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BEFORE THE FLORIDA PUBLIC SERVICE CO 

IN RE: Application for Transfer of ) 
Majority Organizational Control of ) 
mala Oaks Utilities, Inc. ) DOCKET NO. 
in Marion County, Florida to ) 
Aquasource Utility, Inc. ) 

I 

NOTICE 0 F 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 

RECEIVED a FILED 
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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, Inc. 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. 

ec 
BronwyflS. 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. 

My Commission Exp'ires: 

EXHIBIT " F " 



NOTICE OF APPLICATION FOR A TRANSFER 
OF MAJORITY ORGANIZATIONAL 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 Oaks Utilities, Inc. to 
Aquasource Utilities, Inc. providing water and sewer utility 
service to the following described territory in Marion County, 
Florida : 

Township 14 South Range 22E 
Ocala Oaks 
The SW $4 of the NE $4 and the NW $4 of the SE $4; and the SW $4 of the 
SE $4, 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 $4 of the NE $4 and the NE $4 of the SE $4 of Section 33, 
Township 14 S ,  Range 22 E and also 

SUGAR HILLS 
The SW $4 of the NW $4 of the NW ?4 of Section 34, Township 14 S, 
Range 22 E, except for road right-of-way and also 

SUGAR HILLS - 1ST ADDITION 
East $4 of the East 54 of the NE $4 of the NE $4 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 $4 of the SW $4 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 H of the NE $4 of the NW $4 
of the SW $4 except the W 40' thereof and also 

BELLEAIR 
The NE )6 of the NW $4 of Section 25, Township 15 South, Range 22 
East Marion County, Florida and also 

PINE OAK 
West Half (WH) of Southwest Quarter (SW$4) of Southeast Quarter 
(SEW of Southwest Quarter (SW $4) of Section 24, Township 15 South, 
Range 22 East, containing five acres, more or less. 
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TOWNSHIP 17 SOUTH, RANGE 22 E 
FAIRFAX 
The West $4 of the East $4 of the NE $4 of Section 14, Township 17 
South, Range 22 East, except the West $4 of the SE $4 of the NE $4 and 
except the NW $4 of the NE $4 of the NE $4 and also 

FAIRFAX NORTH 
The NW $4 of the NE $4 of the NE $4 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 ?4 of W ?4 of NE $4 of NW $4 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 ?4 of the NW $4 of the NE $4 of Section 3, Township 17 South, 
Range 23 East and commencing at the North $4 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 S 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 ?4 of the NE $4 of the SE 'A Section 28, Township 14 South, 
Range 22 E, Marion County, Florida EXCEPT Road right-of-way. 

TOWNSHIP 15 SOUTH, RANGE 21E 
RIDGE MEADOWS 
The East ?4 of the SW $4 of the SW $4 of Section 9, Township 15 South, 
Range 21 E, Marion County, Florida. 

TOWNSHIP 14 SOUTH, RANGE 21E 
WESTVIEW 
The SW $4 of the NW $4 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 South 467 feet of the West 467 feet of the Southwest $4 of the 
Northwest $4 of said Section 36. 

Township 15 South, Range 22 East 
Section 24 
The South $4 of the Southwest $4 of the Southeast $4 of said Section 
24. 

Section 25 
That portion of the Northwest $4 of the Northeast $4 of said Section 
25 more particularly described as follows: 
Begin at the Northeast corner of the Northwest $4 of the Northeast 
$4 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 $4 of the Northeast 
$4 of Section 25, thence North 89053'35" East along the North 
boundary a distance of 65 feet, then South 30023'41" West a 
distance of 128 feet to the West boundary, thence North 00012'41" 
West along the West boundary 110 feet to the Point of Beginning. 

Township 17 South, Range 23 East 
Section 3 
The East $4 of the Northwest $4 of the Northeast % of said Section 3. 

Township 16 South, Range 23 East 
Section 34 
Commence at the South $4 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 Old 
U.S. Highway 441 (100 foot r-0-w); thence along said R-0-W South 
70054'06" East a distance of 210.87 feet; thence South 00036'36" 
West a distance of 244.42 feet to a point on the South line of said 
Section 34; thence along said South line South 89054'00" West a 
distance of 200 feet to the Point of Beginning. 

TOWNSHIP 14 SOUTH, RANGE 22 EAST 
Section 33 
The Southeast % of the Southwest $4 LESS AND EXCEPT the South 660 
feet of the East 480 feet of the Southeast $4 of the Southwest %, 
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 U of said Section 24; thence 
North 00012'00" West long the East boundary of the SW U, 317.19 
feet, said bearing of East boundary also being described as "N. 
00046'09" E." in the O.R. Book 1097, page 738 and O.R. Book 1093, 
page 621; thence S. 88045'27" W., 666.01 feet to the West boundary 
of the S.E. U of the SE U of the SW $4 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. U of the SE $4 of the SW 
K, 303.40 feet to the Southwest corner thereof; thence N. 89056'39" 
E. along the South boundary of the aforementioned SE W of SE W of 
S.W. W, 666.53 feet to the Point of Beginning. 
Containing 4.746 acres 

Township 16 South Range 23 East 
Section 34 
The SE 'A of the SW U of said Section 34, lying South of SE County 
Road No. C-25; LESS the NE U of the SE 'A of the SW U thereof. 

East 3 of the SW U of the SE U of the SW U of Section 24, Township 
15 South, Range 22 East; except the West 264 feet of the SE U of 
the SW K of SE U of SW K, Section 24, Township 15 South, Range 22 
East, Marion County, Florida. 

and the West 264 feet of the SE $4 of the SW W of the SE 'A of the SW 
U, Section 24, Township 15 South, Range 22 East 

and East 3 of the NW K of the SE $4 of SW U and North K of the NE K 
of the SE U of the SW 'A, 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 3 of Section 33, Township 14 South, Range 22 East; thence 
S 00001'54" W along the West boundary of Ocala Oaks 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 89057'02" 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 U of the southwest U 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 $4 of the Southeast $4 of the Northwest $4 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 $4 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 
00000'39" West, 661.29 feet to the Northeast corner of the 
Southeast $4 of the Northeast $4 of said Section 32; thence along the 
north boundary of said Southeast $4 of the Northeast $4 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 $4 of the Northwest $4 of the Southwest 
K of the Northwest $4 of Section 33. Containing 5.04 acres more or 
less. 

AREA B 
Township 14 South, Range 22 East In Section 33 
The West 626 feet of the East $4 of the Northwest $4 of the Southwest 
$4 of the Northwest $4. 

AREA C 
Township 14 South, Range 22 East In Section 32 and 33 
Commence at the Southeast corner of the Northeast $4 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 ( 1 0 0 '  R/W); thence South 13035'39" West 680.49 
feet; thence due East 485.89 feet to the Point of Commencement. 
And the Southwest $4 of the Southwest $4 of the Northwest $4 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 $4 of the Southeast $4 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 $4 of the Southeast $4 of the Northeast 
U 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 89056'36" 
West, 129.33 feet; thence North 00001'58" East, 270.00 feet; thence 
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North 89056'36" East, 129.43 feet to a Point on the Aforementioned 
East Boundary; thence North 00~03'19" East, 61.73 feet to the 
Northeast corner of the Southwest 'A of the Southeast 3 the 
Northwest 'A of said Section 33; thence South 89058'58" West, 
1,328.74 feet to the Northwest corner of the Southeast K of the 
Southwest 'A of the Northwest 'A of said Section 33; thence South 
00000'40" West along the West boundary of the Southeast 'A of the 
Southwest W of the Northwest 'A 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.O.B.) commence at the Northwest 
corner of the Southwest 'A 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 89056'49" 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 'A, Section 33, Township 
14 South, Range 22 East; thence along said North boundary South 
89057'53'' West, 996.17 feet to the P.O.B. 

BELLEVIEW HILLS ESTATES 
That part of the South H of NW 3 of NE 'A lying West of U.S. Highway 
No. 301, and the NW 'A 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 $4 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 'A, and except the SE 'A of the SW 'A of the SE 'A 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 3 of the SW 'A of the SW W 
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Section 34 
The North 'A of the NW 'A the SW 'A of the NE 'A of the NW 'A. 

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, 2540 Blairstone Pines Drive, Tallahassee, 
FL 32301. 
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S t a t e m e n t  o f  C o n s o l i d a t e d  I n c o m e  
(Thousands of Dollars. Esceor Per Share Amoitnrrl 

Operating 
Revenues 

Operating 
Expenses  

~ 

Yrar Ended December 31: 
1997 1996 1995 

Sales of Electricity: 
Residenrial $ 405,935 S 405,392 S 414.291 
Commercial 494,534 489.636 491,759 
Industrial 195,709 190,723 190.689 
Provision for doubtful accounts (11,000) (10.582) (13.430) 

Net customer revenues 1,055,457 1,075,179 1.053.339 
Utilities 24,561 58.292 55.963 

Total Sales of Electricity 1,113,315 1.133.471 1.139.302 
Other 105,956 92.724 50.860 

Total Opernring Revenues 1,219,174 1.226.195 1220.162 
Fuel and purchased power 223,411 236.924 231.968 
Other operating 306,747 298.977 292.997 
Maintenance 82.569 78.386 51,516 
Depreciation and amortization 242,543 222.928 202.558 
Taxes other than income taxes 52367 55.971 58.658 

Total Operathg Expenses 938,437 923.159 897.697 

Operating Income Operating Income 250,737 303.006 322.465 
Other Income Long-term investment income &I,464 49.636 25.975 

Gain on dispositions 34364 5.119 9,129 

Net Income 

Interest and other income 30,979 19,035 14.210 

Total Other Income 129307 73.790 52.3 I4 .. - 

110.270 107.555 Interest and Other Charges 115,639 
Income Before Income Taxes 294,906 266.526 267.224 

Income Taxes 95,805 87.385 96.66 1 
Net Income !$ 199,101 s 179.138 s 170.563 

Average Number of Common Shares 
Outstanding (Thousands of Shares) 77.492 7- %9 77,674 

Earnings Per Sha re  Basic Earnings Per Shnre of Common Stock $2.57 $2.32 S2.20 

Diluted Earnings Per Share of Common Stock $2.54 s2.29 S2.17 

Dividends Declared Dividends Declared Per Share of Common Stock $1.38 Sl.30 S I 2 1  

Srr ""lex I,, '.onsulLl',lnl~n'Irlcio( SIL I l~nl r l l l i .  

S t a r e m e n t  o f  C o n s o l i d a t e d  . R e t a i n e d  E a r n i n g s  
(Tl~~t~.sumls of Do//:irsJ 

As (I,' Decmrhrr 3 I. 
I997 I996 1995 

Balance af beginnin$ of y e x  5 777.607 S 698.986 !i 622.072 
Net income l !W,I l )  I 179.13S 170.563 
Dividends dedxed I lOh.959) ! 1!)!),5 17) (93.6191 

Balance of end of year S 8i>'),i39 S 777,607 !j 69S.9Y6 

st,? ,,orr) 10 , ~ ~ ~ ~ ~ , s ~ ~ l ~ ~ l ~ ~ i ~ ~ l / ~ ~ ~ ~ ~ ~ ~ ~ ~ i ~ i l  mi~+mrrri.~. 

m 
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C o n s t , . i d a t e d  B a l a n c e  S h e e t  
(Thousands of Dolhrs) - 

As of Drcemher 31, 

1997 1996 
- 

~ 

Current Assets: 
Cash and temporary cash investments s 356,412 $ 410978 

Receivables: 
Electric customer accounfi receivable 90,149 92,475 
Other utility receivables 13,106 22.402 
Other receivables 33,472 33.936 
Less: Allowance for uncollectible accounts (15,016) (15,655) - 

130.125 - Total Receivables - iVef 131.711 

Materials and supplies (at avenee cost): 

coal 20,415 19,097 
Opentins and construction 53.055 52,669 - 

~ 

i 3 3 d 6  71,766 

7,717 9.359 

Total Currenf Assets 39,356 622.225 

- Total MateriaLC and Supplies 

- Other current assets 

Long-Term Investments: 
Leverased leves 
Affordable housing 
Gas reserves 
Other leases 

349,129 134,133 
137,560 150270 
92,645 79,916 
69,329 85,1193 

65.477 

712.786 51S.659 
- Other 73.813 

Total Low-Term Inveshnenlc 

Property, Plant and Equipment: 
Electric plant in serfice 
Construction work in progress 
Property held under c3pioI.leases 
Propem held for future use 

4335.19 4.2751 10 
56.471 45,059 

113.662 99,608 
3.980 190,821 . .  

115.866 176,872 Other 
Gross Drooenv. Dlant and equipment 4.625.138 4.787.470 . .  . . . .  
Less: Accumulxed dcprccimon 3nd monizirion (1.962.7Y.1, (1.963.945J - 

Tofol ProDem. Planr and Equipmenf - .Vet i.662.;.'1 2,s  17.525 

Other Nan-Current Assets: 
Regulatory assets 
Other 

680.585 636.516 
4 .: . 7 34 5~I.l)41 



(Thousands 0,’ Dollars) 
As of December 31. 

