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In the Matter of 

APPLICATION OF AQUASOURCE UTILITY, 1 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

FILING OF JOURNAL ENTRIES 

Comes now, Aquasource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel, 

and hereby files the attached journal entries with the Public Service Commission 

recording the sale of Goshen Utilities, Inc. to Aquasource Utilities, Inc. that took place 

on December 2, 1999, as required by the Order issued by the Commission approving the 

transfer dated the 5'h day of November, 1999. 

Respectfully Submitted, 

By: 
Patrick T. Schmidt 
Attorney for AquaSource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 



Journal Entries of the Aquasource, Inc. Acquisition of Goshen Utilities 
As of the Closing Date, December 2,1999 

Case No. 99-303 

Enclosed, please find the journal entries proposed by AquaSource, Inc. to record the 
acquisition of Goshen Utilities as of the closing date, December 2, 1999. For your 
convenience, we have enclosed a number of schedules used in determining the opening 
balance sheet. Further, we provide a brief description of each schedule as follows: 

Schedule 1: Adjusted Balance Sheet for Goshen Utilities, Inc. 

This schedule represents the opening balance sheet, by division, as of the closing 
date, December 2, 1999. Utility Plant in Service is recorded at original cost. In 
addition, a detailed listing of Utility Plant in Service and related depreciation is 
provided in Schedule 5. Also, Contributions in Aid of Construction (CIAC) has 
been adjusted in accordance with the provisions of the Order provided in Case 
No. 99-303. Support for these adjustments is included in Schedules 6 and 7. 

Schedule 2: Final Journal Entries for Goshen Utilities and Aquasource, Inc. 

This schedule provides the final closing entries for both the parent company’s 
(Aquasource, Inc.) investment in Goshen Utilities, and the entries to record the 
opening balance sheet of the subsidiary. 

Schedule 3: Calculation of Acquisition Adjustment - Asset Purchase Method 

This schedule supports our calculation of the Acquisition Adjustment using the 
Net Utility Plant in Service as the basis of determination. 

Schedule 4: Calculation of Acquisition Adjustment - Equity Method 

This schedule supports our calculation of the Acquisition Adjustment using equity 
as the basis of determination. This method is used primarily as a check against 
the Asset Purchase Method. 

Schedule 5: Listing of Utility Plant in Service by Object Account 

This schedule represents the detail of the respective accounts that comprise Utility 
Plant in Service. Information used in this analysis was obtained from Goshen’s 
independent Certified Public Accountant. All assets have been recorded at their 
original cost. 



Schedule 6: Restatement of Goshen Utilities Water Plant Contributions in Aid of 
Construction 

This schedule is provided to support the adjustment to the Water Plant CIAC 
account in accordance with the provisions of the Order associated with Case No. 
99-303. 

Schedule 7: Restatement of Goshen Utilities Sewer Plant Contributions in Aid of 
Construction 

This schedule is provided to support the adjustment to the Sewer Plant CIAC 
account in accordance with the provisions of the Order associated with Case No. 
99-303. 



Schedule 1 

I /  
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ADJUSTED BALANCE SHEET FOR GOSHEN UTILITIES, INC. (1,2) 
Goshen Utilities, Inc. and Aquasource Utilities, Inc. 

Case No. 99-303 

Balance sheet information obtained from Goshen's independent Certified Public Account as of the 
closing date, December 2, 1999. 

Current assets, capital, current liabilities and long term debt allocated 67% to water and 33% to sewer 
based upon the percentage of revenues included in the respective 1998 annual reports. 

Assets Water Sewer Total 

114 Utility Plant Acquisition Adjustment (Schedules 3 and 4) $2,175,970 $2,571,457 
101 Utility Plant in Service (Schedule 5) 2,373,666 1,638,436 4,012,102 

$395,487 

108.1 Accumulated Depreciation (Schedule 5) 
Net Utility Plant 

(954,143) (831, I I 6) (I ,785,259) 
3,595,493 I ,202,807 4,798,300 

131 Cash 149,250 74,513 223,763 
135 Cash - Savings 97,891 48,872 146,763 
135 Temporary Cash Investments 127,741 63,774 191,515 

162 Prepayments 1,180 589 1,769 
174 Misc. Current and Accrued Assets 17,727 8,850 26,577 

Total-Current Assets 450,693 225,009 675,702 

141 Customer Accounts Receivable 56,905 28,410 85,315 

Total Assets $4,046, I a7 $1,427,815 $5,474,002 

Liabilities 

201 Common Stock $133,400 $66,600 $200,000 
207 Other Paid In Capital 160,898 80,329 241,227 
207 Other Paid In Capital - Acquisition Adjustment 2,175,970 395,487 2,571,457 
207 Retained Earnings 

Total-Capital 

232 Notes Payable 
232 Note Payable 
231 Accounts Payable 
235 Customer Deposits 
237 Interest Accrued 
242 Other 

Total-Current Liabilities 

681,684 90,861 772,545 
3,151,952 633,277 3,785,229 

100,253 50,051 150,304 
16,675 8,325 25,000 

37,521 112,675 75,154 
1,819 908 2,727 

38,473 19,207 57,680 

28,072 14,015 42,087 
260,445 130,028 390,473 

1,064,030 I ,506,538 2,570,568 271 Contribution In Aid of Construction (CIAC) 
272 Accumulated Amortization of ClAC 

Net ClAC (Schedules 6 and 7) 
(430,24 1 ) (842,027) (1,272,268) 
633,789 664,511 I ,298,300 

Total Liabilities $4,046, I 87 $1,427,815 $5,474,002 



Schedule 2 

To record the Utility Plant Acquisition Adjustment on the balance 
sheet of the new subsidiary, Goshen Utilities, as of the closing date, 
December 2, 1999. 

- 

FINAL JOURNAL ENTRIES FOR GOSHEN UTILITIES AND AQUASOURCE, INC. CLOSING 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

As of the Closing Date, December 2,1999 
Case No. 99-303 

Accountina Entries for Goshen Utilities, Inc. After Acauisition 

114 Utility Plant Acquisition Adjustment 
207 Shareholder Equity-Paid In Capital 

Accountina Entries for AauaSource Utilities, Inc. 

124 Investment in Goshen Utilities, Inc. 
131.2 Cash 

224 Other Long Term Debt (Deferred payment of purchase 
Price in accordance with section 2.2 (c) of purchase 
agreement) 

To record investment in the Goshen Utilities subsidiary as of the 
closing date, December 2, 1999. 

Debit 

$2,571,457 

Debit 

$3,785,229 

Credit 

$2,571,457 

Credit 

$3,285,229 
$500,000 



Schedule 3 

(1) 

CALCULATION OF ACQUISITION ADJUSTMENT - ASSET PURCHASE METHOD 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

Case No. 99-303 

Purchase price is allocated based on the percentage of Net Book Value-Net Plant Less 
Unamortized ClAC for water and sewer to the total. Note that no costs associated with 
transaction fees are included in the purchase price at this time. 

Summary of Utility Plant in Service as of 12/2/99 

Water Sewer 

Utility Plant in Service as of 12/2/99 
Less Accumulated Depreciation 
Net Utility Plant in Service 

$2,373,666 $1,638,436 $4,012,702 
(954,143) (831,116) (1,785,259) 

1,419,523 807,320 2,226,843 

Contributions in Aid of Construction (CIAC) 1,064,030 1,506,538 2,570,568 
Less Amortized ClAC 
Unamoritzed ClAC 

(430,241 ) (842,027) (1,272,268) 
633,789 664,511 1,298,300 

Net Book Value-Net Plant Less Unamortized ClAC 785,734 142,809 928,543 
84.62% 15.38% 100.00% 

(1) 2,961,704 538,296 3,500,000 Purchase Price Allocated to Net Book Value 
(Price excluding transaction costs) 

Acquisition Adjustment-Allocated Price Less Net Book $2,175,970 $395,487 $2,571,457 



Schedule 4 

CALCULATION OF ACQUISITION ADJUSTMENT - EQUITY METHOD 
Goshen Utilities, Inc. and AquaSource Utility, Inc. 

Case No. 99-303 

Estimated Acquisition Adiustment 

Purchase Price $3,500,000 

Adjustment for Working Capital: 
Water Sewer 

Current Assets 
Current Liabilities 
Working Capital Adjustment 

Cash Paid at Closing 

Equity Including ClAC Adjustments 

Estimated Acquisition Adjustment 

450,693 225,009 
260,445 130,028 
190,248 94,981 285,229 

3,785,229 

975,982 237,790 1,213,772 

$2.571.457 



Schedule 5 

~~ 

Water 
Account 
Number Sewer Total 

Aquasource, Inc. 
Listing of Utility Plant In Service by Object Account 

As of the Acquisition Date of December 2, 1999 

Description 

303 Land & Land Rights 
304 Stuctures & Improvements 
307 Wells & Springs 
309 Supply Mains 
310 Land & Land Rights 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
330 Distribution Reservoirs & Standpipes 
331 Transimssion and Distribution Mains 
333 Services 
334 Meters & Meter Installation 
335 Hydrants 
339 Other Pant & Misc. Equipment 
340 Office Furniture &Equipment 
341 Transportation Equipment 
343 Tools, Shop & Garage 
345 Power Operated Equipment 
346 Communication Equipment 
348 Other Tangible Plant 
348 Common Assets 
348 Utility Plant Acquisition Adjustment 

352.2 Collection Sewers - Gravity 
363A Pumping Equipment - Electric 

364 Flow Measuring Devices 
373 Treatment and Disposal Equipment 
374 Plant Sewers 
376 Other Treatment & Disposal Plant Equipment 

393B Tool, Shop & Garage Equipment 
393F Other Tangible Property 

101 Utility Plant in Service 

108.1 Accumulated Depreciation 

$205,231 
17,590 
79,464 

0 
0 

65,747 
7,984 

484,075 
1,108,022 

78,014 
152,700 
10,737 

0 
23,032 
60,807 
51,965 
8,700 
6,125 

0 
13,473 

0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
2,531 

0 
0 

30,035 
35,092 

0 
0 
0 
0 
0 
0 
0 

9,585 
3 1,438 

2,878 
0 

3,091 
0 

13,472 
0 

1,235,307 
82,674 

0 
145,214 
25,908 
12,907 

1,750 
6,554 

$205,231 
20,121 
79,464 

0 
30,035 

100,839 
7,984 

484,075 
1,108,022 

78,014 
152,700 
10,737 

0 
32,617 
92,245 
54,843 
8,700 
9,216 

0 
26,945 

0 
1,235,307 

82,674 
0 

145,214 
25,908 
12,907 
1,750 
6,554 

$2,373,666 $1,638,436 $4,012,102 

$954,143 $831,116 $1,785,259 

NOTE: All amounts recorded at original cost. 



Schedule 6 

RESTATEMENT OF GOSHEN UTILITIES WATER PLANT CONTRIBUTIONS IN AID OF CONSTRUCTION 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

Case No. 99-303 

Water Plant 

Year End 

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 

Cumulative Annual Years 
Additions Total Amortization (1) to Date 

$513,479 
0 
0 
0 
0 
0 
0 
0 

16,500 
24,000 
32,276 
23,130 
15,300 
25,175 

21 1,685 
37,518 
17,447 
35,122 
33,868 
46,245 
32,285 

Total at 12/31/98 $1,064,030 

$513,479 
51 3,479 
513,479 
51 3,479 
513,479 
513,479 
513,479 
513,479 
529,979 
553,979 
586,255 
609,385 
624,685 
649,860 
861,545 
899,063 
916,510 
951,632 
985,500 

1,031,745 
1,064,030 

516,046 
0 
0 
0 
0 
0 
0 
0 

516 
750 

1,009 
723 
478 
787 

6,615 
1,172 

545 
1,098 
1,058 
1,445 
1,009 

19.5 
18.5 
17.5 
16.5 
15.5 
14.5 
13.5 
12.5 
11.5 
10.5 
9.5 
8.5 
7.5 
6.5 
5.5 
4.5 
3.5 
2.5 
1.5 
0.5 
n/a 

Accumulated 
Amortization 

Through 
12/31/98 

$31 2,897 
0 
0 
0 
0 
0 
0 
0 

5,934 
7,875 
9,586 
6,146 
3,585 
5,116 

36,383 
5,274 
1,908 
2,745 
1,587 

723 
0 

1999 
Adjusted Amortization 
ClAC at 
12/31/98 

$200,582 
0 
0 
0 
0 
0 
0 
0 

10,566 
16,125 
22,690 
16,984 
11,715 
20,059 

175,302 
32,244 
15,539 
32,377 
32,281 
45,522 
32,285 

Through 
1 1/30/99 

$14,709 
0 
0 
0 
0 
0 
0 
0 

473 
688 
925 
663 
438 
721 

6,064 
1,074 

500 
1,007 

970 
1,325 

925 

Adjusted 
ClAC at 

11/30/99 (2) 

$185,873 
0 
0 
0 
0 
0 
0 
0 

10,093 
15,437 
21,765 
16,321 
11,277 
19,338 

169,238 
31,170 
15,039 
31,370 
31,311 
44,197 
31,360 

$399,759 5664,271 $30,482 $633,789 

11 Based on composite amortization rate using 1998 plant and depreciation shown below: 

Utility Plant in Service-12/31/98 $2,373,666 
Depreciation Expense - 1998 $73,155 
Composite Amortization Period - Years 32 

21 Reduction in ClAC and a contra increase in retained earnings and equity. 



Schedule 7 

RESTATEMENT OF GOSHEN UTILITIES SEWER PLANT CONTRIBUTIONS IN AID OF CONSTRUCTION 
Goshen Utilities, Inc. and AquaSource Utility, Inc. 

Case No. 99-303 

Sewer Plant 

Year End 

1979 
1980 
1981 
1982 
I 983 
I 984 
1985 
1986 
1987 

1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 

I 988 

Cumulative Annual 
Additions Total Amortization (1) 

$920,114 

0 
0 
0 
0 
0 
0 

67,000 
41,700 
37,000 
32,000 
25,000 
37,000 
30,000 
I 8,800 
21,000 
58,424 
9,000 

44,000 
85,000 

80,500 

Total at 12/31/98 $1,506,538 

$920,114 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,067,614 
1,109,314 
1,146,314 

1,203,314 
1,240,314 
1,270,314 

1,310,114 

1,178,314 

1,289,114 

I ,368,538 
I ,377,538 
1,421,538 
1,506,538 

$32,861 
2,875 

0 
0 
0 
0 
0 
0 

2,393 

1,321 
1,143 

1,321 
1,071 

671 
750 

32 1 
1,571 
3,036 

I ,489 

a93 

2,087 

Years 
to Date 

19.5 
18.5 
17.5 
16.5 
15.5 
14.5 
13.5 
12.5 
11.5 
10.5 
9.5 
8.5 
7.5 
6.5 
5.5 
4.5 
3.5 
2.5 
1.5 
0.5 
n/a 

Accumulated 
Amortization 

Through 
12/31/98 (2) 

$640,790 

0 
0 
0 
0 
0 
0 

27,520 
15,635 
12,550 
9,716 
6,698 
8,587 
5,891 
3,020 
2,625 
5,218 

786 
0 

53,188 

482 

Adjusted 
ClAC at 
I 2/31 198 

$279,324 
27,312 

0 
0 
0 
0 
0 
0 

39,480 
26,065 
24,450 
22,284 
18,302 
28,413 
24,109 
I 5,780 
18,375 
53,206 
8,518 

43,214 
85,000 

1999 
Amortization 

Through 
1 1 /30/99 

$30,123 
2,635 

0 
0 
0 
0 
0 
0 

2,194 
1,365 
1,211 
I ,048 

819 
1,211 

982 
615 
688 

1,913 
294 

1,440 
2,783 

Adjusted 
ClAC at 
11/30/99 

$249,201 
24,677 

0 
0 
0 
0 
0 
0 

24,700 
23,239 
21,236 

27,202 
23,127 
15,165 
17,687 
51,293 

8,224 
41,774 

37,286 

I 7,483 

82,217 

11 Based on composite amortization rate using 1998 plant and depreciation shown below: 

Utility Plant in Service-12/31/98 $1,638,436 

Composite Amortization Period - Years 28 
Depreciation Expense - 1998 $58,962 

21 Reduction in ClAC and a contra increase in retained earnings and equity. 

Total ClAC 

Total Sewer $1,506,538 
Total Water 1,064,030 

Est Accum ClAC Net ClAC 11 mos Arnort Net ClAC 
as of 12/31/98 as of 12/31/98 as of 11/30/99 

$792,706 $713,832 $49,321 $664,511 
399,759 664,271 30,482 633,789 

Totals $2,570,568 1,192,465 $1,378,103 $79,803 $1,298,300 
Add 11 mos arnort 79,803 

Est Accum ClAC Arnort as of 11/30/99 $1,272,268 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

CERTIFICATE OF SERVICE 

RE: Case No. 1999-303 
GOSHEN UTILITIES, INC. 

I, Stephanie Bell, Secretary of the Public 
Service Commission, hereby certify that the enclosed attested 
copy of the Commission's Order in the above case was 
served upon the following by U.S. Mail on January 11, 2000. 

Parties of Record: 

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. B o x  36 
Goshen, KY. 40026 

Honorable Terrell L. Black 
Honorable Patrick T. Schmidt 
Attorneys for Aquasource Utility,Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202 

Secretary of the Commission 

SB/sa 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. ) 

O R D E R  

On November 17, 1999, Aquasource Utility, Inc. (“AquaSource Utility”) filed a 

motion for clarification of the Commission’s Order of November 5, 1999. Aquasource 

Utility states that the Commission’s Order contains a typographical error in the amount 

of unrecorded amortization of Contributions in Aid of Construction. Aquasource Utility 

requests that the Commission’s Order be corrected to accurately reflect the unrecorded 

amortization amount of $1,221,826. 

Aquasource Utility additionally requests that the record reflect that the analysis 

provided by Aquasource Utility in Item No. 6 of its October 8, 1999 Response to 

Request for Additional Information was used as one test of the reasonableness of the 

purchase price of Goshen Utilities, Inc. (“Goshen”) and not to develop the purchase 

price. It requests that the record also reflect its understanding that the margin allowed 

Goshen in the last rate case was based on the operating ratio method rather than a 

return on rate base. 

The Commission, having considered the motion, the evidence of record and 

being otherwise sufficiently advised, finds that the motion should be granted. 



IT IS THEREFORE ORDERED that: 

1. The amount of unrecorded amortization of Contributions in Aid of 

Construction stated in the Commission’s Order of November 5, 1999 is corrected, nunc 

pro tunc, to $1,221,826. 

- 

2. The record shall reflect that the analysis provided by Aquasource Utility in 

Item No. 6 of its October 8, 1999 Response to Request for Additional Information was 

used as one test of the reasonableness of the purchase price of Goshen and not to 

develop the purchase price. The record shall further reflect that Aquasource Utility 

understood the margin allowed Goshen in the last rate case was based on the operating 

ratio method rather than a return on rate base. 

Done at Frankfort, Kentucky, this 11th day of January, 2000. 

By the Commission 

1 
ATTEST: 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602 
(502) 564-3940 

January 7, 2000  

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 3 6  
Goshen, KY. 40026  

Honorable Terrell L. Black 
Patrick T. Schmidt 
Attorneys for Aquasource Utility,Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202  

RE: Case No. 1 9 9 9 - 3 0 3  

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

Secretary of the Commission 

SB/sa 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP 1 CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

O R D E R  

On November 5 ,  1999, the Commission entered an Order approving the transfer 

of Goshen Utilities, Inc. (“Goshen”) to Aquasource Utility, Inc. (“AquaSource Utility”). 

Aquasource Utility was ordered to file with the Commission, within 30 days of the 

completion of the transaction, the journal entries used to record the purchase. The 

transaction was completed on December 2, 1999; thus, the journal entries were to be 

filed with the Commission by January 2, 2000. On December 28, 1999, Aquasource 

Utility filed a motion for an extension of time to February 2, 2000 to file the journal 

entries. Aquasource Utility states in support of its request that it is experiencing 

difficulty assembling the information from Goshen’s Certified Public Accountant. 

The Commission, having considered the Motion and being othetwise sufficiently 

advised, HEREBY ORDERS that the Motion is granted and the time within which 

Aquasource Utility shall file the information is extended to the close of business on 

February 2, 2000. 



Done at Frankfort, Kentucky, this 7 t h  day o f  January, 2000. 

By the Commission 

ATTEST: 



COMMONWEALTH OF KENTUCKY 
RECEIVED 

DEC 2 8 1999 

CO~MISSION 

BEFORE THE PUBLIC SERVICE COMMISSION 
PUBLIC SERVICE 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. ) 

REQUEST FOR EXTENSION OF TIME 
TO FILE JOURNAL ENTRIES 

Comes now, Aquasource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel, 

and hereby respectfully requests the Public Service Commission for an extension of time 

to file with the Commission the journal entries recording the sale of Goshen Utilities, Inc. 

to Aquasource Utilities, Inc. that took place on December 2, 1999, as required by the 

Order issued by the Commission approving the transfer dated the 5th day of November, 

1999. Aquasource is having difficulty assembling the information from Goshen’s 

Certified Public Accountant needed to completely and accurately record the proper 

entries to reflect this acquisition. 

Therefore, Aquasource respectfully requests an extension of thirty (30) days to 

February 2,2000 to file the entries as required. This motion is issued on the 27th day of 

December, 1999. 

Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

NOTIFICATION OF CLOSING OF SALE 

Comes now, Aquasource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel, 

and hereby notifies the Public Service Commission that the closing of the sale of Goshen 

Utilities, Inc. to Aquasource Utilities, Inc. took place on December 2, 1999. 

This notice is issued on the 9th day of December, 1999, in conformity with the 

Order issued by the Commission approving the transfer dated the 5th day of November, 

1999. 

Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 
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PHONE: (812) 738-2100 

'Also admitted in Indiana 
*Also admitted in New York 

'Also admined in District of Columbia 
and Maryland 

"Alsi,admitted in District of Columbia 
5Als~ admitted in Florida and Indium 
6Also admitted in Georgia and IUinois 

,- 
\ r  ' ' 'Also admitted in South Carolina 

* OfCounsel 
Hon. Helen Helton 
Executive Director 
Public Service Commission 
730 Schenkel Lane 
P.O. Box 615 
Frankfort, Kentucky 40602 

RE: Motion for Aquasource Utility, Inc. 

Dear Ms. Helton: 

I am enclosing the original and ten (I  0) copies of a motion requesting a couple of changes 
in the Commision's Order dated November 5, 1999 granting approval for our client, Aquasource 
Utility, Inc. to acquire the stock of Goshen Utilities, Inc. The additional copy is enclosed for file 
stamping and the return in the enclosed stamped envelope. 

If you have any questions or comments, please let me know. Many thanks, 

Patrick T. Schmidt 

Enclosures 



In the Matter of: 

COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 5?*% - 4 2  

.L 1 . * L’ 

APPLICATION OF AQUASOURCE UTILITY, 1 

RIGHTS OF GOSHEN UTILITIES, INC. ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 

MOTION 

Comes Aquasource Utility, Inc. , by counsel, and respectfully requests 

clarification of one issue and correction of a typographical error in the Public Service 

Commission’s Order dated November 5, 1999 on the Application of Aquasource Utility, 

Inc. for Transfer of Ownership Rights of Goshen Utilities, Inc., Case no. 99-303. 

First, Aquasource wishes to clarify the discussion concerning the basis of 

Goshen’s allowed margin in its last rate case and development of the estimated purchase 

price. In the last paragraph on Page 4, the Commission refers to Aquasource’s October 

8, 1999 Response to Request for Additional Information Item No. 6. This response is 

also referenced in Footnote 4 on Page 5. In the first paragraph on Page 5, the 

Commission states that “The information provided indicates that Aquasource incorrectly 

assumed that in Goshen’s last rate case the allowed margin or revenue requirement was 

based on a return on rate base; however, the Commission used the operating ratio 

method. 

Aquasource understood that the margin allowed in the most recent rate case was 

based on the operating ratio method. The purpose of the Company’s response to Item 

No. 6 was to provide a discussion of the evaluation of Goshen and development of the 

estimated purchase price. As part of its evaluation of the reasonableness of the purchase 



e * 
. .  pTice, Aquasource calculated an investment amount that if made would have provided a 

reasonable rate of return to investors. Aquasource wishes to emphasize that this exercise 

was used as one test of the reasonableness of the purchase price. It was not used to 

determine the purchase price. 

Secondly, Aquasource requests correction of a typographical error in the second 

paragraph on Page 3. The unrecorded amortization of CIAC referenced in the seventh 

sentence should be $1,22 1,826 instead of $1,23 1,826. 

Respectfully Submitted, 

Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

CERTIFICATE OF SERVICE 

RE: Case No. 99-303 
GOSHEN UTILITIES, INC. 

I, Stephanie Bell, Secretary of the Public 
Service Commission, hereby certify that the enclosed attested 
copy of the Commission's Order in the above case was 
served upon the following by U.S. Mail on November 5, 1999. 

Parties of Record: 

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 36 
Goshen, KY. 40026 

Honorable Terrell L. Black 
Patrick T. Schmidt 
Attorneys for Aquasource Utility,Inc 
1 4 0 0  One Riverfront Plaza 
Louisville, KY. 40202 

e 

Secretary of the Commission 

SB/sa 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. ) 

O R D E R  

On July 9, 1999, AquaSource Utility, Inc., (“AquaSource Utility”) applied to the 

Commission for authority to transfer all outstanding stock in, and ownership rights of, 

Goshen Utilities, Inc. (“Goshen”). The application also contains requests for 

Commission approval to treat the difference between the purchase price of the stock of 

Goshen and the book value of the acquired assets as an acquisition adjustment for 

accounting and rate-making purposes and to amortize the acquisition premium over a 

fifteen-year period. In conformity with Commission regulations, AquaSource Utility filed 

an Adoption Notice stating that the rates and services of Goshen would be adopted. 

REQUEST FOR APPROVAL OF TRANSFER OF THE STOCK OF GOSHEN 

The requirements for determining if a transfer should be approved are contained 

in KRS 278.020(4) and (5). KRS 278.020(4) provides that the Commission must 

approve the transfer if the person acquiring the utility has the financial, technical, and 

managerial abilities to provide reasonable service. KRS 278.020(5) provides that the 

Commission shall approve the transfer if it finds the transfer is to be made in 

accordance with the law, for a proper purpose, and is consistent with the public interest. 



The Commission finds that KRS 278.020(4) and (5) are applicable to the 

transaction proposed by Aquasource Utility and that Commission approval is 

necessary. 

Goshen is a public utility organized under the laws of the State of Kentucky 

serving approximately 1,700 water and 1,200 wastewater customers in Oldham County, 

Kentucky. Goshen’s principal mailing address is 1001 Riverside Drive, Goshen, 

Kentucky 40026. 

Aquasource Utility is a corporation incorporated under the laws of the State of 

Texas. It is a wholly owned subsidiary of AquaSource, Inc., an investor-owned water 

utility company formed on April 1 , 1997 as a subsidiary of DQE, Inc. (“DQE”). DQE has 

assets of more than $5.2 billion and annual revenues in excess of $1.2 billion. 

Aquasource, Inc. is acquiring and operating water utility systems throughout the United 

States and presently provides water and wastewater services to more than 370,000 

customers in 12 states. 

The Commission, having determined that KRS 278.020(4) and (5) are applicable 

to the proposed transaction, finds that the transaction will be made in accordance with 

law, for a proper purpose, and consistently with the public interest. The Commission 

further finds that the information submitted by Aquasource Utility in the application 

establishes that Aquasource Utility has the financial, technical, and managerial ability to 

provide reasonable service in Kentucky. Therefore, the request for approval to transfer 

the issued and outstanding stock of Goshen is consistent with the requirements of KRS 

278.020(4) and (5) and should be approved. 

-2- 



PLANT ACQUISITION ADJUSTMENT 

When the sale of a utility results in a purchase price greater than the original cost 

less accumulated depreciation (net book value), the difference between the purchase 

price and the net book value is accounted for as a plant acquisition adjustment. 

Aquasource Utility and Goshen have entered into an agreement wherein 

Aquasource Utility will purchase all the outstanding shares of stock of Goshen for the 

purchase price of $3,500,000. Goshen reported in its 1998 Annual Reports a net book 

value of $2,292,824.‘ However, a deduction must be made from this amount to reflect 

Goshen’s Contributions in Aid of Construction (WAC”). The Commission finds that in 

the past Goshen did not amortize its CIAC. Therefore, Goshen’s ClAC balance should 

be reduced by the unrecorded amortization. Goshen’s reported ClAC balance is 

$2,453,283. When the unrecorded amortization of $1,231,826 is deducted, Goshen’s 

ClAC balance is $1,231,457. Deducting the correct ClAC balance from Goshen’s 

reported net book value leaves a correct net book value of $1,061,367. Therefore, the 

plant acquisition adjustment is approximately $2,488,633. Aquasource Utility requests 

Commission approval of this acquisition adjustment for accounting and rate-making 

purposes. 

‘ Utility Plant 
Accumulated Depreciation 

Net Utility Plant 
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$3,988,827 
-1,696,003 

$2 , 292,824 



One primary source of information regarding the Commission’s past position on 

acquisition adjustments is Case No. 9059.2 In the Order on rehearing in that case, the 

Commission stated that plant acquisition adjustments should be considered on a case- 

by-case basis and that, if the record demonstrates that the consumers are benefited by 

the acquisition, the recovery should be allowed. The Commission, however, maintained 

its position that the net original cost of plant devoted to utility use is the fair value for 

rate-making purposes unless there is conclusive evidence that the overall operations 

and financial condition of the utility have benefited from the acquisition at a price in 

excess of the net book value. The Commission!set forth in that case five criteria that 

should be taken into consideration when granting recovery of an acquisition 

adj~stment.~ A discussion of each of those criteria as it pertains to this case follows: 

1. The purchase price was established won arm’s-length neqotiations. 

Aquasource Utility stated that it had no prior affiliation with Goshen or any of its 

principal employees or shareholders. It stated that Aquasource Utility mailed a letter of 

intent to Goshen and negotiated the potential transaction that the shareholders of 

Goshen approved. 

The Commission agrees that the negotiations were at arms-length, but finds the 

evidence produced by Aquasource Utility to support the reasonableness of the 

purchase price to be based on incorrect assumptions. On October 8, 1999, in response 

to a request for information made by Commission Staff at the informal conference held 

Case No. 9059, An Adjustment of Rates of Delta Natural Gas Company, Inc. 

Case No. 9059, Order dated September 11, 1985, at 3. 
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on September 30, 1999, Aquasource Utility filed information on its due diligence! The 

information provided indicates that Aquasource incorrectly assumed that in Goshen's 

last rate case the allowed margin or revenue requirement was based on a return on rate 

base; however, the Commission used the operating ratio method. If Goshen's revenue 

requirement had been based on a return on rate base, its revenue requirement would 

have been significantly lower. 

Given that the acquisition adjustment is approximately 70 percent of the 

purchase price, Aquasource Utility should have been prepared to provide evidence 

beyond its due diligence analysis to support the r'equested rate-making treatment. To 

support the reasonableness of the acquisition adjustment, Aquasource Utility should 

have provided either an analysis showing the appraised value of Goshen's system or a 

comparison of the price paid for Goshen in relation to comparable system sales. 

2. The initial investment plus the cost of restorina the facilities to required 

standards will not adverselv impact the overall costs and rates of the existina and new 

customers. 

According to Aquasource Utility, there will be no adverse impact in the overall 

costs as a result of the acquisition. In support of its position, Aquasource Utility pointed 

to its commitment to a rate freeze through the year 2000. If the anticipated savings in 

Item No. 6, Response to Request for Additional Information, dated October 8, 
1999. 
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operations and maintenance expense occur, Aquasource Utility will extend the rate 

freeze, absent any unforeseen capital expenditures5 

Aquasource Utility’s position regarding the impact of the acquisition on Goshen’s 

ratepayers is based on projections that might or might not come true. Therefore, the 

Commission is unable at this time to find that the rates paid by Goshen’s ratepayers will 

not be adversely impacted. 

3. 

Aquasource Utility anticipates cost savings through operational efficiencies in 

areas such as professional fees, insurance and ofice operations and, over time, 

through regionalized operations. Upon review of Aquasource Utility’s projections, the 

Commission has determined that they are based upon reasonable assumptions. 

However, there is no guarantee that they will be realized. 

Operational economies can be achieved throuqh the acquisition. 

4. The purchase price of the utilitv and non-utilitv property can be clearlv 

identified. 

Goshen has maintained its financial records in accordance with the Uniform 

System of Accounts (“USoA) prescribed by the Commission. According to Aquasource 

Utility, the only non-utility property on Goshen’s books is a dam. In negotiating its 

purchase price of Goshen, Aquasource Utility attributed a zero value to Goshen’s dam. 

However, Aquasource Utility did not provide evidence to support its assumption that the 

dam should have a zero value and not be allocated a portion of the purchase price. 

Amended Petition for Transfer of Ownership Rights of Goshen Utilities, Inc., 
dated August 30, 1999, p. 6. 
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aspects of the utility’s oDerations. 

Aquasource Utility states that it will have the financial backing of its parents, 

Aquasource and DQE, and access to financial markets to attract lower cost capital than 

that which is otherwise available to Goshen. In addition, Aquasource Utility states that 

I these resources, combined with DQE’s experience in utility operations, demonstrate 

AquaSource Utility’s commitment to ensure high levels of customer satisfaction, to 

comply more efficiently and more expeditiously with federal and state requirements, and 

to support future growth in the region. DQE! has granted corporate approval to 

Aquasource to invest over $350 million in its water and wastewater subsidiaries. Since 

these resources are available to all subsidiaries of Aquasource, it is difficult for the 

Commission to determine the actual impact these resources will have on either 

Goshen’s utility operations or the region. 

The Commission finds that the acquisition adjustment should be approved for 

accounting purposes only and a decision on rate-making treatment deferred until the 

next rate proceeding. This finding is based upon Aquasource Utility’s inability to prove 

in this proceeding the reasonableness of its purchase price. Furthermore, many of the 

benefits, operational efficiencies, and financial resources of Aquasource Utility’s 

acquisition of Goshen are speculative. 

AMORTIZATION OF THE ACQUISITION PREMIUM 

Aquasource Utility requested approval to amortize its acquisition premium over a 

15-year period for both accounting and rate-making purposes. The Commission’s 

finding regarding the acquisition premium dictates the manner in which the amortization 

-7- 
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will be treated. For this reason the Commission finds that the amortization of the 

acquisition premium should be approved in this proceeding for accounting purposes 

only, with the decision on rate-making treatment deferred to the next rate proceeding. 

Since the acquisition adjustment relates to the utility plant investment, it should 

be amortized over the remaining life of the assets. The Commission has determined 

that a 20-year amortization period is a closer estimation of the remaining life of 

Goshen’s water and wastewater assets. For this reason the Commission finds that 

Aquasource Utility should amortize its acquisition adjustment premium over 20 years for 

accounting purposes. 

IT IS THEREFORE ORDERED that: 

I. The proposed transfer of all the outstanding stock of Goshen as well as 

the responsibility for its management, operation, and maintenance is approved. 

2. Aquasource Utility shall notify the Commission of the transfer within 10 

days of the completion thereof. 

3. Aquasource Utility is granted approval to treat the difference between the 

purchase price of the Goshen stock and the net book value of the acquired assets as an 

acquisition adjustment for accounting purposes only. 

4. Aquasource Utility is granted approval to amortize the acquisition 

premium over a 20-year period for accounting purposes only. 

5. Aquasource Utility shall record the acquisition adjustment on its books in 

accordance with the requirements of the UsoA. 

-8- 



6. Aquasource Utility shall maintain the financial records of its water and 

wastewater divisions separately. All allocations used by Aquasource Utility to separate 

the shared costs and plant investment between its two divisions shall be presented in 

the next rate case. 

7. Within 30 days of the completion of the transaction, Aquasource Utility 

shall file the journal entries used to record the purchase and identify the detailed plant 

accounts to which the assets are recorded. Aquasource Utility shall also file the 

proposed amortization of the acquisition adjustment as a journal entry. 

8. In its next rate case, Aquasource Utility shall have the burden of 

demonstrating why the acquisition adjustment and amortization premium should be 

approved for rate-making purposes. 

9. In its next rate case, Aquasource Utility shall have the burden of 

demonstrating that its projected operational efficiencies have been achieved and in 

what manner they will be used to benefit the ratepayers. 

I O .  Aquasource Utility, having filed an adoption notice pursuant to 807 KAR 

5:011, shall, within 10 days of the date of this Order, issue and file in its own name 

those tariffs of Goshen that it has adopted. 

Done at Frankfort, Kentucky, this 5 t h  day o f  November, 1999. 

By the Commission 

Ckn& 
Execbtive Dire 



COMMONWEALTH OF KENTUCKY MOW - 4 '1999 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, 1 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

P.S.C. Adoption Notice No. 1 for Aquasource Utility, Inc. 

ADOPTION NOTICE 

Comes now, Aquasource Utility, Inc. of Pittsburgh, Pennsylvania, by counsel, 

and hereby adopts, ratifies, and makes its own, in every respect as if the same had been 

originally filed and posted by it, all tariffs and supplements containing rates, rules, and 

administrative regulations for furnishing water and wastewater services at Goshen in the 

Commonwealth of Kentucky, filed with the Public Service Commission by Goshen 

Utilities, Inc. of Goshen, Kentucky, and in effect on the ___ day of 

1999, the date on which the public service of the said Goshen Utilities, Inc. was taken 

Y 

over by it. 

This notice is issued on the 2 ' day of wL , 1999, in conformity with 

Section 11 of P.S.C. Tariff Administrative Regulations adopted by the Public Service 

Commission. 

Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 

1 
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COMMONWEALTH OF KENTUCKY 

. +.* 4" .> 
-* Y I y$J& BEFORE THE PUBLIC SERVICE COMMISSION o&& 

In the Matter of 

APPLICATION OF AQUASOURCE UTILITY , 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 

) 

) 

RESPONSE TO REQUEST FOR ADDITIONAL INFORMATION 

Comes now, AquaSource Utility, Inc., by counsel, and respectfully submits the 

attached information in response to the Commission's request for additional information 

as a result of the informal conference held at the offices of the Commission on September 

30, 1999. A schedule outlining the additional information is also attached. 

Attorney for AquaSource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 



Application of Aquasource Utility, Inc. for Transfer of Ownership Rights of Goshen Utilities, Inc. 
Case No. 99-303 

Public Service Commission Staff Data Requests from 9/30/99 Conference 

Item No. 1 

Response 

Item No. 2 

Response 

Item No. 3 

Response 

Item No. 4 

Response 

Item No. 5 

Response 

Provide copies of Goshen Utilities 1998 annual reports for water and sewer. 

Attached as Exhibit “A find copies of the Goshen’s annual reports. 

Provide copies of Goshen Utilities financials for 1998 for water and sewer 
including depreciation and contributions in aid of construction (CIAC). 

Attached as Exhibit “B” find copies of Goshen’s financials for 1998 including depreciation 
and CIAC. 

Provide a copy of Aquasource Inc.’s organizational chart. 

Attached as Exhibit “C” find a high level organizational chart of Aquasource’s parent 
company DQE, which shows the organizational structure of Aquasource Inc. Regarding 
the abbreviations on the organizational chart: “AIS Inc.” is Aquasource, Inc.; “AS&T” is 
Aquasource Service and Technology; “ASU” is Aquasource Utility, Inc.; “IOU” is the 
independent operating utility, i.e. the regulated utilities of Aquasource, Inc.; “ACI” is 
Aquasource Construction, Inc. and “ASDI” is Aquasource Development, Inc. 

Provide calculations and supporting work papers for the following items: 

A. Amortization of contributions in aid of construction (CIAC) 
B. Recomputed acquisition adjustment based on amortized CIAC 
C. Allocation of acquisition adjustment between water and sewer 
D. Journal entries for Goshen for water and sewer 
E. Journal entries for Aquasource 
F. Recalculation of embedded cost for water and sewer using the amortized CIAC 
G. Draft of accounting order 

Attached as Exhibit “D”, Attachments A-F find the responses to Items A-G . The 
supporting documentation used to develop these Attachments is provided in response to 
Items 1 and 2. 

Provide copies of orders from other states in which Aquasource was granted 
approval to acquire a system. 

Attached as Exhibit “E” find copies of orders for the following acquisitions: 

Virginia: Blue Ridge Utility Company (Case PUA980043) 
New York: Cambridge Water Works Company (Case 98-W-1274) 
New Jersey: Maxim Sewerage Corporation (Docket No. WM98121465) 
Hawaii: Kaanapali Water Corporation (Docket No. 99-0056) 

In general, the language in these orders is representative of language found in orders for 
other acquisitions in these states as applicable. 
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Application of Aquasource Utility, Inc. for Transfer of Ownership Rights of Goshen Utiliti-s, Inc. 
Case No. 99-303 

Public Service Commission Staff Data Requests from 9/30/99 Conference 

Item No. 6 Provide a discussion of the evaluation of Goshen and development of the 
estimated purchase price. 

Response The purchase price for each system is the result of an arms length negotiation. 
Aquasource uses a combination of approaches including discounted cash flow 
techniques to compute an approximate purchase price it may pay for a system. This 
price is computed on an aggregate basis for water and sewer systems combined. 
Aquasource typically reviews the most recent rate order to establish the basis used for 
setting current rates, i.e. whether using rate base rate of return or an operating ratio 
basis. Aquasource considers current revenues and expenses, projected customer 
growth, projected current and future capital expenditures, local taxes, system conditions 
and achievable long-term operation and maintenance savings through enhanced 
efficiencies and economies. 

Regarding an evaluation of the system, the due diligence program gathers financial and 
operational information regarding each acquisition to verify assets. 

In developing the purchase price, Aquasource estimated that it could reduce O&M costs 
by over $350,000 per year. Discounting this rate of savings at 9.5% for 20 years would 
produce capitalized ratepayer savings of approximately $3,000,000. In Goshen’s last 
rate case, the Commission allowed the company to collect a margin (including interest 
expense) of approximately $1 IO, 000 per annum. As such, the Commission set rates at 
a level that would support an investment of approximately $1.2 million ($1 10,000/0.095). 
This suggests that Aquasource could have paid up to $4.2 million in order to leave 
ratepayers no worse off than they would otherwise have been under current ownership. 
Of course, this calculation does not consider any additional benefits brought about by 
Aquasource’s acquisition due to lower financing costs for future capital improvements, 
improved service, and water quality. Given that Aquasource’s purchase price of $3.55 
million (excluding transaction costs) is less than the maximum price of $4.2 million 
calculated above, it suggests that the Commission could allow Aquasource to fully 
recover its purchase price through a future adjustment to rates and still provide 
substantial benefits to the ratepayers of Goshen over the long term. 

Item No. 7 Provide an expanded discussion regarding the customers impacted by the 
estimated $3-5M plant investment described in response to Question 16b in Data 
Request No. 1. 

Response As described in response to Question 16b, the $3-5M investment is an estimate to build 
a new regional wastewater plant. This plant is not just for the existing customers of 
Goshen Utilities, but also for areas being developed around Goshen. The scope would 
include abandonment of existing small package plants and construction of interceptors/ 
lift stations/force mains (for elimination of such facilities) and the construction of a new 
regional wastewater plant. It is planned to satisfy the needs of the region and 
anticipated growth over the next five years. 
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1. Exact name of u t i l i t y  making t h i s  r e p o r t ( U s e  t b e  words f r T h e t r ,  "Company", 
"Incorporated" only when a p a r t  of t h e  c o r p o r a t e  nzme) 

GOSHEN UTILITIES, INC. 

2- G i v e  t h e I 6 c S t i o n  inc lud ing  s t r e e t ,  z i p  code znd t e l e p h o n e  number of t h e  
principz&:-office i n  Kentuciy 1001- RIVERSIDE DRIVE 

P.O. BOX 36, GOSHEN, KENTUCKY 40026  

3. Give nzme, t i t l e ,  address  2nd te lephone  number of t h e  o f f i c e r  t o  whom 
correspondence concerning t h i s  r e p o r t  shou ld  be addressed 

MARGIE GAMBILL SECRETARY-TREASURER 
P.O. BOX 36 
GOSHEN, KENTUCKY 40026 

4. Name of S t a t e  under t h e  l a w s  of which respondent  is inco rpora t ed  and the  
date  of inco rporz t ion  KENTUCKY, DECEMBER 3, 1981 

SUCCESSOR TO UTILITY BUSINESS OF STONE-NANCE, INC. 
A KENTUCKY CORPORATION, ORGANIZED JULY 30, 1959 

5 .  Dare sewer u t i l i t y  began o p e r a t i o n s  NOVEMBER 1971 

6 .  Name of C i t y ,  Town, Community, Sub-division and County i n  which respon- 
dent f u r n i s h e s ' s e w e r  s e r v i c e  

PROSPECT AND GOSHEN IN OLDHAM COUNTY 

7 .  Xumber of employees: E ' u l l  t i m e  r 8 , Part t i m e  1 . .  ~- . . . . .  
... . . . .  . , I.. . .  ... I . .  . ._.- .-...- -. ... ...- .̂  -. ....... .".*. . . .  , ... . .  . . . . . . . .  ..-. . .  .I ~ ." . . . . . . .  

. f  . . I .. . . . . . . . . .  "d ...--- . * .. -. . - .......... 
~: 'PRIkCIPAi OFFICERS ' .  . .  i ........ ........ .... .. ... . . . . . . . . . . . . . . . . . .  I ., . ..,-.. -....*.... -..-.. -.- p-L .* . .  

i i  . . . . . . - . I  . . . . .  ." .... _.-...I-.... .. ._ ..- .....-I...-. -.i . . . . . . . . . .  . . . . . . . .  . . . . .  
I ,  , .  

! " .. I 1 I Annual 
Salary 

-. . -  
.. T i t l e  N a m e  O f f i c i a l  Address and/or Fee 

I 
I 

PRESIDENT I LLOYD T. EADES 1P.O. BOX 36, GOSHEN, KY I 24,073 . 
I I I 

I I 
I I 1 
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Balance Ba 12nc e 
ASSETS AKD OTHER DEBITS F i r s t  Of Last O f  

Tezr Yezr 

- 49 1 UTILITY PL4YT - -- *-  

3.87 8,430 3,988,827 
3 
4 U t i l i z v  Plant(101-109) Dl  5 6 of U t i l i t y  P l a n t  (110) I 1,577,042 I 1,696,003 

h'et K t i l i t y  P l a n t  2,301,388 I 2,292,824 

L e s s :  Accum. Prov,  f o r  Depr. .and b o r t .  

CTEER PROPERTY AKD IfiTXSTblENTS 
10 I 11 11 I f i o n - a t i l i t y  ~roperty(121). 
12 I L e s s :  Sccum. Prov. f o r  Depr. and Amort. 
13 I of K o n - U t i l i t y  P r o p e r t y ( l 2 2 )  
14 . K e t  N o n - U t i l i t y  P rope r s7  1 15 f Other Inves tments ( l24)  
16 I Spec iz l  Funds(125) I I 

I 

I 

I 

I 

17 I , 

18 I 
19 I T o t a l  Other  P r o p e r t y  and Inves tmes ts  - - I 

I 
I 

I 

21 2o I CUPLREXT AKD ACCRUED ASSETS I 

34 
35 
36 
37 
38 
39 D F E R R E D  DEBITS 

1 I 

I 

424,615 Tota l  Current and Accrued Assets 455,544 

I 
40 
41 
42 Extraord inary  P rope r ty  Losses (182) 
43 I Other Deferred Deb i t s ( l83 )  
44 1 
45 
46 
47 T o t a l  Deferred Deb i t s  
4 8 )  - -  
49 1 * 30 i - TOTAL ASSETS AXD: OTHER DEBITS I 2,756,932 I 2 , 717,439 

2 

licamortized Debt Discount and Expense(181) 
I I 
I 4. 

I 

I 

I 1 -.I 

I 
. \  

* -  



I 
I 

L i n e  LIABILITIES AXD _. OTXER CREDITS First Of 
30. Y e n  

Last Of 
Fear 

3 
4 
5 
6 

i 

- .  i 
200,000 

Preferred Capital' Stock(204) 
Other Pzid-In Capital(207) * 241 , 227 241,227 

Common -Capital Stock (201) 200,000 

40 Operating Resert,,,,-,-YuYI 
41 Water 1 , 030 , 595 1,031,765 

1,377~53-8 1,421,539 42 Contributions in Aid of Construction(271)Sewer - .  , 
43 I 44 I 
45 

' 46 Accum. Def. Income Taxes-Accel. -4mort. (281) 

, 48 Accum, Def. Income Taxes-Other(283) 1 1 
Total Accum; Deferred Income Taxes 1 

'47 1 Accum. Def. Income Taxes-Lib. Depr. (282) 

I ,  :: TOTAL LIABILITIES AHD OTHER CREDITS 1 2 , 7 5 6  I 9 3 2  z I  /17,43 
.I) 

. .  - 
- c  ~. . . . .  . . 3 . .  



8 

SUMMART Or' UTILITY PL4W I 
I 

Item Amount 

UTILITY PL43T - - - *- 

In -Service: 
Plant in Service Classified(from pg. 5. line 40) 1,621,157 
Completed Construction Not Classified 
T j ' t i l i t y  Plant in Process of Reclassification 
Utility Plant Purchased or Sold 

Utility Plant Leased TO Others 
Property Held for Future Use I 
Construction Work in Progress 
Utility Plant Acauisition AdjusTments 
Other Utilitv Plant Adjustments 

Less : 1 

I 

Total-In Service ~ 1,621,157 

Total Utility Plzzt(t0 Dg. 2 ,  line 4) I 1,621,, 157, 

Accumulated Provision f o r  Depreciation and 
-4mort. of Utility Plant(to Dg. 2. line 6) 789,103 

I L 

NET UTILITY PL4NT(to DP. . 2 .  line 7 )  I 8 3 2 , 0 5 4 j . l  
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CAPITAL STOCK 

N o .  O f  
Shares  

Class and Series of Stock Auth .  

