. At December 31, 1995, $5.8 million was payable to
customers and shown as other current liabilities. At December 31, 1994, $5.9 million was receivable
from customers and shown as other current assets.

Maintenance

Incremental maintenance expense incurred for refueling outages at the Company’s nuclear units
is deferred for amontization over the period between refueling outages (generally 18 months). 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 fossil generating station outages. Maintenance costs
incurred for non-major scheduled outages and for forced outages are charged to expense as such
costs are incurred. This method was adopted to match more accurately the maintenance costs and
the revenue produced during 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 vears 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 accounting principles,
by approximately $2.4 million, or $.03 per share, and to reduce net income, after the cumulative
effect of changes in accounting principles, by approximately $7.8 million, or $.10 per share, based
on post-split shares.

Depreciation and Amiortization

Depreciation of property, plant and equipment, including plant-related intangibles, is recorded
on a straight-line basis over the estimated remaining 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 amortization
expense and accrues a liability, equal to that amount, for nuclear decommissioning expense. Such
nuclear decommissioning funds are deposited in external, segregated trust accounts ‘ihe funds are
invested in a portfolio of municipal bonds, certificates of deposit and United St-ies government
securities. Trust fund earnings increase the fund balance and the recorded liabiiity. The market
value of the aggregate trust fund balances at December 31, 1995, totaled appr ximately
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STATEMENT OF CONSOLIDATED RETAINED EARNINGS

(Thousands of Dollars)
1995 1994 1993
Balance at beginning of year $622,072  $554,604  $496,711
Net income 170,563 156,816 143,982
Dividends declared (93,649) (89.348) (86,089)
Balance at end of year $698,986 $622,072 $554,604

See notes to consolidated financial statements.

NoTES 10 CONSOLIDATED FINANCIAL STATEMENTS
Consolidation

DQE is an energy services holding company. Its subsidiaries are Duquesne Light Company
(Duquesne), Duquesne Enterprises (DE), DQE Energy Services (DES) and Montauk. DQE and its
subsidiaries are collectively referred 1o as the Company.

Duquesne is an electric utility engaged in the production, transmission, distribution and sale of
electric energy, and the largest of DQE's subsidiaries. DE makes strategic investments related to
DQE's core energy business. These investments enhance DQE's capabilities as an energy provider,
increase asset utilization, and act as a hedge against changing business conditions. DES was
formed in August 1995 and is a marketing and development company proy iding energy solutions
for customers in domestic and international markets. Montauk is a financial services company
that makes long-term investments and provides financing for the Company's initiatives in high
quality products, services and energy solutions for its customers.

All material intercompany balances and transactions have been eliminated in the preparation
of the consolidated financial statements of DQE.

Basis of Accounting

The Company is subject to the accounting and reporting requirements of the Securities and
Exchange Commission (SEC). in addition, the Company's electric utility operations are subject to
the regulation of the Pennsylvania Public Utility Commission (PUC) and the Federal Energy
Regulatory Commission (FERC). As a result, the consolidated financial statements contain regula-
tory 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. Such effects concern mainly the time at which various items enter into the
determination of net income in accordance with the principle of matching costs and revenues.
(See “Rate Matters,” Note F, on page 48.)

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements. The reported amounts of revenues and expenses during the reporting
period may also be affected by the estimates and assumptions management is required to make.
Actual results could differ from those estimates.

Revenues

Meters are read monthly and customers are billed on the same basis. Revenues are recorded
in the accounting periods for which they are billed, with the exception of energy cost recovery
revenues. Deferred revenues are associated with the Company’s 1987 rate case. (See “Energy Cost
Rate Adjustment Clause (ECR)" discussion on page 44 and “1987 Rate Case” discussion, Note F,
on page 48).

The Company's Electric Service Territory

The Company's utility operations previde electric service to customers in Allegheny County,
including the City of Piusburgh, and Beaver County. This represents a service territory of approxi-
mately 800 square miles in southwestern Pennsylvania. The population of the area served by the
Company's electric utility operations, based on 1990 census data, is approximately 1,510,000, of
whom 370,000 reside in the City of Pittsburgh. In addition to serving approximately 580,000
customers within this service area, the Company’s utility operations also sell electricity to other
utilities beyond the Company's service territory.
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$28.5 million. 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
aon-current liabilities. (Sce “Nuclear Decommissioning” discussion, Note , on page 52.)
Depreciation and amortization expense increased $25.7 million primarily due to the change in
Duquesne’s composite depreciation rate from 3.0 percent to 3.5 percent effective lanuary 1, 1995,

Income Taxes

On January 1, 1993, the Company adopted Statement of I'inancial 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 net income.

SFAS No. 109 requires that the liability method be used in computing deferred taxes on all
differences between book and tax bases of assets. These book/tax differences occur when events
and transactions recognized for financial reporting purposes are not recognized in the same period
for tax purposes. SFAS No. 109 also requires that a deferred tax liability or asset be adjusted in the
period of enactment for the effect of changes in tax laws or rates. During 1994, the statutory
Pennsylvania income tax rate was reduced from 12.25 percent to 9.99 percent. This resulted in
a net decrease of $80.5 million in deferred tax liabilities and a corresponding reduction in the
regulatory receivable,

For its electric utility operations, the Company recognizes a regulatory asset for the deferred tax
liabilities that are expected to be recovered from customers through rates. (See “Rate Matters,”
Note F, and “Income Taxes,” Note H, on pages 48 and 50. respectively.)

With respect to the financial stalement 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. Reversals of accumulated deferred income taxes are included
in MMcome tax expense.

When applied 1o reduce the Company’s income tax liability, investment tax credits related to
electric utility property generally were deferred. Such credits arc subsequently reflected, over the
lives of the related assets, as reductions (o tax expense.

Property, Plant and Equipment

The asset values of the Company's electric utility properties are stated at original construction
cost, which includes related payroll taxes, pensions and other fringe benefits, as well as adminis-
trative and general costs, Also included in original construction cost is an allowance for funds
used during construction (AFC), which represents the estimated cost of debt and equity funds used
to finance construction. The amount of AFC that is capitalized will vary according to changes in
the cost of capital and in the level of construction work in progress (CWIP). On a current basis, the
Company does not realize cash from the AFC. The Company does realize cash, during the service
life of the plant, through increased revenues reflecting a higher rate base (upon which a return is
earned) and increased depreciation. The AFC rates applied to CWIP were 8.7 percent in 1295,

9.0 percent in 1994 and 9.6 percent in 1993,

Additions to, and replacements of, property units are charged to plant accounts. Maintenance,
repairs and replacement of minor items of property are recorded as expenses when they are
incurred. The costs of electric utility properties that are retired (plus removal costs and less any
salvage value) are charged to accumulated depreciation and amortization.

Substantially all of the Company’s electric utility properties are subject to a first mortgage lien.

Other Current Assets and Long-Term Investments

The Company's other current assets and long-term invesiments include certain invest:ments in
marketable securities. In accordance with Statement of Financial Accounting Standards No. 115,
Accounting for Certain Investments in Debt and Cquity Securities (SFAS No. 115), these investments
are classified as available-for-sale and are stated at market value.