1997 1996 

Liabilities and Current Liabilities: 
Capitalization Notes payable 

Current maturities and sinkine fund requirements 
Accounts payable 
Accrued liabilities 
Dividends declared 
Other 

s - a  
97,551 
35,055 
54,356 
30,312 
14,339 

749 
72,531 
96,230 
55.044 
25,633 
4.075 

Total Current Liabilities 251,966 260.562 

Non-Current Liabilities: 
Deferred income axes - net 
Deferred income 
Deferred investment t m  credirs 
Capital lese obligations 

693,215 759,059 
223,107 159.293 
97,752 106.201 
37,540 25,407 

Other 255,467 240.763 
Tatal Non-Current Liabi1itieS 1309.111 1.323.753 

Commitments and Contingencies (Notes B through M) 

Caoitalizntion: 
Long-Term Debt 1,376,121 1.439.746 

Preferred and Preference Stock of Subsidiaries: 
Non-redeemable preferred stock 216,156 213.605 
Non-redeemable preference stock 23,295 25.997 
Total preferred and preference stock before deferred employee 

stock ownership plan (ESOP) benefit 244,451 212.605 
Deferred ESOP benefit (16.400) (19.533) 

Total Preferred and Preference Stock of Subsidiaries 223,051 223.072 

Common Shareholders’ Equity: 
Common stock - no par value (authorized - 1S7.500.000 

shares: issued - 109,679.154 shares) 1,0Ol1225 990.502 
Retained earnings 569,719 777.607 
Treasury stock (at cost) (31,995.723 and 32,406,139 shares) (371,511) (376.250) 

Total Common Shareholders’ Equig 1,49~,153 1.39 1.859 
Total CapitalizaIion 3,103:325 3.054.677 

Total Liabilities and Capitalization S4,694,403 S4.638.992 

Srr notes to consolidurrdfinanciul sruremmrs. 



Cash Flows 
from Operating 
Activities 

Cash Flows from 
Investing Activities 

Cash Flows f r o m  
Financing Activities 

Cash Paid During 
t h e  Year 

-\ h 

Statem.  .it of C o n s o l i d a t e d  C a s h  lows - 
(Thousands ofDu//ursj 

Year Ended December .?/, 
- 
- 

1997 1996 1995 
Net income $199,101 SI 79,138 $170.563- 
Principal non-cash charges (credits) to net income: 

Depreciation and amortization 241.343 222.928 202,jjS 
Capital lease. nuclear fuel and investment amortization 67,671 53.166 3 5 w 7  
Deferred income tues  and investment t3x credits - net 60,811 (43.170) (10.92 I )  
Gain on disposition of investments ( 3 4 5 6 4  (5.119) (9.129) 
Investment income (66,246) (57.429) (3  i.05.q 

Changes in working capital other than cash (37,229) 2,915 34.875 
(Increase) decrease in ECR (23,313) (3,945) 11.652 

45.73 :: Other (40,033) 34.445 
Net Cash fiovidedfrom Operaring Activities 367,231 352,926 456,122 

Long-term investments (219,132) (77,147) (191.715,) 
Capital expendimres (118,338) (101,ljO) (94,164.) 

- 

Proceeds from disposition of investments 86,300 15.100 1,929 
Sale of generating station - 169.100 -. 

Payment for purchase of GSF Energy. net of cash acquired - (24,234) - 
Other (4,933) (1.895) (3,554) 

Net Cash Used in Investing Activities (256,098) (17,229) (257,508) 
Dividends on common stock (106,959) (100,517) (93,649) 
Reductions of long-term obligations: 

Long-term debt (52.100) (50.512) (56,114) 
Capital leases (13,351) (19,326) (26.3733 

- (29.732, 
Repurchase of common stock (30) (11.717) (21.271:i 
Issuance of preferred stock - 150.000 - 
Issuance of long-term debt - 85.000 65,000 
Decrease in notes payable - (15.637) (20.236) 
Other 6,941 (3.477) ( 11.230) 

Referred and preference stock - 

Net Cash (Used in) Provided from Financing Activities (165,699) 20.514 (193.605) 

investments (54,566) 356.11 I (25.19 I )  
Net (decrease) increse in cash and ternporw cash 

Cash and temDorxv c x h  investments 21 becinninc of year 410.97s 71 767 

S u p p l e m e n t a l  C a s h  F low I n f o r m a t i o n  
Interest (net of amount capitalized) 5 95,413 S 95.702 S 99.954 
Income taxes 5 66.703 5 9 1  641 S 82 SS4 

Non-Cash Investing Capital IsJse ubligtiuns recorded 5 17.514 S 13.050 S l4.qbl 
a n d  Financing Equity funding obligzions recorded S 5,441 g j 6 . 7 1 6  $ ? ~ . S 1 7  Activities 

Equity funding obligarians cmcelled 5 9.107 S - 5 -  
Preferred stock issued in conjunction with long-term investments S 2.548 g - S ;.000 

On M a y  I .  1997. DQE exchansed its shxes in Chester Engineers f i x  shares ufcomrnun stuck of [lie 
purchaser of Chrster Engineers. which were subsequenrly sold a1 various dates through Junc 5 .  IY‘I:. 

Srr now3 IO ~““~,,l;,I,~i~~l/i~,‘~,~~:~~l rrmwieiirs. 

- 
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N o t e s  t o  C o n s o l i d a t e d  F i n a n c i a l  S t a t e m e n t s  

A. S u m m a r y  of 
Significant 
Accounting 
Policies 

Consolidarion and Proposed itlerger 
DQE. Inc. (DQE) is an energy services holding company. Its subsidiaries are Duquesnc! Light 

Company (Duquesne); 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 subsidixies. DE makes strategic investments beneficial 
to DQE's core energy business. These investments me 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 artd 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 mket-driven businesses and their customers. 

All material intercompany balances and transactions have been eliminated in the preparation of 
the consolidated financial statements. 
On August 7, 1997, the shareholden of the Company and .Mlegheny 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 meEer, Duquesne, DE, DES. DQEnergy and 
Montauk will remain wholly owned subsidiaies 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 companies are 
carried forward to the combined corpontion at their recorded amounts. Accordingly. no goodwill. 
including the related future emings  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 period 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 requirements ;IS they 
relate to the Company prior to the merger. 

Under the terms of the mnsaction, the Company's shareholders will receive 1.12 shares of AYE 
common stock for each share Of the Company's common stock and .4YE's dividend in effect at the 
time of the closing of the merger. The mnsaction is expected to close in mid-1998. subjcci 10 
approval of applicable regulatory agencies, including the public utility commissions in Pennsylvania 
and hlaryland. the Securities and Exchange Commission (SEC), the Federal Energy Repu1;ltory 
Commission (FERC) and the Nuclear Regulatoly Commission (NRC). 

In September 1997, the City of Pittsburgh filed a federal antitrust suit seeking to prevent the 
merger and asking for monetary damages. Although the United States District Court 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 &larch 199s. Unless 
otherwise indicated. all information presented in this Annual Report relates to the Company only 
and does not take into accounI the proposed merger between the Company and .4YE. 

Basis uf ,Icaiirrrtitrg 
The Company is subject to the accounting and reponing requirements of the SEC. In addii 

Company's electric utility operutions are subject to regulation by the Pennsylvania Public L 
Commission (PUC). including regulation under the Pmnsdvania Nrcrrici? Gr,rrrLrrio,l Crlsrollrrr 
Choice and Cumnprriiion Aci (Customer Choice Act). and the FERC under the .r"r&r~r/ Potcar A'.! 
with respect to rates for interstate sales. transmission of electric power. accounting and matters. 

The Company's consolidated financial statements repon regulatory assets and liabilities i:n 
accordance with Srairtnrnr of Fitrancid Accoiinring Srandards (SE4SI ,vo. 71, ~ c c o ~ ~ l l f ~ l , ~ ~ , r  
E/j%cis ofCrrririn pprs ofRc.yiri~rrion (SF.AS No. 7 I). and retlect the effects of the current nlte::nAing 
process. In accordance with SF.U No. 71. the Company's consolidated finuncial retlrct 
regulatory assets and liabilities consistent with cost-based. pre-competition ratemaking re~,,lar,Ons. 
(See "Rate Matters." Note E. on pase 5 s . )  
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mtion of financial statements in conformity u n e  6 zenerdly accepted accounting principles 

requires management to make estimates and assumptions that affect the reponed amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements. 
The reponed amounts of revenues and expenses during the reponing 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 Counp, 

including the City of Pittsburgh: Beaver County; and Westmoreland County. (See "Rate b1atterS," 
Note E. on page 58.)  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 stiltes 
and Canada. The population of the area served by the Company's electric utility operations. t,ased 
on 1990 census data. is approximately 1,510.oOO. of whom 370.000 reside in the City of Pittsburgh. 
In addition to serving approximately 550,000 direct customers, the Company's utility operations- 
also sell electricity to other utilities. 

recorded in the accounring periods for which they are billed. with the exception of energy cos,[ 
recovery revenues. (See "Energy Cost Rate Adjustment Clause (ECR)" discussion below.) 

Enera  Cost Rate Adjutment 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. p;lsses 
to its customers the profits from short-term power sales to other utilities (collectively, ECR en.ergy 
costs). Under the Company's mitigation plan approved by the PUC in June 1996. the level of eneGy 
cost recove? is capped at 1.47 cents per kilowatt-hour (KWH) through May 2001. The rate currently 
being recovered is 1.25 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 Depm:ment 
of Enernv _. (DOE) for future disposal and ultimate storage and disposition of spent nuclear fuel. €:ossi1 
fuel expense includes the COS~S of coal. natural 53s and fuel oil used in the generation of electricity. 
On the Company's statement of consolidated income. these ECR revenues are included 3s a 

component of operating revenues. For ECR purposes. the Company defers fuel and other energy 
expenses for recovery, or refunding. in subsequent years. me 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 fiscai year April 
through March. compares them to previously projected ECR energy costs. and adjusis the ECF! 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 wtcorne 
of the Company's Restructuring Plan or Stand-Alone Plan (as defined in "Rate Illatters." &ore E. 
on page 55). 

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 Restructurins Plan a.nd 
Stand-Alone Plan. the I997 under-recoveries were reclassified as a regulatory assel and may be 
recovered through a CTC. At December 31. 1997. $23.5 million was receiv:ible froni cu>ti)mr'rs. 

Meters are read monthly and electric utiliry customers are billed on the same basis. Revenues are 

At December 31. 1996. S1.S million was payable to cusromers and shown as orher currsnr liabi1ii:ks. 

Maintenance 
Incremental maintenance costs incurred for refuelins outages at the Company's nucle:~ uni ts  

are deferred for amonization over the period between refueling outages [generally 1 S nionths). 
The Company accrues. over the periods between outages. anticipated costs for scheduled major 
fossil generating station uurages. Maintenance costs incurred for non-major scheduled outages and 
for forced outages are charged to expense as such costs are incurred. 

Drprrciarion and .4momkarion 
Depreciation 01 property, plant 2nd equipment. including plant-related inranpibles. is recorded 

on a straight-line basis over the estimared remaining useful lives of properties. Amortization o i  
other intangibles is recorded on a stright-line basis over ;1 five-yex period. ;\monization. oi liinired 
partnership interests in g3s reserve invcrtmenrs and depreciation u l  related propert! Lre un 3 units 
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of pi,,ucti.on method over the total estimated gas re--. ves. Amortization of interests in ;Iffordable 
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 13.14 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 10 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 h3s 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, equd to that amount. for nuclear decommis:iioning 
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 otlner 
non-current liabilities. Trust fund earnings increase the fund balance and the recorded liability. 
(See “Nuclear Decommissioning” discussion, Note I. on pase 64) 

to 4.25 percent effective May 1. 1996. Also in 1996. the Company expensed $9 million d a t e d  to 
the depreciation portion of deferred n t e  synchronization costs in conjunction with the Company’s 
1996 PUC-approved mitigation plan. 

Income Tares 
The Company uses the liability method in computing deferred taxes on all differences ,between 

book and t a ~  bases of assets. These booWtax differences occur when events and transactions 
recognized for financial reporting purposes are not recognized in the same period for t a ~  purposes. 
The deferred t a ~  liability or asset is also adjusted in the period of enactment for the effect. of 
changes in t&x 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 blatters,” 
Note E. and “Income Taxes.” Note G. on pages 58 and 62.) 

of deferred taxes as depreciation and amonization expense. Reversals of accumulated dekrred 
income taxe:j are included in income tax expense. 

credits relai.ed to 
electric utility property generally are deferred. Such credits are subsequently reflected. ovltr the 
lives of the related assets, as reductions to income ILK expense. 

The Company‘s electric utility operations’ composite depreciation n t e  increased from 3.5 percent 

The Company reflects the amortization Of the regulatory tax receivable resulting from reversals 

When applied to reduce the Company’s income ILK liability. investment 

Other Operating Revenues and Other Income 

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. 

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

Propem, Phnt and Equipment 

which includes related payroll taxes. pensions and other fringe benefits, as well as admini5,trative 
and general costs. Also included in original construction cost is an allowance for funds used 
during construction (AFC), which represents the estimated cost of debt and equity funds u:jed to 
finance construction. 

Additions to. and replacements of. property units are charged to plant 3ccounts. blaintenance. 
repairs and replacement of minor items of property ue recorded as expenses when they are incurred. 
The costs of clectric utility properties that are retired (plus removal costs and less any salv;lge 
value) are charged IO accumulated depreciation and amortizjtion. 

Substantially a11 of the Company’s electric utility properties are subject to a first mort~age lien. 

Tempora? Cush Investments 
Temporxy cash investments are shon-term. highly liquid investments with original marurities of 

three or feswer months. They are stated at market. which approximates cost. The Company considers 
temporary cJsh investments to be cash equivalents. 