I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
I 
1 
I 
I 
I 
I 

P z r  Vzlue 
P e r  Share 

of P a r  
Vzlue Stk.  

(d)  
N/A 

- -- * -  I '  I 

(e) (f) 
2000 200  , 0 0 0  

f .  I 
I - -  
I 

Date Date 
L i s t  Each O r i g i r a l  I ssue  A m t . ,  1 O f  
Clzss & Ser i e s  of Obl iga t ion  Issue Matur i ty  

Of 

I I 

I I 

Outstanding I n t e r e s t  
Pe r  Balance For The Year 

Sheet Rate Amount 

S t a t e d  Val. 
Per Share 
O f  Nonpar 

Stock 

(a )  I (b) (C) ( d )  

I 
7 

(e) (f 1 

Outstanding. 
P e r  Balance Sheet I 

Kame of Payee 

)Shares1 Amount -1 

Kote X a t u r i t y  Rate Of  Fezr 
(2) (b) 

PNC BANK 12-12-95  
I 9-10-96  FIRST CAPITAL BANK 

I 

(C) ( d) "sl 
12-15-99  I ' 1 . 5 %  6,7 

1-10-02  1 8 . 2 5 %  1 6 4  , 0 0 3  

r ~ 

I 
I 

I n t .  Accr. Int. Accr. 
Balance During 

First O f  Y r .  Year 

Int. Paid Int. Accr. 
During Balance 
Year - Ehd Of Year 

I I I '  i I 
T o t a l  I I r 5 , 9 8 8  I 

(b) I S d  I ( d) 
0 I 9 3 9  939 

L3 
' NOTES PAYABLE 

0 

( Include Notes Pavable t o  Assoc ia ted  ComDanies Uader This Heading) 
Date Of 1 Date Of I I n t e r e s t  I Balance m d  

" .  I 
I 

I 
1 

I 

I 
1 

I 1 I 

I '  I ' I  I 
I 

* ' 

I 
I 1 I 
I I I I -  
I I I I - 

T o t a l  I I I .  * I 1 7 0 , 7 8 4  

Description Of Obligation 
(a) 

INTEREST ON LONG-TERM DEBT 
CUSTOMER DEPOSITS 

Total 

INTEREST ACCRUED 

I 

2 , 9 9 6  1 4 , 1 0 1  1 3 , 9 6 5  I 3 , 1 3 2  1 
6 



OTHER CURREKT AKD ACCRGED LIABILITIES 

Sub-Account and Description 1 Amount 
KO. i I 
1 1  BELKNAP- BEACH ACCRUED LIABILITY ' 9,472 

4 
5 
6 
'7 
8 
9 I 
10 I 
11 I 
12 I I 
13 I I 
14 I 
15 I I 
16 I 
1'7 I 
18 I 
19 I I 
20 i 
21 1 Total(Must aeree with page 3. line 30. Scct. No. 238) I 9,472 

V 

STATEMEKC OF RETA1hiE.D EARNINGS FOR TEiE YJ34R - __ 
- . -  

. I ,  . _- I 
. .  '. , .I 

~ UXAPPROPRIATED RXTAINED E4Rh'INGS (216) 
a 

Balance Beginning of Year I (129,716)l (52 , 583) 
Balance Transferred From Income(435) I 
ADpropriations of Retained Earnings(436): 

I 
1 I 

I I 
I 

I 

I 

Dividends Declared-Preferred Stock(437) 

Dividends Declared-Common Stock(438) 

Adjustments to Retained Earnings(439) : I 
1. WATER TREATMENT PLANT EARNINGS I 69,785 1 - 32,336 

I 

_.I - ." I I 61 BalancerEnd of .Year ". 1 (477,6791 (417,7441 
... ," .. . . . .  . . . . .  .. . .. . 

I 7 



i -- STATEXEXT OF INCOKE FOR THE YEAR 

8 



. . . .  

11 SEH’ER OPERATIOX AKD I U I K T E K A N C E  EXPE-VSES 

Account 

I 
I 

1 

E 
1 
I 

08 Miscellaneous General. Expenses (930) ‘ 

i: Maintenance of General Plant(932) 
31 I 

~ ~ 

I 
... I .. I. 

4,242 
I 209,199 . 8. line 24) I 335,393 

Rents(931) . - -.-- -. I 
1 [ 52 

Tot21  Administrative and General EXD enses 
I TOTAL SZKER OPERP-TION & U I h T .  W .  (to pg; 

M 9 



TAXES OTEER TKL.5 IMCOKZ TAXES (408) 

Shox h e r e u n d e r  t h e  v a r i o u s  t a x  i t e m s  which  make up t h e  zmoucts  l i s t e d  u n d '  
Ascount Humbers 408.1 and 408.2 appearing on page 8 ,  l i n e s  27 and 44. 

I tern Amount 
( a )  (b) 1 P z g r o l l  Tzxes 8 , 6 6 7  

2 I P r o p e r t y  :Taxes 1 0 , 8 5 8  

C t i l i t p  Regulatory Commission Assessment 
O t h e r  (Specif  v )  : I 

1 

I 

1 9 , 5 2 5  
' TOTAL(S2me  as page 8. l i n e  27 DlUs 44) 

OPER4TINC- AKD 3ON-OPER4TING INCOME T A Z S  

I 

!&ORTI!L4TION EXPEXSE 

t 



SEXER PLANT S T A T I S T I C S  

PL4hT VALUATION 

&-hat method of va lua t ion  was used w i t h  reference t o  Sewer U t i l i t y  P l a n t  
n Seryic%-zppearing on page two, l i n e  four: O r i g i n a l  Cos t ,  Estimated 
ost, O r i g i n a l  Cost -Study? ORIGINAL COST STUDY F - _  - -  
That percentage of Sewer U t i l i t y  P l a n t  i n  Se rv ice  w a s  recovered ,  by t h e  

f less than one-hundred pe rcen t  of the u t i l i t y  p l a n t  w a s  recovered,  
l e a s e  des igna te  what po r t ion (co l1ec t ion  l i n e s ,  t rea tment  p l a n t ,  ect.) 

eveloper  of t h e  subd iv i s ion ,  through t h e  s a l e  of l o t s ?  NONE 5 B 
E 
of t h e  p l a n t  t h z t  r e p r e s e n t s  non-contributed p l a n t  N/A 

y whom w e r e  t h e  books of account audited?PUBLIC SERVICE COMMISSION 

f unaudited i n  t h e  past  twelve months, when and by whom is t h e  n e x t  
What was t h e  d a t e  of t h e  last aud i t ?  YEAR ENDING 1987 a u d i t  a n t i c i p a t e d ?  

Pak-SICAL DATA OF SEKER PL4AT 
#1 TRAILS END PLANT #2 CARDINAL HARBOUF 

a t e  of cons t ruc t ion  of o r i g i n a l  p l an t  1962 1975 

type of t reatment  process  SECONDARY (SECRETION) 
. . . . . . . .  . "  . -  

a t e  and a d d i t i o n a l  .G.P.D.. Capacity of subsequent a d d i t i o n s  . ' to  plant- 
NONE ..' .,. . . . . _ . I  . .  . . . . . . . . . . .  . .  

c " .  . . . . .  ".._ ....... ...... . . . . . .  . .  . . I  

. . . . .  
opu la t ion  f o r  which p l a n t  is designed inc lud ing  popuia.t,ion:--equivalent'l. 
f i n d u s t r i a l  waste l o a d  #1 . I ,1000 . . . . . . . . . .  ' ' :;" * # 2 .'. .! ' .-..2 0.0. ,,. ' ..:. ' '_, ' :: 

. . _ "  . . . . .  L. . . . .  _.I 

E 
.__  ............. . , h  I. . ,,. .... -,"*-.+ . .-. ...... YINb. ....................... 

TREATMEPT PL4NT OPERATIXG STATISTICS 
, #1 .. .I !#2 

' 2 .  - ,.. ~ . . I .  . . .  

T o t a l  g a l l o n s  r ece ived  during t h e  yea r '  63,040,200 * ' #  28,357,600' 
.- - ~ " .  

)rota1 ga l lons '  received on m a x i m u m  day 521,200 - 449,100 
H E A W  STORMS JANUARY 5TH THROUGH 8TH 

aximum G.P.D.  Capaci ty  of t h e  sewage t rea tment  p l a n t  
314,000 82 110,000 maintenance s e r v i c e  f ee :  

I 
E l u d g e  haul ing:  

Cost per  month $ 1,200 

Contrac t  expl  7 res  N/A 

Cost pe r  load !$ 402 

Average number of g a l l o n s  p e r  load 5000 '> I - *  t 
Number of loads  t h i s  pear #1 76 ' #2 20 . 

11 

-. ".. 

I .  



' .  . c 
I 

SEWER PUAT STATISTICS 

CUSTOXER STATISTICS-EKD OF YEAR 
1 \ Bi-Monthly I Number of Bills 
MumSer of Or Monthly Pertaining to Each 

Tvpe Customers Billine? I Tvpe of Customer 
Residential : 1209 MONTHLY 

Single Family- ! 
Apartments/Condominiums I 

Commerc i a1 7 MONTHLY 

'Orher(Specify) : 2 MONTHLY I 

Industrial I 1 MONTHLY 

I Total 1219 1 I .  I 

IKDUSTRIAL CZTSTOMERS SERTZD 
Metered Or 5 

Name And TvDe Of Industry Estimated G a l s .  Pretreztment Of Wastes 
LOUISVILLE GAS & ELECTRIC I METERED 

I 1 
I 
I 
I 

I 
' I  1 

SERVICE LATERALS AND STUBS (IN USE 925) 
1' I 

Number of service laterals owned by the utility, end of year 1042 
Humber of stubs as of end of year 14 
Number of service laterals owned by others 0 

t1 : 
. "  

J 
12 . 



OATH 
- -- * -  

S t a t e  of XENTUCKY 
- .  1 ss :  

County of OLDHAM 

Before m e ,  t h e  undersigned o f f i c e r  du ly  au tho r i zed  t o  adminis te r  

oziths, t h e r e  personal ly  appeared LLOYD T. EADES Y 

(K'zme of a f f i a n t )  

who, being f i rs t  sworn by me, szys on o a t h  that he  h a s  chzrge of t h e  

records of GOSHEN UTILITIES, ONC. 
(Exact l e g a l  name of company) 

2nd t h a t  t h e  foregoing r e p o r t  is  t r u e  t o  t h e  best of h i s  knowledge 2nd 

belief, and t h a t  i t  covers  t h e  per iod  from January I ,  19 98 , t o  

December 31, 19 98 

a@ ( sygnzture  of a f f i a n r )  

Subscribed and sworn t o  before  m e  t h i s  31st day of 

MARCH , 19 99 s . 

~ o t a r y  - M I i c ,  County of OLDHAM 

My Commission Expires 7-25 , 19 99. - 
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WATER 

OF 
GOSHEN UTILITIES, INC. 
1001 RIVERSIDE DRIVE 
P.O. BOX 36 
GOSHEN, KENTUCKY 40026 

- 

TO THE 

PUBLIC SERVICE CO HSSION 

OF TRE 

COMMONTVElbLTH OF KENTUCKY 

730 SCMENWL LANE 
P. 0. BOX 615 

FRANKFORT, KENTUCKY 40602 

FOR THE YEAR ENDED DECEMBER 31, 1998 



I 

CLASS "A & 8" 

WATER COMPANIES 

ANNUAL REPORT 

OF 

GOSHEN UTILITIES, INC. 
Exact Legal Name o f  Respondent 

For the 

YEAR ENDED DECEMBER 31, 19 98 
- 
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1. 

2 .  

3 .  

4 .  

PUBLIC SERVICE COMMISSION OF KENTUCKY 

PRINCIPAL PAYMENT AND INTEREST INFORMATION 

FOR THE YEAR ENDING DECEMBER 31, 19 - 9 8  

Amount of Principal Payment during calendar year $37,760 

Is. Principal current? (Yes) x (No) 

Is Interest current? (Yes) X (No) 

Has all long-term debt been approved by the Public Service 
Commission? 

SERVICES PERFORMED BY 
INDEPENDENT CERTIFIED PUBLIC ACCOUNTANT 

Are the financial statements examined by a Certified Public 
Accountant? (Yes) (No) x 
If yes, which service + ._ is performed? 

Audit 

Compilation 

Review 

-- . report. - 
. . a  

- .  
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ACCOUNT 221, BONDS 

I 

Dald I 
111 I 121 I 13) 1 4 )  I (5 )  I 1 6 )  I 

I I At ~ 1 0 s -  oc rear I I for h r p o o d r n t  
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I 1 
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I I 
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P.I va1u. oc Interest Dur1n.a Tear I L L o ~  I Par Value of Cash R o a l l l d  00 I -t &.ld by or Actua l ly  Outstanding I Accrued I Actua l ly  I 
I m. I k t u . 1   IS^. I Ac tua l  x s sue  
1-1 

I 
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I p-1 I I 1 I 

I 
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I 1 2 - 1  I 
1-1-1 I 
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I I I I I 
I I 
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I 
I f 1  1-1 

p-1 I I 

/-I I 
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. I  
1 1 1  
1-1 

SCBEWLE OF BOND W4TURITIES 

[?am total of c a l ~ r n  11 slat  a q r n  r l th  tlu t o t a l  of W ~ M  0 
&od I IUtUIitT I IDt8rm.C I 1 I P . U i O i m q  Bond. I 

-ta mid I Outatadlog I 
111) I 112) I 
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I 
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I I I I I 

I '--""-----I I 
I Rlocip.1 -C ut. 

(10) 171 I ZY 
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Additional Information Required by Commission Orders 

?rovide any special information required by prior Commission 
irders, as well as any narrative explanations necessary to 
Eully explain the data. Examples of the types of special. 
information that may be required by Commission orders include 
surcharge amounts collected, refunds issued, and unusual debt 
repayments. 

Case # 
Date of 
Order Item/Explanation 

! 

- -  

Attach-'a;hditional sheets i f  more room is needed __-  
.. 



MAJOR WATER PROJECTS 

Instructions: Provide details about each major water project which is planned but has 
not yet been submitted for approval to the Public Service Commission. For the limited 
purpose of this report, a "Major Project" is defined as m e  which is not in the ordinary 
course of business, an€+ which will increase your current utility plant by at least 20%. 

Brief Project Desc rb t i on  (improvement, replacement, building construction, 
expansion. If expansion, provide the estimated number of new customers): 

Proiected Costs and Fundina SourcedArnounts: 

Approval Status: (Application for financial assistance filed, but not approved; or 
application approved, but have not advertised for construction bids) 

Location: (community, area or nearby roads) 

. .- 

a .  -- 
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Exact  name of u t i l i t y  makinq t h i s  report. (Use t h e  words "The," "Company" or  

" Incorpora t ed"  o n l y  when a part of t h e  corporate name.) 

GOSHEN UTILITIES, INC. 

Give  t h e  l o c a t i o n  i n c l u d i n q  c i t y ,  s t ree t  and number, of t h e  e x e c u t i v e  o f f i c e .  

1 0 0 1  RIVERSIDE DRIVE 

GOSHEN, KENTUCKY 40026 

Give  t h e  l o c a t i o n ,  i n c l u d i n q  s t ree t  and number, and t e l e p h o n e  number of t h e  

p r i n c i p a l  o f f i c e  i n  Kentucky. (502.1 228-8084 

10 0 1 RIVERSIDE DRIVE 

P.O. BOX 36, GOSHEN, KENTUCKY 40026 

N a m e  and a d d r e s s  of p r i n c i p a l  o f f icer  w i t h i n  Kentuckv. 

LLOYD T. EADES PRESIDENT 

6995 LAGRANGE ROAD, SHELBWILLE, KY 40065 

Give  name, t i t l e ,  a d d r e s s  and t e l e p h o n e  number o f  t h e  o f f i c e r  t o  whom 

cor re spondence  &%cerning this report shou ld  be a d d r e s s e d .  
+E= - 
MARGIE P. GAMBILL SECRETARY-TREASURER 

P.O. BOX 36, GOSHEN, KENTUCKY 40026 

Date of o r q a n i z a t i o n .  DECEMBER 3 ,  1 9 8 1  

- - *  
Under t h e  laws c f  what Government, S t a t e  o r  Te r r i t o ry  o r g a n i z e d ?  

one ,  name a l l .  Give r e f e r e n c e  to  each s ta tu te  and amendments t h e r e o f . )  

(I€ %ore t h a n  

KENTUCKY 

- 4- 
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8. If a consolidated or merqer company, name all contingent and all merged 

companies. Give reference to charters or general laws qoverning each, and all 

amendments of same. NONE 

9. Date and authority for each consolidation and each merqer. 

NONE 

~~~ ~ 

10. State whether respondent is a corporation, a joint stock association, a firm or 

partnership, or an individual. 

CORPORATION 

11. If a reorqanized company, g ive name of orisinal corporation, refer to laws under 

which it was orqanized and the occasion for the reorganization. 

GOSHEN UTILITIES, INC. WAS ORGANIZED ON DECEMBER 3 ,  1981 AS 
~ ~~~ 

. zg 
A WHOLLY-OWNEB SUBSIDIARY OF STONE-NANCE, INC. GOSHEN UTILITIES 

WAS SPUN-OFF TO SHAREHOLDERS OF STONE-NANCE DURING 1988. 

12. Name a l l  other operating departments. 

NONE 

13. Name of counties in which you furnish water service. 

OLDHAM COUNTY 

- 5- 
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Name Title 

Send correspondence 
to : 

Report prepared by: 

MARGIE GAMBILL SEC-TREAS. 

R. LEE SHANNON C.P.A. 

, 

Principal Business Address 

1001 RIVERSIDE DRIVE 
GOSHEN, KENTUCKY 40026 

11605 SHELBYVILLE ROAD 
LOUISVILLE, KY 40243 

- .  

REPORT OF . _  

Charged 
Utility 

GOSHEN UTILITIES, INC. 

LLOYD T. EADES PRESIDENT 1001 RIVEIFSIDE DRIVE 
GOSHEN, KENTUCKY 4'0026 

AL. J.SCHNEIDER VICE-PRES. 3270 SOUTH 7TH STREET 
LOUISVILLE, KY 40216 

For Year Ended 1998 

Location where books and records are located: 1001 RIVERSIDE DRIVE 
GOSHEN, KENTUCKY 40026 

$56,171 
$ 

$ 

$ 0  
$ 

f-, 

Percent Salary 
Ownership Charged 

Name in Utility Principal Business Address Utility 

LLOYD T. EADES 50 1001 RIVERSIDE DRIVE $ 56,17b 
GOSHEN, KENTUCKY 40026 $ 

$ 
-\ -- 

AL J. SCHNEIDG- 50 32705 7W ST. $ *q 
.r LOUISVILLE, KY 40216 $ 

$ 

$ 

$ 

- -T $ 
c _  - 

$ 3,600 

$ N/A 

I I 
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COMPARATIVE BALANCe SHEET - ASSETS AND WHEX DEBITS 

ACCT. I IREF. I PREVIOUS I CURRENT 
NO. I ACCOUNT NAME IPAGE I YEAR I YEAR 

(e) 
, ,  

(b) I (c) I (d) I 
I I I 

0 1  
I 

UTILITY PLANT 1 
I 

.01-1061Utility Plant ....................... I 13 
L08-1101Less: Accumulated Depreciation I 

!Net Plant.. ......................... I 
114-11SIUtility Plant Acquisition I 

lother Utility Plant Adjustments.. ... I 

i 
I 

I and Amortization.. .......... . I 13 -15  

I Adjustments (Net) ................. I 15 

1 I 
L16 

I 

- - _- I J l  
I I 

I I 

I 
2;043 I 

I 
I 

I 
I 

I 
I 

1s 3,876,387 I$ 3,986,835 

I 1,577,042 I 1,696,003 
IS 2,299,345 I$ 2,290,832 

1,992 

I 
ITotal Net Utility Plant ............. 1 i s  2,301,388 i s  2,292,824 
I I I I 
I OTHER PROPERTY AND INVESTMENTS I I I 
I I I I 

121 INonutility Property ................. I 
122 ILess: Accumulated Depreciation I 

I and Amortization. ............ 1 
INet Nonutility Property ............. 1 

123 I Investment in Associated Companies.. I 
124 IUtility Investments ................. I 
125 lother Investments ................... I 
126-1271Special Funds ....................... ( 

I I 

I S I S  
I I 

)Total Other Property 6 Investments..l I s  I S  
! I I I 

I CURRENT AND ACCRUED ASSETS I I I 
I 

I I I I 
131 ICash ................................ I I S  
132 ISpecial Deposits ...................'.I I I 
133 [Other Special Deposits.. ............ I I I 

I 
167,000 I 

134 IWorking Funds I I 
135 ITemporary C& Investments. ......... I I 
141-144 IAccounts and 'ftes Receivable, Less I I I 

I I Accumulated Provision for I I 
145 IAccounts Receivable from Associated I I I 

I Companies ........................ I I I I 
146 (Notes Receivable from Associated I I I I 

I Companies ........................ I I I I 
151-1531Materials and Supplies. ............. I 18 I I I 

124,200 152,267 I$ 

....................... 
172,000 

12 , 004 17,580 I I Uncollectible Accounts ...........I 17 I 

161 
162 
171 

I172 
I173 
I174 

1 

I 
I 
1 

(Stores Expense ...................... 1 
I Prepayments .G,. ..................... I 
IAccrued Interest and Dividends I 
I Receivable ....................... I 
IRents Receivable .................... I 
(Accrued Utility Revenues.. .......... I 
IMisc. Current and Accrued Assets .... 1 

(Total Current and Accrued Assets.. .. I I I 

I .I 
*> - _ - .  

I 
-69,776 I 

I I 
18 I 

I I I 
70,106 I 

I I 

42,931 I 
I I 

42,405 I 
I 
I 
I I I 
I S  455,544 i s  424,615 I 

I I 

. -7- 
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COMPARATIVE aALANCE SHEET - ASSETS AND OTHER DEBITS (CONT'D) 

I REF. I ACCT. I 
ACCOUNT NAME I PAGE I NO. I 

I I 
(b) I O  

181 
182 
183 

184 
1185 
I186 

DEFERRED DEBITS 

Unamortized Debt Discount & Expense. 
Extraordinary Property Losses....... 
Preliminary Survey 6 Investigation 

Cleating Accounts................... 
Temporary Facilities................ 
,Mist. Deferred Debits............... 

Charges ........................... 

19 
19 

18 
1187 [Research 6 Development Expenditures.1 
(190 [Accumulated Deferred Income Taxes . . . I  19 

PREVIOUS I CURRENT I 
YEAR I 
(e) I 

I I 
I I 
I I 

S I S 1  
I I 
I I 

YEAR I 
( d )  I 

I I 
I I 
I I 
I I 
I I 
I I 

I I I I 

I 
ITotal Deferred Debits .............. .I I s 1  

I 
I I- I I I 

Is 
I I 

I 

I 
I 
I 
I 
I 
I 

1s 2,756,932 I $  2,717,439 I lTarAL ASSETS AND OTEER DEBITS I ....... 

NOTES TO THE BALANCE SHEET I 

The space below is provided,for important notes regarding the balance sheet 

, . .  . . . .  
I 0 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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COMJ?ARATIVE BALANCE.SEtEET - EQUITY CAPITAL AND LIABILITIES 
IREF.  I PREVIOUS I CURRENT I 

I 
(e) I 

ACCOUNT NAME IPAGE I YEAR I 
(d) I 

I NO- I 
I . o I  

I I 
I 

I 
I -L?.L I 

I 
I 

I 
I 

I 
EQUITY CAPITAL I 

I I 

I I 
I I 
I I 
1201 ICommon Stock Issued ................. I 20 IS 200,000 I S  200,000 I 

I I 1204 IPreferred Stock Issued .............. 1 20 I 
I I 1202,205 (Capital Stock Subscribed.. .......... I 20 I 
I I 
I I 

(203,206 /Capital Stock Liability for I I 
I Conversion ....................... I 20 I 

1207 IPremium on Capital Stock.. I I 
I 

I 
I 

I 
I 

1209 ]Reduction in Par or Stated Value I I 
I 

I 
I of Capital Stock ( I 

I 
I 

I 
I 

I I 
I 241,227 I 241,227 I I 

(212 IDiscount on Capital Stock I I I I 
I I 

(417,744) I (477,675) I 
1213 ICapital Stock Expense I I 
1216 IReacquired Capital Stock 1 I I I 

I I 
I 

I 
I 

I 

I 
I 

I I 

I 
I 

I and Partnership Only) 1 I 
I 

23,483 I s  (36,448) I 
I I 

I 

I 
IS 

I I 
I I I 

I 

1 
I 

I 
I 

I I 
I I 

I I 
I I 
1221 !Bonds ............................... I 22 IS I$  I 

1 
5,988 I 

I 1222 IReacquired Bonds.. I I 

I 
(223 IAdvances from Associated Companies..) I 
(224 [Other Long-Term Debt ................ I 21 I I 

I 
5,988 I 

I I I 
. /Total Long-T.$rm Debt.. .............. I 

I 
I S  

I 

I 
I 

-?-* I I 
I 

I 
I 

I 
I 

216 I 
I I I I I I 

I S  1231 IAccounts Payable. .................. .I 
1232 !Notes Payable ....................... I 24 I 191,025 I 170,784 1 
1233 !Accounts Payable to Associated Co.. . I 24 I 3,016 I 3,016 I 
(234 INotes Payable to Associated Co ......I 24 I I I 
1235 (Customer Deposits ................... I I 104,415 I 107,995 I 

I 
3,132 I 

1236 ]Accrued Taxes.. .I 25 1 I 

I 
1237 (Accrued Interest I 26 I 2,996 I 

I 
1238 (Accrued Div-nds.. ...I I I 

I 
I 239  IMatured Long-?J!erm Debt. . I  I I 

I 1240 . IMatured Interest ..................... I I 
I 
I 

1241 lTax Collections Payable.. I I I 

9,472 I 
1242 IMiscellaneous Current and Accrued I I I 

I 
I 

I I I 
I I 
I $  301,809 I $  294,615 I 

I 
I I I 

I ACCT. I 
YEAR 

(b) 

......... .I 
................. 

1210 IGain on Resale or Cancellation of I 

1211 lother Paid-In.Capital...............I 
I Reacquired Capital Stock ......... 1 

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

(214-2151Retained Earnings .................... I 23 I ............ 
I218 IProprietary Capital (Proprietorship I ............ 

................ ITotal Equity Capital I 

* I  LONG-TERM DEBT I 

.................. 
23,507 I 

23,507 I$ 
I 

I 
I CURRENT AND ACCRUED LIABILITIES I 

357 I$ 

.................... 
.................... .............. A -  - 

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

I Liabilities ........................ I 27 I I .  
I 

I 
I 
I 
I 

ITotal Current and Accrued 
I Liabilities ...................... I 

c_ - - -  I I - I- 
- 9- 
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COMPARATIVE BALANCE SHEET - EQUITY CAPITAL AND LIABILITIES (CONT'D) 

~ 

ACCT. I I REF. 
NO. I ACCOUNT NAME I PAGE 

I-- 0 1  (b) 
I 

2 51 
2 52 
253 
2 55 

2 6 1  
262 
263 
265 
2 66 

271 

2 72 

2 81 

2 82 

283  

I DEFERRED CREDITS I 
I I 
IUnamortized Premium on Debt . . . . . . . . . I  19 
IAdvances for Construction ...........I 20 
)Other De'ferred Credits ............. .I 
I Tax Credits ......................I 

ITotal Deferred Credits .............. I 
I OTHER NON-CURRENT LIABILITIES 1 

IAccumulated Deferred Investment I 
I I 

I I 
I I 
IAccumulated Provision For: I 
lproperty Insurance .................I 
!Injuries and Damages ............... 
IPensions and Benefits .............. 
IMiscellaneous Operating Reserves ... 
I 
I 

(Rate Refunds ....................... 
[Total Other Non-Current Liabilities. 

  CONTRIBUTIONS IN AID OF CONSTRUCTION 
I 
]Contributions In Aid of Con&%&!on 

. WATER 

I Tap-on Fees - Customers .......... 
I Federal Grants- in Aid of Const. .. 
I Other ............................. 

28-22 

PREVIOUS I CURRENT I 
YEAR I YEAR I 
(d) I (e) I 

I 
I 

I 
I 

I 
I 

1 I IAccumulated Amortization of Contri- 
I butions In Aid of Construction,. . I 
ITotal Net C.2G.C ................... I 
I ACCUMULATED DEFERRED INCOME TAXES I 

IAccumulated Deferred Income Taxes 1 
I Accelerated Depreciation.. ....... I 
I Accumulat ed Defer red Income Taxes I 
I Liberalized Depreciation.. ....... I 
(Accumulated Deferred Income Taxes I 
I Other ......................... . . . I  
ITotal Accum.Teferred Income Taxes.. I 

I .  - I 

I I 

I I 

e- - -  

I I 
I I 
I-AL EUUITY CAPITAL AND LIABILIT~ZS~ 

- 

I 
1 
IS 
I 
I 
I 
I 
I S  
I 

2 , 408 , 133 

I s  
I 
IS 2,756,932 

I' 
S I 

'. I 

S I  
I 
I 
I 
I 

S I 
I 

I 
S I 

I 
I 

s 1,421,539 I 
I 

1,031,745 I 

3 2,453,284 

-.. _- 
3 - 4- 

9 2,717,4391 

- 
-10- 



I’ 
1 
I 
I 
I 
1 
1 
1 
I 
1 
I 
1 
I 
I 
I 
I 
U 
I 
I 

(b) 1 (c) I ( a )  I 
I I 

: ,  

I I 
I 
I I 

32 I $  558,220 ’ 
I 

CtXPARATIVE OPERATING STA”F%ENT 

I 
I 
I 
I400 

I401 
I403 
I406 

I407 

1409.1 
1410.10 

I 
I4oa.i 

UTILITY OPERATING INCOME I 
I 

I 
I 
I I 

IAmortization of Utility Plant I 

ITaxes Other-Than Income ............. 1 
IIncome Taxes. ...................... . I  
IDeferred Federal Income Taxes ....... 1 

(Operating Revenues .................. I 
loperating Expenses .................. / 
(Depreciation Expenses.. ............. I 
I Acquisition Adjustment ........... I 
IAmortization Expense ................ I 

i 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

410.11 IDeferred State Income Taxes......... 
410.12 !Deferred Local Income Taxes......... 
411.10 (Provision for Deferred Income Taxes 

412.10 llnvestment Tax Credits Deferred to 

412.11 llnvestment Tax Credits Restored to 

I Credit........... ................ 
I Future Periods................... 

I Operating Income................. 
I 
IUtility Operating Expenses.. ........ 
I 
lutility Operating Income............ 

I 
I 
I I 
1413 IIncome From Utility Plant Leased I 
I 1 to Others. ....................... I 
1414 !Gains (Losses). From Disposition of I 

I Utility Property ................. I 
I 

I - .  

I d .-I - . ITotal Utilitip,Operating - Income.. I 
I 

I I 
I 

I ,  
I 

I 
I I 

.... 
. I OTHER INCOME AND DEDUCTIONS 

I415 (Revenues From Merchandising, Jobbing1 
I I and Contract Deductions. ........ .I 
1416 ]Costs and Expenses of Merchandising, I 
I I Jobbing and Contract Work.. ...... I 
1419 !Interest 6 Dividend Income .......... I 
1420 IAllowance for _ -  Funds Used During I 
I I Construceon ..................... I 
1421 INonutility rncome ................... I 
1426 IMiscellaneous Nonutility Expenses . . . I  

I I 
/Total Other Income and Deductions ...I 

I 
I 

I 
33 I $  424,225 

I 67,394 
I 
I 

26 , 543 I 
I 

( e )  I 
I 
I 
I 

~ 565,378 I 
I 

1 414,314 I 
73,155 I 

I 
I 

34,619 I 
(19,101) I 

i s  40,058 
I 

I (955) 
I 
IS 
I 
I 
I 
I 

39,103 

I IS 2,500 I $  4,645 I 
I I 

(2,042) I 
I 

(3,230) I 
3,811 I 3,883 I 

I 
I 

I I I 
--A- I I I 

I I I .- 
9,719 I 19,276 I 

(295) I 
I 
I (250) I 
I I I 

I 
I 

5 502,987 I 
I 

? 62,391 I 
I 
I 

475 I 
I 

$ 62,866 I 
I 
I 
I 

Is I 12,550 I $  I 25,467 I I 
I I 1-1 I I 

-- - 

-11- 



I ,  

' I  
I 
I 
I 
I 
1 
I 

1 
I 
1 
I 
e 
I 
I 
I 
I 
I 

e 

ACCT . 
NO. 

(a] 

408.20 
409.20 
410.20 
411.20 

412.20 
412 .21  

427 
428 
429 

433 
434 
409.30 

COMPARATIVE OPERATING STATENENT (CONT'D) 

I R E F .  I PREVOUS I CURRENT 
ACCOUNT NAME I PAGE 

( b )  

TAXES APPLICABLE TO OTHER INCOME I 
Taxes Other  Than Income ............. I 
Income Taxes.. ................. .....I 
P r o v i s i o n  for Deferred Income Taxes. I 
P rov i s ion  f o r  Deferred Income Taxes I 

C r e d i t  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Investment Tax C r e d i t s  - N e t  . . . . . . . . I  
Investment Tax C r e d i t s  Restored t o  I 

I 

Nonoperating Income .............. 
T o t a l  Taxes Applic .  t o  Other Income. 

INTEREST EXPENSE 

I n t e r e s t  Expense .................... 
Amor t i za t ion 'o f  Debt Discount  6 Exp. 
Amort izat ion of Premium on Debt.. ... 
Total I n t e r e s t  Expense .............. 

EXTRAORDINARY ITEMS 

Ex t rao rd ina ry  Income... ............. 
Ext rao rd ina ry  Deductions. .  .......... I 
Income Taxes,  Ex t r ao rd ina ry  Items . . . I  

rota1 E x t r a o r d i n a r y  Items . . . . . . . . . . . I  I 
I 

NE!r INcoME..&......................I 
I zr 

YEAR I YEAR 
( d )  I ( e )  

I 
I 

1 

I 
I 
I 
I 
I 

18,547 .$ 19,317 I $  

9 19,317 I $  18,547 I 
I I 

.* I I 
I I 
1-1 
I I 
I I 
I I 

I 

S 

T I  I $ I 
I 

? 32,336 I $  69,786 I 
I I 
I I 
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: .  

1 
I 

I 
I 
I 

\ r.! 

NET UTILITY PLANT (ACCTS. 101 - 106) 

I I I 
ACCT. NO. I PLANT ACCOUNTS 

I 
I 
l u t i l i t y  P l an t  i n  Service ........................... 
! U t i l i t y  P l a n t  Leased t o  Others...  .................. 
IProperty Held f o r  Future Use....................... 
I U t i l i t y  P l an t  Purchased of Sold.................... 

101 
102 
103 
10 4 

106 
10 5 IConstruction Work i n  Progress. .  .................... 

I Completed Cons t r u c  t i on Not Class i f  ied .............. 
I 

I 
ITotal  U t i l i t y  Plant.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

TOTAL I 

5 2 , 3 6 7 , 6 7 0  I 
I 

I 
9 2 , 3 6 7 , 6 7 0  I 

I 

XCUMUIATED DEPRECIATXON (ACCT. 108) 

I I 
I DESCRIPTION TOTAL 

I I 

I I 
3alance f i r s t  of year ......................................... 19 8 4 1 , 8 8 6  I 

I 
73,155 I 

: redi t during year: I 
Accruals Charged to Account 108.2 I I' 
Accruals Charged to Account 108.3 I I 
Accruals Charged to Other Accounts ( spec i fy )  I I 

Accruals Charged t o  Account 108.1 ................... I ................... ................... 

.. 
Salvage. ............................................ 
O t h e r  C r e d i t s  ( s p e c i f y )  

* * I  I 
.s- I z. . - I  I 

To t a l  Credi ts . . .  .?.. ........................................ I S  9 1 5 , 0 4 1  I 
I I 

Debits during year: I I 
Book Cost of P l an t  Retired... . . . . . . . . . . .  ............ 1.1 
Cost of Removal ..................................... 1 I 
Other Debi t s  ( s p e c i f y )  

.NET CHARGES FOR PLANT RETIRED .. 
.. 

Total ~ b i t s . . . . . ; . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. +  

Balance end of ,y ear X-......................................... 

I 
8 , 1 4 0  I 

I 
9 8 , 1 4 0  I .: I 
$ 9 0 6 , 9 0 1  I 

I 

- 
-1 3- . .  
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ACCUMULATED AMORTIZATION ( ACCT. 11 0 )  

DESCRIPTION 
I 
I 

IBalance first of year......................................... 
)Credit during year: 

Accruals Charged to Account 110.1................... 
Accruals Charged to Account 110.2................... 
Other Credits (specify) 

I 
I 
I 
I .. .. 

Total C r e d i t s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Debits during year:. 
Book Cost of Plant Retired....................... ... 
Other Debits (specify) 

.. .. I 
I 
I Total Debits..... .......................................... 
I 
[Balance end of year ........................... i . . . . . . . . . . . . . . .  

UTILITY PLAN” ACQUISITION A D J u S ” T S  (ACCTS. 114 

TOTAL 

$1 
I 

I 
I 
I 

$1 
I 
I 

I 
I 
I 

s .  I 
I 

s NONE I 
I 

- 115) 
Report each acquisition adjustment and related accumulated amortization sepatately. 
For any acquisition adjustment approved by the Commission, include the Order Number. 

ACCOUNT NAME . .  
I 
I 

. -.- IAcquisition Adjustments (114) .... - . .. .. 9 - IC .. .. 
I 

IAccumulated Amortization (115) 

Total Plant Acquistion Adjustments ......................... 
I 

I 
I 
I 

BEGINNING BALANCE 1 I 429. . 
AMORTIZATION EXPENSE 5 1  .. 

.. 

TOTAL I 
I 
I 

. .  I 
S * 3,472 I 

~ ~ 

I 
I 
I 

I S 3,472 I 

I Total Accumulated Amortization.. ........................... I S  1,480 I 
I 1 

1,992 . I 
I 

I I -I 
lNet Acquisition Adjustments . . . . . . . . . . . . . . . . . . . . . r . . . . . . . . . . . . . l ~  

-15- 



I 
I 

I 
I 

INVESTMENTS AND SPECIAL FUNDS (ACCTS. 1 2 3  - 127)  

Report  h e r e u n d e r  a l l  i n v e s t m e n t s  and s p e c i a l  f u n d s  c a r r i e d  i n  A c c o u n t s  1 2 3  t h r u  1 2 7 .  

I FACE OR I YEAR END 
DESCRIPTION OF SECURITY OR SPECIAL FUND I PAR VALUE I BOOK COST 

( a )  I (b) I ( C )  

I I 
:NVESTMENT I N  ASSOCIATED COMPANIES (ACCT. 1 2 3 ) :  I I 

* * Is I s  
....I I 
. . . . I  I 
....I I . . . . I  I 

T o t a l  Investment in A s s o c i a t e d  Companies  . . . . . . . . I  
I 

ITILITY INVESTMENTS (ACCT. 1 2 4 )  : I 

T o t a l  u t i l i t y  Investments ....................... I 
I 

)"HER INVESTMENTS (ACCT. 1 2 5 )  : I 
....I$ 
. . . . I  
. . . . I  
. . . . I  
....I 

I 
;PECIAL FUNDS (ACCTS. 126 6 127): I 

....I$ 

....I 

T o t a l  O t h e r  Investments . . . . . . . . . . . . . . . . . . . . . . . . . I  

I 

7 . . . . I  
?= ....I 

I 
T o t a l  Special Funds .............................I 

S 

$ 

S 

s 

.j NONE 

-1 6- 



I 
I 
0 
I 
1 
1 
I 

Balance end of year.............................................. 

ACCOUNTS AND NOTES RECEIVABLE - NET (ACCOUNTS 141 - 144) 

$1 

Report  
144. 

hereunder  a l l  a c c o u n t s  and n o t e s  r e c e i v a b l e  inc luded  i n  Accounts 1 4 1 ,  142 and  
Amounts inc luded  i n  Accounts 142 and 1 4 4  s h o u l d  be l i s t e d  i n d i v i d u a l l y .  

I I 
DESCRIPTION I 

I 
I 

I 
I 
I I 

I I 
I 3 ...... I 

. . . . . . I  I 

......I I 

......I I 
I I 

3 ...... ) 
. . . . . . I  
. . . . . . I  
......I 
. . . . . . I  

I 

TOTAL 1 

CCOUNTS & NOTES RECEIVABLE: 
Customer Accounts  Rece ivab le  ( A c c t .  141) ......................... 1s 12,004 I 
O t h e r  Accounts  R e c e i v a b l e  ( A c c t .  142) 

Notes R e c e i v a b l e  ( .Acc t .  144) 

lotal Accounts  and Notes Receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

k c u m u l a t e d  P r o v i s i o n  for U n c o l l e c t i b l e  Accounts  (Acct. 143): 

Balance  f i r s t  of yea r  .................... $ 

c u r r e n t  y e a r .  .................. .$ 
C o l l e c t i o n s  o f  accoun t s  p r e v i o u s l y  

w r i t t e n  o f f . . .  ................. 
U t i l i t y  accounts . . . . . . . . . . . . . . . . . .  

. O t h e r s . .  ........................... 

Add: P r o v i s i o n  for u n c o l l e c t i b l e s  f o r  

T o t a l  Addit ions. . . . . . . . . . . . . . . . . . . . . . . . .  
Deduct a c c o u n t s  w r l t t e n  off d u r i n g  y e a r :  

Other............................. 
- U t i l i t y  Acccknts  .................. 9 -- 

T o t a l  accounts w r i t t e n  off.............. 9 

i 12,004 

I 
I 

' I  
I 
I 

I 

i ,* 
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1 
1 

.. - TRAILS END PROJECT I 20,276 
........I 

MATERIALS AND SUPPLIES (151 - 153) 

I 
ACCOUNT NAME I TOTAL I 

I 

I I 
I I 
I '  I 

I 
I I 

I 
I \  I 

I I I I 

I 
I 
I 
1 .  

I 

I 

I P l an t  Materials and S u p p l i e s  (Account 151)  .................... 1s . I 

IMerchandise (Account 152)  ..................................... 1 

)Othe r  Materials and S u p p l i e s  (Account 153)  .................... I 
I NONE ITo ta l  Materials and S u p p l i e s  .................................. I $  

PREPAPMENTS (ACCT. 162) 

I I 

Miscellaneous D e f e r r e d  D e b i t s  (Acct .  1 8 6 ) :  

............ Defe r red  Rate Case Expense (Acct. 1 8 6 . 1 )  1- I 

I 

I. 

c 

Other  D e f e r r e d  D e b i t s  ( A c c t .  186.2)  ................. 1 

NONE T o t a l  Misce l l aneous  D e f e r r e d  D e b i t s  . . . . . . . . . . . . . . . . . . . . . . . . . . . I $  

" - 
- 

-18- 



UNAMORTIZED DEBT DISCOUNT AND EXPENSE AND PRmIUM ON DEBT (ACCTS. 181 S 251) 

Report the net discount and expense or premium separately for each security i s s u e .  

I I I AMOUNT 

I I 
I I 

I 

. . . . I  
I I I 
I I I 

I 
I 

I I 
I 

I 
I 

I 
I S  I 

t 

I I I 
I I I 
I I I 
I I 

I 
I 
I I I 

I WRITTEN OFF I YEAR END I 
I DURING YEAR I BALANCE I 

I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 

I 

I DESCRIPTION 

IUnamortized Debt Discount and Expense (Acct. 181) : I 
....I s I s 1  I I 

.... .... I 
I I I 

ITotal Unamortized Debt Discount and Expense ....... I$ I $  I 

IUnamortized Premium on Debt (Acct. 251): 
.... I S  .... .... .... 

I $  NONE \Total Unamortized Premium on Debt.. ............... I $ 

EXTRAORDINARY PROPWTP LOSSES (ACCT. 182) 

Report each item separately. 

I 
I 

I 
I 

I 
I 

I 
I 
I I 

I 
..I 

I 
- -5 I ..I 

. . I  
NONE I 

I 1 

TOTAL DESCRIPTION 

Extraordinary Property Losses (Acct. 182): 
* ISPI I 

- 
- -  

Total Extraordinary Property Losses ........................... I$ 

ACCLlMULAm DgpgRREo INCW TAXES (ACCT. 190) 

I 
TOTAL4 I 

I 
'.T I 

I 
I 

I 
I 

. .  I 
I 
I 
I 

DESCRIPTION 
I 
I 
I 
I 
I 

e 

IAccumulated Deferred-Income Taxes (Acct. 190) : 

I State (190.2).. I 
I Federal (190.1)............................................. 1-1 I 
I Local (190.3) ................................................ I . . . . .  1. I 

............................................. 
I 

I I I 
I 

NONE 
I 

I 
ITotal Accumulated Deferred Income Taxes ....................... I $  

- .  
- 
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, ADVANCES FOR CONSTRUCTION (ACCT. 252)  

TOTAL 
I 

DESCRIPTION I 
I 
I 

Balance f i r s t  of year ................................. I 
I 

Add c r e d i t s  during year ............................. I 
I 

Deduct charges during year .......................... ( 
I 

Balance end of year ................................... I 0 I 
I I 

0 

CAPITAL STOCX (ACCTS. 201 - 204)  

I COMMON I PREFERReD 1 
I ( a  1 1 STOCK I STOCK I 
I 
I I ( b )  

lPar or s t a t e d  value per share ..................... I 

[Shares authorized ................................. 1 

Ishares i ssued and outstanding . . . . . . . . . . . . . . . . . . . . . I  

-100 

2,000 

2,000 

~~~~~~~ 

0 

I - 1  

I I 

I I 

I I 
1Total par value of stock i s s u e d . .  ................ .I 
I I 

I I 

&--- 

[Dividends declared per share for  year ............. I 

L 

-2.0- 

( C )  I 
I 

N / A  I 
. 



LONG TERM DEBT (ACCT. 2 2 4 )  

I INTEREST I PRINCIPAL 
I PER BALANCE 

AMOUNT I SHEET DATE 
DESCRIPTION OF OBLIGATION (INCLUDING NOMINAL I 

DATE OF ISSUE AND DATE OF MATURITY) I RATE 
( d )  [c) 

$ 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

- ~~ 

N / A  I 

I 

i 

I 
I 

~~ ~ 

I 
I 
I 
I 
I 
I 
I 
I 
I -  

1 
I 

I .. 

I I 
I I 
I I 
I I 1 

I 
i 

I I I 

- -  = I 
I 

I 
I 
I I 
I I 

- 

ITotal.. . . .. .. .. .. .. .. .. .. .. .. ..................... I S 

e- 

.- 

-2 1- 



I' 
I 
1 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
1 
1 
1 
D 
I 
I 

T o t a l  Appropriat ions of Retained Earn ings . . . . . . . .  I S  I 

I 

I 

I 

I 
I 

Dividends Declared: 
P r e f e r r e d  Stock Dividends Declared.. . . . . . . . . . . I$ 

Common Stock Dividends Declared ............... 1 

T o t a l  Dividends Declared.. ...................... .IS 

Balance e n & g f  year . .  ............................... I $ 
. I  

- 
Appropriated Retained Earnings ( s t a t e  ba lance  and I 

439 

STATEMENT OF RE'l'AINH) E A R N I N G S  

1. Dividends s h o u l d  be shown f o r  each c l a s s  and s e r i e s  of c a p i t a l  stock. 

2. Show s e p a r a t e l y  t h e  s t a t e  and f e d e r a l  income t a x  e f f e c t  O E  items shown i n  

CCT. I 
NO. I 

215 lunappropriated Retained Earnings: 

Show 
I I 
I 
I 

amounts of d iv idends  per  share .  

Account N o .  4 3 9 .  
I 
I 

( C )  I 
I 

AMOUNTS 
I 
I 
I 

(b 1 

(417,744) I 
I 

- 1  I 
Balance beginning of  year . . . . . . . . . . . . . . . . . . . . . . . . . . . I  I 3 

i I Changes t o  account :  
Adjustments t o  Retained Earnings ( r e q u i r e s  
Commission approval  p r i o r  to  use) :  I 

I 

I 
I 
I 

C r e d i t s  1-1 I 

T o t a l  C r e d i t s  ................................. I s 1  I 
Debi t s  1-1 I 

I 
1 T o t a l  D e b i t s  ..................................I$ I I 

435 

4 3 6  

437 

I I 
I I 
I '  I 
I I 
I I 
214 

69,786 I 
(129,717) I TRANSFERRED FROM SEWER I 

Balance Transfer red  from Income ....................... 
I 

I I 

(477,675) I 
I 

L -- - I 
I 

I 

I 
I 
I 
I 

I I 
I 
I 
I 

I 

T o t a l  Appropriated Retained Earnings .............. I$ 

ITota l  Retained Earnings. .  ............................. I S  

- ? 

Notes t o  Statement of Retained Earnings: 

I 
I 
1 

I 
I 
I 

-. 

