BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE: Application for Transfer of )
Majority Organizational Control of )
) DOCKET NO.
)
)
)

Ocala Oaks Utilities, Inc. & .
in Marion County, Florida to C?E? Wl T s
1907~ 2>
Cad - 4

AquaSource Utility, Inc.

NOTICE OF FILING

Applicants hereby notice the filing of the Late File Exhibit

"F" which is the Affidavit of Mailing in the above-referenced

docket.
Respectfully submitted on this
23rd day of December, 1998, by:

ROSE, SUNDSTROM & BENTLEY, LLP
2548 Blairstone Pines Drive
Tallahassee, Florida 32301

(850) 877-6555

By ; lJ&bLﬁféqc;;- ,i;;éiab“”’f”

MARTIN S. FRIEDMAN
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AFFIDAVIT OF MAILING

STATE OF FLORIDA

COUNTY OF LEON

Before me, the undersigned authority, authorized to
administer oaths and take acknowledgements, personally appeared
BRONWYN S. REVELL MODERAU, who, after being duly sworn on oath, did
depose on oath and say that she is the secretary of Martin S.
Friedman, attorney for AquaSource Utility, 1Inc. and that on
December 23, 1998, she did send by certified mail, return receipt
requested, a copy of the notice attached hereto to each of the
utilities, governmental bodies, agencies, or municipalities, in
accordance with the list provided by the Florida Public Service
Commission, which is also attached hereto.

FURTHER AFFIANT SAYETH NAUGHT.

&MQ QRuwe 0 Mod shacr

Bronwyf) S. Revell Moderau

Sworn to and subscribed before me this 23rd day of December, 1998,
by Bronwyn S. Revell Moderau, who is personally known to me.

(27
4 #47C
Print Name

NOTARY PUBLIC
My Commission Explres

g Martin S. Friedman
'§ MY COMMISSION # GC547543 EXPIRES

August 16, 2000
BONDED THRU TROY FAIN INSURANCE, INC.

EXHIBIT "F"




NOTICE OF APPLICATION FOR A TRANSFER
OF MAJORITY CRGANIZATIONAL: CONTROL

LEGAL NOTICE

Notice is hereby given on December 21, 1998, pursuant to Section
367.071, Florida Statutes, of the application for transfer of
majority organizational control of Ocala OCaks Utilities, Inc. to
AgquaSource Utilities, Inc. providing water and sewer utility
service to the following described territory in Marion County,
Florida:

Township 14 South Range 22E

Ocala OQOaks

The SW ¥ of the NE ¥ and the NW ¥ of the SE ¥; and the SW ¥ of the
SE Y%, except the West 724.00 and except the North 130’ of the South
155/ of the East 85’ and except the South 25’ for road right-of-
way; all being in Section 33 - Township 14 S Range 22 E, Marion
County, Florida; and also

WRIGHT HEIGHTS
The SE % of the NE ¥ and the NE ¥ of the SE ¥ of Section 33,
Township 14 S, Range 22 E and also

SUGAR HILLS
The SW % of the NW % of the NW 4 of Section 34, Township 14 8§,
Range 22 E, except for rcad right-of-way and also

SUGAR HILLS - 15T ADDITION

East ¥ of the East % of the NE % of the NE ¥ of Section 33,
Township 14 S, Range 22 East, except the East 25’ for road thereof;
and except the North 175' thereof, lying and being situate in
Marion County, Florida.

Township 15 South Range 22E

WOODLAND PLACE

The East ¥ of the SW ¥ of Section 33, Township 15 South, Range 22
East, Marion County, Florida, except the S 30’; and the N 480’ of
the S 660’ of the E 280'; and the N 480‘ of the S 660’ of the W
140’ of the E 480’; and including the E ¥ of the NE ¥ of the NW ¥
of the SW ¥ except the W 40’ thereof and also

BELLEAIR
The NE ¥ of the NW ¥ of Section 25, Township 15 South, Range 22
East Marion County, Florida and also

PINE OAK

West Half (W%) of Southwest Quarter (SWY) of Southeast Quarter
{SEY%) of Southwest Quarter (SW %) of Section 24, Township 15 Socuth,
Range 22 East, containing five acres, more or less.
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TOWNSHIP 17 SOUTH, RANGE 22 E

FAIRFAX

The West % of the East ¥ of the NE % of Section 14, Township 17
South, Range 22 East, except the West ¥ of the SE ¥ of the NE ¥ and
except the NW ¥ of the NE ¥ of the NE ¥ and also

FAIRFAX NORTH

The NW % of the NE ¥% of the NE ¥ of Section 14, Township 17 South,
Range 22 East, Marion County, Florida, and containing 10.06 acres
more or less and also

MARION HILLS
E % of W% of NE ¥ of NW ¥ of Section 13, Township 17 South, Range
22 East, less N 25’ for R/W all being in Marion County, Florida.

TOWNSHIP 16 SOUTH, RANGE 23 E

BELLEVIEW HILLS

The West % of the NW ¥ of the NE ¥ of Section 3, Township 17 South,
Range 23 East and commencing at the North ¥ Corner of said Section
3, thence proceed East along the North boundary of said Section 3,
266.98' for the Point of Beginning; thence North 462.65' to the
Southerly R/W of Alternate U.S. 27 - 441 (State Highway 25); thence
along said Southerly right-of-way, 347.93'; thence departing from
said right-of-way S8 00036'36" W, 348.44’; thence West, 330.00’ to
the Point of Beginning, being in Section 34, Township 16 South,
Range 23 East.

TOWNSHIP 14 SOUTH, RANGE 22E

CHAPPEL HILLS

The North ¥ of the NE ¥ of the SE % Section 28, Township 14 South,
Range 22 E, Marion County, Florida EXCEPT Road right-of-way.

TOWNSHIP 15 SOUTH, RANGE 21E

RIDGE MEADQOWS

The East % of the SW % of the SW ¥ of Section 9, Township 15 South,
Range 21 E, Marion County, Florida.

TOWNSHIP 14 SOUTH, RANGE Z1E

WESTVIEW

The SW % of the NW ¥ of Section 36, Township 14 South, Range 21
East; except the South 466.69' of the West 466.69'; and except the
South 25’ for road right-of-way; and except the South 298’ of the
East 298’; and except the West 343.5’ of the East 641.5’; and
except the North 295.16‘ of the South 761.85" of the West 295.16';
and except the South 660’ of the North 810’ of the East 330’ and
except the North 298.5° of the South 1060.35’ of the West 298.5’;
and except the North 100’ of the West 460.60’; and except the South
105.24’ of the North 255.24' of the West 460.60°.
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Township 14 South, Range 21 East

Section 36

The Scuth 467 feet of the West 467 feet of the Southwest ¥ of the
Northwegt % of =said Section 36.

Township 15 South, Range 22 East

Section 24

The South ¥ of the Southwest ¥ of the Southeast % of said Section
24 .

Section 25

That portion of the Northwest ¥ of the Northeast ¥ of said Section
25 more particularly described as follows:

Begin at the Northeast corner of the Northwest % of the Northeast
¥ of said Section 25, thence South 00002’00" East along the East
boundary a distance of 25 feet, then South 89053’35" West a
distance of 105 feet, thence North 34016'20" West a distance of 30
feet to the North boundary, thence North 90053'35" East along the
North boundary a distance of 122 feet to the Point of Beginning.

and

Begin at the Northwest corner of the Northwest % of the Northeast
% of Section 25, thence North 89053°35" East along the North
boundary a distance of 65 feet, then South 30023741" West a
distance of 128 feet to the West boundary, thence North 00e12’41"
West along the West boundary 110 feet to the Point of Beginning.

Township 17 South, Range 23 East
Section 3
The EFast ¥ of the Northwest Y of the Northeast ¥ of said Section 3.

Township 16 South, Range 23 East

Section 34

Commence at the South ¥ corner of said Section 34; thence along the
South line of said section run North 89054/00" East a distance of
696.58 feet to the Point of Beginning; thence North 00036’'36" East
a distance of 313.77 feet to a point on the South R-0-W line of 014
U.S. Highway 441 (100 foot r-o-w); thence along said R-O-W South
70054'06" East a distance of 210.87 feet; thence South 00o36736"
West a distance of 244.42 feet to a point on the South line of said
Section 34; thence along said South line South 89%054700" West a
distance of 200 feet to the Point of Beginning.

TOWNSHIP 14 SQUTH, RANGE 22 EAST

Section 33

The Southeast ¥ of the Southwest 34 LESS AND EXCEPT the South 660
feet of the East 480 feet of the Southeast ¥ of the Socuthwest %4,
and the South 30 feet thereof.
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Township 15 South, Range 22 East

Section 24 .

Commence at the SE corner of the SW ¥ of said Section 24; thence
North 00012'00" West long the East boundary of the SW %, 317.19
feet, said bearing of East boundary alsoc being described as "N.
00046°09" E." in the O.R. Book 1097, page 738 and O.k. Book 1093,
page 621; thence S. 88045'27" W., 666.01 feet to the West boundary
of the S.E. ¥ of the SE % of the SW ¥ of said Section 24; said
bearing also being described as "S. 89043’36" W." in O.R. Book
1097, page 738 and O.R. Book 1093, page 621; thence S. 00004'51"
E., along the West boundary of said S.E. ¥ of the SE % of the SW
4, 303.40 feet to the Southwest corner thereof; thence N. 89056/39"
E. along the South boundary of the aforementioned SE ¥ of SE ¥ of
S.W. Y%, 666.53 feet to the Point of Beginning.

Containing 4.746 acres

Township 16 Socuth Range 23 East

Section 34

The SE % of the SW ¥ of said Section 34, lying South of SE County
Road No. C-25; LESS the NE Y% of the SE ¥ of the SW Y thereof.

East % of the SW ¥ of the SE ¥ of the SW ¥ of Section 24, Township
15 South, Range 22 East; except the West 264 feet of the SE % of
the SW ¥ of SE ¥ of SW ¥, Section 24, Township 15 South, Range 22
East, Marion County, Florida.

and the West 264 feet of the SE % of the SW ¥ of the SE ¥ of the SW
Y%, Section 24, Township 15 South, Range 22 East

and East ¥ of the NW ¥ of the SE ¥ of SW ¥ and North ¥ of the NE Y
of the SE ¥ of the SW Y%, lying in Section 24, Township 15 South,
Range 22 East, and containing ten (10} acres.

Township 14 South, Range 22 East, Section 33

For the point of reference commence at the Northeast corner of the
Southwest ¥ of Section 33, Township 14 South, Range 22 East; thence
S 00001’54" W along the West boundary of Ocala 0Oaks Unit 2 (PB.
"T", PG. 76} 1159.79 feet to the North boundary of Woodland Place
{PB "U", PG 2); thence along said North boundary of Woodland Place
S 89057702" W, 185.04 feet; thence S 00004'07"W, 3.84 feet; thence
S 89056’29"W, 388.00 feet; thence S 00004’07"W, 125.00 feet to the
North right-of-way of Northeast 38th Place (60'R/W); thence along
said right-of-way S 89056’'29"W, 755.06 feet to a point on the East
boundary of McCoy’s Subdivision (unrecorded) thence along said east
boundary of McCoy’s Subdivision N 00001‘52"E, 1289.15 feet to
Northeast corner of Northwest % of the Southwest ¥ of said Section
33, Township 14 South, Range 22 East; thence along said North
boundary line N89057’'53" E, 1328.23 feet to the point of beginning.
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and the East ¥ of the Southeast ¥ of the Northwest ¥ of Section 33,
Township 14 South, Range 22 East, Marion County, Florida.
Containing 57.77 acres more or less.

AREA A
Township 14 South, Range 22 East In Section 32 and 33

For a Point of Reference commence at the Southeast corner of the
Northeast ¥ of Section 32, Township 14 South, Range 22 East; thence
along East boundary of said Section 32 North 00000’39" West, 661.29
feet to the Point of Beginning (POB); thence continue North
00c00’39" West, 661.29 feet to the Northeast corner of the
Southeast ¥ of the Northeast ¥ of said Section 32; thence along the
north boundary of said Southeast % of the Northeast % South
89053'53" West, 162.97 feet to a Point on the Easterly Right-of-Way
of Alternative U.S. Highway 301 (100’ R/W); thence along said
Right-of-Way South 13049'41" West, 680.83 feet; thence North
89058’58" East, 325.82 feet to the P.O.B. containing 3.71 acres
more or less. And the West 3% of the Northwest Y% of the Southwest
4 of the Northwest % of Section 33. Containing 5.04 acres more or
less.

ARFEA B
Township 14 South, Range 22 East In Section 33
The West 626 feet of the East ¥ of the Northwest ¥ of the Southwest
¥ of the Northwest 1.

AREA C

Township 14 South, Range 22 East In Section 32 and 33

Commence at the Southeast corner of the Northeast ¥ of Section 32,
Township 14 South, Range 22 East; thence due North 661.29; thence
due West 325.82 feet to the Easterly Right-of-Way of Alternative
U.S. Highway 301 (100’ R/W); thence South 13035/3%" West 680.49
feet; thence due East 485.89 feet to the Point of Commencement.
And the Scouthwest % of the Southwest ¥ of the Northwest % of
Section 33, Township 14 South, Range 22 East.

AREA D

Township 14 South, Range 22 East In Section 33

For a Point of Reference commence at the Southeast corner of the
West ¥ of the Southeast ¥ of the Northwest 4 of Section 33,
Township 14 South, Range 22 East; thence North 00003’19" East along
the East boundary of the West % of the Southeast % of the Northeast
% of said Section 33, 30.00 feet to a Point on the North Right-of-
Way of NE 42nd Street (60’ R/W) and the Point of Beginning
(P.O.B.); thence continue along said East boundary North 00003’19"
East, 298.93 feet; thence depart from said boundary South 8%056’36"
West, 129.33 feet; thence North 00001’58" East, 270.00 feet; thence
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North 8%9¢56’36" East, 129.43 feet to a Point on the Aforementioned
East Boundary; thence North 00003719" East, 61.73 feet to the
Northeast corner of the Southwest % of the Southeast ¥ the
Northwest % of said Section 33; thence South 89058’58" West,
1,328.74 feet to the Northwest corner of the Southeast % of the
Southwest % of the Northwest % of said Section 33; thence South
00000’40" West along the West boundary of the Southeast % of the
Southwest ¥ of the Northwest % of said Section 33, 631.08 feet to
a Point on the North Right-of-Way of N.E. 42nd Street (60'R/W);
thence North 89057'53" East, along said North Right-of-Way,
1,328.26 feet to the P.O.B.

AREA E

Township 14 South, Range 22 East In Section 33

For the Point of Beginning (P.0.B.)}) commence at the Northwest
corner of the Southwest ¥ of Section 33, Township 14 South, Range
22 East, Marion County, Florida; thence along the West boundary of
Section 33, Township 14 South, Range 22 East South 00001’47" West,
992.10 feet to the North Right-of-Way of Northeast 39th Street (50’
R/W); thence along said North Right-of-Way North 89c56749" East,
996.15 feet to the West boundary of McCoys Subdivision Unrecorded;
thence along said West boundary North 00001’51" East, 991.79 feet
to the North boundary line of the Southwest %, Section 33, Township
14 South, Range 22 East; thence along said North boundary South
89057'53" West, 996.17 feet to the P.0O.B.

BELLEVIEW HILLS ESTATES

That part of the South ¥ of NW ¥ of NE ¥ lying West of U.S. Highway
No. 301, and the NW % except the East 348.50 feet of the South
1017.50 feet thereof and except the East 525.00 feet of the West
1016.25 feet of the South 210.00 feet thereof, all being in the
Section 18, Township 17 South, Range 23 East, Marion County,
Florida.

HAWKS POINT SUBDIVISION

THE SE ¥ of Section 26, Township 16 South, Range 22 East, Marion
County, Florida: less and except the East 12% chains thereof, and
less the North 10 chains thereof; and except the West % of the SW
% of the SE ¥, and except the SE ¥ of the SW ¥ of the SE ¥ except
the East 30 feet.

49th Street Village, Stonegate, and Country Roads Subdivisions
The following described lands located in portions of Sections 27
and 34, Township 14 South, Range 22 East, Marion County, Florida:

Section 27
The South ¥ of the SW ¥ of the SW %
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Section 34
The North % of the NW % the SW ¥ of the NE Y% of the NW 4.

Any objection to the said application must be made in writing and
filed within thirty (30) days from this date to the Director,
Division of Records and Reporting, Florida Public Service
Commission, 2540 Shumard Oaks Boulevard, Tallahassee, FL 32399-
0850. A copy of said objection should be mailed to the attorney
for the applicant who is: Martin S. Friedman, Esquire, Rose,
Sundstrom & Bentley, LLP, 2548 Blairstone Pines Drive, Tallahassee,
FLL 32301.