The asset values of the Company’s electric utility properties are stated at original construction cost, 
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Earnings P i .  ,hare 
SFAS NO. 128. Earnings Per Share (SFAS No. 128), establishes standards for computing and 

presenting emings  per share and makes the standards comparable to international earnings per 
share standards. It replaces the presentation Of primary earnings per share. as found in Accorrnrirlg 
Principles Board (,4PB) Opinion NO. 15. Earningsper Share, with a presentation of basic earnings 
per share. 11 also requires dual presentation of basic and diluted earnings per share on the statement of 
consolidated income for all entities with complex capital Stmctures. 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 
diludon that could ,x’cur if securities or other COnmcIs to issue common stcck were exercised or 
convened into common stock or resulted in the issuance of common stock that then shared in the 
e3min.s of the entity. The statement is effective for financial statements issued for periods endin. 
after December 15. 1997. 

cause for the dilution of earnings per share for the years ended December 31. 1997. 1996 and 

- 
The preference stock of the ESOP. as described in Note M, “Employee Benefits.” w a  the primary 

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-averag:e 
number of common shares outstanding). PxIkdly offsetting the dilutive effect of the additional 
shares, the preference stock has an annual dividend rate of $2.50 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 y e m  presented was a 50.03 dilutive effect in each ye:c 

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

in APE Opinion No. 25, Accounting for Stock lssued to Empluyes, and re!ated 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 dim 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. 

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

accounting presentations adopted during 1997. 

Recent Accounting Pronorincements 
SFAS No. 130. Rrponing Comprehensive Income (SFAS No. 130) and SE4S No. 131. Disc1osnre.r 

about Segments of an Enterprise and Related Infonation (SFAS No. 131). have been iswed 2nd m 
effective for fiscal years beginning after December 15, 1997. SF.U No. 130 definss compi-chensive 
income and outlines icenain reporting and disclosure requirements related to comprehensive income. 
SFAS No. 131 requires cenain 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 Capiral Other than Cash 
(”Vet of 1997 Chestrr Disposition and 1996 GSF Enerz-v Acquisition) 

B. Changes in 
Working Capital 
Other than Cash 1YY7 I996 I995 

(Arnoirnrs in Thoirsmiris c~ Dollars) 
Receivables $114,947) S (1.946) S 34.341 
Materials and supplies I1.740J 1.256 9.994 

Accounts payable 14.Y9.j 1 4.69 I 7.087 
Other current assets I5191 1948) 3.126 

Other current Iiabilitie!; I II.l).jOl (168) (19,673) 

Total 937.229) s 2.915 S 34.875 

C. Property, Plant 
and Equipment 

In  addition to its wholly owned generating units. the Company. together with FirstEnergy 
Corporation. has an ownership or leasehold interest in cenain jointly owned units. The Company is 
required to p y  its share of the consrruction and operating costs of the units. The Company’s share 
ol  the opemting expenses ufthe units is included in the statement of consolidated incon~e. 



Generarrng L'nits at December 31. 1997 
Generating Yet Utility Fuel 

Unit Capability Plant Source 
(Megawarrs) (Millions of Dollars) 

Cheswick 570 s 120.4 Coal 
Elrama (a) 497 96.5 Coal 
Eastlake Unit 2i I56 35.6 Coal 
Sammis Unit 7 187 46.7 Coal 
Bruce Mansfield Unit I (a) 22s  62.5 Coal 
Bruce Mansfield Unit 2 (a) 62 15.2 Coal 
Bruce Mansfield Unit 3 (2) I IO  47.9 Coal 
Beaver Valley lJnit 1 (b) 355 195.9 Noclear 
Beaver Valley lJnit 2 (c)(d) I13 14.0 Nuclear 
Beaver Valley Common Facilities 149.5 
Perry Unit 1 (e) I64 387.1 Nuclex 
Brunot Island IJnits 13 and 2b 175 11.9 Fut:l Oil 

Totnl Generating Units 2.670 $1.196.2 

(a) The unit is quipped with flue gas desulfurization equipment. 
(b) The Nuclear Regulvory Commission (NRC) has --red a license to operate through January 2016. 
(c) In 1987. the Company sold and lcved back its 13.74 percent interest in Beaver Valley Unit 2. The lase is xcounted 

for s m openting lese. Amounts shown represent facilities nor sold and subsequent leasehold improvements. 
(d) The NRC has p l e d  2 license 10 opente through ,May 2027. 
(e) The NRC bas ,mted 3 license LO opemte through ,March 2026. 

D. Long-Term The Company makes equity investments in affordable housing and gas reserve partnerships as a 
Investments limited panner,. At December 31. 1997. the Company had investments in 27 affordable housing 

funds and eight gas reserve pamerShipS. The Company is the lessor in nine leveraged l e s e  
arrangements involving mining equipment. rail equipment. fossil generating stations, a wasteto- 
energy facility. high speed service femes and natural gas processing equipment. These leases 
expire in vvious years beginning in 2ooJ 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 credinvorrhy lessee or is secured by guarantees of the 1esse~'s parent or 
affiliate. The remaining SO percent was financed by non-recourse debt provided by lenders who have 
been granted. ;I$ their sole remedy in the event of default by the lessees. an assignment of rentals due 
under the lease:: and a security interest in the leased property. This debt amounted to $950 million 
and $553 million at December 3 I, 1997 and 1996. 

Net Leveraged Lease Investments at December 31 

1997 IS196 
(Amoimrs in Thohousnnds of Dollnrs) - 

Rentals receivable (net of non-recourse debt) $639.030 $215,358 
Estimated residual value of leased assets 22.019 ?:LO29 

(1O:i.254) - Less: Unearned income 1310,931)l 
Leveraged lease investments 349.129 13-1. I33 

Less: Deferred ta..es arising from levenged leases ( 1  15.383) (59.751) 
$ 7-!.352 Net Leveraged Lease Invesnnrnrs Y133.746 

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 1.n 
assets of nuclex decommissioning trusts and marketable securities. In accordance with SEAS Nu. 
115. Accoimring for  Crrrain Itivrsfmenrs in Debt and Equi? Srcuririrs (SFAS No. 115). these 
investments are classitied as available-for-sale and are stated at market value. The amount of 
unrealized holding gains related to marketable securities was S8.1 million ($4.7 million ner 01- tax) 
at December 3 I. 1997. The amount of unrrdized holding losses related to marketable securities was 
$4.4 million ($2.6 million net of 
the Company's other IeJse investments and certain gas reserve investments. Defeired amount:; will 
be recognized as income over the lives of the underlying investments for periods gen&aIIy nor 
exceedin: seven years. 

at December 3 1.  113136. Deferred income primarily relates to 
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In 1997, L.,e Colnpany acquired 100 percent of the C l s s  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 a.s 
consideration in lieu of cash in connection with acquisitions by the Company of other business,cs, 
assets or securities. (See “Preferred and Preference Stock.” Note K. on page 68.) At December 31. 
1997, the Company had invested approximately 57 million (of which approximately $1.5 million 
was in the form of DQE Preferred Stock) 10 acquire the stock or assets of seven water, wastew:iter 
and water services companies. In February 1998. the Company issued 159,732 shares of DQE 
Preferred Stock. representing an investment of  approximately $16 million in a water company, ne 
Company has committed approximately $24 million for additional investments in water, wastewater 
and water services companies for the first quarter of 199% 
Competition and the Customer Choice Act 

The electric utili1:y industry continues 10 undergo fundamental change in response to developrlent 
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 excha.nge for making investments and incurring obligations to serve customers untler 
the then-existing regulatory framework. Through the ratemaking process, those prudently incuned 
costs were recovered from customers along with a return on the investment. Additionally, cemin 
operating costs were approved for deferral for future recovery from customers (regulatory asset!;). 
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 froln 
a variety of electric generation suppliers ( c w x n e r  choice). Although the Customer Choice Act 
will give customers their choice of electric generation suppliers, delivery of the electriciry from the 
generation supplier to the customer will remain the responsibility of the existing franchised utiliiy. 
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-sta;;e 
process consisting of an initial customer choice pilot period (running through 199s) and a phse..in 
to competition period (beginning in 1999). For the fmt suge. the Company filed a pilot pro-- with 
the PUC on February 27. 1997. For the second stage, the Company tiled on August 1, 1997 its 
restructuring and merger plan (the Restructuring Plan) and irs 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 Pi.fots 

administrative details related to competitive markets, including metering, billing, and cost and 
design of unbundled electric services. The Company pilot filing proposed unbundling 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 electricii:y 
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 t x i R r .  On May 9. 1997, the PUC issued a Preliminary Opinion and Order approving 
the Company’s filing in pm.  and requiring certain revisions. The Company and other utilities 
objected to several fratures of the PUC’S Preliminary Opinion and Order. Hearings on several key 
issues were held in J I J ~ ~ .  The PUC issued its tin21 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 fonh in this order to the Commonwealth Court o f  Pennsylv3ni:l. 
The Company expects il hexing 10 be scheduled for mid-1998. Although this appeal is pending. 
the Company complied with the PL’C‘S order to implemenr the pilot program that began on 
November 3. 1997. 

Phase-ltr tu Coinprririorr 
The phase-in to compe:ition begins on J a n u q  I .  1999. when 33 percent of customers will hav: 

customer choice (includins customers covered by the pilot program): 66 percent of customers will 
have customer choice no later than January I .  2000: and a11 customers will have customerchoicr 
no later than 1;lnu:iry I. 2001. Howwr .  in  its sole order to date (the PECO Order). the PCC 
ordered the phase-in provisions of the Cusromer Choice Act to  require the acceleration of the second 
and third phases to J;inuary 2 .  1YY9 and January 2 .  2000. respectively. As they are phased-in. 

E. Rate Matters 

The pilot period gives utilities an opportunity tO examine a wide range of technical and 

?Fl c- , 
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c ~ s [ o ~ , L . s  [ha.[ have chosen an electricity generation s.. Jier other than the Company will pay that 
supplier for ganention charges. and will pay the Company a CTC (discussed below) and unbundled 
charges for 8:msmission and distribution. Customers that continue to buy their generation from the 
Company will1 pay for their service at current regulated tariff rates divided into unbundled generation. 
transmission ;md distribution charges. The PECO Order concluded that under the Customer Choice 
Act, an e l e c ~ ! c  distribution company, such as Duquesne is to remain a regulated utility and may 
only offer pUi:-approved. tariffed rates (including unbundled generation rates). Delivery of e1i:ctricity 
(including wansmission. distribution and customer service) will continue to be regulated in 

!:he same manner as under current regulation. 

Rate Cap and Transition COS! Recovev 
Before the ;phase-in to customer 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 custoniers. The Company has mitisated in excess of $350 million of transition costs during 
the past three years through accelerated annual depreciation and a one-time write-down of nuclear 
nenerating sta.tion costs. accelerated recognition of nuclear lease costs. increased nuclex decom- 
missioning funding. and amortization of Various regulatory 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 stranded costs that remain at 
January 1. 1999 will be recoverable throush a CTC from customers. The CTC recovery period 
could ] a t  through 2005, providing a utility a total of up to nine years beginning January 1. 1997 to 
recover transinion costs. unless this period is extended as pan of a utility’s PUC-approved tr:msition 
plan. An over,all four-and-one-half- ye^ 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. beginnins January 1. 1999. Ofthis amount. 
S0.5 billion represents regulatory assets and 51.5 billion represents potentially uneconomic plant 
and plant decommissioning costs. Any estimate of the ultimate level of transition costs for h e  
Company depends on. among other things. the extent to which such costs are deemed recoverable 
by the PUC. die 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 30 and ”‘Replatory Assets and Emerging Issues Task Force“ 
discussion on page 6 1). 

limetable for  Resiructuring Plan and Stand-Alone Plan Approval 

PUC. Although the provisions Of the Customer Choice Act require a PUC decision nine months 
from the filing! date (which would be April 30. 199%. the Pennsylvania Attorney General‘s Office 
requested an extension in order to conduct an investisation into certain competition issues relating 
to the Restruciruring Phn. Pursuant to an arrangement among the Company. the PUC and the 
Attorney General, the Company anticipates a decision by the PUC (with respect to the Restm8:turing 
Plan if the merger is approved. or with respect to the Stand-Alone Plan if the m e e r r  is not approved) 
on or before May 29. 1998 or such later d3te as the pllnies 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 tinding of market 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 Cornpnny proposed that such a final mxke t  v:~lu:ition 
be conducted in 2003. and that an  annual competitive mxket solicitation be used to set the ICTC in  
the interim. The 2003 tinal market valuJtion would be performed by an independent panel cjf 

expms  using the best ;1vailable marker evidence at that time. T h e  Stand-Alone plan filing a j s ~  
provided for cmain triggers thJ t  would accelerate the date of this final market valuation. Prior to 
the final va1ua1:ion. the CompJny would sell a substantial amount of power to the highest biildrr in 
an annual com:petitive soliciution. The annual market price established by the solicitation ivould be 
used to set competitive grnerxion credits and determine the CTC as a residual from the grner;ition 
r ~ t e  cap under the Rate Cap Prwision. (See ”Financial Impact of Pilot Program Ordir” discussion 
on page 38.) During the transition period. Ihe Company committed to accelerate am<jrtiz:ltiori ilnd 
depreciation of its perxion-relared assets and c:ip its return on equip throu2h - reIllrn ,,,, ellL,ity 

On August 1, 1997. the Company filed the Restructuring Plan and the Stand-Alone Plan with the 



- .  . spillover m -'inisin, in exchange for being allowed to char 
Provision. 
of generation-re1ate:d assets by the end of 2005. Under the proposed return on equity spillover 
mechanism, additional amonization and depreciation in excess of this minimum $1.7 billion 
commitment would be recorded in order to comply with the return 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 efticient consumption and funher 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 10 the CTC would also have the potential 
to maximize mitisation 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 Decembzr 3 I, 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. 