Financial Accounting Pronouncement

The Financial Accounting Standards Board issued Statement of Financial Accounting Standards
No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of
{SFAS No. 121) in March 1995, This statement is effective for years beginning after December 15,
1995. The Company anticipates adopting this standard on January 1, 1996, and does not expect
that it will have a material impact on its financial position or results of operations, based on the
current regulatory structure in which it operates. As competitive factors influence pricing in the
utility industry, this opinion may change in the future. The general requirements of SFAS No. 121
apply to non-current assets and require impairment to be considered whenever evidence
suggests that it is no longer probable that future cash flows in an amount at least equal to the
asset will result.
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C. Changes in
Working Capital
Other than Cash

D. Long-Term
Investments
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Temporary Cash Investments

Temporary cash investments are short-term, highly liguid investments with onginal maturities
of three or fewer months. They are stated at market, which Approximates cost. The Company
considers temporary cash investments 1o be cash equivalents,

Reclassifications

The 1994 and 1993 consolidated financial statements have been reclassified to conform with
accounting presentations adopted during 1995,

The Company and an unaffiliated corporation have an agreement that entitles the Company to
sell, and the corporation to purchase, on an ongoing basis, up to $50 million of accounts receivable.
At December 31, 1995, the Company had sold $7 million of receivables to the unaffiliated corpora-
tion. The Company had no receivables sold at December 31, 1994. The accounts receivable sales
agreement, which expires in June 1996, is one of many sources of funds available 1o the Company.
The Company may attempt 1o extend the agreement, or to replace the facility with a similar one or
to eliminate it upon expiration.

Changes in Working Capital Other than Cash

1995 1994 1993 (a)
(Amounts in Thousands of Dellars)
Receivables $34.341 5 9928  $(103,188)
Matenals and supplies 9,994 2,932 13,635
Other current assets 3,126 (25,701) 4,631
Accounts payable 7,087 (4,455) 7,961)
Other current liabilities (8.021) (14,595) (18,794)
Total $46,527 $(31,891)  $(.11,677)

() Net of the effects from the purchase of Chester Engineers (Chester)

The Company makes equity investments in affordable housing and natural gas reserve
partnerships as a limited partner. At December 31, 1995, the Company had investments in twenty-
one affordable housing funds, eight of which were made during 1995, and two natural gas reserve
partnerships, each of which were made during the year.

Deferred income primarily relates to the Company's leasehold investments. Deferred amounts
will be recognized as income over the lives of the underlying leasehold investments over periods
generally not exceeding five years.

The Company is the lessor in six leveraged lease arrangements involving manufacturing
equipment, mining equipment, rail equipment, a fossil generating station and natural gas
processing equipment. These leases expire in various years beginning in 2001 through 2033. The
residual value of the equipment at the end of the lease terms is estimated to approximate 6 percent
of the original cost. The Company’s aggregate investment represents 18 percent of the aggregate
original cost of the property and is secured by guarantees of cach lessee's parent or affiliate. The
remaining 82 percent was financed by non-recourse debt provided by lenders who have been
granted, as their sole remedy in the event of default by the lessees, an assignment of rentals due
under the leases and a secunity interest in the leased property. This debt amounted 10 $364 million
and $139 million at December 31, 1995 and 1994, respectively.

Net Leveraged Lease Investments at December 31

1995 1994

(Amounts in Thousands of Dollars)

Rentals receivable (net of principal and interest on the non-recourse debt) $ 113,641 $50,010
Estimated residual value of leased assets 26,470 26,470
Less: Unearned income (52,277) (26,158)
Leveraged lease investments 87,834 50,322
Less: Deferred taxes arising from leveraged leases (42,392) (34,174)
Net Leveraged Lease lnvestments $ 45,442 $16,148

The Company's other leases include investments in fossil generating stations, a waste-to-energy
facility, computers, vehicles and equipment. The Company's other investments are primarily in
assets of nuclear decommissioning trusts and marketable securities, primarily of Exide Electronics



L. Property, Plant and
Equipment

Group. Inc. In accordance with SIAS No. 115, these investments are classificd as available-for-sale
and are stated at market value. The amount of unrealized holding losses related 1o marketable
secunties at December 31, 1995, is $4.4 million ($2.6 million net of tax). There were no material
unrealized gains or losses on investments at December 31, 1994

In addition to its wholly owned generating units, the Company, together with other electric
utilities, has an ownership or leaschold interest in certain jointly owned units. The Company is
required to pay its share of the construction and operating costs of the units. The ¢ ompany's
share of the operating expenses of the units is included in the statement of consolidated income.

Generating Units at December 31, 1995

Net
Lhility Fuel
Un. Megawatts (h) Plant Source
(Millions of Dellars)
Cheswick 570 $ 187 Coal
Elrama (a) 487 98.1 Coal
Ft. Martin Unit 1 (b) 276 36.4 Coal
Eastlake Unit 5 186 42.7 Coal
Sammis Unit 7 187 53.1 Coal
Bruce Mansfield Unit 1 (a) 228 66.2 Coal
Bruce Mansfield Unit 2 (a) 62 19.1 Coal
Bruce Mansfield Unit 3 (a) 1O 52.1 Coal
Beaver Valley Unit 1 (c) 385 2340 Nuclear
Beaver Valley Unit 2 (d)(e) 113 14.4 Nuclear
Beaver Valley Common Facilities 159.4
Perry Unit 1 (f) 164 565.5 Nuclear
Brunot Island 66 24 Fuel Oil
Total 2,834 1,466.8
I'roperty held for future use:
Brunot Island (g) 240 44.9 Fuel Oil
Phillips (a) 300 77.4 Coal
Total Generating Units 3,374 $1,589.1

(a) The unitis equipped with flue gas desulfurization equipment.

(b) See "Sale of Ft. Martin” discussion below.

(¢) The Nuclear Regulatory Commissior (NRC) has granted a license to operate through lanuary 2016

(d) On October 2, 1987, the Company sold its 13.74 percent interest in Beaver Valley Unit 2 (BV Unit 2) and
leased it back; the sale was exclusive of transmission and common facilities. Amounis shown represent
facilities not sold and subsequent leasehold improvements.

(¢) The NRC has granted a license to operate through May 2027,

(f) The NRC has granted a license o operate through March 2026

(g) Idle combustion turbine capacity representing 168 megawatts may be returned to service pending outcome
of the sale of I't. Martin. (See “Sale of Ft. Martin” discussion below )

(h) Generating capability during the winter season.

Sale of Ft. Martin

In December 1995, the Company filed a Petition for Declaratory Order with the PUC requesting
approval for the sale of its ownership interest in the I't. Martin Power Station and for a six-point
plan to be financed in part by the proceeds of the Ft. Martin transaction. Under the plan, the
Company offers to freeze its base rates for a period of five years. In addition, the Company proposes
to record a one-time reduction of approximately $130 million in the value of the Company’s
nuclear plant investment. The Company also proposes to use the proceeds from the sale to finance
reliability enhancements to the simple cycle units located at Brunot Island (BI), to retire debt and
to reduce equity. The plan also proposes an annual increase of $25 million for three years in
depreciation and amortization expense to the Company’s nuclear investment, as well as additional
annual contributions to its nuclear plant decommissioning funds of $5 million for five years,
without any increase in existing electric rates. Lastly, the Company proposes a five-year annual
$5 million credit to the ECR to compensate the Company's electric utility customers for the lost
profits from any reduced short-term power sales foregone by the sale of its ownership interest in
the Ft. Martin Power Station. (See “[nergy Cost Rate Adjustment Clause (ECR)" discussion,

Note A, on page 44.) The PUC is currently reviewing the Company’s petition.
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1987 Rate Case

In March 1988, the PUC adopted a rate order that increased the Company’s electric 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
consolidated balance sheet as a regulatory asset. As customers were billed for deficiencies related to
prior periads, 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. In the Company’s petition cin »ntly before the PUC for the sale of its ownership
interest in the i Martin Power Station, the Company proposes to freeze its base rates for a five-
year period. (See “Sale of Ft. Martin® discussion, Note £, on page 47.)

Regulatory Assets

As a result of the apnlication of SIAS No. 71, the Company records regulatory assets on its
consolidated balance sheet. 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 electric utility customers through the ratemaking process.