LIST GF WATER AND WASTEWATER UTILITIES IN MRICN QOLNTY

(ALD AR &) DAYS)
12/18198-02A6/199
UTILITY NRE MAVGER
MARICN QOLNTY
A. P. UTILITIES, INC. W.EER) PHILIP D. WIS
325 S.E. 45H QORT, SATEE X2) 6B4-7474
QAA R 3480-7431
BF ORP. 95%) CHRLES DF MENZES
P. 0, B 8220 ) e2-498
CAA AL 3478-520
CFAT. HO, INC. 65719) CHARLES DE MENZES
P. 0. BX &2 &) 6299
0AA L 3478220
(CANTWWICE UTILITY COMPANY (4J008) DIRK J. LEEWRD
P. 0. BX 1476 (B2) 245-2007
AA FL 34781476
DECCA UTILITIES, A DIVISION OF DEOCA (446b) JYES A BL
8865 S.W. 104TH LAE (¥2) 846210
(CAA, FL 34481-861
EACLE SRINGS UTILITIES, INC. GUA0) LHNRD (BN) B. TABR
P. 0. BX 1975 2) F1-880
SILVR SRINGS. AL 344861975
EAST MARICN SANTTARY SYSTEMS, INC. QE®) HERBERT HEIN
P. 0. B 245 {X2) $1-1338
SILVER SRINGS. AL 344800245
EAST MARION SANTTARY SYSTEMS, INC. WE3) HERBERT HEIN
P. 0. B 245 &2) 31-138
SILVR SRINGS, AL 34480-(245
FLCRIDA WATER SRVICES (CRRCRATION &487) BRIAN P, AMSTRING
P. 0, BX 6060 @7) 8H)0e8
(RANDD. FL 389)-%8)
LINDAE WATER QOMPANY (4J148) FANIE J. SHIALDS
2401 S.E. QOLNTY HIGWY 42 ) 66-5D
WMATILLA, AL 37849144
LITILE SMIER UTILTTY CIMPANY  (WS5762) H. GRY MRE

1100 MAIN STREET
LAY LAE. AL 3157719




LIST CF WATER AD WSTEWATER UTILITIES IN MARION COLNTY

(ALID AR €0 DAYS)
12/18A998-0215/190
UTILITY NAE MAAGER
MARIN COLNTY éarkiryed)
LOGH HARACLR UTILITIES, INC. ¢45151) JOBEPH C. MXON
P. 0. BX 2100 &2) 72-2100
CAA R 3478-2100
MARICN UTILITIES, INC. (S160) TIME. THMPIN
710 N.E. ITH AENE &2) 62-1171
0CAA AL 30680
CCALA QNS UTILITIES, INC. N174) MIGPE BLLZEY
1IA3N.E. I7TH RO X2) /2-HK
CAA R 3M70-4600
OCALA SPRINGS UTILITIES INC. (WS308) GRAD S. ALEN
4837 WWIFT RO, SUTTE 100 &A1) 2388
SRATDTA, FL 34231-5157
PALM CAY UTILITIES, INC. (4UBO3) JNM. KRTZ
8888 JUTHEST STATE RO 200 B2) 840408
CAA, AL 3s8l-7711
PINE RN UTILITIES, INC. WB¥) JAMES A BELL
835 S.W. 104TH LAE &2) H4-6210
OAA AL 481-861
QUALL MEADGW UTILITIES, INC. WG STERHN G. MEHALTS
2477 EAST OOMMERCIAL BLWD. &h) 41-172
FT. LADERDALE, FL 3308441
RAINBOW SRINGS UTILITIES, L.C. $5199) oL D. SAULRDDE
P. 0. BX 1860 X2) 48-5%4
DINELLON, AL 34430-1890
RESIDENTIAL WATER SYSTEMS, INC. GLG/0) CHARLES DEMINZES
P. 0. B 20 (X2) 62450
CCAA AL 344785220
S &L UTILITIES, INC. Q137) (HRLES HETCHR, R
P. 0. BX 418 &) 24-176/ 62-72%
TAA A 78418
SILVER CITY UTILITIES WB62) DAVID L
J6 PRINCES STREET 619) X628
KINCARDINE, ONTARIO

CANDANZ 2-7,




LIST OF WATER AND WASTEWATER UTILITIES IN MIRICN COLNTY

(ALID AR 6) DAYS)
12/18/1988-02/15/199

UTILITY N

WARICN QONTY ontinued)

SRUIE REEK SUTH UTILITIES, INC. (U6E3)
801 S.E. 140TH LAE RO

IMERFIED, AL 34491

SPRUCE CREEK SCUTH UTILITIES, INC. GiEel)
801 S.E. 140TH LAE RO
IME¥IND, A 39t

STEERLECHASE UTILITY GOMPANY, INC. GSE88)
% SIONECREST

11083 S.E. 174TH LCP
IMERFIED, AL 3M01-%19

IN OMANITIES GPERATING LIMITED PARTNERSHIP 445746)
ATIN: SAIDLE O QLB

3100 MICCLEBEL T RO, UTTE 145

FARMINGICN HILLS, ML 483%

SNHINE UTILITIES (F GENTRAL FLCRIDA, INC. (W23B)
10230 S.E. HIGHAY 25
BELLEVIEW, FL 3440-5631

TRADEWINDS UTILITIES, INC. 6S3¥0)
P. 0. BX 520
OAA. FL 3478220

UTILITIES. INC. CF RLCRIDA (RUEAL)
200 WATHRTTELD AMNE
ATANTE SRINGS, AL 32714-4099

UTILITIES, INC. CF FLCRIDA G443)
200 WEATHRFTELD AVNLE

A TAUNTE SRINGS, L 32714-40%

VENTURE ASICIATES UTILITIES QRP. G4E12)
261 N.W. €JTH AENE
CAA R 3MR-333

WINDSTREAM UTILITIES QOMPANY (U3E5)
P. 0. B 401
CAA, AL 34478401

JAY A THMPSN
2) 370038

JY A THMPIN
&2) #0038

L. WAL RBERISN, R.
X2) J7-1033

JN AR
@7) 911-%638

JMES H, HDES
B2) 37-828

CHRLES DE MNZES
B2) 22-499

DONALD RASASSEN
@7y 8p-1919

DONALD RATMSSEN
@7) 80-1919

AHRF, TAIT
) 72

RN CHRI) DLOLHY
82) 60-890




LIST (F WATER AD WSTEWATER UTILITIES IN MARION COLNTY

(ALID AR &0 DAYS)
12/18/198-02/15/19%5

UTILITY N
CGOERMNTAL ATNCIES

(LERK, BOARD (F COLNTY (IMMISSICNERS. MARICN QOLNTY
P. 0. B 103)
AA A 3678100

OEP CENTRAL DISIRICT
3319 WAIIRE A\D., SITTE 22
RAND, A 3803-3767

MR, CITY OF CCALA
P. 0. BX 120
CAA, FL 36/8-120

MAYR. TOWN CF RELDICK

P. 0. AKX 23

REDIK, AL 3686028

ROBERT TITTERINGTN, MARICN QONTY

601 S.E. Z5H AVNLE
TAA AL 34t

S.W. FLCRIDA WATER MANAGEMENT DISTRICT
2379 BROW) SREET
BROXSVILLE, L. 4E09-680




LIST CF WATER AD WASTEWATER UTILITIES IN MIREN (CLNTY

QALID AR &) DAYS)
12/18/1998-0215199

UTILITY M

ST.JUHNS RIVER WIR MANAGEMENT DISTRICT
P.0. B 149
PAATKA, AL 3178-14%

TON CLERCMNAGER, TON OF MCINTOH
P. 0. BX 166
MINDH, AL 3640166

WITH AQOICHEE REG RLANNING QNCIL
1241 SW. 10H SIREET
0AA AL 34/4-278

SIAE OFICIAS

STATE (F FLCRIDA RUBLIC QONSH.
CO TH HUSE (F RERREINTATIVES
THe CAPTTL

TALARSSE, AL 235-130

DIVISICN (F REGCRDS A\D RERCRTING
FLCRIDA PLRLIC SERVICE (CMMISSION




Operating
Revenues

Operating
Expenses

Operating Income
Other Income

Net income

Earnings Per Share

Dividends Declared

_ EXHIBIT . .

! ey A"

: - —

Statement of Consolidated Income

{Thousands of Dollars. Except Per Share Amounts)

Year Ended December 31,
1997 1996 1995
Sales of Electricity:

Residential $ 405913 S 405392 $§ 414291

Commercial 494,834 489,646 491,789

Industrial 198,708 190,723 190,689

Provision for doubtful accounts (11,600} (10.382) (13,430}

Net customer revenues 1,088,457 1,075,179  1.083,339

Utilities 24,861 58.292 55.963
Total Sales of Electricity 1,113,318 1133471 1.139.302
Other 105,856 92,724 30.860

Total Operating Revenues 1,219,174 1.226.195 1.220.162
Fuel and purchased power 223,411 236.924 231,968
Other operating 306,747 298.977 292.997
Maintenance 821,865 78.336 31,516
Depreciation and amortization 242,843 222928 202.538
Taxes other than income taxes 82,567 85.974 83.638

Total Operating Expenses 938,437 923,189 897.657
Operating Income 280,737 303.006 322,465
Long-term investment income 64,464 49,636 28.975
Gain on dispositions 34364 5.119 5,129
Interest and other income 30,979 19,033 14210

Total Other Income 129,307 73.790 52514
Interest and Other Charges 115,638 110.270 107.535
Income Before Income Taxes 294,906 266.526 767.224
Income Taxes 95,805 87,388 96.661
Net Income $ 199,101 $§ 179.138 & 170.563
Average Number of Common Shares :

Outstanding {Thousands of Shares) 77.492 77.149 77.674
Basic Earnings Per Share of Common Stock $2.57 $2.32 §2.20
Diluted Earnings Per Share of Common Stock $2.54 $2.29 S2.17
Dividends Declared Per Share of Common Stock %1.38 $1.30 S1.21

See notes to consolidured financial starements.

Statement of Consolidated Retained Earnings

{ Thousands of Dollurs}
Ay of December 31,

1997 1996 1993
Balance at beginning of year 5 777607 S 698986 5 622072
Net income 199,101 179,133 170.363
Dividends declared (16,930 (L0 1T {93.649}
Balance at end of year S 869749 S5 777607 3 693986

See notes to consolidared financiad statementts,




Assets

Fani s

Conscu.idated Balance Sheet

(Thousands of Dallars)
As of December 31,
1997 1996
Current Assets:
Cash and temporary cash investments § 336412 $ 410978
Receivables:
Electric customer accounts receivable 90,149 92 475
Other utility receivables 23,106 22402
Other receivables 33,472 33,936
Less: Allowance for uncollectible accounts (15,016) (18,683)
Total Receivables — Net 131.711 130.125
Materials and supplies (at average cost):
Coal . 20,418 19,097
Qperating and constryction 33,088 52,669
Total Materials and Supplies 73.506 71,766
Other current assets 7,727 9,339
Total Current Assets 569,336 622.228
Long-Term Investments:
Leveraged leases 349,129 134,133
Affordable housing 137,360 150,270
Gas reserves 92,645 79,916
Other leases 69,329 85,893
Other 73,823 68.477
Total Long-Term Investments 7227854 518,639
Property, Plant and Equipment:
Electric plant in service 4335149 4275110
Construction work in progress 36,471 43,059
Property held under capital leases 113,662 99,608
Property held for future use 3.530 190,821
Other 115366 176,872
Gross property. plant and equipment 4.623.128  4.787,470
Less: Accumulated depreciation and amortization (1,962.794) (1,969,945)
Total Property, Plant and Equipment - Net 2662334+ 2817525
Other Non-Current Assets:
Regulatory assets 630,835 636.816
Other LD RIS 43.734
Total Other Non-Current Assets 739924 630,550
4694307 $1.638.992

Total Assets

See notes to consolidared financial siarements.




{Thousands of Dollars)

As of December 31,
1997 1996

Liabilities and Current Liabilities:

Capitalization Notes payable $ — 3 749
Current maturities and sinking fund requirements 97,844 72,831
Accounts payable 85,085 96,230
Accrued liabilities 54,386 58,044
Dividends declared 30,312 28,633
Other 14,339 4,075

Total Current Liabilities 281,966 260,562
Non-Current Liabilities:
Deferred income taxes — net 693,213 759,089
Deferred income 225,107 189,293
Deferred investment tax credits 97,782 106.201
Capital lease obligations 7,540 28,407
Other 255,467 240.763
Total Non-Current Liabilities 1,309,111  1,323.753
Commitments and Contingencies (Notes B through M)
Capitalization:
Long-Term Debt 1,376,121 1.439.746
Preferred and Preference Stock of Subsidiaries:
Non-redeemable preferred stock 216,156 213.608
Non-redesmable preference stock 28,295 28.997
Total preferred and preference stock before deferred employes
stock ownership plan (ESOP) benefir 244,451 242 605
Deferred ESOP benefit (16,400) (19.533)
Total Preferred and Preference Stock of Subsidiaries 228,051 223,072
Common Shareholders’ Equity:
Comumen stock — no par value (authorized — 187,500,000
shares; issued - 109,679.154 shares) 1,001,225 990.302
Retained earnings 869,749 777.607
Treasury stock (at cost) (31,998,723 and 32,406,133 shares) (371,821)  (376.250)
Total Common Shareholders’ Equity 1,499,153 1.391.859
Total Capitalization 3,103,325 3.054.677
Total Liabilities and Capitalization $4.694.402  $4.638.992

See notes 1o consoliduted financial statements.




Cash Flows
from Operating
Activities

Cash Flows from
Investing Activities

Cash Flows from
Financing Activities

Cash Paid During
the Year

Non-Cash Investing
and Financing
Activities

P

Staten. xjt of Consolidated Cas

—

ilows

(Thousands of Dollars)

Year Ended December 31,

1997 1996 1995
Net income $199,101 5179138  $170.563
Principai non-cash charges (credits) to net income:
Depreciation and amortization 242.843 222,928 202,538
Capital lease, nuclear fuel and investment amortization 67,671 53,166 38,847
Deferred income taxes and investment tax credits — net 60,811 (43.170) (10.921)
Gain on disposition of investments (34,364) (5.119) (9,129)
Investment income (66,246) (57.429) (31,054)
Changes in working capital other than cash (37,229) 2915 34.875
(Increase) decrease in ECR (25,318 (3,948) 11,652
Other (40,038) 3445 48,731
Net Cash Provided from Operating Activities 367,231 382,926 456,122
Long-term investments (219,122) (77,147 (191.71%)
Capital expenditures (118,338)  (101,150) (94,164
Proceeds from disposition of investments 86,300 18,100 1,929
Sale of generating station — 169,100 —
Payment for purchase of GSF Energy, net of cash acquired — (24,234) -
Other (4,938) (1,898) (3.854)
Net Cash Used in Investing Activities {256,098) (17,229  (287,308)
Dividends on common stock {106,939 (100,517) (93,649)
Reductions of long-term obligations:
Long-term debt (52.100) (50,812) (56,114)
Capiral leases (13,551) (19,326) (26,373)
Preferred and preference stock — —_— (39.732)
Repurchase of common stock (30) (11,717 (21.271)
Issuance of preferred stock — 150.000 —
Issuance of long-term debt — 85,000 65,000
Decrease in notes pavable —_ (28.637) (20.236)
Cther 6,941 (3.477) (11,230
Net Cash (Used in) Provided from Financing Activities (163,699) 20514 (193.603)
Net (decrease) increase in cash and temporary cash
investments {34,566) 386.211 (25.291)
Cash and temporary cash investments at beginning of year 410,978 24,767 50.058
Cash and temporary cash investments at end of year $356,412 5410,978 $ 24,767
Supplemental Cash Flow Information
Inzerest (net of amount capitalized) $ 95,413 $ 95702 S 99,934
[ncome taxes 3 66,703 $ 91.641 $ 32.834
Capital lease obligations recorded 3 27514 S 13050 8§ 1496l
Equity funding obligations recorded $ 5441 $ 36,716 g 21.827
Equity funding obligations cancelled 5 9.107 S — S =
$ 2348 g — 5 3.000

Preferred stock issued in conjunction with long-term investments

On May 1, 1997, DQE exchanged its shares in Chester Engineers for shares of common stock of the
purchaser of Chester Engineers, which were subsequently sold at various dates throush June 5. 1997,

See notes o consolidated finuncial staremenis.




A. Summary of
Significant
Accounting
Policies
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Notes to Consolidated Financvial Statements

Consolidation and Proposed Merger
DQE. Inc. (DQE) is an energy services holding company. Its subsidiaries are Duquesne Light

Company (Duguesne); Duquesne Enterprises, Inc. (DE); DQE Energy Services, Inc. (DES);
DQEnergy Partners, Inc. (DQEnergy); and Montauk, Inc. (Montauk). DQE and its subsidiaries are
collectively referred to as “the Company.”

Duquesne is an electric utility engaged in the generation, transmission. distribution and sale of
electric energy and is the largest of DQE's subsidiaries. DE makes strategic investments beneficial
to DQE's core energy business. These investments are intended to enhance DQE's capabilities as an
energy provider, increase asset utilization, and act as a hedge against changing business conditions.
DES is a diversified energy services company offering a wide range of energy solutions for industrial,
utility and consumer markets worldwide. DES initiatives include energy facility development and
operation, domestic and international independent power production, and the production and supply
of innovative fuels. DQEnergy was formed to align DQE with strategic partners to capitalize on
opportunities in the energy services industry. These alliances are intended to enhance the utilization
and value of DQE's strategic investments and capabilities while establishing DQE as a total energy
provider. Montauk is a financial services company that makes long-term investments and provides
financing for the Company’s other market-driven businesses and their customers. l

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

On August 7, 1997, the shareholders of the Company and Allegheny Energy, Inc. (AYE), approved
a proposed tax-free, stock-for-stock merger. Upon consummation of the merger, DQE will be a wholly
owned subsidiary of AYE. Immediately following the merger, Duquesne, DE, DES, DQEnergy and
Montauk will remain wholly owned subsidiaries of DQE. The transaction is intended to be accounted
for as a pooling of interests. Under the pooling of interests method of accounting for a business
combination. the recorded assets. liabilities and equity of each of the combining Eompanies are
carried forward to the combined corporation at their recorded amounts. Accordingly, no goodwill,
including the related future eamings impact of goodwill amortization, results from a transaction
accounted for as a pooling of interests. In order to qualify for pooling treatment, many requirements
must be met by each of the combining companies for a pericd of time before and after the combination
occurs. Examples of the requirements prior to the merger include limitations on: dividends paid on
common stock, stock repurchases, stock compensation plan activity and sales of significant assets.
Management has focused and will continue to focus on meeting the pooling requirgments as they
relate to the Company prior to the merger.