Restrucnrring 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 cost:; 
over 10 ye=. The Company plans to use the generation-related portion of its share of net operatinp 
synergy savings to shorten the ansition cost recovery pencd. The Resnucturing Plan also incorporates 
the market-based appioach to determining transition Costs pmpased by the Company in its Stand-gone 
Plan. The 2003 finail market valuation will be performed by an independent panel of expem using 
the best available market evidence at that time, including a potential sale of a ponion of the combined 
company's generating assets. Cenain triggers will accelerate the date of this final market valuation 
if market prices risz s:i-hficandy or the minimum ~OrCiza t iOn  commiment is satisfied prior to 2003. 
The annual market price established by the Company's solicit3tion 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-Alono Plan has been increased under the Restructuring Plan. .4s in the Stand-Alone 
Plan, the determination of transition costs in 2003 Will compare the book value of generating assets 
in 2005 (after nemng the increased minimum commiment to depreciation and amortization and any 
return on equity spillover) with the market value of the genmting assets in 2005. The opposing 
parties believe that there should be a one-time valuation of the generating assets prrfornied at 
January 1, 1999. Any merger-related synergies relating to generation would then be used to reduce 
the Company's transitiion costs as of that date. These panies also believe that the Company's 
proposed distribution rate decrease should be effective January 1. 1999. as well. 

Additional Resmcnlring Plan Cornininnents 
The Restructuring Plan also contains a number of commitments by the merged DQEIAYE 

entity. First. the merged entity will open up its tnnsmission system to all panies on a reciprocal 
non-discriminatory basis and eliminate multiple n t e  charges ac.cToss the combined transniission system. 
Second. the merged entity will join a recently proposed Midwest Independent System Operator 
(EO) or other then-existing ISO. or form its own Is0 if no existing IS0 offers acceptable rules, 
including marginal coiit transmission rates. Several utilities have applications pendins before the 
FERC to form IS& Third. the merged entity has committed to make a report. IS months : ~ k r  
consummation ofthe merger. to the PUC regarding its progress on the IS0 commitmenr. The PUC 
may. at its option. require the merged entity to relinquish control of 300 MW of gcneyatins cqxicity 
IO alleviate concerns over market power. The form of relinquishment would be a[ the option of the 
merged enrity: possible: forms of relinquishment include an energy swap. ente:ing 3 power sale 
contract, divestiturc of generating assets and 3 bidding trust. 

The Frdrral Fi l inp 
In addition to the PLlC tilings of the Restructuring Plan and the Stand-Alone Plan. on August 1. 

1997. the Company and AYE tiled theirjoint merger application with the FERC ([he F E R r  Filing). 
Pursuant to the FERC Filing. the Company and AYE have committed to formin; o r  jLiiiiiiS an IS0 
that meets the entiry's requirements. including m x ~ i n a l  cost transmission pricing. io l lwving the 
merger. In addition. the Compmy and AYE have stated in the FERC Filing th i t  f o l l ~ n ~ i i i ~  [lie merger 
the combined entity's market share will not violate the market power conditions and rqiiireiiients 
set by the FERC. On J;l.nu;uli 20. 1998. the Compmv and AYE tiled merger appIic>rioiir \\ ith 
the Antitrust Division o f  the DepJnment of Justice and the Fedenl Tnde Comiiii\,ion Thehe 
applications are currently pending. 

xisting rates under the Rate Cap 
Company committed to a minimum of $1.7 billion of amonization and depreciation 
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consolidated balance sheet. The regulatory assets represent probable future revenue to the Company 
because provi;sions for these costs are currently included, or are expected to be included, in charges 
to electric utility customers.through the ntemaking process. 

A company's electric utility operations, or a ponion of such operations. could cease to meet the 
SFAS iyo. 7 I criteria for various reasons, including a change in the FERC re,oulations or the 
competition-ri:lated 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 
Bovd ( E m  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 f o r  rhe Disconrinrrarion of Application of 
FASB Srnremenr No. 71 (SFAS NO. 101). The consensus reached by the EITF provides funher 
guidance that the regulatory assets and liabilities of the generation portion of a utility to which 
SFAS NO. 10 I is being applied should be determined on the basis of the source from which the 
regulated cash flows to realize such regulatoly assets and settle such liabilities will be deribed. 
Under the Cu:rtomer Choice Act, the Company believes that its generation-related regulatory assets 
will be recovered through a CTC collected 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 autility will be evaluated on the cash flows provided by the CTC, in accordance ,with 
SFAS No. 121, Accounting for  the Impaimenr of Long-LivedAssers andfor Long-Lived Assets to 
Be Disposed t7f(SF..\S No. 121). The Company believes that all of its regulatory assets continue to 
satisfy the SFAS No. 71 criteria in light of the transition to competitive generation under thr: 
Customer Choice Act and the ability to mover  these regulatory assets through a CTC. Once any 
pordon of the Company's electric utility opentiom is deemed to no longer meet the SF.4.S No. 7 I 
criteria, or is not recovered h ~ u g h  a mc. 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 re;ulatory 
assets or liabilities 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 5561.9 million, 333.2 million and $85.8 million. respectively. At 
December 31, 1996, the Company's regulatory assets related to generation, transmission and 
distribution were $491.6 million. $41.4 million and $102.8 million, respectively. The components 
of all regulatory assets for the periods presented are as follows: 

RqulatOryA.wets at December 31 

y ~ f s e t s  and Emerging Issues Task Force 
AS a result of the application of SFAS No. 71. the Company records regulatory assets on its 

1997 1996 
(Aniorrnrs . in Thousands of Doiliirs) 

Rexulatop mx receivable (Note A) $301.664 5394.131 
B i n o r  Isiand and Phillips cold reserve units (a) 
Unamortized debt costs (b) 
Deferred m e  synchronimtion costs (c) 
Beaver Valley Unit 2 salelleaseback premium (Note H) 
Deferred employee costs (d) 
Deferred energy costs (Note A) 
Defrrred nuclrx maintenance outage COSLS (Note A) 
Deferred coal costs (e) 
DOE decontamination and decommissioning receivable (Note 1) 

105,693 
57,915 
37,231 
?Si54 
25,130 
23.514 
17,013 
15,711 
S,SJ7 

- 
93.299 
4 1.446 
30.059 
29589 

33.461 
11.191 
9.779 

- 

Other (9 29,613 11.560 
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F. Short-Term p.1 Dec er 3:1, 1997. the Company had two extendibl volving credit arrangements, including 

a $125 million fac5lity 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, Eurodollar or cenificate of deposit rates. Commitment fees are based on the unborrowed 
amount of the conimitments. Both credit facilities contain two-year repayment periods for any 
amoune outstanding at the expiration of the revolving credit periods. At December 31, 1997 atld 
December 31. 1996. there were no shon-term borrowings outstanding. 

Borrowing and  
Revolving Credit 
Arrangements  

G. Income Taxes The annual federal corporate income tax returns have been audited by the Internal Revenue 
Service (IRS) for i:he tax yexs 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 chat final settlement of the federal income tax returns for the years 1990 through 1996 Twill 
have a materially adverse effect on its financial position. results of operations or cash flows. 

Deferred Tar .Assets (Liabilities) at December 31 - 
1997 1996 

(Amounrs in Thousands of Doi1G:rs) 
Tax benefit - long-term investments $ 210394 $ 175.421 . 
Gain on salelleasebick of BV Unit 2 55,137 61,131 
Investment tax credits unamonized 40,573 44,067 

Other 65.210 50.6J8 
Deferred t ; ~ x  asse:ts 393,951 350.495 

Unbilled revenue 19,637 19.222 

- 

Propeny depreciation (712.247) (783.5:jl) 
Regulatory assets (125.171) (150.346) 
Leveraged leases (115.353) (59,781) 

Deferred coal and energy COSIS (15,910) (5,054) 
Other (57,095) (77,2:!1) 

Deferred LT liabilities (1,057,166) (1.109.5EI4) 
Nef Deferred T u  Liabilities $ (693,213 $ (759,OST 

Loss on reacquired debt unamonized (31360) (33.3:il) 

- 

- - 

Income Tares - 
1997 1996 I995 

(Amoicnfs i n  Thoiisnnds of Doilars) 
5 3,911 S 85.976 S 77.667 Currently payable: Federal 

State 31,053 J1.582 29.915 
Deferred - net: Federd 69,324 (18,737) 2.550 

State (93) (14.874) (5.640) 
Investment tax cridirs deferred - net (5,420) (9,559) (7.331) 

Income Tares $ 95,505 S 87,388 S 96,661 - - 

Total income 1axe.j diffir from the amount computed by applying the statutory federal income 
tax rate to income before income taxes. 