-2 3- 



NOTES PAYABLE (ACCOUNTS 232 C 234) 

I NOMINAL I I INTEREST I 
I DATE I DATE I I PRINCIPAL 

I AMOUNT I AMOUNT PER 

I 
I 

I 
I 

I I OF I OF 1 
I ISSUE IMATURITY I R A T E  I O F  P A Y M E N T I  BALANCE SHEET 

( a )  I ( b )  I ( c )  I ( d )  I (e) I (f) 

6,781 I PNC BANK (FOR SEWER DIq12-12-9Ei12-15-9q 7 - 5 I$  114983504 I$  
I FIRST CAPITAL BANK I 9-10-9q 1-10-04 8.251 164,003 

IAccount 232 - Notes Payable: I I I I I 

I I I I- I T I  
I I I I- I I 

I I 
I I 

I 
I 

I I 
I I 

(Total Account 232 ........... 1 
I I 

1s I $  170,784 
I I 

I I I 

[Account 234  - Notes Payable I I I I 
I I To Associated Companies: I I I I 

I I I I  I s  I S  
I  I t I- I I 
I I I 1- I I 
I  I I 1- I I 

i-' I 

NONE 
I I ........... I- I s  Is 

I I 
Total Account 2 3 4  / I 

I I I I- I I 

ACCOUM!S PAYABLE TO ASSOCIATED COMPANIES (ACCOUNT 233)  

I 
SHOW PAYABLE TO EACH ASSOCIATED COMPANY SEPARATELY I AMOUNT I 

I 

I  I 
I 
I PAYABLE TO STONE-NANCE I $  3,016 

I 

I 
I 
I 
I 

Total . .  .................................................... .IS 3,016 
I 
I 

- 2  4- 



I 
I 

I 
I 

I 
I 

TAXES ACCRUED (ACCOUNT 236)  
ACCT. I I I 

NO. 

(a) 

408.10 
408 .ll 
408.12 
408.13 
408.20 
409.10 
409.11 
409.12 
409.20 
409.30 
410.10 

410.12 
410.20 

411.10 
411.20 

412.10 
4 1 2 . 1 1  
412.20 I 

4 1 0 . 1 1  

4 1 2 . 2 1  

408 . i o  

408.13 
408.20 

408.11 
408.12 

409.10 
409 .ll 
409.12 
409.20 

1409.30 
(410.10 
1410.11 
1410.12 
1410.20 

1411.10 
1411.20 

(412.10 
I412 .ll 
1412.20 
1412.21 

I 

I 

I 

DESCR I PTI ON I TOTAL I 
( C )  I 
0 I 

I I 
r c c r u a l s  Charged:  I I 

U t i l i t y  r e g u l a t o r y  assessment f e e s  .................. I I 
P r o p e r t y  t a x e s  ...................................... 1 1 7 , 5 8 2  I 
P a y r o l l  taxes ....................................... 1 1 5 , 9 3 0  I 
Other  t a x e s  and l i c e n s e s  ............................ I 1 , 1 0 7  1 
Taxes o t h e r  t h a n  income, o t h e r  income and deduc t ions1  I 
F e d e r a l  income t a x e s  ................................ I I 
S t a t e  income t a x e s  .................................. I I 
Local income taxes .................................. ( I 
Income t a x e s ,  o t h e r  i n c .  t a x e s ?  o t h e r  i n c .  6 deduc t . )  I 

e x t r a o r d i n a r y  items ................... I I 
De fe r r ed  f e d e r a l  income t a x e s  ....................... I I 
Defe r red  s t a t e  income t a x e s . .  ...................... . I  I 
De fe r r ed  local income t a x e s . .  ....................... I I 
P r o v i s i o n s  f o r  d e f e r r e d  income t a x e s ,  I I 

I 
De fe r r ed  income taxes - c r e d i t  ...................... I I 
P r o v i s i o n s  f o r  d e f e r r e d  income t a x e s  - c r e d i t ,  I I 

o t h e r  income and d e d u c t i o n s  ....................... 1 I 
ITC d e f e r r e d  to f u t u r e  p e r i o d s  ...................... I I 
ITC r e s t o r e d  to  o p e r a t i n g  income .................... I I 
1°C - N e t  n o n u t i l i t y  o p e r a t i o n s  ...................... I I 
1% -Res tored  t o  n o n o p e r a t i n g  i n c . ,  u t i l . ' o p e r a t i o n s l  I 

rota1 t a x e s  a c c r u e d  ................................... I S  3 4 , 6 1 9  I 
I I 

Caxes p a i d  d u r i n g  y e a r :  I I 

(b) I 
) a l a n c e  f i r s t  of yea r  ................................. I S  

Income t a x e s ?  

o t h e r  income and d e d u c t i o n s  ....................... I 

U t i l i t y  r e g u l a t o r y  assessment f e e s  .................. I 
P r o p e r t y  taxes ....................................... I 1 7 , 5 8 2  
P a y r o l l  taxes ....................................... 1 1 5 , 9 3 0  
Othe r  t a x e s  and l icenses ............................ I 1 , 1 0 7  
Taxes o t h e r  t h a n  income, o t h e r  income and deduc t ions1  
F e d e r a l  i&ome taxes ................................ 1 
S t a t e  income taxes. ................................. I 
Local income t a x e s  .................................. I 
Income taxes, o t h e r  inc.  taxes, o t h e r  i nc .  6 deduct .1  
Income taxes, e x t r a o r d i n a r y  items.. ................. I 
Defe r red  f e d e r a l  income taxes.. ..................... I 

-- 

D e f e r r e d  s t a t e  income taxes. ........................ I I 
De fe r r ed  local income taxes ......................... I I 
P r o v i s i o n s  f o r  d e f e r r e d  income . t a x e s ,  I I 

o t h e r  income and d e d u c t i o n s  ....................... I I 
De fe r r ed  income taxes - c r e d i t .  .................... . I  i * I 
P r o v i s i o n s  f o r  d e f e r r e d  income taxes - c r e d i t ,  I '  I 

o t h e r  income and d e d u c t  ions . .  ..................... I I 
1% d e f e r r e d  t o  f u t u r e  p e r i o d s  ...................... I I 
ITC r e s t o r e d  t o  o p e r a t i n g  income .................... 1 I 
1°C - N e t  n o n u t i l i t y  o p e r a t i o n s  . . . . . . . . . . . . . . . . & . . . . . I  ' I  
ITC -Res to red  t o  n o n o p e r a t i n g  i n c . ,  u t i l .  o p e r a t i o n s 1  I 

rota1 taxes p a i d .  ..................................... I $  3 4 , 6 1 9  I 
Balance end o f  yea r  ................................... ( S  0 I 

1 -  

- 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
B 

I 
I 

I 

I DESCRIPTION OF DEBT 
I ( a )  

IAccount N o .  2 3 7 . 1  - 
I A c c r u e d  Interest  on 
I L o n g - T e r m  D e b t :  
I 

ACCRUED INTEREST (ACCOUNT 237)  

I INTEREST I INTEREST 
BALANCE I ACCRUED I PAID 

BEGINNING I DURING I DURING 
OF YEAR I YEAR I YEAR 

( b )  I ( C )  I ( d )  
I I 
I I 
I I 

I I 
S I S I S  

I FIRST CAPITALWNq 0 I 14,305 I 14 , 305 
1 , 085 I 

1,085 I I 1 
I PNC BANK I 
I I I I 

I 
0 I 

I I I I 
I I I I 
I I I I 

I 
I 

I 
I 

I I 
I I I 
I T o t a l  A c c t .  N o .  237 .119  0 1s 15,390 i s  15 I 390 
I I I I 
[ A c c o u n t  No. 2 3 7 . 2  - I I I 
I Accrued I n t e r e s t  on I I I 
I Other L i a b i l i t i e s :  I$ I S  I S  

I I I I 

I I I I 
3,021 3,157 I 'FUSTOMER DEPOSITS I 2,996 I 

I I .  I 

-- I 
I 
[ T o t a l  A c c t .  No. 2 3 7 . 2  
I 

. I  
I 
I 

I 
BALANCE I 

END OF I 
YEAR I 

( e )  I 
I 
I 
I 

I 
0 I 

I 

P 0 

3 , 132 

I 

I 
I 
I 

I 
9 3,132 3,021 I $  

I I I 
18,411 I $  3,132 I 

I 
18,547 I $  

I I 
I T o t a l  A c c t .  No. 237 1s 2,996 I $  
I I I I I I 

h 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
D 

MISCELLANEOUS CURRENT AND ACCRUED LIABILITIES (ACCOUNT 2 4 2 )  

I BALANCE I 
DESCRIPTION I END OF YEAR I 

( a )  I (b) I 
I I 

BELKNAP BEACH ACCRUED LIABILITY i s  9,472 I 
I I 

I I 

I I 
I I 
I I 
I I 
I I 
I 

~ ~~~~~~ - 

I 
I 

I I 
I I 
I I 
I I 
I I 
I I 

I 
I 

I 
I 

9,472 
I I 
ITotal Miscellaneous Current and Accrued Liabilities.............($ 
I I 

- 2  7- 



I 

I '  

0 0 

I 
I 
I 
I 
I 
I 
I 
I 

REGULATORY COMMISSION EXPENSE - AMORTIZATION 
OF RATE CASE EXPENSE (ACCOUNTS 665 6 6 6 7 )  

I EXPENSE I AMOUNT I CHARGED OFF DURING I 
I INCURRED I TRANSFERRED I YEAR I 
I DURING I TO ACCOUNT I I 

( b )  I ( C l  I L I  ( e  1 I 
I I I I 

I 
I 
I 
 DESCRIPTION OF CASE (DOCKET NO. I YEAR 
I 
I 

I NO. 1 8 6 . 1  IACCT. I AMOUNT I 
( a )  I 

I 
I . s ~ I s I - I s I  

I I- I I 
I I- I I 

I I 

I 
I 

I I- I 
I 

I I- I I 
I I 

I I 
I I 

I I- 
I 

I 
I I- I 

I 
I 

I I- I I 
I 

I 
I I I- I I 

I 

I I- I I 
I 

I 
I I 
I I 

I T o t a l  I $  IS I- I $  NONE I 
I 

I 
I 

I 
I 

I I 
I I I I- I I 

i 

I- ............................ 

I . .  

CONTRIBUTIONS I N  A I D  OF CONSTRUCTION ( A C C O m  271)  

I I I 
DESCRIPTION I TOTAL I 

I I 
I I 

I I 

I 
I 
I 

I 
I A d d  c r e d i t s  during:year ....................................... 1~ 
I I I 

I I I 

I I I 
I Less A c c u m u l a t e d  A m o r t i z a t i o n . . . . . . . . .  ........................ I s 1  
I I I 

\ B a l a n c e  f i r s t  of year ........................................... 1s 1,030,595 I 

1,150 I 

1 I D e d u c t  charges during year ........... :. ....................... I $  I 

I B a l a n c e  end of year ............................................. I$  1,031,745 I 

-. 

1 

l N e t  C o n t r i b u t i o n s  i n  A i d  of C o n s t r u c t i o n . .  ...................... I S  1,031,745 I 
I - 

5. = 
I 

--. 
I 



i 
I 
1 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
1 
I 

RECONCILIATION OF REPORTED NET INCOME WITE TAXABLE INCOME FOR FEDERAL INCOME T A X E S  
( U T I L I T Y  OPERATIONS) 

11. T h e  r e c o n c i l i a t i o n  s h o u l d  i n c l u d e  t h e  same d e t a i l  as f u r n i s h e d  on Schedu le  M-1 I 
I of t h e  F e d e r a l  t a x  r e t u r n  f o r  t h e  y e a r .  The r e c o n c i l i a t i o n  s h a l l  be s u b m i t t e d  I I 
I evens though t h e r e  is  no  t a x a b l e  income f o r  t h e  y e a r .  
I c l e a r l y  i n d i c a t e  t h e  n a t u r e  of e a c h  r e c o n c i l i n g  amount and show t h e  c o m p u t a t i o n  I I 
I of a l l  t a x  a c c r u a l s .  
12. I f  the  u t i l i t y  is a member o f  a g r o u p  which  f i l e s  a c o n s o l i d a t e d  F e d e r a l  t a x  I 
I r e t u r n ,  r e c o n c i l e  r e p o r t e d  n e t  income w i t h  t a x a b l e  n e t  income as i f  a s e p a r a t e  I 
I r e t u r n  were to b e  f i l e d ,  i n d i c a t i n g  in te rcompany amounts t o  be e l i m i n a t e d  i n  I 
I such  c o n s o l i d a t e d  r e t u r n .  

I I I a r o u p  member, and basis of a l l o c a t i o n ,  a s s i g n m e n t ,  or s h a r i n g  of t h e  . I 

D e s c r i p t i o n s  s h o u l d  

S t a t e  names o f  g roup  members, t a x  a s s i g n e d  t o  each - -  i c o n s o l i d a t e d  t a x  among t h e  g roup  members. 

DESCRIPTION I REF. 1 
I 
I 
l N e t  t income f o r  t h e  y e a r  .....................................I I 
I 
I R e c o n c i l i n g  items f o r  t h e  y e a r :  
I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

. I  
I 
I 

I Taxab le  income not  reported on books- 
LOSS FROM SEWER DIVIS'ION I 

I 
I 

I 
I 
I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 

* I 

Deduct ions  recorded on books n o t  d e d u c t e d  f o r  r e t u r n :  I 

Income r e c o r d e d  on books n o t  i n c l u d e d  i n  r e t u r n :  

- 

Deduct ion  on r e t u r n  n o t  cha rged  a g a i n s t  book income: I 

I F e d e r a l  t a x  n e t  income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
I I 
1 
]Computa t ion  o f  t a x :  I 

I 
AMOUNT I 
6 9 , 7 8 6  I 

I 

I (129,717) I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I I 
I I 
I I 
I I 

I 
I 

I 

I 
I 

I 
I 
I 

I I 
I s  I (59,931) 1 I 

-2 

I 

I I I 1- f -  
I 

... 

-2 9- 
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I 
I 
I 
D 
I 
I 
I 
I 
I 
I 
I 
I 
I 
D 
I 
D 
1. 
I 
I 

0 

WATER OPERATING REVENUE 

I I 
I ACCT . I 

I 

I 

I 

NO. I 
0 1  (b) 

(Operating Revenues: 

460 IUnmetered Water Revenue.................. 

461 !Metered Water Revenue: 
461.11 Sales to Residential Customers......... 
461.21 Sales to Commercial Customers.......... 
461.31 Sales to Industrial Customers.......... 
461.41 Sales to Public Authorities ............ 
461.61 Sales through Bulk Loading Stations.... 

I I Total Metered Sales............... ..... 
(462 !Fire Protection Revenue: 
(462.11 Public Fire Protection ................. 
462.21 Private Fire Protection. ............... 

461.51 Sales to Multiple Family Dwellings ..... 
I 

I I 

I 

4 64 
465 
466 
467 

470 
431 
472 
473 
474 
475 

Total Fire Protection Revenue....... ... 

BEGINNINGlYEsR END I I 
YEAR NO./ NUMBER I I 
CUSTOMERS ICUSTOMERS I AMOUNTS I 

(c) I ( d l  I (e) I 
I I I 

I I s 1  
I I. I 
I I I 

1605 I 1 6 5 0  1s 473,511 I 
27 I 25 I 31,487 I 

3,516 I 
I 

790 I 3 1  3 1  
2 1  2 1  

I I 

1605 I 1 6 5 0  1s 473,511 I 
27 I 25 I 31,487 I 

790 I 
2 K l c ;  I 3 1  

7 1  
3 1  
7 1  - 

I I I 
I I 1 

I I I 
I I I 

1 
I 

Other Sales to Public Authorities ........ 1 I 
Sales to Irrigation ~ustomers ............. ( I 
Sales for Resale ......................... I 1 1  
Interdepartmental Sales.................. I I 

I 

1 

' 1639 I 1682 Total Sales of Water ................... 1 

I 

I 
I Forfeited Disdounts .......................................... 
(Other Water Revenues: 

I Ri sce 11 aneous s e m i  ce Revenues. .............................. 
IRents from Water Property .................................... 
IInterdepartmentsl Rents...................................... 

(SURCHARGE 1 (Other Water Revenues.. ...................................... 
(Provision for Rate Refunds....... ............................ 
I Total Other Water Revenues........ ............. i . . . . . . . . . : . .  

(Total Water Operating Revenues............................... 
I - 

I 

I 

I 
5 242 I 

I 

5 

5,392 

514,938 

9 11,569 
4,740 

34,131 

S 50,440 

S 565.378 I 
-2 I 
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i 
I 
1 
I 
.I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
1. 
1 
I 

N/A I utilities below: 
I 
I 

I 

I (a) 

(January ............. I 
IFebruary ............ 
IMarch ............... 
!April ............... 
\May ................. 
IJune ................ 
I July.. ....... .'. ..... 
(September ........... 
!October ............. 
(November ............ 
IDecember ............ 
I 

IAugust .............. 

[Total for year...... 

PUMPING AM) PURCHASED WATER STATISTICS 

WATER I WATER PUMPED I TOTAL WATER I WATER SOLD I 
TO I PURCHASED . I FROM WELLS I PUMPED AND I 

FOR RESALE I I PURCHASED I CUSTOMERS 
(Omit 0 0 0 ~ ~ )  I (Omit 000's) I (Omit 000's) I (Omit 000's) 

( C )  I (d) I (e) 
I 

(b) I 

44,184 i 158,356 i 202,540 i 164,397 
I I I 

862 I 

I 

I 

I 

[Maximum gallons pumped by all methods in any one day (Omit 000's): 

I Date 8 /23 / 98 

IMinimum gallons pumped by all methods in any one day (Omit 000"s): 

I Date 2 /24 / 98 

266 
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I 
I 
I 
I 
1 
i 
I 
I 
1 
I 
1 
I 
1 
I 
I 
I 
1 
I 
I 

1 WATER PRODUCED AND PURCWED: 
2 Water Produced 

3 Water Purchased 

4 TOTAL PRODUCED AND PURCHASED 

5 DISTRIBUTION OF WATER PRODUCED AND PURCHASED: 
6 Watgr Sold: 
7 TOTAL SALES OF WATER 
8 OTHER WATER USED: 
9 Free Customers (estimate portion not metered) 

1 ,  u. 

158,356,000 

44,184,000 

202,540,000 

I 164,397 , 000 I 

197,430 

SALES FOR KESALE ( 4 6 6 )  

11 Line Loss and Other Unaccounted for Water (estimate) 

12 TOTAL OTHER WATER USED 

13 TOTAL (must agree with line 4 above) 

LINE 11 COMPANY 

1 FRED COFFMAN 

27,995,500 

4,000,000 

202,540,000 ! 

~~ 

5 

6 

7 TOTAL 

AVC. RATE 
GALLONS 

4,245,500 

I 

i 

10 Water Used by Company (estimate portion not metered) I 5,950,000 I I 
I 

PERCENTATE OF LINE LOSS (line 11 divided by line 4) 14 x 

- 34- 



WATER STATISTICS 

Residential ( 4 6 0 )  

Commercial (460) 

Industrial (460) 

_ -  

- 
- TOTAL (460) 

Residential (46 1) 

Commercial (461) 

Industrial (461) 

TOTAL (461) 

Private Fire-Protection Service (462) 

P u b l i c  Fire-Protection Service (463) 

Other Sales t o  Public Authorities (464) 

Sales to Irrigation Customers (465) 

Sales f o r  Resale (466) 
8 

TOTAL GALLONS OF WATER SOLD 

CUSTOMER TYPE NUMBER OF GALLONS SOLD 

I 

- 

142,682,100 

15,511,300 

200,900 

164,397,000 

66,500 1 
4 
I 

1,690,700 

4,245,500 

164,397,000 

-35- . 



I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Give 

1. 
2 .  
3 .  

4 .  
5 .  

6. 
7 .  

8 .  

9 .  

10 

11. 

12. 
13. 
14. 

PLANT STATISTICS 

the following information: 

Number of fire hydrants, by size 
Number of private fire hydrants, by size 
Whether water supply is river, impounded streams, well, 
springs, artificial lake or collector type well 
Whether supply is by gravity, pumping, or a combination 
Type, capacity, and elevation of reservoirs at oyerflow 
and ground level 
Miles of main by size and kind 
Types of filters: gravity or pressure, number of units, 
and total rated capacity in gallons per minute 
Type of chlorinators, number of units and capacity in 
pounds per 2 4  hours 
Station equipment. List each pump separately, giving 
type and capacity and H.P. of driving unit and 
character of driving unit (steam, electric, or 
internal combustion). State whether pump is high or low 
duty. 
Quantity of fuel used: coal in pounds, gas in cu. ft., 
oil in gallons, and electric in KWH. 
Give a description and total cost of any sizable 
additions or retirements to plant in service outside the 
normal system growth for the period covered by this 
report 
Capacity of clear well 
Peak month, in gallons of water sold 
Peak day, in gallons of water sold 

138 Municipal Fire Hydrants 44" x 2iS1 x 24" 
8 Private Fire Hydrants 42" x 2 3 "  x 2 3 "  
Wells 

Tower - 50,000 qallons - 117' hish 
Elevated Storaqe Tank - 200,000 gallons - 122' high 
150,000 qallon Fresh Water Lake for standby 
4" Steel Transmission Mains 3000' 
4 "  PVC Transmission Mains 4300' 
6" PVC Transmission Mains 41 , 650 
8" PVC Transmission Mains 32,950 I 

None 

1 - Elec. pump 250 G.P.M. 40 H.P. 400 TDH Heavy Duty 
1 - Elec pump 100 G.P.M. 20 H.P. 'I 

1 - Elec. pump 860 G.P.M. 30 H.P. 160 TDH Heavy Duty 
2 - Elec. pump 400 G.P.M. 75 H.P. 525 I' 

550,661 KWH 
8" PVC Distribution Mains - 15,000' 
N/A 

* Combination 

Ground Storaqe Tank - 700,000 gallons - 42' h 19h 

2", 3" , 4", 6" PVC and Cast Iron Distribution Mains 145 r 350 I 

Fisher Porter (2) One at 50 lbs capacity, one at 200 lb S 
I1 I' I1 

II II 

- , - -  

20,746,400 
669 , 226 

-36- 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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Uarch 21, 1980 
Louisville, Kentucky 

Mr. Wi l ton  F. Stone, President 
Goshen UtllItlbS 
&$hen, Kentucky 40026 

Dear t4r. Stone: 

In accordance wi th  your request, I have made a detailed a u d l t  
of the Uater and Sewer Utility P l a n t  and property records. 
study covered the period,from the inception o f  Goshen Utllities i n  
1971 through December, 1979. 

The 

To develop the o r i g i n a l  cost  04 the p l a n t  as o f  December 31, 
1979. entrles on the p l a n t  accounts were traced t o  the or iginal  
source documents, construction contracts, etc., before adjustments 
were made. Where necessary, engineers' estimates were used t o  
apportion costs to the propar plant accounts. 

f would l i k e  t o  take thfs opportunity to express my apprecia- 
tion t o  each o f  YOU for your cooperatjon durlng the course o f  the 
study. I n  partlcular. I would l i k e  t o  thank your accountdnt, Bob 
Lancaster, C.P.A., for hls work on the o r l g i n a l  cost  study and rate 
case. 

Hemlth, I am sutunlttlng nfne (9 )  copies o f  the original c o s t  
Study of the Goshen U t i l i , t i e s  Water and Sewer Plant and property 
accounts, 

Encl osurcs (0  1 

F. 2 

PrnE 02 



ri- 
‘ I  
I 
1 
E 
1 
1 
B 
I 
E 
I 
i 
I 
1 
I 

E x h i b i t  3 
sub A - dater 
Page 2 of 3 

MSHEN UTILITIES WATER DEPARTIIENT 

AS OF DECEM8ER 31, 1979 

Contrlbution In Aid of Cons t r u c t i a n  

Lurding Co. - Settlers Polnt  
Jack Klmbal’l 

lakeview-Sec. 2 
Hamny Landing County Club 
Amin willig 
Showtime Stables 
H i  11 cres t Farm 
%yo c o u r t  
klama Farm 
Anne Fields 
Eall Pferrcr _... ~ . 

Cardinal Harbour 
Carl Cox - Spfndletop Estates 
Sundry Customer for Servfces and fieter 

Installations, Etc. 

Construct t on 
.. . . 

$ 55,000.00 
3,430.00 

65,082.00 
12,651.90 
21,547,OO 
18 ;288.00 
18,905 -00 
36.450 00 
4 ;023.00 
14,415 .OO 
17,417.00 
6,375 .OO 
6 ,239.20 
30,597 .OO 
3,075.00 
1,768.00 
33,049.10 
21,000.00 

144,153.08 

- .-._ ... n. - *.-.-. 1 

P.  3 
WE a9 

$513,479.28 
... 
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582228 Bb, 
F A X  NO. 5022455264 

GBSHEN UTILITIES @ PAC5 

GOSHEN UTILITIES SEWER DEPARTMENT 

AS OF DECEMBER 31, 1379, 

Contrlbution in Aid o f  Construction 

lording Co. - Settlers Point 
Jim O'Hern 
ashen Developers - Lakeview-Sec. 1 

T r a i l s  End 
Goshen H l l l S  
Lakevlew-Sec. 2 

Carl Cox - Spfndletop Estates 
6eneral Realty 
Huckleberry Hills CO. 
kneral Realty - H a m n y  lake 

Less Payment for Road Constructlan 

Sewer Tap Fees: 
1974 
1975 
1976 
1977 
1978 
1974 

Exhibit 3 
Sub B - Sewer 
Page 3 o f  5 

$223,100.00 
6 1,500.00 

Total Contrlbution I n  Aid  of Constructlon 

$129,000.00 
2,894 .OO 
65,000.00 
24,168.64 
10,140.00 
81 ,812.00 
83,455 -01 

3,744.00 
18,640.00 

16I,600.O0 5 6 7 1  -713.65 

$ 1,000'00 

22,000 ,oo 
5,000 .OO 

63,500.00 
47,000.00 
109,900.00 4248,400.00 

8920,113.65 

P. 4 
12 
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03- 16-1999 07:L8: 05 ' 1  

C FAS ASSET 

00084 

I :o"::: 
00090 
00263 f 00150 
00078 

ACCOUMT # - 

C l a s s  - 12 
I 
1 0 00073 

0 00071 

1 00007 

I ACCOUNT # - 

1 00024 M E T E R S  

1 00002 lAN0 I 

ACCWNT # - 
1 00271 WELL WHP 

I 

F A X  IKl 5022455264 e 

I 1 ;;;: DESCRIPTION 

I 

00214 

1 00003 WELLS 1 1 00026 WELLS 
1 00018 UELLS 
1 00633 UELLS 
1 00219 MOTOR FOR UELL I 1 OOOLO WELLS 

GOSHEH UTIL!TiES 
F I X E D  A S S E T  S Y S T E M  

DeprecistIon Swmrary - INTERNAL 
By Class / ACCOUNT # 

For Fixed A s s e t s  00001 Through 00509 W l 2  

DATE D EST LAST ACOUJSITION ----D-E-P-R-E-C-I-A-l-I-O-N---- 
LOCATN Co Asset # ACCOUNT If ACQRD k LIFE DEPRC VALUE 

12 

12/12 s 10 00 oo/oo 
12/96 S 01 00 12/96 
01/80 S 05 00 OO/OO 
12/96 S 01 00 12/96 
12/96 S 05 00 12/98 
01/01 s 10 00 oo/oo 
12/96 S 01 00 12/96 
01/88 S 01 00 OO/OO 
12/22 S 10 DO OO/OO 
01/96 S 01 00 12/96 
01/80 s io 00 oo/oo 
0 1;G: s -07 'do'ab/oo- -- 

c_ . 

. I .  

01/81 s 10 00 oo/oo 
01/01 s 10 00 oo/oo 

2 

I .  ' I !  r : ,  

01/72 S 40 00 12/98 
01/71 S 40 00 12/98 
Oi/S8 S 40 00 12/97 

3 

2 

000 

303 

304 
306 

307 
307 
307 
307 
307 
307 
307 

F. 5 

oiin s 40 00 12/98 

01/58 N 00 00 OO/OO 

io189 s i o  00 i m a  
01/79 S 40 00 12/98 

04/93 s io  00 i m a  
o v s a  s 30 DO 72/95 
01/73 S SO 00 12/98 
01/71 S 30 00 12/98 
01/75 S 30 00 12/98 
08/90 S 10 00 12/98 
01/76 S 30 00 12/98 

$0.00 
$0.00 
fO.OO 
90.00 

$0.00 
so. 00 
$0.00 
so.00 
$0.00 
10.00 
$0.00 
00.00 

-- .Id.. ----. .._ 
$0.00 

$0.00 

$0 * 00 
so.00 

so. 00 

00.00 

$0.00 
so. 00 
rO.OO 

$0.00 

10.00 

SlO9.030 .OO 

$1,019.02 
$16,371.00 

$1 7,390.02 

$4,120.00 
823,830.00 

f 196.00 
91,339.00 

53,053.29 
S3,749.00 

. .  

310,112.00 

CURRENT YTO 
SO.00 
$0.00 
tO.OO 

$0.00 
$0.00 
so. 00 
$0.00 
so.00 

$0.00 
$0.00 

$0.00 

$0.00 

'60.00 
$0.00 

So. 00 

20.00 

$0.00 

$0.00 

$0.00 

so. 00 

t o .  00 

5101.90 
SL09.26 

l t 511 .18  

sf. 1 2.00 
SO. 00 
$6.53 
$66.63 

$337.07 
9305.33 
$124.97 

$0.00 

ro.oa 

so.00 

TOTAL 
$0.00 
$0.00 
$0.00 
$0. 00 
so. 00 
$0.00 
$0.00 
LO. 00 
$0. 00 
sO.OO 
50.00 
$0.00 

$0.00 

90.00 

r0.00 
00. 00 

so. 00 

LO. 00 

r0.00 
so. 00 
so. 00 

$o.on 

SO .a0 

$0.00 

$934.10 
88,185.60 

$9,119.70 

52,334 -67 
$23,830.00 

5169.85 
S1,2u.9C 
$8,090,56 
t 2 , S U  -42  
~2 .~174 .6  1 

Page 1 



F A X  NO, 5022455264 e P. 5 
0 OCT- 1-33 F R I  5 :24  Ph! 

COSHEN UTlLlTlES 
F I X E D  A S S E T  S Y S T E M  

By Class / ACCOUNT # 
For f i x e d  Asset!, 00001 Through 00509 FYa12 

D e p r e c t e t l m  Sumnary - INTERNAL 
Page 2 

C FAS ASSET DATE D EST LAST 
L UUNBR DESCRlPTlON LOCATN Co Asset # ACCWNT # ACPRO H LIFE DEPRC 
1 00067 WELLS 
1 00060 UELLS 

VALUE 
68,000.00 

$23,710 -00 
S260.00 

S1,095.70 

f79,464.99 

$1,372.07 
$1,423.00 
S30,305.00 
$5 , 600.79 
$7,897.80 
$3,82S.00 
s1,680.00 
$5,443.23 
0L ,964.11 

. 03,957.20 
$1,299.31 

. . . .-- --., - 

s65 , 747.59 

$2,840.00 
fS, lLL. l l  

$7.984.11 

t5,000.00 
8106,32L.00 
$15; m.00 

~ 4 , 0 0 0 . 0 0  
$1 ,126.30 
s6,068. 00 

$27.704.00 
93.570.54 

0223,960.00 
$1,231 .OO 

f83.621.00 
S797.19 

$479,475 -03 

$lL2,933.00 
s15,325.~a 

0602 .as 
S4O,G42.00 

51,421.00 

CURRENT Y l O  

$266.67 
$790.33 

SO. 00 
$109.57 

/12,397.10 

SO. 00 
20.00 

L1,OlO. 17 
10.00 

5670.11 
55C6.U 
s200.00 
$777.60 
SbL?. LL 

s39s .n 
$77.34 

/i , 1 24. a2 

S 189.33 
PI71 .L7 

1S360.80  

f500.00 

$0.00 
$100 .oo 
$0.00 

0151.70 
$1592.60 

$5 , 599.00 
930.78 

$2,090.53 
SO. 00 

/l 1 ,911 - 97 

t2,658.66 
$l1532.5S 

50.00 
5805.84 
J203.00 

~2,658.10 

989.26 

TOTAL 
05,au.n 

$1 5,806.63 
$260.00 
$913.08 

S63,94 0. SO 

$1,372.07 
$1,123 .OO 

S20,203.40 
63,600.79 

S670.11 
$720.57 
0200.00 

BC, 117.20 

9725.50 
$77.34 

f33,595. L2 

$2,104.42 

$6,. 7. Id 

$171 .C7 

$2,275 .a? 

SI, 125 .OO 
653,162.00 
01 5,775.00 
$1,800.00 
S 1 ~ 2 6 . 3 0  
$3,337.40 

$ 15,237.20 
S141.33 

923,795.75 
s s a ~ . ~ 2  

s41,e10.60 
$797.19 

$lS8,990.59 

857,173.20 
S1,915.69 

$602.85 
S l  7,794.48 

w o s a  

01/77 S 30 00 12/98 
01/79 S 30 00 12/98 

08/90 S 10 00 12/98 
08/89 s 07 ao 12/96 

307 
307 
307 
307 

1 00152 HEW OVERLOAD 6 
1 00220 STANO-BY-MOTOR I 

ACCOUNT # - 11 

1 00130 REEUlLf 2.6" C 

1 00217 PUMPREPAIR/PUH I 31 1 
31 1 
31 1 
31 1 
3 1 1 '--- 
31 1 
311 
311 
511 
311 
311 

ovea s 07 00 12/95 
06/90 S 07 00 12/97 
01/79 S 30 Ob 12/98 
04/88 S 07 00 12/95 -.--.------ 
08/98 s 07 00 12/98 
09/97 s 07 00 12/98 
02/98 s 07 00 12/98 
08/93 s 07 00 12/98 

08/98 s a7 00 12/98 

02/98 S 07'00 12/98 
03/97 S 10 00 12/90 

1 00059 PUMP STATION E 
1 C0131 REBULIT 2 ALL1 1 1 OOL69 PUMP 
1 00449 HOTOR REPAIR 
1 00463 EOUIP/Z HIGH S 1 1 00315 2 HOR51220NTAL 
1 00464 R O T A T I N G  ELEHE 
1 O O W 5  2 ROTATINCS AS 1 1 00468 B L M R  

ACCOUNT fl - 11 

320 
320 

11/87 s i s  oa i2/9a 
07/98 s i s  00 i m a  

. , <  
< ( 0  - 

I 1  

09/96 S 10 00 12/90 
01/79 S LO 00 12/90 
01/58 S LO 00 12/97 
01/81 s LO 00 12/98 
10/90 S 07 00 12/97 
o v n  s 40 00 w 9 a  
01/77 s 40 00 12/90 
05/97 S LO 00 12/98 
10/94 S 40 00 12/98 

01/79 S LO 00 12/98 
06/90 S 07 00 12/97 

01/80 s co 00 12/98 

1 00103 ELECTRICAL REP 
1 00467 PUMPHOUSE-STEE 

I ACCOUNT dl - 2 

330 
330 
330 
330 
330 
330 
330 
33 0 
330 
330 
330 
330 

1 00614 OIZMANTLE STAN 1 1 00057 TRANS AND SAND 
1 00004 TANKS & STANDP 

1 0007S TANKS AND SAtJD 
1 00223 ALTITUDE VALE 
1 00048 TANKS AND SAND 
1 00045 TANKS AND SAND 

1 OOLLZ INSTALL NEW 11 
1 003% BELKNAP BEACH/ I 1 00072 TANKS AND SANO 
1 00054 TRANS AND SAND 

I 

1 00218 ALTllUOE VALVE 

ACCWNT U * 
I 

12 

33 
33 
33 

1 00056 TRANS AND DlST 1 1 00628 GOSHEN UPGRADE 
1 00221 VALVE FOR D l S T  
1 000dl. TRANS AN0 D t S T  
1 OOCOO PRESSURE REDUC I 

01/79 S 50 00 12/98 
10197 s i o  00 12/98 

oi/n s so oo 12/98 
09/90 S 07 00 12/97 

07/96 S 07 00 12/98 
33 1 
55 1 



03-16- 1999 07: La: os 1 

C FAS ASSET 

F A 1  KO. 5022455264 
II) 

GOSHEN UTILITIES 
F I X E D  A S S E T  S Y S T E M  

By Class / ACCWNT 61 
Depreciat ion S m r y  - INTERNAL 

For Fixed Assets 00001 Through 00509 fY=l2 

DATE D EST LAST ACQUISITION - 
L WMER OESCRIPTION LOCATN Co Asset # ACCWNT # ACPRD H L l F E  DEPRC VALUE WRRENT YTO 1 1 00226 PRESS RED VALV 
1 000% TRANS AND D l S T  

1 00001 TRANS AND OlST 
f 1 00039 TRANS AN0 D l S T  

1 00440 RECORDER 
1 00066 WATER CONTRIBU 
1 00426 TRANS & D l S T R  
1 00110 MECHANICAL-GOS 

ACCOUNY 1y - 
1 1 00292 10 COUP STOPS 

1 00296 12 SADDLES 
1 00226 LO CWP STOPS/ I 1 00191 SADOLES 
i 002~) COUP STOPS 
1 00200 1 SADDLE/TCIBI 
1 0039L 18 SETTERS 1 1 00366 3 SADOLES 
1 00299 6 SAOOLES 
1 00302 400' TUBfNG/1 1 1 00335 10 COUP STOPS 
1 00695 10 COUP STOPS 

1 00306 300' fUBING/4 I 1 00197 12 FORO COPSET 
1 00339 12 SAODLES 
1 00261 12 COVP STOPS I 1 00198 PE TUBINGS 
1 00199 1 SADDLE AND 1 
1 00232 41 CORP-STOPS/ 

1 004S8 7 HETERS 
1 00196 6 PJ WE 
1 00656 10 NETER BOXES 

1 00269 12 SAOOLES I 1 a0139 1 211 METER SE 
1 O D l P O  10 HETERS/COVE 

1 00192 10 SADOLES & C 

1 00478 10 CoLlP STOPS I 1 00129 WATER SERVICE 
1 00194 6 SADDLES k TU 
1 00291 6 SAODLES/lO C 
1 00195 6 SADDLES 

1 00419 6 SAODLES 

13 

33 1 
331 
33 1 
331 
33 1 
331 
33 1 
33 1 

10/90 S 07 00 12/97 
01/78 S 50 00 12/98 
01/58, S 50 00 12/98 
01/76 s 50 00 i m a  

01/80 s so 00 12/98 
05/97 S 07 00 12/98 

12/96 S 40 00 12/98 
02/98 S 10 00 12/98 

6653.37 
$97,17L.00 
S88.604.00 
25,670.00 

$896 -28 
$5 13,679.00 
8199,723.09 

S4,600.00 

91,111,52L.07 

333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 

04/93 S 25 00 12/98 
07/90 S 25 00 12/95 
06/89 S 25 00 12/98 
o a / ~  s 25 00 12/98 
09/89 s 25 00 12/98 
02/96 S 07 00 12/98 
11/94 S 25-00 12/98 
06/93 S 25 00 12/90 

05/94 S $5 00 12/98 

08/93 S 25 00 12/90 

02/94 S 25 00 12/98 
09/92 S 25 00 12/98 

08/89 S 25 00 l&98 
07/91 S 25 00 12/96 
12/97 S 07 00 12/98 
07/89 S 25 00 12/90 
12/97 S 07 00 12/98 
12/92 S 25 00 12/98 
02/89 s 25 00 12/98 
03/89 S 25 00 12/98 
04/89 s 25 00 12/98 
04/98 S 25 00 12/98 
12/87 s so 00 12/98 
o w a 9  s 25 00 12/98 

06/89 s 25 00 12/98 

04/93 s Z ~ O O  i u 9 a  

io19a s 25 oo 12/98 

o m  s 25 ao w 9 ~ i  

08/89 s 2s 00 i$m 

03/93 S 25 00 12/98 

10/96 S 25 00 12/98 

~ 7 8 . 9 5  
$4,326.17 

s97.54 
S293.68 

. S305.67 
L36L.92 
$ 1 1 5 . ~  
$1,79.04 
$640.83 
51 53.43 
9167.69 

S867.25 
9325.25 

S1,270.13 
$39.90 
543.98 

$2,642.71 
$535 .SO 
$79.31 

5707.55 
$904 .33 

$251.79 
1680.09 
$273.26 
$756.00 

6394.12 
$419.74 
1178.08 
M69.72 

$892 -09 

t 2 ~ 3  .aL 

50.00 

S1,?72.08 
S113.60 

f 10 I 269.58 
S4,993.09 

gL21.67 

9i I9u.ca 

si ta.04 

s25,04cr .3a 

$5 -88 
919.16 

t172.97 
$3.90 

$11.75 
'512.23 
952.13 
G.63 
$7.16 

825.63 
$6.14 
$1 -12 

c35 .a 
SS4.69 
S13.01 
$50.81 
t1.60 
51.76 

5105 -71 
$76.50 
83.17 

$101.08 
636.17 
$9.75 

$10.07 
$27.20 
J7.29 

$15.12 
SlS.76 
$16.79 
$7.12 

$26.79 

F. 7 

P a ~ e  3 

1.0-H- 
TOTAL 

$653.37 
SZO ,813.08 
872,679.56 
82,606.51 

9213.40 
$195,122.02 

$9,986.16 
$421 -67 

$L00,474.57 

$33.81 
$110.17 

$1'470.24 
$36.03 
$75.39 

$116.19 
J 147.70 
919.29 
S39.98 
S 140.97 
$29.16 
$1.12 

P 190.29 
3329.56 
$63.97 

$321.80 
$15.20 
$16.72 

$792. a2 
582.88 
530.12 

91 09.50 
S217.02 

~ 9 5 . 8 8  
w . i a  

5262.96 
$7.29 

t166.69 
S151.04 

S96.54 
667.65 
$58. OL 
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* *  

03-16-1999 07:&8!05 

FA): 10. 5022455264 

GOSiiEN U T I L I  T I E S  
F I X E 0  A S S E T  S Y S T E M  

By C L a s s  / ACCWNT # 
For Fined Assets 00001 Through 00509 FY=12 

Deprecletlon S m e r y  - INTERNAL 

C FAS ASSET DATE 0 EST LAST 
L ULIMER OESCRIPTION LOCATN Co Asset 11 ACCWNT # ACORO H L I F E  DEPRC 
1 00451 6 SAOOLESfCOUP 
1 00293 6 SAOOLES 
1 00266 12 SADDLESfCW 
1 00203 4 SAODLES AM0 
1 00201 12 SADDLES E T C  
1 00202 20 SADOLES ETC 
1 00124 VATER SERVICE 
1 00471 10 C W P  STOP 

1 00125 UATER SERVICE 
1 00492 10 SADDLES 
1 00017 SERVICES 
1 00399 10 SETTERS/TUB 
1 00336 600' TUBING 
1 00307 3 1" SADDLES 
1 00117 UATER SEVER EX 
1 00118 UATER SEVER EX 
1 00119 WATER SEWER EK 
1 00452 10 METERS 
1 00453 13 METERS 
1 00122 WATER SERVlCE 
1 00410 13 SADDLES 
1 00454 5 METER BOXES/ 
1 00345 10 COUP STOPS 

1 00187 12 FORO C W S E T  
1 00127 WATER SERVICE 
1 00254 6 SADOLESfS CO 
1 0041s 12 SADDLES 
1 00446 12 SADOLES/CW 
1 00005 SERVICES 
1 002S7 6 SADDLES 
1 OOL02 6 SADDLES 
1 OOC3L 18 SAOOLES/18 
1 OWOL 2 SfaOlES 
1 00120 WATER SEVER EX 
1 0018L 6 SAODLES ETC 
1 00281 10 1' C W P  ST 

1 00282 500 INSERTS 
1 00185 12 SADDLEWTUB 
1 00123 UATER SERVICE 
1 00504 10 COUP STOPS 

1 00126 WATErl SERVICE 
1 WL44 10 C W P  STOPS 

333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
J33 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 

--- 

10/97 S 25 00 12/98 
06/93 S 25 00 12/98 
11/92 s 25 00 i u 9 a  
i l i a 9  s 25 00 12/98 
09/89 s 2s 00 12/98 
11/89 s 25 00 w 9 a  
08\87 s 50 00 12/98 
01/98 S 25 00 12/98 
08/87 S 50 00 12/98 
10/98 S 25 00 12/98 
01/71 S 40 00 12/98 
07/96 9 07 00 12/90 
03/94 S 25 00 12/98 
10/93 S 25 00 12/98 

02/87 S 50 00 12/98 
03/87 S 50 00 12/98 
10/97 S 07 00 lU98  
11/97 S 07 00 12/98 
06/87 S SO 00 12/98 
09/96 S 25 00 12/98 
11/97 S 07 00 12/98 
10/94 S 25 00 12/96 
02/89 S 25 00 12/98 
10/07 S 50 00 12/98 
06192 S 25 00 12/90 
09/96 S 25 00 12/98 
08/97 S 25 00 12/98 
01/58 S 40 00 12/97 

------.----- 

12/86 s s o  00 i2/9a 

o m  s 25 00 12/98 
08/96 s 25 00 12/98 
02/97 S 25 00 12/98 
08/96 S 25 00 12/98 
05/87 s SO 00 12/98 
12/08 s 2s 00 12/98 
12/93 S 25 00 12/98 
12/93 S 25 00 12/98 
01/89 S 25 00 12/98 
07/87 S 50 00 12/98 
w a  s 2s oo 12/98 
16/87 s 50 00 12/98 
06/97 S 25 00 12/98 

P. a 

ACOUIS IT lOM ----O-E-P-R-E-C-(-A-T-l-O-N---- 
VALUE CURRENT YTO 

5984 -59 
L148.95 
pL90.78 
$478.30 

6 1,298.LQ 
t114.00 
S 162.82 

S2.123.64 
S240.20 

$5 , 194.00 
$46 1 - 02 
9300.19 
S90.10 

S2.Ul.13 
13 1 2.00 
8765 .OO 
$936.00 
$109.13 
6832.39 
$527.35 
t57L.42 

3528.90 
$1,324.65 

5241.72 
S2*084.29 
$7,244 -00 

$166.12 
J362.26 

51,558.90 
502.59 

$1,678.05 
ss15.03 
$222.28 
SU6.89 

$1,680.27 
01,495.44 

S167.69 
S6Q. 56 

%747.33 

~298.16 

.__--.. - 

$2,032.68 

~ 9 8 . 9 6  

539.38 
$5.96 

r19.63 
$19.13 
91 1.93 
951.94 
f2.28 
%6.S1 

$42.67 
$1 -60 

9129.85 
S63.00 
612.01 
519.60 
S40.65 
'556.82 

S6.24 
01 09.29 
9133.71 

SZ. 18 
$33 -30 
$75.34 
f22.98 
$19.96 
910.58 
552.99 
S9.67 

ss3.37 
$0.00 
56.64 

SlC.19 
$42.36 
$3.30 

529.56 
S20.60 
18.89 

517.88 
$59.21 
S29.91 

t o .  00 
81 -39 

$31.89 

TOTAL 

S49.23 
S34.27 

2121 .OS 
S181.65 
5113.3L 

S25.93 
t6.51 

$481.37 
$1 .60 

53.636.51 
s152.25 
$57.05 

01 02.90 
$487.91 

tL93.43 

~ 6 7 2 . ~ 1  
$73.60 

S136.61 
f156.00 
$25.16 
S77.70 
$81.62 
$97.66 

S196.27 
Sl19.02 
(5348.85 

921.76 
$11 1.16 

$7,2C4.00 
643.16 
$35 -02 

$114.32 
$7.98 

5342.90 
$206.00 
945.19 
$90.09 

S587.17 
$341 .?l 

60 a 00 
$15.64 
BC7.8C 

Page  4 
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.. 
OS- 16.1999 07: 18:  05 1 

C FAS ASSET 

GOSREN UT I L I T  IES 
F I X E D  A S S E T  S ~ S T E M  

Depreciation Sunnary - INTERNAL 
By Class / ACCOUNT # 

For F i x e d  Assets 00001 Through 00509 FY=l2 

L UWBR OESCRIPTIOM LOCATU Co Asset  # ACCOUNT IY ACQRO M L l f E  OEPRC VILUE 
1 00188 1 PVC COUPLING I 1 00279 60 COUP STOPS 

I 
I 

1 00021 SERVICES 
1 00342 1ZSADOLES 1 1 00433 12 SADDLES 6 C 

1 00338 8 CWP STOPS/C 
1 00490 3 SADDLES 
1 00308 10 CWP SlOPS 
I 00441 7 SADDLES 
1 00267 5 SAOOLES/10 C 
00193 12 SADDLES AND 
0 0 4 7  4 SADDLES 
003U 8 SADDLES 
00249 4 SADDLES 

002Sl 6 SAOOLES 
00337 6 SADDLES 

1 00340 10 COUP STOPS 
I 00183 8 SAOOLES/CCUP 
1 00311 10 COUP SAOOLE 
1 00343 12 SAOOLES 
1 00260 10 1" SAOOLES 
1 00637 L S(rDD1ES 
1 00310 6 SAOOLES , 1 00186 ONE 15' EXTENS 
1 00341 20 SAOOLES 
1 00278 60 SADDLES 

ACCOLJNT dl - 100 

1 0629.5 10 METER BOXES 
1 00482 20 METERS 
I 00396 10 METER BOXES 

1 00104 14 METERS W I T H  
1 00323 5 METE2 BOXES 
1 0017'7 12 COUPLINGS 

1 00178 12 METER SETER 
1 00118 24 SETTERS/COU 

1 00297 3 SETTERS 
1 00115 21 METERS WITH , 1 00290 2 METER BOXES/ 
1 00176 1 I" HETER/BOX 
1 00300 2 EXfN/lO MET 

1 
I 

333 
333 
333 
333 
333 
333 
333 
333 
3 33 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 
333 

---- 

334 
334 
334 
334 
331 
334 
D L  
334 
33c 
33L 
334 
334 
334 
334 

01/89 S 25 00 12/98 
12/93 S 25 00 12/98 
01/72 S 40 00 12/98 
05/94 S 25 00 12/90 
02/97 S 25 00 12/98 
04/96 0 25 00 12/98 
11/98 S 25 00 12/90 
10/93 S 25 00 12/98 
01/97 S 25 00 12/98 
01/92 S 25 00 12/98 
04/89 S 25 00 12/98 
03/96 0 25 00 12/98 
.-- .--- --- .^.__._ ...- 

$26.62 
$882. I3 

$3,593.00 
S325,.26 
$719.81 
$21 8.01 
$136.41 
$790.20 
s53.n 
$525.96 
N26.38 
$305 .OO 

, .  ...---- - 
09/94 S 25 00 12/98 
02/92 S 25 00 12/98 
03/92 S 25 00 12/98 
01/94 S 24 00 12/98 
02/94 25 ob 12/90 
12/88 S 25 00 12/98 
11/93 S 25 00 12/90 
08/96 S 25 00 12/98 
12/93 S 25 00 12/98 
06/97 S 25 00 12/98 
10f93 S 25 bo 12/98 

05/94 S 25 00 12/90 
12/93 S 25 00 12/08 

02/89 s 2s 00 12/98 

I 

04/93 S 07 00 i219a 
07/98 S 07 00 12/98 
04/96 S 07 00 12/98 
06/94 s 07 00 12/98 
03/87 E 40 00 12198 
06/94 S 07 00 12/98 
08/89 S 07 00 12/96 
09/89 S 07 00 12/96 
10/96 S 07 00 12/98 
05/93 S 07 00 12/98 
11/87 S 40 00 12/90 
03/93 S 07 00 12/98 
08/89 S 07 00 12/96 
06/93 S 07 00 12/98 

$21 6.83 
$219.44 
$281.88 
$109.58 
$317.15 
$214.55 
$300.72 
9333.17 
f372.37 
$199.22 
$398.33 
$142.60 
t728.C2 

t2,234.26 

175,972. ao 

$23 7.65 
$1,530.00 
f756.62 
$137.80 
sasC.oo 
$279.37 
ta7.19 

S 1,302.78 
$1 I 993.39 
S3SS.Ll 

51,165.20 
5187.73 
S225 -23 

$1.306 .OL 

..-. . 