Under the terms of the transaction, the Company’s shareholders will raceive 1.12 shares of AYE
common stock for each share of the Company’s common stock and AYE's dividend in effect at the
time of the closing of the merger. The transaction is expected to close in mid-1998. subject to
approval of applicable regulatory agencies, including the public utility commissions in Pennsylvania
and Maryland. the Securities and Exchange Commission (SEC), the Federal Energy Ref.:.ulat‘ory
Commission (FERC) and the Nuclear Regulatory Commission (NRC). T

In Seprember 1997, the City of Pittsburgh filed a federal antitrust suit seekine to prevent the
merger and asking for monetary damages. Although the United States District Coun for the District
of Western Pennsylvania dismissed the suit in January 1998, the City of Pittsburgh filed an appeal
and asked for expedited review. A hearing is currently scheduled for late March 1998, Unless
otherwise indicated. all information presented in this Annual Report relates to the Company only
and does not take into account the proposed merger between the Company and AYE. -

Basis of Accounting
The Company is subject to the accounting and reporting requirements of the SEC. In addirion, the

Company's electric utility operations are subject to regulation by the Pennsylvania Public Utility
Commission (PUC), including regulation under the Pennsyivania Elec!ricir;' Generation C uxrof;zer
Choice and Competition Act (Customer Choice Act). and the FERC under the Federal Power Act
with respect to rates for interstate sales. transmission of electric power accounting and other matters.
The Company’s consolidated financial statements report regulatory assets and liabilities in

accordance with Starement of Financial Accounting Standards (SFAS) No. 71, Accounting for the
Effects of Certain Tvpes of Regulation (SFAS No. 71), and reflect the effects of the current ratenaking
process. In accordance with SFAS No. 71, the Company's consolidated finuncial statements retlect
regulatory assets and liabilities consistent with cost-based. pre-competition ratemaking reuulations.
(See “Rate Matters.” Note E. on page 38.) ST
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The ration of financial statements in conformity w  zenerally 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 from Sales of Electricity
The Company’s electric utility operations provide service to customers in Allegheny County,

including the City of Pittsburgh: Beaver County; and Westmoreland County. (See “Rate Matters,”
Note E, on page 53.) This territory represents approximately 800 square miles in southwestern
Pennsylvania. located within a 500-mile radius of one-half of the population of the United States
and Canada. 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 370,0C0 reside in the City of Pittsburgh.
In addition to serving approximately 580,000 direct customers, the Company’s utility operations
also sell electricity to other utilities.

Meters are read monthly and electric utility 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. {See “Energy Cost Rate Adjustment Clause (ECR)” discussion below.)

Energy Cost Rate Adjustment Clause (ECR)
Through the ECR, the Company recovers (to 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
to its customers the profits from short-termn power sales to other utilities (collectively, ECR energy
costs). Under the Company’s mitigation plan approved by the PUC in June 1996. the level of energy
cost recovery is capped at 1.47 cents per kilowatt-hour (KWH) through May 2001. The rate currently
being recovered is 1.28 cents per KWH, based upon estimated 1996 costs. To the extent that current
fuel and purchased power costs. in combination with previously deferred fuel and purchased power
costs, are not projected to be recoverable through this pricing mechanism, these costs would become
transition costs subject to recovery through a competitive transition charge (CTC). (See “Rate
Matters,” Note E. on page 58.) Nuclear fuel expense is recorded on the basis of the quantity of
electric energy generated and includes such costs as the fee imposed by the United States Department
of Energy (DOE) for future disposal and ulumate siorage and disposition of spent nuclear fuel. Fossil
fuel expense includes the costs of coal. natural gas and fuel oil used in the generation of clectricity.

On the Company’s statement of consolidated income. these ECR 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 difference
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 vear April
through March. compares them to previously projected ECR energy costs. and adjusts the ECR for
over- or under-recoveries and for two PUC-established coal cost standards. This adjustment was
not made during 1997. despite a projected increase of 0.13 cents per KWH. pending the outcome
of the Company’s Restructuring Plan or Stand-Alone Plan (as defined in “Rate Matters.” Note E.
on page 58).

Over- or under-recoveries from customers have been recorded in the consolidated balance
sheet as payable to, or receivable from. customers. Based on Duquesne’s Restructuring Plan and
Stand-Alone Plan, the 1997 under-recoveries were reclassified as a regulatory asset and may be
recovered through a CTC. At December 31, 1997, $23.5 million was receivable from customers.
At December 31, 1996, $1.8 million was pavable to customers and shown as other current liabilities.

Maintenance
Incremental maintenance costs incurred for refueling outages at the Company’'s nuclear units

are deferred for amortization over the period between refucling outages (generally 1§ months).
The Company accrues, over the periods between outages. anticipated costs 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.

Depreciation and Amortization

Depreciation of property. plant and equipment. including plani-related inrangibles. 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-year period. Amortization- ot limnited
partnership interests in gus reserve investments and depreciation of related property are on i units
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of picauction method over the total estimated gas re._.ves. Amortization of interests in affordable
housing partnerships is based upon a method that approximates the equity method and amortization
of certain other leases is on the basis of benefits recorded over the lives of the investments.
Depreciation and amortization of other properties are calculated on various bases.

In 1987, the Company sold its 13.74 percent interest in Beaver Valley Unit 2 and leased it
back. The lease is accounted for as an operating lease. In May 1997. the Company accelerated the
recognition. of expense related to the lease. The accelerated expense recognition accounted for
$16.1 million of total amortization expense for 1997. Due to the above-market price of the lease,
the Company has proposed in its Restructuring Plan and Stand-Alone Plan (as defined in “Rate
Matters,” Note E. on page 58) to recover the remaining above-market lease costs through a CTC.

The Company records nuclear decommissioning costs under the category of depreciation and
amortization expense and accrues a liability, equal to that amount, for nuclear decommissioning
expense. On the Company's consolidated balance sheet. the decommissioning trusts have been
reflected in other long-term investments. and the related liability has been recorded as other
non-current liabilities. Trust fund earnings increase the fund balance and the recorded liability.
(See “Nuclear Decommissioning” discussion, Note 1. on page 64.)

The Company's electric utility operations’ composite depreciation rate increased from 3.5 percent
to 4.25 percent effective May 1, 1996. Also in 1996. the Company expensed $9 million related to
the depreciation portion of deferred rate synchronization costs in conjunction with the Company’s

1996 PUC-approved mitigation plan.

Income Taxes :
The Company uses the liability method in computing deferred :axes on all differences between

book and tax bases of assets. These book/tax differences occur when events and transactions
recognized for financial reportintg purposes are not recognized in the same period for tax purposes.
The deferred tax liability or asset is also adjusted in the period of enactment for the effect of
changes in tax laws or rates.

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 Marters,”
Note E. and “Income Taxes.” Note G, on pages 38 and 62.)

The Company reflects the amortization of the regulatory tax receivable resuiting from reversals
of deferred taxes as depreciation and amortization expense. Reversals of accumulated deferred
income taxes are included in income tax expense.

When applied to reduce the Company’s income tax liability, investment tax credits related to
electric utility property generaily are deferred. Such credits are subsequently reflected. over the
lives of the related assets, as reductions to income tax expense.

Other Operating Revenues and Other Income
Other operating revenues include the Company’s non-KWH utility revenues and revenues from

market-based operating activities. Other income primarily is made up of income from long-term
investments entered into by the market-driven businesses. The income is separated from other
revenues as the investment income does not result from operating activities.

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 administrative
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.

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 anv saiviee
value} are charged to accumulated depreciation and amortization. ) i

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

Temporary Cash Investments
Temporary cash investments are short-term. highly liquid investments with orieinal matudties of

three or fewer months. They are stated at market. which approximates cost. The C ompany considers
temporary cash investmenis te be cash equivalents.




B. Changes in
Woerlking Capital
Other than Cash

C. Property, Plant
and Egquipment
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Earnings P.. Lhare

SFAS No. 128, Earnings Per Share (SFAS No. 128), establishes standards for computing and
presenting earnings per share and makes the standards comparable to iniemnational earnings per
share standards. It replaces the presentation of primary earnings per share, as found in Accounting
Principles Board (APB) Opinion No. 15, Earnings per Share, with a presentation of basic eamnings
per share. It also requires dual presentation of basic and diluted earnings per share on the statement of
consolidated income for ail entities with complex capital structures. Basic earnings per share is
computed by dividing income available to common stockholders by the weighted-average number
of common shares outstanding for the period. Diluted earnings per share reflects the potential
diiurion that could occur if securities or other contracts to issue common stock were exercised or
converted into common stock or resulted in the issuance of common stock that then shared in the
earnings of the entity. The statement is effective for financial statements issued for periods ending
after December 15. 1997.

The preference stock of the ESOP, as described in Note M, “Employee Benefits,” was the primary
cause for the dilution of earnings per share for the years ended December 31. 1997, 1996 and
1995 as shown on the statement of consolidated income. Each share of the preference stock is
exchangeable for one and one-half shares of DQE common stock. Assuming conversion at the
beginning of each year. the number of DQE shares was added to the denominator (weighted-average
number of commen shares outstanding). Partially offsetting the dilutive effect of the additional
shares, the preference stock has an annual dividend rate of $2.80 per share. which was added back
to the numerator (income available to common stockholders). The result of calculating both basic
and dilutive earnings per share for the three years presented was a $0.03 dilutive effect in each year.

Stock-Based Compensation
The Company accounts for stock-based compensation using the intrinsic value method prescribed

in APB Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations.
Accordingly, compensation cost for stock options is measured as the excess, if any, of the quoted
market price of the Company’s stock at the date of the grant over the amount any employee must
pay to acquire the stock. Compensation cost for stock appreciation rights is recorded annually based
on the quoted market price of the Company’s stock at the end of the period.

Reclassification
The 1996 and 1995 consolidated financial statements have been reclassified to conform with

accounting presentations adopted during 1997.

Recent Accounting Pronouncements
SFAS No. 130, Reporting Comprehensive Income (SFAS No. 130) and SFAS No. 13]. Disclosures

about Segments of an Enterprise and Related Information (SFAS No. 131), have been issued and are
effective for fiscal years beginning after December 15, 1997. SFAS No. 130 defines compichensive
income and outlines vertain reporting and disclosure requirements related to comprehensive income.
SFAS No. 131 requires certain disclosures about business segments of an enterprise. if applicable.
The adoption of SFAS No. 130 and SFAS No. 131 is not expected to have a significant impact on

the Company’s financial statements or disclosures.
Changes in Working Capital Other than Cash
(Net of 1997 Chester Disposition and 1996 GSF Energy Acquisition)

1997 1996 1995
(Amounts in Thousands of Dollars)
$014,947) S (1.946) S 34341

Receivables

Materials and supplies (1.741)) [.286 9.99+4
Other current assets (219) (948) 3.126
Accounts payable {4.993) -+.691 7.087
Other current liabilities {15030 {168) {19,673)

Total 3137229 3 2915 $ 34873

In addition to its wholly owned generating units. the Company. together with FirstEnergy
Corporation. has an ownership or leasehold interest in certain jointly owned units. The Company is
required to pay its shure of the construction and operating costs of the units. The Compuny s share
of the operating expenses of the units is included in the statement of consolidated income.
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Generaung Units at December 34, 1997

Generating Net Utility Fuel
Unit Capubility Plant Source

{Megawatts) {Millions of Dollars)
Cheswick 570 3 1204 Coal
Elrama (a) 437 96.5 Coal
Eastlake Unit 5 186 356 Coal
Sammis Unit 7 187 46.7 Coal
Bruce Mansfield Unit 1 (a) 228 62.5 Coal
Bruce Mansfield Unit 2 (a) 62 18.2 Coal
Bruce Mansfield Unit 3 (a) 110 47.9 Coal
Beaver Valley Unit 1 (b) 385 195.9 Nuclear
Beaver Valley Unit 2 (c)(d) 113 14.0 Nuclear
Beaver Valley Common Facilities 149.5
Perry Unit 1 (e) 164 387.1 Nuclear
Brunot Island Units 2a and 2b 178 21.9 Fuel Oil

Total Generating Units 2.670 51.196.2

{a) The unit is equipped with flue gas desulfurization equipment.

(b} The Nuclear Regulatory Commission (NRC) has granted a license to operate through January 2016.

(¢) In 1987. the Company sold and leased back its 13.74 percent interest in Beaver Valiey Unit 2. The lease is accounted
for as an operating lease. Amounts shown represent facilities not sold and subsequent leasehold improvements.

{d) The NRC has granted 2 license to operate through May 2027.
{e) The NRC has granted a license to operate through March 2026.

The Company makes equity investments in affordable housing and gas reserve partnerships as a
limited partner. At December 31, 1997, the Company had investments in 27 affordable housing
funds and eight gas reserve partnerships. The Company is the lessor in nine leveraged lease
arrangements involving mining equipment. rail equipment, fossil generating stations, a waste-to-
energy facility, high speed service ferries and natural gas processing equipment. These leases
expire in various years beginning in 2004 through 2033. The recorded residual value of the equipment
at the end of the lease terms is estimated to be approximately 2 percent of the original cost. The
Company’s aggregate investment represents 20 percent of the aggregate original cost of the property
and is either leased to a creditworthy lessee or is secured by guarantees of the lesses’s parent or
affiliate. The remaining 80 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 security interest in the leased property. This debt amounted to $8350 miilion
and $553 million at December 31, 1997 and 1996. '

Net Leveraged Lease Investments at December 31

1997 1996
(Amounts in Thousands of Dollars)
Rentals receivable (net of non-recourse debi) 2638030 $715.358
Estimated residual value of leased assets 23.029 29,029
Less: Unearned income {310,930 (103.234)
Leveraged lease investments 349129 134.133
Less: Deferred taxes arising from Ievemoed leases {115.383) (39. 731)
Net Leveraged Lease Investments $333.726 $ 74.35

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. In accordance with SFLS Vo.
115, Accounring for Certain Investments in Debt and Equiry Securities (SEAS No. 113), these
investments are classified as available-for-sale and are stated at market value. The amount of
unrealized holding gains related to marketable securities was 3$8.! million ($4.7 million net of tax)
at December 31, 1997. The amount of unrealized holding losses related 1o marketable securities was
$4.4 million (52.6 million net of 1ax) at December 31, 1996. Deferred income primarily refates o
the Company’s other lease investments and certain gas reserve investments. Defetred amounts will
be recognized as income over the lives of the underlying investments for periods generally not

exceeding seven years.




E. Rate Matters
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In 1997, u.c Company acquired 100 percent of the Class A Stock of AquaSource, Inc.
{AquaSource), which was formed to acquire small and mid-sized water, wastewater and water
services companies, with its initial focus in Texas. The Company created the Preferred Stock,
Series A (Convertible), $100 liquidation preference per share (DQE Preferred Stock), to issue as
consideration in lieu of cash in connection with acquisitions by the Company of other businessas,
assets or securities. (See “Preferred and Preference Stock.” Note K, on page 68.) At December 31,
1997, the Company had invested approximately $7 million {of which approximately $1.5 million
was in the form of DQE Preferred Stock) to acquire the stock or assets of seven water, wastewater
and water services companies. In February 1998, the Company issued 159,732 shares of DQE
Preferred Stock. representing an investment of approximately $16 miilion in a water company. The
Company has commitied approximately $24 million for additional investments in water, wastewater
and water services companies for the first quarter of 1998.

Competition and the Customer Choice Act
The electric utility industry continues to undergo fundamental change in response to development

of open transmission access and increased availability of energy alternatives. Under historical
ratemaking practice, regulated electric utilities were granted exclusive geographic franchises to sell
electricity in exchange for making investments and incurring obligations to serve customers under
the then-existing regulatory framework. Through the ratemaking process, those prudently incurred
costs were recovered from customers along with a return on the investment. Additionally, certain
operating costs were approved for deferral for future recovery from customers (regulatory assets).
As a result of this historical ratemaking process, utilities have assets recorded on their balance
sheets at above-market costs. thus creating transition or stranded costs.

In Pennsylvania. the Customer Choice Act went into effect January 1, 1997. The Customer Choice
Act enables Pennsylvania’s electric utility customers to purchase electricity at market prices from
a variety of electric generation suppiiers (customer choice). Although the Customer Choice Act
will give customers their choice of electric generation suppliers, delivery of the electricity from the
generation supplier to the customer will remain the responsibility of the existing franchised utility.
The Customer Choice Act also provides that the existing franchised utility may recover, through a
CTC, an amount of transition or stranded costs that are determined by the PUC to be just and
reasonable. Pennsylvania’s electric utility restructuring is being accomplished through a two-stage
process consisting of an initial customer choice pilot period (running through 1998) and a phase-in
to competition period (beginning in 1999). For the first stage. the Company filed a pilot program with
the PUC on February 27, 1997. For the second stage, the Company filed on August 1, 1997 its
restructuring and merger plan (the Restructuring Plan) and its stand-alone restructuring plan (the
Stand-Alone Plan) with the PUC. (See the detailed discussion of these plans on pages 59 and 60.)

Customer Choice Pilots
The pilot period gives utilities an opportunity to examine a wide range of technical and

administrative details related to competitive markets, including metering, billing, and cost and
design of unbundled electric services. The Company pilot filing proposed unbundiing transmission,
distribution, generation and competitive transition charges and offered participating customers the
same options that were to be available in a competitive generation market. The pilot was designed
to comprise approximately 5 percent of the Company’s residential, commercial and industrial demand.
The 28,000 customers participating in the pilot may choose unbundled service, with their electricity
provided by an alternative generation supplier, and will be subject to unbundled distribution and
CTC charges approved by the PUC and unbundled transmission charges pursuant to the Company’s
FERC-approved tariff. On May 9. 1997, the PUC issued a Preliminary Opinion and Order approving
the Company’s filing in part. and requiring certain revisions. The Company and other utilities
objected 1o several features of the PUC’s Preliminary Opinion and Order. Hearings on several key
issues were held in July. The PUC issued its final order on August 29, 1997, approving a revised
pilot program for the Company. On September 8. 1997, the Company appealed the determination
of the market price of generation set forth in this order to the Commonwealth Court of Pennsylvania.
The Company expects a hearing to be scheduled for mid-1998. Although this appeal is pending,
the Company complied with the PUC’s order to implement the pilot program that began on
November 3. 1997.