Income Tar E.KLWIIS,~ Rucorrciliatiorr 
~~~ 

I997 I996 1995 
i.4mounu in Thousands ofDo1lars.i 

Computed federal inc83rne tax 31 starutoy rate 5103.217 S 93.184 S 93.5213 
- 

Increase (decrease) in taxes resulting from: 
State income taxes., net of federal income tax benefits 
Investmint t u  benefits - ne! 
Amortization v i  deferred investment tax credits 

66:: 
Total Income Tur Erpvnse 5 95,YI)j S 8 7 ~ 7 3 3  3 96.661 

- Other ( 1.304) ( 5 3  I )  

20.143 19.310 l5.710 
( 17.831 1 ( 15.1 16) (5.478) 
(3.4201 (9.559) (7.83 , )  



H. Leases The Lompariy leases nuclear fuel, a ponion of a nucicd generating plant, certain office buildings, 
computer equipment, and other property and equipment. 

Capital Leases at December 31 
1997 1996 

(Amounts in Thousands uf Dollars) 
Nuclear fuel $92,901 $ 79.103 
Elecuic plant 10,761 20,505 

Total 113,661 99.608 
Less: Accumulated arnonization (50,715) (47,670) 

pr~periy Her’d 1:nder Capital Leases -Net (a) $ 62,937 S 51.935 

(3) Includes 5?.97,4 in IYY7 and 52.613 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 :I term of 29.5 years. The IeJse 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 I4ease bonds to take advantage of lower interest rates and reduce the annual 1e;lse 
payments. The bonds were originally issued in 1987 for the purpose of partially financing the lease 
of BV Unit 2.1111 accordance with the BV Unit 2 lease agreement. the Company paid the prmniums 
of approximately $36.4 million as a supplemental rent payment to the lessors. This amount was 
deferred and is being amortized over the remaining l e s e  term. At December 31. 1997. the deferred 
balance was approximately $28.6 million. 

Leased nuck:ar 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 propmy is 
based on rental payments made (except the BV Unit 2 lease, see “Depreciation and Amortization” 
discussion on page 34). These lease-related expenses are charged to operating expenses on the 
statement of consolidated income. 

Summary of R,ental Payments --__ 
1997 1996 1995 

(Amounts in Thousandr of Dollars) 
Operating lease:; 
Amortization of capital lszses 

560,654 $59,503 S57.617 
16,537 19,378 26.705 

Interest on capital leases 3,435 3,703 4.332 
Total Rental Payments $80,966 $ 8 2 3 4  $:3S.654 

Future ibfinimum Lease Payirwirts 

Operam: Leases Capital ILsases - 
Year Ended Decmbcr 31, (Amoimts in Thoitsands of Dollars) 
1998 S 54.326 4 :!6.40 I 
1999 
2000 
2001 
2002 

54.3 I9 16,117 
51.lS0 10.446 
54.195 4.717 
55.746 

Tutai Minirnum Lease Payments $1.082.963 4 77.797- 
Less: Amount re:presenting intersst (17.7391 
Present value of minimum lease payments for capital Icisss (a) 

(a) lnciudes current obligxiunr of522.5 milliun a1 Dcccmbrr 31. 1YY7. 

S 60.063 
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Future .nimum lease payments for capital leases are k..Jted principally to the estimated use of 
fuel finaliced through leasing arrangements and building leases. Future minimum lease 

payments for operating leases are related principally to BV Unit 2 and certain corporate offices,, 
Future paymerlts due 10 the Company, as of December 3 1. 1997, under subleases of certain 

corporate ofice space are approximately $5.9 million in 1998. $6.0 million in 1999 and $27.6 million 
thereafter. 

I. Commitments Construction and Investments 
and 
Contingencies 

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-FuelTbt, a coal-b:lsed 
synthetic fuel. The first six plants to produce E-Fueln8 are under construction. and are expected to 
be in operation by mid-1998. The Company estimates the Cost of this construction to be approximntely 
$25 million in 1998. 

In February 1998, the Company issued 159.732 shares of DQE Preferred Stock. representing 
an investment of approximately $16 million in a water company. The Company has committed 
approximately $24 million for additional investments in water, wastewater and water services 
companies for tht: first qumer of 1998. 

Company expects; this partnership will lead to investment opportunities in the expanding 
telecommunications business. 

Nuclear-Rehted iC1mers 
The Company lhas an ownership interest in three nudear units, two of which it  operates. The 

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

Perry Unit 1 no e:ulier 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 estimated 
decommissioning costs. including removal and decontmination costs, is $170 million, $55 million 
and $90 million. r,espectively. The amount currently being used to determine the Company‘s COS:[ 
of service related IO decommissioning all three nuclear units is $224 million. The Company is 
seeking recovery of any potential shortfall in decommissioning funding as pan of either its 
Resmcturing Plan, or its Stand-Alone Plan. (See “Rate Matters,” Note E. on page 5 8 . )  

requires that utilities include a plan to mitigate my shortfall in decommissioning trust fund payments 
for the life of the facility with any fuNre decommissioning filings. Consistent with this requirement. 
in 1997 the Company increased its annual contributions to the decommissioning trusts by $j millicsn 
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 I ,  
and 79 percent for BV Unit 1. 

Funding for nuc:lear decommissioning costs is deposited in external. segregated m s t  accounts 
and invested in a portfolio of corporate common stock and debt securities. municipal bonds. 
certificates of depcNsit and United States govemment srcurities. The market value of the aggregat,: 
trust fund balances at December 31. 1997 and 1996. totaled approximately 5-17, I million and 
5 X . i  million. respectively. 

public liability frorn a sinzle incident at a nuclear plant 10 $8.9 billion. The m:iximum available 
private primary insurance of $200 million has been purchwd by the Company. Additional 
protection ofSY.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 million. which is based on its ownership or leasehold interests in three nuclex generating 
units. would be limited to il maximum of $7.5 million per incident per year. This assessment is 
subject to indexing for intlation and may be subject to state premium taxes. If assessments from 
the nuclear industry prove insuffcient to p ~ y  claims. the United States Congress could impose 
other revenue-raising msasures on the industry. 

In 1997, the.COmpany entered into a pmnerjhip with iLlCI Communications Corporation. The 

Nuclear Deconimissioning. The Company expects to decommission BV Unit I ,  BV Unit 2 ;and 

With respect to the uansition to 3 competitive generation market, the Cxstomer Choice ,.\cr 

iVuclear Insuraacr. The Pricr-.4ni/erson Amendmenis to the Aiurnic Enerx? Act of’ 19j4 limit 
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The comp:tny’s share of insurance coverage for property damage. decommissioning and decon- 
tamination liability is $1.2 billion. The Company would be responsible for its share of any damages 
in excess of insurance coverage. In addition, if the property damage reserves of Nuclear Electric 
insurance Licnited (NEIL), an industry mutual insurance company that provides a portion of this 

are inadequate to cover claims arising from an incident at any United States nuclear site 
covere; by that insurer. the Company could be assessed retrospective premiums totalin, 0 a mxximum 
of $5.8 millicmn. 

In addition, the Company participates in a NEIL program that provides insurance for the iricresed 
of gener:ition andor purchased power resulting from an accidental outage of a nuclear unit. 

Subject to the policy deductible, terms and limit. the coverage provides for a weekly indemnity of 
the estimated incremental costs during the three-year period starting 2 I weeks after an accident, 
with no coverage [hereafter. 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. 

BVPS’s two units are equipped with 
Steam generators designed and built by Westinghouse Electric Colpomrion (Westinghouse). Similar 
to other ‘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 
1956, has removed approximately 17 percent of its steam generator tubes from service through a 
process called “plugging.” However, BV Unit I continues to operate at 100 percent reactor power 
and has the ability to return tubes to service by repairing them through a process called “sleeving.” 
No tubes at e:ither BV Unit 1 or BV Unit 2 have been sleeved to date. BV Unit 2 ,  which W:IS 

placed in service I 1  y e m  after BV Unit I ,  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 I.he unit to determine the extent to which ODSCC may become a problem at that unit. 

The Comp:my 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. Althlough 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. 
&laterial 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 1 steam generators is currently estimated at $ 1 3  million. The Company would 
be responsible for 559 million of this total. which includes the cost of equipment removal and 
replacement steam generators but excludes replacement power costs. The earliest that the EIV 
Unit 1 steam generators could be replaced during a scheduled refueling outage is the fall of 2000. 

The Company continues to explore 311 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 I is scheduled to begin in April 1999, and i.he next 
refueling outage for BV Unit 2 is currently scheduled to begin in Se3tember 199s. Both outages 
will include inspection of 100 percent of each unit’s steam generator tubes. The Companv will 
continue to monitor and evaluate the condition of the BVPS steam generators. 

BV Unit 1 went off-line on September 27. 1997, for a scheduled refueling outage. and returned 
to service on .Ianuary 21, 1998. Perry Unit I completed a refueling outage on October 23, 1997. 
This outage k e d  40 days, a record for Perry Unit I .  The next refueling outase for Perry Linit 1 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 completed by the Company. BV 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 :I similar technical review Of BV Unit 2.  These technical reviews are in rtsponse to a 
1997 commitment made by the Company to the NRC. The Company is one of many utiIitic:s faced 
with these tecI5nic;ll issues, some of which date back to the original design of  BVPS. Both BVPS 
units remain off-line for a revalidation of technical specification surveillance testing require:ments 
of various plaiit systems. Based on the current Status of the reva1id;ltion process. the Comp;iny 
currently anticipates that both BVPS units will remain off-line through ?il;uch 199s. 

The i v d r o r  Nurr Policy Acr uf 1982 established a federal 
policy for han’dling and disposing of spent n u c l r x  fuel and a policy requiring the establishment 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-level r;ldioactive 
waste in compliance with this Iegislxion. The DOE has indicated that its repository under these 
contracts will not be available for acceptance of spent nuclear fuel before 2010. The DOE 
yet established an interim or permanent storage facility. despite a nrllnz by the L[nitcd States 

B~~~~~ va&y power Station (BVPS) Steam Generators. 

Spent iVucL?ar Fuel Disposal. 

nor 
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Court ofApk -1s for the District of Columbia Circuit that th.  JOE was le,oally 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 Peny Unit 1 are expected to be sufficient until 
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 Circuit ag;unst 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 DOE 
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 mling. issued November 14, 1997, was not entirely in favor of the DOE or the 
utilities. The court ptrmitted 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 Enrichnient Obligations. Nuclear reactor licensees in the United States are assessed 
annually for the decontamination and decommissioning of DOE uranium enrichment facilities. 
Assessments are b a r d  on the amount of uranium a utility had processed for enrichment prior to 
enactment of the Nalional Energy Policy Acr of1992 (NEP.4) and are to be paid by such utilities 
over a 15-year period. At December 3 I ,  1997 and 1996. the Company’s liability for contributions 
was approximately S7.2 million and $8.1 million, respectively (subject to an inflation adjustment). 
(See “Rate Matters,” Note E. on page 58.) 

Fossil Decommissioning 

costs through depreciation charges during the operating life of fossil-fued generating stations. 
Based on studies conducted in 1997. this amount for Fossil decommissioning is currently estimated 
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 parr 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 (Bmce blansfieldl have 

guaranteed certain debt and lease obligations related to a coal supply contract for Bruce blansfield. 
At December 31. 1997, the Company’s share of these guarantees was $15.1 million. The prices 
paid for the coal by die companies under this contract are expected to be sufticient to meet debt 
and lease obligations to be satisfied in the year ?@lo. The minimum future payments to be made by 
the Company solely i n  relation to these obligations are $6.2 million in 199s. $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 1995. 

As parr of the Company’s investment portfolio in affordable housing, the Company has received 
fees in exchange for guannteeing a minimum defined yield to third-pmy investnrs. A portion of the 
fees received has been deferred to absorb any required payments with respect tu these trjnsactions. 
Based on an evaluatioin of the underlying housing projects. the Company believes that such deferrals 
are ample for this purpose. 

Residual Waste iCInriapemrrit Re&wlations 
In 1992, the Pennsylvania Department of Environmental Protection (DEP) issued Re.sldl~ai M s i e  

Management Regiilntions governing the generation and mana,oement of non-humious residual 
waste. such as coal ash. The Company is assessing the sites i t  utilizes and has de,Llc.~ped compliucc 
suategies that are cumntly under review by the DEP. Capital costs of $2.8 rnillirv , ~ n d  $2.5 miiliun 
were incurred by the Cornp;my in 1997 and 1996. respectively. to comply with thehe UEP rtgulatiuns. 
The additional capital cost of compliance through the year ZOO0 is estimated. ba& 0,) current 
information. to be $16, million. This estimate is subject to the results of groundwater assessments 
and DEP kina1 approval of compliance plans. 

In Pennsylvania. current ratemaking does not allow ut es to recover future decommissioning 
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Employees 
The Company is party to 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 fmancial position. results of operations or cash flows. 

J. Long-Term Debt The pollutison control notes arise from the sale of bonds by public authorities for the purposes of 
financing consmction of pollution control facilities at the Company's plants or refunding previously 
issued bonds. The Company is obligated to pay the principal and interest on these bonds. For cenain 
of the pollution control notes. there is an annual commitment fee for an irrevocable letter of credit. 
Under cenain circumstances. the letter of credit is available for the payment of interest on. or 
redemption OIL all or a ponion of the notes. 
Long-Term Debt ot December 31 

Principal Outstanding 
(Amounts in Thousands o j  Dollurs) Interest 

Rate Maturity 1997 1996 
First mortgage: bonds 5.S5%-8.75% 1998-2025 $ 775,000 (a) $ 55:3.000 (b) 
Pollution control notes (C) 2009-2030 417,953 41'7,985 
Sinking fund debentures 5 %  2010 2.791 '4.89 I 
Term loans 6.47%-7.47% 2000-2001 150.000 150,000 
Miscellaneous 31,017 1'7,785 
Less: Unmoruzed debt discount 

and premium - net (3.672) (3.915) 
Toto1 Long Term Debt $1.376,121 $1.439.746 

(a) Excludes Sij.0 million related to current mawriries during 199% 
(b) Excludes 550.0 million relared IO 3. cufrenr mSuriIy during 1997. 
(c) The pollution control noies have adjusrable inleresr nres. The inreresf rxes at ye=-end weneed 3.9 peneni: in 1997 

md 3.7 percent in 1996. 

At December 31, 1997, sinlcing fund requirements and maturities of long-term debt outscanding 
for the next five years were $75.3 million in 1998. $50.6 million in 1999. $165.2 million in 2000. 
$55.2 million in 2001, and $0.3 million in 2002. 

$107.6 million in 1995. Interest Costs attributable to long-term deb[ and other interest were 
$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 di:jcount or premium and related issuance expenses are amonized over the lives of the 
applicable issues. 

Durine 1994, the Company's BV Unit 2 lease arrmgement was amended to reflect an in8:rease 
in federal income t x  rates. At the same time, the associated Ietrer of credit securing the lessor's 
equity interest in the unit was increased from $ISS million to $194 million and the term of !he letter 
of credit was extended to 1999. I f  certain specified events occur, the letter of credit could bc: drawn 
down by the owners. the leases could tmninate. and collateralized lease bonds ($381.5 million 21 
December 31. 1997) would become direct obligations of the Company. 

At Decernb'cr 31, 1997, the fair value of the Company's long-term debt. including curer11 
maturities and sinking Fund requirements. estimated on the basis of quoted market prices for the 
same or similar issues or current rates offered to the Company for debt of the same remninmg 
maturities. was $1.1746 million. The principal amount included in the Companv's consolidated 
balance sheet is $1.455.1 million. 

Total interest and other charges were $1  15.6 million in 1997, $110.3 million in 1996. and 

At Decemb(rr 31. 1997 and 1996, the Company was in compliance with all of its debt covenants. 
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K. Preferred and 
Preference 
Stock 

Preferred t. . Preference Stock at December 31 - 
(Shares and Amorrnrs in Thousands) 

~I - 
1997 1996 Call Price 

Per Share Shares Amount Shares A m o G  - 
Preferred Stock of  DQE: 
4.3% Series A Preferred Stock (a) (b) 

- 4 376 - - 4.2% Series A Preferred Stock (a) (b) 
Preferred Stock Series of Subsidiaries: 
3.75% (c) (d) (e) $5 1 .OO 14s 7,407 I48 S 7,407 
4.00% (c) (d) (e) 51.50 550 27,456 550 27.456 
4.10% (c) (d) (e) 51.75 120 6,012 120 6.012 
4.15% (c) (d) (e) 51.73 132 6,613 132 6.643 
4.20% (c) (d) (e) 51.71 100 5,021 io0 5,02 I 
$2.10 (c) (d) ( e )  51.84 I59 S,039 I59 8.039 
9.00% (0 - - 3,000 - 3.000 

6,000 150,000 6,000 150,000 8.375% (g) 
- - 1,000 - - 6.5% (h) 

Total Preferred Stock - 
Preference Stock Series of Subsidiaries: (i) 

- 12 $1,172 - - 
- 

- 

7,225 216,156 7,209 213.608 

25,295 817 28.997 
799 25,295 817 28.997 

- Plan Series A (e) 0) 36.90 799 

Total Preference Stock 
(19.5% - Deferred ESOP ben8:fir (16,400) 

S223.072 - Total Preferred md Preference Stock $22S,05l - 
(a) Referred Stock: 4,000.000 authorized shares; 

(b) Convertible: SI00 liquidation preference per share 
(c) Preferred stock 4,000.wO authorized shares: 

(d) S O  per shm involuntary liquidation value 
(e) Non-redeemable 
(0 500 authorized shares; I O  issued S300.000 par 

value; involunmy liquidation value S300.000 
per share: mandatory redemption besinning 

(p) Cumulative Monthly Income Preferred Securirics. 
no par value Series A (MIPS): 6,000.000 authorized shares: 

$25 involuntq liquidation value 
(h) l.jO0 authorized shares: IO issued. $100.000 par 

value: 5100.000 involuntary liquidation value 
(i) Preference stock 8.000.000 authorized shares: 

S I  par value: cumulative 
(j) S35.50 per share involuntary liquidation value 

550 par value: cumulative 

August 2000 

On July 30. 1997. the Company authorized and registered 1,000,000 sharrs of DQE Preferred 
Stock. As of December 31. 1997, Ij.JS0 shares Of DQE Preferred Stock had been issued and were 
outstanding, An additional 159,732 shares of DQE Preferred Stock were issued on February 19, 199s. 
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 common stock as, a 
single class. Each share of DQE Preferred Stock is entitled to three votes. Each share of DQE 
Preferred Stock is convenible at the Company’s option into the number of shares of DQE common 
stock computed by dividing the DQE Preferred Stock‘s SI00 liquidation value by the five-day 
average closing sales price of DQE common stock for the five trading days immediately prior to 1:he 
conversion date. Each unredeemed share of DQE Preferred Stock will automatically be convened 
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 convenible into ,AYE common stock. Using the S(1111e methodology to calculate lhe number ofshm2S. 

Dividends on DQE Preferred Stock are paid qumerly on each January I .  April I .  Ju ly  1 and 
October I. 11.720 sihares of DQE Preferred Stock are entitled to an annual dividend of 4.3 percent. 
and in the fourth qumer of 1997 the Company declared an initial qumerly dividend of $1.075 per 
share. payable January I .  IYYS. 3.760 shares of DQE Preferred Stock are entitled to an annual 
dividend of4.2 percent. md in the first qumer of 1998 the Company declared a dividend for the 
period of December 16. 1997 through March 31. 1998 OfSl.237 per share. payable April I .  IYYS. 
The recently issued 159.7:: shares are entitled Io a 4.0 percent annual dividend. and in the first 
quarter of 1998 the ‘Company declared a dividend for the period February 19, 1993 through 
March 31. 1998 ofSO.UI  per share. payabie April I ,  19%. 
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ocLJber 1.997, a Duquesne subsidiary issued 10 si,. zs of preferred stock. par value $IOO,OOO 
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 $300,00~) per share. The holden of such shares are entitled to a 9.0 percent annual dividend 
paid quarterly. 

In May 1996, Duquesne Capital L.P. (Duquesne Capital). a special-purpose limited partnership 
of which DuqLtesne is the sole general partner, issued $150.0 million principal amount of S X  :percent 
Monthly Incorne Preferred Securities (hlIPS), Series A. with a stated liquidation value of $25.00. 

holders of‘b1IF’S are entitled to annual dividends of 8% percent. payable monthly. The sole 
assets of Duquesne Capital are Duquesne’s 8% percent debentures, with a principal amount of 
$151.5 million. These debt securities may be redeemed at Duquesne’s option on or after blay 3 1. 
2001. Duquesne has g u m t e e d  the payment of disuibutions on, and redemption price and liquidation 
amount in respect of the MIPS 10 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 
b1IpS will be 1nandatorily redeemed. The Company’s consolidated balance sheet reflects only the 
$150.0 million of MIPS. 

Holders of 1)uquesnr.s preferred stock are entitled to cumulative quarterly dividends. If four 
qumerly dividlends on any series of preferred stock are in arrears, holders of the preferred stock 
are entitled to elect a majority of Duquesne’s board of directors until all dividends have been paid. 
Holders of Du#quesne’s preference stock are entitled to receive cumulative quarterly dividends if 
dividends on all series of preferred stock are paid. If six quanerly dividends on any series 01’ 
preference stmk are in mem. holden of the preference stock are entitled to elect two of Duquesne’s 
directors until ;dl 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 528.2 million at December 31, 1997 and 1996. 

In December 1991, the Company established an Employee Stock Ownership Plan (ESOP:, to 
provide match.ing contributions for a 401(k) Retirement Savings Plan for Management Employees. 
(See “Employee Benefits,” Note bl, on page 70.) The Company issued and sold 845,070 shares of 
preference stock, plan series A to the trustee Of the ESOP. As consideration for the stock. tha 
Company received a note valued at $30 million from the trustee. The preference stock has an 
annual dividend rate of 52.80 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 ofpre!erence 
stock issued in connection with the establishment of the ESOP had been offset, for financial statement 
purposes, by the recognition o fa  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 $1.1 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 ($2.3 million in 1997, 1996 and 1995). As shares of preftrenci: stock 
are allocated to the accounts of parricipanrs in the ESOP, the Company recognizes compens;ition 
expense, and the amount of the deferred compensation benefit is amortized. ’he  Comp:),?~ recognized 
compensation expense related to the 401(k) plans of $3.2 million in 1997 and $2.3 mililm ill 1996 
and 1995. Although outstandin; preferred stock is generally callable on notice of not less th:m 
30 days, at stated prices plus accrued dividends, the outstanding IvlIPS and preference stock are 
not currently c:illable. None of the remaining Duquesne preferred or preference stock issues has 
mandatory purchase requirements. 

Changes in tlw iVirmber of Shares of DOE Common Stock Outstanding L. Common Stock 

1997 1996 1995 

Outstanding as of J a n u q  1 77,273 77,556 ‘7S,459 
Reissuance from tre~sury stock 40Y I57 S3 
Reourchase OF common stock 11) i u n i  P?sm 

(Amounts in Tiiorrsonds of Sitnres) - 

I.. \ ~, ,_--, - 
Outstanding as of December 31 77,681) 77.271 ‘77.556 
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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 founh quarter of 1997 was 
increased from $0.34 to $0.36 per share payable January 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, paymsnts of dividends on Duquesne’s common stock may be restricted by Duquesne’s 
obligations to holders of preferred and preference stock pursuant to Duquesne’s Restated h i c k s  
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 agregate  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 all 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 
e m i n g s  of the Company was restricted at December 31, 1997. 

Retirement Plans 
The Company maintains retirement plans to provide pensions for all eligible employees. Upon 

retirement, an employee receives a monthly pension based on his or her length of service and 
compensation. The cost of funding the pension plan is determined by the unit credit actuarial cost 
method. The Company’s policy is to record this cost as an expense and to fund the pension plans 
by an amount that is at least equd to the minimum funding requuements of the Employee Retirement 
Income Seciiriry.4ct of 1974 (EIUSA) but that does not exceed the maximum tax-deductible amount 
for the year. Pension costs charged to expense or construction were $12.7 million for 1997, 
$11.9 million for 1996, and $6.1 million for 1995. 

In 1997, the Company offered M ea ly  retirement plan to its bargaining unit employees 
meetins certain age and service criteria. In accordance with SFAS No. 88, Employers’Acconnting 
for  Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefils 
and SE4S No, 106. Employers’ Accounting for Postretirement Benefirs 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 qf the Retirement Plans and Amounts Recognized on the 
Consolidated Balance Sheet at December 31 - 

1 9 9  I996 
frlmoiints in Thousands of Doi/arsJ 