CURRENT VTD 

$1.06 
$35 -29 
$89.83 

sza.79 
$13.01 

S0.72 
S0.91 
$31.61 
$2.15 
521.04 
t16.98 
P12.20 
58.67 
$8.78 
811.28 
u . 5 7  

S12.69 
58.58 
912.03 
$13.33 
511.89 
57.97 
$15.93 

$5 -70 
529.14 
$89.37 

92,791.7a 

$33.95 
$109.29 
S108.06 
519.69 
'621.35 
$39.91 

50.00 

$0.00 
$284.77 
550.77 
829.13 
$26.82 
so.00 

$186 -29 

TOTAL 

510.52 
$179.39 

$2. ~ 2 s  .a2 
$59.63 
SS2.78 
$LO. 69 
$0.91 

$165 -95 
03.76 

$164.14 
528.47 
536.85 
$60 - 73 
t77.08 
S21.32 
t61.33 
$85.80 

062.15 
$57.76 
575.69 
$13.95 
$82.31 
556.53 
S133.56 
S454.50 

si47.2a 

$27'139.92 

si92.3a 
$109.29 
S288.16 
001.88 

SZSl.64 
$179.60 
M7.19 

S1,302.78 
ablf.00 
9203.47 
5325 - 29 
5154.21 
$225.23 

r1,040.12 
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O C T -  1-99 F R I  5126 PM 

.. 
03-16-1999 07:IB:OS 1 GOSHEN UTILITIES 

F I X E D  A S S E T  S Y S T E M  
Deprecietlon S m a r y  - INTERNAL 

By Class / ACCOUNT tY 
For Fixed Assets 00001 Through 00509 F Y d 2  

E FAS ASSET OATE 0 EST LAST 

L MUHER OESCRIPTIOH LOCATN Co Asset # ACUWNT # ACPRD H LIFE DEPRC 
1 00395 10 HETER BOXES 334 
1 00331 12 METER BOXES 334 

1 
1 00483 10 METER BOXES 
1 00263 15 HETERS 
1 00360 1 1" KETER 
1 00107 8 METERS UlTH 
1 00035 HETERS 
1 0022s 2-1" 8 ? 2 - W  
1 00416 36 SETTERS 
1 00417 6" METER 
1 00259 12 METERS 
1 00322 5 METER BOXES/ 
1 00167 C HETER BOXES 
1 00168 12 MTER BOXES 

1 00169 1" METER 
1 00108 10 HETLRS UITH 
1 00171 5 METER BOXES 

1 00159' 20 METERS 
1 00303 12 METERS 
1 0030L 2 1" NETEAS ' 

1 00305 12 EXTW/7 METE 
1 00332 10 METERS 
1 00111 15 METERS UITH 

1 00398 10 HETER BOXES 

1 OObOl 20 HETER BOXES 
1 00114 1 METER WITH A 
1 00603 L2 METERS 
1 00262 24 NETERS/24 
1 00070 METERS 
1 00324 24 ntTERS 
1 00265 12 EXTENSlONS 
1 00170 6 METER PLATES 
1 00109 1 METER UlTH A 
1 00'110 8 METERS UITH 
1 00333 8 METER BOXES I 1 00112 7 METERS W I T H  , I 00613 15 METERS 
1 00128 METERS 
1 00477 12 SETTERS/MEl 
1 00288 8 METER BOXES 
1 00479 30 METERS 
1 004eO 24 METERS 

I 
I 
1 
I 
1 
I 
I 
I 
I 

334 
334 
3% 
331 
334 
334 
3 3  
334 
334 
331 ,- . -- 
33 4 
334 
334 
334 
334 
334 
334 
33L 
334 
33 4 
334 
334 
33b 
334 
334 
334 
334 
334 
336 
334 
334 
334 
334 
334 
334 
334 
334 
334 
33G 
334 

03/96 S 07 00 12/98 
11/94 S 07 00 12/98 
07/98 S 07 00 12/98 
09/92 S 07 00 12/90 

08/87 S 40 00 12/98 
01/75 S LO 00 12/96 
07/90 S 07 00 12/97 
09/96 S 07 00 12/9B 

07/92 S 07 00 12/98 
05/94 S 07 00 12/98 
03/89 S 07 00 12/96 

05/89 S 07 00 12/96 
08/87 S 40 00 12/90 
06/89 S 07 00 12/96 
01/80 S 40 00 12/97 
07/93 S 07 00 l U 9 B  

08/93 S 07 00 12/98 
11/94 S 07 00 12/98 
12/07 S L i ' b O  !2/98 
07/96 S 07 PO 12/98 
08/96 S 07 00 12/96 
07/87 S 40 00 12/98 
08/96 S 07 00 12/98 
09/92 S 07 00 12/98 
01/80 S 40 00 12/98 

11/92 S 07 00 12/98 
04/89 S 07 00 12/96 

09/37 S LO 00 12/98 
12/9L S 07 00 12/98 

04/95 s 07 00 i ~ 9 a  

10196 s 07 00 i w a  
-----_-- .--. 

04/89 s 07 00 12/96 

07/93 s 07 00 12/98 

oai94 s 07 00 i219a 

09/97 s 40 00 i u 9 a  

iuu s 40 00 12/98 
09/96 s 07 00 12/98 
12/87 S 50 00 12/98 
OL/98 S 07 00 12/98 
01/93 S 07 00 12/98 
05/98 S 07 00 12/98 
05/98 s 07 00 w a  

P. IO 

ACQUISITION ----O-E-P-R-E-C-I-A-T~I-O-N---- 
VALUE CURRENT YTD 

3278.42 
9547.53 

$1,284.75 
S3S6.68 
$255.00 
S825.35 

SO. 00 
S9,115.98 
$3,261 -92 

0546.20 
0512.96 

$163.80 
5567.00 
5313.17 

$1,030.33 
$104.99 

$1,720.00 
0557.14 
$249.25 
$46. I 3  
$650.0 1 
9776.80 

01,693.24 
$1,473.61 
5553.85 

$1,900.61 
61,579.41 
$3,430 -00 
$1,801.28 

9966.64 
5296.96 
$125.30 
$388.40 
$199.70 
$339.85 

$1,031.25 
5802.00 

31,065.01 

$2,~95.00 
S1.090.21 

s900.1a 

.- ._. .- -._-__ -- 

s i 8 a . a  

$39. TI 
$78 -22 
S76.47 
$50.93 
636.43 
S20.6S 
$0.00 
$0.00 

SC65.99 
I 1  28.60 
678.03 
$73.28 
SO. 00 
fO.OO 
so.00 

$25.76 
so.00 
$0.00 

$79.59 
$35.61 
S63.63 
$92.86 
819.42 

$241.89 
$210.52 
013.85 

S271.52 
S225.63 
$85.75 

t257.33 
'5138.09 

$0.00 
$3.13 
59.71 

S28.53 
98.50 

f147.32 
$16.06 

0177.62 
126.95 

$218.57 
$103.83 

TOTAL 
5112.69 
53fP.LO 
$76.47 

$5 18.31 
0 133.58 
$215.53 

sO.OO 
S91 1 15.98 
PI, OL8.48 

$278.63 
9500.69 
t335 -87 
SI 63.80 
SS67.00 
$3 13.17 
S292.25 
SlOL.89 
$764 -73 
f437.75 
S192.89 
9339.36 
3386 .w 
S215.2L 
S584.57 
P508.75 
L158.42 
W 6 . 1 7  

$1.809.97 
91,115.10 

0051.56 
S296.96 
$35.67 

S109.31 
S116.50 
$93.71 

S33 1.47 
$177.78 
5177.62 
9159.46 
S2 18.57 
$103.33 

ti ,428.99 
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I 
' I  

OCT- 1-99 F R I  5 :  26 Ph! e 

C fAS ASSET D4TE 0 EST LAST 
L NUMGR OESCRlPTlON LOCATN C o  A s s e r  It ACCOUNT # ACPRD H L I F E  OEPRC 

P.  I 1  F A X  NO. 5 0 2 2 4 5 5 2 6 4  c a 

1 00481 10 HETER BOXES 
1 00447 10 METER BOXES 
1 00165 24 METERS ETC 
1 00434 8 METER BOXES 
1 00485 6 COUPLINGS 
1 00393 10 METER BOXES 

1 00476 20 METERS 
1 00457 10 SADDLES & C 
1 OO1n 12 METERS/BOXE 
1 00329 10 METERS 
1 00491 10 M E T E R  BOXES 
1 00363 ONE 1" METER 
1 00493 3 METER BOXES 
1 00113 10 METERS W l T H  
1 00366 6 M E T E R  66XES 
1 00496 6 SETTERS 
1 00465 SO' LINE EXTEN 
1 00309 10 HETEA BOXES 
1 00182 6 VAULTS 
1 00246 5 METERS/l2 EX 

1 00105 6 METERS U I l H  
1 00267 6 NETERS 
1 00031 METERS 
1 00489 6 SAOOlES 
1 00412 1 2  SETTERS 
1 00475 1 1/2Ii METER 
1 00285 2000' TUBING 
1 00318 s METER COVERS 

1 00255 6 METERS 
1 00256 6 HETEAS 
1 00321 6 SETTERS/METE 
i 00448 3 vi METERS 
1 00116 METER - SHIPPI 
1 OOLSO 1 1" METER BOX 
1 00180 A METER BOX/CO 

1 00166 1 METER ETC 
1 00233 4-1"/36 3 /4"  M 

1 OOL88 30 MElERS 
1 00294 60 METER BOX C 

1 00330 6 SETTERS 
1 00298 12 METERS 
1 OOL90 2 M E T E R S  

331 
334 
33 L 
334 
334 
334 
334 
334 
334 
334 
330 

334 
334 
334 
33 4 
334 
334 
334 
33L 
33 4 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 
3 3  
334 
334 
334 
334 
334 
33L 
334 
334 
33L 
33L 

33; 

06/98 s 07 00 i m a  
08/97 s 07 00 12/98 
12/88, s 07 00 12/95 

08/98 s 07 00 12/98 
07/98 S 07 00 12/98 

02/96 S 07 00 12/98 
04/90 S 07 00 12/98 
12/97 S 25 00 12/98 

10/94 S 07 00 12/98 

08/95 S 07 00 12/98 
10/98 S 07 00 12/98 

10/95 S 07 00 12/98 
10/93 S 07 00 12/98 

08/89 s 07 00 12/96 

10198 s 07 00 12/98 

07/87 s 40 00 12/98 

04/98 s 07 0 0 , , 1 2 ~ a  
10193 s.07 00 i m  
12/89 s 97 oo. i2 /96 
01/92 s 07 00 12/98 

. .  

03/87 S . 40.00  12/98 
12/92 S 07,.00 1,2/98 
01,/74 S 40 00 12/96 
09/98 S 25 00 12/90 
09/96 S 07 00 12/98 
03/98 s 07 pq !2!98 
12/93 s 07 bo 12/98 
02/96 S 07 00 i2 /98 
06/92 S 07 00 12/98 
07/92 S 07 00 12/98 
d5,/94 S 07 !2)90 

08/07 S 40 00 12/90 
op/w s i7 00 11/98 

10197 s o? 00 12/98 
i i139 s q7 00 i im 

07/91 s 07 oo 12/98 
04/89 S 07 00 12/96 

09/98 S 07 00 12/98 
12/93 S 07 00 12/98 
10/94 S 07 00 12/98 
0 5 / 9 3  s 07 00 12/98 
10198 s 07 oo 12/98 

A C P U l S l T l O N  - - - - D - E - P - R - E - C - I -  

GOSHEN U T I L I T I E S  
F I X E O  A S S E T  S Y S T E ~  

Oeprecfation S m a r y  - INTERNAL 
By CLess / ACCOUNT it 

for Fixed Assets 00001 Through 00509 fY=12 

. .  

VALUE 
S633.46 

S 1,720 .?6 
91,464.71 

S222.60 
$130.77 

S2.001.96 
Sl,S30.00 

$643.62 
S l ,  122.65 

tL6L.30 
8299.81 
$157.00 
t 172.74 

$1,095.50 
$138.02 
~603.00 
$260.00 
8617.61 
$131.25 
1967.5 1 
$366.00 
oLL4.86 
$0. 00 

W 9 . 6 1  
S691.00 
E3L6.78 
$323.85 
S319.18 
0357.40 
$337.60 
€421 -88 
$366.72 
S24.48 

$369.32 
5163.66 
t224.55 

S6,187.50 

61.9L8.06 
$468.72 
5557.1L 
$249.25 

--------- 

s2,295.00 

. .. 

W R R E N T  YTO 
552.79 

82L5.82 
so.00 

013.25 
57.78 

$163.93 
225.74 

$0.00 
s66.33 
S10.71 
$22.43 
94.11 

527.39 
519.72 
914.36 

$285 .w 

~ 2 7 . 8 6  
s0a.23 
so.00 

$141 -09 
$9.15 

063.55 
so. 00 
S4.40 

$98.71 
$37.16 
646.26 
S45 -60 
$48.20 
s48.20 
988.64 
s49.53 

$0.61 
952.76 
$0.00 
$0.00 

$441.96 
5109.29 
6278.29 
$66.96 
079.59 
$8.90 

I - O - N - . . .  

TOTAL 

$52.79 
0327.76 

$1,664.7 1 
$13.25 
E7.78 

S810.31 
$163.93 
$27.88 

$1,122.45 
9281 -90 
910.71 
$76.64 
u.11 

5314.98 
Ob&. 09 
S14.36 
$27.86 
a63.21 
5131.25 
8987.51 
8107.57 
SS84.60 

LO. 00 
51.40 

s222.10 
$37.16 

$235.16 
$224.20 
$3 17.32 
$313.30 
341 L . 59 
S66.04 
66.97 

165.95 
0 163 -66 
$224.55 

$6,187.50 
$109.29 

$1 J14.64 
$279.00 
S444.38 

$8.90 



OCT- 1-9: FF,: 5 : 2 7  PM 
I 

.. 
03-16-1999 07:48:05 1 

C fAS A S S U  

1 UUMBR D E S C R I P T I O N  LOCATN C O  ASSet  # 
1 00362 6 METER BOXES 

1 00101 6 E X T W l O  MET 
1 00175 12 METERS/BOXE 
1 00365 12 METER SETTE 
1 00367 L HETER SETTER 
1 00289 S METER BOXES/ 
1 00179 1 1 ' I  METER AND 

1 00494 12 METER BOXES 
1 OOL99 24 RETERES 
1 00325 12 SETTERS/CW 
1 00392 6 METERS 

I 
1 
1 1 00320 6 SETTERS 

I 1 00316 S METER GOXES/ 
1 00473 1s METERS 
1 00253 50' RULE AEEW 
1 00317 5 METER BOXES/ 

1 00207 60 EXTENSIONS 
1 00319 10 METER BOXES 
1 00174 5 METER GOXES 
1 00360 12 METER SETTE 
1 00455 10 COUP STOPS 
1 00369 38 5/6 X 3/4l' 
1 00370 10 METER BOXES 
1 00294 1 1' METER 
1 00422 10 METER COVER 

1 00423 10 METER BOXES 
1 00407 I METERS 
1 00320 5 METER GOXES 
1 00361 12 H E K R  GOXES 

1 00252 5 METERS 
1 00172 18 METERS 
1 00364 6 METER COVERS 
1 00445 24 METERS 
1 00206 60 METERS 
1 00312 21 METERS/EOXE 
1 00283 60 METER BOXES 
1 00472 12 SETTERS 
1 00503 9 METER BOXES 
1 00436 12 SETTERS/HET 
1 00406 9 SETTERS 

1 00409 10 SETTERS 
1 00471 ONE 2" METER 

I 
1 
I 
1 
I 
1 
8 

F A X  NO. 5022455264 e 
GOSHEN U T I L I T I E S  

F I X E D  A S S E T  S Y S T E M  

By Class / ACCOUNT # 
Deprecietfon Swmery - I l T E R N A L  

for fixed A s s e t s  00001 Through 00509 FY.12 

DATE D EST LAST 
ACCOUNT # ACaRO H L I C E  DEPRC 
534 
334 
336 
334 
334 
334 
334 
336 
334 
334 
3% 
334 
334 
334 
334 
334 
33 4 
334 
334 
334 
331 
334 I 

336 
33L 
334 
33L 
3% 
334 
336 
334 
336 
334 
334 
334 
334 
354 
334 
331 
336 
33c 
334 
334 

--.I 

. 6  

07/95 S 07 00 12/98 
06/93 S 07 00 12/90 

09/95 S 07 00 12/98 
10/95 S 07 00 12/98 
02/93 S 07 00 12/98 
16/09 S 07 00 12/96 
10/98 S 07 00 12/98 
11/98 S 07 00 12/98 
08/94 S 07 00 12/90 

07/89. S 07 00 12/96 

01/96 S 07 00 12/98 
08/94 S 07 00 12/98 
08/96 S 07 00 12/98 
02/98 S 07 00 12/98 
03/94 S 07 00 12/90 

05/92 ,S 07 ,Ob ,,1,?/90 

I2jq3 S p7[,?00'g12/98 
02/94 S 07 00 12/98 
04/89 S q 7 , O O  1U96 
W 9 5  S ?7:.00 12/98 
11/97 S 25 00 12/98 
11/95 S 07 00 12/98 

OL/93 S q7 60 i2/90 
l i / M  S 07 00 i2/98 
11/96 S 07 00 . 12/98 . .  

.-- --._ .̂.. -"...-.. 

o i m  s 07 00 12/98 

04/94 s 07 op y 9 a  

ius S 07 00 i u 9 8  

08/98 s 07 po 12/98 
04/94 s 07 00 i2/90 
05/95 s a? OF! 12/98 

O+JP s o? oo i 2 i 9 i  , .. . 

Q5/9? S Q7 9p 12/98 

08/95 S Q7 00 12/98 
08/97 S 07 90 !2/90 
12/93 S 07 00 12/98 
11/93 S 07 00 12/96 
12/93 S 07 00 12/98 

12/98 S 07 00 12/90 
04/97 S 07 00 12/90 

01/98 s 07 DO 12/98 

08/96 s 07 00 12/98 

) <  : 

A C Q U l S I T l O N  ----0-E-P-R-E-C- 
VALUE 

9157.28 
$562 -33 

51,149.75 
$1,257.20 

$371.68 

S2T1 .so 

51,090.71 
s1.27s.u 

$266.00 
$439.6 1 

$21 2 -00 
S363.68 

$1,127.50 
5357.61 
5203.67 

$4,217.32 
$562.33 
6102.37 

~ 3 ~ 3 . 3 8  

~1,681.93 

-.-.-.--L. .- - 
sa76.00 

$1,115 .OL 
$185.50 

21,867.61 
M13.29 
S124.62 
3371 -00 
s616.20 
5498.50 
tiia.82 
5985.63 

, S682.12 
$699.5 1 
5222.60 

f 1 , 836.00 
$2,785.68 
SI ,786.15 
$1,425.91 
$1,087.31 

SU6.21 
t1.7L3.75 

5786.21 

CURRENT YTD 
%22.27 
$80.33 

60.00 
9179.61 
553.10 
$53.34 
$0.00 

U0.05 
$25.97 

$182.21 
$38.11 
$62.80 

t125.1C 
$27.76 
$51.95 

9161.07 
$51.09 
s a .  10 

6602.47 
680.33 
so. 00 

S159.29 
$7.42 

szb5.eo 
S87.61 
$17.00 
$53.00 
$87.75 
823.71 
S16.97 

0140.80 
$97.65 
$0.00 

$31.80 
5262.29 
f397.95 
L2SS.16 
$203.70 
6155.35 

so. 00 
8249.11 
$112.32 

F. I ?  

Page 8 

-1- -0-N- - -  
TOTAL 
$76. 7? 
%44 1.02 

I1,149.75 
9583.73 
$172.5 7 
S315.60 
$271.30 

$LO. 05 
$25.97 

9789.58 
$111 -16 
$272.13 
'6291. 99 
'627.76 

$246.77 
$161.07 
$336.34 
t135.80 

S3.012.35 
$388.26 
$102.37 
504 -42 

$3.04 
S022.63 
$270.13 
S102.35 
2114.83 
8190.13 

$23.71 
S79.20 

$504.54 
SbL9.66 
3699.51 
9127.20 
5371.58 

91,318.33 
91,035.LE 

5155 -33 
sO.OO 

r435.94 
$271 -46  

SI ,983.75 
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03-16-1999 0?:48:06 1 COSHEN UTlLITlES 
F I X E D  A S S E T  S Y S T E M  

Depreciation Surmery - IHTERN4L 
ev CLESS / ACCOUNT # 

Far Fixed Assets  00001 Through 00509 F Y 4 2  

C FAS ASSET OATE D EST LAST 
L UUHER DESCAlPTlOM LOCATN Co Asset # ACCOUkT # ACQRD H LIFE OEPRC 

1 00420 24 HETLRS/COVE 
1 1 00501 3 METERS 

1 00326 10 METER BOXES 
1 00327 5 METER BOXES/ 
1 00486 4 SETTERS/COUP 
1 00250 5 HETERS/12 EX 
1 00443 HETER/10 METER I 1 00371 8 5/8 X 3/h' t4 
1 00439 10 METER BOXES 
1 00121 WATER METER 
1 00205 10 METER BOXES 
1 00408 6 SETTERS 
1 00371 METERS 1 I 00238 2 1' METERS 

I 
1 00425 10 METER COVER 

1 00502 2 METERS 
1 00421 36 METERS 1 1 00372 10 METER BOXES 

1 00181 15 METER eox/c 

1 00497 1 METER BOX 

1 00358 5 METER BOXES 
1 00248 5 hETEPS 
1 00500 1 METER BOX 
1 00359 24 5/0 X 3/4" 

8 ACCOLRIT # - 
I 00466 HYDRANTS 
1 00028 HYDRANTS 
1 00020 RIORAWTS 
1 00222 FINE FLYDHOUNT 
1 00006 hydrants 

ACCOUNT # - 
# 1 00508 COMPUTER 

1 00107 COMPUTER UPGRA 

ACCOUNT # - I 
1 00137 DRILLING H A C H I  
1 60029 TOOLS AND EWl 
1 00027 T m L S  AN0 EWI 
1 OoOLl TOOLS AND €QUI 

I 
1 00356 L I N E  TRACER/LO 8 

164 

334 
334 
334 
334 
334 
334 
3 3  
334 
336 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 
334 

.-..- 

11/98 S 07 00 12/98 
10196 S 07 00 12/90 
08/94 S 07 00 12/98 
07/96 S 07 00 12/98 

03/92 S 07 00 12/98 

12/95 S 07 00 12/90 
04/97 S 07 00 12/98 
05/87 S LO 00 12/98 
08/96 S 07 00 12/98 
08/96 S 07 00 12/90 
01/75 S 40 00 12/08 
OLIP? S 07 00 12/98 
12/96 S 07 00 12/98 
11/89 S 07 00 12/96 

08/98 s 07 00 ium 

06/97 s 07 00 12/98 

-I----". -_---. 

12/98 s 07 00 12/98 
1 ~ 9 6  s 07 ao 12/98 
12i9S S 07 00 12/98 
11/98 S 07 00 12/98 
03/95 S 07 00 12/98 
02/92 S 97 00 12/98 
11/90 S 07 00 12/98 
04/95 S 07 00 12/98 

335 
335 
335 
33s 
335 

5 

340 
360 

2 

343 
343 
363 
3L3 
343 

12/98 s 15 00 i219a 
01/74 S 50 00 12/98 
01/72 S SO 00 12/98 
09/90 S 15 00 12/98 
01/58 S SO 00 12/98 

06/98 s 05 po 12/98 
03/98 s os 00 12/98 

10/88 S 05 00 12/9S 
01/76 S 10 00 12/95 
01/73 S 10 00 12/95 
01/76 S 10 00 12/95 
07/95 S 10 00 12/98 

VALUE < 
tS16.9L 

Sl,520.30 
$479.60 
%LO5 -19 
5527.03 
9987.50 
t962.6L 
SS 12.00 
8262.46 
$99.86 

URRENT YTD 
56.15 

1217.19 
S68.51 
057.88 
325.10 
SlCl.07 
$137.52 
$73. t i  
337.49 
$2.50 

176.47 $1 10.92 
$1 06 -98 flS.00 

---- .--.,___-.-. 

$826.00 
9371.31 
5661.32 

$1,217.83 
$249.25 

$1,626.19 
$369.60 
$26.25 
$131.07 
$4 03.98 
24 1 -34 

91,135.92 

S139,259.75 

~* 

5826.42 
53,037.00 
$3.799 .OO 
$480.37 

$2,394.00 

S 10,756.79 

si ,656.82 
$1,795.64 

S3.452.46 

El ,426.19 
$2 ,  OOL .oo 
S116.00 

83,137.00 
82,226.00 

$20.65 
$53.04 
t94 .47  

so. 00 
50.00 

$232.31 
s49.94 
50.63 
S18.72 
$57.71 
SO. 49 

8162.27 

,413,331.LI 

84.59 
S60.7C 
875.98 
$45.36 
LL7.83 

J 1234.55 

S 165 -68 
5269.35 

$435.03 

sO.OO 
$0.00 
so. 00 
$0.00 

5222.60 

TOTAL 
$6.15 

$296.88 
S255.64 
$25.10 
$963.96 
$217.76 
$225.52 
M2.49 
828.98 
8268.06 
$35 .OO 
$495.70 
$88.60 
3196.91 

$1.217.83 
j0.00 

3503.36 
$153.98 
$0.63 
$71.76 
9399.16 
30. LP 

$594.94 

~470.5a 

fi3,163.47 

24.59 
$1.518.67 
$2,051.88 
$374.22 

51,963.7L 

$5.913.10 

$165.68 
$269.35 

'6435.03 

$1.626.19 
S2,004.00 

$1 16.00 
S3,137.00 
S779.10 

Page 9 
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F A X  NO. 5022455264 

GOSHEN U T I L I T I E S  
I 

03-16-1999 07:48:06 1 F I X E D  A S S E T  S Y S T E M  

By Class / ACCOUNT # 
Oeprectatlon S m a r y  - INTERNAL 

For Fixed A s s e t s  00001 Through 00509 CY=12 ' C FAS ASSET DATE D EST LAST ACQUIS IT ION - - - - D - E - P - R - E - C - I - A - T - O - W - - - - - -  
L M E R  DESCRIPTION LOCATN C o  A s s e t  I ACCOUNT # ACaRO M L I F E  DEPRC VALUE CURRENT YTD 

50.00 
so. 00 
$0.00 
50.00 
so. 00 
$0.00 
$12.14 

TOTAL 
1600.00 
2890.00 
5176.00 
S394.38 
$649.69 
$789.97 
$140.12 

911,102.45 

u37.94 
$ I  ,413.36 
$311.60 
$763.18 

S1 ,247.44 

$4, 173.50 

$2.930,71 

$423.89 
s1,4ss.95 

$864.27 
u,,Laa.o6 
$4,05S. 20 
$4,179.69 
U40.11 

318,817.66 

$809.121.80 

$5 17.71 
$531 .?3 
$665.42 

%I, 716 -86 

2L32.20 

21,425.12 
$613.60 

S 2 . 3 4 0 . 5 S  
SI ,069.98 
SS96.08 

SI, 141.90 
s 1 .937.7L 

t9 .130.97 

1 00135 A I R  PACKS (HAS 1 1 00076 TOOLS AND ECUP 
1 00053 lWLS AND EQUl 
1 00139 PUSH ROO 1 1 00136 METAL DETECTOR 
1 00138 STEEL CUT SAWS 

343 
343 
363 
3L3 
343 
363 
363 

03/88 S 05 00 12/95 
01/61 S 10 00 12/95 
01/77 .S 10 00 12/95 
12/88 S 05 00 12/95 
06/88 S 05 00 12/95 
10/M S OS 00 12/95 
06/87 S 40 00 12/98 

MOO.OO 
$890.00 
$1'76.00 
5394.38 
$649.49 
5789.97 
%as. 50 

$12,894.73 

si,313.a3 
s2,120.00 

$3 1 1.60 
S763.10 

$6. 1 91 -42 

$8,700.03 

53,955.00 
Sl ,u1 .oo 
21.518.30 
S1,lCl .oL 
$6.056.73 
$4,633.00 
S4,77S. 00 
9600.00 

.- -.----. 

1 00106 ARB ENCONDERS 

ACCOUNT # - /S234.74 12 

1 00411 REPAIR CASE 
1 00352 ROTO UITCN I l l  
1 00101 REPAIR OW R-65 I 345 

545 
34 5 
3LS 
345 

09/96 S 07 00 12/98 5187.69 
S302.86 
$0.00 
so. 00 

$598.77 

05/96 s 07 00 1 2 m  
02/87 S 07 00 12/95 
04/87 S 07 00 12/95 
11/96 S O? 00 12/98 

1 00102 REPAIR DU V-30 
1 00426 REPAIR CASE 

S ACCWNT fJ - 

1 OOOPO E L E C l R l C A L  REP 
1 00097 SUBMERSIBLE PU 

I 11/87 S 15 00 12/98 
02/87 S IS 00 12/98 
11/87 S L0,OO 12/98 

11/87 S 15 00 12/98 
01/64 S LO 00 12/98 
01/64 S LO 00 12/98 

11/87 s 15.00 12/98 

1 2 m  s 15 00 i m a  

3932 
3932 

@ :;:: 3932 

3932 
3932 
3932 

$263.67 
$122.73 
$37.96 
$76.07 
SL03.78 
$115.83 
$119.38 
sLo.00 

1 00094 CHLORINATOR 
1 00096 CHECK VASLVE 1 1 1 00095 SKIMMERS & E L 0  

I 1 00098 UlRlNG SKIMHER 

1 OOOlL FORCE WINS 
1 00013 CHLORlNAfOR 

8 S24320.07 

82,146,152.44 

$1,179.42 ACCOUNT # - 
Class - 352 1663,64650 

06/92 s i o  00 12/98 5786.38 
04/91 S YO 00 12/98 $686.08 
04/91 S 1,O 00 15/98 9858.60 

92,331.06 

07/98 40 00 12/98 934,576 .OO 

01/90 S 07 00 12/97 $1,425.12 
82.4S4.42 04/97 S 07 00 12/98 

11/93 S 07 00 12/98 03,234.10 
01/93 S 07 00 12/98 91,248.31 
04/91 S 07 00 12/98 S594.08 
10/90 S 07 00 12/97 S1.141.90 
04/91 S 07 00 12/98 $1,937.74 

0 d. 

$78.64 
568.61 
$05.86 

Z 00270 DAM EXPENSE 
2 00238 CUlOE RAILS 

2 00235 CUlOE R A I L S  

1 ACCOUNT # - 3 $233.11 

2 00509 SUPPLY MAINS/S 

I 2 00213 CHlORINATOR/SE 

309 64 32.20 

311 
311 

so. 00 
8350.63 
$462.01 
$1 78.33 

so. 00 
969.20 

928.28 

2 00429 A I R  PUMP 
2 0031L ABS (MIDLAND) 
2 00275 SCAN PUMP 
2 00239 MOTOR REPAIR 

1 @ ::: 
31 1 , 2 00215 MTOR REPAIR/SH 

2 0 0 8 6  MOTOR REPAIR 
31 1 
31 1 

ACCOUNT # - 7 512.035.67 S1.088.O5 
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GOSHEH U T I L I T I E S  

F I X E D  A S S E T  S Y S T E M  

Depreciation Sumnary - INTERNAL 
ey c lass  ACCOUNT 6r 

For Fixed A s s e t 9  00001 Through 00509 fY.12 

Page 1 1  

C FAS ASSET 
I 

DATE D EST LAST ACWl SI 1 ION 

TOTAL 
91,061.00 

1214.85 
5517.21 

S1,204.51 
6539.35 

$1,491.17 
0292.87 

$4,259.96 

01.750.00 

532,629.98 
9525.00 

S3.15C.98 

0268.90 
t22,724.00 

$22,992.90 

S3,962.56 
$3,127.08 
$2,541.39 

$23.81 
si,a77.00 

91 1,s 1 1 -81 

~845.98 
SS I 156.33 
5792.23 
ts14.44 

67,308.98 

827.1CC.LO 
50.00 

$13,253.64 

5385.53 
97,965.00 
66,205.98 

si ,761.48 

$s.sai.a~ 

$62,380.87 

L NUMBR OESCRIP I ION LOCATN Co A s !  # ACCOUNT dl ACPRD H L I F E  DEPRC VALUE CURRENT YTD 

04/91 S 07 00 12/98 11.061.00 $37.90 w 320 
2 00212 SLUDGE P IMP 

2 00386 ABS PUMP MOD A 
2 00390 PUMP LABOR 

1 00387 

- 
33 1 

@ ::: 33 1 

331 

33 1 

01/90.S 07 00 12/96 f214.85 so. 00 
09/96 S 07 00 12/98 81,551.61 $221.66 
09/96 S 07 00 12/98 f3,613.5(. SS 16.22 
09/96 S 07 00 12/98 $1,678.00 S239.71 
06/92 S 07 00 12/98 $1,605.89 $229.41 
02/92 S 07 00 12/98 t300.00 t42.86 

2 00264 AERATION P I T  1 2 00242 F CHLORINE TAN 

sa, 9'63.89 51,249.86 ACCWNT 11 - 6 

@ 343'- I_---*- 01/79 
oo 12/K .... ----...- ------ 

$1, EO .oo so.00 

11/90 S 07 00 12/97 
09/87, . S ,  ._ 07 00 12/95 

: . .  L , 

I < .  . :  

.. . 
06/94 S 20 00.12/98 
01/80 S 20 00 12/98 

. I  . .  . .  

I ~ :. : :  I , !  c 1 

S32,629.98 
S525.00 

533,154.98 

s1,173.42 
S23.920.00 

125,093.42 

$4,192 -09 

%,027.86 
t S O O . O O  

05,255.59 

$17,182.42 

12,631.92 
S9,980.00 
02,146.69 
91, MI0 '50 

$3 ,a06 .a8 

$16,359.11 

333 , 930 .CS 
so.00 

S44,170.82 

$1,285.14 
17,965.00 

S13,954.61 

$1 09,366.G 

si, 764. a 

56,285.98 

$0.00 
10.00 

so. 00 

SS8.67 
S 1,196.00 

91.25L.67 

5598.87 
~ 5 4 3 . 8 4  

9575 - L l  

mo.ao 
$23.81 

$2,L92 .i3 

$375.99 
El, 996.00 
t306.67 
$228.66 

$2,907.30 

$3,393. OS 
$0.00 

so. 00 
5128.51 
$995.59 
so. 00 

1697.73 

99 , 632.76 

s.t, 4 17. a8 

2 00209 580K CASE BREA 1 2 00088 GENERATOR 

ACCOUNT # - 2 

I 2 00351 RUPTURE BASIN @ ::: 2 00068 EMERGENCY EQUl 

I ACCOUNT # - 2 
,, :.. ., , *  .;+: ' , . ... I _ :  .' 

06/92 S 07 00 12198 

@ iii 
355 
355 

2 00241 FLOW GAUGES 
2 00273 FLOU MEASURING 

2 00505 FLOU HEASURINC 

04/93 S Of $! 12/98 

09/98 S 07 00 12/90 
06/96 S 07 00 12/P8 

08/94 s OT ao iz/y 

I 2 00381 FLOUMETER 

ACCOUNT # - 5 

10/96 S 07 00 12/98 
05/96 s 05 00 12/98 
06/96 S 07 OD 12/98 
09/96 S 07 00 12/98 

I ' I , '  I . 

3n 
373 
373 
373 

2 00391 1 1/2" DIFFUSE 
2 00379 720 DRAG CHAIN 

2 00380 311 AIR  L I F T  SL 1 2 00389 GLOVER LABOR 

4 ACCWU? # - 
2 00229 T R A l  EN0 PLAN 8 2 00211 T R A I L S  END TRE , 2 00373 CH -TRIAL ENDS 
2 002GS BLOUER REPAIR 
2 00427 CH - TRAIL END 
2 00228 T A I L  ENDS PLAN 

2 00227 TRAIL  ENDS PLA 
2 00230 TRAIL ENDS PLA 

ACCOUNT U - 

12/90 S 10 00 12/98 
12/90 S 03 00 OO/OO 
12/95 S 10 00 12/98 
10/92 S 03 00 12/9S 

12/90 S 08 00 12/98 
12/90 S 03 00 12/95 
12/90 S 20 00 12/98 

01/96 s io 00 12/98 

3732 
3732 

3732 
3732 

8 
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COSHEN UTILITIES 
f l X E D  A S S E T  S Y S T E M .  

Deprccfation Sumnary - INTERNAL 
By cl653 / ACCOUNT # 

For Fixed A s s e t s  00001 Through 00509 C Y 4 2  

P. 16 

C FAS ASSET DATE 0 EST LASl ACQUISITlON ----O-E-P-R-E-C-I-A-T-I-O~N--.. 
L WWER DESCRIPTION LOCATN Co A s s e t  # ACCOUNT # ACQRD H L I F E  DEPRC VALUE CURRENT YTD I 2 00276 BLOWER/COLLAPS 

BLOWER 
SLUDGE RETURN 

6" P I P E  
BLOWER 
VALVES 
DRAG CHAIN 
12 X 12 SHED 
BLOWER 
STARTER PANEL 
CONTROL PAWEL 

SLWGE RETURN , 2 00376 6" PIPE 
2 00431 ROTATING ASSEH 

ACCOUNT # - 
2 00012 AERATION TANKS I , 2 0020s COMPLETER WMP 
2 00142 REPLACED SLUDG 
2 00023 SEVER L I F T  STA 
2 00051 SEVER L I F T  STA 
2 00069 AERAlION TANKS I 2 00016 SLUDGE PUMPS 
2 00206 A ABS PUMP AC 
2 OOlLO ABS AC WHP FO 
2 00204 NEW A-B COMMIN 
2 00067 CARDINAL HARE0 
2 00083 SEUER PLANT I H  I 2 00208 1 ABS AC PUMP 
2 00093 BLOUER SEWER P 
2 00062 SEUER Lf F T  S l A  
2 00015 SLWGE HANOLIH 
2 00037 SEWER LIFT STA 
2 00143 REPAIR TO COMM 

~ 2 00141 REPLACE0 GRIND 
2 00065 SEWER C O N T R I B U  
2 00008 SEWER M l N S  
2 00091 SEVER PLAll IM 
2 DO049 AERATION TANKS 
2 00087 SEWER PLANT I H  

2 00063 AERATION TANKS 

I 

I 

374 
374 
374 
374 
3 7L 
3 74 
374 
3 7L 
3 74 
3 74 
374 
374 
374 
3 74 

--. 

@ 393 
3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 

@ :;:: 3932 

3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 
3932 

05/93 S 07 00 12/98 

07/96 S 07 00 12/98 
04/96 S 10 00 12/90 
02/96 S 07 00 12/98 
09/96 S 07 00 12/98 
06/96 S 07 00 12/96 
03/93 S 20 00 12/98 
05/97 S 07 00 12/98 

03/97 S 07 00 12/98 
06/96 S 07 00 12/98 

04/96 s 07 00 12/98 

08/96 s 07 00 12/98 

-- --, L- .---.- ---- .. 
03/96 S 10 00 1U98 
03/97 S 07 00 12/98 

. .< , . * . , ' L ?  

::. . , . : , ! . :  

01/66 S 4.0 00 12/98 

01/86 S 07 00 12/95 
07/88 S 05 00 12/95 

01/77 S 30 q! 12/98 

' , . , .. . .. i; , 

... I i , 

o m  s 30 po i , p a  

w a o  s $0 eo iii9a 
01/64 s 50 00 12/90 
o j a 9  s ox @ jus5 
02/88 .. .. S . 07 09 12/95 
05/89 S 05 RQ 12/9s 

06/87 S 15 00 12/98 
01/89 S 07 00 12/96 
05/07 5 19 00 12/98 
01/79 S 30 00 12/98 
01/64 S 40 00 12/98 

03/88 S 10 Oq 12/98 
07/88 S 05 00 12/95 
01/80 S 50 00 12/98 
01/6L S 50 00 12/98 

01/77 S 60 00 12/98 

01/79 S GO 00 12/98 

d i i a d  s 2s 00 12/98 

01/76 s 30 00 w 9 a  

12/87 s 15 op 12/9a 

09/81 s is 00 w a  

.-. 

3689 .PO 
$254.50 

U ,039.30 
$2,901 .OO 
11,699.94 

t962.63 
$1,025 .oo 
S1,dOO. 00 
S4,721.01 
81,242.73 
$2,336 .45 
$2.098 .S9 

------ ------ 
$1,593.30 
S1.9I3.72 

t25,908.07 

$6,556.00 

52,426.70 

66,920.00 
$1,292.00 
S14,465 .OO 
$2,95S.00 
81,216.26 

$1 , 248.70 
S I  15,396.00 
86,769.47 
$1.072.53 
$669.01 

97,837.00 
$6,633.00 
$12,428.00 

S950.00 
$400.00 

$935,114.00 
531,s 17.00 

S I ,  7U. 00 
$3,903.00 
91,826.00 
S2J6C.00 

8480. 00 

si ,  kso. 60 

S90.56 
$36.36 
9434.19 
$290.10 
J2L2.85 
9137.52 
8116.43 
970.00 
f67L. 43 
$177.53 
1333.78 
$299.80 
$159.33 
S277.67 

$3,37a.s5 

0163.85 

so. 00 
80.00 

$230.67 
143.07 
$361.63 

Si3  .88 
rO.OO 
20.00 
so. 00 

U,615.84 
5317.96 

fO.OO 
SLG. 60 
$261.23 
$1 10.83 
BC 1 I. 27 
$23.75 
50.00 

519,732.28 
9630.34 
$1 18.93 

$121.73 
$59.10 

$97. sa 

TOTAL 
ss66.72 
$96.96 

t 1,049 -29 

3638.07 

5366.07 
$608. 33 

01,lZL .os 
$414.24 
$611.93 
$724.52 
1438.16 
OS09.07 

$797.78 

$32~.ea 

88,116.07 

$5,736.55 

62,426.70 
4480.00 

$5,998.00 
SQL7.5L 

06,870.97 

S1,216.26 
S1,680.60 
S1,268.70 

$3,683.11 
f l ,  072.53 
3517.12 

$5,224.63 
$3,880.14 
19,529.30 
SPSO.00 
9LOO.00 

035 5,363.32 
%22,068.81 

$2,146 -76 
$1,377.61 
$1,182.00 

s2,5a6.~9 

sa7,700.96 

si,3ia.iL 

Page  12 
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I. 

03-16-1999 O7:48:06 
COSHEN U T I L I T I E S  

F I X E D  A S S E T  S Y S T E M  
Oepreciatfon S w r y  - INTERNAL 

By C l a s s  / ACCWtJT Iy 
For Fixed A r s o t s  00001 Through OOS09 FY=12 

C FAS ASSET DATE D EST LAST 

L "6R DESCRIPTION LOCATN C o  A s s e t  # ACC@.INT # ACPRD M L I F E  DEPRC 
2 00011 G R I T  REMOVAL C 
2 00009 SEUER TREATHEN 
2 00010 SEWER SERVICE 

2 00207 2 CHECK V A L E S  

ACCWNT # - 
C l e o o  - 83 

3 00147 OFFICE CURTAIN 
3 00145 OFFICE PRINTS 
3 00144 OFFICE PAINTED 

3 00146 OFFICE CARPET 

ACCOUNT 1y - 
3 00149 EASEMENT AND L 

3 o o m  ROOF REPLACEME 

5 00357 6 STEEL PLATES 

3 00349 MONITOR/VIDEO 
3 00134 COMPUTER 

3 00348* CWPUlER/PRINT 
3 00030 OFFICE EQUIPME 
3 00036 OFFICE EOUlPME 
3 00052 OFFICE EQUIPHE 
3 00055 OFFICE EQUIPME 

3 00025 OFFICE EQUIPHE 

3 00347 BROTHER FAX MA 
3 00089 TYPEWRITER 
3 00506 MMPUTEA 

3 00272 COPIER 
3 00153 COMPUTER E d U I P  
3 00042 OFFICE EQUIPME 

ACCOUNT # - 
3 G0258. GMC 

3 00268 16 FOOT T R A I L €  
3 00397 96 CHEVV TAHOE 
3 00277 CHEW CK20903 
3 OOL62 1998 CHEVY 
3 001U RADIO UNIT FOR 

28 

4 

3932 
3932 

3932 

01/61 S LO 00 12/98 
01/64 S 50 00 12/98 

02/89 S 07 00 12/96 
3932 01/64.S 50 00 12/90 

302 11/88 S 05 00 12/95 
11/84 S 05 00 12/95 

302 10/88 S 05 00 12/95 
--- __. ------- 

302 

3 03 

304 

@ 339 

340 
340 
340 
340 
340 
340 
340 
340 
360 
340 
34 0 
340 
310 
340 

14 

34 1 
34 1 
34 1 
36 1 
3 1  
341 

06/55 S 05 00 12/95 

03/95 S IS 00 12/98 

i o / w  s 07 00 12/98 
12/58 S 05 00 12/95 
10194 s 07 OD 07/98 
01/74 S 1Q 00 !2/95 
oil75 s i o  00 12/95 
01/77 S 10 00 12/95 
01/7a s 10 00 12/95 
01/73 S 10 00 12/95 
09/94 S 07 00 12/98 
10187 s i o  00 12/97 
03/98 s os 00 12/98 

05/89 s os 00 i w s  
03/93 S 07 00 12/98 

01/76 S 10 00 12/95 

07/92 S OS 00 10/96 
12/92 S OS 00 12/97 
06/96 S OS 00 12/98 
07/93 S 05 00 12/98 
07/98 S 05 00 12/98 
ivao s 05 00 12/95 

VALUE 
$7,389 -00 
'621,35L.00 
t9,150.00 
$1,468.59 

$1 , 1 99,808,86 

S 1 , 494 , 74 2.96 

9227.32 
$617.19 

$1 , 368.83 
$352.66 

12.566.00 

0436.00 

$400.00 

63 , 942.50 

$424.00 
$9; 4'05 .OO 
$4,913, 10 
$1,733.00 
$945.00 

..-._-_-- 

ua3.00 
$871 -00 
S380.00 
1614.79 
S6656.25 

S3,619.90 
$4,756.76 

S3L0.00 
12,130.00 

$3 1 , 1 71 .78 

S25,124.85 
sm.00 

517,783.61 
87,270.3L 
$696.00 

$30,6a9.60 

P a g e  13 

CURRENT Y T O  
$184.73 
$4497.08 
$1 89.00 
$0.00 

$27,088.50 

549,959.08 

eo. 00 
$0.00 
so - 00 
sO.OO 

so. 00 

$0.00 

80.00 

8262. a3 

S60.57 
10.00 

JO.00 
SD.00 
$0.00 
80.00 
$0 * 00 
$87.83 
80.00 

$603.32 
$679.53 
$0.00 
$0.00 

81,840.68 

$0.00 

86,137.92 
S2.07L.76 
$727.03 

fO.OO 

sa - aa 

TOTAL 
P6.467.15 
S17,053.14 
S6,617.07 
$1,468.59 

$551,457.94 

$721,009.12 

$227.32 
$617.19 

$352.66 
ti ,368.85 

$2.566.00 

50.00 

s400.00 

$985.62 

t2S7.42 
t9,405 -00 
92,690 .s 1 JJJ'/dd 
$1,733.00 

$945.00 
$383.00 
5871 -00 
0380.00 

$656.25 
$603.32 

$3,907.30 
$360.00 

t2,130.00 

m . 2 8  

R24,6?5.00 

$21.774.88 
8775.00 

SlS,344.00 
SI 7,793.61 

6727.03 
a96.00 

mailto:ACC@.INT
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GQSHEM UTILITIES 
F I X E D  A S S E T  S Y S T E R  : 

Oeprcciatiw, S m r y  - I N T E R N A L  
By Class / ACCOUNT li 

for fixed Assets  00001 Through 00509 FY=12 

Page 16 

C FAS ASSET DATE 0 EST L A S T  
1 NUHBR OESCRIPTlON lOCATW t o  Asset It ACCOUNI # ACQRD M L I F E  DEPRC I 3 00163 DODGE TRUCK 

T O f A C  

S?, 563.63 
$3.250.00 
S 1 ,596.90 
$1 , 813 63 

$71,305.48 

9895.00 
9146.95 
$139.65 
$240.93 
3703 - 08 
$161.75 
$125.00 
9650.40 
f102.00 

S3,1L4. 76 

S1,337.00 
$283.00 

02,591 .OO 
$1.298.00 
S256.00 

$2,230.80 
S720.2L 
9500.00 

$9.216.04 

$360.00 

S 1 12,632.98 

f194.00 
015,160.24 
$10,002 -62 
911,130.32 
910, 404 .oo 

146,071 . l a  

$12,415.00 

$2,L9C .13 

VALUE CURRENT YTD 

57,543.63 10.00 
$3,250 .OO to. 00 
S15,969.00 S1,596 -90 
d9;892.50 51,813.63 

34 1 
34 1 
3L 1 
3L 1 

ilia9 s 05 00 lugs 
06/98 s 05 00 12/98 
10192 S 05 00 12/97 

02/98 S 05 00 1U98 

3 002U CWSENECK T R A l  
3 00461 1996 BLUE CHEV 1 3 00460 1995 F-150 

A C U W N T  # - 10 $118,994.53 $12,350.24 

3L3 
3L3 
343 
343 
343 
343 
343 
343 
343 

-.---. 