Phase-In to Comperition
The phase-in to competition begins on January !, 1999, when 33 percent of customers wiil hava

customer choice (including customers covered by the pilot program): 66 percent ot customers will
have customer choice no later than January 1. 2000: and all customers will have customer choice
no later than January [, 2001. However. in its sole order to date (the PECO Qrder). the PUC
ordered the phase-in provisions of the Customer Choice Act to require the acceleration of the second
and third phases to fanuary 2. 1999 and January 2. 2000. respectively. As they are phased-in.
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custom..s that have chosen an electricity generation s. __iier other than the Company will pay that
supplier for generation charges. and will pay the Company a CTC (discussed below) and unbundled
charees for transmission and distribution. Customers that continue to buy their generation from the
Cornbpany will pay for their service at current regulated tariff rates divided into unbundled generation.
transmission and distribution charges. The PECO Order concluded that under the Customer Choice
Act, an electric distribution company, such as Duquesne is to remain a regulated utility and may
only offer PUC-approved. tariffed rates (including unbundled generation rates). Delivery of electricity
{including transmission, distribution and customer service) will continue to be regulated in
substantially the same manner as under current regulation.

Rate Cap and Transition Cost Recovery
Before the phase-in to customner choice begins in 1999. the PUC expects utilities to take vigorous

steps to mitigate transition costs as much as possible without increasing the rates they currently
charge customers. The Company has mitigated in excess of $330 million of transition costs during
the past three years through accelerated annual depreciation and a one-time write-down of nuclear
generating station costs, accelerated recognition of nuclear lease costs. increased nuclear decom-
missioning funding. and amortization of various reguiatory assets. This relative level of transition
cost reduction, while holding rates constant, is unmatched within Pennsylvania.

The PUC will determine what portion of a utility’s transition or siranded costs that remain at
January 1. 1999 will be recoverable through a CTC from customers. The CTC recovery period
could last through 2005, providing a utility a total of up to nine years beginning January 1, 1997 to
recover transition costs. unless this period is extended as part of a utility’s PUC-approved transition
plan. An overall four-and-one-half-year rate cap from January 1. 1997 will be imposed on the
transmission and distribution charges of electric utility companies. Additionally, electric utility
companies may not increase the generation price component of rates as long as transition costs
are being recovered. with certain exceptions. The Company has requested recovery of transition
costs of approximately $2 billion, net of deferred taxes. beginning January 1, 1999. Of this amount.
$0.5 billion represents regulatory assets and $1.5 billion represents potentially uneconomic plant
and plant decommissioning costs. Any estimate of the ultimate level of transition costs for the
Company depends on. among other things, the extent to which such cosis are deemed recoverable
by the PUC, the ongoing level of the cost of Duquesne’s operations, regional and national economic
conditions. and growth of the Company’s sales. (See “Financial Exposure to Transition Cost
Recovery” discussion on page 40 and “Regulatory Assets and Emerging Issues Task Force™

discussion on page 61).

Timetable for Restructuring Plan and Stand-Alone Plan Approval

On August 1, 1997, the Company filed the Restructuring Plan and the Stand-Alone Plan with the
PUC. Although the provisions of the Customer Choice Act require a PUC decision nine months
from the filing date (which would be April 30. 1998). the Pennsylvania Attorney General's Office
requested an extension in order to conduct an investigation into certain competition issues relating
to the Restructuring Plan. Pursuant 1 an arrangement among the Company, the PUC and the
Attorney General, the Company anticipates a decision by the PUC (with respect to the Restructuring
Plan if the merger is approved. or with respect to the Stand-Alone Plan if the merger is not approved)
on or before May 29, 1998 or such later date as the parties may agree,

Stand-Alone Plan '
In the event the merger with AYE is not consummated under the filed Restructuring Plan, the

Company has sought approval for restructuring and recovery of its own transition costs through a
CTC under the Stand-Alone Plan. The Company proposed that any finding of marker value for the
Company’s generating assets should be based on market evidence and not on an administrative
determination of that value based on price forecasts (the PECO Order determined the market value
of PECO Energy Company's generation based on the price forecast sponsored by the Pennsylvania
Office of Consumer Advocate). In addition. the Company proposed that such a final market valuation
be conducted in 2003. and that an annual competitive market solicitation be used to set the CTC in
the interim. The 2003 final market valuation would be performed by an independent panel of
experts using the best available market evidence at that time. The Stand-Alone Plan filing also
provided for certain triggers thut would accelerate the date of this final market valuation. Pror to
the final valuation. the Company would sell a substantial amount of power 1o the highest bidder in
an annual competitive solicitation. The annual market price established by the solicitation would be
used 10 set competitive generation credits and determine the CTC as a residual from the eeneration
rate cap under the Rate Cap Provision. (See “Financial Impact of Pilot Program Order” discussion
on page 38.) During the transition period. the Company committed to accel::rute amortization and
depreciation of its generation-related assets and cap its return on equity through a return vn equity
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spillover m ™ wnism, in exchange for being allowed to ch:u’\xisting rates under the Rare Cap
Provision. Tue Company committed to a minimum of $1.7 buuon of amortization and depreciation
of generation-related assets by the end of 20035. Under the proposed return on equity spillover
mechanism, additional amortization and depreciation in excess of this minimum $1.7 billion
commitment would be recorded in order to comply with the retum on equity cap. The generation
rate cap would apply to the sum of the CTC and the competitive generation credit determined in
the annual competitive solicitation. The Stand-Alone Plan also proposed to redesign individual
tariffs to encourage more efficient consumption and further mitigate transition costs during the
transition period. Consistent with the Company’s long-standing commitment to economic
development, the rate redesign provides for a significant reduction in the cost of electricity for
incremental consumption. Application of the rate redesign to the CTC would also have the potential
to maximize mitigation of transition costs during the transition period.

As an alternative to a market-based valuation in 2003, if the PUC finds that a determination of
market value as of December 31, 1998 is required by the Customer Choice Act. then the Company
has agreed that the PUC may order an immediate auction of the Company’s generation at that time.

Restrucruring Plan
The Restructuring Plan incorporates the benefits of the merger with AYE. such as anticipated

savings to the Company, on a nominal basis, of $365 million in generation-related costs over

20 years. and $9 million in transmission-related costs and $173 million in distribution-related costs
over 10 years. The Company plans to use the generation-related portion of its share of net operating
synergy savings-to shorten the transition cost recovery period. The Restructuring Plan also incorporates
the market-based approach to determining transition costs proposed by the Company in its Stand-Alone
Plan. The 2003 final market valuation will be performed by an independent panel of experts using
the best available market evidence at that time, including a potental sale of a portion of the combined
company's generaring assets. Certain triggers will accelerate the date of this final market valuation
if market prices rise significantly or the minimum amortization commitment is satisfied prior to 2003.
The annual market price established by the Company’s solicitation would be used to set competitive
generation credits and to determine the CTC as a residual from the generation rate cap under the
Rate Cap Provision. The Company's minimum amortization commitment of $1.7 billion in the
proposed Stand-Alone Plan has been increased under the Restructuring Plan. As in the Stand-Alone
Plan, the determination of transition costs in 2003 will compare the book value of generating assets
in 2005 (after netting the increased minimum commitment to depreciation and amortization and any
return on equity spillover) with the market value of the generating assets in 2005. The opposing
parties believe that there should be a one-time valuation of the generating assets performed at
January 1, 1999. Any merger-refated synergies relating to generation would then be used to reduce
the Company'’s transition costs as of that date. These parties also believe that the Company's
proposed distribution rate decrease should be effective January 1. 1999, as well,

Additional Restrucruring Plan Comminnents
The Restructuring Plan also contains a number of commitments by the merged DQE/AYE

entity. First. the merged entity will open up its transmission system to all parties on a reciprocal
non-discriminatory basis and eliminate muitiple rate charges across the combined transmission system.
Second. the merged entity will join a recently proposed Midwest Independent System Operator
(ISO) or other then-existing ISO, or form its own ISO if no existing ISQ offers acceptable rules,
including marginal cost transmission rates. Several utilities have applications pending before the
FERC to form ISOs. Third. the merged entity has committed to make a report. 18 months after
consummation of the merger, to the PUC regarding its progress on the ISO commitment. The PUC
may. at its option. require the merged entity to relinguish control of 300 MW of generating capacity
to alleviate concerns over market power. The form of relinquishment would be at the option of the
merged entity: possible forms of relinquishment include an energy swap. entering u power sale
contract, divestiture of generating assets and a bidding trust.

The Federal Filings
In addition to the PUC filings of the Restructuring Plan and the Stand-Alone Plan. on August 1.

1997, the Company and AYE filed their joint merger appiication with the FERC (the FER( Filing}.-
Pursuant to the FERC Filing. the Company and AYE have committed to forming or joining an [SO
that meets the entity’s requirements. including marginai cost transmission pricing. following the
merger. In addition. the Company and AYE have stated in the FERC Filing that following the merger
the combined enrity's market share witl not violate the market power conditions and requirements
set by the FERC. On January 20, 1998, the Company and AYE filed merger appiications with

the Antitrust Division of the Department of Justice and the Federal Trade Commission. These

applications are currently pending.




Regu. - y Assets and Emerging Issues Task Force

As a result of the application of SFAS 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. _

A company’s electric utility operations, or a portion of such operations. could cease 1o meet the
SFAS No. 71 criteria for various reasons, including a change in the FERC regulations or the
competition-related changes in the PUC regulations. (See “Competition and the Customer Choice
Act,” Note E. on page 58.) The Emerging Issues Task Force of the Financial Accounting Standards
Board (EITF) has determined that once a transition plan has been approved. application of SFAS
No. 71 to the generation portion of a utility must be discontinued and replaced by the application
of SFAS No. 101, Regulated Enterprises - Accounting for the Discontinuation of Application of
FASB Statement No. 71 {SFAS No. 101). The consensus reached by the EITF provides further
guidance that the regulatory assets and liabilities of the generation portion of a utility to which
SFAS No. 101 is being applied should be determined on the basis of the source from which the
reculated cash flows to realize such regulatory assets and settle such liabilities will be derived.
Under the Customer Choice Act, the Company believes that its generation-related regulatory assets
will be recovered through a CTC colilected in connection with providing transmission and distribution
services, and the Company will continue to apply SFAS No. 71. Fixed assets related to the generation
portion of a utility will be evaluated on the cash flows provided by the CTC, in accordance with
SFAS No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of (SFAS No. 121). The Company believes that ail of its regulatory assets continue to
satisfy the SFAS No. 71 criteria in light of the transition to competitive generation under the
Customer Cheice Act and the ability to recover these regulatory assets through a CTC. Once any
portion of the Company’s electric utility operations is deemed to no longer meet the SFAS No. 71
criteria, or is not recovered through a CTC, the Company will be required to write off assets (to the
extent their net book value exceeds fair value), the recovery of which is uncertain, and any regulatory
assets or liabilides for those operations that no longer meet these requirements. Any such write-off
of assets could be materially adverse to the financial position, results of operations and cash flows
of the Company.

The Company's regulatory assets related to generation, transmission and distribution as of
December 31, 1997 were $561.9 million, $33.2 million and $85.8 million, respectively. At
December 31, 1996, the Company’s regulatory assets related to generation, transmission and
distribution were $492.6 million. $41.4 million and $102.8 million, respectively. The components
of all regulatory assets for the periods presented are as follows:

Regulatory Assets at December 31

1997 1996
{Amounrs in Thousands of Dollars)
Regulatory tax receivable (Noie A) $301.664 $394,131
Brunot Island and Phillips cold reserve units (a) 105,693 —
Unamortized debt costs (b) 87,915 93.29%
Deferred rate synchronization costs {c) 37,231 41.416
Beaver Valley Unit 2 sale/leaseback premium (Note H) 28.554 30,059
Defarred employee costs (d) 25,130 29,389
Deferred energy costs (Note A) 23,514 =
Deferred nuclear maintenance putage costs (Note A) 17;1) 13 13,462
Deferred coal costs (2) 15,711 12.191
DOE decontamination and decommissioning receivable (Note I) 8,347 5.779
Other () ' 29,613 12.860
Total Regulatory Assets $680,385 $636.816

(a) Through its analysis of customer choice in the Restructuring Plan and Stand-Alone Plag. the Company determined
that Phillips and a portion of Brurot Island would not be cost-etfective in the production of electricity in the face of &
competitive marketplace, ’

{b) The premiums patd to reacquire debt prior to scheduled maturity dates are deferred for amortization over the life of
the debt issued 1o finance the reacquisitions.

(¢) Initial operating costs of Beaver Valley Unit 2 and Perry Unit [ were deferred and are currently being recovered over
a 10-year period, T

(d) Includes amounes for recovery of accrued compensated absences and acerued claims for workers’ compensation.

(¢) The PUC has directed the Company to defer recovery of the delivered cost of coal to the extent that such cost excesds
generafly prevailing marker prices for similar coal. as determined by the PUC.

() 1997 amouns include 36.8 million reiated to Statement of Position 96-1. Environmental Remediation Liabiiities for
the ongoing monitoring of certain of the Company’s sites and $6.8 million of one-time costs for the 1997 earjv
retirement plan recorded in accordance with SEAS No. 88, Emplovers” Accounting for Serttements and Curtaiiments
of Defined Benefit Pension Pluns and for Termination Benefits and SFAS No, [06. Emplovers” Accounting for
Postretirement Benefits Other Than Pensions. (See “Employee Benefits,” Note M. on page 70.)




F Short-Term
Borrowing and
Revolving Credit
Arrangements

G. Income Taxes
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AtDec  er 31, 1997, the Company had two extendibl  volving credit arrangements, including
a $125 milhion facility expiring in June 1998 and a $150 million facility expiring in October 1998.
Interest rates can, in accordance with the option selected at the time of the borrowing, be based on
prime, Eurodoilar or certificate of deposit rates. 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, 1997 and
December 31. 1996. there were no short-term borrowings outstanding.

The annual federal corporate income tax returns have been audited by the Internal Revenue
Service (IRS) for the tax years through 1992. The IRS is reviewing the Company’s 1993 and 1994
returns, and the tax years 1995 and 1996 remain subject to IRS review. The Company does not
believe that final settlement of the federal income tax returns for the years 1990 through 1996 will
have a materially adverse effect on its financial position, results of operations or cash flows.

Deferred Tax Assets (Liabilities) at December 31

1997 1996

(Amounts in Thousands of Dollars)

Tax benefit - long-term investments S 210,394 S 175427

Gain on saleleaseback of BV Unit 2 38,137 61,131
Investment tax credits unamortized 40,373 44067
Unbilled revenue 19,637 19,222
Other 65.210 50.648
Deferred tax assets 393,951 350,495
Property depreciation (712.247) (783.851)
Regulatory assets (125.171) {150.346)
Leveraged leases (115.333) (59,781)
Loss on reacquired debt unameortized (31.360) (33,331)
Deferred coal and energy costs (13,910) (5,054)
Other (87,095) (77.221)
Deferred tax liabilities (1,087,166) (1,109.584)
Net Deferred Tax Liabiliries ' $ (693,215) 3 (739,089)

Income Taxes
1997 1996 1993
(Amounts in Thousands of Dollars)

Currently pavable: Federal $ 3911 585976 S 77.667
State 31,083 44,582 29913

Deferred - net: Federal 69,324 (18,737 2,530
State (93) (14,8743 (3,640}
Investment tax credits deferred — net (8,420) (9,55%) (7,831)

Income Taxes 5 95,805 S 37,388 3 96,661

Total income taxes differ from the amount computed by applying the statutory federal income
tax rate to income before income taxes.

Ineome Tax Expense Reconciliation

1997 1996 1993
(Amounts in Thousands of Dollars}
Computed federal income tax at statutory rate $103,217 $ 93284 $ 93,528
[ncrease (decrease) in taxes resuiting from:
State income axes, net of federal income tax benefits 20,143 19.310 13.779
Investment tax benetits — net {17.831) (15.116} (5478
Amortizaticn of deferred investment tax credits (83.420n (9.539) (7.831
Other {1.304) (331) T 663
Total Income Tux Expense $ 93803 $ 87.388 $ 96.661




H. Leases
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The ompany leases nuclear fuel, a portion of & nuCivar generating plant, certain office buildings,
computer equipment, and other property and equipment.

Capital Leases at December 31
1997 1996
{Amounts in Thousands of Dollars)
Nuclear fuel $ 92,901 $ 79,103
Electric piant 20,761 20,505
Total 113,662 99,608
Less: Accumulated amortization (50,725) (47.670)
Property Held Under Capital Leases — Net (a) $ 62,937 $51.938

ta) Includes $2.874 in 1997 and $2.613 in 1996 of capital leases with associated obligations 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 Company subsequently leased back its interest
in the unit for 2 term of 29.5 years. The lease provides for semi-annual payments and is accounted
for as an operating lease. The Company is responsible under the terms of the lease for all costs
related to its interest in the unit. In December 1992, the Company participated in the refinancing of
collateralized l2ase bonds to take advantage of lower tnterest rates and reduce the annual lease
payments. The bonds were originally issued in 1987 for the purpose of partially financing the lease
of BV Unit 2. In accordance with the BV Unit 2 lease agreement, the Company paid the premiums
of approximately $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, 1997, the deferred
balance was approximately $28.6 million.

Leased nuclear fuel is amortized as the fuel is burned and charged to fuel and purchased power
expense on the statement of consolidated income. The amortization of all other leased property is
based on rental pavments made (except the BV Unit 2 lease, see “Depreciation and Amortization”
discussion on page 3+4). These lease-related expenses are charged to operating expenses on the

statement of consolidared income.