~~~~~ 

Actuarial present value of benefits rendered to date: 
Vested benefits $560,453 $413.109 

22.55 1 Non-vested benefits 25,080 
Accumulated bencfits obligations based on compensation to date 455,563 435.1560 

61.438 Additional benefits based on estimated future s a l q  levels 

53.871 
5 51,155 s 25.773 

Unrecognized prior service COS[ (3!9,800) (43,:790) 
Unrecognized net mansition liability f 1?.O3Y) (13,853) 

(41,966) 
$ 25.?73 

5 3 %  
7.5ll% 
5.25% 

- 

- 65,739 
Projected benefits obligation 554,302 497,095 

Unrecognized net gain $153,652 s12s.:352 

- Fair market value of plm mets  
Projected benefits obligation under plan assets 

605,457 

- - 

- Net pension liability per consolidated balance shert (50.65Y) 

- - s 5 1 . 1 5  

S . I ) O ~ C  

7.1)Urc 
5.75 OC 

Total 

- Assumed rate of rcturn on plan ussets 

- Discount m e  used to determine projected benefits obligation 
Assumed change i n  compensation levels - 

Pension assets (consist primarily of common stocks. United States ob l ip ions  and corporxc 
debt securities. 



P h 

Componenis of nret Pension Cost - 
1997 1996 1995 

(Amounts in Thousands ofDollurs) 
Service cost (benefits e m e d  during the yew) $ 12.330 S 12.209 S 9 ,953  

36570 32,597 30,063 Interest on projectod benefits obiisation 
Return on plan assets (95,444) (58,173) (99,246) 

65,801 25,312 65,316 Net amortization and defends 
$ 19,267 $ 11,945 S 6,056 - - Net Pension Cost 

Retirement savin,p Plnn and Other Benefit OPfions 
ne company :jponson separate 401(k) retirement plans for its management and bargaining 