06/87 S 07 00 12/95 
09/89 S 05 00 12/95 
11/89 S 05 00 12/95 
12/89 S 10 00 12/98 
04/91 S 03 00 12/95 

07/39 S 05 00 12/95 
02/89 S 05 00 12/95 

, .  07/87 S 97 ;OO 12/95 

.-----. 

.I.', w a 9  . . I s, QS,?O 12/95 

. . .  
8 .  . .  . a ,  8, .  11.1: .:, 

. . .  '.:. ,- 
.. I. . . . . 
01/76 S 10 00 12/95 
01/87 S 05 00 12/95 
01/75 S 10 00 12/95 
Ol/TTS 10 00 12/95 
01/76 S 1.0 00 12/95 
01/89 S O S  00, 12/95 

11/88 S 05 00 12/95 
'y?! s ST. 90 VC98 

$895.00 
$146.95 
$139.65 
$267.70 
S701.08 

81L1.75 
$125.00 
$650.40 

: 0102.00 

... -..e. .--.-, -- ----- 

. .  

so. 00 

$0.00 
526.n 

$0.00 
$0.00 
so. 00 
so - 00 

026.n 

$0.00 
80.00 
so.00 
$0.00 
10.00 
$0.00 

$120.03 
LO. 00 

0120.03 

$0.00 

61 L ,  600.55 

$0.00 
$0.00 
$0.00 

$2,782.58 
90.00 

m o o  

m o o  

$2,702.58 

$0.00 

S66S. 10 

3 00159 HEDGE TRIMMER I 3 00160 ONE PVC O R I L L  
3 00162 FURNACE FOR SH 
3 00236 WEE0 SPRAYER 
3 00158 ONE PVC O R I L L  
3 00157 ONE PVC O R I L L  
3 00161 WE W A l E R  PUMP 

3 00084 LAW MOWER 

ACCIYJUT 8 - 9 S3,171.53 

346 
346 
346 
346 
346 
346 
346 
346 

S1,337.00 
$283.00 

52,591.00 
$1,298.00 

$256.00 
S2,230.80 
$720.24 
is00.00 

S9.216.04 

s40. 00 

$1 70,238.38 

$194 .oo 
$15,140.24 
$1 0,002.62 
$13.912.91 
310,404.00 

s49.653 .TI 

S12,I IS. 00 

r3,32s.50 

3 00043 COMMUNI CAT I ON 

3 00155 ONE TELEPHONE 
3 00034 CCMMUMICATION 
3 00050 C ~ M U K I C A f f O N  
3 00032 COMHUNICATION 

I 
I 3 00156 Tu0 RADIO SYST 

3 00313 MOBILE PHONE 

3 00132 CAR PHONE 

I ACCWNT # - 8 

3'?b 3912 0 05/89 S 05 00 . .  12/95 .. . 3 00154 CCHPUTER EOUIP I 
Class - 49 ! 

4 00100 I A X  b LICENSE/ 
4 00231 1930 FORD DIES 

341 

341 
34 1 
34 1 
34 1 

09/87 S 05 00 12/95 
09/91 S 05 00 12/96 
12/88 S 05 00 12/38 
12/94 5 05 00 12/98 
01/85 S OS 00 12/95 

I 01113~ aa RANGER PICK 
4 00353 9C DODGE OAKOT 8 I 00081 WC TRUCK 

ACCOUNT d - 
I 00077 TOOLS AN0 EOUl 

I 5 

343 01/93 S 10 00 12/95 

03/95 S 05 00 12/98 4 00355 1976 FORO DUMP I 
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COSHEN UTILITIES 
F I X E D  A S S E T  S Y S T E M  

Ooprecfation Sumrary - INlERNAL 
By CLess / ACCOUNT # 

For Fixed Assets 00001 Through 00509 FY=12 

P. I3 . - 

Page 15 

C FA$ ASSET DATE D EST LAST ACOUISITION ----D-E-P-R-E-C-l-A-T.I-O-N---- 
L NUNBR DESCRIPTION LOCATN Co Asset  # ACCOUNT I ACORD M L I F E  DEPRC VALUE CURRENT YTD TOTAL 

01/76 S 07 00 12/95 $6,200.00 $0.00 L6,200.00 
01/77 S 07 00 12/95 $16,921 .OO $0.00 $16,921 .OO 

4 00082 EQUIPHENT 345 01/8S.S 10 00 12/95 $1,305.07 $0.00 $1.305.07 

4 00038 PWER OPERATED 
4 00046 POUER OPERATED 

$0.00 S24.626.07 ACCOUNT # - 3 921,426.07 

1 00080 TOOLS AN0 €QUI @ 3932 01/84 s i o  00 12/95 $1, a41 -00 sO.OO 91,841.00 

CIess - 11 $91,641.34 $3,467.68 s0a,047.38 

GRAND 509 

, :  I WUkJ \ .  - 
, . < . . . . .  . 

3 
4 

I __c__c 

33, ,5SA3 

$3,902,795.12 S131,65C.61 $1,730,811.28 

( v m >  
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EXHIBIT D 
Attachment A 

Page 1 of 2 

RESTATEMENT OF GOSHEN UTILITIES WATER PLANT CONTRIBUTIONS IN AID OF CONSTRUCTION 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

Case No. 99-303 

Water Plant 

Year End 

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 

Additions 

513,479 
0 
0 
0 
0 
0 
0 
0 

16500 
24,000 
32,276 
23,130 
15,300 
25,175 
21 1,685 
37,518 
17,447 
35,122 
33,868 
46,245 

Total at 12/31/98 1,031,745 

Cumulative Annual Years 
Total Amortization (1) to Date 

51 3,479 
51 3,479 
51 3,479 
51 3,479 
513,479 
51 3,479 
51 3,479 
51 3,479 
529,979 
553,979 
586,255 
609,385 
624,685 
649,860 
861,545 
899,063 
91 6,510 
951,632 
985,500 

1,031,745 

16,046 
0 
0 
0 
0 
0 
0 
0 

51 6 
750 

1,009 
723 
478 
787 

6,615 
1,172 
545 

1,098 
1,058 
1,445 

19.5 
18.5 
17.5 
16.5 
15.5 
14.5 
13.5 
12.5 
11.5 
10.5 
9.5 
8.5 
7.5 
6.5 
5.5 
4.5 
3.5 
2.5 
1.5 
0.5 

Accumulated 
Amortization 

Through 
12/31/98 (2) 

312,901 
0 
0 
0 
0 
0 
0 
0 

5,930 
7,875 
9,582 
6,144 
3,586 
5,114 

36,383 
5,276 
1,908 
2,744 
1,588 
723 

399,753 

I /  Based on composite amortization rate using 1998 plant and depreciation shown below: 

Utility Plant in Service-12/31/98 2,367,670 
Depreciation Expense - 1998 73,155 
Composite Amortization Period - Years 32 

21 Reduction in ClAC and a contra increase in retained earnings and equity. 

Adjusted 
ClAC at 
1 2/3 1 /98 

200,578 
0 
0 
0 
0 
0 
0 
0 

10,570 
16,125 
22,694 
16,986 
11,714 
20,061 
175,302 
32,242 
15,539 
32,378 
32,280 
45,522 

631,992 
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RESTATEMENT OF GOSHEN UTILITIES SEWER PLANT CONTRIBUTIONS IN AID OF CONSTRUCTION 
Goshen Utilities, Inc. and AquaSource Utility, Inc. 

Case No. 99-303 

Sewer Plant 

Year End 

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 

Additions 

920,114 
80,500 

0 
0 
0 
0 
0 
0 

67,000 
41,700 
37,000 
32,000 
25,000 
37,000 
30,000 
18,800 
21,000 
58,424 
9,000 

44,000 

Total at 12/31/98 1,421,538 

Cumulative Annual Years 
Total Amortization (1) to Date 

920,114 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,000,614 
1,067,614 
1 ,I 09,314 
1,146,314 
1 ,I 78,314 
1,203,314 
1,240,314 
1,270,314 
1,289,114 
1,310,114 
1,368,538 
1,377,538 
1,42 1,538 

34,078 
2,981 

0 
0 
0 
0 
0 
0 

2,481 
1,544 
1,370 
1,185 
926 

1,370 
1,111 
696 
778 

2,164 
333 

1,630 

19.5 
18.5 
17.5 
16.5 
15.5 
14.5 
13.5 
12.5 
11.5 
10.5 
9.5 
8.5 
7.5 
6.5 
5.5 
4.5 
3.5 
2.5 
1.5 
0.5 

Accumulated 
Amortization 

Through 
1 2/3 1 /98 (2) 

664,527 
55,157 

0 
0 
0 
0 
0 
0 

28,537 
16,217 
13,019 
10,074 
6,944 
8,907 
6,111 
3,133 
2,722 
541 0 
500 
81 5 

822,073 

I1  Based on composite amortization rate using 1998 plant and depreciation shown below: 

Utility Plant in Service-I 2/31/98 
Depreciation Expense - 1998 58,962 
Composite Amortization Period - Years 

21 Reduction in ClAC and a contra increase in retained earnings and equity. 

1,621 ,I 57 

27 

Adjusted 
ClAC at 
1 2/3 1 198 

255,587 
25,343 

0 
0 
0 
0 
0 
0 

38,463 
25,483 
23,981 
21,926 
18,056 
28,093 
23,889 
15,667 
18,278 
53,014 
8,500 

43,185 

599,465 



EXHIBIT D 
Attachment B 

Page 1 of 1 

CALCULATION OF ACQUISITION ADJUSTMENT 
Goshen Utilities, Inc. and AquaSource Utility, Inc. 

Case No. 99-303 

Summary of Utility Plant in Service as of 12/31/98 

Utility Plant in Service as of 12/31/98 
Less Accumulated Depreciation 
Net Utility Plant in Service 

Contributions in Aid of Construction (CIAC) 
Less Amortized ClAC 
Unamoritzed ClAC (1) 

Net Book Value-Net Plant Less Unamortized CI, 

Purchase Price Allocated to Net Book Value 
(Price excluding transaction costs) 

Acquisition Adjustment-Allocated Price Less Net Book 

11 Refer to Exhibit D, Attachment A for CIAC calculations. 

Water Sewer Total 

2,367,670 1,621 ,I 57 3,988,827 
(906,900) (789,103) (1,696,003) 
1,460,770 832,054 2,292,824 

1,031,745 1,421,538 2,453,283 
(399,753) (822,073) (1,221,826) 
631,992 599,465 1,231,457 

828,778 232,589 1,061,367 

2,772,048 777,952 3,550,000 

1,943,270 545,362 2,488,633 
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ADJUSTED BALANCE SHEET FOR GOSHEN UTILITIES, INC. (1,2) 
Goshen Utilities, Inc. and Aquasource Utilities, Inc. 

Case No. 99-303 

Utility Plant in Service 
Accumulated Depreciation 
Net Utility Plant 

Cash 
Temporary Cash Investments 
Customer Accounts Receivable 
Prepaid Expenses 
Accrued Interest 
Misc. Current and Accrued Assets 
Total-Current Assets 

1 

Total Assets 

Liabilities 

Common Stock 
Other Paid In Capital 
Retained Earnings (3) 
Total-Capital 

Notes Payable 
Accounts Payable 
Notes Payable to Associated Cos. 
Customer Deposits 
Interest Accrued 
Other 
Total-Current Liabilities 

Long Term Debt 
Advances from Associated Cos. 
Total-Long Term Debt 

NetClAC (3) 

Total Liabilities 

Water 

2,367,670 
(906,900) 
1,460,770 

86,940 
120,400 
8,403 

48,843 
2,593 
30,052 

297,231 

1,758,001 

Water 

140,000 
168,859 
65,381 
374,239 

1 19,549 
152 

2,111 
75,597 
2,192 
6,630 

206,231 

0 
4,192 
4,192 

631,992 

1,216,654 

Sewer 

1,621,157 
(789,103) 
832,054 

37,260 
51,600 
3,601 

20,933 
1,111 

12,879 
127,385 

959,439 

Sewer 

60,000 
72,368 

678,77 1 
811,139 

51,235 
65 
905 

32,399 
940 

2,842 
88,385 

0 
1,796 
1,796 

599,465 

1,500,785 

- Total 

3,988,827 
(1,696,003) 
2,292,824 

124,200 
172,000 
12,004 
69,776 
3,704 

42.931 
424,615 

2,717,439 

200,000 
241,227 
744,151 

1,185,378 

170,784 
217 

3,016 
107,995 
3,132 
9.472 

294,616 

0 
5,988 
5,988 

1,231,457 

2,717,439 

1/ Balance sheet information identified in Goshen's 1998 annual reports for water and sewer 
2/ Current assets, capital, current liabilities and long term debt allocated 70% to water 

and 30% to sewer per discussions with current owner. For illustration purposes. 
3/ Refer to Exhibit D, Attachment A for ClAC adjustments. 
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EXHIBIT D 
Attachment D 

Page 1 of 1 

ESTIMATED JOURNAL ENTRIES FOR GOSHEN AND AQUASOURCE UTILITIES 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

Case No. 99-303 

Estimated Acquisition Premium 

Total at Closing 

Adjustment for Working Capital: 

Current Assets 
Current Liabilities 
Working Capital Adjustment 

Expected Purchase Price 

Equity Including ClAC Adjustments 
Add Contribution of Capital by Sellers 

Estimated Equity 
to Retire Advances from Associated Cos. 

Estimated Acquisition Premium 

3,550,000 

Water Sewer 

297,231 127,385 
206,231 88,385 
90,999 39,000 129,999 

3,679,999 

374.239 811,139 

4,192 1,796 
378,431 812,935 1,191,366 

Accountinq Entries for Goshen Utilities, Inc. After Acquisition 

Utility Plant Acquisition Adjustment 
Shareholder Equity-Paid In Capital 

Accountina Entries for AauaSource Utilities, Inc. 

Investment in Goshen Utilities, Inc. 
Cash 

2,488,633 

Debit Credit 

2,488,633 
2,488,633 

Debit Credit 

3,679,999 
3,679,999 



EXHIBIT D 
Attachment E 

Page 1 of 1 

CALCULATION OF EMBEDDED COST PER CUSTOMER 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

Case No. 99-303 

Utility Plant in Service as of 12/31/98 
Less Accumulated Depreciation 
Net Utility Plant in Service 

Water Sewer 

2,367,670 1,621,157 
(906,900) (789,103) 
1,460,770 832,054 

Contributions in Aid of Construction (CIAC) 1,031,745 1,421,538 
Less Amortized ClAC (399,753) (822,073) 
Net ClAC 631,992 599,465 

Net Book Value 828,778 232,589 

Estimated Acquisiton Adjustment 1,943,270 545,362 

Embedded Cost Including Acquisition Adjustment 2,772,048 777,952 

Customers 1,682 1,219 

Average Embedded Cost per Customer $1,648 $638 

3,988,827 
(1.696.0031 
2,292,824 

2,453,283 
(1,221,826) 
1,231,457 

1,061,367 

2,488,633 

3,550,000 

2,901 

$1,224 



I 
I 
I 

Exhibit D 
Attachment F 
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DRAFT ACCOUNTING ORDER 
Goshen Utilities, Inc. and Aquasource Utility, Inc. 

Case No. 99-303 

1. In connection with the purchase of Goshen Utilities, Inc. by Aquasource Utility, Inc. (the 
“Company”), the Kentucky Public Service Commission approves the following accounting entries 
and accounting entries applicable to Goshen Utilities, Inc. 

2. That the financial statements at December 31, 1998 be adjusted for amortization of contributions in 
aid of construction (CIAC) to comply with the uniform system of accounts in accordance prescribed 
by the Kentucky Public Service Commission. 

3. That the Company may use a straight-line composite rate to amortize the ClAC account. 

4. That the straight-line composite rates of 32 years for water and 27 years for sewer may be used to 
amortize CIAC. 

5. That the Company may charge the ClAC account at December 31 , 1998 in the amount of 
$1,221,826 ($399,753 related to water plant and $822,073 related to sewer plant) to reflect 
amortization of ClAC from the year received to December 31, 1998 with an offsetting credit to 
Shareholder Equity - Retained Earnings of $1,221,826. 

6. That the difference between the purchase price at the date of closing and the shareholders equity at 
the date of closing be recorded on the books of Goshen as Utility Plant Acquisition Adjustment and 
a credit to Shareholder Equity - Paid In Capital. 

7. That the acquisition adjustment be amortized over a ten year period. 



STATE CORPORATION COMMISSION 

AT RICHMOND, MARCH 31, 1999 

PETITION OF 
CASE NO. PUA980043 

AQUASOURCE UTILITY, INC. 

For approval to acquire control of 
Blue Ridge Utility Company, Inc. 

ORDER GRANTING APPROVAL 

On November 23, ! 998, AquaSource Utility, Inc., (“AquaSource”, the 

“Company”) filed a petition under the Utility Transfers Act requesting approval 

for AquaSource to acquire fiom Winfred W. Ortts and Kitty L. Oitts (the “Oitts”), 

all the issued aiid outstanding stock of Blue Ridge Utility Company, Inc., (“Blue 

Ridge”). AquaSource Utility, Inc., is a wholly-owned subsidiaiy of AquaSource, 

Inc. which is, in turn, a wholly-owned subsidiaiy of DQE, Inc. a publicly traded 

utility holding company. In addition to water and wastewater utilities, 

AquaSource and AquaSource, Inc., also own non-regulated water and wastewater 

related businesses such as construction and engineering companies, water and 



1 , 

wastewater system leasing and fabrication businesses, and contract operation 

services for other owners of water and wastewater facilities. 

Aquasource and Aquasource, Inc., (the “Companies”) received approval 

from their Boards to invest over $200 million in water and wastewater utility 

companies. The Companies provide potable water and wastewater services to 

more than 300,000 customers and are cuirently negotiating to acquire numerous 

additional water utilities across the counby, including Virginia. AquaSource is 

headquartered in Houston, Texas and has several other offices in various areas of 

the country. 

DQE, Inc., the parent company of Aquasource, Inc., is a Pennsylvania 

based energy service company and parent of Duquesne Light Company. DQE, 

Inc., has assets of more than $4.6 billion and aiinual revenues in excess of $1.2 

billion. AquaSource and AquaSource, Inc., report their financial data on a 

consolidated basis with DQE, Inc. 

The 013s  cuirently own all of the issued and outstanding stock of Blue 

Ridge Utility Company, Inc. Blue Ridge is a Virginia small water company 

providing water services to households in Shenandoah County. Virginia. Blue 

Ridge currently serves 182 customers and 520 additional lots throughout the 

housing subdivisions. 

AquaSource proposes to purchase, and the 013s propose to sell to 

AquaSource all of the issued and outstanding stock of Blue Ridge. As stated in the 

petition, upon consummation of the transaction, Blue Ridge will become a wholly- 

owned subsidiary of Aquasource and will continue to operate as a separate 
2 



Virginia small water company. Additionally, Aquasource will provide operation, 

maintenance, and other services to Blue Ridge by contract. 

As agreed by Aquasource and the Ortts, Aquasource will pay the Oitts 

$158,272.00 in cash for the Blue Ridge stock plus additional amounts for new 

connections made to the Blue Ridge system prior to December 2 I ,  200 1 .  In 

accordance with the Stock Purchase Agreement, AquaSource will pay an 

additional $870.00 per household, less AquaSource’s connection cost. The 

purchase price will additionally be ad-justed pursuant to the Stock Purchase 

Agreement. AquaSource represents that adequate service at just and reasonable 

rates will not be impaired or jeopardized by the proposed transfer of conhol of 

Blue Ridge. Aquasource further represents that it plans to provide system 

improvements without change in the tun-ent water rates to Blue Ridge’s 

customers. In addition, the Company states that the acquisition will benefit Blue 

Ridge’s customers without an increase i n  rates. AquaSource’s mission, as stated 

in its petition, is to: 

I )  provide safe, clean, reasonably priced drinking water to its 

customers; 

2) 

3) 

achieve high levels of customer service and satisfaction; and 

keep all of its water and wastewater systems i n  regulatoiy 

compliance. 

Aquasource represents that, by Blue Ridge operating as a pait of the 

Aquasource family of companies, economies of scale will help maintain or lower 

future operating expenses, thereby mitigating the need for future rate increases. 
3 



Aquasource fiitther represents that, as part of a larger company with a publicly- 

traded parent, Blue Ridge will have access to the less expensive, public capital 

markets to finance future capital improvements to its plant and equipment, thereby 

reducing the need for potential future rate increases. 

The Company represents that Aquasource proposes to offset any need to 

increase rates, due to increased investment directly attributable to the acquisition, 

against expense reductions it expects to achieve in Blue Ridge’s operations. 

AquaSource also represents that, to the extent AquaSource is able to achieve and 

retain expense reductions resulting from operating efficiencies achieved over time, 

ratepayers will be insulated from any need to increase rates. 

AquaSource currently owns and operates over 300,000 connections in six 

states. AquaSource is headquartered in and operates more than 200,000 

connections in Texas. Aquasource represents that it has not filed a rate case in the 

eighteen months it has owned and operated facilities in Texas. AquaSource is 

negotiating rate settlements in various other states. Aquasource represents that it 

has been able to improve seivice provided by companies it has acquired 

particularly i n  Texas. 

THE COMMISSION, upon consideration of the petition and 

representations of the Company and having been advised by its Staff, is of the 

opinion and finds that the above-described transfer of control will neither impair 

norjeopardize the provision of adequate service to the public at just and 

reasonable rates and should, therefore, be approved. Accordingly, 

4 



IT IS ORDERED THAT: 

1) Pursuant to $8 56-88.1 and 56-90 of the Code of Virginia, 

AquaSource Utility, Inc., is hereby granted approval to acquire control of Blue 

Ridge Utility Company, Inc., under the terms and conditions arid at the price of 

$158,272.00, plus additional amounts for new connections made prior to 

December 2 1,200 I ,  and adjustments made pursuant to the Stock Purchase 

Agreement described herein. 

2 )  The approval granted herein shall have no ratemaking implications. 

3) Any excess eainings resulting from operational efficiencies or cost 

reductions shall be at issue in any filings or proceedings addressing rates. 

4) The approval granted herein shall in no way be deemed to include 

the recoveiy of any poition of the consideration paid in excess of the rate base, at 

the time of closing, through either an acquisition ad-justment or any other type of 

adjustment for ratemaking purposes. 

5) Blue Ridge Utility Company, Inc., shall file a Report of Action with 

the Director of Public Utility Accounting of the Commission on or before May 28, 

1999. Such report shall contain the date of transfer, the sales price, and all 

accounting entries reflecting the transfer. 

6) There appealing nothing further to be done in this matter, the same 

be, and it hereby is, dismissed. 

AN ATTESTED COPY hereof shall be sent to: Anthony J .  Gambardella, 

Esquire, Woods, Rogers & Hazlegrove, 823 East Main Street, Suite 1200, 

5 



Richmond. VA 232 19; and delivered to the Director of Public Utility Accounting, 

and the Director of Energy Regulation of the Commission. 
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STATE OF NEW Yl 

TO : 

FROM : 

SUBJECT : 

SAPA : 

C a  98-W-1274 

Approved as Recommended 
and so Ordered 
By the Commission 

DEBRA RENNER 
Acting Secretary 

RK 
SSuEm 

JAN 0 8 1999 
DEPARTMENT OF PUBLIC SERVICE 

December 7, 1998 

THE COMMISSION 

GAS AND WATER DIVISION - WATER RATES SECTION 
OFFICE OF ACCOUNTING AND FINANCE 

CASE 98-W-1274 - Joint Petition of Aquasource Utility, 
Inc. and Cambridge Water Works Company for Approval of 
the Transfer of all Cambridge Water Works Company Stock 
to Aquasource Utility, Inc. 

98-W-1274SA1 - Published in State Register on 
September 30, 1998. 

SUMMARY OF 
RECOMMENDATION: That the petition be approved subject to the 

conditions described in this Order. 
* * * 

S m a r v  

utility, 
Company 
pursuant 

By joint petition dated September 8, 1998, Aquasource 
Inc. (Aquasource or ASI) and Carribridge Water Works 
Cambridge or the company) request Commission approval, 
to Public Service Law §89-h, for AS1 to acquire all 

Cambridge provides water service to Cambridge stock. 
approximately 470 customers in the Washington County Towns of 
Cambridge, white Creek and Jackson, and public fire protection to 
the Village of Cambridge. 
administrative and operating deficiencies for several years, 
resulting in inadequate service and uncollected revenues in 
excess of $10,000 per year (9% of annual revenues). 

Cambridge has experienced significant 
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CASE 98-W-1274 e 
AS1 has committed to correct these problems, operate 

this system more efficiently and operate under an 11-year price 
cap plan. Under the plan, rates will be frozen for three years, 
and in the fourth through eleventh years rates will be increased 
by an inflation based escalator. 
residential customer bill is approximately $480, which includes a 
surcharge of approximately $190 for repayment of Environmental 
Facilities Corporation (EFC) bonds for capital improvements. 

is in the public interest, and recommends approval of the 
transfer contingent on the terms discussed herein. 
Backsround 

Cambridge has operated for several years with 
significant administrative and operating deficiencies. 
Approximately 44% of the customers receive minimum bills because 
no meters are installed, meters are inoperable, or meters have 
not been regularly read by the company. 
customers are incorrectly billed or not billed at a1l.k' Staff 
estimates that the company's poor billing practices have resulted 
in uncollected revenues in excess of $10,000 per year ( 9 %  of 
annual revenues). Cambridge has been repeatedly advised of its 
obligation to perform leak detection and make the necessary meter 
replacements and system repairs. However, the company has made 
little or no effort to reduce its lost and unaccounted for (LAUF) 
water and high percentage of minimum bills, or carry out other 
needed repairs and improvements. 

As a result, the Commission issued an OrderL' on 
May 7, 1998, directing Cambridge, its officers and directors to 
show cause within 10 days why the Commission should not find that 
Cambridge is not providing safe and adequate service and directed 

The current average annual 

Staff has reviewed the AS1 proposal, believes that it 

Approximately 23% of 

1/ - Based upon company data, staff estimates that due to incorrect 
billing, metering inaccuracies, and high leakage, the company's 
lost and unaccounted for (LAUF) water is over 65%. 

2' Cdse 98-W-0687, Order Instituting Proceeding and to Show Cause 
(Order) , issued May 7, 1998. 

-2- 
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that appropriate remedial actions be taken. 
to the Order was non-responsive but essentially confirmed the 
problems staff reported. 
Cambridge to perform the repairs, installations, and inspections 
that were identified in an attachment to the Order, within 
specific timeframesL’. 
of that work has been done. 

The company‘s reply 

The Commission subsequently directed 

To staff‘s knowledge, practically no& 

Cambridge argues that it does not have the financial 
resources required to improve its service, and a rate surcharge . 

would likely be required to perform the necessary system 
maintenance and improvements. However, staff believes the 
company.is not collecting the full amount of revenues it is 
entitled to because of mismanagement, as noted above, and service 
would continue to deteriorate under the present owner. 

By an agreement (contract) dated September 2 ,  1998, 
Cambridge agreed to transfer its stock to ASI, a wholly-owned 
affiliate of DQ@- 
utilities, construction and engineering companies, system leasing 
and fabrication businesses and contract operation services. 
Since its formation, AS1 has acquired 24 water utilities serving 
about 100,000 customers in two states. AS1 intends to become a 
significant player in the private water business in New York 
State and elsewhere, and is willing to assume the considerable 
commitment to make Cambridge a long-term, viable water system. 
Finally, the local municipalities are not interested in taking 
over this water system. 
The Petition 

Aquasource owns water and wastewater 

The petition states that AS1 will purchase all 
outstanding stock of Cambridge for $235,478. 

is about 257% of the current $66,000 rate base f o r  Cambridge. 
The purchase price 

1I - Case 98-W-0687, sumra, Order Directing Remedial Action (issued 
July 15, 1998). 

2 1  - DQE, Inc., (formerly Duquesne Power & Light Company) is a 
Pennsylvania-based electric, transmission and distribution and 
energy services company with assets of more than $ 4 . 6  billion 
and annual revenue in excess of $1.2 billion. 

-3 -  
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However, the level of rate base for small water companies is 
generally not truly representative of the level of actual plant 
investment because of the relatively high level of contributed 
plant from real estate developers. 
the debt associated with the company's EFC Bonds totaling 
approximately $830,000. 

compliance dates set forth in the Revised Schedule of the 
July 15, 1998 Order, to permit for the orderly and efficient 
transfer of control and operation, and to give AS1 time to 
perform the required work. 

Cambridge a viable water system, and projects an immediate cost 
of approximately $46,000 for necessary operation and capital 
improvement expenses. AS1 stated that it would use equity (and 
possibly long-term debt) financing to do these projects, which 
will result in more efficient financing compared to current 
ownership where rate surcharges would likely be required to 
finance improvements. 

AS1 intends to operate this system more efficiently, 
and has requested that the Comission not take any action to 
reduce rates and surcharges and allow AS1 to retain for itself 
the efficiencies it attains. AS1 states that the retained 
operating efficiencies will compensate it for the increased 
investment base. 
Customer Notification 

In addition, AS1 will assume 

AS1 has also requested that the Comqission extend the 

AS1 contends that it is willing to commit to make 

In October, Cambridge informed the customers regarding 
the above proposal. 
explained that AS1 can provide quality water at a lower price 
than the current owner because it has the resources, expertise, 
and efficiencies that a larger company can provide. Cambridge 
informed customers that both companies believe the transfer will 
help customers by permitting improvements to be implemented 
quickly with the use of capital at reasonable costs and will 
ultimately result in stable rates. 

The notice introduced Aquasource and 

AS1 indicated it will develop 

-4- 
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CASE 98-W-1274 a 
an action plan for immediate enhancements and renovations to the 
distribution system. 

Commission approval and were asked to contact the Commission‘s 
Consumer Services Division to comment on the proposal. 
customer comments were received in 1998. 
were received prior to the customer notification regarding the 
proposed water company transfer (increased bill and surcharge, 
and low pressure or no water at all). A third comment related to 
the proposed stock transfer, and questioned why the EFC financing 
surcharge would not be paid in full with the sale of the company. 
An explanation was sent to the customer that the surcharge terms 

The customers were also informed of the need for 

Three 
The first two comments 

will remain the same after the stock transfer. 
Discussion 

regulated water systems are small and do not have the financial 
capability to cope with major repairs and other stresses of 
business. Some of the small companies are in poor condition and 
long-term service is in jeopardy. 
are able to take ownership and operate small troubled companies, 
but usually only after long periods of poor service and customer 
anguish. To address this situation, the Commission issued its 
Acquisition Incentive PolicyA’. 
the Commission’s willingness to encourage consolidation and 
acquisitions of small companies by non-traditional ratemaking 
approaches (e.g., a return premium, recognizing acquisition 
premiums in rate base, bringing rates of the acquired company up 
to regional rates, and accelerated write-offs of acquisition 
costs). 

improvements at its acquisitions to ensure their long-term 
viability. In the case of Cambridge, AS1 will invest the 

Many of the approximately 400 Public Service Commission 

Occasionally, municipalities 

This policy statement indicates 

AS1 intends to use its financial ability to make system 

L’ Case 93-W-0962 -- Statement of Policy on Acquisition Incentive 
Mechanisms for Small Water Companies (**AIM Policy”), issued 
August 8, 1994. 

-5- 
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CASE 98-W-1274 0 
premium is a departure from traditional rate of return ratema Ling 
methodology. 

surcharges that customers would likely encounter if Cambridge 
were to do the system repairs and improvements itself. 
because long-term financing is not an option for Cambridge, 
ownership by AS1 will result in reduced financing costs to 
customers for any future improvements as compared to current 
ownership. 
customers are obligated (through a surcharge based on water 
usage), to repay a loan that the company received in 1995 from 
the EFC to fund necessary system improvements. AS1 will continue 
paying off  the loan balance of approximately $830,000, as 
required by EFC through the existing capital surcharge. 

of scale in both operations and financing. 
customers will be paying no more, and most likely less, under 
ASI's ownership than they would be under the current ownership. 
Staff believes ASI's pledge to make the required system repairs 
is credible, and the transfer is in the public interest. 

This memo has been reviewed by Nancy Tourville of the 
Office of Consumer Affairs and David Van Ort of the Office of 

ASI's proposal will alleviate the rate impact of high 

Moreover, 

It should also be highlighted that Cambridge 

It appears that AS1 should be able to achieve economies 
Accordingly, 

Counsel. 
Recommendation 

It is recommended that: 

The Commission approve he transfer of the Cambridge 
Water Works Company stock to Aquasource Utility, Inc., 
conditioned on the following provisions related to the future 
ratemaking. 

1. Existing base rates shall remain in effect for a 
minimum of three years (through 12/31/01). 

2. After the initial three year rate freeze 
(through 12/31/01), AS1 will be allowed to 
increase rates by an escalator based upon the 
increase in the GDP inflator minus 25% of that 
rate for anticipated productivity savings. 
However, the 25% GDP productivity factor will be 

-7- 
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4 .  

open to renegotiation as described in the body 
of this order. 

If the aggregate of certain unavoidable costs 
(power, chemicals, taxes , testing costs 8 and 
the depreciation and return components of 
extraordinary capital additions) increase by 
more than 5% above the escalator, Aquasource 
Utility, Inc., will be allowed to apply for a 
rate reopener, subject to the provisions 
described in the body of this Order. 

The compliance dates to perform the directed 
tasks in the Commission Order Directing Remedial 
Action, dated July 15, 1998, shall be extended 
to June 1, 1999. Aquasource Utility, Inc., 
shall submit its timetable for compliance to the 
Chief of Water Rates by April 1, 1999. 

Respectfully submitted, 

Sandra D. Reulet 
Senior Valuation Engineer 
Gas & Wate Division w- 
B&an Sumhers 
Associate Utility Financial Analyst 

A P P k d  : /7 w-m thur Gordon _ _  ~ 

Chief, Water Rates Section 
Gas and Water Division 

_ _ ~  

Office of Accounting & Finance 

Richard Ansaldo 
Chief, Office of Accounting & Finance 

-8- 
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CASE 98-W-1274 0 e 
Appendix A 

Rate Plan sfor Aquasource Acquisition of Cambridge Water Works Company 

0 Rate Freeze 

0 AS1 would hold rates constant to 12/31/01 (3 year freeze 

0 Improved Service 

0 AS1 would invest in the repair and maintenance of Cambridge 
system without increasing current rates, except for the 
escalator and extraordinary reopener clauses discussed 
below. 

0 GDP based Escalator in "Out Years" 

0 In the fourth through eleventh years if the GDP inflator is 
greater than zero, rates would increase by an escalator (the 
GDP inflator less 25% of the GDP for a productivity offset), 
e.g., GDP deflator of 2% results in an escalator of 1.5% and 
8% GDP results in 6% escalator. 
be used to set subsequent year rates. 

Prior year actual GDP will 

0 The minus 25% of GDP as a productivity offset will be open 
to renegotiation upward (e.g., minus 30% of GDP, but no 
greater than 50% of GDP) in the event that AS1 buys 
additional companies, which provide for added economies to 
all AS1 companies. The intent would be to share some of the 
additional economies between ratepayers and ASI. 

0 Rate reopeners for extraordinary expense increases 

0 If certain unavoidable costs (power, chemicals, 
taxes, testing costs, and the depreciation and 
return component of extraordinary capital 
additions), increase in aggregate, by more than 5% 
above the escalator, a rate reopener would be 
allowed. However one-half of new customer 
revenues would be netted against the increased 
costs. If reopener is used, AS1 cannot revert to 
the escalator option in remaining years. 

0 Ratemaking after Eleven Years 

0 The investment base would not include a purchase price 
premium but would include the capital investments made by 
AS1 since the acqui,sition. These capital additions will be 
treated as if traditional rate making had been in place 
since the acquisition; that is, in the twelfth year the net 
plant for these capital additions (and all other plant) will 
reflect the appropriate level of depreciation since the 
acquisition. 
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AGENIA DATE: 4/28/99 

STATE OF SEW JERSEY 
Board of Public Utilities 

Two Gateway Center 
Sewark, SJ 07102 

IN THE M A m R  OF THE JOINT PETITION) WATER AND WASTEWATER 

MAXIM SEWERAGE CORPORATION 1 DECISION AND ORDER 
FOR APPROVAL OF THB SALB OF MAXIM 1 
SEWERAGE CORPORATION'S STOCK TO ) DOCKET NO. WM98121465 
AQUASOURCE UTILITY, INC. AND FOR 1 
APPROVAL TO KEEP BOOKS AND RECORDS 

OF AQUASOURCE UTILITY, INC. AND ) 

OUTSIDE THE STATE OF NEH JERSEY 1 

(SERVICE LIST ATTACHED) 

BY THE BOARD: 

On December 24, 1998, Petitioners Maxim Sewerage Corporation 
(Maxim), a corporation of the State of New Jersey with its 
principle offices located in Union, New Jersey, and Aquasource 
Utility, Inc. (Aquasource), a wholly owned subsidiary of 
Aquasource, Inc. (which is in turn a wholly-owned subsidiary of 
DQE, Inc.) with their principal offices located in Houston, Texas 
filed a joint petition with the New Jersey Board of Public 
Utilities ("Board") requesting approval, pursuant to N.J.S.A, 
48~2-51.1, of the transfer of all of Maxim's stock to Aquasource 
and for a waiver, pursuant to N.J.S.A. 48:3-7.8,  to keep Maxim's 
books and records outside the State of New Jersey. 

Aquasource provides water and wastewater service to 
customers in portions of seven states: Texas, Rhode Island, 
Indiana, Missouri, Connecticut, Florida and South Carolina. It 
currently provides potable drinking water to more than 100,000 
customers in these seven states. It has invested or received 
corporate approval to invest over $300 million in 12 states. 

DQB, IRC., the parent company of Aquasource, Inc., is a 
Pennsylvania based energy services company with assets of more 
than $4.6 billion and annual revenues in excess of $1.2 billion. 

Maxim is a New Jersey corporation and a public utility 
subject to the Board's jurisdiction that operates a sewage 
collection and transmission system. Its system serves 
approximately 2,540 customers within its service territory. 
Maxim's Wastewater service territory consists of a portion of 
Howell Township in Monmouth County, New Jersey. Maxim'does * not 
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treat the wastewater. 
Utilities Authority. 

Aquasource and Maxim have entered into a Stock Purchase 
Agreement (SPA) in the amount of $ 2 , 6 5 3 , 0 0 0  for the sale of 
Maxim's stock to Aquasource. Upon consummation of the 
transaction, the shareholders of Maxim will sell, and AquaSource 
will purchase, one hundred percent (100%) of the outstanding 
shares of Maxim. After the stock purchase, Maxim will become a 
wholly-owned subsidiary of Aquasource. Transaction costs to 
effectuate this stock purchase are currently estimated at $ 2 , 0 0 0  
for accountant services. Other transaction charges have not been 
determined, and thus not supplied to the Board. 

Treatment is provided by the Ocean county 

The transaction will result in a change of ownership of 
Maxim, but will not change the manner in which it provides 
wastewater service to its customers. The services currently 
being provided by Maxim will continue to be offered pursuant to 
Maxim's tariff on file with the Board. There will be no changes 
in rates, terms or conditions of service provided to customers. 

The company has represented that there will be no immediate 
change in employees. 
Petitioners reserve the right to reassess staffing needs in the 
future. 

Maxim currently has eight employees. 

In addition, Maxim's books and records will initially be 
maintained in New Jersey, but Petitioners seek approval to 
transfer Maxim's books and records outside the State at a later 
time. Petitioners have agreed to pay any reasonable expenses or 
charges incurred by the Board for any investigation or 
examination of Maxim's books and records if the Board grants 
permission for Petitioners to keep the books and records outside 
the State. 

The Board FINDS the stock purchase agreement is in 
accordance with N.J.S.A. 4 8 : 2 - 5 1 . 1 .  The proposed change in 
control will not adversely impact competition, rates, employment 
or the provision of safe, adequate and proper utility service at 
just and reasonable rates. 

The Board FINDS the following: 

1. - Impact on Cometition: The change in control will have 
no adverse impact on competition because Maxim Sewerage 
Corporation will continue to operate in its current 
franchise territory, subject to the continuing 
jurisdiction of the Board, and under the same market 
conditions as presently exist. 

2 

DOCKET NO. WM98121465 
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2. Effect on Customer Rates: The rates, rules, 
regulations, and terms and conditions of service in 
effect on the ‘date of closing will not change as a 
result of the change in control. 
to operate under its existing Board approved tariff and 
continue to be subject to the jurisdiction of this 
Board. 

Maxim will continue 

3. Effect on Em0 lovees: Maxim currently has eight 
employees. 
changes in the immediate future. 

4. Effect on Service: The change in control will not 
affect the ability of Maxim to provide safe, adequate 
and proper service, nor will it in any way affect the 
Boardfs continuing jurisdiction over rates and service. 

Aquasource does not intend any staffing 

Finally, the Board notes that while Aquasource is not 
seeking, nor has it requested, ratemaking treatment of the 
acquisition for this stock purchase at this time, the Board 
NOTICES Aquasource of its acquisition policy set forth in I/M/O 
Petition of New Jersev-American Water Comanv for an Increase in 
Rates for Water and Sewer Service and Other Tariff Modifications 
at BPU Docket No. WR98010015 and OAL Docket No. PUC 699-988, 
issued April 6 ,  1999.  In that Order, the Board stated: 

The Board NOTICBS the water and wastewater industry 
that, in the future, the Board expects proposed 
acquisitions and contemplated acquisition adjustments, 
supported by two independent appraisals, to be 
submitted for Board approval prior to finalization of 
the acquisition agreement, and that, in the absence of 
a timely submittal, the acquiring company proceeds at 
its own risk with respect to rate treatment of those 
acquisitions and acquisition adjustments. The Board 
further DIREmS that individual notice be given to 
members of the regulated water/wastewater industry of 
this Board policy. 

Accordingly, the Board HEREBY APPROVES the joint petition of 
Aquasource-Utility, Inc. and Maxim Sewerage Corporation for the 
stock purchase of Maxim by Aquasource with the following 
conditions: 

(1) Petitioners shall not recover from utility customers any 
transaction costs related to this stock acquisition. 

DOCKET NO. WM98121465 
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Petitioners' request for a waiver to maintain Maxim's books 
and records outside the State of New Jersey is HEREBY 
GRANTED provided that Petitioners shall pay any costs 
associated with any future review or audit by staff. 
N.J.S.A, 48:3-7.8 states that, notwithstanding the waiver, 
upon notice, the books, records, accounts, documents and 
other writings shall be provided for Board review within 
this State at a time and place as the Board may designate. 

(3) Petitioners shall at all times continue to maintain Maxim's 
books and records in accordance with the Board approved 
Uniform System of Accounts or as otherwise prescribed by the 
Board. 

I HEREBY CERTIFY that the within 
document is a true copy of the original 
in the files of the Board of Publk 
Utilities 

DOCKET NO. WM98121465 
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AQUASOURCE UTILITY, INC. 
AND MAXIM SWOERAGE CORPORATION 

BPU DOCIQgT NO. oQw98121465 

SERVICE LIST 

I Blossom A. Peretz, Bsq., Director 
I 3 1  Clinton St. , 11th F1. 

Susan McClure, Esq. 
Bernard M. Smalls, Legal Associate 
Division of the Ratepayer Advocate 

P . O .  Box 46005 
Newark, NJ 07101 

Vincent J. Sharkey, Jr., Bsq. 
Riker, Danzig, Scherer, Hyland & 
Perretti LLP 

One Speedwell Ave.-P.O. Box 1981 
Morristown, NJ 07962-1981 

Mark Beyer 
Office of the Economist I Board of Public Utilities 
m o  Gateway Center 
Newark, NJ 07102 

I Scott Rubin Public Utility Consulting 
2 Lost Creek Drive 
Selingsgrove, PA 17870 

Ben D. Shiriak, President 
Maxim Sewerage Cow. 
968 Stuyvesant Ave. 

I 

I 
I Headquarters Plaza 

I 
I Union, NJ 07083 

I 
I 

Dennis Moran, Bureau Chief 
Rates & Tariffs 
Division of Water & Wastewater 
Board of Public Utilities 
Two Gateway Center 
Newark, NJ 07102 

Dante Mugrace 
John Lombard0 
Division of Water & Wastewater 
Board of Public Utilities 
m o  Gateway Center 
Newark, NJ 07102 
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COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

September 24, 1 9 9 9  

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 3 6  
Goshen, KY. 40026 

Honorable Terrell L. Black 
Patrick T. Schmidt 
Attorneys for Aquasource Utility,Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202 

RE: Case No. 99-303  

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

* 

Secretary of the Commission 

SB/sa 
Enclosure 



In the Matter of: 

- COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP 1 CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. ) 

O R D E R  

On September 15, 1999, Aquasource Utility filed a letter with the Commission 

requesting an informal conference with Commission Staff to discuss the issues relating 

to its application for transfer of ownership rights of Goshen Utilities. Aquasource Utility 

included in the letter an agreement to grant the Commission an extension of 30 days 

from October 7, 1999 in which to render a decision in this case. 

The Commission, having considered the letter and being otherwise sufficiently 

advised, finds that an informal conference should be held between the Commission 

Staff and Aquasource Utility to discuss the issues contained in the petition. It further 

finds that Aquasource Utility has agreed to extend the time period for a decision on this 

petition for 30 days from October 7, 1999. 

IT IS THEREFORE ORDERED that: 

1. An informal conference shall be held September 30, 1999 at 1:00 p.m., 

Eastern Daylight Time, in Hearing Room 2 of the Commission’s offices at 677 

Comanche Trail, Frankfort, Kentucky. 

2. The time in which the Commission is to render a decision in this case shall 

be extended to November 5, 1999. 



Done at Frankfort, Kentucky, this 2 4 t h  day o f  S e p t e m b e r ,  1999. 

By the Commission 

ATTEST: 



STUART E. ALEXANDER, JR. 
WILLIAM A. BUCKAWfY, ]R. 
HAROLD E. DILLMAN 
CHARLES W. DOBBINS, JR. 
TERRELL L. BLACK 
IOHN M. NADER' 
MARK W. DOBBINS 
STUART E. ALEXANDER, 111 
SANDRA E KEENE 
C. THOMAS HECTUS' 
RANDALL S. S%USE7 
JOHN A. WILMES 
THOMAS J. B. HURST 
H. KEVIN EDDINS' 
WILLIAM J. W A S H ,  1V6 
PATRICK SCHMIDT 
JOHN T. EVANS 
DANA M. TAYLOR 

CAROLYN K. BWEISE"* 
RANDOLPH NOE" 
MICHAEL G. KAREM'' 

* OfCouncel 

&ILFORD, DOBBINS, ALEXAND Q 
BUCKAWAY & BLACK, LLP 

ATTORNEYS AT LAW 
1400 O N E  RIVERFRONT PLAZA 
LOUISVILLE, KENTUCKY 40202 

PHONE: (502) 584-6137 
FAX: (502) 584-2318 

September 15, 1999 

Anita Mitchell 
Commonwealth of Kentucky 
Public Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 40602 

HENRY J. TILFORD (1880-1968) 
CHARLES w. DOBBINS (1916-1992) 
DONALD H. BALLEISEN (1924-1993) 

LAWRENCE W. WETHERBY (1908-1994) 

INDIANA OFFICE 
219 N. CAPITOL AVENUE P~0,Bo~x640 ~. - - 

CORYDON, INDIANA 47112 
PHONE: (812) 738-2100 

'Also admitted in Indiana 
zAlso admitted in New York 

'Also admitted in District of Columbia 
and Maryland 

+Also admitted in District of Columbia 
5 A k ~  admitted in Florida and Indiana 
bAlso admitted in Georgia and Illinois 

?Also admitted in South Carolina 

* .  CFP 2 0 1999 

RE: Aquasource Utility' s Petition for Transfer of Control of Goshen 
Utilities, Case No. 99-303 

Dear Ms. Mitchell: 

Please accept this letter as a request for an informal conference with the PSC to 
discuss AquaSource Utility's Petition for the Transfer of Ownership Rights of Goshen 
Utilities, Inc. We propose having this conference on one of the following dates: 
September 28,29,30 or October 1, 1999. Aquasource Utility agrees to grant the 
Commission a thirty-day extension to their statutory deadline of October 7, 1999. The 
Commission will now have until November 7, 1999 to respond to our Petition. 

I talked to Bill Pfrommer of Aquasource today and he asked if you could fax him 
an agecda fcr this Conference find the issues that the PSC would like to discuss. He wants 
to be sure to bring all relevant information and personnel to this conference so that 
Aquasource can fully answer the Commission's questions and fully comply with their 
requests. His fax number is 412-393-3610. If you would prefer to discuss this with him 
personally, his direct line is 4 12-393-3623. 

Thank you for your help and I look forward to hearing from you SOL 

Attorney for Aquasource Utility, Inc. 



502-584-2318 T D A & B 154 P02 

%U.JO,D, DOBBINS, 
]BUCKAWAY &I BLACK, LLP 

STUART E. ALEXANDER. JR 
WILLIAM A. BUCKAWAY, JR, 
M O L D  E. DILLMAN' 
CHAWS W. DOBBINS, JR. 