Summary of Rental Payments

1997 1996 [995
{Amounts in Thousands of Dollars)

$60,634 $59,503 357,617

Operating leases

Amortization of capital leases 16,847 19,378 26,705
Interest on capital leases 3,435 3,703 4,332
Total Rental Payments $80,966 $82.584 $38.654
Future Minimum Lease Payments
Operating Leases Capital Leases
Year Ended December 31, {Amounts in Thousands of Dollars)
1998 _ $ 34326 $ 26,401
1999 54,319 16,417
2000 54,280 10446
2001 54.193 +717
2002 53.746 3.342
2003 and thereafter 810,097 16.649
Total Minimum Lease Payments $1.082.963 377792
Less: Amount representing interast (17.729}
Present value of minimum lease payments for capital leases (a) $ 60.063

() Includes current obligations of $22.5 million at December 31. 1997,




Commitments
and
Contingencies
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Future .nimum lease payments for capital leases are «- ted principally to the estimated use of
nuclear fuel financed through leasing arrangements and building leases. Future minimum lease
payments for operating leases are related principally to BY Unit 2 and certain corporate offices,
Future payments due to the Company, as of December 31, 1997, under subleases of certain
corporate office space are approximately $5.9 million in 1998, $6.0 million in 1999 and $27.6 miilion

thereafter.

Construction and Investments
The Company estimates that it will spend. excluding AFC and nuclear fuel, approximately

$130 million during 1998 and $100 million in each of 1999 and 2000 for electric utility construction.

In 1997, the Company formed a strategic alliance with CQ Inc. to produce E-Fuel™, a coal-bused
synthetic fuel. The first six plants to produce E-Fue|™ are under construction. and are expected 1o
be in operation by mid-1998. The Company estimates the cost of this construction to be approximately
$25 million in 1998.

In February 1998, the Company issued 159,732 shares of DQE Preferred Stock. representing
an invesiment of approximately $16 million in a water company. The Company has committed
approximately 324 million for additional investments in water, wastewater and water services
companies for the first quarter of 1998.

In 1997, the:Company entered into a partnership with MCI Communications Corporation. The
Company expects this partnership will lead to investment opportunities in the expanding

telecommunications business.

Nuclear-Related Matters
The Company has an ownership interest in three nuciear units, two of which it operates. The

operation of a nuclear facility involves special risks, potential liabilities, and specific regulatory
and safety reguirements. Specific information about risk management and potential liabilities is
discussed below.

Nuclear Decommissioning. The Company expects to decommission BV Unit 1, BV Unit 2 and
Perrv Unit I no earlier than the expiration of each plant’s operating license in 2016, 2027 and
2026. At the end of its operating life. BV Unit 1 may be placed in safe storage until BV Unit 2 is
ready to be decommissioned, at which time the units may be decommissioned together.

Based on site-specific studies conducted in 1997 for BV Unit 1 and BV Unit 2, and a 1997

update of the 1994 study for Perry Unit 1, the Company’s approximate share of the total estimatad

decommissioning costs. including removal and decontamination costs, is $170 miilion, $55 million
and $90 million. respectively. The amount currently being used to determine the Company's cost
of service related to decommissioning all three nuclear units is $224 million. The Company is
seeking recovery of any potential shortfall in decommissioning funding as part of either its
Reswructuring Plan or its Stand-Alone Plan. (See “Rate Matters,” Note E, on page 58.)

With respect to the transition to a competitive generation market, the Customer Choice Act
requires that utilities include a plan to mitigate any shortfall in decommissioning trust fund payments
for the life of the facility with any furure decommissioning filings. Consistent with this requirement.
in 1997 the Company increased its annual contributions to the decommissicning trusts by $5 million
to approximately $9 million. The Company has received approval from the IRS for qualification of
100 percent of additional nuclear decommissioning trust funding for BV Unit 2 and Perry Unit !,
and 79 percent for BV Unit I.

Funding for nuclear decommissioning costs is deposited in external, segregated trust accounts
and invested in a pertfolio of corporate common stock and debr securities, municipal bonds.
certificates of deposit and United States government securities. The market value of the ageregate
trust fund balances at December 31. 1997 and 1996, totaled approximately $47.1 million and
333.7 million, respectively.

Nuclear Insurance. The Price-Anderson Amendments to the Atomic Energy Act of 1934 limit
public lability from a single incident at 2 nuclear plant to $8.9 billion. The maximum available
private primary insurance of $200 million has been purchased by the Company. Addirional
protection of $3.7 billion would be provided by an assessment of up to $79.3 million per incident
on each nuclear unit in the United States. The Company’s maximum total possible assessment.
$59.4 miilion. which is based on its ownership or leasehold interests in three nuclear generating
units. would be limited to & maximum of 37.3 miilion per incident per year, This assessment is
subject to indexing for inflation and may be subject to state premium taxes. If assessments from
the nuclear industry prove insufficient to pay claims, the United States Congress could impose

other revenue-raising measures on the industry.
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The Company’s share of insurance coverage for property damage. decmpmissioning anq decon-
tamination liability is $1.2 billion. The Company would be responsibie 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 that provides a portion of this
coverage, 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 $5.8 millien.

In addition, the Company participates in a NEIL program that provides insurance for the increased
cost of eeneration and/or purchased power resulting from an accidental outage of a nuclear unit.
Subjecthto the policy deductible, terms and limit, the coverage provides for a weekly indemnity of
the estimated incremental costs during the three-year period starting 21 weeks after an accident,
with no coverage theredfter. If NEIL's losses for this program ever exceed its reserves. the
Company could be assessed retrospective premiums totaling a maximum of $3.4 million.

Beaver Valley Power Station (BVPS) Steam Generators. BVPS’s two units are equipped with
steam generators designed and built by Westinghouse Electric Corporation (Westinghouse). Similar
to othe} Westinghouse nuclear plants. outside diameter stress corrosion cracking (ODSCC) has
occurred in the steam generator tubes of both units. BV Unit 1. which was placed in service in
1976, has removed approximately 17 percent of its steam generator tubes from service through a
process called “plugging.” However, BV Unit | continues to operate at 100 percent reactor power
and has the ability 1o return tubes to service by repairing them through a process called “sleeving.”
No tubes at either BY Unit | or BV Unit 2 have been sleeved to date. BV Unit 2, which was
placed in service 11 years after BY Unit [, has not yet exhibited the degree of ODSCC experienced
at BV Unit 1. Approximately 2 percent of BV Unit 2's tubes are plugged; however, it is too early
in the life of the unit to determine the extent to which ODSCC may become a problem at that unit.

The Company has undertaken certain measures, such as increased inspections, water chemistry
control and tube plugging, to minimize the operational impact of and to reduce susceptibility to
ODSCC. Although the Company has taken these steps to allay the effects of ODSCC. the inherent
potential for future ODSCC in steam generator tubes of the Westinghouse design still exists.
Material acceleration in the rate of ODSCC could lead to a loss of plant efficiency, significant
repairs or the possible replacement of the BV Unit 1 steam generators. The total replacement cost
of the BV Unit | steam generators is currently estimated at $123 million. The Company would
be responsible for $59 million of this total. which includes the cost of equipment removal and
replacement steam generators but excludes replacement power costs. The earliest that the BV
Unit 1 steam generators could be replaced during a scheduled refueling outage is the fall of 2000.

The Company continues to explore all viable means of managing ODSCC, including new repair
technologies, and plans to continue to perform 100 percent tube inspections during future refueling
outages. The next refueling outage for BV Unit 1 is scheduled 1o begin in April 1999, and the next
refueling outage for BV Unit 2 is currently scheduled to begin in September 1998, Both outages
will include inspection of 100 percent of each unit’s steam generator tubes. The Company will
continue to monitor and evaluate the condition of the BVPS steam generators,

BV Unit | went off-line on September 27, 1997, for a scheduled refueling outage, and returned
to service on January 21, 1998. Perry Unit | completed a refueling cutage on QOctober 23, 1997.
This outage lasted 40 days, a record for Perry Unit 1. The next refueling outage for Perry Unit [ is
currently scheduled to begin in March 1999.

BV Unit 1 went off-line January 30, 1998, due to an issue identified in a technical review
recently comgleted by the Company. BY Unit 2 went off-line December 16, 1997, to repair the
emergency air supply system to the control room and has remained off-line due to other issues
identified by a similar technical review of BV Unit 2. These technical reviews are in response to a
1997 commitrnent made by the Company to the NRC. The Company is one of many utilities faced
with these technical issues, some of which date back to the original design of BVPS. Both BVPS
units remain ctf-line for a revalidation of technical specification surveillance testing requirements
of various plant systems. Based on the current status of the revalidation process. the Company
currendly antictpates that both BVPS units will remain off-line through March 1998.

Spent Nuclear Fuel Disposal. The Nuclear Waste Policy Acr of 1982 established a federal
policy for handling and disposing of spent nuclear fuel and a policy requiring the estabiishment of
a tinal repository to accept spent nuclear fuel. Electric utility companies have entered into con-
tracts with the DOE for the permanent disposal of spent nuclear fuel and high-leve! radioactive
waste in compiiance with this legislation. The DOE has indicated that its repository under these
contracts will not be available for acceptance of spent nuclear fuel before 2010. The DOE has not
yet established an interim or permanent storage facility. despite a ruling by the United Swazes
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Court of Apy _is for the District of Columbia Circuit that th. OE was legally obligated to begin
acceptance of spent nuclear fuel for disposal by January 31, 1998. Existing on-site spent nuclear
fuel storage capacities at BV Unit 1. BV Unit 2 and Perry Unit 1 are expected to be sufficient untl
2017, 2011 and 2011, respectively.

In early 1997, the Company joined 35 other electric utilities and 46 states, state agencies and
regulatory commissions in filing suit in the United States Court of Appeals for the District of
Columbia Circuir against the DOE. The parties requested the court to suspend the utilities’ payments
into the Nuclear Waste Fund and to place future payments into an escrow account until the DQE
fulfills its obligation to accept spent nuclear fuel. The DOE had requested that the court delay
litigation while it pursued alternative dispute resolution under the terms of its contracts with the
utilities. The court ruling. issued November 14, 1997, was not entirely in favor of the DOE or the
utilities. The court permitted the DOE to pursue alternative dispute resolution. but prohibited it
from using its lack of a spent fuel repository as a defense. The DOE has requested a rehearing on
the matter, which has yet to be scheduled.

Uranium Enrichment Obligations. Nuclear reactor licensees in the United States are assessed
annually for the decontamination and decommissioning of DOE uranium 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, 1997 and 1996, the Company's liability for contributions
was approximately $7.2 million and $8.1 million, respectively (subject to an inflation adjustment).

(See “Rate Matters.” Note E, on page 38.)

Fossil Decommissioning
In Pennsylvania. current ratemaking does not allow utilities to recover fumure decommissioning

costs through depreciation charges during the operating life of fossil-fired generating stations.
Based on studies conducted in 1997, this amount for fossil decommissioning is currently estimatect
to be $130 million for the Company's interest in 17 units at six sites. Each unit is expected to be
decommissioned upon the cessation of the final unit’s operations. The Company has submitted
these estimates to the PUC. and is seeking to recover these costs as part of either its Restructuring
Plan or its Stand-Alone Plan. (See “Rate Matters,” Note E, on page 58.)

Guarantees
The Company and the other owners of Bruce Mansfield Power Station (Bruce Mansfield) have

guaranteed certain debt and lease obligations related to a coal supply contract for Bruce Mansfield.
At December 31, 1997, the Company’s share of these guarantees was $15.1 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. The minimum future payments to be made by
the Company solely in relation to these obligations are $6.2 million in 1998, $5.8 million in 1999,
and $4.6 million in 2000. The Company’s total payments for coal purchased under the contract
were $38.3 million in 1997, $26.9 million in 1996, and $28.9 million in 1993,

As part of the Company’s investment portfolio in affordable housing, the Company has received
fees in exchange for guaranteeing a minimum defined yield to third-party investors. A portion of the
fees received has been deferred to absorb any required payments with respect to these transactions.
Based on an evaluation of the underlying housing projects, the Company believes that such deferrals

are ample for this purpose.

Residual Waste Management Regulations
In 1992, the Pennsylvania Department of Environmental Protection (DEP) issued Residual Waste

Managemenr Regulations governing the generation and management of non-hasardous residual
waste, such as coal ash. The Company is assessing the sites it utilizes and has desvcloped compliance
strategies that are currently under review by the DEP. Capital costs of $2.8 milliva und $2.3 million
were incurred by the Company in 1997 and 1996, respectively. to comply with these DEP regularions.
The additional capital cost of compliance through the year 2000 is estimated, based on current
information. to be $16 million. This estimate is subject to the results of groundwater assessments

and DEP final approval of compliance plans.

-
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Employees o R ) )
The Company is party 10 a labor contract expiring in September 2001 with the International

Brotherhood of Electrical Workers (IBEW), which represents approximately 2.000 of the
Company’s employees. The contract provides, among other things. employment security, income
protection and 3 percent annual wage increases through September 2000.

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. results of operations or cash flows.

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 interesi on these bonds. For certain
of the pollution control notes, there is an annual commitment fee for an trevocable letter of credit.
Under cerain circumstances, the letter of credit is available for the payment of interest on. or

redemption of, all or a portion of the notes.
Long-Term Debt ar December 31

Principal Outstanding

Interest {Amounts in Thousands of Dollars)
Rate Maturity 1997 1996

First mortgage bonds 5.85%-8.75% 1998-2025 $ 778,000 (a) § 853,000 (b)
Pollution control notes © 2009-2030 417,985 417,985
Sinking fund debentures 5% 2010 2,791 4,891
Term loans 6.97%-7.47% 2000-2001 159,000 150,000
Miscellaneous 31,017 17,785
Less: Unamortized debt discount

and premium - net (3.672) (3,915)

Toral Long-Term Debt $1.376,121 $1.439,746

() Excludes §75.0 million related to current maturities during 1998.
(b) Excludes $50.0 million related to a current maturity during 1997. .
{c) The pollution conirol notes have adjustable interest rares. The interest rates at year-end averaged 3.9 percent in 1997

and 3.7 percent in [996.

At December 31, 1997, sinking fund requirements and maturities of long-term debt outstanding
for the next five years were $75.3 million in 1998. $80.6 million in 1999, $163.2 million in 2000,
$85.2 million in 2001, and $0.3 million in 2002.

Total interest and other charges were $115.6 million in 1997, $110.3 million in 1996. and
$107.6 million in 1993. Interest costs attributable 1o long-term debt and other interest wera
$101.2 million, $99.4 million and $102.4 million in 1997, 1996 and 1995, respectively. Of these
amounts, $2.3 million in 1997, $1.2 million in 1996. and $0.7 million in 1995 were capitalized as
AFC. Debt discount or premium and related issuance expenses are amortized over the lives of the
appiicable issues.

During 1994, the Company’s BV Unit 2 lease arrangement was amended to reflect an increase
in faderal 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 10 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 ($381.5 million at
December 31. 1997) would bevome direct obligations of the Company.

At December 31, 1997, the fair value of the Company’s long-term debt. including currernt
maturities and sinking fund requirements. estimated on the basis of quoted market ;;rices for the
same or similar issues or current rates offered to the Company for debt of the same remaining
maturities, was $1.474.6 million. The principat amount included in the Company's consoiidated
balance shest is $1.453.1 million.

At December 31. 1997 and 1996, the Company was in compliance with all of its debt covenants.
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Preferred .. . Preference Stock at December 31

{Shares and Amounts in Thousands)

Call Price et L5
Per Share Shares Amount  Shares  Amount
Preferred Stoeck of DQE:
4.3% Series A Preferred Stock (a) (b) — 12 $1,172 == —
4.2 Series A Preferred Stock (a) (b) — 4 376 _ _
Preferred Stock Series of Subsidiaries:
3.75% (c) (d) (e) $51.00 148 7,407 148 S 7,407
4.00% (¢) {d) (&) 51.50 550 27,486 530 27,486
4.10% (¢) (d) (e) 51.75 120 6,012 120 6,012
4.15% (¢) (d) (e) 51.73 132 6,643 132 6.643
4.20% (¢c) (d) (e) 51.71 100 5,021 100 5,021
210 (o) (D) () 51.84 159 3,039 159 8.039
9.00% (f) = —_ 3,000 — 3.000
3 375% (g) — 6,000 130,000 6,000 150,000
5% (h) ' — - 1,000 == =
Total Preferred Stock 7,225 216,156 7209 213,608
Preference Stock Series of Subsidiaries: (1)
Plan Series A () () 36.90 799 28,295 817 23,6997
Total Preference Stock 799 28,295 817 28.997
Defarred ESOP benefic (16,400) (19,533)
Total Preferred and Preference Stock $228,051 $223,072
(a) Preferred Stock: 4,000,000 authorized shares; {g) Cumulative Monthly Income Preferred Securities,
no par value Series A (MIPS): 6,000,000 authorized shares;
(b} Convertible; $100 liquidation preference per share 525 involuntary liquidation value
{c) Preferred stock: 4,000,000 authorized shares; (h) 1.300 authorized shares; 10 issued. $100.000 par
$50 par value: cumulative value; 5100000 involuntary liquidation value
{d} 350 per share involuntary liquidation value (i) Preference stock: 8,000.000 authorized shares:
(e) Non-redesmable 31 par value; cumulative
(f) 300 authorized shares; 10 issued $300.000 par () $35.30 per share involuntary liguidation value

value; involuntary liquidation value $300.000
per share; mandatory redemption beginning
August 2000

On July 30, 1997, the Company authorized and registered 1,000,000 shares of DQE Preferred
Stock. As of December 31. 1997, 15.480 shares of DQE Preferred Stock had been issued and were
outstanding. An additional 139,732 shares of DQE Preferred Stock were issued on February 19, 1998.
The DQE Preferred Stock ranks senior to the Company’s common stock as to the payment of
dividends and as to the distribution of assets on liquidations, dissolution or winding-up of the
Company. The holders of DQE Preferred Stock are entitled to vote on all matters submitted to a
vote of the holders of DQE common stock, voting together with the holders of commen stock as a
single class. Each share of DQE Preferred Stock is entitled to three votes. Each share of DQE
Preferred Stock is convertible at the Company’s option into the number of shares of DQE commeon
stock computed by dividing the DQE Preferred Stock’s S100 liquidation value by the five-day
average closing sales price of DQE common stock for the five trading days immediately prior to the
conversion date. Each unredeemed share of DQE Preferred Stock will automatically be converted
on the first day of the first month commencing after the sixth anniversary of its issuance. If the
proposed merger with AYE occurs prior to any conversion. each share of DQE Preferred Stock will
be convertibie into AYE common stock. using the same methodology to calculate the number of sharzs.