The Company’s electric utility operations currently satisfy the SFAS No. 71 criteria. However, a
company's electric utility operations or a portion of such operations could cease to meet these
criteria for various reasons, including a change in the PUC o1 the FERC regulations. Should the
Company's clectric utility operations cease to meet the SFAS No. 71 criteria, the Company would
be required to write off any regulatory assets or liabilities for those operations that no longer meet
these requirements. Management will continue to evaluate significant changes in the regulatory
and competitive environment in order to assess the Company's overall consistency with the criteria
of SFAS No. 71.

Regulatory Assets at December 31

1995 1994

(Amounts in Thousands of Dollars)
Regulatory tax receivable (Note H) $414,543 $428,043
Unamortized debt costs (Note K)(a) 98,776 103,454
Deferred rate synchronization costs (see below) 51,149 51,149
Beaver Valley Unit 2 (BV Unit 2) sale/leaseback premium (Note 1)(b) 31,564 2 414
Deferred employee costs (¢) 31,218 012
Extraordinary property loss (see below) 8,300 394
Deferred nuclear maintenance outage costs (Note A) 6,776 . 06
DOE decontamination and decommissioning receivable (Note |) 10,687 b, 32
Deferred coal costs (see page 49) 12,753 10,677
Other 6,162 8,282

Total Regulatory Assets $671,928  $710,763

(a) The premiums paid to reacquire debt prior to scheduled maturity dates are deferred for amontization over
the life of the debt issued to finance the reacquisitions.
(b) The premiom paid 1o refinance the BY Unit 2 lease was deferred for amonization over the life of the lease.
(¢) Includes amounts for recovery of accrued compensated absences and accrued claims for workers' compensation

Deferred Rate Synchronization Costs

In 1987, the PUC approved the Company's petition to defer initial operating and other costs of
Perry Unit 1 and BV Unit 2. The Company deferred the costs incurred from November 17, 1987,
when the units went into commercial operation, until March 25, 1588, when a rate order was
issued. In its order, the PUC postponed ruling on whether these costs would be recoverable from
the Company's electric utility customers. The Company is not earning a return on the deferred costs.

The Company believes that these deferred costs are recoverable, In 1990 and 1995, the PUC

permitted other Pennsylvania electric utilities rate recovery of such costs.
Extraordinary Property Loss

The Company abandoned its interest in the partially constructed Perry Unit 2 in 1986 and
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 original $155 million investment in Perry Unit 2. The
Company is not earning a return on the as-yet-unrecovered portion of its investment in the unit.




G. Short-Term
Barrowng and
Revolving Credit
Arrangements

Deferred Coal Costs

The PUC has established two market price coal cost standards. One applies only to coal delivered
at the Bruce Mansficld Power Station (Bruce Mansfield). The other, the system-wide coal cost
standard, applies to coal delivered to the remainder of the Company’s system. Both siandards are
updated monthly 1o reflect prevailing market prices for similar coal. The PUC has directed the
Company to defer recovery of the delivered cost of coal to the extent that such cost exceeds generally
prevailing market prices for similar coal, as determined by the PUC. The PUC allows deferred
amounts o be recovered from customers when the delivered costs of coal fall below such PUIC-
determined prevailing market prices.

In 1990, the PUC approved a joint petition for settlement that clarified certain aspects of the
system-wide coal cost standard and gave the Company options 1o extend the standard through
March 2000. In December 1991, the Company exercised the first of two options that extended the
standard through March 1996. In December 1995, the Company exercised the second option 1o
extend the standard through March 2000, The unrecovered cost of coal used at Bruce Mansfield
amounted to $8.4 million and $7.3 million and the unrecovered cost of coal used throughout the
system amounted 1o $4.4 million and $3.4 million at December 31, 1995 and 1994, respectively.
The Company believes that all deferred coal costs will be recovered,

Warwick Mine Costs

The 1990 joint petition for settlement (See preceding discussion on “Deferred Coal Costs.”)
also recognized costs at the Company's Warwick Mine, which had been on standby since 1988,
and allowed for recovery of such costs, including the costs of ultimately closing the mine. In
1990, the Company entered into an agreement under which an unaffiliated 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 1o 2.5 percent)
coal. More than 60 percent of the coal mined at Warwick Mine currently is used by the Company.
The Company receives a royalty on sales of Warwick coal in the open market. These royalties are
credited to the Company's ECR. In the past year, the Warwick Mine supplied slightly less than
one-fifth of the coal used in the production of electricity at the Company’s wholly owned and
jointly owned plants,

Costs at the Warwick Mine and the Company's investment in the mine are expected to be
recovered through the cost of coal in the ECR. Recovery is subject to the system-wide coal cost
standard. The Company also has an opportunity 1o earn a return on its investment in the mine
through the cost of coal during the period of the system-wide coa! cost standard including
extensions. At December 31, 1995, the Company’s net investment in the mine was $14.9 million.
The current estimated liability, including final site reclamation, mine water treatment and certain
labor liabilities, for mine closing is $34.1 million and the Company has recorded a liability on
the consolidated balance sheet of approximately $15.9 million toward these costs.

Property Held for Future Use

i1, 1986, the PUC approved the Company’s request to remove the 300 MW Phillips Power Station
(Phillips) and 240 MW of Bl from service and from rate base. The Company expects 10 recover its
net investment in these plants through future electricity sales. The Company believes its invest-
ment in these plants will be necessary in order to meet future business needs outlined in the
Company's plans for optimizing generation resources. If business opportunities do not develop as
expected, the Company will consider the sale of these assets. In the event that market demand.
transmission access or rate recovery do not support the utiiization or sale of the plants, the
Company may have tc write off part or all of their costs. At December 31, 1995, the Company's
netinvestment in Phillips and Bl held for future use was $77.4 million and $44.9 million,
respectively.

At December 31, 1995, the Company had two extendible revolving credit agreements, including
a $100 million facility expiring in August 1996 and a $150 million facility expiring in October 1996.
Interest rates on these credit agreements vary. Commitment fees are based on the unborrowed
amount of the commitments. Both credit facilities contain two-year repayment periods for any
amounts outstanding at the expiration of the revolving credit periods. At December 31, 1995 and
1994, short-term borrowings were $35 million and $60 million, respectively. The weighted average
interest rates applied to such borrowings were 6.5 percent and 6.7 percent at December 31, 1995
and 1994, respectively.
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The annual federal corporate income tax returs have been audited by the Internal Revenue
Service (IRS) for the tax years through 1989 The tax years 1990 through 1995 remain subject 1o
IRS review. The Company does not believe that final setdement of the federal INCOMe tax returns
for these years will have a materially adverse effect on its financial position or results of operations.
The effects of the 1993 adoption of SIAS No. 109 are discussed in *Income Taxes,” Note A, on
page 45. Implementation of the standard involved a change in accounting principle. The cumula-
tive effect of $8 million on prior years was reported in 1993 as an increase in net income. The SFAS
Ne. 109 impact on 1993 income before cumulative effect of changes i accounting principles is immaterial.

Deferred Tax Liabilities

1995 1994
(Amounts in Thousands of Dollars)

At December 31, deferred tax assets (liabilities) were:

Investment tax credits unamontized $ 48,033 § 51,282
Gain on sale/leaseback of BV Unit 2 64,124 67,120
Tax benefi* - long-term investments 214,089 61,667
Other 41,509 52,037
Deferred tax assets 367,755 232,106
Property depreciation (871,539) (880,342)
Regulatory asset (172,008) (183,175)
Loss on reacquired debt unamortized (35,340) (38,066)
Other (90,499) (100,471)
Deferred tax liabilities (1,169,386) (1,202,054)
Net Deferved Tax Liabilities $ (801,631) $ (969,948)

Income Taxes

1988 1994 1993
(Amounts in Thousands of Dollars)
Currently payable: Federal $88,866 $ 70,908 $ 82,803
State 29,915 33,407 36,755
Deferred - net: Federal (8,649) (13,198) (25,388)
State (5,640) (72,662) (8,342)
Investment tax credits deferred - net (7.831) (5.982) (6,006)
Tax rate adjustment-regulatory 1ax receivable ; - 80,500 (a) —
Income Taxes $96,661 $ 92973 $ 79,822

—

(a) During 1994 the stawtory Pennsylvania income tax rate was reduced from 12 25 percent to 9.99 percent.
This resulted in a net decrease of $80.5 million in deferred tax liabilities and a corresponding reduction
in the regulatory receivable.