ARK W. DOBBlHS 
m A f y T  E. ALEXANDER. 111 
SANDRA E KEENE 

OHNkWILMES hi O M S  J. B. HuRsr 
H. KEVIN EDDINS 
WILLIAM J. WALSH. wd 

CAROLYN K RALLEISEN'' 
RANDOLPH NOE'I 

OfCoUnrcl 
h&$HAEL G. KARBMq 

Anita Mitchell 
Commonwealth of Kentucky' 
Public Service Commission 
730 Schenkel Lane 
Frankfort, Kentucky 40602 

k D i W 3 S  AT h W  
1400 ONERIVERIRON? PLAZA 
LOUISVILLE, lGNlUCKY 40202 

PHONE (502) 584-6137 
FAX: (502) 584-2318 

Utilities, Case No. 99-303 

Dear Ms. Mitchell: 

Please accept this letter as a request for an informal conference with the PSC to 
discuss Aquasource Utility's Petition for the Transfer of Ownership Rights of Goshen 
Utilities, Inc. We propose having this conference on one of the following dates: 
September 28,29, 30 or October 1, 1999. Aquasource Utility agrees to grant the 
Commission a thirty-day extension to their statutory deadline of October 7, 1999. The 
Commission will now have until November 7, 1999 to respond to ow Petition. 

I talked to Bill Pfiornmer of Aquasource today and he asked if you could fax him 
an agenda for this conference and the issues that the PSC would like to discuss. He wants 
to be sure to bring all relevant information and personnel to this conference so that 
AquaSource can fully answer the Commission's questions and fully compIy with their 
requests. His fax number is 412-393-3610. If you would prefer to discuss this w-ith him 
personally, his direct line is 412-393-3623. 

Thank you for your help and I look forward to hearing from you soon. 

Attorney for AquaSource Utility, Inc. 
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BEFORE THE PUBLIC SERVICE COMMISSION 
AUG 3 0 1999 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 

RIGHTS OF GOSHEN LJTILITIES, INC. 1 
mrc. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 

AMENDEDJ'BTITION FOR TRANSFER OF OWNElRSHIP RIGHTS 
OF GOSHEN UTILITIES, INC. 

Comes now, Aquasource Utility, Inc., by counsel, for its Amended Petition for 

the Commission and respecthlly requests an Order pursuant to KRS 278.020 (4) and (5) 

arid 807 KAR 5:OOl , Section 8 granting approval of the transfer of all stock in Gosheii 

IJtilities, Inc. by the present owners of that stock. 

Respectfully Submitted, 

By: 
Patrick T. Schmidt" 
Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 
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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

RECEIVED 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, 1 
INC. FOR TRANSFER OF OWNERSHIP ) CASENO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. ) 

AMENDED PETITION FOR TRANSFER OF OWNERSHIP RIGHTS 
OF GOSHEN UTILITIES, INC. 

Comes now, Aquasource Utility, Inc., by counsel, for its Amended Petition for the 

Commission and respectfully requests an Order pursuant to KRS 278.020 (4) and (5) and 807 

KAR 5:001, Section 8 granting approval of the transfer of all stock in Goshen Utilities, Inc. by 

the present owners of that stock. 

The Petitioner provides the following information in response to the Commission’s Order 

dated August 12, 1999 and to supplement its Petition heretofore filed with the Commission. The 

Petitioner is providing names of witnesses that are, at the time of this filing, the best source for 

the information provided. However, should the need arise, the Petitioner may change the 

witnesses listed below. 

Question 1 Provide a copy of Goshen Utilities, Inc.’s (“Goshen Utilities”) 1998 balance 
sheet, income statement, statement of retained earnings, and cash flow 
statement. The statements should be provided separately for the water and 
sewer divisions. 

Witness: James A. Lahtinen 

I 



Company’s 
Response Aquasource Utility, Inc. (“ASI”) used the financial data provided in Goshen 

Utilities, Inc. (“Goshen”) 1997 annual reports to the Public Service Commission 
of the Commonwealth of Kentucky as part of its evaluation of the acquisition of 
Goshen. Separate financial data for water and sewer systems is available to the 
extent it is identified in the annual reports. 

Question 2 Provide a copy of Aquasource Utility’s 1998 balance sheet, income statement, 
statement of retained earnings, and cash flow statement. 

Witness: James A. Lahtinen 

Company’ s 
Response Financials for Aquasource Utility are not stated separately. Aquasource Utility 

reports its financials on a consolidated basis as part of Aquasource, Inc. 
AquaSource, Inc. reports its financials on a consolidated basis as part of DQE. 

Question3 Provide the journal entries Aquasource Utility will record to reflect the 
purchase of Goshen Utilities’ water division. 

Witness: James A. Lahtinen 

Company’s 
Response Aquasource will record the investment in Goshen’s stock as a charge to the 

investment account and a credit to cash at the purchase price of $3,550,000 plus 
the net working capital adjustment at the closing date. The net working capital 
adjustment (balance of current assets less the balance of current liabilities) is 
defined in the Stock Purchase Agreement. This entry will not differentiate 
between water and sewer operations. 

Question4 Provide the journal entries Aquasource Utility will record to reflect the 
purchase of Goshen Utilities’ sewer division. 

Witness: James A. Lahtinen 

Company’s 
Response Please refer to the response to Question 3. 

Question 5 Provide the journal entries Aquasource Utility will record on Goshen 
Utilities’ books to reflect the purchase of Goshen Utilities’ stock. 

2 



‘ I  
Witness: James A. Lahtinen I 

i I  ~ Company’s 
Response Aquasource proposes to record the acquisition adjustment on the books of 

Goshen by charging the acquisition adjustment with an offsetting credit to equity 
(paid in capital). 

I 
I Question 6 Provide copies of Aquasource Utility’s and Goshen Utilities’ balance sheets 

reflecting the purchase of Goshen Utilities’ stock. 

Witness: James A. Lahtinen 

Company’s 
Response Please refer to the response to Questions 3 , 4 , 5  and 13C. 

Question 7 AquaSource Utility is requesting, among other things, that the Commission 
approve its purchase of Goshen Utilities’ stock, “an acquisition adjustment 
for accounting and future rate-making purposes” and amortizing the plant 
acquisition adjustment over a 15-year period. Relative to these requests, 
provide the following: 

A. Relative to Aquasource Utility’s purchases which have included 
acquisition adjustments in other states, provide a chart showing: 

1) The utility acquired, the state in which it operates, and if its operations 
are water, wastewater, or both. 

2) Whether the purchase was a stock transfer or  asset transfer. 

3) The amount of any acquisition adjustment recorded. 
4) The amortization period approved by the commission. If the commission 

did not approve an amortization period, so state. 

5 )  The embedded cost per customer. 

6) Copies of any jurisdictional approvals AquaSource Utility was required 
to obtain in the acquisitions. 

7) The net book value of the utility acquired. 

Witness: James A. Lahtinen 

3 



Company’s 
Response Aquasource has not received an order that explicitly allows for rate base 

treatment of the acquisition adjustment. While AS1 is negotiating with other 
regulatory commissions for such treatment, no such adjustment for current or 
future rate making has been allowed. 

AS1 has filed numerous petitions to transfer ownership. Each has stated explicitly 
that AS1 has no plans to file for an increase in base utility rates for the next several 
years, absent extraordinary expenses (e.g. unforeseen requirements imposed by a 
regulatory agency, changes in taxes, acts of God, etc.). AS1 would seek to hold 
rates at current levels through the rate freeze period while working to recover its 
investment through O&M cost savings associated with economies of scale, during 
which the company would amortize the purchase price premium. In the event that 
circumstances change and AS1 is forced to file for a change in base rates, the 
Company would seek to recover any unamortized acquisition adjustment through 
an adjustment to rate base or under an alternative rate-making plan. AS1 believes 
that rate base treatment and amortization of the acquisition adjustment as part of 
the cost of service is reasonable where it can be shown that rates over the long 
term are lower than they otherwise would have been under current ownership. 

As AS1 is concerned with recovering its investment, the Company prefers to 
address the issue of acquisition adjustments now during the request for transfer of 
ownership rather than defer to a future proceeding. Accordingly, the Company is 
willing to consider alternative rate making proposals that provide a reasonable 
opportunity to allow the Company recovery of and on its investment while not 
burdening ratepayers. 

A. Have other regulatory commissions generally allowed Aquasource Utility 
to record an acquisition adjustment for a stock purchase, as opposed to 
an asset purchase? 

Witness: James A. Lahtinen 

Company’s 
Response Please refer to the response to Question 7A. 

B. Have other regulatory commissions generally allowed Aquasource Utility 
an acquisition adjustment for future ratemaking purposes prior to the 
filing of a rate case? If so, did those approvals include settlement 
agreements containing multi-year rate freezes and/or rate cap plans? 

Witness: James A. Lahtinen 
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Company’ s 
Response Please refer to the response to Question 7A. 

C. The Commission is aware that Aquasource Utility has purchased small 
water utilities in New York and has agreed to multi-year rate freezes and 
subsequent rate cap guarantees for those utilities. In this instance, 
Aquasource Utility is proposing a rate freeze through the end of 2000 (17 
months) and no explicit rate guarantees beyond then. Is Aquasource 
Utility willing to extend the rate freeze period beyond 2000 and/or agree 
to some type of rate cap plan subsequent to the end of that year? 

Witness: James A. Lahtinen 

Company’s 
Response The Company is willing to work with the Staff toward arriving at a mutually 

acceptable settlement on rates and the disposition of the acquisition premium. 
The goal of such a plan would enable AS1 to allow for the recovery of and on its 
investment and provide tangible benefits to rate payers in the form of rates lower 
than they might otherwise have been under current ownership. 

Question 8 In Case No. 9059, the Commission determined that, the burden of proof is 
upon the utility to justify its investment at the price in excess of the net 
original cost based on economic and quality of service criteria. To meet this 
burden of proof, the Commission established the criteria a utility must meet 
in order to recover any investment in excess of the net original cost (“plant 
acquisition adjustment”). Provide evidence to show that Aquasource 
Utility’s proposed purchase of Goshen Utilities meet the following criteria: 

A. The purchase price was established upon arms-length 
negotiation. 

Witness : James A. Lahtinen 

Company’ s 
Response The purchase price AS1 will pay for Goshen is “arms-length” because: a) AS1 has 

no prior or past affiliation with Goshen or any of its principal employees or 
shareholders; b) AS1 mailed a letter of intent to Goshen and negotiated the 
potential transaction; and c) the shareholders approved the sale to ASI. AS1 
would not have been selected as the buyer under these circumstances unless it had 
made a competitive arms-length offer to purchase Goshen stock. 
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B. The initial investment, plus the cost of restoring the 
facilities to required standards, will not adversely impact the overall costs 
and rates of the existing and new customers. 

Witness: James A. Lahtinen 

Company’ s 
Response AS1 expects that its projected investment for near term capital improvements 

would be incurred regardless of the owners of the system. Thus there is no 
adverse impact in overall costs as a result of the acquisition. AS1 has also 
committed to a rate freeze through the end of 2000 and possibly longer if O&M 
savings are greater than anticipated, absent unforeseen capital expenditures. 

C. Operational economies can be achieved through the 
acquisition. 

Witness: James A. Lahtinen 

Company’s 
Response AS1 projects cost savings through operational efficiencies in areas such as 

professional fees, insurance, and office operations. Over time, additional savings 
are anticipated through regionalized operations. Please refer to the response to 
Question 16C for more detailed information. 

D. The purchase price of utility and non-utility property can 
be clearly identified. 

Witness: James A. Lahtinen 

Company’s 
Response In evaluating and negotiating a purchase price for Goshen, Aquasource attributed 

zero value to a dam owned by the current owners. While this dam is understood 
to be part of utility assets, it is not included as a component of Goshen’s rate base. 

E. The purchase price will result in overall benefits in the 
financial and service aspects of the utility’s operations. 

Witness: James A. Lahtinen 
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Company’ s 
Response AquaSource and Aquasource’s parent, DQE, have the financial backing and 

access to financial markets to attract capital at lower costs than otherwise 
achievable by a smaller company. AquaSource, the immediate parent of ASI, has 
assembled a skilled, experienced staff to manage its regulated utilities as well as 
its other operations. DQE’s extensive experience in utility operations, 
maintenance, and customer service renders it well suited to support Aquasource’s 
mission. These resources and experience demonstrate Aquasource’s commitment 
to ensure high levels of customer satisfaction, comply more efficiently and more 
expeditiously with federal and state requirements, and support future growth in 
the region. 

Question 9 Will AquaSource Utility issue any form of evidence of indebtedness or stock 
to fund its proposed purchase of Goshen Utilities? 

Witness: James A. Lahtinen 

Company’s 
Response No. This transaction as will be a cash purchase. 

Question 10 Provide the embedded cost per customer of Goshen Utilities’ sewer division 
to AquaSource Utility, including the plant acquisition adjustment. 

Witness: James A. Lahtinen 

Company’s 
Response In a conversation on August 25, 1999 with Staff, it is Aquasource’s understanding 

that Staff defines embedded cost as the net plant invested to serve a customer. 
Specifically, gross plant in service less accumulated depreciation less the 
customer contributions in aid of construction (CIAC). 

ASI’s purchase price is $3,550,000. A simple estimate of the acquisition 
adjustment is the purchase price less net plant less CIAC. (Please refer to the 
response to Question 13C for additional calculations). Thus, the embedded cost 
per customer would be the purchase price divided by the total number of 
customers. Absent an audit of the books and records of Goshen, the following 
table provides the calculations to estimate the embedded cost per customer using 
the financials and customer counts stated in the 1998 annual reports. 

Gross Plant 

Water and Sewer 
Combined 
3,988,827 

Less Depreciation (1,696,003) 
Plant Less Depreciation 2,292,824 
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Question 11 

Witness: 

Company’s 
Response 

Question 12 

Witness: 

Company’s 
Response 

Question 13 

Less CIAC (2,453,284) 
Net Plant (1 60,460) 

Estimated Acquisition Adjustment - Purchase Price 
Less Net Plant 

$3,7 10,460 

Embedded Cost Including Acquisition Adjustment $3,550,000 

Total Customers - Water and Sewer Combined 290 1 

Average Embedded Cost $1224/Customer 

Provide the embedded cost per customer of Goshen Utilities’ water division 
to AquaSource Utility, including the plant acquisition adjustment. 

James A. Lahtinen 

Please refer to the response to Question 10. 

Is AquaSource Utility aware of any jurisdictions in which it currently has no 
operations that allow the recovery of a plant acquisition adjustment when a 
utility is acquired in a stock purchase? If yes, provide copies of the orders 
granting the approval. 

James A. Lahtinen 

Attached as Exhibits A through C are copies of the following orders where rate 
base and cost of service treatment of a plant acquisition adjustment were allowed. 

A. Reorganization of Public Service Company of New Hampshire, DR 89-244, 
Order No. 19,889 

B. Louisiana Public Service Commission re Louisiana Power and Light 65 PUR 
(NS) 23 (La. 1946) Docket No. 4271, Order No. 4346 

C. Tennessee Public Service Commission re United Inter-Mountain Tel. Co. 79 
PUR 3‘d 499 (Tenn. 1969) Docket No. U-5 175 

In paragraph 10 of its application Aquasource Utility stated that, “The 
purchase price will be compared to the book value of Goshen when the 
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transaction is consummated with the difference reflected as an acquisition 
adjustment on the books and records of AS1 and Goshen Utilities.” 

A. Explain how the purchase of Goshen Utilities’ stock would 
impact Goshen Utilities books and records. 

Witness: James A. Lahtinen 

Company’ s 
Response Please refer to the response to Question 5.  

B. Should Aquasource Utility’s stock purchase be recorded as 
an investment and, therefore, the stock purchase would not impact the 
value of Goshen Utilities’ utility plant. 

Witness: James A. Lahtinen 

Company’s 
Response Please refer to the response to Questions 3 and 5.  

C. Explain why Aquasource Utility is comparing the book 
value of Goshen Utilities to the stock purchase price, rather than Goshen 
Utilities’ existing stock value. 

Witness: James A. Lahtinen 

Company’s 
Response First, the purchase of stock is an arms length transaction. Therefore, the purchase 

price is at the fair value of the stock and also the underlying fair value of Goshen’s 
assets. Acquisition adjustments are defined as the difference between the purchase 
price of an operating system or unit and the net book value (original cost less 
accumulated depreciation and unamortized contributions in aid of construction). 
As stated in the answer to Question 3, the purchase price is $3,550,000 plus the 
balance of current assets less current liabilities at the closing date. The following 
table shows two ways to calculate the acquisition adjustment using year-end 1998 
financials. Note that the actual purchase price represents a purchase of the net 
working capital at settlement date (current assets less current liabilities) plus the 
$3,550,000, which is essentially the purchase price of the operating system. Note 
that in the calculations below, the acquisition adjustment equals the acquisition 
premium. 
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Question 14 

Witness: 

Company's 
Response 

Question 15 

Witness: 

Company's 
Response 

Method 1 

Purchase Price of Net Utility Plant $33  50,000 
Current Assets 424,6 15 
Less Current Liabilities (294,615) 
Adjusted Price 3,680,000 
Less Long Term and Other Liabilities (5,9 8 8) 
Market Equity-Actual Purchase Price 3,674,012 
Book Equity (36,448) 
Acquisition Premium $3,710,460 

Method 2 
Purchase Price of Net Utility Plant $3,550,000 

Net Plant 2,292,824 
Less Contributions In Aid of Construction (2,453,284) 
Net Book Value (1 60,460) 

Acquisition Adjustment $3,7 10,460 

Aquasource Utility intends to record the utility plant acquisition adjustment 
on its books as an asset, but include the unamortized balance in Goshen 
Utilities' rate base. Explain how an asset recorded on the books of the 
Parent Corporation, Aquasource Utility, will be recovered in the rate base of 
its subsidiary, Goshen Utilities. 

James A. Lahtinen 

Please refer to the response to Question 5. 

Goshen Utilities has separate water and sewer divisions. Does Aquasource 
Utility intend to maintain the water and sewer operations in separate 
divisions? 

William Reynolds 

Water and wastewater operations will be provided by Aquasource Service and 
Technology, Inc. 

10 
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Question 16 

Witness: 

Company’s 
Response 

Witness: 

Company’s 
Response 

Witness: 

Company’s 
Response 

The following questions relate to paragraph 9 of the application: 

A. Provide a detailed description of the immediate repairs 
($50,000) that Aquasource Utility intends to make to Goshen Utilities’ 
system. 

William Reynolds 

Aquasource estimates capital expenditures as follows: 

Sand-blast and paint a ground storage tank $25,000 
Construct a chlorination building 10,000 
Replace a mechanical aerator 12,000 
Replace an effluent monitoring unit 3,000 
Total $50,000 

B. Aquasource Utility anticipates that it will spend $3 million 
to $5 million over the next 5 years should the need of Goshen Utilities 
require such expenditure. Provide a detailed description, including the 
time line, for Aquasource Utility’s anticipated expenditures. 

William Reynolds 

The $3 million to $5 million figure is an estimated range for a new regional 
sewage plant to serve the surrounding area of Goshen Utility in Oldham County. 
A detailed description and time line are not available at this time. 

C. Provide a detailed analysis of Aquasource Utility’s 
expected cost savings that will be achieved through greater efficiencies 
and economies. Aquasource Utility should provide separate analyses for 
the sewer and water divisions. 

William Reynolds 

Over time and with the consolidation of services for Aquasource subsidiaries, 
cost savings will be realized. Typically, when purchasing new companies, AS1 
projects eventual savings in some or all of the following categories: professional 
fees, office salaries, insurance, interest charges and office operations (primarily in 
accounting and billing). 

11 
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In evaluating the operating costs of Goshen, AS1 expects cost savings for water 
and sewer operations as described in the following tables. These figures are based 
on the 1997 annual report for each system and only show the areas where cost 
savings are anticipated. Future cost savings beyond the most recent year as a 
result of consolidations are not provided. 

Water 

Current Projected 
Owner AS1 
O&M O&M Basis for Adiustmer 

Purchased water 
Purchased Power 
Materials & Supplies 
Contractural Services 
Salaries - Employees 
Salaries - Officers 
Employee Benefits 
O&M Expense 
Estimated Savings 

29,044 
49,338 
4 1,093 
24,23 1 

146,548 
54,185 
21,912 

366,35 1 

0 Non-recurring expense 
25,000 
2 1,093 
14,23 1 
90,180 

27,956 
178,460 
187,891 

Reduced system flushing as a result of refurbished well 
Elimination of charges for another company 
Reduction in accounting & legal expenses 
Reduction in the number of operators 

DQE benefits at 3 1% loader 
0 Positions eliminated 

Current 
Owner 

Sewer O&M 
Admin. & General Salaries 64,820 
Outside Services 24,113 

Rent 1977 
O&M Expense 100,363 
Estimated Savings 

Employee Benefits 9453 

Projected 
AS1 

O&M Basis for Adiustment 
0 Positions eliminated 

14,113 
13,312 

27,425 
72,398 

Reduction in accounting & legal for rate case expenses 
DQE benefits at 31% loader 

0 Eliminate current office 

AS1 also expects operating cost reductions in the following areas of water and 
sewer operations. However, since direct cost allocations for these expenses are 
not expected to be complete until the end of the year, projected AS1 expenses are 
not provided. 

Current 
Owner 

Water O&M 
Legal & Accounting 847 1 
Bad Debt Expense 145 
Insurance - Vehicle 3896 
Insurance - General 3438 
Insurance - Worker’s Comp 6965 
Insurance - Other 2004 

Miscellaneous 1659 
Total 26,663 

Advertising 85 

12 



Current 
Owner 

Sewer O&M 
Mix.  Supplies and Expenses 1872 
Misc. Customer Accounts 1365 
Insurance 8105 

Total 1 1,436 
Mix.  General Expenses 94 

D. Aquasource Utility intends to use Goshen Utilities as “a 
platform for future growth in Kentucky.” Provide a detailed narrative of 
Aquasource Utility’s plans for future growth in Kentucky. 

Witness: William Reynolds 

Company’s 
Response Aquasource was formed specifically to acquire and operate water and wastewater 

utility systems throughout the country. Aquasource intends to increase operating 
efficiencies and provide better service than smaller systems can afford through 
regionalized operations. Strategically, these operating efficiencies and improved 
service levels are more achievable, and sustainable, if acquisitions are 
concentrated in a particular area within each state, and expanded from there. 

By example, Goshen is located in close proximity to the Louisville area. 
Aquasource can achieve efficiencies with existing operations. Through additional 
acquisitions targeted in areas surrounding the Louisville area, acquisition and 
regionalization of other water and/or wastewater systems will enable Aquasource 
to it’s achieve its desired economies and ultimately a return on its investment. 

Aquasource is ready to work with the Commonwealth of Kentucky in a 
publidprivate partnership to accomplish the goals of the Commonwealth and the 
Governor to provide safe, clean drinking water and environmentally sound 
wastewater services both at reasonable prices. 

Respectfully Submitted, 

By: 
Patrick T. Schmidt 
Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 
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DR 89-244 

R]EORGAN~ZATION OF PUBLIC SERVICE COMPANY OF NEW HAMPSHXRE 

. . o o . .  

N 0 .  - -  19,889 

Based on the foregoing Report, which is made a part 

hereof, it i s  hereby 

ORDERED, that W S C O ' s  requests foz f indings of f a c t s ,  

dated June 8 ,  1990, are consistent w i t h  the commission analysis 

in the foregoing report, are consistent with t h e  public good, 

and are hereby granted; and, 

FURTHER ORDERED, that the requested approvals f i l e d  

by NUSCO on June 8 ,  1990, are cansistent w i t h  t;he comnrission 

analysis in the foregoing report, are consistent with the 

public good, and are hereby granted; and 

FURTHER ORDERED, that, as set  forth ih Chc foregoing 

report, our approval of the Twenty Year Load and Resource Plan 

filed by NU pursuant to Section 3(d) of the  agreement does not 

relieva NU from its obligation to implement least cost planning 

as specified by the commission, or limit, in any way. the right  

of the Commission to set jus t  and reasonable rates; and 

FURTHER ORDERED, that NU/PSNH shall comply with all 

existing and any future l e a s t  cast integrated planning or any 

other resource planning requirements of the commission; and 

FURTHER ORDERED, that the requested findings of the 

Stake of New Hampshire for an order Approving the Rate 

Agreement, filed on June 18, 1990, are consistent with the 

EXHIBIT D 
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commission analysis in the foregoing report and are hereby 

approved w i t h  the exception of (1) the EtaCB’6 third Xequested 

finding of fac t  which asked the commission to accept tbe 

Annotated Rata Agreammt and the accompanying glorlsary as the 

aauthoxitative reference guide to tho rate agreement,” vhich is 

I 
I 
i 
I 
I 

denied insafar as the eiommission cannot ascribe the same veight 

to the annotations as i s  ascribed to the explicit wording o f  

tha agreement itself; rind (2 )  the state’s eupplamentary request 

for a finding of fact iregarding MY’S faes, erpen~es and 

obligations incurred prior to the firet effactive date vhich 

will be datermined vheri NU files its detailed accounting of n e t  

I 

book value and tho acquisition prapriunt and 

PURTXER ORDERED, that M e  Hydro IntaCvenors# requests 

for findinga of facts a t e  denied, Lor reasons eet f o r t h  in the 

foregoing report and analyoie, with the folloving three 

ctrceptions: 

I 

I 
I 
1 

1- The Hydro Intawanerm’ Third Request for Fhdfng 
of Fact khat WI doau not asrLgn tha acquisition 
promium loithor to the seabrook assats or to the 
non-Seabrook a s ~ a t s , ~  is consistent w i t h  the 
record and w i t h  the foregoing report and analysis  
and 1s granted- 

1 The H y d m  fntarvunors’ First Request for Pinding 
15 grantad insofar as the record indicates that, 
from an investor’s standpoint, the Rate 
Aqmeaent, when considerod as a whole, reflects 
i n  effect tecoveky $1-5  billion or the equivalent 
o f  s l i g h t l y  more than fiZty percent 02 PSNH’a 

’The Hydra lntervehors’ Firat R e q u e s t  for Findinq was: ”* 
effect, Amplementation of tha R a t e  Agreement w i l l  result in 
xacovery of $1.5 b i l l i o n ,  ar slightly more than fifty 
percent, of pSN”s Sea:brook Lnvcstment of approximately 

2- 

------e------------- 

$2.9 billion- 

I 
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Seabrook investment. 
that the value assigned to Seabrook under t h e  
Rate Agreement is $700 million, n o t  5 1 . 5  b i l l i o n .  
Treatment of the Acquisition Pxemium as part  of 
t h e  recovery of PSNH's Seabrook investment is not 
supported by t h e  record, is inconsistent w i t h  the 
intent of t h e  parties and would jeopardize the 
5 .5  percent rate projections set forth in the 
Rate Agreement. 

Hydro Intervenors' Fourth Request for Findings of 
P a c t ,  t h a t  the m S 8 ~ o  million 'acquisition 
premium' i s  not related t o  and not justified by 
the 'synergies' that NU claims w i l l  resuLt from 
the acquisition of PSNH,w is granted in that the 
acquisition premium was not calculated based on 
the aggregate savings attributable to synergies. 
This requested finding is denied insofar as it is 
inconststent with the foregoing report and our 
finding that  the  savings attributable to the  
Syn0rgieS are of paramount importance to t h e  
a b i l i t y  of the  projected 5 .5  percent annual rate 
inCr0aseS to support. $2.3 b i l l i o n  dollar 
cumulative value of PSNII; and 

The request is denied i n  

3. 

*TIER ORDERED, that the Hydro Intervenors' F i r s t  

Request f o r  a Ruling of Law2 is qranted for reasons cited in 

t h e  foregoing report: and 

FUFtTHER ORDERED, that'the Hydro Xnteruenors' Second 

Request for a Ruling of h w 3  is denied for the reasons set 

forth in the foregoing report; and 

-----------___---I-- 

2Thc Hydro Xntervenors' First Request for a Ruling of Law 
is that  the *coxmission is required to employ some rational 
method and to identify fully and accurately its method f o r  
determining reasonable rates, including its calculation of 
rate base and rate of return. 

3The Hydro Intervenors' Second R e q u e s t  for a Ruling of Law 
is: * . . . t h e  statutory  basis for calculation of rare base 

: is ' the Cost of the property of the utility used and useful 
: So in the public service less accrued depreciation.' RSA 

. 3 7 8 - 2 7 ,  2 8 ;  Appeal of Public Service company, 130 N-H- 7 4 8 ,  
' 7 5 2  (1988) . I )  

c 
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NR!THER ORDERED, that the Hydro fntevenors' Third . 

1' Requested Ruling of L a w  provides that the special statute 

. enacted by the Legislature that governs this case, RSA Ch- 

362-C, does not  eupercrde traditional rata-lsdking principles 

. under Naw Hampshire law, ia granted in part and denied in part. 
Lt is granted to the axtent that tho commission can authorize 
said dop1€tment8tiOn of the R a t s  Agrrermont consistent w i t h  

traditfonal rate-nraking principles under New Wampshirc lav. It 

i a  danltod to tna extent: that implementation of the R a t e  

Agrommnt is not poeaibls under traditional rate-making 

p r h c i p l e a  under NW Rwpehire lav, as may be the case in the 

application of tha eo-cal ld anti-cwfp statute,  RSA 378:30-a: 

and 

m- ORDEUED, that pUr6wnt t0 S A  3 6 2 - C : 3 ,  tho 

co=misrion hereby finda that  the iaplcmentation of! the 

€4gr~e=.nt would be consistent w i t h  the public good and eha 

h v e l s  of rates, Lares or charges and tbe fusl and purchased 

paver adjustment clause shall  be placed into ef fect  as 

appropriate in accordance with, and durfng the time period set 

forth in, the agreement; and 

E U R m  ORDERED, that the commission fhd ings  above, 

granting variuua requested findingo of f a c t  and approvals by 

the parties,  were made in the context of the cummission 

analysis and interpretation set forth in the foregoing xeport 

and are not necessarily consistent with the poeition of the 

party m a k i n g  the request; and 

I.. _- - .. .. - ... . . .. .... . . . ._ -. -.-__ - .. 
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By order of the Public Utilities Commission of New - 
Hampshire this twentieth day of July, 1990. 

/ h 
comiss ioner 

Attestad by: 

Exacutive Director and Secretary 

L 
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LOUISIAI~A PUBLIC SERVICE COMMISSION 

LO VIS1 ANA PUBLIC SERVICG COMMISSION 

Louisiana Public Service Commission 

Louisiana Power & Light Company 
0. 

Dockt No. 4271. Order Na. 4316 
July 29, 1 9 6  

NVESTXGATION of rates and pcvticcr of dec& ufdity; mt&d I rate schcduh cstabluhtd. 

Rrirrrr. 9 - Fair d u o  b a s k  
1. Use at  the (air value theory in public utility rate making is not required 
in order to mcct Federal or state requirtmats of due process, and no a b t c  
statute6 direct irs use, p. 21. 

R&wn, 5 If - Prudcrri inwcrhaont b a h .  
2. The prudent investment theory in public utility t r tc  making is p e d 6 5 i -  
ble undcr Lauisibna I r w  and should be odOpKcd. p. 21. 

3. Monty is prudently invested, even though it is in cxctss of the original 
cost of proporty purchased, if  the excess w a s  paid as the result of arm's- 
length bargaining: between nonassociated buyer and seller, if it was n e c e  
,ury for integration o f  propcrt into a Iar er and more eRicient system, and 
if the purchase necessitating t h c excess I id or reaxmably shoutd have rt-  
sulttd in public b e f i t  by improvement of service or in lowered rat-. 

Arcoudng. § 32 - Putchasr price - E.vcr$r over original c o i l  - Amortication. 
4. The inrepation cost or exceaa of purdiasc price ovcr original cost, termed 
in the prescribed 9ystem of accountti as Utility Phnt Acquiaitian Adjust- 
ments, should remain a parr of the prudent investment during the life of 
the physical propcrty to which it was applied. and its extinguishment from 
investment when and if required by the Cornmission should bc accorn- 
plishcd by amortization through annual charges to operating revenue de- 
ductions during the life of the property remaining after the date of the 
purchase which created the excess, p. 21. 

5. Thc rate h a c  should be original coat of property in useful sewvice, plus 
alIowalrle Utility Plant Acquisition Adjustrntnts nor aniortirzd, phis a rca- 
sonablc dlowencc far matci-ials and eupplieo and cash working capital. ICSK 
the amount of capital secured from customers as contributions aad con- 
struction advances, p. 21. 

Rtrurn, J 24 - Rcaronablrnass. 
6- The allowable rate of reurn is such a pcrccntage of the rate blse a0 
will yield enough money (alter all rea6onabIe operating expenses, main- 

Ydualton, 5 69 - Prudent invcriment - ErceJs mer k g i d  r a d .  

p. 21. 

Vdualiorr, $ 36 - Rate bast dcfcmtinahorr -. Pcrdent islrsrlmart basi.r. 

65 PUR(NS) 18 
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LOUISIANA PUB. SERV. CUM. v. LOUISIANA P. & L. COa 

tmance, taxes, annual retirement or d reciytion appropriations md marl 
zttion of Utility Plant Acquisition Xdjusuncnts have k n  paid or set 
aside) to pay bond interest and sufi~ient dividtnde to mainbin credit, at- 
tract new capird, reward good manymcat, and eaablc the invcstor to 
recoup at any tiiiie the money he has prudently investad, p. 23. 

7. An undepreciated nte base should k used where return is allow4 ou 
the money prudently inrcstcd in property usd  and useful, since the invest- 
mcnc still exists and the property is used and useful until the day it is rc- 
moved from service, when it should he removed from the property account 
at original cost and the investor should receive the amount of hie invest- 
ment in thi5 property from h e  reserve accumulaced by charges ta apcrat- 
ing revenue, p, 23. 

8. The annual deprcciation charge is an advance paymFt by the public 
to provide future rcturn of investors' money when equipment which h 
been used up is retired from useful service; creation of A depreciation re- 
lierve is  necegstry to maintain the integrity of rhe investment and to die- 
tribute the cost tvtnly, p. 23. 

Depraciaiian, $ 32 - Sinking-fund bask 
9. Any sinking fund bascd on a fixed depreciation rate and fixed period of 
time would he unsatisfactory and subject 10 serious infirmities. owing to 
the fact that from time to tirnc interest rates change and xientific progress 
changes the foreseeable useful life expectancy af material and equipment, 
p. 23. 

10. Any fixed service life basis for straight-line annual dcprccintion would 
ignore the possibility and probabili of tcchnologiul changes which will 

Y d d i o n ,  5 86 - Rcwrad drprr&iion - Prudenf hwslwiU theory. 

De)rrcia:ion, 0 10 - Nnrurc of a n d  chrgr .  

Drpracbfian. 5 32 - Straight-lima baril. 

have gubstantkl bearing on lmgth o 7 useful Life of material and quipmem, 
p. 23. 

b s # ~ ~ h ' d h n ,  $ 39 - Aewd chargr - S a p  of vcsewvd - Pm'odicd r h i o n .  
11. Both the mount  ot the annud depreciation charge and the sine of the 
depreciation reserve should be determined b the best judgment available, 
based on consideration of all fxtorn involve[ but bath should be e-xiqnined 
periodically by a consideration of all new facts and foreseeable. changes in 
conditianv and revisions should be made when their necessity IS apparent, 
Q. 23. 

12. Legal title to iiioney collcctcd Iram customcrs to a v e r  depreciatiom 
and set aside in a rcscrve i6 in the utility, but the utility does not have 
uncoiiditional unrcstricted ownership but contributing customers have an 
equitable inttrtet in this reserve and f i m e  of the dementa of the tru6t 
apply: the customer L cntitled to have this money used for his benefit until 
such time afi it i s  actually required to reimburse thc owners for investment 
cxtinguishcd by retirement of property from useful service, p. 23. 

13. httrcst tamed by the invested depreciation rescrpe should be applied 
as P deduction from nct operating revenue in conrputrng the allowable re- 
turn. as the custoiiier is cntitlcd to rcccive whatever interest can I>c carned 
by judicious use of the money, p., 23. 

Dujprrcialinti, $ 40 - Rerwvc - Ownurship - Cunomsrs' irlmrrt. 

Daplctmhon. 6 41 - Rereme - Incomr. 
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VduaEion, p 307 - Working capird - Efccrric wtdity. 

14. A reasonable aUowance for cash working capital of an dccVic utility 
was held V, be apptoxinlately two months' operating CX~CMCG, p. 26, 

15. A rate of return of 6 per CMC an the rate h s e  of an electric utility was 
held to be fair, equitable, and adquatc to compensate the owners and to 
attraa the capital necessary to maiotain the mundnccs of inveament, p. 26. 

16. An interest rate of S+ per cent on money represented by the amount of 
retircrnent or depreciation reserve used in the utility's burinesj w.u conaid- 
ered fair. p. 26. 

Rctum, $ 67 - EIrcltit utjldy. 

bPps&C;on, $ 41 - Rriorvs - InfW6d. 
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By the COMYISSION: On Deccm- 
ber 14, 1945,  the Louisiana Public 
Service Commission, on its nwn mo- 
tion, starred an investigation of the 
rates, chargcs, and practices for elec- 
t r ic  service in the atate of Louisiana of 
all elccwic public utilities in' the state 
subject to its jurisdiction by issuance 
ai citation and an order to each utility 
to show cause why such investigation 
should not be made and (0  show 
cause why rates, charges, and prac- 
tices should not be required 10 be 
changed and revised i f  found to be cx- 
cessivc or unreasonable and IO show 
cause why such chngts or revisions 
should nor be made eiiectivc as of rhc 
date of the citation. In rcspbnse to 
this citation and show CBUSC order, the 
Louisiana Power & Lighi Company. 
hereinafter referred to 3s "Respond- 
ent" filed an answer and appeared at 
a formal hearing before the Commis- 
sion in Baton Rouge, Louisiana, on 
larluary 15, 1946. 

Respondent's answer conceded the 
authoriry of the Cornti~i ion to make 
the investigation and to require revi- 
sion of rata and practices if fnund ta 
be excessive a i  unreasonable, and of- 
fered its books and records for cxirni- 
nation and incpection, but entered an 
exception co the authority of thc Com- 

mission to require any changes or 
modification, Y hich would become cf- 
fcctivc before the issuance of a final 
order. The Commission reserved the 
ruling on. this exception. Sincc this 
order does not require any changes or 
 modification^ of the Respondent's 
rates or practices to be made effective 
prior to the d m  of this order, the 
rights of the Respondent will not be 
harmed nnd a ruling on the question 
i e  pretermitted. 

After preliminary conferences with 
officials of Rcspondent, the Commis- 
sion sent members of its staff to New 
Orleans to make nn investigation and 
examination of thc books and records 
of Respondeat, and to study its opera- 
tions. T h i s  investigation and cxani- 
inition )us been complered, the 3taff 
has compiled its working papers and 
has submitted i& reporr and recorn- 
mendations to the Commission. Of- 
ficials and employees of Respondent 
have been coliperative and helpful dur- 
ing the examination and several mect- 
ings have been held between officials 
of Rcsponden t and the Commission 
for the purpose of discussing the staff 
reports 3nd for the purpose of reaeh- 
ing agreement upon stipulations to be 
entered in the record of this proceed- 
ing. Agreement between ofiids of 
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Rcsporldent and members of the Com- 
mission’s SUR has been reached as to 
the re~sonahlciicss of conflicting es- 
timates and several other questions of 
fact and the stipulations havc been 
entered in the record. This proceed- 
ing as to Rcspondent is now rcady tor 
conclusion. 

Before setting out our  Findings and 
order as to the Respondent, however, 
it is both desirable and necessary that 
this Conimission give some considera- 
tion to gcncral principlca of public 
utility regulstioo and make some re- 
adjustment and realignment of its 
policies and practices. Setting out of 
thcse policies and practices as stand- 
ards will benefit the Commisrion in 
carrying on its work in thc future arid 
will serve as a guide for the regulated 
utilirics in their relations with the 
Commission, 
Growth and development of the 

scvcra1 types of utility business in 
Louisiana, change and realignment in 
the cconomic and financial organiza- 
tion nf the public utility business and 
changes in the legal approach to the 
regulatory process havc imposed added 
responsibility on this Commission 
which requires that the supervision 
and repi la t im of the utilities bt made 
a marc continuing and consistent 
process. The legislature has rccog- 
nired the need for chis increased con- 
tinuity and cr>nsistency in utility reg- 
da t ion  by providing for the setting up 
d an organization hy the Commission 
to carry On rhis work. 

(1-51 For many years lht rule of 
Smyth v. Amta (1898) 169 US 466, 
42 Led 819. 18 S Ct 418 required that 
regulatory Commissions must give 
consideration to three factor8 in mak- 
ing deterrnimrionu in rate-making 

procwdjngs in order to comply with 
the due procezs provisions of the Fed- 
eral Constitution These three factors 
were original cost of the physicd 
property used and useful in carrying 
on the service, the reproduction c08t 
new a5 of the dare of thr: proceeding 
and the amount of the capitalizi~don of 
the utility corporation. The theory 
behind these requirements, as can- 
firmed by the subsequent practice ai 
requiring finding of reproduction cost 
new less accrued depreciation as the 
rate base, was that the ownos  of the 
utility werc entitled to a fair return 
on the cuvrefif value of the property 
used and useful in performing the pub- 
lic servicc. The d u e  of the property 
was the thing required to be preserved 
in otder to avoid a finding of con- 
fiscation by the courts. 

Dcterrnination oE the positive 
arprcty of this vualrrc, requiring expen- 
sive and ‘time consuming appraisals, 
almost endless , cantrovcrsy over 
gucrses 01 present cast necessary to 
rcproduce and inutall materials and 
equipment under imaginary condi- 
tions, together with the ever present 
arguments concerning overheads and 
intangibles became a burdensome, in- 
conclusive, 3nd unsatisfactory process. 
Also the determination of ncgaliue 
cupccrs of thir; value; nmmc!y. de- 
preciated condition ov accrued dcpre- 
ciotion was no less complicated, ex- 
pensive, and inconclusive. 

In 1923 Mr. Justice Brandeis wrote 
his famaus concurring opinion in the 
Sou thwestcrrl Bell Telephone Com- 
pany Ca$C, and there lRunchcd his 
theory of “prudent investment” later 
furthrt expounded arid advocated in 
the O’Fallon apd other cases, and, thus 
madc a beginning for a public utility 
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regulatory process which would not 
be rubjcct to the enormous expense, 
interminable deIays, and final incon- 
C h b l V ~ 1 t 9 6  of the old proccss. This 
theory conrained the basic elements 
for the development of an apprO8ch 
to the problem OF utility regulation 
which could be both expcditious from 
the standpoint of the regulatory body 
and also €air and equitable from the 
standpoint of both the rate-paying 
public and the utility invcstor and 
owner. 

Fundamcntally, the ‘‘prudent in- 
vestment” theory was ba3ed on the 
two concept6 that ( 1 )  the thing which 
is required to be protected in order to 
avoid confiscation under the Constitu- 
tion is the momy inwsrrd in ttsed and 
useful property and not the cvcr 
changing and illusory value of the 
properly and (2) that SO long as the 
inve~tor is allowed to e3rn a rate of 
return which will attr3ci purchasers 
for his interest and allow him to re11 
his interest and rccoup hit money in- 
wesfdl therc will nat be any Constitu- 
tional confiscztion. Natur;rlly, thme 
concepts were bascd upon the nssump- 
tions that the public interest in the 
public utility biisiness i s  of sufficient 
importance and that the economic ne- 
cessity for actual freedom from wastt- 
ful eampetitiot1 in the public utility 
busintrr is suficicntly well-founded as 
to justify the elimination of the ps- 
sibility of upital gain by increaw of 
thc d u e  of fhc  inwustment. But the 
theory also assumes that the invest- 
ment i s  made freely and without com- 
pulsion. so that if the invator desires 
to put his money into borne other busi- 
ness where there i s  the probability of 
capital incrase, so long as the rate 
of return available io sufficient to at- 

tract purdnscrs for his intereat, he 
cannot claim con6sc~tion. 

AI though the Massachusetts v m  ion 
of “prudent investment” regulation of 
public utilities had bccn in use there 
Cor many years, this Brandcis “pru- 
dent investment" theory suffered many 
defeats at rhc hands of the courts dur- 
ing the succeeding years. But the 
accp.prancc of i t s  validity and useful- 
ness made some progress and finally, 
in 1944, the United Stitefi  Supreme 
Court in the Hope Natural Gas Com- 
pany Case (1944) 320 US 591, 88 
Led 333, SI PUR(NS) 193,64 S Ct 
281, hid the ghost of Srnyth v. Ames. 
zupa, in rest and left rcguhtory 
Commis8ions free to build the rate 
regulation procas on “prudent invesc- 
mcnt,” as far as thedtdcral Consciru- 
tion i s  concerned. Commissions are 
left free to make pragmatic adjust- 
ments within the statutory (and ju- 
dicial) ambit of their authority. 

Although this Commission h a  in 
the past fdlowed thc ” D i r  value” the- 
ory in ratemaking proceedings, and 
although this process has beed ap- 
proved by the supreme court of this 
state, thk approval was required by 
the former United States Supremc 
Court jurisprudence on Fedrrd due 
pocess,  Since there are no Louisiana 
decisions rcquiring use of the “fair 
value” theory in public utility rate 
making to meet zlmc rcguiwmeNtr of 
due praccss, and since thcrc are no 
shtc statutes dirtcting use of the “fair 
value” theory, it is the opinion of this 
Commission that the supreme court of 
Louisiana is free to allow the use of 
the “prudent investment” theory in 
public utility rate making by this Com- 
mission. Thereforc, being desirous of 
simplifying the rate-makiiig proccas by 
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eliminating the necessity for and the 
use of the cumbersome. cxpcnaive, 
time-wasting, and inconclus~vc re- 
production appraisals and studies used 
in the past, we herewith adopt the 
“prudent investment” thcory of rate 
making for the public utiliiics and set 
out belaw our application of this the- 
OrY. 

The owners of a public utility are 
entitled to earn and receive a fair rate 
of return upon rhr money prudently 
invested in property used and useful 
in reiidering public service. Money 
is prudently investcd. rvcn though it 
is in excess of the original cost of cht 
properry purchased. i f  the excess of 
purchase price over original cost was 
paid as the rcsulr of arm’s-length bar- 
gaining bet w cen nonassocia ted bbyer 
and SCIICI, if the cxccsc was necessary 
for the integration of the proprrty into 
a larger and more efficient system, 
and if the purchase necessitating the 
excess did or reasonably should have 
resulted in public benefit by improve- 
ment of service to customers or in 
lowcred rates or both better service 
and lowered rates. This integration 
most or cxcess of purchase price over 
original cost termed in prescribed sys- 
tem of  accounts as “Utility Plant Ac- 
quisition Adjustments’’ should remain 
3 part of the prudent invesment dur- 
ing the life of the physical property to 
which it was applied, and its extin- 
guishmcnt from the investment when 
and if required by the Commission, 
should be accomplishcd by amortiza- 
tion through annual charges to Op- 
erating Rcvcnue Deductions during 
the life of the property remaining after 
thc dart of the purchase which created 
the excess. 

T h e  rate base to be used in dcter- 

mining a fair return shall be the total 
original cost of the property in useful 
service plus the allowable amount of 
Utility Plant Acquitiition Adjustments 
not amortized through charges to op 
crating Revenue Deductions plus a 
reasonable allowance for mithials and 
supplics and for cash working capital, 
I ~ Y  the amount of capital secured from 
customers as contriburions and con- 
struction advances. 

[e] The rate of return to be d- 
lowed bhd be such 3 percentage of 
the rate base which will yield enough 
money after all reasonable operating 
expenses, maintenance, taxes. innrut 
rcltirement, or depreciation appropria- 
tions and amortization of Utility Plant 
Acquisition Adjustments have btcn 
paid or set aside, to pay bond intacst 
and sufficient stock dividends to w i n -  
tain the credit of the utility. attract 
new capital, reward good management, 
and to enable the investor to recoup 
at any time the money he has prudent- 
ly invested. The rate of return is a 
question to be determined is each in- 
dividual case from evidence as to &- 
ciency of the operation of the subject 
utility. market prices. and raria of 
earnings to market value of the stocks 
and bonds of 9imiIar enterprises oper- 
ating under similar conditions, and 
any other relevant facts. 
Few questions of the reasonable- 

ness of operating expensce and tax- 
will arise 18 the m a t w  i s  rather well- 
settled by both customary utility prx-  
ticc and a160 by the rcquirerncnts of 
applicable systems of accounts. There- 
fore, no extended discussion of this 
matter is required. 

[7-133 The next factor for consid- 
eration is depreciation. Much has 
been written about this subject and 
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much time and expense has been de- 
voted to determining accrued or ob. 
served depreciation in past rate pro- 
ceedings, and tremendous engineering 
and accounting effortti have sought to 
ahow that loss ot service life is an 
evenly proceeding process and can be 
accounted for exactly and scicntifically. 
I t  5ccm9 to us that thk entire process, 
although theoretically desirable. is un- 
rc~listic, and is overstressed and un- 
duly complicated by tao great a desirl: 
for mathematical exactness and cer- 
tainty. Also chc current approach to 
the problem of depreciation seems to 
be a hangovcr of the old "fair value" 
process. As mentioned before, the 
"depreciated condition," "accrued de- 
preciation" or the "observed dcprecia- 
tion" under the old Smyrh v. Arne. 
.rupa, doctrine was merely a qpw'w 
aspect of volui used as a deduction in 
determining the rate base. It seems 
reasonable and consistent that i f  "fair 
value" i s  to be a b d o h c d ,  then i t  ncc- 
cssarily follows that 1111 of the proccss 
would he abandoned and the hykrld 
concept of depreciation handling 
should be brought up to date. 