Dividends on DQE Preferred Stock are paid quarterly on each J:muary 1, Apnl 1, July I and
October 1. 11.720 shares of DQE Preferred Stock are entitled to an annual dividend of 4.3 percent.
and in the fourth quarter of 1997 the Company declared an initial quarterly dividend of $1.075 per
share. payable January [. 1998. 3.760 shares of DQE Preferred Stock are entitled to an annual
dividend of 4.2 percent. and in the first quarter of 1998 the Company declared a dividend for the
period of December 16, 1997 through March 31. 1998 of $1.237 per share. payable April 1. 1995.
The recently issued 139,752 shares are entitled to a 4.0 percent annual dividend. and in the first
quarter of 1998 the Company declared a dividend for the period February 19, 1998 through

March 31, 1998 of $0.434 per share. payabie Apnl 1, 1998,

5%
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In Oc.oper 1997, a Duquesne subsidiary issued 10 si.. . s of preferred stock, par value $100,000
per share. The holders of such shares are entitled to a 6.5 percent annual dividend to be paid each
September 30. In 1995, another Duquesne subsidiary issued 10 shares of preferred stock. par
value $300,000 per share. The holders of such shares are entitled to a 9.0 percent annual dividend
paid quarterly. _ o )

In May 1996, Duguesne Capital L.P. (Duquesne Capital), a special-purpose limited partnership
of which Duguesne is the sole general partner, issued $150.0 million principal amount of 8% percent
Monthly Incormne Preferred Securities (MIPS), Series A. with a stated Iiquidation value of $25.00.
The holders of MIPS are entitled to annual dividends of 8% percent. payable monthly. The sole
assets of Duquesne Capital are Duquesne’s 87 percent debentures, with a principal amount of
$151.5 million. These debt securities may be redeemed at Duquesne’s option on or after May 31,
2001. Duquesne has guaranteed the payment of distributions on, and redemption price and liquidation
amount in respect of the MIPS to the extent that Duquesne Capital has funds available for such
payment from the debt securities. Upon maturity or prior redemption of such debt securities, the
MIPS will be mandatorily redeemed. The Company's consolidated balance sheet reflects only the
$150.0 million of MIPS.

Hoiders of Duquesne's preferred stock are entitled to 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 2 majority of Duquesne’s board of directors until all dividends have been paid.
Holders of Duquesne's preference stock are entitled to receive cumulative quarterly dividends if
dividends on all series of preferred stock are paid. If six quarterly dividends on any series of
preference stock are in arrears, holders of the preference stock are entitled to elect two of Duquesne’s
directors untl all dividends have been paid. At December 31, 1997, Duquesne had made all dividend
payments. Preferred and preference dividends of subsidiaries included in interest and other charges
were $16.7 million, $12.1 million and $5.9 million in 1997, 1996 and 1995. Total preferred and
preference stock had involuntary liquidation values of $244.4 million and $242.5 million. which
exceeded par by $27.6 million and $28.2 million at December 31, 1997 and 1996.

In December 1991, the Company established an Employee Stock Ownership Plan (ESOP) to
provide matching contributions for 2 401(k) Retirement Savings Plan for Management Employees.
(See “Employee Benefits,” Note M, on page 70.) The Company issued and sold 843,070 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, 1997, $16.4 million of preference
stock issued in connection with the establishment of the ESOP had been offset, for financial staternent
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 51.1 million for 1997, $1.4 million for 1996, and $1.6 million for
1995. These cash contributions were the difference between the ESOP debt service and the amount
of dividends on ESOP shares (32.3 million in 1997, 1996 and 1995). 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 Compnny recognized
compensation expense related to the 401(k) plans of $3.2 million in 1997 and $2.3 miltion in 1996
and 1995. Although outstanding preferred stock is generally caliable on notice of not less than
30 days, at stated prices plus accrued dividends, the outstanding MIPS and preference stock are
not currently callable. None of the remaining Duquesne preferred or preference stock issues has

mandatory purchase requirements.

Changes in the Number of Shares of DQE Comumnon Stock Outstanding

1997 1996 1995

{Amounts in Thousands of Shares)

QOutstanding as of January 1 77,273 77,336 78.459
Reissuance from treasury stock 408 157 83
Repurchase of common stock (1) (ERTH) {086}
Qutstanding as of December 31 77,680 77.273 77.336

¥
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The Company has continuously paid dividends on common stock since 1953. The Company’s
annualized dividends per share were $1.44, $1.36 and $1.28 at December 31, 1997, 1996 and 1995.
During 1997, the Company paid a quarterly dividend of $0.34 per share on each of January 1,
April 1, July 1 and October 1. The quarterly dividend declared in the fourth quarter of 1997 was
increased from 50.34 to $0.36 per share payable Januvary 1, 1998.

Once all dividends on the DQE Preferred Stock have been paid, 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 commen stock may be restricted by Duquesne’s
obligations to holders of preferred and preference stock pursuant to Duquesne’s Restated Articles
of incorporation and by obligations of Duquesne's subsidiaries to holders of their preferred
securities. No dividends or distributions may be made on Duquesne’s common stock if Duquesne
has not paid dividends or sinking fund obligations on its preferred or preference stock. Further,
the aggregate amount of Duquesne’s common stock dividend payments or distributions may not
exceed certain percentages of net income if the ratio of total common shareholder’s equity to total
capitalization is less than specified percentages. As ail of Duquesne’s common stock is owned by
the Company, to the extent that Duquesne cannot pay common dividends, the Company may not
be able to pay dividends on its common stock or DQE Preferred Stock. No part of the retained
earnings of the Company was restricted at December 31, 1997.

Retirement Plans
The Company maintains retirement plans to provide pensions for all eligible empioyees. 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 to record this cost as an expense and to fund the pension plans
by an amount that is at least equal to the minimum funding requirements of the Employee Retirement
Income Security Act of 1974 (ERISA) but that does not exceed the maximum tax-deductible amount
for the year. Pension costs charged to expense or construction were 312.7 million for 1997,
$11.9 million for 1996, and $6.1 million for 1995.

In 1997, the Company offered an early retirement plan to its bargaining unit employees
meeting certain age and service criteria. In accordance with SFAS No. 88, Employers’ Accounting
for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefis
and SFAS No. 106, Employers’ Accounting for Postretirement Benefits Other Than Pensions, the
Company recorded $6.8 million of one-time costs as a regulatory asset and other non-current

liability on the consolidated balance sheet.

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

1997 1996
{Amounts in Thousands of Dollars)

Actuarial present value of benefits rendered to date:

Vested benefits $460,433 $413,109
Non-vested benefits 25,080 23,551
Accumulated benefits obligations based on compensation to date 483,363 433.660
Additional benefits based on estimated furure salary levels 63,739 61,438
Projected benefits obligation 534,302 497,098
Fair market value of plan assets 603,457 335,871
Projected benefits obligation under plan assets $ 51,153 S 28773
Unrecognized net gain $153,682 $128.382
Unrecognized prior service cost (39,800} {(43,790)
Unrecognized net transition liabilicy (12.039) (13.833)
Net pension liability per consolidated balance sheet {50.688) (+1,966)
Total 3 51133 $ 28,773
Assumed rate of return on plan assets 8.00% 3.23%
Discount rate used to determine projected benefits obligation 7.00% 7.30%
4.75% . 3.25%

Assumed change in compensation levels

Pension assets consist primarily of common stocks. United Siates obligations and corporate

debt securities.
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Componens of Net Pension Cost

1997 1996 1995
(Amounts in Thousands of Dollars)
$ 12,340 312209 § 9933

Service cost (benefits earned during the year)

Interest on projected benefits obligation 36,570 32,597 30,663
Return on plan assets (95,444) (58,173) (99,246)
Net amortization and deferrals 63,301 25,312 63,316

Net Pension Cost $ 19,267 $ 11,945 3 6,086

1 ¢ Savings Plan and Other Benefit thions _ N
ReT;:”(::e:mpany :;gponsors separate 401(k) retirement plans for its management and bargaining

un'llsheen:tl:(’)lf({f)elsietirement Savings Plan for Management Employees provides that the Company wi}l
match employee contributions to 2 401(k)‘ account up to a maximum of 6 percent of an e'mployee )
eligible salary. The Company match consists of a 50.25 base matcfi per eligible contribution dollar
anc=1 an additional $0.25 incentive match per eligible contribution dollar, if Board-approved targets
are achieved. The 1997 incentive target for management was accomplished. The Company is
funding its matching contributions to the 401(k) Retirement Savings Plan for Management
Emplo}ees with payments to an ESOP established in December 1991. (See “Preferred and
Preference Stock,” Note K, on page 68.) . o

The 401(k) Retirement Savings Plan for IBEW .Rep‘ureseuted Employvees provides that, b?gmnmg
in 1995, the Company will match employee contributions to a 401(k) account up to a maximum of
4 percent of an employee's eligible salary. The Company match consists of a $0.25 bgse {natch per
eligible contribution dollar and an additional $0.25 incentive match per eligible contribution dollar,
if certain targets are met. In 1997, the incentive target was accomplished.

The Company's shareholders have approved a long-term incentive plan through which the |
Company may grant management employees options to purchase, during the years 1987 through
2006, up to a total of 7.5 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, 1997,
approximately two million of these shares were available for future grants.

As of December 31, 1997, 1996 and 1995, active grants totaled 1,084,041; 1,698,000: and
2,159,000 shares. Exercise prices of these options ranged from $15.8334 to $33.7813 at December 31,
1997; from $8.2084 to $30.875 at December 31, 1996; and from $8.2084 to $27.625 at December 31,
1995. Expiration dates of these grants ranged from 2000 to 2007 at December 31, 1997; from 1997
to 2006 at December 31, 1996; and from 1997 to 2005 at December 31, 1995. As of December 31,
1997, 1996 and 1995, stock appreciation rights (SARs) had been granted in connection with
635,995; 984,000; and 1,202,000 of the options outstanding. During 1997, 694,934 SARs were
exercised; 638,494 options were exercised at prices ranging from $8.2084 to $30.75; and no options
were cancelled. During 1996, 715,000 SARs were exercised; 267,000 options were exercised at
prices ranging from $8.2084 to $20.3334, and 150 options were cancelled. During 1993, 367,000
SARs were exercised; 133,000 options were exercised at prices ranging from $8.2084 to $21.6667;
and 28,000 options were cancelled. Of the active grants at December 31, 1997, 1996 and 1993,
402,816; 668,000; and 929,000 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. Participating retirees make contributions, which may be
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 63, 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 modity or

- terminate the plans.

The Company accrues the actuarially determined costs of the aforementioned postretirement

- benefits over the period from the date of hire until the date the emplovee becomes fully eligibie for

benefits. The Company has elected to amortize the transition liability over 20 years.
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Compo.. .uts of Postretirement Cost

1997 1996
(Amounts in Thousands of Dollars)

Service cost (benefits earned during the period) 51,603 51,182
Interest cost on accumulated benefit obligation 3,048 2,046
Amortization of the transition obligation over 20 years 1,686 1,700
Other 218 (812}
Total Postretirement Cost $6,555 34,116

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 to

active employees after retirement.

Funded Starus of Postretirement Plan at December 31

1997

1996

{Amounts in Thousands of Dollars)

Acmuarial preserit value of benefits:

Retirees $ 8,130 $ 8.840

Fully eligible active plan participants 3,966 3,829

Other active plan participants 32.214 26352
Accumulated postretirement benefit obligation 46,330 39,021
Fair market value of plan assets —_— —
Accumulated benefit obligation in excess of plan assets $(46.330) $(39,021)
Unrecognized net actuarial (loss) gains $ (1,208) § 2.874
Unrecognized net transition liability (25,294) (27,198)
Postretirement liability per consolidated balance shest (19,828} (14,697)

Total $(46,330) 3(39,021)
Discount rate used to determine projected benefit abligation 7.00% 7.50%
Health care cost trend rates:

For year beginning January 1 6.38% 5.96%

Ultimate rate in the year 2001 5.509 5.005%
Effect of a one percent increase in health care cost trend rates:

On accumulated projected benefit obligation § 5234 g 2970

$ 381 § 391

On aggregate of annual service and interest costs

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

[The quarterly data reflect seasonal weather variations in the utifity's service territory.]

1997 First Quarter Second Quarter Third Quarter ~ Fourth Quarter
Operating Revenues (a) $303,584 $285,861 $331,203 $298,526
Operating Income (a) 76,817 56,392 96,448 31.080
Net Income 43,097 46,778 58,663 43,561
Basic Earnings Per Share 0.33 0.61 0.75 0.63
Diluted Earnings Per Share 0.57 0.60 0.75 0.62
Stock Price:

High 29% 29 33 351

Low 17% 2678 K] N 307
1996 First Quarter Second Quarter Third Quarter  Fourth Quarter
Operating Revenues (a) $300.518 $293,357 $335,430 296,800
Operating {ncome (a) 71316 67,385 104,891 39,414
Net Income 42,305 38.972 57.412 40449
Basic Earnings Per Share 0.33 0.50 0.74 0.33
Diluted Earnings Per Share 0.54 0.49 0.74 0.52
Stock Price:

High 3l 28% 28% 3044

Low 27 2334 27 27

(a) Restated to conform with presentations adopted during 1997,
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DQE 411 Ser” h Avenue
PO.Be 430
Mail Drop 15-DQE-2
Pittsburgh, PA 15230-1930

October 30, 1998

Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

Dear ladies and Gentlemen:

This letter is part of a filing by AquaSource Utility, Inc.
regarding the acquisition of a water and/or sewer company in the
State of Florida. AcuaSource is a wholly owned subsidiary of DQE,
Inc. DQE is listed cn the New York Stock Exchange and has a market
value in excess of $2 billion. DQE currently intends to continue
to make substantial investments in AquaSource with a goal of
providing the company with the financial stability regquired tc
maintain its utility systems in accordance with FPSC standards.

Regards,

N /A7 zen

Vice President and Treasurer




AquaSource, Inc.
Consolidaied Balance Sheet
{Unaudited)
September December 31,
1998 1997
Assets
Current Assets
Cash 250,671 849,930
Accounts regeivable - customers 3,328,242 236,559
Qther receivables 2,188,773
Income tax receivabie 1,282,776 234,799
Funds held by trustee 831,038
[nventory 142,399 19,100
Prepayments 180,634
Qther 1,415,769
Total current assets 9.620.302 1,321.288
Fixed Assets
Utility plant in service 38,725,977 1,276,975
Other fixed assets 4,702,798 733.240
43,428,775 2,010,215
Accumnulated depreciation (690,310) (65,253)
Construction work in progress 72330
Total fixed assets 42.810,795 1,944,962
Other Assets and Deferred Charges
lavestments in Water Companies 1,836,662 704,031
Regulatory assets 17,995,139
Goodwill 9,134,987
Custorer lists and relationships 6,368,508 5,481,911
Deferred tax assets 20,300,000
Investment in marketable securities (collateral account) 9,641,082 =
Other 5,021,111 28,138
Total other assets and deferred charges 70.797.489 6,214,080
Total Assets 123,228,536 9,480,330
Liabilities and Shareholders’ Equity
Liabilities
Current Liabilities
Accounts payable 1,108,945 196,081
Accounts payable - affiliates 250,724 245,000
Billings in excess of costs and profits %02,617
Customer deposits 277,088
Accnued taxes 43,208
Other accrued labilities 820.514 -
Total current liabilities 3.403.096 441,031
Nonr Current Liabilities
Defetred income taxes 26,601,407
Long term debt 17,908,582
Other 827.994
Total noncurrent liabilities 45.337.983
Shareholders’ Equity
Contributions by the "A" Shareholders 74,771,660 9,836,645
Contributions by the "B" Shareholders 626,000 400,000
Retained eamings (910.153) (1,198,296}
Total shareholders’ equity 74.487.507 9.058.349
Total Liabilities and Shareholders’ Equity 123,228,586 9,499,430

The accompanying notes are an integral part of these financial siatements.
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¥ARRANTY DEED

THIS INDENTURE, made this the 24th day of January, 1995,
between EUGENE A. WIECHENE, Individually and as Trustee, and LEO A.
WIBCHENA, Individuslly and &as Trustee, whose address is Post Office
Box 2045, Ocala, Florfda 34478, Grantor, and OCALA OAXS UTILITIES,

INC., & ¥Ylorida ocorporation, whese post office address is
NE 179 Rd. (epla, ¥1 wed o , and whose Federsl
Identification Number 1 , drantee,

WITHESSBETH:?

That said Grantors, for and in consideration of the sum of TEN
DOLLARS (81¢.00) and other good and valuable considerations to said
Grantora in hand paid by said Grantee, the receipt whereof isg
hereby acknowledged, have granted, bargained and sold to the said
Grantee, and Grantse’s heira, and assigne forever, the following
described land, situate, lying and being in Marién County, Florida,

to-wit:
: lota 5 and 6 and the South 75.00 feet of Lots 4 and 7,
Fotrfmader Block 24; Lots 1 and 14, Block 23; AND the North 55.00
rig; <« | feat of Lots 2 and 13, Block 23 and that part of
Y @ abrogated Sierra Streat lying between Blocks 23 and 24,
{:ﬁ. (= BELLEVIEW HILLS ESTATES, as per plat thereof recorded in
Jﬁﬁi o4 ; Plat Book G, Pages 31 and 31A, public records of Marion
Sfv =~ , County, Florida, including such  water distribution
-" - ~1 .ecasements as may have bean reserved, and which may be

oy hereafter regarved, unto the Developer pursuant to the
-t protective Covenants of BELLEVIEW HILLS ESTATES or any
J “"I portion thereof, as may be recorded of publie¢ records of

» Marion cCounty, Florida, incident to, and as may be
B g necessary for, the operatien and maintenance of the
R central water system serving Belleview Hills Estates.
. ““|  parcel #4760-000~00 {with other lands)

SUBJECT to ad Valorem taxes Ffor the. Year 1%95 and
subsequent yesrs and covenants, easanents, agreements and
oo restrictions of record and all governmental zoning laws,
e rules and regulations of record or appearing en the plat
of the subject subdivision.
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THE Grantors CERTIFY that the abovewdescribed property
does not congtitute the homestead of the Grantors nor is
it adjacent or contiguous to lands maintained by the
Grantors as their homestead and the Grantors maintain
their principal places of residencs at 1441 Southeast
80th Street, Ccala, Florida 34480 and 525 Southsast 18th

Straat, Ocala, Florida, respectively.

and said Grantars hereby fully warrant the title to said land, and
will defend the same against the lawful claims of all persons whom-

soever.