Income Tax Expense Reconciliation

1995 1994 1993
(Amounts in Thousands of Dollars)

Comipui federal income tax at statutory rate $95,591 $ 89,524 $ 80,558

Increase (decrease) in taxes resulting from:

Tax audit settlement - - (15,000)
State income taxes, net of federal income tax benefits 15,779 (25.516) 18,468
Amortization of deferred investment tax credits (7,831) (5,982) 6,000)
Adjustment to regulatory receivable, net of federal tax - 52,325 —
Revenue requirement adjustment to regulatory taxes - (12,178) -
Other (6,878) (5,200) 1,802
Total Income Tax Expense $96,661 $ 92,973 $ 79.822




I Leases

Total income taxes differ from the amount computed by applying the statutory federal income
tax rate to income before income taxes, before preferred and preference dividends of subsidiaries
and before the cumulative effect of changes in accounting principles.

The Company leases nuclear fuel, a portion of a nuclear generating plant, certain office
buildings, computer equipment and other property and equipment.

Capital Leases at December 31

1995 1994
(Amounts in Thousands of Dollars)
Nuclear fuel $112,573 $139,763
Electric plant 20,808 22,969
Total 133,381 162,732
Less accumulated amortization (74.874) (91,376)
Property Held Under Capital Leases - Net (a) $ 58,507 $ 71,356

a) Includes $2,910 in 1995 and $3,201 in 1994 of capital leases with associated abligations retired.

In 1987, the Company sold and leased back its 13.74 percent interest in BV Unit 2; the sale was
exclusive of transmission and common facilities. The total sales price of $537.9 million was the
appraised value of the Company's interest in the property. The Company leased back its interest
in the unit for a term of 29.5 years. The lease provides for semiannual payments and is accounted
for as an operating lease. The Company is responsible under the terms of the lease for all costs of its
interest in the unit. In December 1992, the Company participated in the refinancing of collateralized
lease bonds to take advantage of lower interest rates and reduce the annual lease payments. The
bonds were originally issued in 1987 for the purpose of partially rinancing the lease of BV Unit 2.
In accordance with the BV Unit 2 lease agreement, the Company paid the premiums of approxi-
mately $36.4 million as a supplemental rent payment to the lessors. This amount was deferred and
is being amortized over the remaining lease term. At December 31, 1995, the deferred balance
was approximately $21.6 million.

Leased nuclear fuel is amortized as the fuel is burned. The amortization of all other leased
property is based on rental payments made. Payments for capital and operating leases are charged
Lo operating expenses on the statement of consolidated income.

Summary of Rental Payments

1995 1994 1993

(Amounts in Thousands of Dollars)

Operating leases $57,617 $56,437 $57,398
Amortization of capital leases 26,705 33,596 28,758
Interest on capital leases 4,332 4,996 5.382
Total Rental Payments $88,654 $95,029 $91,538

Future Minimum Lease Payments

Operating Leases Capital Leases

Year Ended December 31, (Amounts in Thousands of Dollars)
1996 $ 58,095 $ 24,392
1997 57.870 13,862
1998 57,621 8,801
1999 57,200 5,130
2000 57,164 3,705
2001 and thereafter 902,097 20,946
Total Niinimum Lease Payments $1,190,053 76,836
Less amount representing interest (21,239)
Present value of minimum lease payments for capital leases $ 55,597 (a)

(a) Includes current obligations of $21.1 million at December 31, 1995.
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Future minimum lease payments for capital lcases are related principally 10 the estimated use
of nuclear fuel financed through leasing arrangements and building leases. Minimum payments
for operating leases are related principally to BV Unit 2 and cenain of the corporate offices.

Future payments due 0 the Company, as of December 31, 1995, under subleases of certain
corporate office space are approximately $4.4 million in 1996, $4.5 million in 1997 and
$23.1 million thereafter.

Construction

The Company estimates that it will spend, excluding the AFC and nuclear fuel, approximately
$90 million, $90 million and $100 million on electric utility construction during 1996, 1997 and
1998, respectively. Approximately $5 million of capital expenditures for the reliability enhancements
to the simple cycle units located at Bl contemplated in the Company’s petition before the PUC
are excluded from these estimates. (See “Sale of Ft. Martin” discussion, Note L, on page 47.)

Nuclear-Related Matters

The Company operates two nuclear units and has an ownership interest in a third. The operation of
a nuclear facility involves special risks, potential liabilities and specific regulatory and safety requiie-
ments. Specific information about risk management and potential Liabilities is discussed below.

Nuclear Decommissioning. The PUC ruled that recovery of the decommissioning costs for
Beaver Valley Unit 1 (BV Unit 1) could begin in 1977, and that recovery for BV Unit 2 and Perry
Unit 1 could begin in 1988. The Company expects 1o decommission BV Unit 1, BV iIe™ 2 and
Perry Unit 1 no carlier than the expitation of each plant's operating license, 2016, 2026 and 2025,
respectively. BV Unit 1 will be placed in safe storage until the expiration of the BV Unit 2 operating
license, at which time the units may be decommissioned together.

Based on site-specific studies finalized in 1992 for BV Unit 2, and in 1994 for BV Unit 1 and
Perry Unit 1, the Company’s share of the total estimated decommissioning costs, including removal
and decontamination costs, currently being used 1o determine the Company's cost of service, are
$122 million for BV Unit 1, $35 million for BY Unit 2, and $67 million for Perry Unit 1,

In conjunction with an August 18, 1994, PUC Accounting Order, the Company has increased
the annual contribution to its decommissioning trusts by approximately $2 million to bring the
total annual funding 1o approximately $4 million per year. In collaboration with the Company
and several other Pennsylvania utilities, the PUC Office of Special Assistants is evaluating various
decommissioning issues, including funding methods. The Company expects that any action relating
1o any forthcoming PUC report will result in further increases in annual contributions to its
decommissioning trusts. Consistent with these anticipated future PUC actions, the Company’s
petition before the PUC for the sale of its ownership interest in the Ft. Martin Power Station
provides for additional annual contributions to its nuclear decommissioning funds of $5 million
for five years without any increase in existing electric utility rates. (See “Sale of I't. Martin”
discussion, Note E, on page 47.)

The Company records decommissioning costs under the category of depreciation and amortization
expense and accrues a liability, equal 1o that amount for nuclear decommissioning expense. Such
nuclear decommissioning funds are deposited in external, segregated trust accounts. The funds are
invested in a portfolio of municipal bonds, certificates of deposit and United States government
securities having a weighted average duration of four to seven years. Trust fund earnings increase
the fund balance and the recorded liability. The market value of the aggregate trust fund balances
at December 31, 1995, 1otaled approximately $28.5 million. On the Company's consolidated
balance sheet, the decommissioning trusts have been reflected in other long-terni investments, and
the related liability has been recorded as other non-current liabilities.

Nuclear Insurance.  All of the companies with an interest in BV Unit 1, BV Unit 2 and Perry
Linit 1 maintain nuclear property insurance, which provides coverage for property damage,
decommissioning, and decontamination liabilities. The Company’s share of this program provides
for $1.2 billion of insurance coverage for its net investment of $407.8 million in the Beaver Valley
Power Station (BVPS) and $565.5 million in Perry Unit 1, plus its interest in BV Unit 2 with lease
commitments of $405.2 million, at December 31, 1995. The lease commitments of $405.2 million
represent the net present value of future lease payments discounted at 10.94 percent, the return
currently authorized the Company by the PUC. The Company would be responsible for its share
of any damages in excess of insurance coverage. In addition, if the property damage reserves of
Nuclear Electric Insurance Limited (NLIL), an industry mutual insurance company, are inadequate
to cover claims arising from an incident at any United States nuclear site covered by that insurer,
the Company could be assessed retrospective premiums totaling a maximum of $10.9 million.