AS stated above. the owners of a 
ptillic utility are entitled to earn Jnd 
receive a fair rate of rccurn upon the 
money pmden tly invested in property 
used and useful in rendering public 
seGce. This means that inveermenf 
still exists and the property is used and 
useful until the day it is removed from 
service when it should be removed 
from the property account a t  original 
cost and the  investor should receive 
the amount of his investment in this 
piece of property back from the reserve 
which has been previously rccurnuht- 
ed by charges to operating revenue. 

. 

This is the so-called "undepredated 
rate base." 

Under this theory and procedure the 
annual depreciation charge and the 
depreciation reserve ar t  the two parts 
of 3 method which has as i t s  purpose 
(1) the providing of suficicnt money 
(2) from charges to the public, which 
will be adequate to always reimburse 
the investor as property is retired. 
The two rquirements aypliczble to the 
ahnual charge [or dcpreciarion arc 
( 1 )  that the annual amount be suffi- 
cient to create and maintain a reserve 
which will bc adcquite for any fore- 
seeable rttirement, and (2) that the 
annual amount act  aside be as nearly 
unifotm as practicable in order to dis- 
tribute the charge equitably and with. 
our discriminsrioli between users of 
the service. In addition to ~ I I C  two 
requircments set out above, the neces- 
sity for providing for replacement of 
worn out equipment out of this charge 
and fund ha5 gcnrnlly been considered 
necessary. Howcver, replacemen t.9 are 
almost always made by instdla~ion of 
better. more modern, diffcrenrly ar- 
ranged and larger units. 

Also, replaccments are handled un- 
der prescribed aystcms of accounts in 
the same manner as extensions and i t  
seems more realistic certainly in a 
growing property. to consider retirc- 
ment as the end of investment. 

The annual depreciation charge is 
an advance payment by rbc public to 
provide future return of the investors' 
money, when equipiiient which has 
hem used up is retired from uscful 
service. The crearion of the reserve 
by use of the annual charge i s  ntccs- 
snry to maintain the integrity of the 
investment and to distribute the cost 
evenly. 
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Due to the fact that general interest 
rates for money change from time to 
time and due to the f lc t  that scicntifie 
progress changes the forcseeable use- 
ful life expectancy of material and 
cquiprncnt from time to time, any 
sinking fund based on a fixed rate and 
t fixed period of time would be tlnsat- 
isfactory arid suhject to serious in- 
firmities. For the saiiie two reasons, 
any fixed service life basis for straight- 
line annual dcprcciation wodd be in- 
fltxibly ignoring thc possibility and 
probability of techiiolr~gical change9 
which will have substantial bearing on 
length of useful life of material and 
equipment. 

It i.q our opinion that both the 
amount of the annual depreciation 
charge atid the size of the depreciation 
reserve should be determined by the 
best judgment available based on con- 
sidcration of all the factors involved 
but that both should be examined peri- 
odically by a consideration of all new 
facts and foreseeable changes in con- 
ditions and when the necessity for 
revisions are apparent. they should be 
made. The judgment of the manage- 
ment of each Utility when properly 
supported by estimates of future condi- 
tions and records of past performance 
of deprcciable property should be ac- 
corded considerable weight. There- 
fore, we propose to  3llOW an  annual 
deprcciatjon d lomnce  based on 3 fixed 
percentage of the cost of property, but 
with' the understanding that this fixed 
percentage will he subject to revision 
when fatb  appear or are presented 
which would indicate the equitable- 
E C S ~  of such revision. 

Legal title to the money collected 
by a utility from its cusiamcrs to cov- 
c t  depreciation and set aside in a de- 

preciation reserve is by authoritative 
jurisprudence held to be in the utility. 
However, the utility owner does not 
have unconditional unrestricted owncr- 
ship and the contributing customers 
have an cquiuble interest in this re- 
serve and some of the elcments of the 
trust apply. Ccrainly the customer 
is entitled to have thia money used for 
his bcncfjt until such time as i,t is ac- 
tually required to rhmhurse the OWXI- 

crs for investment extinguished by 
retirement of property from ueeful 
service T h e  customer is entitled to re- 
ceive whatever interest un be earned 
by judicious use of the money. This 
annual inrerest earned by the invest- 
ed reserve should be applied as a de- 
duction from allowablc- net operating 
revenue in computing the allowable 
return. The amount of this reduction 
of interest earned by this reserve is a 
question to be nettled in each individ- 
UJI cam by facts as co available men 
for the money and other relevant evi- 
dence, The rate of interest to be ap 
plied wilt never be greater than the 
allowed rate of return, but  may be l w  
upon a showing by the utility that a 
lesser ratt is justified. 

Having set out our views as to 
general principles and policies which 
we propose to follow, we now proceed 
wiih a consideration of Respondent's 
operations and the application of thcse 
principles to the caric 

De.rm.ption and History of 
Rrrpondrrtt 

Reapondcnt, whose principal execu- 
tive ofice is located in 142 Dclarondc 
Street. New Orleans 14, Louisiana, * . 
was incorporated under the laws of 
Florida June 25, 1927. It  is a pub- 
lic utility company operating in the 
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state of Louisiana, where i t  qualified 
to do busincss on July 2, 1927. Re 
spondent is engaged in the generation, 
transmission, purchase. and distribu- 
tion of electricity; purchase and dis- 
tribution of natural gas; tnnsporta- 
tion of passengers, and activities in- 
cidental to such operation. 

Respondent Supplics electric and 
certain other public utility services in 
communities in a wide area in north- 
em Louisiana. in eastern Louisiana, in 
the southeastern part af the state north 
and west of New OrImns and in a 
district along the Mississippi river 
wuth of that city. The territory 
s+?xved extends north and eouth for a 
distance of abut 350 miles and ite 
c a s t  and west limits arc approximately 
175 miles apart. 

Rtspondtnt furnishes electric serv- 
ice  to approximately 86,000 urban and 
rural customers of dl classes. Of 
these customers 63,000 are rural cu6- 

tomers (as defined by U. S. Burcau of 
the Census) of which more than 15.- 
800 are farm customers. 

The major portion of the electrical 
energy sold by Respondent i s  generat- 
cd at its steam electric gcncrating sta- 
tion at Strrlington, Louisiaci, which 
has a name plate capacity of 120,000 
kilowatts. The fuel used in this sta- 
tion is natural gas purchased under a 
a n t r a c t  which is effective until 1958. 
0th energy is obtained from con- 
necting companies in this and adjoin- 
ing states. 

n e  more important industries in 
the territory served with electricity in- 
clude pulp and gaper milling, produc- 
tion of building and insulating ma. 
terial, ail drilling. pumping anti rcfin- 
ing, manufacture of containers and 
boxes, cotton oil niilling and refining, 
dry docks ship repairing, ice, cold stor- 
age and packing plants, carbon black 
and gas compressor stations, quarries 
and gravel pita. 

The electric system of Respondent 
ai described abow was formed by the 
purchase of many small operating 
properties and the integration of these 
properties into an eficicnt operating 
systcm by the building of transmission 
lints and the making of many im- 
provements and cxtensions. This 
process of integration is described in 
the report of the FcderaL Power Com- 
mission staff in its original cost study 
and in the Louisiana Power & Light 
Company report in the same proceed- 
ing. Both of thesc reports have been 
nmdc a part of thc record in this a s e .  

The Rccad 
The record in this proceeding con- 

~ i ~ t s  of pleadings and facts as stipulat- 
ed by Respondent and the staff of the 
Commission. 

FindingJ by the Commissiorr 
[14-161 Upon consideration of the 

record herein and application of the 
principles discussed abovc to that rec- 
ord, the Commission Finds: 

1. The amount of Rrcpondmr's Grors Eltciric Plant Account of June JO, 1946 k $3~.113.175 
I h c  amaunt IIC ~ c r p a ~ d c a l ' s  WOS Elrctric Plant Account aa of Jht 30, 1947, 

The average amount of Rcwndcnt'o Groin Electric Plant Accounr for 12 

I A rtarmablc allommc to RcrOonUcnt fat cish ~orkinp c ipihl  i s  approrimskly 
two mmlhr ogcrsting c r p n r c r  and U ...................................... S875.Om 

3. A renronable d o w i n c c  to Rapandent for Mrwrbln and Supplk for the y d r  
imdsr coz~aidar&w~ i9 .................................................... WO.ooO 

. is retimted m k ........................................................ SJ9.613,1?5 
month Jnrw 30, 1946, to June Xi. 1947, from the zbmvc cstimat6 will be ...... &M.r(iJ,175 

6 5  PUR(NS) 26 
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LOUISIANA PUB. GERV. COM. v. LAIUISIANA P. 1L L. CO. 
4 'h average m o u n t  d cxpit.1 u r d  by Reipondani which has bean contribstcd 

or dwaoccd by csutmcru  in cntmihd lor the 12 months June JO. 1416. to Junc 
JO, 1947. to bc ................... ., ,,. .......................... , ......... 

$ fhc  ton1 amount of utiliq Plan? Acquiiition Adjuatrnmt ii ................ 
iu elecuic proper- 

tks is r r a n r x t b a  bnscd an arm'r-len#rh bargaining md%ause of the many 
admntaflci accruhg to the customer fwnd b be 'ustihod as a par1 of in 
Prudent rnvcsrrncnt and includcd in g r a s  tlrctric &t acconnt an sct our in 
Piadinp 1 abovc. h ....................................................... $3,493,594 

The rates c)ufNcd by thii rrdiry arc lower than those charpl  in L4yi)+na 
mwm inunici I I  owned and opcrrtrd and by Rural Elretnc CaogcrntlvFs 
h s k c d  by tedcro1 ROvcrflm~nt. The re3 ndmt has bcm I ionser an 
the developmolt of elcctric .scrvlcc to it3 IarEeg mral territory d h i a  bccn 
very acdvo in extading service 011 rn rrcl-wide b u i o .  

4 Thc total amount 01 thir Elatric Plant Acpuirition Adjurtmmti rhould be 
amortized over a 15-year period by rmlring equal annual charqci to Amorriza- 
6011 of I k r r i c  Plant AcqliidriOn Adjustmenis-Acroun; $05 beginnins with 

7. The srnortizatian char e provided for in item 6 abav8 w'll result in  a deduc- 
lion from amount of &os, Elcetric Plant In determining a rite bosc for the 
12 months from July 1. 1W6. to June JO. 1947, in tbc m u n t  of .,.. ......... 

8. 'The 10r3l ~FOUIIL of Respondmi'. Dcprec;lt;an of Retirement Rcrrtro ~ O T  all 
prapcrty ar June 3h 1!46. i i  rasonablc and rdeqrntc to mcct any a d  d1 dt. 
m*d- hr the purposcs lor which i t  v i s  ncemcd and la ..................... $9.396.762 

T h c  part of this R c a e ~ e  which rhould be allncatcd to E k t r k  Plan; an Ot June 
30. 1346 i s  ....,. .................................,................... .. . .  @JO6,9W 
The anrowt of this Rcitrve for Electric Plant 19 of June 30. 1947 i a  mtimrted 
to he ............................................ i . . . .  .................. S9B1,oM 
The S V C T A ~ C  mount of this Depreciation Rtrcrrc for thc 12 moathhr from June 
30. 1946, to June 30. 1917, will be ......................................... $8,7@,4M 

9. Applying thc principle* prcrinurly rct out in thia opinion to fhe hndint.4 a b c  

$613.640 
$3.64dJ27 

Of thh ioul amount h e  CWI to Respondent in acquiri 

' 

the year 1946 m the aniount of ............................................ V3z906 

rrsultg is i rate base lor the 12 monthr from July 1, 1946, to June 30, 1907 
Avcmge of G r a i  Electric Plmt Account ................. , .... .. ......... $J&d63,175 
Plus: Cash Workhq Capipl ....................... ,..- ......... 

Matenrls and Supplwr ... ........ -. ..... I ................ gi?g $1.525,000 

$39,988,175 

@46,546 

$39* 141.629 

- 
L r r g  : Cmrributiaru and Conrtfust(on Adtmccc .................. $fi13,640 

$ZJ2,906 
R c i m e  for Amorthrtibtr ai l%ctric Plnrt Acquisition Ad- 
jrrimtcntv .. , . , . , .......... .-, ......... , . , , .. , .., ........ , . 

Electric Rntc Base ......... I ..... I ........ , , ... , .... , .. , ... , , ... 
la A rate of rciurn of 6 per ccnt on the rate bnx is fair and cquitab!e and i9  

rdequntc te compensate the owncn a d  to ittract thc ca ita1 neccwary to main- 
tain the wurldnn3 01 Rcqondcnt's invcstmcnt and wi\l result in iubitmti;rl 
rate reductions to thc curtamns. 

would 
y,% Rrspondcnt Net Operating irt*mur for the 12 month. peried from July 1, 

12 Rcspndmt a n  and rholild. be able to use in i t 6  businerr the money represulted 
by thc amount of the Retircrncm or Dcpreeirrion Reserve to the cxtent that 
it d l  u r n  Thk rate of lntcrcd is considered fair to both the 
cuitomcr and the Pcspondcnt and itr application during thc tryclue m a n t h  
from luly  I. 1946. to June JO. 197.  will rrruli in an carmng of , ........... I .  

13. ?his earning of the cascrvc mancy rhould be dcducied from .the Nct Opcrrt- 
mg Rwcnue aLs Dhown in item 11 3bovc to dtlcrrninc the Allowable Rtturn to 
Re&pandcnr. M a y  Lhii dlduclion we datermirt the Allowable Return lor 
rhc 12 m t l  {ram uly 1. I946 te June 30. 1947, 10 be ..................... 

11. 4 lyins a rate af rttum of 6 r cent to the rate baw found 

1946, to Junc 30. 1947. III the amount af ................................... szJdb.496 

per ccnt. 

$467.409 

$lMl.a9 
27 65 PUR(NS) 
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14. A conrcr\ntbeestirnate of Pas mdcnt’r Elcctrlc Operations for thc I2 month 
period from July 1. 1946. to fune 30, 1947, with due caidrrat i rm given b 
ZcLual kurcr  for the part year and bawd OR crrirting rata follows; 
Opcrotiig Rwcnwr-lilacfric ............................................. 0ll.lQaK1 
Opmatirg Rrurnur Dcducriaw-Electvic 

Opcroting Exptnfics ........................................ $5,348,800 
Property Relirtmcnt Rcscrvc Appropriadod ................. 925.060 
Arnortiudolr af Ekrric Plant Acquidtioo Adjultmmlr ...... 232.906 
Taau ...................................................... 2360.489 6,867,195 

Estimated Net Opcrbting Rmrruetcl .............................. 12,J0Od,86Ii 
15. Ihc estimited Net UeciriC Operating Rcrtnuc of Rupalrdcar for the 12 monthr 

pcriwl from July 1 KO June 30. 1947, will exceod the Allowable Rmirn 
by the amount of b19,716. After considerin the effect of incolne UXCS, the 
rliminatipn ot thii ~ [ C C I S  will 9CFCCb)tdte a r e h o n  in bpondcnt‘, r a t a  .nd 
charges in the amount of rpprorlmtdr .................................... 

P 

V00.000 

Order of thr Comctrisriorr 
After cansideration of thc finding6 

made above, the Commksion, thcre- 
fore, o v d e i ~  as to Respondent herein : 

(I) The electric rate base is $39,- 
141,629 for the twelve months ending 
June 30, 1947, and shall in the future 
from time to time bc computed in ac- 
cardance with the principles herein- 
bcfdre adopted. 

(2) The allowable rate of return is 
6 per tcnt per anrluni. 

( 3 )  For the purpoet of dtterrnin- 
ing the aIlowablc rcturn. earnings on 
the entire amount of thc rctircmcnt 
or depreciation reserve at Sj per cent 
per annum shalI be deducted froiii the 
anocinc dtrived from applying the 

rate of return” to the “rare bise.” 
(4) Annual ellow~nce for electric 

plant retircment or depreciation ap- 
propriations t;hdt be $925,000 for the 
ywr endinE June 30. 1947, and tor 
subsequmr years, unless later changed, 
the allowance will be an amount.of 
$925,000 plus 3 per cent of net addi- 
tions thereafter madc. 

( 5 )  Reserves for retirement of de- 
preciation of util ity plant shall here- 
after be maintained for each utility 
department of Respondent and shall 
be set up on the basis of the allocation 

( I  

found reasonabtc in “Finding‘” No. 
8. 
(6) The amount of $3,844,727.52 

in account Utility P&nt Acquisition 
Adjustments at June 30, 1946, shall 
be dlocated between the electric and 
gas departments in accordance with 
Finding No. 5 .  
(7) Respondent shall arnortizc the 

amount of $3,493,593.95 allocated to 
Electric Plant Acquisition Adjust- 
ments by cquil annual charges to Ac- 
count 505-Amortization of Elcctvic 
Planr Acquisition Adjustmrnts over a 
1 S-ycar period beginning with  the year 
1946 

(a) Nat-htcr than August 20,1946, 
Rc.qpondlrnt shall file, to be applied on 
bills rendercd on and after Septcniher 
1, 1946, for electric service revised 
electric rate schedultb designcd to rc- 
ducc gross electric operating revenue 
in an amount not less than $700,000 
a ~ ~ n u J l y ,  including changes now being 
madc affecting revenues from munici- 
pali ties. 

(9) The terms used in the Com- 
mission’s opinion 3nd hndings. and 
this ordcr, are for the purpose hereof. 
those currently in use by t h e  company, 
and are adopted without prejudice to 
the right of the Commission to amend 
such terme in connection with any nr- 
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der it may issue under Docker 4350 
prescribing accounts to be kept by Re- 
spondent. 

It is f w t h u  erdard that this prm 
ceedjng, as to this Respondent only 
and - to its electric utility operations 

d y ,  be now concluded and dismissed 
aubject to mpliancc of Respondent 
with this order and subject to the con- 
tinuow jurisdiction of this Cbmmib- 
don under the Constitution and stat- 
u t a  of the state of Louisianr 

SECURITIES AND EXCHA N CE COMMISSION 

Re Middle West Corporation 

Tile No. 70-1213, Belcose N I ~  bMb 
Apni 17, 1946 

ECLARATION filed by holding company regarding xdc 01 en- 
tire intrre.st in mbsidiwy holding campamy; deckratio# 

h i e d  tfec t i w n m .  

Consolidah'm, mkagrr, and d e ,  J 33 - Sdu of holding catany inf rrcrrr - Iktu- 

A declaration filed by a registered holding eompmy regarding thc sale of 
ita m t k  interests in it8 subsidiary holding compan , which owns approxi- 

in turn owns substantially all tkt outstandin btnrritics of elcvm electric 
and gae utiIity companies, should be denied e % ectivmesa where the several 
utility subsidiaries, upon acquisition by the purchasers, would be incapable 
of interconnection or integration and where the acquisition would not tend 
toward the efficient and economical developmmt of an integrated public 

D 
p u h h  of holding company ryrlrm. 

mstely 40 per cmc of the common stock of another i olding company, which 

utility system. 

9 
APPEARANCES : Ove B. Dcndtler, 

for The Middle West Corporation; 
Sydney IC Schiff. for Harold C. 
Mayer, Salim L. b w i s .  and Donald 
C. Lillis, prospective purchasers ; 
Herbert David, for the Public Utilities 
Division of the Cornrn;ssion. 

By the C O M M X ~ ~ I O N :  The Middle 
West Corporation (Middle West), a 
registered holding company. has Filcd 
a declaration pursuant to 4 12(d) a€ 
the Public Utility Holding Company 
Act of 1935, IS USCA 8 791 (d) 

(Act) and RuIe U-44 promulgated 
thereunder, proposing to selI its in- 
terest in United Public Service Cor- 
poration (UPS), a subsidiary regis- 
tered holdinE company, consisting of 
172,393 shares of capital stock (56,3 
per cent of total capital stock out- 
standing)' to Harold C. Maye,  Sdim 
L. Lewis, and Donald C. Lillis (Pur- 
chasers), in equal amounts, for a total 
cash consideralion of $215,491.25 or 

TOTRL P. 18 





TAYLOR v GENERAL TELEPW. CO. OF ALASKA 

from suhscribcrs outside the munic- 
ipality. 

I furthcr helkvc that the majnrity 
opinicm i s  based in part 011 irrelevant 
material. Counsel fsr General Telc- 
phone in his brief discusses at length 
the differences in a franchise tax 
(imposed on the utility) m d  a con- 
sumer tax (imposed on the ultimate 
consumer) ; y e  all the cases cited a.4 

pertinent di~cusstd the franchise tax. 
The tar in question is instead a Falcs 
tax. 

Therefore i t  is my opinion that this 
commission should issue a final order 
in this proceeding, together with sltit- 
able findings, upholding th3t portion 
of Ordering Paragraph No. 1 of the 
order issued April 4, 1969. which re- 
quires General Telephone Cornpny to 
ceasc the charging and collecting of 
sales tax imposed by the city of 
Wrangell on telephone service ren- 
dered t~ subscribers r e d i n g  outride 
thc corporate limits of thc city. 

TENNESSEE PUBLIC SERVICE COMMISSION 

United Inter-Mountain 
Telephone Company 

PratwJtants : Carter County. Johnson County, Towns of Elizabeth- 
ton and Grecneville, Washington County Utility District 

HrxTioxu by tdephone rampany for authority fa increase P rates; granted in part. 

- Trlrphonr. 
Yolunrion, 4 19 - Alrritian. [TENN.] Property held for future use 

$hould be included in ihc rite base if it can (TENN.1 A ttfCDhone conrprny Was de- 

the rare proceeding and if the amount in- 

EXHIBIT 499 79 PUR 3d 
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credits resulting from "service l ife Raw- 
lhrarlgh" rccountinp should bc dcducrcd 
from thc rate ban@. 

Vdicotion. 9 317 - Cmh (vovlrimg t o p i i d  - 
[TENN.] One-cightrcnth af operating 

expcnscs of a tclephone wnipany was al- 
lowed for cnah working u p i t d ,  though the 
commi~qion observcd that a "lead and lag'' 
6tUdy would more accuratcly dctenninc rdr- 
qwtc cash rcquironrnta and that t h e  one- 
eiBhlcenth or ~pcra t ing  expen6ta would nar 
necccrrrily bc a prceedent to be followed 
in the future. [Ill p. 520 

Valra/ian, # 300 - MarrriulJ and xrrpplirr. 
[TENN.) A telephone company w m  rI- 

lowed an arnaunr lor materials aod supplies 
equal to thc uvcrrec lor the test pcriod in 
the m ~ t c r k l ~  and supplics accounts: this 
v a 8  cansictcnt vrith thc camm~r~ion's use 
of JVC~AEC plunt in rcrrice in the ratc base. 
1121 p. 521. 

yakrotioa, # 192.1 - frramr foz dr/rfm/J. 
[TENN.] The income tax dcferral ac- 

count of Y telcphone company. resulting 
from the normaliration of cht tax effects of 
accelerated depreciation. Jhould bc crcludcd 
from tlw rare baue. [I31 p. 521. 

Rofrj. 

[lo] p. 518. 

Telrphon, cam9rnm)I. 

120.1 - Trxr prrid - I 'OJI -Wt-  

[TL".] Where the fIw h;r\[ Of 1966 
vas uccd a9 1 rcrt period for a tclcphonc 
tonipany, the comrnibsioll Allowed Pro 
Icrrna 1068 cxptnxs undcr certain aPPor- 

psriad ClaHgrr. 

tcTstate sctv;cc w x  dlowed in intrastatt 
operating expense. rhc same parcenrrgc 
cansigtcntly would be required to reduce 
the r a k  h a ~ e  throlrmh the dcprcciation I@- 

.?er*r. [e] p. 51s. 

E.eprpres, # 1 1 f  - Inrrrrtmrrr dnr rrrdi fr  - 
(TENN,] toterrat-free funds rcrulting 

from Lrrvicc lire flow-through accounting 
for in*estmcnt b x  credit3 do not inure to 
the benefit nf thc iirwcstors of the company; 
the Iundr aro to bc flowed throueh gtad- 
ually to the confiumcr. 

FloW-fhrauRh. 

[ 9 ]  p. 518. 

tinnment pracedurcs, but 1969 pro fornia 
cxpenscr vcrc not considered; Ihc com- 
mi$JiOh pointed out that future rlle.9 arc 
8er on the basiu d tcdt-pcr;od experience 
and thar going coo far outride rhc test pe- 
riod in adjueting for known increased Cost6 
creates a highly Ipecrrlatirc and distortcd 
earnings parition for setting futvrc rate5 
unless due consideration is given to rev- 
anuc Rrowrh for rht same period. I141 p. 
523. 

& K ~ ~ w J ,  f l l 4  - To# rftrfr 01 occrlaratcd 
dsn?r$lim - Nomwliaanom. 

RE 
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RE UNITED INTER-hlOUNTAlN TELEPH. CO. 

of the I n t t r n a l  Rcvcnuc Code i s  cquitrble Rrhn(. $111 - fclcphoir. 
and fair for liolh thc can~umcr  and thr [TENN.] A rarc of return of 7.5 per 
company since thc u x  of iccclcrated dcpre- ccnt waa sl\owad 1 tdrphanc company on 
ciation rcsu1t.c in a tax dcltrrvl rather than an a v c r q e  depreciated original c o ~ t  rntc 
a tax raving m d  tha company 6hOUld be Iwc.  (161 p. 511. 
allowed raw& suffieicnr ta corer what the 
IZxC9 would be on a srrai@ht-line bagin. 
[IS] p.529. 

By the COMMISSION: This matter 
i s  before tht Tennessee Public Service 
Cpmmission upon the petition of 
United Intcr-Mountain Telephone 
Company filed December 31. 1968, 
and amended March 4, 1969, wherein 
the company seeks to incttasc it5 
existing rates and charges for intra- 
sratc telephone service. The mount 
of increase in rates and charges pro- 
posed by thc company i s  designed to 
produce an increase in annual net 
opefating income of $937,437.79, or 
an increase of gross revenue before 
taxeg of $2,052,212. 

This matter was set for public hear- 
ing 3nd heard on May 6. 7, and 8, 
1969. at Johnson City, Tennessee, at 
which time the following appearances 
were entered : 

APPEARANCE$: .Lon P. MacFar- 
land, MacFatland, Colley. Blank & 
Jack. Columbia, and James H. Epps, 
J r . ,  Epps, Powell, Weller. Taylor & 
Miller; Johnson City, foe the peti- 
tioner; Walter A. Curtis. Elirabcth- 
ton, Counsel for Carter County, Tom 
Grayson, Mountain City, Counsel for 
Johnson County, Dan Laws, Jr.. 
Elizabethton, Counsel for thi town 
nf Elizabethton, 0. C. Armitage. 
Grccncville. Counsel for the town of 
Grcenerdls. Mark C. Hicks, Jr., 
Jontsboro. Counsel for Washington 
County Vtiliry District, Protestants; 

Kenneth Atkins, Assistant General 
Counsel. Nashville, for the commis- 
sion, 

His tog  of Proceeding 
The United Inter-Mountain Tele- 

phone Company filed a petition with 
this cornmiasion on Dccmber 31, 
1968, requesting a rate increase stat- 
ing that due to changing conditions 
and circumstances the rates estab- 
lished by this commission in i t s  ordcr 
in Docket No. U-4752 dated Decem- 
ber 17, 1965, do not provide su,fticient 
revenue to enable the company to pay 
its operating costs, including wages, 
taxes, and other expcwcrs, and to earn 
a reasonable return of the fair value 
of it6 property used and useful in rhc 
Company's intrastate operations. The 
comrnissioh placed the requested in-, 
crtaw under investigation and set the 
matter for pubfic hearing on May 6, 
1969. 

Prior to the hearing on this matter 
the Federal Communications Com- 
mission in FCC 60-65 24148 Docket 
No. 17975 ((19691 78 PUR3d 479) 
issued an order changing. to some 
extent, the procedures used in appor- 
tioning plant invcstmtnr. cxpenscs, 
and rcgervcs bsrwrcn interstate and 
intrastate operatiom T h e  said order 
af fect4  this proceeding in that the 
United Inter-Mountain Telephone 
Company's plant is used, gcnerally 
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speaking, for intrastate toll and ex- 
chmgc operations and for interstate 
communications. This commission 
has jurisdiction only over intrastate 
to11 and exchange operatiom, therc- 
fore. i t  i s  necessary to apply some 
method to separate the revenues, 
expenses, and plant used for both 
interstate and intraktate operations. 
Officials of the company and the com- 
mission agrw that the reparation he- 
tween intrastate and interstate oper- 
ations should bc accomplished in 
accordance with the procedures set 
forth in the Separations Manual. 

The Separations Manual had ncvcr 
been formally prescribed by this com- 
nilision or by the FCC until January 
of 1969. althotrgh the FCC had from 
time to time approved, on an ifittrim 
basis, various modifications made in 
the manual. In the most recent rate 
proceeding involving this company 
the commi5;sion proposed to set rates 
based on the combined operations in- 
terstate and intrastate. This was 
held, by the chancery court of David- 
son county, to be improper and in 
Rule 88067 the chancellor held that 
separations bctweun interstate and 
intrastate operations should be made 
according to the Separations Manual 
as proposed by the company. 

The net effect of the order issued 
by the FCC in January of 1969 on 
the C O Z T I ~ J ~ ~ Y  in this proceeding was 
to shift approximatcly $3,100,000 in 
investment from intrastate operation 
to interstate. The order also had the 
effect of increasing net operating in- 
come hy approximatcly $140,000 on 
i titristate operations by shifting oper- 
ating expenses formerly charged to 
intrastate operations t9 interstate. 

TENNESSEE PUBLIC SERVICE COMMISSION 

79 PUR 34 502 

393 3610 

The original petition and exhibit 
filed on December 31. 1968. referred 
to abovc. reftccted ail investment or 
rate base of $44,956,773 and operat- 
ing expenses of $6,370.204 ;IS ad- 
justed bcforc taxes. 

The 9taR in investigating the pro- 
posed rate increase, after the Decem- 
ber 31st fiIiirg, discussed with com- 
pany management the ordcr of the 
FCC aniendirig the Separations Man- 
ual. The staff took the position that 
the intrastate operations should be 
derived by following the prescriptions 
set forth in the manual as  amended 
by the FCC dccinion. The company 
undertook another separations study 
employing the new procedure adopted 
by the FCC and subsequently filed an 
amended petition and exhibits on 
March 4, 1969, which reflected the 
effects, among other things, of the 
new separation procedures. 

The amended petition and exhibits 
reflected l itt le change in the proposed 
rate base from that of the original 
petition and exhibits since the com- 
pany proposed to include an additional 
$2,765,306.26 in t h e  rate base far an 
attrition allowance. This proposed 
attrition resulted in the rate base 
remaining approximately the same as 
i t  was before the January FCC order. 

The amended petition and exhibits 
also included additional wages con- 
tracted for in 1969 but not proposed 
to be included in the original petition 
and exhibits. To a large extent this 
resulted in canceling out the effect on 
earnings of the shift in operating ex- 
pense from intrastate to interstate 
which came out of the FCC order. 

Subsequent to the filing of the 
mended petition and cxhibils, the 
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RE UNITED INTER-MOUNTAIN TELEPH. CO. 

s t d T  examincd the separation work 
papers of the company and found that 
certain adjustments were necessary to 
conform the company separation pro- 
cedures to the Separation3 Manual. 
In addition to the separation adjust- 
ment, the staff also made adjustments 
which are termed accounting adjust- 
ments. It prepared exhibits that re- 
flected the wcparation adjrrstmcnt and 
accounting adjustment. After a r t -  
view of thcsc adjustments the com- 
pany conceded that thc same were 
proper and filed an additional aniendcd 
exhibit on the inornilig of the hear- 
ing. In this amended exhibit the 
company proposed to increase i t s  test 
period property tax by an additional 
gi7GI891 .36 The requested increase 
in revenue of $2,052,212 was never 
altered or changed in any way from 
the original petition and exhibits. 
The company hiv insisted that it6 

proposed increase in revenue remain 
the same thtoughout all the amend- 
mcnts and ~dju~tments referred to 
above. 

In order for this commission to 
make a decision concerning the com- 
pany's petition for increased rate9 it 
is necessary to establish a fair and 
reasonable cost of s c r v k .  It is a 
historic concept that a utility should 
be ai1thorircd to charge for its services 
under schedules of rates which, on an 
anticipated volume of business, will 

produce total revenues about equal to 
the cost of service. The coat of serv- 
ice is, of course, the sum of ( 1 )  oper- 
ating expenses, (2) depreciation ex- 
penses, (3) taxes, and (4) a reason- 
able return 04 the net valuation of 
the property devoted to the public 
service commonly referred to as a 
rate base. As the rate base is a very 
important aspect of this casc thc com- 
mission at this point will make its 
findings concerning the rate base 
item. 

Ratc Bare 

Gc*crcrl Comment* 
The rate base is composed princi- 

pally of the net (or depreciated) val- 
uation of the public utility's tangible 
property, comprising the plant and 
equipment used and useful in serving 
the public. Hislorically this comrnis. 
sian k?s followed the practice of using 
the depreciated original cost rate base 
concept in deterrnininE the invmtrnent 
on which the utility is entitled to earn 
a fair rate of return. 

In this ca9e there is a difference of 
$8,684,534.08 httwten the respective 
Tennessee intrastate rate bases pra- 
posed by the staR and by the peti- 
tioner for the test year ending June 
30, 1968. The following tabulation 
sets out the rate bases proposed by 
the staR and by the petitioner; 

Tcnncsspsc Intmtate Rate B a x  
TCII Period Six Monthe Endmy June 30, 196fi 

TPSC Petitiolw Phti t iosa 
StUff E%. 4 c  E%CCcdC 
Ex. 21 TYSC SUE 

. . . . $45.106.462.57 g(P.555,SQQJS Sd.449.13S-98 .1,iz~xa4a Plant . . . , . 
Construction Work in Progrcas , 3,128,244.62 
Property Held for Future USC . ZS,952.79 23,952.M 
Phnf ACquiSitiM Adju.slmmt . . . Os6.S 52.61 456,552.61 

Total . . . tSS.106,462S7 $53.166.54857 $8,u9,886m 

I tern 
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‘X‘ENNESSEE PUBLIC SERVICE COMhlISSION 
T~MCSSW Intrastate Rrrc Bast 

Teat Per id  Six Months Ending June 30. 1w8 
TPSC Pclkioner 
SUA Ex. 4C 

512.784.16 

Iiem Ex. 21 
k s :  DrprcciatiM Recccvc . I $ 9.Ssb.497.40 $ 9,467.oBl.6J 
Unamorlizd Inveshen~ Crdit . . 

Total . . . . . . ... . . . . . $lO,bGJ282.4 $ 9,467,081.65 
Allowanec for working capital M H ~  

af Opcraing Expenses I . .  I $ 200,5%660 $ 220,592.dd 
Malerials & Supplice . . . . . . . . . 653,587.81 662,031.62 

Tau1 , . .  , .  . , , , _  . . . $ 854.176.41 $ 882,623.68 
Rate Bare . . . , ,  . . . . .  . pS,B97.356,34 $&,SEl,8!&$2 

The staff proposed a rate base prepared rate base i s  reflected in the 
which varied substantiaHy from that 
proposed by the company. The staa’s 

following table. 

Unitcd Intcr-Mountain Tclcphone CamDany - .  
k t c  h a c  

Far Teat Period Sir Monthr Ended Juna JO, 1- 

Pcr TPSC Stab Adjumd 
TPSC SciB 

Averam Bodkr Adiusbnrntr Rmb - 
Plant . . . . . , . , , , . . . . . . . . WSZ7,lM.V $U5.106.462.37 
Depreciation , , . , , , . . . . I . . 479J.16121 757,336.47 0,550.497M 
Unamorrircd Invcetmm Credit . 512.184.76 S12,784.76 

$(120.731.60) 

NCt r ~ ~ s m m t  , . . . , . . . ~ J S , ~ , ~ S ~ . O O  rte7e.071.07) u s , ~ s . i 7 9 . 9 ~  
Allowance far Warking Capital 
~nc-cighttxtath 01 Clpratiw Ex- 

ptnses . . . .  . . , ,  . . , . .  $ 202,820.22 $( 2231.62) $ zoO.S88,aO 
Material< k Supp1ic.r . . . 65 3.587.8 1 653,587.81 

Rate Baw . . . . . . . . . . . , s36,777.659.03 $(88o,MZ.69) S35.89?,J56.M 
/ 2 

The first column show8 the average ccnth of optatin(: expenses Icss tares 
per books of items comprising the and depredation. 
rate base for the tcst 1xcri9d, the sec- The company proposed a rate base 
ond calunln shows the adjustments to which is reflected in the table on page 

505. the test period, and the third column 
shows the staff’s proposed adjusted The first colrimn shows the balance 

per books at June 30, 1968, the 9cc- rate base. This rate base reflects 
ofid column shows thc adjustments average plant in service computed on 
proposed to the June 30th balances, 
and the third column reflects the a monthly basis for the test period 

less depreciation reserve and unarnor- base as propoatd by the 
tized investment credit, plus an allow- compny.  hi^ bSe fefiecto 
Jnce for capita** The d ’ o ~  plant investment, construction work 
ante for working u p i t 1  includes both in progress, property held for future 
materials and supplies and cash re- use, plant acquisition adjustment, de- 
quiremcnts. The cash requirements preciation reserve, and allowance for 
were computed by taking onedright- working capital. 
79 PUR Jd 504 
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United Inter-Mounmin Tclc hone Company 
Tennessee Adjuflted Intraalslc Raw nf &turn Bated On Operations 

For the Sir Manthr Period Ended June 30, 1W 

Lra: kprtciatian Ramvc . , , 9.102.479.99 

Net Invtntmmt . . . . . . . . $40.P51.6S0.40 $2.747.616M )(3,699.2&,74 
Allowance lor Working Capital 
One-Aghtecnth of Opcnting Ex- 

Material & Supplier . . , . . . , . , &?,OM.@ 
p x  . . . , . . . . . . , , ,  

Raw Basr . . . .  . . . , . .  . $41,816,202.24 $2,765,jae.l8 ~ 4 , Q 1 . ( 1 ~ . 1 2  

The above illustrations h v c  been 
set out in this order for the purpose 
9f stating in f r l P r ~ ~  the positions 
faken by the staff and bY the company. 
Each item c0mPfi3inR the fate 
on which thcrc is a difference in the 
above illustration. will be commented 
on and a ruling given separately bcbw. 

Average V~YSUI  Pvriod 

for plant in service based on monthly 
averages far the t t R t  period whereas 
the company took thc position that an 
cnd-of-he-period balance as of June 
30th was the appropriate figure to use 
in evaluating the for the teFt 

Following irr a table that sets out 
the difference in dollar valuation bawd 
upon both methods of calculating net 
ptanc in service I G m a l  Comments 

[l] The staff propobed an average 

Less: Depreciation h e r v c  . 8,793,16121 

Net Plant in Stnicc . $l4,434,OJ5.76 537,197,452.W tl.J61.417.2) 

Staff's Tcstimory 
The staff proposed an average for 

plant in service, deprcciation reserve, 
msteriafs and supplies, and unamw- 
tized investment credit. Reference 10 
the above table discloses 3 difference 
nf $1,363.417.23 in net plant in SET+ 

ice which i s  the primary difference 
dollarwise in using average versuv 

T h e  staff took the position that use 
of average plant in service is proper 
because in evaluating the company's 
earnings in the test pcriod certain 
revenues and cxpmsu were a result 
of plant added and retired throughout 
the test period. It i s  proper to match 
the period earnings with the average 
of the plant in service for that period. 
but i t  i u  nut appropriate to include 

I Zf:9T 666T-LZ-9nW 
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additions to plant made during the tcst 
period in the ratc bare for testing 
operating results which do not include 
revenues and expenses gcnerated from 
providing the rcrvicc for which these 
additions are made. 

An illustration as to why it would 
not be proper to use pcriod-end bal- 
ance was as follows. If a unit of 
plant costing $2 million were added 
an the day immediately before the end 
of the test period and period-end 
figures are used, thi3 results in vir- 
tually no revenues and expenses at- 
tributable to this pknt  being reflected 
while a ratc of return would be allowed 
on thig addition for the entire test 
period. 

Compnny'r Tcstimory 
T h e  company testified that i t  is 

correct in using the period-end figures 
for plant in service due to the fact 
that it has used a &month test period 
and annualized the figures, thereby 
doubling the growth in the test period. 
I t  maintains that as the test period 
was doubled or annualized its figure 
is actually a mid-point or average avd 
is proper to be used. 

Mi. Sexton, testifying for the com- 
pany, stated: "There i s  a growth in 
the test period in revenue and that 
growtli is doubled over in, going into 
December 31st, so we have in effect 
shown an increase. a growth factor 
in our revenue 3s well." TO explain 
the company's position it is ncccssary 
to look a t  another excerpt from Mr. 
Sexton's testimony on page 550 ot thc 
transcript : "We haven't added any- 
thing else in, just projected the first- 
half growth over to a full-year basis, 
and there again we come up with the 

mid-point. We maintain we have the 
right figure and Mr. Burcham doc3 
not have the right figure." (Mr. 
Burchiiiii is director of thc accounting 
division of the commission.) 

The company takes the position th3t 
the commission's staff by using the 
averagc over the 6-month test period 
ending June 30th has actually arrived 
at an approxinistc rate base in effect 
ax o€ March" 31, 19AR. 

Comcnun-our's Findings and Conclu- 

Since the valuation of the plant in 
service is the largest component of the 
rate base it necessarily follow8 that 
the greater the valuation of the com- 
pany's property, the greater the rate 
base and, thcrcfore, the higher the 
total cogt of service. In order to rule 
on the proper figure to use in the 
question of average or period end, i t  
i s  necewnry first. to txaniinc the pur- 
pose and reasons behind establishing 
a test period in a ratc proceeding 
such as thk. 

The commission, in setting rates, is 
obligated to  do so for an indefinik 
period into the Juturc Consequently, 
we must rely upon the record of costs 
of service in a test period. The com- 
pany established January 1. 1968. 
through June 30, 1968, as the test 
period in this proceeding. Known 
changes that will occur after the test 
period arc usually taken into consid- 
eration if  thcy will make the test- 
period data more representative of 
future earnings. 

A "test ptriod" wirh appropriate 
adjustment8 to evaluale the future 
earnings can most effectively he ac- 
complished by using the wcragc 

siona 
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monthly rate base for the test period. 
The matching of revenuee and ex- 
pense.% resulting throughout the test 
penod from additions and retirements 
of plant, to the corresponding plant 
averaged over that same period will 
reflect the most representative earn- 
ings picture to use: in establishing 
rates. 

Witness Sexton testified that rev- 
enues and expenses for ;he &month 
test pcriod ended June 30, 1968, 
were annualized and thereby reflected 
growth in both revenues and expenses. 
Tt would appear from the testimony 
rhat sincc the compmiy ib maintaining 
that these growth factota were re- 
flected it is in  effect using the twdve 
month3 tndiilp Decomhtr 31, 1968, as 
a tcst period and, rhertforr, i t  w m  
proper to use the Junt 30th figrirts 
because they rcprtsent an average or 
mid-point of the calendar year 1968. 

Lhe commission cannot accept the 
rationale that the annualized mounrs 
for six months cnded June 30, 1968, 
represent the revmucs and expcnsta 
for the calendar year 1968. Revenues 
and expenses for the latter six month9 
of 1968 would depend upon the actual 
growth experienced. If the company 
continues to grow, revenue and ex- 
penses would increase and, canse- 
qucntly. would bc Iargcr for the latter 
six months of 1968 than those rc- 
flected in the annualized test period 
ending June 30. 1968. The company 
by mnualising has merely doubled the 
rcsidts of the 6-month tegt pcriad and, 
consequently, i t s  use of the plant in 
service it3 of June 30, 1968. does not 
properly match the revenuer and cx- 
penses which resdtcd throuEhout the 
test period. 

C .  
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Therefore, the commission finds the 
monthly average of plant in service for 
the tcst period ending June 30, 1968, 
should be w ~ e d  to establish rates in 
this proceeding. 

It i s  significant to note at this point 
what positions other regulatory agen- 
cies take in regard to the use of an 
average or period-end rate base. The 
Federal POWW Commisaion's 1967 
booklet entitled "Federal and State 
Conmission Jurisdiction and Regulae 
cion-Electfie, Gas & Telephone Util- 
ities," introduced in this proceeding 
as Exhibit 22, show that thc Federal 
Communications Commission and 
Federal Power Commission both re- 
quire the use of an average rite base 
in setting rates; thirty state or ter- 
ritory  commission^ require the use of 
an average rate base, while cightecn 
state or territory commissions use a 
period-end rate base; two statts use 
both methods, one has no experience, 
one no general prescription, and one 
does nof regulate telephone companies. 
The above statistics iricludr the Dis- 
trict of Columbia, Pucrto Rico, and 
the Virgin lshnds. 

Atlririon 
General Comment$ 

[ I I ]  As indicated in the history of 
the proceeding, the company first 
maintained that an attrition albwance 
should be added to the rate base in 
its amended petition and exhibits of 
March 4, 1969. It is significant to 
note that the company did not propose 
to include a11 attrition allowance in 
the rate base until the FCC ih 69-65 
24148 Docket No. 17975 ((19691 78 
PUR3d 479) i3,urd an order changp 
ing the procedures used in apportion- 

O T ' d  O T 9 f  E 6 f  ZTP 
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ing plant investment, expenses, and 
reserves hetwccn interstate and intra- 
state operations. T h e  net effect of 
the FCC ruling was that approximate- 
ly $3,500,000 of the company’s rate 
base were shifted from intrastate to 
interstate arid the net optrating in- 
come on intrastate operations was 
increased by approsimately $140,000. 

The amended petition and exhihits 
filed by the company on March 4, 
19G9. included a writc-up on the rate 
base of approximately %2,765,306.26 
for attritian and proposed additional 
projections in operating expenses not 
pertinent here. This had the cffcct of 
nullifying the shift brought about by 
the FCC ruling on apportionment 
between interstate and intrastate 
operations. 

SfnffJ Tesliwtmy 
The staff is of the opinion that an 

attrition figure should not be allowed 
in the development of the company’s 
rate base. It maintains that such an 
attrition allowance in die rate base 
would, in effect, permit a return on 
an investment thab waa not actually 
made by the company, and that the 
customer should not bc required to 
pay rates that would yield sufficient 
rcvenues to compensatc the company 
for an  attrition [actor of $2,765,306- 
.26. 

The use of an ‘attrition figure arbi- 
trarily added to the rate base would 
completely disregard the original cost 
concept of mte making. A policy of 
pcrmitting write-up of plant or  attri- 
cinn could result in the commission’s 
having to revamp i t3  entire rate-rnak- 
ing philo~ophy, thus requiring ad just- 
nients of all utilities’ property in sew- 
79 PUR 3d 508 

ice depending on the inflationary Or  
deflationary trends in the economy. 

Co rnpafiy’J Tedmony 
The company insists that i ts rate 

base should be increased above the 
original depreciated cost by apptox- 
imatcly $2,765,306.26 due to inflation 
causing replacement cost to bc con- 
siderably higher than the original cost. 
The  company’s position can probably 
best bc determined hy Witness Sex- 
ton’s testimony. When asked on 
direct criinination to explain what 
he meant by attrition. Witness Sexton 
stated: “That is the replacement of 
(zw plant by erosion of earnings 
through higher costs.” 

Witness Sexton stated that aa of 
June 30, 19t4, the average investment 
in each telephone was $367.33 com- 
pared with the average mvestment of 
$454.13 at June 30, 19G8. or an  in- 
crease of 23.63 per cent. This is an 
average increase of 5.91 pur cent per 
year. Witness Sexton stattd gcner- 
ally that the attrition factor of $2,765,- 
306.26 proposed tQ be included in the 
ratc base had been determined by the 
increase in its investment per yhont. 
In  his testimony Witness Sexton did 
not explain or show in detail how 
the company arrived at the figure used. 
Mowever, the comparry did [urniuh 
thc staff with working papers showing 
the computation of i ts  proposed attri- 
tion factor. 

Cornminiton’$ Findings and Conckc- 

The commission would first starc 
in regard to attrition thar it  takes 
official JudiciA notice of all rate cases 
which it has decided and it h35 never 
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allowed a write-up or attrition factor 
to be used in the ratc base. 
The commission IS O C  the opinion 

that by virtue of the monopolistic 
characteristics of a utility such as the 
company involved here it should not 
be authorized to charge rates that will 
provide a return on an investment not 
actually made by the company. To 
allnw such attrition to be added to the 
rate bast woiild permit the company 
to earn a return on an amount which 
i t  did not invegt. 

It seems extremely coincidental that 
the company fouiid it appropriate to 
include attrition in the amount of 
$2,765,306.26 only after the new 
stparation procedures shifted apprax- 
imately $3,100.000 from thc intrastate 
to interntatc apcrationp on its rate 
base. 