IN WITNESS WHERBOF, Grantors have herasunto set Grantors’ hands
and seals the day and year first above writtan.

Signaed, sealed and dalivered
in our presence as witnesses:

- )
o~ } .- ¥ = . !
0.5 N 0 L
54::4&1 . (/ . ZZ!: Wlecia, gﬂt’, Ny J ,Z/&ZZ"A(!"? (SEAL)
Withness Name: Rdrienvs ¢ gy, EUGEME A. WIBCHENS, Individually

and as Trustee
%‘f&%‘% Farard
(et O s 2
) (D 2/( ééé.’-{ g MJA{{.’ 2t {SEAL)
Mitness Name: pdrierrve &I Rler LEO A. WIBCHENS, Individually

and as Trustes

pudva Terald

Witnass Nadfe!

STATE OF FLORIDA
COUNTY OF MARION

The foregoing instrument was acknowledged before me this=24Zéf
day of January, 19%5, by EUGENE A. WIECHENS and LEC A. WIECHENS,
Individually and as Trustess, who are personally known to me.

%& W14 RO &Qﬂﬂ-/
OTARY PUBLIC R ,
Notary's Name: Bmme Luu ey

Notary’s Commission No,:
My Conmission Expirest
mm%mm
FIVWPSOV\EARENNTL L ~00U. W0 . Wm&%i‘t%
No, CC awna
Qu'ﬁmulunonun
= Lo~ B0 [N,
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This wm‘l‘ﬂntg ﬂﬁtll Mads and executed the 22nd  day of November A. D 1®2 5):
Marion Development Corp.

WARRANTY DIED
FEOM CORFONATION TO COAPC JN

a corporalion existing under the laws of Florida , and having lts princtpal placa of
business at 1220 Douglas Av., Longwood, Florida 32750

hereinnfter valled the grantor, 1o
Ocala QOaks Utilities, Inc.

a corporation existing under the laws af the Siate of Florida , with ils permanent postoffice
address at 1255 N.E. 17th R4., Ocala, Florida 32670

hereinafter called the granlae:

{Wherever used hercin the terms “graacor’™ and “grantec’” include all the parties 10 this inscrument and
the heirs, legsl represcniatives and asigoe of individusls, and the apd ausigas ol corporstions)

%E[HBSSEHIZ That the grunior, for and in consideralion of tha sum of § and olher
valuable considerations, receipt w}lernnf Is ’IGI‘BL? ac’mowledued. by thasa prasants doas grand, barguin, sell,
alien, remise, release, convey and confirm unto the grantee, all that certain land situats in
Caunly. F[nrl’Ju, viz:

Lots 23 and 24, Block A Fairfax Hills Subdivision as recorded in
Plat Book U, Page 10 of the Public Records of Marion County,
Florida and Tract A of Fairfax Hills North Subdivision as
recorded in Plat Book U, Page 88 of the Public Records of
Marion County, Florida.

Subject to restrictions and easements of record, if any,
however, this reference shall not be operated to reimpose
the same.

TDQQ“IEI‘ with all the tenements, hereditaments and appurtenances theralo Bafonging or in any-
wise appertaining,

TD mﬁUB ﬂl’ld to HDM, the sama in fee .!impla foraver.

iqnd the grantor hereby covenants with said grantee that it ts lawfully saized of seid land In foe
simple; that it har geod right and lawful eutharity to sell and convey sald land; that it haereby fully war-
rants the ltle to said land and will defend the same against the lawful elatms of all perrony whomsaaver;
and that satd land is free of all encumbrances I

STATE SFELORITA
. DﬁCUMEN AR AME TAX
QEPT PP | EYFHUE % !
Sipan

1". Mﬁmess wllﬂ‘ﬂ)f tha grantor has cau.wa these praun;s' to
ba axecuted in iis name, and its corporate seal to be hereunto affixed, by its
proper officers thereunto duly authorized, the day and year firsi above wrilten.

i '""""iJS]=

{CORFCRATE SEAL)

ATTEST s - . S S Marion evelopment Corp.

Sgcretary

Signed, sealed and dehuere& in the presence of:

7 lilinid K/ Yy

Wl llam W. Austin Fresident

S5TATE OF Florida
COUNTY OF Seminole
1 HERE®Y CERTIFY that on this day, belore ma, an officer duly authorized in the State and County aforesaid 1o ule schnowledgmeans,

penamally appeared William W. Austin and M. Anne Schryver

well known 10 me 10 be the President and Secretary respectively of the corporadon nased as graator

in the laregoing deed, and thac they Uy lecged ing the same in the prescnce of 1we subscribiog witacues freely 1od veluutasily

under authority duly vemed in them by wid covporation and that the scal alfixed thereio is the trus corporsie mal of sid corporalion.
WITNESS my hand and official seal in the County and State last aforesaid this  22NcALy o NOvember 4. opo1s 82

S Fonals

William W. Austin 'ﬁm“* £
1220 Douglas Av. W Ludl.—ittd Lt AP 4 25 1o

Lhas Lusterreeen prepared l"y.'
BUHORD InIlQUGH MUADSW (-5 L (2] L]
Aiddrens Longwood, FL 32750 bt

SITIZ 08 A0S AT 00
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RAMCO FORM 334w

, . Ok 1242PAC 1508
ThlS waﬂ'ﬂnty ﬂfl’.fi Made and executed the 2202 dgy of NOVember A. D, 1982 by
Marion Development Corp.

FREOM CORPORATION TO CORP kL

a corporaiion exisiing under the laws of Florida . and having ita principal place of
business at 1220 Douglas Av., Longwood, Florida 32750

hareinafter called the grantor, to
QOcala Oaks Utilities, Inc.

.

a corporalion exisling under the laws af the State of , with s permanant pa:loﬂicel
address ai 1255 N.E. 17th Rd., Ocala, Florida 32670 ,

hereinafter called the grantaa:

{Wherever used herein the terou “grantoe’” and “grantee” include all the parties o this {nstrument and
the haeir, legal represaniatives and amigma of individualt, sad the succesors snd asigos of corporations)

wu’ﬂfsseml That the grantor, for and in consideration of tha sum of $ and other
valuable considerations, recaip! whareof is hereby acknowledged, by {hesa presants does grant, bargain, sell,
alian, remise, release, convey and confirm unte lhe granlee, ell that certain land siluate in
County, Florida, viz:

Lot 1, Block A Marion Hills Subdivision as recorded
in Plat Book T, Page 64 of the Public Records of
Marion County, Florida

Subject to restrictions and easements of record, if an;;:¥::>
however, this reference shall not be operated to reimpose
the same. et ‘ 2P, T p=mgE “fo-d

- R Tl o .”:.
TR;LI L RS LR
Tﬂgfﬂlel‘ with all the lenaemenis, hereditaments end appurtenances therela belonging or in any-
wita appertaining.

]’D }{ﬂﬂe a“d IO HOId, tha sama in fee simple foraver,

Hnd the grantor hereby covenants with said grantes that it s lawfully seized of satd lend in fes
stmpla; that it has good right and lawful autherity to sell and convey sald [and; that It hereby fully war-
rants the Utle to satd land and will defend the sama against the lewful claims of all parsons whomsoever:
end that said land is frea of all encumbrances

wea | 1 e
anvullay

]n mi[ness W[lﬂ‘tof the grantor has caused these presenis io

ba executed in its name, and its corporale seal to be hereunto affixed, by s
propar aﬂicars thereunto duly authorized, the Jny and year [irst above writien,

{CORPORATE SEAL)

.o N
ATTEST: - Marion. pevelopnent. COCPa o ...

Secrelary
Sig‘rZ;:j:nd delivered in the prasence of:
et ¢
adwoon. P Lo luick...

STATE OF Florida }
COUNTY OF Seminole
1 HERERY CERTIFY that on thii day, befora me, an officer duly aushorized in the Stase snd County sforeraid to lake acknowledgmenta,

peronally appearsd  William W. Austin and M. Anne Schryver

well known 1o me o be the Prasident and® Secretary respectively of the corporation named s graator
in the foregoing deed. and that they severally acknowledged enecuting the same in the presence of iwo subscribing withemes [recly and vnlunln‘ilv
under authority duly vested in them by imid corporation and that the stal alfizcd theveto in tha true corporate seal of said corporstion.

WITNESS my hand and official sal in the County snd Siate lax aferessid thin 22nd¢-y ol November LA D19 82

oo oot

nuihpvrume‘srATEGFFtana,sr_:

L hes Tusinnent pnpﬂn'{/ f)y: William W. Austin WY COMBILSIAL Fa VAP D G
LOMDFG TG00 i s AP L
Adidress 1220 Douglas Av. # R
L alaitiatalsl ®»T TITEN

0

ey
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e ST Narranty Heed
6’; G, GHEPERTD VL DGR
DS e feu. 13 1. E. Lot Avenuo
= el Geata, Florida =
m 5012 : =2
\RF_T‘...'*“ 18] —
0 o -" - .1 (S8 ]
Q}-'J‘T.E Elnhfnturf. Made the j dayof Dpecember A.D. 19 g5 . L']Etwffn ;
WILLIAM W. AUSTIN and WOODBERRY FOREST, INC., a Florida corporation
hereinafter called the grantor®, and =
; _;J_cmﬁ OAKS UTILITIES, INC. =
whrose matling f:.:‘bs t5 - Y
12650 Prod Gk, Yivdee ol
hereinafter called the grantee®,
Eﬂitn g1 5] Eﬂ] « That said grantor, for and in consideration of the sumof TEN and 00/100--—~-—-- Dollars,
and other good and valuable considerations to said grantor in hand paid by said grantee, the receipt whereof is hereby
acknowledyed. nas granted, bargained and soid to the said grantee, and grantee's heirs and assigns forever. the following
deseribred land, situate, lying and being in Marion County, Florida, to-wit:
Commence at the NW corner of Lot 1, Block "E" of WOODBERRY =
FOREST as recorded in Plat Book W, page 62 of the public =
records of Marion County, Florida, said point being on the en
Southerly right of way line of S. E. County Highway C-25 i :
(100 feet wide); thence N. 70°50'18" W., along said right of Sy
way line 351.39 feet for the Point of Beginning: thence =p
departing said right of way line S. 00°01'36" W., 240.00
feet; thence N. B9°58'24" W., 135.00 feet; thence N, 00°01'3g" <«J
E., 251.70 feet to the Point of Curvature of a curve concave zz

Southeasterly having a radius of 25.00 feet, a central angle J
of 109°08'06" and a chord bearing and distance of N. 54935'39" P
E., 40.74 feet; thence Northeasterly along said curve an arc
distance of 47.62 feet to the Point of Tangency, said point
being on the aforesaid south right of way line; thence

S. 70°50'18" E., along said right of way line 107.76 feet to
the Point of Beginning. :

SUBJECT to taxes for year 1986 and subsequent years.

Grantor, William W, Austin, herein certifies that the above
described lands do not constitute his homestead, nor are they
contiguous thereto.

and said granror does hereby fully warrant the title to said land, and will defend the same against the lawful claims of all
persons whomsvever. *"Grantor” and “grantee” used for singular or plural as context requires.

In ?Bﬂitnzﬁﬂ mnfrfut‘, Grantor has hereunto set grantor's hand and seal the day and year first above writien.

Sign caled and delivered in our presence.
WOODWRY FOREST,] INC,
By Hhgas /l N o {Seal)

wmééﬁ&z\“ 7i)Iiam W. Austin, President
M.

O \&\ Q\k\C\I\\&Q& WP~ AN (Seul)
2

Wmunﬂ& William W. Austin

STATE OF FLORIDA, COUNTY OF MARION
The foregoing instrument was acknowledged betore me this 3 dayof December .19 85
by William W, Austin, individually and as President of WOODBERRY FORLST,

INC., a Florida corporation, on|behalf of said corporation.

Notary Puhlicm tate of Florida at Large

NOTARY SEAL l”(d ZM
MY COMMISSION EXPIRES:

FOR REC: -

el
Ty
o
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QUIT-CLAIM DEED RAMCO FORM B

L] ) » “
This Quit-€laim Deed, Exccwcd this FFday of  Auvgust .4 D.1982 . by
W.M. PALMER COMPANY, a Florida Corpeoration, as Trustee,

firsi party. 1o Ocala Oaks Utilities, Inc.,

MRt Y Xy

il!l‘ T

fopbstoffice address is {343 N.E. 17th Road, Ocala, Florida

second pariy:

(Wherever used herein the terms “finst pariy™ and “second party” shall include singular and plurat, heirs, legal
representatives, and anigm of individuals, and the wecenon and assiyny of corparatices, wherever the context

so admits ur requires.]

witnesseth, That the said fl'rsl parly, ,ur and in consideration o]r the sum of $10.00---- .
in hand paid By tha said second parly, the receipt whureo[ is Jlerr.-by acl«nawlad’ged. does ’mre’:y remisg, re-
lease and quit-claim unio the said second parly forever, all the right. title, interest, claim and demand which
the said first parly has in and to the following described lot, piece or parcel of land, situate, lying and being
in the Couniy of Marion Siale of Florida . lo-wil:

Tract "A:, BELLEAIR SUBDIVISION, as per
plat thereof recorded in Plat Book T,
pages 77 & 78, Public Records of Marion
County, Florida

/) /AN “‘-U’*U@fiﬁhgd‘: coRn
8 AL hac” o HMARIGN COUNT Y. FL

88-070142 1988 NOV 22 AMI0: 21

- STATE "

v E or FL_O l
zz DOCUMENTARY, S RTE |
=2 [DEFT OF REVENDE : |
d5 o = : -
20 o E paSwoverg |
o ew Sse_ §

]'D mﬂut alld tD }".D[d the same together with all and singular the appurtenances thereunto
belonging or in anywise appertaining, and all the estate, rigill, title, interest, lien, aquity and claim whai-
soever of the said first party, either in law or equity, lo the only proper use. benefit and behoof of the said
second party forever.

In, wuﬂfss ]ﬂ‘ulﬂ'fl}f, The said first party has signed and sealed these presents the day and year

[Lrs! ehove wrilten.

Signed, sealed and delivered in presence of:
/% / %?’(2/ e .M. PALMER COMPANY., a. LS ]
Flo, 1da Cprpgra as Tru ee
LT gf@
“IYt, presilfent

M. Palmér, J
T HEREBY CERTIFY that on this day, before me, an

olficer duly authorized in the State aferesaid and in the County aforesaid 1o take acknowledgments, persomally appeared

W.M. Palmer, Jr., President of W.M. Palmer Company

STATE OF FL@RIDA,
COUNTY OF /7 d =7

to me known to be the person described in and who ex¢cuted the forcgoing instrumcnt and -"4-’ acknowledged

before me that excouted the same,
WITNESS my hand and official seal in the County and Swate last aforesaid this W/ day of

GBI E & 2 1 8, Mﬁ

Batary Pufliz, State of ! iamh at {a:ge
Ly Col'umsslon Exgiras Soat. 6, 18

Bandud By Amsrican fus B Casioy Con, sy

Thus fistrument prepared by: Law Office of

Addidress Margaret Palmer
P Reov 124




WARRANTY DRED 105y Form.) BK I 6 8 0 {l_;l 3 g 7

'. executive line This Instrument Prepared by: )
Becky Bryant—Connolly, An Officer of

p .
This Pndenture, s s ™
Fo!

r Purposes of Title Ins.

{The ovme “prantos™ ind “gusasea’ Reraia shall be comssrnsd File $410-31470
10 includa all geaders sad unguler st plursl se the cuntess indichen) parcel ID¥ 15812-000-00
Made this 17th day of August 1990 , Betiveen

Edward Keith Seyler , Individually and as Trustee

of the County of Marion ,Stateof Florida . grantor, and
Ocala Oaks Utilities, Inc, {SS#:
whase post-office addressis 1343 Ng 17th Roag Ocala, Florida 32670
of the County of L State of , grantee,
Mar ion Florida
WWitneseelly: That said grantor, for and in consideration of the sum of Dollars, and

other good and valuable considerations to said grantor in hand paid by sI?Pgnﬁm ?ps’ recaipt whereof is hereby
acknowledged, has granted, bargained and sold to the said grantee, and grantee's heirs, ruccessors and assigns forever,

the following described land, situate, lying and being in s County, Florida, to-wit:

@ o Marion
220
Q Ll

> (N : o
#oi- |- Tract A, TANGLEWOODS, Unit 1, according to plat thereof,
%‘i"g i recorded in Plat Book 1, Pages 161 through 163, Public Records
;-Eu bn of Marion County, Florida.
gez
g = |5 Sub-j@-et--t—e-ea-aement:a—-arrd--res-t—riret-i-eﬁs--aé--—feeerd-,——i—ﬁ—aﬂyr—wh-i-eh—a:—e
Qe g ‘:‘ -spegifieativnot-extended-or-reimposedtrereby. Subject to 1990
2 5 taxes and assessments.

GRANTOR HEREIN AFFIRMS ABOVE DESCRIBED PROPERTY NOT HOMESTEAD.