The Price-Anderson Amendments 1o the Atomic Energy Act of 1954 limit public liability from a single
incident at a nuclear plant to $8.9 billion. The Company has purchased $200 million of insurance,
the maximum amount available, which provides the first level of financial protection.



Additional protection of $8.3 billion would be provided by an assessment of up 1o $75.5 million
per incident on cach nuclear unit in the United States. The Company’s maximum total assessment,
$56.6 million, which is based on its ownership or leasehold interests in thiee nuclear generating
uniis, would be limited 1o a maximum of $7.5 million per incident per year. A further surcharge
of 5 percent could be levied if the total amount of public claime« exceeded the funds provided
under the assessment program. Addionally, a state premium tax (typically 3 percent) could be
charged on the assessment and surcharge. Finally, the United States Congress could impose other
revenue-raising measures on the nuclear industry if funds prove insufficient to pay claims.

‘The Company carries extra expense insurance which would pay the incremental cost of any
replacement power purchased (in addition to costs that would have been incurred had the units
been operating) and other incidental expense after the occurrence of certain types of accidents at
its nuclear units in a limited amount for a limited period of time. The coverage provides for 100
percent of the estimated extra expense per week during the 52-week period starting 21 weeks after
an accident and 80 percent of such estimate per week for the following 104 weeks with no coverage
thereafier. The amount and duration of actual extra expense could substantially exceed insurance
coverage. NEIL also provides this insurance. If NEILs reserves are inadequate to cover claims at
any United States nuclear site covered by that insurer, the Company could be assessed
retrospective premiums totaling a maximum of $3.5 million.

Beaver Valley Power Station Steam Generators.  BVPS' units are equipped with steam generators
designed and built by Westinghouse Electric Corporation (Westinghouse). Similar to other
Waestinghouse nuclear plants, stress corrosion cracking (SCC) has occurred in the steam generator
tubes of BV Unit 1. BV Unit 2, which was placed in service eleven years after BV Uinit 1, has not
yet exhibited the degree of steam generator tube SCC experienced at BV Unit 1. 1t is, however, too
carly in the life of BV Unit 2 o determine the extent to which steam generator tube SCC may
become a problem.

The Company has undertaken certain measures, such as increased inspections and tube plugging
to minimize the operational impact and to reduce susceptibility to steam generator tube SCC.
Although the Company has taken these steps to allay the effects of steam generator tube SCC, the
inherent potential for future SCC in steam generator tubes of the Westinghouse design still exists.
Material acceleration in SCC could lead to loss of plant efficiency, significant repairs or possible
replacement of BV Unit 1's steam generators. Total replacement cost of BV Unit 1 steam
generators is currently estimated at approximately $125 million. The Company would be
responsible for $59 million of this total, which includes the cost of equipment removal and
replacement, but excludes replacement power costs. The earliest that BY Unit 1's steam generators
could be replaced is 1999,

The Company continues to explore all viable means of mitigating steam generator tube SCC,
including new repair technologies. Both units will undergo 100 percent tube inspection during
scheduled refueling outages in 1996. The Company will continue to monitor and evaluate the
condition of the BVPS steam generators.

Spent Nuclear Fuel Disposal.  The Nuclear Waste Policy Act of 1982 established a policy for
handling and disposing of spent nuclear fuel and a policy requiring the established final repository
to accept spent fuel. Electric utility companies have entered into contracts with the DOE for the
permanent disposal of spent nuclear fuel and high-level radioactive waste in compliance with this
legislation. The DOE has indicated that its repository under these contracts will not be available
for acceptance of spent fuel before 2010 at the earliest. Existing on-site spent fuel storage capacities
at BV Unit 1, BV Unit 2 and Perry Unit 1 are expected to be sufficient until 2016, 2010 and 2011,
respectively.

Uranivwm Enrichment Decontamination and Decommissioning Fund.  Nuclear reactor licensees
in the United States are assessed annually for the decontamination and decommissioning of DOE
enrichment facilities. Assessments are based on the amount of uranium a utility had processed for
enrichment prior to enactment of the National Energy Policy Act of 1992 (NEPA) and are to be paid
by such utilities over a 15-year period. At December 31, 1995, the Company's liability for contri-
butions is approximately $9.9 million (subject to an inflation adjustment). Contributions, when
made, are recovered from electric utility customers through the ECR.

Guarantees

The Company and the owners of Bruce Mansfield have guaranteed certain debt and lease
obligations related to a coal supply contract for the Bruce Mansfield plant. At December 31, 1995,
the Company’s share of these guarantees was $25.4 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 “Deferred Coal Costs” discussion, Note [, on page 49.) The
minimum future payments to be made by the Company solely in relation to these obligations
are $6.2 million in 1996, $5.9 million in 1997, $5.6 million in 1998, $5.3 million in 1999 and
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$4.2 million in 2000. The Company's total payments for coal purchased under the contract were
$28.9 million in 1995, $23.3 million in 1994 and $26.5 million in 1993

The Company has entered into various partnerships 1o enhance the credit associated with
affordable housing investments made by third party investors. As part of the transactions, the
Company has guaranteed a minimum defined yield and the funding of certain defined operating
deficits in return for a fee. A portion of the fees received has been deferred 1o absorb any required
payments with respect to these transactions, Based on an evaluation of the underlying housing
projects, it is management’s belief that such deferrals are ample for this purpose. .

Residual Waste Management Regulations

In 1992, the Pennsylvania Department of Environmental Protection (DEP) issued Residual
Waste Management Regulations governing the generation and management of non-hazardous
residual waste, such as coal ash. The Company is assessing the sites which it utilizes and has
developed compliance strategies under review by the DEP. Capital compliance costs of $3.0 million
were incurred by the Company in 1995 to comply with these DEP regulations; on the basis of
information currently available, an additional $2 5 million will be incurred in 1996, The expected
additional capitz’ cost of compliance through the year 2000 is estimated, based on current
information, to be approximately $25 million. This estimate is subject to the results of ground
water assessments and DEP final approval of compliance plans.

Other
The Company is involved in various other legal proceedings and environmental matters. The

Company believes that such proceedings and matters, in total, will not have a materially adverse
effect on its financial position or results of operations.

K. Long-Term Debi The Company’s 1947 first mortgage bond indenture was retired in the third quarter of 1995 fol-
lowing the maturity of the last bond series issued under the indenture. All of the Company's First
Collateral Trust Bonds have been issued under a new mortgage indenture that was established in
April 1992 (the 1992 Indenture). All First Collateral Trust Bonds became first mortgage bonds when
the 1947 mortgage indenture was retired. The 1992 Indenture includes more flexible provisions
and eliminates conventions such as mandatory sinking funds and formula-derived maintenance
and replacement clauses.

The pollution control notes arise from the sale of bonds by public authorities for the purposes
of financing construction of pollution control facilities at the Company’s plants or refunding
previously issued bonds. The Company is obligated to pay the principal and interest on these
bonds. For certain of the pollution control notes, there is an annual commitment fee for an
irrevocable letter of credit. Under certain circumstances, the letter of credit is available for the
payment of interest on, or redemption of, all or a portion of the notes. In late 1994, pollution
control notes totaling $114.1 million with an average interest rate of 10.34 percent were refinanced
at lower adjustable interest rates.