unit employees. ne 401(k) Retirement Savings Plan for Management Employees provides that the Company will 
match employee contributions to a 401(k) aCCOUnt Up to a m&Um of 6 percent of an employee’s 
eligible salary. rile Company match consists of a $0.25 base match per eligible contribution dollar 
and an a,j&tion,,l $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 
~~~l~~~~~ payments to an ESOP established in December 1991. (See “Preferred and 
Preference Stock,” Note K. on page 68.) 

The 401(k) Retirement Savings Plan for D E W  Represented Employees provides that, beginning 
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 base match per 
eligible contribution dollar and an additional $0.25 incentive match per eligible contribution dollar, 
if cerwin targefs ;ue met. In 1997, the incentive w e t  was accomplished. 

The Company’:j 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 $8.20?14 to 630.875 at December 31, 1996; and from $8.2085 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 11395, stock appreciation rights ( S A R s )  had been ,panted in connection with 
635,995; 984,000; and 1,202,000 of the options outstanding. During 1997. 694,gS-l SARs were 
exercised; 638,494 options were exercised at prices ranging from SS.2084 to 530.75; and no options 
were cancelled. During 1996, 715,000 SARs were exercised; 267,000 options were exercissd at 
prices m g i n g  froim $5.2084 to $20.3334; and 150 options were cancelled. Durinz 1995, 367,000 
SARs were exercised; 133,000 options were exercised at prices ranging from S8.2OS-l to 521.6667; 
and 25,000 options were cancelled. Of the active grants at December 31, 1997, 1996 and 1995, 
402.816; 668,000; and 929,000 were not exercisable. 

Other Posfretirement Benefits 
In addition to pension benefits, the Company provides certain health c x e  benefits and life 

insurance for some retired employees. PYticipating retirees make contributions, which may be 
adjusted annually. to the health care plan. The life insurance plan is non-contributory. Company- 
provided health c:ue benefits terminate when covered individuals become elizible for bledicare 
benefits or reach age 65, whichever comes first. The Company funds actual expenditures for 
obligations under the plans on a “pay-as-you-go” basis. The Company has the right to modify or 
terminate the plans. 

me Company alCCNeS the ~CtUXially determined costs of the aforementioned posuetirement 
” b=nefi= Over the period from the date Of hire until the date the employee becomes fuily for 
benefits. The company has elected to amortize the transition liability Over 20 

. . . _____-- - .- 
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 compo.^ .its ofposnefirement Cost 

1997 1996 
(Amoimcr in Thousands of i3ollm-s) 

Service cost (benefits earned during the period) 51,603 $1.152 

Other 21s (812) 

Interest cost on accumulated benefit obligation 3,045 2.046 
Amortization 01' the transition obligation over 20 y e m  1.656 1,700 

Total Postrplirement Cost $6,555 $4,116 

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 Status of Postretirement Plan at December 31 

1997 1996 
(Amormrs in Thousands of 1)ollarsJ 

Retirees 5 s.150 S 8.840 
Fully eligible active plan participants 5,966 3.829 
Other active plan participanrS 32.214 '26.352 

Accumulated postretirement benefit obligation 46,330 :39,021 

Actuarial preserir value of benefic;: 

- Fair market value of plan assets 
Accumulated benefit obligation in excess of plan assets $(46330) S(39.021) 

Unrecognized nf!t actuuial (loss) g i n s  $ (1208) $ 2.874 
UnreC0,pized net transition liability (25394) (27,198) 
Postretirement liability per consolidated balance sheet t:19,82S) (14,697) 

Total 5(46,330) $(39,021) 

- 

Discount n te  used to determine projected benefit obligation 7.00% 7.50% 

Health care cost vend ntes: 
For year beginning J a n u q  I 6.3410 6.96% 
Ultimate n te  in the y e u  2001 5.50410 15.00% 

Effect of a one percent increase in health care cost trend rates: 
On accumulated projected benefit obli,.ation 
On aozreoate of annual service and interest costs 

$ 5234 $ 2.920 
$ 551 s 391 

Summary of Selected Quarter!v Financial Data (Thousands of DoNars. Except Per Share Amounts) 

me qumerly d31a reflecr se?sonal we3ther vviations in the uriliry's service territory.] 
1997 First Quarter Second Quarter Third Quarter Founh Quarter 

.. 
Operating Revenues (a1 $303fS4 $2S5,S61 $331,203 S19S326 
Operating Income (a) 76.517 56,331 96,445 , ~ I . O S U  
Net Income 45,097 46,775 5S.665 '43,561 
Basic Earnings Per S h x e  0.5s 0.61 0.75 0.63 
Diluted Earnings Per Share 0.57 0.60 0.75 0.63 
Stock Price: 

1 "W 27% 16% 317,. 30'18" 
High ,<)?,* 29 33"h 35?'* 

1996 Firsr Qumer Second Quarter 

Operating Income (a) 71.316 67,385 
Net Income 42.305 38.972 
Basic Earnings Pe:r Share 0.55 0.50 
Diluted Earnings Per Share 0.54 0.49 
Stock Price: 

LOW 27% 25?4 

Openring Revenues (a1 $300.5 I S $293.357 

Hizh 3 I !4 2S% 

Third Quarter Fourth Quarter 
$335.430 9296.590 

104.891 :jY .J 14 
57.411 .IO.J19 

0.74 0.53 
0.74 0.52 

2S?4 30% 
27 27 

(3) Resrired IO conbrm w 1 h  prrsenrarions adopled durin: 1997 
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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. AcpaSource is a wholly owned subsidiary of DQE, 
Inc. DQE is listed on 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 wich a goal of 
providing the company with the financial stability required tc 
maintain its utility systems in accordance with FPSC standards. 

Regards, n 

Vice President and Treasurer 



AguoSource, Inc. 
Consolidated Balance Sheet 

('Unnuditc4 

LinbiIiiies nnd ShnrehoLlcrs' Equiry 

LinbUizies 
cwuumiliicr 
AcCQunU payable 
Accounts payable - affliatni 
Billings in nc-  of WSU and profits 
Customer deposits 
Accmcd t a r s  
ma lcemed liabilities 

Toui w e n t  iinbiiirie 

Nom Currenr Liobiiitia 
D s f d  insoms taxa 
Long t m  debt 
m e r  

T o d  noncurrent liabilities 

September December31, 
19911 199l 

250.671 849.930 
3328242 236,559 
2.188,773 
1282.776 234.799 

831,038 
142399 19,100 
180.634 . ~ ~ . ~ ~  

1.415.769 
9.620302 1321288 

38.725977 1276,975 
4.702.798 733240 

.13.428.n5 2.010215 
(6W;ilO) (6533)  

42.810.795 1.944.962 
72330 

1.m6.662 704.031 
17995.139 
9.134987 
6368,508 5.481,91 I 

20,8W*oOo 
9.641.082 
5pZl.lll 28,138 

70.797.489 6214.080 

123,228,586 9.480330 - 

1.108.945 196.081 
250,724 245,000 
902,617 

43208 
820.514 

zn.088 

3.403.096 441.081 

26.601.407 
17,908,582 

827.994 
45337.983 

Shnrehoidem' Equiry 
ConQibutionr by the "A" Shareholdm 
Conoibbutianr by lhe "B" Shvcholdm 
Retained earnings 

Tomi shmhoidcrs' eqvily 

74.n1.660 9.856.645 
626.WO 400.WO ~~.~~~ 

1910.1531 (1.198.296) 
74.487.507 9.058.349 

Told LiabiIities nnd Shareholders' Equity 123.228.586 9.499.430 

The nccomplmymg n o m  are an i m e g m i p n  oflheseJimmcini rralcmenls. 

~~ 



- 
03-24-195, 09:57 

This inatrument prtipared by: 
auqen. A. niooaena,. 9 . ~ .  ad( Port office Box 20115 
Ocala, FL 34478 
( i;-y 3 2-8 622 

A 

981 ?32 5602 P.02 

TXIB I N D E N T V ~ ,  made this the 24th day of January, 1995, 
between EUO~XB A, WIECHE11Sr Individually and as Tru8tee, and LEO A. 
WIECKZYP, Individunll and as 2lust.e. whoee addrese is Poet Office 
BOX 2045. ocala, Florrda 34478, Qrantor, and ocxw OAXa UTILITIEB, 

CI. 8&70 , and whose Federal 
whose post office address is 

, arcintee. 

W I T N E B B B T X :  
That said Graators, for  and in consideration of tha sum of TEN 

DOLLARS (810.00) and other good and valuable considerations to said 
Grantors ih hand :paid by said Grantee, the receipt whereof i r  
hereby acknowledged, have granted, bargained and sold to the said 
Grantee, and Grantee'e heirs, and assigne forever, the following 
described land, situate, lying and being in Marion County, Florida, 
to-wit: 

Lots 5 and 6 and the South 75.00 feet o f  Lots 4 and 7 ,  
Block 241 WtIs 1 and 14, Block 23: AND the North 55.00 
feet of Lots 2 and 13, Block 23 and that part of 
abrogated Sierra Street lying between Blocks 23 and 24, 
BELLEVIEW HILIS ESTATES, as par plat thereof recorded in 
Plat Book G, m g e s  31 and 3% public records of Marion 
County, Flor:Lda, inclutilng such . vater distribution 
easements as may have been reserved, and which may be 
hereafter reaemed, unto the Developer pureuant to the 
Protective Covenants of BELLEVIEW H I L L S  ESTATES or any 
portion thereof, a6 may be recorded of public records of 
Marion County, Florida, incident to, and as may be 
necessary for, the operation and maintenance of the 
central water system serving Belleview Hills Estates. 

parcel #4760-000-0o (With other l a n d s )  

SUBJECT to ad Valorem taxes for the year 1995 and 
subsequent years and covenants, easements, agreements and 
restriction8 of record and all governmental zoning laws, 
rules and regulaclonu of record or appearing en the plat 
of the subject eubdivision. 



h 

93.4 ?32 5602 P.W3 
* I L L :  YW17511 
OF BOOKIPRGE: Z l z 2 S / z = , s  

2 o f  2 

THE Grantors CERTIFY that the above-described property 
does not constitute the homestead of the Grantors nor is 
it adjacent or contiguous to lands maintained by the 
Grantors as their  homestead and the Crantots maintain 
thsir prinoipal places of residence at 1441 Southeast 
80th street, ooa la ,  Florida 34480 and 525 Southeast lath 
Street, ocala,, Florida, respectively. 

and said Grantors hereby fully warrant the title to said land, and 
vi11 defend the 6ame against the lawful Claims o€ a l l  persons wnom- 

IN WITNEBB XHBRBOP, Grantors have hereunto set Grantors' hands 

. soever. 

. and seals the day and year firrt above written. 

Signed. eesled and delivered 
in our presence as witnesses: 

STATE OF FLORIDA 
COUNTY OF MARION 

The foregoing instrument was acknouladged before me th i s  2//4 
day of January, 1995, by EUGENE A. WIECHENS and LEO A .  WIECHENS, 
Zndividually and ais Trustees, who are personally known to me. 



Marion Development Corp. 
corporntion rri,ttng ""der the laws .I Florida , ond having 11s pr incipal  plats of 

l ~ ~ i , , ~ , ~  ,,I 1220 Douglas Av., Longwood, Florida 32750 
l,mei""[le, uollad ille gmntor.  10 

0 corparotion s r i i i i n g  under iha laws 01 ihe State of Florida 
.dd,.,, ,,i 1 2 5 5  N.E. 17th Rd., Ocala, Florida 32670 
Iwrnirm\ier celled ihe grantee: 

Ocala Oaks Utilities, Inc. 

w i t h  ti. permanent poitolfice 

,,"h.,.r., "-4 h.&. ,h. ,"fa, ..,"",D." *".I "I..""'" indud. 111 Ih. p..,iu 00, cbi. /..,r"mle., ... !him. 1k.d . ~ p r . s ~ o ~ i i r u  md YIIM or indiridud.. ...... S W C C Y O ~  *ad .YWY d eorpo.iioui 

%&tfleSSt?th: Thai the granior. for and in consideration of the rum 01 I and othm 
voluvhlu conaderntion,. receipt whew.( i s  hereby acknowledged. by  them prssenis does grant. bargain. d. 
a l i e n  r ~ m i s s .  release. convsy and confirm unto t h s  grantee. all that eeriain l e n d  i i iua ie  in 

County. Florida, v i r :  

Lots 23 and 2 4 ,  Block A Fairfax Hills Subdivision as recorded ir 
Plat Book U,. Pag,? 10 of the Public Records of Marion County, 
Florida and Tract A of ,Fairfax Hills North Subdivision as 
recorded in Plat Book U, Page 8 8  of the Public Records of 
Marion County, Florida. 

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

ICORQCRATE SEAL1 

. .  
A'ITEST: ........................................... : ............................ ............. srrr.,.., 

sealed a n d  delivered in thn ~ m i e n ~ ~  of: 

.... ............ BY 
Pr'rid.., 

. .  .............................................................. 8 ............................ 

r _  :." 
- i  _ .  :. 

.- 

:L1 

. . .  '._ I 
'7 . 

.: ': 

' -C 



Marion Deve-lopment Corp. 

D corpormiion existing undsr I L  laws 01 
L..i..,, ai 1220 Douglas Av., Longwood, Florida 32750 
hereimftw cmlled the grantor. io 
Ocala Oaks Utilities, Inc. 

, and having 114 principal place of 

a corporalion existing under the laws of the S i d e  of 
o d d r e i i o ~  1255 N.E. 17th Rd., Ocala, Florida 32670 

, wiih its psrmananl paiioffics 

..... ........ B y  ...... b:ZL: ...... k ...... 
hl.id.o, William W. Austin 



af?nesfieth.  T h ~ t ~ a i d g r a ~ t o r .  f~r.ndinca,iridura,io,,oftlresumo~ TEN and oo/lOO-------- Dollars. 
end other ~ Y O J  uttd volurrblr considernlions to raid grantor in h m d  paid b y  said granler. the receipt wheroo/ is hereby 
,,cknoulr&ed. I ~ U I  glantsd. bargained and sold Io  llie raid gruntes. and grmree'r bein and assigns forewr. the following 
d . w r k e d  land, s t i ~ u t e .  lying and being in Marion County. Florida, lo-wit: 

m 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 

I100 feet wide); thence N. 70O50'18" W., along said right of o 
way line 351.39 feet for the Point of Beginning: thence 
departicg said right of way line S .  00'01'36'' W., 240.00 

E., 251.70 feet to the Point of Curvature of a curve concave 
Southeasterly having a radius of 25.00 feet, a central angle co 
of 109°08'06" and a chord bearing and distance of N. 54O35'39" 
E., 40.14 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., a,long 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 :I, 
described lands do not constitute his homestead, nor are they -~ 
contiguous thereto. 

Southerly right of way line of S. E. County Highway C - 2 5  I 

feet; thence N. 89O58'24" W., 135.00 feet; thence N. 00°01'36" 

27 
0 m 

and raid grmror does liereby fully warr,xnt tho title to said land. and will defend the same agoinrt the Iawfcal claims a/ ill1 
perrons whomsosuer. "'Grantor" arid "pmtee ' '  used for singular or plural as context requires. 

EBB @&&ltt!renf. Cranror hnr hereunto $11 grantor's hrrnd and seal the day and year firrt above written. 
and deliuend in our presence. 

Wil iam W. Austin 

3 dayof December .19 85 
STATE OF FL9RIDA. COUNTY OF M.ARlON 
The toregoing mslrument was ocknowlcd:ged betore me this 
by William W. Austin, individually and as Pre'sident of WOODBERRY FOREST, 

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

NOTARY S E A L  