Subject to Easements, Limitations, regulations and restrictions
as shown on plat recorded in Plat Book 1, Pages 161 through 163.

oc

Subject to Covenant recorded in Official Records Book 1675, Page 703
Subject to agreement recorded in Official Records Book 1675, Page 706

Subject t¢ Declaration of Restrictive Covenants and Conditions
recorded in Official records Book 1675, Page 709

b

80-000290

W E. J,ﬂyf.“d

BY

and seid grantor does hereby fully warrant the title to said land, and will defend the same against the lawful claims of
all persons whomsoever,

4‘—“’@::”

Edward Keith Seyler

el Seal)
(Seal)
(Seal)
STATE OF .
COUNTY OF Florida

I HEREBY CERTIFY tMﬁEJ‘Rﬂ day before me, an officer duly qualified to take acknowledgments, personatly appeared
Edward Keith Seyler , Individually and as Trustee

the execution of tame.
WITNESS my hand and official ssal in the Count

STATIE ar
1990 DOCUMEN[TARY il LDI:H
BEPT. OF nsveuuz( iy

g pe = AUGZYSG

Notary Public -\—"_\_
My commissiaf] ‘ip!",‘-gi... RrenemA L oAt |
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This Tudenture ~

Fhers wded Mowsin, ihe ta wpariy® thall inclisds the Adirs, p-ﬂonn!.npnuuhlbu,
quu.::l and /er adii, -.J"E. r,:’wtu pariiss harsfo; the ias of iha dingular sumber
ahall includs tha ;lu-f amd the plural ihs singular; thr usc of any gemder sholl include

[ 3]
TR
T

o8 1120PAGEO1 84

“.f..'. ‘gonders; and, I uasd, the serm “note™ shoil inciuds all iha notas harein dav if mare
Made this loth day of July A.D. 1982
Between

CONTINENTAL DEVELOPMENT CORP. OF OCALA
, of the County of

MARION end Stateof ~ FLORIDA , party of the first part,
and
P OCALA '0AKS UTILITIES, INC
18ss Ne |1 Q&.) Ocﬂj“; Fh 32670 , of the County of

. MARION and State of FLORIDA . party of the second part,
Wltnesseth, that the said party of the first part, for and in consideration of
the sum of TEN AND NO/100 : Dollars,
in hand paid by the said party of the second part, the receipt whereof is hereby acknowl-
edged, has remised, released and quitclaimed, and by these presents does remise,
release and quitclaim unto the said party of the second part all the right, title, interest
claim and demand which the said party of the first part has in and to the following
described lot ,piece or parcel of land, situate lying and being in the County o,
MARION State of Florida, to wit:

Lot 5, Block "B", CHAPPELL HILLS, as per plat thereof recorded
in Plat Book "U'", Page 72, public records of Marion County, Florida.

e

i

SLANLD MOIETH

TIRE
AG2 Lfedis ¥

- e DE 2

To Have and to Hold 1 same, together with all ond Sngdarihes
appurtenances thereunto belonging or in anywise appertaining, and all the esiate,
right, title, interest and claim whatsoever of the said party of the first part, eitherin
law or equity, to the only proper use, benefit and behoof of the said party of the second
part, SR ’

In Witness Whereof, the said party of the first p&,rt has‘heréuﬁétqset‘his :

hand and seal tha day and year flrst above written.
Signed, Sealed and Delivered in Our Presence:

CONTIN

5~ })(ﬁzju & T | e

e/ S/
WILLIAM V. CHAPBELL, III
Presideng d

State of Florida,
County of MARION

I HEREBY CERTIFY, That on this day personally appeared before me, an officer
duly authorized to administer oaths and take acknowledgments,

WILLIAM V. CHAPPELL, III as President of CONTINENTAL DEVELOPMENT CORP.

OF OCALA
to me well known to be the Pgrson;;. described in and who executed the foregoing
instrument and he el v gcknowledged before me that he B
executed the same freely and!voluntarily jor the purposes therein expressed

WITNESS my hand and: official seal at Ocala '
County of Marion C , and State of Florida, this 30th |

day of July A..D. 19 82.. . O _
R N 'L\G&;L'l\

otary Publit—
My Commissiqn. .»Xx pLres o tmumm

e C A bt T oot s e
TSN Lapun Aned T 1933

MIDSTATE LEGAL SUPPLY CO INC. ~ ORLANCO, FLOGRIDA
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DOM
(Kefassy —p  MRRCB. SIDDOM

ot Oeil sod S orida 32670

/-"—"')'_. executive gnﬁ 5 018663 p. 0. Box 253, Ocala,

This Tndenture, & tocmerose:

 Made this /6 day of  May , 4. D. 1980 ,
Teftipptl, OCALA OAKS, INC. .

a corporation existing under the laws of the State of Florida .

having its principal place of business in the County of Marion and
State of Florida party of the first part, and

HAROLD ELLZEY, 1319 N. E. 17th Road, Ocala 32671

of the County of Marion and State of Florida
party of the second pare,

mttnPﬁﬁPﬂ‘!, That the said party of the first part, for and in eonsideration of
the sum of TEN AND NO/100 ($10.00)==-----=-c----cccnccaan. Dollars,
to it in hand paid, the receipt whereof is hereby acknowledged, has grunted, bar-
gained, sold, aliened, remised, released, conveyed and confirmed, and by these
presents doth grant, bargain, sell, alien, remise, release, convey and conflrm unito

the said party of the second part, and his heirs and assigns
forever, all that certain parcel of land lying and being in the County of
Marion and State of Florida, more particularly described as follows:

Tract A of OCALA OAKS SUBDIVISION, per plat thereof
recorded in Plat Book "S', pages 123, 124 and 125, (r-,‘_)‘g-ff EAY
public records of Marion County, Florida. 5

SUBJECT TO taxes for 1980 and subsequent years.

SUBJECT TO Restrictive and Protective Covenants as
recorded in 0fficial Records Book 907, page 444,
as amended in Official Records Book 911, page 342,
as further amended in Official Records Book 946,
page 324, public records of Mariom County, Florida.

=
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Engethpr with all the tenements, hereditaments and appurtenances, with
every privilege, right, title, interest and estate, reversion, remainder and easement
thereto belonging or in anywise appertaining:

@Wn Nave aud toa Hold  ire same in fee simple forever.

And the said parly of the first part doth covenant with the said part of
the second part that it is lawfully seized of the said premises; that they are free
of. all incumbrances, and that it has good right and lawful authority to sell the
same;-and the said party of the flrst part does hereby fully warrant the title to said
lend, and will defend the same against the lawful claims of all persons whomsoever.

‘:‘J].H MWitness Tlevent, the saia porty of the first part has

‘ -eaused these presents to be signed in its name by its President,

o 2 and its corporate seal to be affixed, attested by its Secretary
te -

{(Gorpora the day and, year above written.
Ay ) OCALA 0a¥E,”“INC., a Florida
SRREE ;-/59- - s corpoggrion
Attesti . . i P ‘{ Q/

e (/(‘»\\ B?Q‘=7 }Ly‘é‘:\?\
Higned.. Srulrh/g? juere® in Our Fresence: President>
L‘J g —/(’,atc;

LN LR

N
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This wal’mnly ]Beﬂl Made and executed the 22nd  day of November A.D. 1982 B)f

Al
ICA CORPOAATION TO CORPO wN

Belleview Hills Development Corp. .
a corporation existing under the laws of Florida . and having its principal place of
business at 1220 Douglas Av., Longwecod, Florida 32750 \
hereinafter called the granitor, to

Ocala Oaks Utilities, Inc. .
a corporation exisling under the laws of !fw State of Florida . with ils permanant posioffice
address ¢ 1255 N.E. 17th Rd., Ocala, Florida 32670 .
hereinafter culled the grantee:

(Wherever used herein the terou [ﬂntor and “'mrantec’ include all the pacties o thin insrumans and
the hairs, legal representatives and amignr of individuals, and the uccenors snd awigme of corparssions)

wuﬂfsseﬂl: That ithe granior, for and in consideralion of the sum of L3 and other

valuable cun.:idcrations. recaipt wﬁsreof is I'larol:y ncﬁnawladged'. By thesa prasenis doas grani, bargaln. le".
alien. ramise, release. convey and confirm unto the grantee, all that certain land siluate in
Counly, Fforicfa. viz:

Tract E WestView Subdivision as recorded in Plat Book U,
Page 58 of the Public Records of Marion County, Florida

v

Subject to restrictions and easements of record, if any,:acz
however, this reference shall not be operated to reimpose

the same. ETATE oF F“LDF—-’![_} I
DOFUME. 'T"’Y/‘ : L
E

iy
Tﬂgeﬂlel‘ with all the tenements, hereditaments and appurtenances tharalo balonging or In any-
wisa apparlaining,

‘fﬁ Haﬂﬁ all[l |ID ]HDI[L the same in fee simple forever.

mﬂd the grantor hereby covenants with said grantes that it is lawfully ssized of said land in fas
simple: that 1t has good right and lawful authority to sell and convey said land; that it hershy fully war-
ranir the litle lo sald lend and will defond the same against the lawful claims of all parsons whomsoaver:
and that satd land Is frea of all encumbrances

1“ wum?ss Whﬂ‘BOf the granior ims caused thess presents to

be axscuted in its name, and its corporata seal to ba hereunto affixed, by its
proper officers thereunto duly authorized, the day and year first above wrilten.

fé g A . .
I by et Koy el .Belleview.Hills. Davelopment. Carpl

Signan’ sealed and delivcredﬁfn the prestance of ‘

Atima 2. //&4& ...... T By

eomdbmocraomoatrond edionoraacno
M. Anne Schryver Pruident

{CORPQRATE SEAL)

COUNTY Of Seminole
I HEREDY CERTIFY that on this day, bafors me, an oflicer duly authorized in the Sute and County aloresnid to take scknowledgeean,
persanally sppaaced M. Anne Schryver and William W. Austin

STATE OF Florida }

well known 1o me ta be the President and Vice Pre Sident/Secy..wuuly of the corporation samed a3 grantor

bacribi

in the foregoing deed, and that they saverally acknowledged executing the ame in the p of twa frecly and volunjarily
under autharity duly vested in themn by maid corporation and that tha seal affixed thereto i3 the trua corporate sen] of mid corporstion.

WITNESS my hand and official seal in the County and State law aforenid his 22Nd day of NOvember ,A. D152

William W. AUStin  y couamission EXFIES AFa 55,
1228 Douglas Av,. LUNILD Lol Iudes MOSRI-ASH TGy 10t}
Adidrers Lonawood, FI, 32780

iy Tusterinent prepared by:

HOTARY PUBLIC, STAIE GF FI GRIDA AT
-
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WARRANTY DEED o Ourmh&:.\ .
THIS INDENTURE, Made the 24th day of Februarv 2.D.
19 95 , Between ; } _
S T BRI g
P. O. Box 186, Ocala, FL 34478 210 L Swesns 8400 |
|

= 1345 N
hereinafter called the grantor*, and : e

OCALA OAKS UTILITIES, INC., a Florida corporaticn '

whose ‘mailing address is

1343 NE 17th Road, Ocala, FL 34470
Grantees' SSN
hereinafter called the grantee*

WITMESSETH, That said grantor, for and in consideration of the sum of ten and no/100--———
Dollars, and other gocd and valuable. consideration to said grantor in hand paid by said
grantee, the receipt whereof is hereby acknowledged, has granted, bargained and sold to the
said grantee, and grantee's heirs and assigns forever, the following described land,
situate, lying and being in Marion County, Florida, to-wit:

ot 1, Block B of RIDGE MEADOWS, as per plat thereof recorded in Plat Book U,

page 70 of the Public Records of Marion County, Florida.

Subject to Restrictions, Reservations and Easements as shown on the plat of
the subject subdivisicn; Declaration of Restrictive Covenants as recorded in
Official Records Book 1159, page 532; Cable Television Service Agreemerit and
Easement as recorded in Official Records Bock 1237, page 218, Assignment of
Rights as shown in Official Records Book 1317, page 294, Official Records
Book 1378, page 274 and Official Records Book 1378, page 277; Covenant to the
Board of County Comissioners of Marion County, Florida, as recorded in
g Official Records Book 1079, page 950; and taxes for the year 1995 and
t;;;.“ subsequent years.
The Grantor certifies that the above described lands are not the homestead of
the Grantor, that no member of the Grantor's family resides thereon and that
it does not adjoin the hamestead of the Grantor or any property upon which a
member of the Grantor's family resides.

Parcel Identification Number: 2164-002-001

and said grantor dces hereby fully warrant the title to said land, and will defend the same
against the lawful claims of all persons whomsoever. *"Grantor” and "grantee" are used for
singular or plural as context recquires.

IN WITHESS VEIEREOF, Crantor has hersunto set grantor's hand and seal the day and year first
above written.

d delivered

3 nce as witnesses: b@
\%’50 ra«/é (SEAL)
/

Name: Shep Dozier E. DLOUHY'
\c Dpox Wao

} ) v ¥ \

A Lo ley B MU (SEAL)
Maméy Joyce L. Henry 7 )
STATE OF FLORIDA, OF MARION.
The foregoing instrument was acknowledged before me this R day cf F%NA/I o 19QS.
by L. E. DLOUHY
who is/are personally known to me { X ) or who produced
ag ldentification ().

-“.-.o stTi\umeu"f Pﬁzfﬁarfﬂq
G A W pemieR Notary Public - State of Florida at Large
'Sh‘rpar"y g‘"”“.e" -S}“"FP““"Q w Dosiai. gt
Vi My Commission
Qials Qe 344le
L}

NCTARY SEAL




EXHIBIT "E"

TARIFFS ARE LOCATED IN THE ORIGINAL APPLICATION




EXHIBIT "F"
WILL BE LATE FILED

(Affidavit of Notice to Utilities, Governmental
Bodies, Agencies or Municipalities)




EXHIBIT "G"
WILL BE LATE FILED

{Affidavit of Notice to Customers)




EXHIBIT "H"
WILL BE LATE FILED

(Affidavit of Newspaper Publication)
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FLORIDA
PUBLIC SERVICE COMMISSION

CERTIFICATE
NUMBER

346-W

Upon consideration of the record it is hereby ORDERED that
authority be and is hereby granted to

OCALA OAKS UTILITIES

Whose principal address is
1343 Northeast 17th Road

Ocala, Florida 32670 (Marion)

service in accordance with the
provisions of Chapter 367, Florida Statutes, the Rules, Regula-

to provide water

tions and Orders of this Commission in the territory described
by the Orders of this Commission.

This Certificate shail remain in force and effect until
suspended, cancelled or revoked by Orders of this Commission.

ORDER__10471 DATED_12/23/81  DOCKET_810470-W
ORDER__12455 DATED_2/7/83 DOCKET_830283-%
ORDER__14000 DATED__4/14/85 DOCKET_840107-wu
ORDER 14178 DATED 3/14/85  DOCKET 850047-wu

BY ORDER OF THE
FLORIDA PUBLIC SERVICE COMMISSiON

”f"///f‘ / /(

orﬁmlssu)n Clerk

C;;/:j“,_,:ﬁf;ﬁ”pqétfukf’

Executive Pn&ector
/7
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Public Service Commission

CERTIFICATE NUMBER
346 - W

Upon consideration of the record it Is hereby ORDERED

that cl'ﬁhorﬂy be and is hereby granted to
OCALA OQAKS UTILITIES, INC.

Whase principal address is
1343 N.E. 17th Road

Ocala, FL 32670 ({Marion County)}

to provide ._Water service in accordance with
the provisions of Chapter 367, Florida Statutes, the Rules.
Regulations and Orders of this Commission in the territory de-
scribed by the Orders of this Commission.

This Cerificate shall remain in force and effect until sus-
pended, cancelled or revoked by Orders of this Commis-
sion.

ORDER 14474 850119-4U
ORDER 15294 850449-WU
ORDER 16487 860923-WU

ORDER 22978 900074-Wy

BY ORDER
FLORIDA PUBLIC SE

irector
ecords & Reporling

AR OS O IHS




2 ItgtTtIeI e T TiIr Ty

RO

TT T T R e e e e v v e e e b ol L

M HHOHRD

Public Service Commission
CERTIFICATE NUMBER

346 - W

Upon consideration of the record it is hereby ORDERED

that authority be and Is hereby granted to
OCALA 0AKS UTILITIES, INC.

Whose principal address is
1343 N.E. 17th Road

Ocala, FL 34470 (Marion County)

to provide water service in accordance with
the provisions of Chapter 367, Flordda Statutes, the Rules,
Regulations and Orders of this Commission in the territory de-
scribed by the Crders of this Commission.

This Cedificate shall remain In force and effect until sus-
pended, cancelled or revoked by Orders of this Commis-
slon.

ORDER pocker __850113-Wu
850449-WU

ORDER DOCKET
ORDER DOCKET 860923 -4y
ORDER pocker __ 900074 -Wu

BY ORDER OF THE
FLORIDA PUBLIC SERVICE COMMISSION

b 2 By

Director
Division of Records & Repomng
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Public Service Commission

CERTIFICATE NUMBER
346 - W

tat
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ORDER _"SC-93-0343-FOF-WU pockeT 321071-WU
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ORDER DOCKET
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BY ORDER OF THE
FLORIDA PUBLIC SERVICE COMMISSION
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AFFIDAVIT

STATE OF 7&{4‘5

COUNTY OF 7 favs

I, Michael J. Miller, do solemnly swear or affirm that the facts stated in
the forgoing application and all exhibits attached thereto are true and correct and that
said statements of fact thereto constitute a complete statement of the matter to which it

relates.

FURTHER AFFIANT SAYETH NAUGHT.

ichael J. MilleO
Vice-President

Sworn to and subscribed before me this E day of _/ !ld/' En &, 1998,

by Michael J. Miller, who is personally known to me or who provided

Df' cJels M as identification.

Print name: w - o
NOTARY PUBLI

My commission Expires: 7—{5——5& /

Wy