Long-Term Debt at December 31

Principal Outstanding
Interest (Amounts in Thousands of Dollars)
Rate Maturity 1995 1994

First Collateral Trust Bonds/

first mortgage bonds 4.75%:-8.75% 1996-2025 $ 903,000 (a) $ 950,400 (b)
Pollution control notes (c¢) (d) 2003-2030 417,985 417,051
Sinking fund debentures 5% 2010 5,703 5,817
Term loans 6.49% 2000 65,000 -
Miscellaneous 13,462 8,833
Less unamortized debt discount

and premium - net (4,157) (4.490)

Total Long-Term Debt $1,400,993 $1,377,611

{a) Excludes $50.0 million in 1995 related 10 a current maturity on May 15, 1996,

(b) Excludes $9.6 million in 1994 related o sinking fund requirements on the underlying first mortgage bonds and
$49.0 million related to the maturity on June 1, 1995, of the last first mortgage bonds issued under the 1947
indenture.

(¢) Excludes $0.9 miltion in 1994 related to sinking fund requirements on the underlying first mongage bonds

(d) The pollution control notes have adjustable interest rates. The interest rates at year-end averaged 3.9 percent in
1995 and 4.3 percent in 1994,
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I. Preferred and
Preference Stock of
Subsidiaries

At December 31, 1995, sinking fund requirements (related solely to the sinking fund debentures)
and maturities of long-term debt outstanding for the next five years were: $50.4 million in 1996;
$50.7 million in 1997, $75.7 million in 1998, $75.8 million in 1999 and $165.8 million in 2000.

Total interest costs incurred were $107.7 milhion in 1995, $110.7 million in 1994 and $118.1
million in 1993, Interest costs attributable to long-term debt and other interest were $102.4
million, $105.1 million and $112.0 million in 1995, 1994 and 1993, respectively. Interest costs
incurred also include $5.3 million, $5.6 million and $6.1 million auributable 1o capital leases in
1995, 1994 and 1993, respectively. Of these amounts, $1.8 million in 1995, $2.0 million in 1994
and $2.0 million in 1993 were capitalized as A¥C. Debt discount or premium and related issuance
expenses are amortized over the lives of the applicable issues.

During 1994, the Company’s BV Unit 2 lease arrangement was amended to reflect an increase
in federal income tax rates. At the same time, the associated letter of credit securing 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 to 1999, If certain specified events occur, the letter of credit could be
drawn down by the owners, the leases could terminate and collateralized lease bonds ($409 million
at December 31, 1995) would become direct obligations of the Company.

At December 31, 1995 and 1994, the Company was in compliance with all of its debt covenants.

At December 31, 1995, the fair value of the Company’s long-term debt, including current matu-
rivies and sinking fund requirements, est:mated on the basis of quoted market prices for the same
or similar issues or current rates offered to the Company for debt of the same remaining maturities,
was $1,466.4 million. The principal amount included in the Company’s consolidated balance
sheet is $1,441.7 million.

Preferred and Preference Stock of Subsidiaries at December 31
(Shares and Amounts in Thousands)
Call Price 1995 1994 1993
Per Share Shares  Amount Shares Amount Shares  Amount

Preferred Stock Series:

3.75% (a) (b) (¢) $51.00 148 $ 7,407 148 % 7,407 148 $ 7,407
4.00% (a) (b) (c) 51.50 550 27,486 550 27,486 550 27,486
4.10% (a) (b) (c) 51.75 120 6,012 120 6,012 120 6,012
4.15% (a) (b) (c) 51.73 132 6,643 132 6,643 132 6,643
4.20% (a) (b) (¢) 51.71 100 5,021 100 5,021 100 5,021
$2.10 (a) (b) (¢) 51.84 159 8,039 159 8,039 159 8,039
$7.20 (a) (c) (d) — — - 298 29,732 319 31,915
9.00% (e) — - 3,000 — — — -
Total Preferred Stock 1,209 63,608 1,507 90,340 1,528 92,523
Preference Stock Series: (f)
$2.10 (c) (g) — - — — — 1175 29,383
$7.50 (d) (h) — — - — - 84 8,392
Plan Series A (¢) (i) 37.18 834 29,615 841 29,857 844 29,956
Total Preference Stock 834 29,615 841 29,857 2,103 67,731
Deferred LSOP benefit (22,257) (24,852) 27,126)
Total Preferred and Preference Stock $70,966 $95,345 $133,128
(a) Preferred stock: 4,000,000 authorized shares; (f) Preference stock: 8,000,000 authorized shares;
$50 par value; cumulative $1 par value; cumulative
{b) $50 per share involuntary hiquidation value (g) $25 per share involuntary liquidation value
{¢) Non-redeemable (h) Redeemable
(d) $100 per share involuntary liquidation value (1) $35.50 per share involuntary liguidation value

(€) 500 authorized shares; 10 issued $300,000 par
value; involuntary fiquidation value $300,000
per share; redeemable beginning August 2000

Holders of Duquesne’s preferred stock are entitled 1o cumulative quarterly dividends. If four
quarterly dividends on any series of preferred stock are in 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, 1995, Duquesne had made all preferred stock dividend payments.
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Holders of Duquesne’s preference stock are entitled 1o receive cumulative quarterly dividends
if dividends on all senes of preferred stock are paid. If six quarnterly 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, 1995, the Company had made all
dividend payments. Preferred and preference dividends of subsidiaries included in Interest and Other
Charges were $5.9 million, $6.0 million and $8.9 million in 1995, 1994 and 1993, respectively.

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 “Employee Benefits,” Note N, on page 57.) The Company issued and sold
845,070 shares of preference stock, plan series A to the trustee of the ESOP. As consideration for the
stock, the Company received a note valued at $30 million from the trustee. The preference stock
has an annual dividend rate of $2.80 per share, and each share of the preference stock is
exchangeable for one and one half shares of DQE common stock. At December 31, 1995, $22 .3
million of preference stock issued in connection with the establishment of the ESOP had been
offset, for financial statement purposes, by the recognition of a deferred ESOP benefit. Dividends
on the preference stock and cash contributions from the Company are used to repay the ESOP
note. The Company made cash contributions of approximately $2.1 million for 1995, $2.3 million
for 1994 and $2.1 million for 1993. These cash contributions were the difference between the
ESOP debt service and the amount of dividends on ESOP shares (approximately $2.3 million in
1995, 2.4 million in 1994 and $2.3 million in 1993). As shares of preference stock are allocated
to the accounts of participants in the ESOP, the Company recognizes compensation expense,
and the amount of the deferred compensation benefit is amortized. The Company recognized
compensation expense related to the 401 (k) plans of $2.3 million in 1995, $1.8 million in 1994
and $1.7 million in 1993,

Outstanding preferred and preference stock is generally callable, on notice of not less than thirty
days, at stated prices plus accrued dividends. On September 1, 1995, Duquesne called for redemption
of all of its outstanding shares of $7.20 preferred stock. On January 14, 1994, Duquesne called
for redemption all of its outstanding shares of $2.10 and $7.50 preference stock. None of the
remaining Duquesne preferred or preference stock issues has mandatory purchase requirements.

Changes in the Number of Shares of DQE Common Stock Outstanding

1995 1994 1993

(Amounts in Thousands of Shares)

Outstanding as of January 1 78,459 79,518 79,425
Reissuance from treasury stock 83 116 93
Repurchase of common stock (986) (1,175) -
Qutstanding as of December 31 77,556 78,459 79,518

On April 19, 1995, the Company’s board of directors declared a three-for-two stock split for
shareholders of record on May 1, 1995. One additional share of common stock was issued for
every two shares outstanding as of the record date. All references in the consolidated financial
statements as to issued and outstanding shares and per share amounts have been restated to
reflect the stock split.

The Company has continuously paid dividends on common stock since 1953. The quarterly
dividend declared in the fourth quarter of 1995 on the post-split shares was increased from $.30
to $.32 per share. The Company has increased its annual dividend for each of the last eight years,
The Company’s annualized dividend per share was $1.28, $1.17 and $1.12 in 1995, 1994 and
1993, respectively.