MY COMMISSION EXPIRES: 

- 
FOR RECi 



This Quit-Claim Bleed, E ~ ~ ~ ~ , ~ ~ J  libis 9 ' .d"Y  01 August , , A .  D. 1982 

W . M .  PALMER COMPANY, a F l o r i d a  C o r p o r a t i o n ,  as  T r u s t e e ,  

Ocala Oaks U t i l i t i e s ,  I n c . ,  

is I :3y3 N . E .  1 7 t h  Road, Oca la ,  F l o r i d a  

LY 

T r a c t  " A : ,  BELLEAIR SUBDIVISION, as p e r  
p l a t  t h e r e o f  r eco rded  i n  P l a t  Book T ,  
pages 77 L 7 8 ,  P u b l i c  Records of Marion 
County,  F l o r i d a  

1988 NOV 22 All 10: 21 



I-": '.,' 
< b .  

Edward Keith Seyler  , I n d i v i d u a l l y  and as Trus tee  
ofthscountyof Marion , s ta t so f  F l o r i d a  

m a l a  O a k s  U t i l i t i e s ,  Inc.  (SSB: 

F i l e  (410-31470 
p a r c e l  I D #  15812-000-00 

ln. ... " ...._-.. d . .,.-.. .. h .,.,. *" b. ...".".A 
! . .. /kI... *I ,.. d... -* "...I" ~ +..a .. ... .".,.., ...I. '.....I 

Made this 1 7 t h  dayof A u g u s t  19 90 , '8rtwrrn 

, gruntor. ond 

. , gnrntoc, of the Countyof 

litnrssrtip Tho, raid grantor, for and i n  sonrideralion of the sum of Dol lorr ,  and 
o1h.r good and ualuable conridarollonr to soid grantor i n  hand pold  by &Wgr64&:?!?> receipt whereof is hereby 
acknowledged. hor granted. bargoinad ond sold to the raid grmtea. and g r m t d s  hairr, IYECCISOIS and oirigns foreoer. 

County. Florido. to-wit:  thrfollowingd.rcribadlond. situate. ly ing ond being in 

whorspoit-officaaddrerril 13.13 17th  R ~ $ ~ ~ ~ , ~  Ccala ,  F l o r i d a  32670 

M a r i o n  F l o r i d a  

GRANTOR HEREIN AFFIRMS ABOVE DESCRIBED PROPER'IY NOT HOMESTEAD. 

S u b j e c t  t o  E a s e m e n t s ,  L i m i t a t i o n s ,  r e g u l a t i o n s  a n d  r e s t r i c t i o n s  
as shown on p l a t  recorded i n  P l a t  Book 1, P a g e s  1 6 1  through 1 6 3 .  

S u b j e c t  t o  C o v e n a n t  recorded i n  O f f i c i a l  Records Book 1 6 7 5 ,  P a g e  7 0 3  

S u b j e c t  t o  agreement recorded i n  O f f i c i a l  Records Book 1 6 7 5 ,  P a g e  7 0 6  

S u b j e c t  t o  D e c l a r a t ! t o n  of Res t r i c t ive  C o v e n a n t s  and C o n d i t i o n s  
recorded i n  O f f i c i a l  records Book 1 6 7 5 ,  P a g e  7 0 9  

m 

and said grantor doer hersbyfully wonont the t i t le to soid land. and wi l l  defend the mms against the lawful claims of 
011 perron* whornrorvor. 

F l o r i d a  STATE OF 
COUNTY OF 
1 H E W B Y  CERTIFY t#&lhR dor before me, an officerduly quolifiedto tokoocknowledgmonir. prrronolly approred  

/I Edward Keith Seyler  , I n d i v i d u a l l y  and as Trus tee  

11 to me knvwn to br the ourradd described in and who executed thrf&nrtrumm, 



, of t h e  Coun ty  of 
MARION and S ta te  of FLORIDA , party  of the second part ,  

Witnesseth, that the said party  of the first part, f o r  a n d  in consideration of 
!he sum of TEN AND No/:LoO . . . . . . . . . . . . . . . . . . . . . . . . . . .  __________ ____ Dollars, 
k h a n d  paid by the said ;party of the second part,  the  recerpt whereof IS hereby acknowl- 
rdped, has remised,  relttased a n d  quitclaimed, a n d  by these presents does remise,  
w b a s e  a n d  qui tc la im u n t o  the said party  of the second part all the ripht, title, inierest 
shim a n d  d e p a n d  whic,h the said party  of the first part  has  in a n d  to  the following 
2escribed lot of land ,  s i tuate  ly ing  a n d  being in the County of , piece or parcel 

MARION State of Florida, to wit: 

LOC 5, ~ l o c l '  "B", CHAPPELL HILLS, as per p l a t  thereof recorded 
in Plat Book "U", Page 7 2 ,  public records of Marion County, Florida. 

1s 4: q j" 5 
TO Have and tso Hold tiw same,  totether with all 6hd >i@&ar'?hs 

appurtenances thereunto belonginp or in anywise appertaining, aUd ab th2' estate, 
right, titb, interest  a n d  claim whatsoever of the said party  of the first po.rt;,either'in 
law or equity,  to the only proper use,  benefit and behoof of the said part?? of the  second 
part.  

the  said par@ of the first part has'hereunto sethis 
hand  a n d  seal the d a y  aind year first above writ ten.  

In Witness Wh.ereOf, 
I. 

Signed. Sealed and Delivsred in Our Presence: , .  

CONTINENTAL 

B 

Preside 

State of Florida, 
County of MARION 

d u l y  authorized to  admin i s t e r  oaths  and take acknowledcnrents,  
I HEREBY CERTIFY, T h a t  on this day  personally appeared before n e ,  an ojpoer 

WILLIAM V. CHAPPELL, Ill nt of CONTINENTAL DEVELOPMENT CORP. 
OF OCALA 

t o  m e  well k n o w n  to ,be t h e  
i n s t r u m e n t  and  he "~acknawled,?ed before m e  t h a t  he 
executed t h e  s a m e  free1y.a 

County Of Marion , and S ta te  of  Florida, t h i s  30th I 

day  of July A. .p. 19 82 ... .., 

described in and who executed tJLe forep'oinf 

rily for t h e  purposes therein expressed. 
WTNESS m y  b n a !  a 4 o f f l c i a l  seal a t  OCala 

I I 0 S T L . I  L L O l L  IU."L"CD.IXS . D . L I I D o . T W ~ I O *  



Made th is  /cL day  of May , A. D. 1980  , 

a corporation exis t inf  under  t h e  laws of t h e  State  of 

Sta te  of F l o r i d a  par ty  of t h e  f irst  par t ,  and 

3etween. OCALR OAKS, INC. 
F l o r i d a  

having i t s  principal pilace of business in t h e  County  of Marion a d  

HAROLD ELLZEY, 1319 N.  E. 1 7 t h  Road, Ocala 32671 

o f  t h e  Coun ty  of Marion 
part v of t h e  second par t ,  

and State  Of  F l o r i d a  

mittIPi iBPth.  Tha t  t h e  said party  of the f i rs t  part , /or  and in consideratio3 of 
t h e  s u m  of TEN AND N0/100 ($10.00)------------------------ Dollars, 
to it in hand paid,  t h e  rpoeipt whereof is hereby acknawledfed,  hos grunted, bar- 
gained, sold, aliened, remised, released, conveyed and confirmed, a n 3  b y  these 
presents d o t h  f r o n t ,  bargain. sell, alien, remise. release. convey and conf irm u n t o  
t h e  said p a r t y  of th.e second par t ,  and h i s  heirs and assigns 
forever, all t ha t  certain parcel of land ly ing and being in t h e  County  o/ 

and S ta te  of Florida, mcre  particularly described as  follows: Marion 

T r a c t  A of  0'CAJ.A OAKS SUBDIVISION, p e r  p l a t  t h e r e o f  
r e c o r d e d  i n  P l a t  Book " S " ,  pages 123, 124 and 125 ,  
p u b l i c  r e c o r d s  of  Marion County, F l o r i d a .  

r {  ,-, $,,? 

SUBJECT TO t a x e s  f o r  1980 and subsequent  y e a r s .  

SUBJECT TO R e s t r i c t i v e  and P r o t e c t i v e  Covenants a s  
r e c o r d e d  in ( O f f i c i a l  Records Book 907,  page 444,  
a s  amended in O f f i c i a l  Records Book 911. page 342, 
as f u r t h e r  amended i n  O f f i c i a l  Records Book 946, 
page 324, pu 'bl ic  r e c o r d s  of Marion County, F l o r i d a .  

alnlJPtllPr with all t h e  t enemen t s ,  hereditaments and appurtenances,  with 
every privilege, right, t:itle, interest and estate, reversion, remainder Rnd easement 
there to  belonging 07 ?in aniiwise appertaining: 

BO %We ultb tfl Mfllb 
And  the said par1:y of t h e  f irst  part  d o t h  covenant with t h e  said part 

t h e  same  in fee s imple forever. 
o/ 

t h e  second par t  t ha t  it is  lawfully seized of t h e  said premises; that they  are free  
of: all ' incumbrances,  and that it has good right and lawful au thor i tv  to sell t h e  
sam-e;-and, t h e  said pa.rty of t h e  first part  does hereby fu l ly  warrant t h e  t i t le  t o  said 
land, on$ wil l~defbnd l:he same  against t h e  law/& claims of all persons whomsoever. 

& mitllPm m1!Prt'llf. t h e  said par ty  of t h e  first part  has 
'caused these presents to besigned in i t s  n a m e  by i t s  President, 
and i t s  corporate seal t o  be afllxed, attested b y  i t s  S e c r e t a r y  



This Warranty Beed Made execuisd i~,. 22nd day November A. D. 1982 b? 

Belleview Hills Development Corp. ., corporoiio,l ,riding ""dsr ih. laws of 
business ai 1220 Douglas AV., Longwood, Florida 32750 
hereinnher d a d  ths granior. 11) 

Ocala Oaks Utilities, Inc. 

Florida . and having iir principal p h c n  of 

n corporation d s i i n g  w d w  the Iuw. 
.ddre.. at 1255 N.E. 17th Rd., Ocala, Florida 32670 

th. Stat. .I Florida wt ih  i i s  pernionont partoffice 

a.~.~...l.la~iaw....ni.*.18...neuelopmen...cQ~ ATTEST: ........................................................................ .. William W. Austin k . w  

1 

. I  ................... .; .............................. : .............. BY 
M. Anne Schryver 

.................................. 

STATE OF 
COUNTY OF 

.A. L/ . . . . .  ..4 _ 



l h  
P 

W A R R A N T Y  D E E D  

TBIS mmnmE, Made the 24th day of Febcuarv A.D. I 
19 95 , Betrsen 

whose mailing address is 
L. E. DICCMY 

P. 0. BOX 186, mala. FL 34478 

-OAKS WLITIES, IN:., a Florida corpratlon 

1343 NE 17th Road, -la, FL 34470 

STA'I-E or= F L O R ~ ~ K I  
, ,, - DGC!JVEFI iAR . __ 

I..EPI. :If %E,'II,l,E 

hereinafter called the grantor', and 

whose .miling address is 

(;rantees' SSN 

hereinafter called the grantee' 

-, ?hat said grantor, for and in consideration of the sum of ten and no/lOO----- 
collars, and other good and valuable. consideration to said grantor in hand paid by said 
grantee, the receipt whereof is hereby ackncwledged. 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: 

Lot 1, Blcck B of RIDGE MEXxNS, as per plat thereof recurded in Plat Bcok U, 
page 70 of the Eublic Records of Marion County. Florida. 

Subject to Restrictions, Reservations and Easements as sham cn the plat of 
the subject suwivision; Declaration of Restrictive Covenants as recorded in 
Official R e c o r d s  803k 1159, page 532; Cable Television Service A q r m t  and 
Easement as recorded i r i  Official R e c u r d s  Bmk 1237, page 218, Assignrrrnt of 
Rights as shown in Oflicial Records Bmk 1317, page 294, Official Recurds 
Bmk 1378, page 274 and Official Records Bmk 1378, page 277; Covenant to the 
Board of ccunty Gmnirisioners of Marion Ccunty, Florida, as recorded in 
Official Records Bmk 1079, page 950; and taxes for the year 1995 and 
subsequent years. 

The Grantor certifies tllat the above described lands are not the hprestead of 
the Grantor, that no me- of the Grantor's family resides thereon and that 
it does not adjoin the hcmestead of the Grantor or any property upn which a 
mautxr of the Grantor's family resides. 

4 
_. 

Parcel Identificaticn -: 2164-002-001 
and said grantor does hereby fully warrant the title tc said land, and will defend the same 
against the lawful claims of all persons whcmscever. '"Grantor" and "grantee" are used for 
singular or plural as context requires. 

Grantor has hereunto set grantor's hand and seal the day and year first , 

L. !?! DLWHY' io&A (SEAL) 

ik 'bf  SO\ 
r , , , i ~ F x  F !  ~ v v ~ w  (SEAL) 

m e  foregoing instrument was ac,bowledged before me this k'i day of f b ~ ~  , 1995 
L. E. DICCMY 



h 

EXHIBIT " E " 

TARIFFS ARE LOCATED IN THE ORIGINAL APPLICATION 



h 

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) 




FLORIDA 
PUBLIC SERVICE COMMISSION 

CERTIFICATE 
NUMBER 

346-rW 

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

hereby ORDERED that 

OCALA OAKS UTILITIES 

Whose principal address is 
1 3 a  Northeast 1 7 t h  Road 

Ocala. F l o r i d a  32670 ( M a r i o n )  

to provide- w a t e r  service in accordance with the 

provisions o f  Chapter 367, Florida Statutes, the Rules, Regula- 
tions and Orders o f  th is Commission in the territory described 
by the Orders of this Commission. 

This Certifi'cote shall remain in force and effect until 
suspended, cancelled or revoked by Orders o f  this Commission. 

ORDER 1 0 4 7 1  DATED 1 2 / 2 3 / 8 1  DOCKET 810470-W 

-I. ORDER DATED 9/7/83 DOCKET 8 3 0 2 8 3  L- 1 2 4 5 5  - 
ORDER 14000 - DATED 4/14/85 D 0 C K E T ~ 4 o i o 7  - wu 

ORDER 1 4 1 7 8  - DATED 3/14/85 DOCKET 850047-WU 

BY ORDER OF THE 
FLORIDA PUBLIC SERVICE COMMISSION 



5?u6& S e r k e  Cummisswn 
CERTIFICATE NUMBER 

3 4 6  - W 

Upon consideration of the record ii is hereby ORDERED 
that authority be and is hereby granted to 
0CAL.A O A K S  U T I L I T I E S ,  INC. 

Whose principal address is 
13421 N . E .  1 7 t h  Road 
O c a l a ,  FL 3 2 6 7 0  ( M a r i o n  C o u n t y )  

to provide - setvice in accordance with 
the provisions of Chapter 367, Florida Statutes, the Rules, 
RegulationsandOrdenof thisCommissIonin theterritoryde- 
scribed by the Orders of this Commission. 

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

e 

ORDER E’ ~ K E T  850119-WU 

ORDER E’ DOCKET 850449-WU 
860923-WU 16487 ORDER __ 

ORDER ~ 2297LI 900074-WU 
DOCKET 

FLORIDA PUBLIC By o R ~ + ! s s l m  SE 



Tu6Lk Service Commission 
CERTIFICATE NUMBER 

3 4 6  - W 

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

Whose principal address is 

OCALA OAKS UTILITIES, I N C .  

1 3 4 3  N . E .  1 7 t h  Road 
O c a l a ,  FL 3 4 4 7 0  ( M a r i o n  C o u n t y )  

to provide - service in accordance with water 

the provisions of Chapter 367, Florida Statutes, the Rules, 
RegulationscindOrdersofthisCommlsslonin the territoryde- 
scribed by the Orders of this Commission. 

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

ORDER 14474 DOCKET 650119-WU 
1 5 2 9 4  850449-WU DOCKET ORDER ~ 

ORDER x8’ DOCKET 8 6 0 9 2 3 - W U  

DOCKET 900074-WU 22978 ORDER __ 

BY ORDER OF THE 
FLORIDA PUBLIC SERVICE COMMISSION 



5%6lic Service &mnisswn 
CERTIFICATE NUMBER 

7 4 6  - u 

ORDER Ps(:-93-0343-FOF-WU 
PY-94-0988-FOF-WU ORDER -’ 

ORDER - 
ORDER - 

ORDER - 
ORDER - 
ORDER - 
ORDER - 

ORDER - 
ORDER - 
ORDER - 
ORDER - -- 

DOCKET 

DOCKET 

DOCKET 

DOCKET 

921071-WU 

930950-WU 

DOCKET 

DOCKET 

DOCKET 

DOCKET 

DOCKET 

DOCKET 

DOCKET 

CCCKET 

BY ORDER OF THE 
FLORIDA PUBLIC SERVICE COMMISSION 



AFFIDAVIT 

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. 

Sworn to and subscribed before me this 

by Michael J. Miller, who i!s personally known to me or who provided 

day of /bdm k , 1998, 

Vrr de( 5: A@-- as identification. 

NOTARY PUBLIC? 
My commission Expires: 7+.s-== 