An amendment (o the Restated Articles of DQE changing the Company’s common stock from
stock with a par value of $1.00 per share to stock having no par value, was approved by
shareholders at the Company’s Annual Meeting of Shareholders on April 20, 1994,

Dividends may be paid on the Company’s common stock to the extent permitted by law and as
declared by the board of directors. However, payments of dividends on Duquesne’s common stock
may be restricted by Duquesne’s obligations to holders of preferred and preference stock pursuant
to Duquesne’s Restated Articles of incorporation. 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 Dugquesne’s common stock dividend
payments or distributions may not exceed certain percentages of net income if the ratio of common
shareholders” equity 10 total capitalization is less than specified percentages. As all of Duquesne’s
common stock is owned by the Company, to the extent that Duguesne cannot pay common
dividends, the Company may not be able to pay dividends to its common shareholders. No part
of the retained earnings of the Company was restricted at December 31, 1995,



N. Employee Benefits

Retirement Plans

The Company maintains retirement plans to provide pensions for all full-time employees.
Upon retirement, an employee receives a monthly pension based on his or her length of service
and compensation. The cost of funding the pension plan is determined by the unit credit
actuarial cost method. The Company’s policy is 1o record this cost as an expense and 1o fund the
pension plans by an amount that is at least equal to the minimum funding requirements of the
Emple-ee Retirement Income Security Act of 1974 (ERISA) but not 1o exceed the maximum tax
dedu ble amount for the year. Pension costs charged to expense or construction were $6.1 mil-
lion for 1995, $8.9 million for 1994 and $9.8 million for 1993,

Funded Status of the Retirement Plans and Amounts Recognized on the
Consolidated Balance Sheet at December 31

1995 1994
(Amounts in Thousands of Dollars)

Actuarial present value of benefits rendered 1o date:

Vested benefits $378,344 $314,933
Non-vested benefits 19,110 17,282
Accumulated benefits obligations based on compensation to date 397,454 332,215
Additional benefits based on estimated future salary levels 53,757 59,318
Projected benefits obligation 451,21 391,533
Fair market value of plan assets 490,870 412,724
Projected benefits obligation under plan assets $ 39,659 $ 21,191
Unrecognized net gain . $124,794 $ 95,691
Unrecognized prior service cost (37,535) (30,365)
Unrecognized net transition liability (15,665) (17.477)
Net pension liability per consolidated balance sheet (31,935) (26,658)
Total $ 39,659 $ 21,191
Assumed rate of return on plan assets 8.00% 8.00%
Discount rate used to determine projected benefits obligation 7.00% 8.00%
Assumed change in compensation levels 5.00% 5.50%

Pension assets consist primarily of common stocks, United States obligations and corporate debt
securities.

Components of Net Pension Cost

1995 1994 1993

(Amounts in Thousands of Dollars)

Service cost (benefits earned during the year) $ 9953 $ 12,482 $ 11,657
Interest on projected benefits obligation 30,063 28,221 27,423
Return on plan assets (99,240) 1,967 (41,725)
Net amortization and deferrals 65,316 (33,783) 12,454

Net Pension Cost $ 6,086 $ 8,887 $  9.809

Retirement Savings Plan and Other Benefit Options

The Company sponsors separate 401 (k) retirement plans for its management and bargaining
unit employees

The 401(k) Retirement Savings Plan for Management Employees provides that the Company
will match employee contributions to a 401(k) account up to a maximum of six percent of an
emplovee’s 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
Board-approved targets 7re achieved. The 1995 incentive target for management was accomplished.
The Company is funding its matching contributions to the 401(k) Retirement Savings Plan for
Management Employees with payments to an ESOP established in December 1991. (See “Preferred
and Preference Stock of Subsidiaries,” Note L, on page 55.)
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The 401(k) Retirement Savings Plan for 1BEW Represented Employees provides that beginning
in 1995, the Company will match employee contributions to a 40) (k) account up 10 a maximum
of four percent of an employee’s 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 certain non-occupational illness and injury targets are met. In 1995, these incentive
targets were not met by the Company’s union-represented employees,

The Company's shareholders have approved a long-term incentive plan through which the
Company may grant management employees options 1o purchase, during the years 1987 through
2003, up 10 a total of 6.9 million shares of the Company's common stock at prices equal to the fair
market value of such stock on the dates the options were granted. At December 31, 1995, approx-
imately 2.6 million of these shares were available for future grants.

The following information is restated to reflect the 1995 stock split. As of December 31, 1995,
1994 and 1993, respectively, active grants totaled 2,159,000 2,118,000; and 1,763,000 shares.
Exercise prices of these options ranged from $8.2084 10 $27.625 at December 31, 1995, and from
$8.2084 10 $23.0833 at December 31, 1994 and December 31, 1993, Expiration dates of these
grants ranged from 1997 1o 2005 at December 31, 1995; from 1997 to 2004 at December 31,
1994; and from 1997 10 2003 at December 31, 1993, As of December 31, 1995, 1994 and 1993,
respectively, stock appreciation rights (SARs) had been granted in connection with 1,202,000,
1,190,000 and 1,193,000 of the options outstanding. During 1995, 367,000 SARs were exercsed
133,000 options were exercised at prices ranging from $8.2084 1o $21.6667 and 28,000 options
were cancelled. During 1994, 1,254,000 SARs were exercised; 339,000 options were exercised at

‘prices ranging from $8.2084 10 $18.9167; and 80,000 options were cancelled. During 1993,

1,122,000 SARs were exercised; 227,000 options were exercised at prices ranging from $8.2084 10
$18.9167; and 78,000 options were cancelled. Of the active grants at December 31, 1995, 1994
and 1993, respectively, 929,000; 918,000; and 867,000 were not exercisable.

Other Postretirement Benefits

In addition to pension benefits, the Company provides 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 of 55 and meeting certain service requirements, become eligible for
the same benefits available to retired employees. Participating retirees make contributions, which
are adjusted annually, to the health care plan. The life 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-go” basis. The Company has the right to modify
or terminate the plans.

As of January 1, 1993, the Company adopted Statement of Financial Accounting Standards
No. 106, Employers’ Accounting for Postretiremeni Benefits Other Than Pensions, which requires the
actuarially determined costs of the aforementioned postretirement benefits 1o be accrued over the
period from the date of hire until the date the employee becomes fully eligible for benefits. The
Company has adopted this standard prospectively and has elected to amortize the transition
liability over 20 years.

Components of Postretirement Cost

1995 1994

(Amounts in Thousands of Dollars)

Service cost (benefits carned during the period) $1,315 $1,631
Interest cost on accumulated benefit obligation 2,340 2,294
Amortization of the transition obligation over twenty years 1,700 1,700
Other (582) —
Total Postretirement Cost $4,773 $5,625

The accumulated postretirement benefit obligation comprises the present value of the estimated
future benefits payable to current retirees and a pro rata portion of estimated benefits payable 10
active emplovees after retirement.



O. Quarterly Financial
Information
(Unaudited)

Funded Status of Postretirement Plan and Amounts Recognized on the

Consolidated Balance Sheet at December 31

1995

1994

(Amounts in Thousands of Dollars)

Actuarial present value of benefits:

Retirees $ 7.359 $ 6292

Fully eligible active plan participants 3,187 3,074

Other active plan participants 21,935 20,543
Accumulated postretirement benefit obligation 32,481 29,909
Fair market value of plan assets - -
Accumuiated benefit obligation in excess of plan assets $(32,481) $(29,909)
Unrecognized net actuarial gains $ 8427 $ 9,481
Unrecognized net transition liability (28,898) (30.598)
Postretirement liability per consolidated balance sheet (12,010) (8,792)

Total $(32,481)  $(29,909)
Discount rate used to determine projected benefit obligation 7.00% 8.00%
He 'th care cost trend rates:

cor year beginning January 1 8.80% 8.60%

Ultimate rate 5.50% 6.50%

Year ultimate rate is reached 2000 1999
Effect of a one percent increase in health care cost trend rates:

On accumulated projected benefit obligation $ 3,228 $ 3,137

On aggregate of annual service and interest costs $ 435 $ 465

Summary of Selected Quarterly Financial Data (Thousands of Dollars, Except Per Share Amounts)

{The quarterly data reflect seasonal weather vanations in the Company's service territory. |

1995 First Quarter Second Quarter  Third Quarnter  Fourth Quanter
Operating Revenues (a) $298,277 $283,372 $347,265 $291,248
Operating Income (a) 80,607 66,870 105,528 69,460
Net Income 40,901 35,685 55,269 38,708
Larnings Per Share (b) 52 46 72 .50
Steck Price: (b)
High 22% 25 26% 30%
Low 19% 21% 23% 26
1994
Operating Revenues (a) $307,270 $295,409 $333,256 $287,975
Onerating Income (a) 84,045 65,667 101,945 65,210
Income 37,296 33,029 48,592 37,899
Larnings Per Share (b) 47 42 .61 48
Stock Price: (b)
Iigh 23 21% 20% 20V
Low 20 19'% 15% 1842

() Restated 1o conform with presentations adopted during 1995

thi Earnings per share and stock prices have been restated 1o reflect the stock split,
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DQE Orricens

WesLey W. von ScHack, §1. Chairman of the Board, President and Chief Executive Officer. Joined the company in 1984
Previously held senior executive positions in finance and administration with other utility and communications companies.
Directorships included in listing on page 20.

Gary L. Scuwass, 50. Executive Vice President, Chief Financial Officer and Treasurer. Previously served in a variety 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 acuvities), and Vice President and Treasurer, Holy Family Foundation (supports families in crisis).

Davio D. MarsHALL, 43. Executive Vice President, Previously held senior executive positions in finance at Central Vermont

Public Service. Joined the comp

James D. MitcHeLL, 44, Vice President. Previously held senior financial positions w
Joined the company in 1988. Dire

Victor A. Roaue, 49, Vice President and General Counsel. Formerly Vice President, Ge
Orange and Rockland Utilities. Joined the company in 1994, Directorships include
and Industry (economic development) and the United Way Good Neigh

Salvation Army Greater Pittsburgh Advisory Board,

Diane S. EismonT, 51
Secretary

Morcan K. O'Brien, 35
Controller

Duauesne LigHT Company

WEeSLEY W. vON ScHACK, 51

Chairmar of the Board and

Chief Executive Officer

Davio D. MarsHaLL, 43
President and
Chief Operating Officer

Gary L. ScHwass, 50
Senior Vice President and
Cluef Financial Officer
James E. Cross, 49
Senior Vice President,
Nuclear

DUQUESNE ENTERPRISES

Tromas A. HUrRkMANS, 30
President

MonTAUK

James D. MitcHEeLL, 44
President

DQE ENERGY SERVICES

ALExis TSAGGARIS, 47
President

@ DQE 1995 Annual Report

Donawp J. Cravton, 41
Assistant Treasurer

Dianna L. Green, 49
Senior Vice President,
Customer Operations
RoGer D. Beck, 59
Vice President,
Customer Services
GaARY R,
BRANDENBERGER, 58
Vice Presidemt,

Power Supply

ANTHONY J. ViLuioTTl, 49
Vice President,
Treasurer and Controller

DonaLp J. CuavTton, 41
Vice President

Lvos E. York, 36
Vice President

Joun W. WELCH, 44
Executive Vice President

any in 1985, Directorships included on page 20.

Jack Saxer, Jr., 52
Assistant Treasurer

WicLiam J. DeLeo, 45
Vice President, Marketing

and Corporite Performance

Victor A. Roaue, 49
Vice President

and General Counsel
DonaLp J. Ciavton, 41
Treasurer

Diane S. EismonT, 51
Secretary

Moraan K. O'Brien, 35
Controller

WiLtiam F. FiELDs, 45

Treasurer

James E. WiLson, 30
Controller

Joun ). DrozZDOWSK!, 40
Treasurer and Controller

ith Duquesne Light and 11.S. West, Inc.
ctorships include Three Rivers Youth (helps troubled teenagers).

neral Counsel and Secretary for
the Pennsylvania Chamber of Business
bors Advisory Committee. Also a member of the

JoaN S, SENCHYSHYN, 57
Assistant Secretary

JACK SAXER, JR., 52
Assistant Vice President,
Administration

SaLly K. Wapg, 42
Assistant Vice President,
Human Resources
WiLLiam F. FiELDS, 45
Assistant Treasurer
JOAN S. SENCHYSHYN, 57
Assistant Secretary



Common Stock

Trading Symbol: DQE

Stock Exchanges Listed and Traded

New York, Philadelphia, Chicago

Number of Common Shareholders of Record
at Year-End: 79,048

Annual Meeting

Shareholders are cordially invited to attend
our Annual Meeting of Shareholders at

10 a.m., April 23, at the Smith Barney Plaza,
388 Greenwich St., New York, NY 10013,

DQE Internet Home Page

A variety of shareholder and customer
information is available on DQE's home
page on the World Wide Web. Our address is
http://www.dqe.com. The site is best viewed
using the latest version of Netscape software.

ELECTRI » STOCK

The following investor services are available
through DQE's dividend reinvestment and
stock purchase plan.

Direct Purchase of DQE Stock

DQE offers non-shareholders the ability
to purchase stock directly through the
company. Call or write for a prospectus
on this popular program.

Automatic Cash Contributions
Through thiis program, current reinvest-
ment plan participants can make
regular cash contributions to purchase
additional shares of DQF common
stock by having funds automatically
withdrawn from their bank accounts.

Other Features and Services

¢ Purchase and sale of plan shares at
nominal commissions.

» Acceptance of certificates for safe-
keeping.

¢ Reregistration of some or all of a
shareholder’s holdings.

* Creation of new accounts as gifts
for family and friends.

£ Reg LIS Pat. & Tm. O

DQE and its affiliated companies are
Equal Opportunity Employers

Shareholder Services/Assistance

By telephone, representatives are available
from 7:30 a.m. to 4:30 p.m. (Eastern time)
to assist you with the following services:

Direct purchase of initial shares
Direct deposit of dividends
Automatic cash contributions
Dividend reinvestment

Stock transfer

Unreceived dividend payment
Change of address

Lost stock certificate

Stock Certificate Transfers

Shareholders with only stock certificates to
transfer should send their certificates and the
related documents to our transfer agent:

Boston Equi-Serve
Transfer Processing

150 Royall Street 45-01-05
Canton, MA 02021

Direct Deposit

Your DQE quarterly dividends can be deposit-
ed automatically into a personal checking or
savings account, Call Shareholder Relations
toll-free for more information.

Financial Community Inquiries

Analysts, investment managers and brokers
should direct their inquiries to 1-412-393-
4133; FAX 1-412-393-6571. Written inquiries
should be sent to the investor Relations
Department at the address below.

Dividend Tax Status

The company estimates that all of the com-
mon stock dividends paid in 1995 are taxable
as dividend income. This estimate is subject to
audit by the Internal Revenue Service

Form 10-K

If you hold or are a beneficial holder of DQE
common stock as of February 21, 1996, the
record date for the 1996 Annual Meeting, we
will send you, free upon request, a copy of
DQE's Annual Report or Form 10-K as filed
with the Securities and Exchange Commission
for 1995, Requests must be made in writing to
the Secretary, DOE, at the address listed below

DQE

Shareholder Relations

Box 68

Pittsburgh, PA 15230-0068

Toll-free: 1-800-247-0400
In Pittsburgh: 393-6167
FAX: 1-412-393-6087