In  reviewing Witness Sexton% tes- 
timony on cross-examination we find 
that he stated the separation procedure 
i s  almost entirely disregarded by the 
fact that the company added the attri- 
tion. He also indicates in this cross- 
examination that intrastate ratepayers 
receive no benefit from the separation 
changes, stating : “We don’t intend 
for them to. We need t)rc money we 
arc asking for them.” When asked. 
“Then ahcr these separation proce- 
dures. you are saying that t h i s  would 
have henefited thc intrastate ratepayer, 
had you not increased yom rate base 
again, is that what you are saying?” 
He answered. ”Yeti, it will work down 
to that.” Witness Sexton seemed to 
take the position th3r thc company had 
LO follow the recent F’CC separation 
procedure changes but that it  did not 
agree with them and the attrition 
factor was used in order Tor the com- 
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parry to recover a major part of the 
$3,100,000 trnnsferrcd by the new 
separation changes. 
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Stuf‘s TEJtamony 
[SI The staff proposcd to exclude 

construction work in progress from 
the rate base which totoled $3.128.246 
.62 and thc interest capitalized during 
construction from the company’s in- 
come for race-making purpose. 
The company is carning a return 

on this plant through the accounting 
yrocwr rrf capi taliring inrerest during 

The commission find9 that the atui- 
tion or write-up proposed to be added 
to the rate base by the company in 
the amount of $2,765,306.26 should 
not be allowed. It appears that the 
company has used this attrition to 
offset the shifting of a portion of the 
intrastate rate bane to interstate as a 
reeult of the January FCC ruling. As 
indicated earlier in thia order thig 

cammission has jurisdiction anly over 
intrastate toll and exchavge opera- 
tions, therefore, it is necessary to 
apply some method for separating the 
rercnut9, expenses. and properties of 
the company used for both interstate 
and intrastate operations. This com- 
mission and the companies under its 
jurisdiction make the separations in 
accordance with the procedures set  
forth in the Separations Manual as 
approved and rnodihed by the FCC. 
We cannot scc the rationale in separat- 
ing operations acear4ing to the manual 
and then turning around and com- 
plttely negating thelse cficcts by sllow- 
tng a write-up to the company’s race 
base. 
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constrncrion at the rate of 7 per cent. 
Thc staff maintains th3t the rate at 
which interest is capitalized would in 
effect provide a return on capital struction 
which is dedicated to consrructlon 
programs. 

return on construction work in  prog- 
ress through the accountin6 mechanics 
of capitalizing interest during con- 

It was his p$ition that 
interest capitalhcd during construction 
rniglit not be a full and fair return 

Compnny’s Testimony 
The company included in its rate 

base computation, cons~uction work 
in progress totaling 53,128,244.62. 
Its position is best stated by Witness 
Scxton when questioned by Mr. Mac- 
Farland as follows: 
“Q. Mr. Sexton, the i t e m  that you 

have pur in the rate base for construc- 
tion work in progrccz, have you corn- 
rncnted on that, why in your opinion 
that is necessary?” 

“A. Well, we feel that that is what 
is contributed by the invcstors in the 
company and i t  oucht to be in the 
rate base and certainly as long as we 
grow, as far as  we can see. in other 
words. soivc newsmen gay it  is going 
to double here by the year 2000. This 
construction work in progregs will 
grow rather than decrease. It will 
always be iii our books. We will have 
i t  on thc books. It IS money that has 
been expended, ohrained from inves- 
tors in the company.” 

T h c  above answer was the extent 
of the elaboration by Witness Sexton 
on the merits of the inclusion of can- 
dtruction work in progrcss in the rate 
base. He contends that the invefitors 
are required to furnish this capital and 
that i t  would be reqsired indehittly 
because construction would be con- 
stantly taking phcc. 
On croes-examination the com- 

pany’s witness. Mr. Glcuon, testified 
generally that the company earns a 

and he felt the stockholders would be 
treated more fairly il construction 
work in progres were included in the 
rate base and the interest capitalized 
included in revenue. He further 
stated that in the long run there is no 
difference in the result of the two 
choices. 

Comrni-xriorr’i Fidimgs and CoclcIu- 

Generally this commission has ex- 
cluded construction work in progress 
from thc rate base, however, in the 
last proceeding with this company 
construction work in progress was in- 
cludcd in the rate base. At that time. 
the commission specifically noted that  
this was done because thc company 
wa5 not capitaliring interest on con- 
struction. 

The company is now earning 3 re- 
turn m construction work in progress 
through the capitalizatjon of interest. 
We SCC no basis for including the 
construction work in progres9 in thc 
ratc base and the intercst capitalized 
in revenue; the interest capitalizcd is 
in itself a return on the conatruction 
work in progress. 

The Uniform System of Accounts 
provides in 131.2-22 that the com- 
pany can capitalize interest on all 
moneys, including the rompany’s own 
funds, used in the acquisition or con- 
stmction of telephone property. This 
in effect provides for a ratc of return 
on the construction work in progress 

n’OW 
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and the commission Rods that con- 
struction wvrk in progress should be 
excluded tram the rate base in this. 
case. 

Properly Held fur Fwtrre UJe 
Cesterof Colrrmenrs 

[a] The company propowd to in- 
clude in ih rate base $25,9S2.79 a9 

property held for future use. The 
stiff did not include this in its pro- 
posed rate base, staring that ic was 
not 3 policy of the cornmission w 
illdude property in the rate base not 
used or uacful in providing telephone 
service. An investigation reveals that 
the propcrty is fif such physical nature 
that it will be used in providing telr- 
phone scrvicc in the near future. 

commuhon's pindings and C o s c h -  

The commission is of the opinion 
that i f  property held for future tlsc can 
reasonably be ucpcctcd to be placed 
in service within two years from the 
time of the rate proceeding, certainly 
i t  should he considered as a port of 
the company's rate base. The com- 
mission would qualify this finding by 
stacing that the amounr invested in 
the property hcld for future use should 
be rtasonable, and would further state 
that each case shall be considered o ! ~  
its own merits. 

We Find that the present property 
held for future w e  should br allowed 
in the rate bare. Howcvcr. it i s  to 
he notrd that the amount will be less 
than that proposed by the company 
since i t  advocated a perid-end figure 
and we have rdcd above that average 
plarit iri  scrvice for the test period is 
proper. The period-cnd investment 
proposed by the company is $25,9S2- 

h t . t  

.79; an average investment for the 
tept period would be $14,372.02. The 
investmeit of $14,372.02 will be used 
in this proceeding by the 'commission 
in setting the rates. 

Plan'i Acgukition Adjwtment 

Ccwcrd Cornmints 
[&e]  The commission fecla i t  

proper a t  this point to explain how the 
acquisition adjustment account arises 
and then consider the staff's testimany 
and the company's tcslimony prior to 
making a determination. 
The acquisition adjustment in this 

cage occurred mi the result of the com- 
pany purchasing plant from the Bell 
System The purchase was made in 
February, 1966. The purchase price 
on the plant wag $3,516,534.74. Of 
this amount it appears that roughly 
$1,281,000 would be placed in the 
acqu isi ti On ad j us t men t account which 
will be explained later. 

The acquisition adjustment is pro- 
vided for in the Uniform System of 
Accounts adopted by this cornmiasion. 
The commission requires all utilitic9 
under its regulation to comply with 
the Uniform System of Accounta. 
The Uniform System of  account^ sets 
out that when property comprising a 
.5ubstantially complete tslcphone sys- 
tem, exchange, or toll line is acquired 
from predecessors, the mount  of 
money actually paid for the property 
shall be charged to Account 276, Tele- 
phone Plant Acquired. The system 
of accounts then requires the original 
Cost (cost to the predecessors) to be 
charged to the tetephone plallt ac- 
counts. Account 1003, Property Held 
for Future Use, and Account 100:2, 

51  1 
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Telephone Pitiit under Construction, 
whichever is appropriate, and crcdited 
to Account 276 mentioned above. 
Thc proper rcservr requirements for 
depreciation and amortization should 
then be debited to Account 276 and 
crcdited to Account6 171 and 172, 
Depreciation Reserve and Arnortiza- 
tion Rcservc. The amount remaining 
in Account 276, Telephone Plant Ac- 
q u i d ,  applicable to thc plant acquired 
should then be debited or credited as 
appropriate to Account 100 :4, Tele- 
phone Plant Acquisition Adju6tnicnt. 

In this case we are considering an 
amount th3t could vary from robghly 
$4OO,OOO to $475,000 in the telephone 
plant acquisition adjustment account. 
depending on calculation.9 that will be 
explained facer. 

Apparently the company did nor 
follow the above-described procedure 
set out in the Uniform System of 
Accounts in rccarding the Bell pur- 
chase. The original pctition and ex+ 
hibit filed by the company did not 
provide for the acquisition adjustment 
account and it is apparent from thc 
exhibits and records that the entire 
purcharre price on the Bel1 acquisition 
had been placed in the plant accounts. 
After discussions with the commis- 
sion's staff, the company revised i t s  
exhibits and in its aniended petitioii 
filed on March 4th the exhibits te- 
Rected $456,552.61 in plant acquisi- 
tion adjustment which will snbstan- 
tially comply with the procedure 
csablished in the Uniform System 
of Accounts. 

StfAf's Tesriwany 
The commis~ion's staff did not in- 

clude the acquisition adjustment in its 
79 PUR 3d 

ERVICE COMMISSION 

development of 3 rate base 3s c3n be 
seen in the foregoing tables. This 
acquisition adjustment balance repre- 
sent* generally the difFercnce between 
the original dcpreciated cost and the 
purchahc price paid to Bell. An ex- 
change such as this crcatc5 an invest- 
ment (or acqui4tion adjustment) 
over and ahove the original depre- 
ciated cost an4 if the acquisirion ad- 
justment is included in the rate bast 
of the purchasing colnpany it results 
in the company earning a rate of re- 
turn on a higher invcstmcnt than 
depreciated original cost. An allow- 
ance of acquisition adjustments in the 
rate base could enrouraqc cornpaniee 
to exchange property to inff ate their 
rate base. 

The staff proposee it to he fair in 
this case to allow the company to 
recoup this excess cost (acquisition 
adjustment) through amortization 
charges of $29,737 SJ per year over 
a period of sixteen years. The com- 
pany did not seek to include these 
amortization charges in its cost of 
service until it discowed that the 
etaR had proposed to include them in 
its exhibits on cost of service. 

The shff took thc porition that both 
the ~ubscribtr and the srockholder 
should share in the c o m  incurred by 
thc company a.p a result of this acqui- 
sition adjustment since it was main- 
tained by the company that the pur- 
chase benefited the subscriber as well 
as the stockholder. 'The stif€ testified 
that both the stockholder and sub 
scriber would share in the cost by 
allowing the company to recoup the 
annual amortization charges in opcr- 
aring experrscr and by prccluding the 
company fronl earning a return on the 
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investment or, in other words, by 
excluding the acquisition adjustments 
from the rate base. 

Company'r Terrimowy 
The company proposes to include 

$4SB,SS2.61 in the computation of the 
rate baYt. The company's position 
is shown in Witncss Sexton's tcsti- 
rnony. He testified generally that this 
was a good purchase on the part of 
the company. He stated that the com- 
pany's PngineertJ bad priced out the 

their cost and the engineers were of 
the opinion that it was a good buy. 
He further testified that the purchase 
was in the best interest of the sub- 
scriber and the stockholders. 

Witmss Sexton pointed out in his 
testimony that the company had rc- 
quested the original cost data from 
Bell but had not been able to obtain 
that information, Mr. Sexton tesri- 
tied that the following calculation had 
bcm used to dctcrrnine the acquisition 

plant purchased and compared it to adjustment: 

SovUlern BCII ~ u r c h w  
Amount Includcd in Ratc Barn Pur- 

Origitul Coat as Supplied by South- 

Plui Paymcnt Madt for Addition at 

c tuw Price .. . . . , . . . . . .. .. $3,516,534.71 

e m  Iddl , .. ... , . . . . . . . $3,085,867.aO 

100% Crmdition . . . . . . . . . . 135,459.00 

up1 ,m.m 
Total 

. d 295,209.74 

Toul 

Overstatcmcnt on Bookr 
Bell Pu~hawr Divided In!&tp- 

5hle pcr Cast Study Inlormalion 

. . . 

c. 0. Plan1 . .  . . , ... 0 . .  . . I  , ,  $2,454.9a.w 
0. 5. Plant . . . . . . I  .. 628.368.12 

$3,083,931.12 

Ball purchausc Rutrvt  Rcquircmcnc t 933,UO.W 
Asqdmition Adiu#rncnr . . . . . . . . $1,229,274.66 
Payments Made an Bell Purrhaw . U,0eSDW7.W, 

135,459-00 

Inra 
$ iassa.8~ 

Inter 
$1,446,501.35 

491,849.34 

$1,938,42969 
62.86% L %&sa@ 

t 772,722.U 

Inira 
$ 109,640.09 

Intra 

137.1 19.78 

$l.145,Ml.a 
31.14% 

$ 346,601.64 
$ 456,552.61 

t.1,048,sai-6~ 

?a Southern Bell 
To A. T. & T. . , 

. , . , .  , . .. ,221,326.00 . , , . . . Pm.S&.W 

Witness Sexton testified that the 
information rclativc to tht Bell pur- 

takcn up in the commission's condu- 
aion. 

chase was acqbirtd from the cornrnis- 
sion's staff who. in turn. had obtained Commbnon's Findings aBd Conclu- 
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be allowed to earn a rnurn  on this 
investment. thc amount of which will 
be qualified later. The purchase ap- 
pears to have been in the best interest 
of the public, and we feel the company 
should h dIowed to earn a return on 
the acquisition adjustment and also 
should be allowed to recoup the cost 
of acquisition adjustment by amortiz- 
ing this amount over a 16-year period 
from the datc of acquisition. 

The commi9sion is aware that trans- 
actions such as this could under cer- 
tain circumstances lead to utilities 
exchanging plant to inflate their rite 
basc and certainly ;L transaction that 
appeared to do this would not be 
tolerated. However, it does not ap- 
pear that the transaction we are con- 
cerned with here could be construed 
to have been made for the purpose of 
inflating the rate base. 

The commission in allowing the ac- 
quisition adjustment to be included 
in the rate base and allowing it to be 
amortized is not overlooking the fact 
that the company failed to abide by 
tht  requirements established in the 
Unifarm System of Accounts in te- 
potting this transaction to the eom- 
mission. It is apparent chat a great 
deal of confusion could have been 
avoidcd in this mattcr had the com- 
pany properly reported thc transaction 
as required by thc Uniform System 
of Accounts. The commissioii does 
not intend to permit companies under 
its jurisdiction to violate rules zctab- 
lished for the companies' regulation. 

There i s  an apparent discrepancy in 
the company's Exhibit e & - l  prc- 
sented shove. Rcfercnce is made to 
the "Origind Cost as Supplied by 
Southern Bell" on Exhibit 4 B - I  in 
79 PUR Jd 514 

which the compaoy represents the 
original co9t to be $3,085,867. T h e  
title "Payment Made on Bell Pur- 
chase." $3,085,867. i s  exactly the 
same amount as the represented orig- 
inal coat. This $3,085,867 was used 
to arrive at the overstatement on 
books and the acquisition adjustment. 
Since this rcprestnitd original co6t 
reflected on Exhibit 4 4 - 1  does not 
agree with the original cost reRectcd 
in our records it is apparent that the 
overstatenrent on the books and the 
acquisition adjustment would nnt be 
correctly stated. It seems that an 
error was made when the company 
assumed that the payment msdt on 
the Bell purchase was the same as the 
original coJt. 

The commission's records reveal 
the following data relative to the pur- 
chase price, original cost, acquisition 
adjustment and depreciation reserve 
on the Bell System purchase shown 011 
page 515. 

The schedule above will serve to 
explain other diffcrcnces in the staff's 
position and the company's position. 
some of which will be discussed later 
in this order. 

Reference to the above schedule on 
Line 10 will reflecr total original cost 
of $3,191,931.04, whereas Exhibit 
4-B-1 reflects an original cost of 
$3,221,326 or an overstatement of 
$29,394.96 for the entire system. 
Furthermore, the depreciation reserve 
requirement nf $956,020.17 on Line 
13 of our schedule when compared to 
tho reserve requirement of $933,230- 
.W on Exhibit 4-B-1 reflects an 
understatement 01 the depreciation 
reserve of $22.790.13. These two dis- 
crepancies account for the difference 

PAGE : 
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Southern Bell Avthrsc 

. . . . . . . . . . . . .  
3 Cwrm Work . . . . . . . . . .  
4 . . . . . . . . . . .  il 3 . ~ . M 7 . W  

13~459.00 
3.120.74 

. . . . . . . . . . . . . . .  
7 Bell Pknt . . . . . . . . . . . . . . .  zjoo,aa9a 
0 CuWm Work . I . . , . , . . , 135,459.00 I 9 Spare Parr* 9,214.09 . . . . . . . . . . . .  

. . . . . . .  . . .  ie Total , , $J,t 91.93~ .w I the Infra I n t u  Total 

m 13 Dcprcciation Resene RC- 

14 Lss : Deprcciation Rencrvc 
quiremnt . . . . . . . . . . .  $ 956.020.17 

on Orrra~~tcrnrnt . (33.451.69) 

an 

I 
t 1s Tog . . . . . . . . . . . .  yS7.33fi.47 $16523261 $ 922,568.48 

16 AlIoation Factors . . . . . . .  62.09% f7.91% 100% 

'# . 
17 h q u i t i l h  Adjutmnt . . $475,800.49 W ,299.3 $1.281,099P7 

- -  I .I 

:er 

...... D -  > - - - -  - -  
ru3ry- of the opinion Accountg and past prOcerltrres d rhic I 
that the amortization that should have 
bccn taken since the date of the pur- 
chase should bc .subtracted from the 
$475,800.49. The abovc schedule 
reflects intrastate amortization rcgcrvc ..I 

of $71,866.69 through June 30, 1968. 
which when netted out against the in d~rec irt ion 
$475,800.49, leaves a balance of sented by the and by 

I :- $403.933.80 which is shown on Line is shown in the table *n 
19. 

Based on the record and the above 
calculations made from exhibits pre- 

Deprecktion R e m w  ' 
General Ca*amcrrfr 

:0 
['# '3 '* gummJry O' 

The staff's per hook balance of @I- 
793,161.23 before adjustments rcpre- 
sents chc avcragc depreciation resetve 

515 79 PUR 36 
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in the acquisition adjustment as scnted at the hearing and from our 
shown by the company and in out official files we find tht proper acquisi- 
files. We jccept the acquisition ad- tion adjustment LO be $475,800.49 
justment balance of $475,800.49 be- teas $71,866,69, the mount that 
fore givine consideration to the should have bem amortized from Fch- 
amount of zmortization that would nary 1, 1965, to June 30, 1968, had 
have been otherwise written Ofi since thb ourchase been orooerlr handld 
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TPSC Paitiancr 
Stab Pcticiantr Ercceda 
Ex. 2t Ex. 4-C TPSC Stad 

Pcr Bmkr . . . .. I . , ,  . .  @.793.161.21 $9,104479.99 $ 109.318.78 

Adjuattd Tot;ll . . . . . $9,550,497.69 39,467,081.4] S (81,416.05) 

Adjustnicnts . . . . . 757.1136.47 361,601.64 (592,754.83) 
- - -  . 

wwhcre the company’s $9,102,47999 is 
th t  end-of-the-period balance. The 
company’s depreciation reserve ex- 
ceeds the staffs by $309,31878 a6 a 
rc3ult of its using the pcriod-elld hal- 
awe  and the staf€ using the average 
balance. The use of average or peri- 
od-end figures on depreciation is, af 
course, subject to the same Rrgumentg 
and conclusions as the average 2nd 
period-end figures on plant in service. 
AS indicated in the commission’s con- 
clusion on use of average ver~u9 
period-cnd plant in service. an average 
for thc test period seems to be the 
most appropriate to use and we there- 
fore adopt the same conclwion on the 
deprcchtion reserve. 
Our decision that the average of 

plant in  service and reserve for depre- 
ciation for the test period should be 
used would obviously mean that we 
adopt the per book figwe of $8,793,- 
161.21. We must also determine de- 
preciation reserve adjustments, it., 
whether to use $757,336.47 propoeed 
by the staff or the $364,601.64 pro- 
posed by the company. Both are set 
out in the above tahlc. 

In addition, the staff adjusted the 
depreciation thr company had taken 
on overstated plant, mentioned htrcto- 
fore in the acquisition adjustment 
section. This adjustment would 
amount to roughly $27,000 which will 
be a reduction in the amount cdcu- 
lated by the staff. 
79 PUR 36 516 

Staffs  Testimony 
The staff adopted the same argu- 

ment on the use of average dcprecia- 
tion reserve as it appliee to average 
plant in service and did not elect to 
elaborate further. 

The staff proposed an adjustment 
of $757.336.47 to the average depre- 
ciation reserve. It contends that this 
adjustment results from two items : 
(1) Depreciation accrued in ‘the 
amount of $33,451.69, on the over- 
statement of the Bell plant from Feb. 
1. 1966, through June 30. 1968; and 
(2) depreciation reserve applicable ta 
thc original cost of the Bell plant not 
established in the records of the com- 
pany. This amounted to $956.020.17 
and the staff proposed to reduce this 
by the accrual of depreciation on the 
overstatement of plant of $33,451.69 
nientioned above, leaving a balance 
of $922,568.48. This ie EL total of 
both intrastate and interstate oFra- 
rions in Tennessee and has to be ap- 
portioned between the two. The staff 
proposed to ayportkn this balance 
between interstate and intrastate oper- 
itiotlv on the s i m t  basis that total 
dcprrciation reserve related to intra- 
state which amounts lo 62.09 per 
ccnt. Utaing this percentage the staff 
calcltlatcd $157,336.47 to be the proper 
adjug m e n  t. 

The company used thc total depre- 
ciation allocation of 82.09 per cent for 
apportioning the dcpreciation cxpcnsc 
on the Bell .plant and then maintained 
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that it should use 37.14 per cent for the 
purposes of apportioning the deprecia- 
tion reserve on this same plant. The 
staff maintains this allocation pro- 
cedure should not be followed. 

C0mpassf.s Tedmony 
The campany did not go into avy 

lengthy comments on its depreciation 
reserve adjustments. It maintains 
that the adjustment on the deprecia- 
tion reserve of $364,601.64 on the 
Bell purchase is msde on the basis of 
the actual usage of plant. For the 
purpose of stating as clearly as pon- 
sible the company’s position on this 
matter, we tecl it would be well to 

insert Mr. Sexton’s direct testimony 
in regard to this: 

Redirect Ezaminatian 

“By Mr. MacFarkrrd: 
“Q. Mr. Sexton, relative to deprc- 

eiation figures yesterday, Mr. Atkins 
asked you that we were speaking 
specifically about the depreciation re- 
serve for the Bell acquisition. Would 
you make a statement in regard to 
that at this time, pleast?” 

“A.  1 want to say at the outset that 
we feel that the purchase was a good 
one for die company, tarningwisc and, 
of course, that works right on down 
to i t  is good for our subscribers, too. 

“Now the depreciation reserve 
amounts, the way we spread that was 
baaed on the usage as to inter- and 
intrastate. Tmncssee, all the prop- 
erties, of course, being located in 
Tenncssee. We came up then on our 
4-C exhibit with depreciation for 
intrastate of !$364,601.64, 

“Now i f  we were to rtlatc that and 
put that on the basis of our othcr 

plant3, then the factor, of course, 
works down to a different epread. 
Calculated, it would bc a reduction 
in our rite base of the difference be- 
tween what all of the depreciation, 
that U, on that from 700, from our 
figure of-in other words, we have 
reduced our rate base by $392,734.83. 
That would change then our rate base 
that we show on 4-8 from $44,581,- 

“Q. k t  me see if I understand 
you, Mr. Sexton, in an effort to make 
i t  clear. When you purchased this 
property. you have testified that you 
wtre not able to get the original cost 
from Bell, although it was rquuted ?” 

“A. We had just an engineering 
figure on that, that is right.’’ 

“Q. In your treatment of it. you 
applied the 32 per cent factor because 
you knew the use in your treatment of 
the depreciation?” 

“A. That is the ust that that plant 
wag put to.” 

“Q. T h e  commission staff has rc- 
quested, has suggested that 82 per 
cent, the overall factor should be ap 
plied. applying that would make a 
difference in the treatment of three 
hundred and how many thousand ?I‘ 

“A. $392,734.83. A reduction i n  
rate base.” 
“Q. That is the cornrni~~ioh’~ judg- 

ment, i f  thcy decide to treat it the way 
you treated it, or the way the staff 
has suggested that it be treated ?” 

“A. That is the difference.” 
“Q. That is the effect of it?” 
“A. Yes.” 
Mr. Sexton did agree otl cross- 

e.winat ion that the company used 
one basis to allocate depreciation re- 

a90.42 to w,i89,is5.59.1’ 

517 79 PUR 3d 
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serve and another for depreciation 
expense on the Bell purchase. This 
can be seen on page 109 af the tran- 
script as follows : 
"0. (By Mr. Atkins) Now for thQ 

baais of reducing your rate base, by 
virtue of the depreciation reserve you 
have used 37 per tcnt. Now by the 
basis,-for the basis ot cstablishint: 
expense, you haw used 82 per cent, 
is that not correct?" 

"A. (By Mr. Sexton) That is 
right, yes sir." , 

Commirrion'r F i d n p  and Canclu- 

It is apparent from the record in 
this cause and from rhc commks~on's 
official files that the company has used 
inconsistent percentages in aprtion- 
ing i ts  depreciation reserve and ex- 
pense on the Bcll acquisition. 

T h e  ratepayers are required to pay 
rates that will compensate the corn. 
pany for its expenses and allow a race 
of return on its investment as men- 
tioned in the beginning of thia ordcr. 
Depreciation expense is, of course, 
one of thest expenses the rate9 must 
covtr. On the other hand, the depre- 
ciation reserve reduces the rate base 
on which the campai\y is entitled to 
earn a return, To follow the com- 
pany's procedure in this instance 
would be to allow it  to charge 82.09 
per cent of the depreciation expense 
on this Bell purchase to the intrastate 
operations while reducing the fate 
base through the depreciation reserve 
by only 37.14 per cent on the same 
plant, which i s  highly inconsistent and 
inequitable to the intrastate ratepayer. 

The commission is of the opinion 
and hnds that the 82.09 per cent 
should be appIied in this instance to 

&OKs 

both the depreciation expense and' the 
depreciation reserve. We btlicve t b t  
an adjuetment rhould be made in the 
depreciation reserve for the excess 
depreciation which resulted from the 
ovcrstatcmtnt of thc cast of the Bell 
plant on the company's hooks and 
records, therefore, we find the staff's 
proposed depreciation rcscrvc adjust- 
ment proper to use in establishing the 
rate base. 

Unomortiied /wrstrrrmr Credd 

Gcueral Cornmds 
[a, 101 The unamortized invest- 

ment credit account on the books of 
the campany rcprtsents funds that 
have been made available through the 
rate structure by virtue of usihg the 
"service life flow-through" method 
of accounting for the benefits of invest- 
ment credit on federal income taxe~. 
Section 38 of the Internal Rcvtnuc 
Code, 26 USCA 4 38, permits nom 
rcguhted companim to otlser their tax 
liability by 7 per cent of the cost of 
tangible property fitting certain qual- 
ifications. 
pany herein are permitted to offset 
their tax liability by 3 pcr cent of the 
cost of thc qualifying tangible prop- 
erty. 

Thce commission issued an order 
on August 6, 1965, in Docket No. 
( 3 5 5 7  (GO PUR3d 450). to the 
effect that each utility subjet  to the 
jurisdiction of this cornmission could 
elect to adapt either the "service life 
flow-through" or the "initial year 
flow-through" methods for the treat- 
ment of the investment tax credit as 
provided by 4 38 of the Internal Rev- 
enue Codt. The conipany ha5 elected 

Utilities such as the corn- ' 

79 PUP 3d 518 

0 

and 
tlin 
tax 

7 
retl 
at . 
fed1 
fen 
am- 
wh 
the 
the 
no! 
t o 1  

Slr 

3 lfi 

Pa' 
aa 
rat 
W l  

Pa 

c n  
in 
t ir  
ac 
p" 
ta 
51 
r: 
T 
SI 
0; 

tl 
h 

€1 

I 

C( 

P 

I 

a 



I 
I 
I 
I 
I 
B 
1 
I 
1 
1 
I 
1 
I 
I 
I 
I 

RE UNITED INTER-MOUNTAIN TELEPH. CO. 

and is using the “servicc life flow- 
through” method for the invegtment 
tax credit in its operatiom. 

The company by using said method 
rcflccrs the fcdctol income tax expense 
at an amount greater than its actual 
federal income tax liability. The dif- 
ference is then reflected in the un- 
amortized investment credit account, 
which is written off to income over 
the life of the property giving Tiw to 
the investment credit. Thc balance 
not amortized i s  the amount we arc 
concerned with hcrc. 

Srafs Test im ony 
The ~af? takes thr position that the 

amount of $512,784.76 in the com- 
pany’v unamortized invqtrncnt credit 
account should he deducted from the 
rate base. because i t  is actually capihl 
which has been supplied by the rate- 
payer. 

It states the unamortized investment 
credit account resulta from federal 
income tax expense charged to opera- 
tions which were greitcr than the 
actual f a  liability in4 since the rates 
paid covered this additional income 
tax expense, not actually paid, it re- 
sults in capital contributed by the 
ratepayer rather thin the investors. 
The staff contends that the ratepayers 
should not be required to pay P rate 
of rcturn on capital which they have 
contributed to the company, and that 
this can be prevented in this situation 
by deducting the amount in the un- 
amorrized invcrtnicnt credit account 
from the rate base. 

Compnwy’s Trsrimony 
The company dots not propose to 

rzduce its tcst-period rate base hy the 
amount in thc unamortized invcgtnient 

credit account. Witnese Sexton stated 
he felt that this amount is not a con- 
tribution by the ratepayers, The corn- 
pany left this in the rate base, because 
i t  feels thiR is money belonging to its 
invelrtors rather than the ratepayers. 

Witness Gleason appearing for the 
company did not testify on the use of 
the unarnortitcd investment credit 
account, howcver, he did in Exhibit 
No. 17. Schedule 3, include the un- 
amortized investment credit at a zero 
weight in calculating his projected 
earnings. 

Commusiois F i d i n g s  and Conch- 

AY indicated above the company ha5 
elected to usc the “service l i f t  flow- 
through” treatment of the investment 
credit. This treatment gives rise to 
funde made available by this provision 
of the Internal Revenue Codc. These 
fun& are temporarily retained by the 
utility and provide means €or the com- 
pany tu acquire additional plant and 
equipment or to U ~ C  interest-free in 
any manner i t  so desires, 

Under the “service life flow- 
through” method the capital r e s u l h g  
from the investment credit gradually 
flows through to the subscriber. ’This 
commission approves of this method 
as indicated in the abort-mentioned 
order, thcrcbre. our problem herein 
is to reach a conclusion as to the 
treatment of the funds temporarily 
retained and being uscd by the cam- 
py, that is, should the company be 
allowed to earn a rate of return on 
these funds. 

We are of the opinion that the cnm- 
pdny should not be allowed to earn a 
return on the temporarily retained 

Jiow 
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TENNESSEE PUBLIC SERVICE COMMISSION 

funds in the unamottircd inves.tment 
credit account. These funds are made 
available by the Internal Revenue 
Code and are actually reeived through 
the rate structure from the ratepayers, 
consequently, we do not feel the ratc- 
payer should h! requited to pay the 
company a return on these funds. We 
do not agree with Witness Sexton's 
theory that thew interest-free funds 
should inure to the benefit of the in- 
vators  of the company. The purpose 
of the "service life flow-through" 
method is to require the funds to be 
gradually Rowcd through to the con- 
sumer. This method merely provides 
that it be donc gradually as opposed 
to the "initial year flow-through" 
method which rqui red  the benefits to 
flow through in the y e r  received. 

T h e  commission would point out 
that wen Mr. Gltason, the company's 
rate of return witness, included these 
retained funds in his cost-of-capital 
dctermination a t  a zero cost, although 
be did not testify directly on this 
point. By including the retained 
funds at 2ero cost he is in essence 
saying the company should not be 
allowed to earn a rcturn on these rc- 
tained funds. 
Wc would point out that most 

jurisdictions allowing or providing 
for the "service life flowdhrough" 
method, mder  discussion here, do not 
allow a utility to earn a return on 
thtse temporarily retained funds. In 
dtnying the utilities a return on these 
temporarily retained funds the juris- 
dictions usually take one of two al- 
ternatives: (1)  Thc actumulatcd de- 
ferrals arc deducted in computing the 
rate base, (2) the funds are included 
in tht coat-of-capital determination 

as interest-free money to which there 
i s  assigned a zero cmt rate. 

It is noteworthy to mention that 
Exhibit 22, presented is this hearing. 
at pageR 38 and 39, reveals that out 
of 31 jurisdictionr permitting or rc- 
quiring the "service life flow-through" 
method of accounting, 28 have estab- 
lished rate-making treatments for thc 
accumulited dtfcrrals and 3 have not 
dccidcd. Of the 28 that have estab- 
lished treatment 18 require the accu- 
mulated deferrals (clrrarnortizcd in- 
vestment credit account) to be 
deducted in computing the rate base, 
8 do not require the deduction, and 2 
consider the deferrab in the cost of 
capital such a8 MI. Glcason did in his 
Exhibit 17, Schedule 3. 

The commission i s  of the opinion 
and finds that it is proper to deduct 
these accumulated deferrals referred 
to herein as unamortized invtstrncnt 
credit from the rate base which in this 
case is $512,784.76. 

Allowdncc for Working Capitd 
Crncrol Comments 

[ll] The allowance for working 
capital includes both a s h  require- 
ments and materials 3nd supplies. 
The cash requirements in this case 
were pmposcd by both the staff and 
the company to be onc-eighteenth of 
the operating expenses before depre- 
ciation expenses and operating taxt~. 
The difference by which the company's 
exceed the Stars  of $20,005.46, in the 
foregoing table, is the result of the 
company proposing to make adjust- 
ments to the test period in operating 
cxpcnzc8 not congidercd by rhe staf€. 
The difftrcncc in materials and SUP 

plies is chat the staff propmen to ust: 
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RE UNITED INTER-MOUNTAIN TELEPH. CO. 

the average monthly bdanct for the 
test period while the company usee the 
figure on hand at the md of the test 
period. The company's figure ueing 
test period end exceeds the staff'a 
average figure by $8,443.81. 

CommiJsion's Finding3 d Conclur 

T h e  commission is of the opinion 
that one-eighteenth of operating ex- 
pcnses will be a reasonable allowance 
for working capital in this case. Al- 
though one-eigh teenth of operating 
expenses will be U Y C ~  herein, we would 
point out that the use of a "lead and 
hg" study would marc accurately dc- 
termine adequate cash requirementa, 
and thc m e  of one-eighteenth of oper- 
ating expenses herein will not neces- 
sarily be a prccedent we will follow. 

We do not accept in total the posi- 
tion taken by either the mmpany or 
the scaff on operating expenses and 
for that reason the figure of $215,- 
033.39 adopted by the commission as 
one-eighteenth of operating expensei 
will not be consistent with that of 
either the company or the ahff in 
the foregoing table. We find operat- 
ing expenses, less depreciation and 
taxes, of $3,870,601.07 10 be proper 
in this proceeding. The total used 
in thi9 finding is explained fully under 
the expense section of the order and 
for cash requircmcntv we find one- 
eighteenth of these expenses or $215.- 
033 39 is proper to use herein as cach 
requirements in working capital. 
[lZ] The average for the test pe- 

riod in materials and supplres is the 
proper figure to use. This is con- 
sistent with our use of average plant 
in service and is idoptcd far basically 
thc same rtasons. 

+ i M  

The commission has now com- 
mented and ruled on each item com- 
prising the rate base according to the 
company's and the staff's propods 
and will set out klow the rate base 
resulting from our conclusions. How- 
ever, by virtue of our findings on the 
matter of accelerated depreciation it 
is first necessary to make another 
adjustment to the rate base not pro- 
posed by either the staff or the cum- 
p a y  and that is an adjustment for 
the federal income tax deferral ac- 
count. 

Deferred Inrome Tare8 

Gencrd C o r n m ~ s  
(131 It is the conclusion of this 

commission to permit the company ta 
normalize the tax effects of acceler- 
ated depreciatiofi. 

Normalization of the tax cflects of 
accelerated depreciation results in a 
deferral account for deferred income 
taxes similar to that discussed above 
in unamortized investment credit. 
Howcvcr, the difference in the two 
is that theoretically the unamortized 
investment credit will flow through to 
the consumer over the life of the prop- 
erty, while income tax deferrals, as 
the namc implies, will be used to pay 
future taieq. The two arc irnilar in 
that they both give rise to funds made 
available by the applicable provisiono 
of rhc Internal Revenue Code. These 
funds arising by virtue of the com- 
pany normalizing the tax tfiects of 
accelerated depreciation, like those 
from the unamortized investment 
credit account. are temporarily re- 
tained by the utility and do, in effect, 
provide mcm$ for the company to 
acquire additional plant and equip- 
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TENNESSEE PUBLIC SERVICE COMMXSSION 

ment or to use interest-free in any 
manner as it determines to be proper. 

Stufs Tcsfimony 
The staff did not deduct the tax 

deferral from its computation. of the 
rate base. Howevcr, Mr. Burcham 
testifying for the staff stated, in his 
opinion, that if the cornmifigion al- 
lowed normalization of the tax effects 
of accelerated depreciation then the 
deferral account should be deducted 
in arriving at a rare base. 

Company's Pmirian 
The company's witnesses did not 

testify concerning their podion on 
thew tax deferrals. However, they 
did, in their exhibits, fiormalize the 
tax effects of accelerated depreciation 
but did not calculate or propose to 
deduct the deferred income tax ac- 
count from tbe rate base, nor did they 
propose to use this at zero weight in 
their cost-of-capita1 computation. 

Commissiods FirSdinp a d  Conch- 

This commission is of the opinion. 
for the same reasons sct forth in its 
decision on unamortized inveetrnent 
credit, that the company should not 
be allowed to earn 3 return on rhc 

i O 9 U  

Average Plant in Service . . . . . . . .  
Properly Hcld far F u w c  Uue . . .  
plant Acquieitia~ Adjurtmtnt . . 

temporarily retained funds in the in- 
come z3x deferral account. 
Most jurisdictions allowing or pro- 

viding for normalization do not per- 
mit a utility to earn a return on these 
temporarily retained funds. For a 
comparison we would refer to Exhibit 
22, pp. 38, 39, which ~ h o w s  that out 
of the 22 jurisdictions allowing nor- 
mali2ation of the tar effcctP of accel- 
erated depreciation 12 require the 
accumulated deferrals to be deducted 
in computing the rate base, 6 do not 
require the deduction, 2 consider the 
deferrals in the coat of capital at zero 
weight, and 2 have not decided. 

Based on the foregoing reasons and 
those set out in the unamortized in- 
vcutmenr credit section of this order 
the commiseion finds that the income 
tax deferral account in the mount of 
$124,669.88 should be dcductrd in 
calculating the rate base hercin. 

Summory of Rare Bare 
From the evidence and matters re- 

lated in the foregoing conc1usions, the 
cornmission hnds a depreciated rite 
base of $36,205,437.07 to be foir and 
reasonable for the test period. 
This figure is dcrivcd as follows: 

. 

. . . . . . . . . . . . . . . . . .  $4)45,106.46237 

. . . . . . . . . . . . . . . . . .  14JR.02 
. . . . . . . . . . . . . . . .  403,935.80 

Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $4S,524,768.19 
Less: De rcciAtlan Reserve . .  ,. . . . . . . . . . . . . . . . . . . . .  $ 9550,497.68 

124,669.88 

Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S10.187.9SMZ 

Matcrhle & Supplica . . . . . . . . . . . . .  653.587.81 

Subtota I . . . . . . . . . . . . . . . . . .  . . . .  $ a~e.mm 

dn&rrizsd Invntmcnl Credit . . . . . . . . . . . .  532.764.76 
Fdcrnl Income Tax Dcfernlr . . . . . . . . . . . . . . .  

Add Allowance for Working Capid:  
One-eighteenth of Operating Expcn~s . . . . . . . . . . . . . . . .  I $ 215,053.39 

. . . . . . . . . . .  

Rite Eatc . . . . . . . . . . . . . . . . . . . . . . . . .  556,20205,437.07 
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RE UNITED INTER-MOUNTAIN TELEPH. CO. 

R m m w  a d  Erpmres  
G~ncra l  Commrnts 

I141 As indimttd previously the 
company chose the Operating six 
months ended June 30, 1968, as its 
test prtiod for this procceding. The 
campany as well as the comrnission'~ 
staff proposed to make certain adjust- 
ments to the actual six months' oper- 

ations ended lune a, 1968, for the 
purpose of creating a more represent- 
ative picture of the anticipated future 
earnings condition. 

Shown in the following comparative 
table IL the propaned "adjust4 test 
period" of the commission's staff and 
the company, respectively, ehown bc- 
fore any proposed rate adjustments; 

TPSC 
SIoff 
Ex. 2s 

L a d  Scrvica Re+tnuc , . . . , .  . . $ 7,771,35442 
Toll Scrvicc Revenue . . . I , .  1.829.583.04 
Mirc Ovratiiig Rncnuc . . . . , . 748,930.50 
LILS : Cncollcciible Rcvcnae . I . 23.556.02 

Pctitioncr's 
Ex. u 

$ 7,711,35042 
I.ets'SeJ.04 

74&9J0.50 
23.5sa02 

fotnl Opcratiq Revenue , . , , $10)26.505.94 
Current M&ktei\onr, . , , . , . . . . . a 1,297,121.14 
Depreciation Expeast . . . . . . , .  , 2,202,643.85 
T r m  Expenst , . . . .  . .... 812,160.72 
Commcrcial Expenac . . . . . 621971.44 
Operating Renu . . . . . . . 9187424 
Isxccrrtivc and Le a1 . . . . .  ,... 71.24188 
Accounting and freacury . . . . . . . 431,633.52 
Proviaion lor Sarricc Pcnaioru .. 136.612.02 
Employee Benchtr . . . . . . . . . . . . 99,811.90 
O h !  -Gmral .Enpeare . . . . . . IS4.6Ze.46 
Aqu~vlton Ad~usimcnt Amortila- 

tion , . . . , . . , . . . . . . . . . 29,737.53 
Leas : Expcnlc Charge4 Conatruc- 

don . .....,.. . ,. , . . ,  . . .. ..., 136,400.12 

Tom1 Optxitin Exgmtc . . . . S.8133SS.Se 
Net Opratin ~ V M W  . , , . f 4.!iIJ,O47.36 

Fcdtral Tim on fncqne, Rbdued 
. , . . . . $ ~ . ~ , 9 6 a s 1  

Other Tzrcs . . . .  , . ,  . . . . . ,  .. l . l l J I 3 ~ D  
by Invemhnwt C r d t  . . 

SloJjasaGi 
$ 1,407,636.JS 

2202,663.85 
W6.550.73 
649.12B.66 
91874.24 
8434.19 

4531,770.67 
247s2.08 
113l704.33 
1 sJ.62e.16 
29.737.5 J 

136,4CtUZ 

6,173520.97 3 4, I9,W 97 
a w8446.a 1,rnlM 12 

~ 

Total OpcrniinR Taxes , . . . . t 2,120J45.8J 
RUE: Inkreat nr) Conol. . . . . I 

Net Operating Income . . . . 0 2,392,101.53 
Other Income . . .. . . .  . . . . 229.924.50 
Misc. Incomc Deduction. . 6,627 76 

Tom1 Income . . . . .  . 1 2.615,?9!%.27 
Interest Deductions . . . . . . . . 1.143.131.70 

Net Income . .. . . . . . . $ 1,472,466.S7 
I____ 

Pttitianer's 
E x u d  

TPSC StrJf 

S 110.515.21 

27.157Z 

13,03231 
2UJ7.15 

109,140.06 
13492.43 

M.m.ai 

The above table discloses no dif- The adjusted tat-period figures pro- 
fcrence in rtvcnue betwecn the staff posed by thc company cxcccd those 
and the company a9 neither has pro- proposed by the srafT in certain oper- 
posed any adjustments in revenue, ating expenses and taxes. These 
except bath hive considered the effect differences resulted generally from 
af toll brttlement contracts with Bell. anticipated increased wages, pcnsian 
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TENNESSEE PUBLIC SERVICE COMMISSION 

benefits, social security tareti, and 
property taxes. The federal income 
tax balance as reflected by the staff’s 
calculation exceeds rhe eompany’a by 
$58,521.88. This is because the com- 
pany’s proposed expenses cxcecd thc 
staff‘s and because the ~aff proposed 
to reflect the tax effects of accclcratcd 
depreciation on the basis of “flow 
through,” while the company advo- 
cated “normalization.” 

S l a f s  Testiaoq 
The s t a f h  peition is that future 

increases in wagcs, pension benefits, 
and taxes should not be included in 
the test-period operating expenses for 
the purpose of fixing rates because 
revenue growth and optrating ccon- 

ornies will be sufficient to maintain 
the fmcl of earnings experienced im 
the test period. The staff did propose 
an adjustment increasing depreciation 
expense in the test period due to 
recent changes in the company’s de- 
prcciation rates. Both statT and 
company agreed to include these in- 
creased depreciation txpenses in thc 
test period. 

Concerning its position on wages, 
pension benefits, and taxes, the staff 
testified that i t  had made a study of 
the trends of system revenues and ex- 
penses from 1964 through 1968. Fol- 
lowing is page I of Collective Exhibit 
27 presented by the staff on the year- 
ta-year incrcaac6 in revenues and ex- 
prrses : 

1% 812.856.OJ6 $1,033,3W WN202S7 S 846,178 $2,aJS,777 $187,126 
1W5 14.103.440 1247,406 lO,W,KuI B13,ZSl 3,269,932 414,155 
13661 ~ i t a 0 . 9 ~ 0  2,537,510 iz.mio4 imm wa.1106 9011,914 

at r j W 8  mudorired by Dockcr No. U-1752 except for R e  folloWiiig exchanEC&: 
Moshcim, Baileyton, Blouattillc. Rmn Mountain, 3rd Limcstmc. 

Swrcc : Company’i annual report. 

The staff noted that revenue growth effects on the company’s rate of re- 
since 1964 was ruflicient to offget the turn. 
growth in operating txpcnsee except The staff presented the following 
for 1968. A number of factors could charts on page 52s which show an 
have caused the downturn of earnings analysis of the percentages of wages 
in 1968. Some of these 3rt increased that were cqpitalired and expensed 
wages and pension benefits and the from 1964 through 1968. 
10 per cent surtax i m p a d  on cor- Thrst charts indicate that the 
porationzt for the calendar year 1968. percentage of wages charged to cx- 
The staff contends thar the growth pcnsc has incrcaFed substantially in 
in reveniies and expenses would have thc test period over preceding periods. 
to be considered in conjunction with The charts also rrvcal that 75.94 per 
the growth in plant to cvaluatc the ctnt of the wages was expensed for 
79 PUR 3d 524 
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Trends of Wages am 

GE: 28 

NTER-MOUNTAIN TELEPH. CO. 

nter-Mountain ‘Tclcphonc Company 
Percentage8 Chargcd Construction, Removals, and 

Expense System Total 
T a d  Wages Char ed 

Construction, R m v a l a ,  an$ Expeneee 

Year Amount of t o d  Increase 
1964 $4,037,196 100% $ 291,393 
1965 4,374,901 100% 337,705 
1966 5,059,677 100% 684,776 
1967 5,719,069 lOa% 659,392 
1968 6,975,085 100% 1,256,036 

and removale Charged Lpense  

Amount af T O J  Increasc Amount of Total Increase 
$1,086,526 26.91% $ S6,59S $2,9550,670 73.09% $ 234,798 
1,207,953 27.61 96 121,427 3,166,948 72.39% 216,278 
1JJM,220 27.48% 182,267 3,669,451 72.52% 502,509 
1,517,927 26.54% 127,707 4,201,142 73.46% 53 1,685 
1,678,017 24.06% 160,090 S,297,068 75.94% 1,095,926 

Percenta e Year-to-year 

Wages Charged Conatruction Wa ea 

Percenta e Year-to-yar Percentage Y ear-to-year 

Source : Page 72 of the company’s annual report 
Trenda of Year-to-ycar Incrasei in Revenuee and Wagcs Charged Expense 

System T a d  
Annual Increase Annual Increase in Annual Incrcaec in Revenues 

Year in Revenues Wagea Charged Expense Less Wagee Chargcd Expense 
1964 $1,033,304 $ 234,na 
1965 1,247,406 216,278 
19661 2,537,510 S02,509 
1967 1,470,360 531,685 
1968 I ,960J43 1,095,926 

$ 798,506 
1,031,126 
2,035,001 
938,675 
864,4 17 

1First full year at ratee authorized by Docket No. U-4752 except for the followln cx- 
changes : Bluff City, Jonesboro, Moehcim, Baileyton, Blountville, Roun Mountain, and time- 
stone. 

the year 1968, whereas for 1967, station, the wages charged expense 
73.46 per cent of the wages was ex- per average main station, and the rev- 
pensed or approximately 2.5 per cent enue less wages charged expense per 
increase for 1968 over 1967. The average main station. The staff con- 
year-to-year percentage from 1964 tends that the increase or growth in 
through 1968 remained relatively con- revenue per station has been sufficient - 
stant. It is further noted that the 
hiring of additional employees and 
the substantial increase in wages 
appeared to account for the 1968 in- 
crease in wages charged expenses of 
$1,095,926, which were extraordinary 
when compared to past experience. 
Exhibit 27, page 3, shows that the 
growth in revenues was more than 
enough to offset the growth in wages 
charged expenses. 

Page 4 of Exhibit 27 shows the 

to offset the increases in wages 
charged expense per station. The in- 
crrafie in revenue per station for 1968 
over 1967 was $6.69 and the increase 
in wages per station was $6.65, leav- 
ing a balance of 4 cents of increased 
revenue after increased wages. Page 
5 of Exhibit 27 contains an analysis 
similar to the one discussed on page 
4 in that it reflects the pensions 
charged expense per average main 
station. This schedule reveals that - 

amount of revmuc per average main the pension cxpcnse per average main 
525 79 PUR 3d 
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rtatioii had decreased 16 cents in 1968 
over 1967 and that a comparison of 
tlie incrcisc in waEe and pension tx- 
pense with the increase in rweme 
reflects that the growch of revenue has 
o f k t  the increase in both wages and 
pensions. 

Page 6 of Exhibit 27 demonstrated 
the effect the August, 1967, wage in- 
crease had on 1968 operations. Fol- 
lowing is a table taken from page 6 
of Exhibit 27: 

Uoitcd Inter-Mountain T c l c p h o ~  Company 
Syntcm Trecpdd gf Wote.cs Per Avcrr c Em loyce 

For the S i x  Months Ending June 30.1964.196 s t !  ,196 ,1961. and 1968 
Semiannual 

Sir Manh-to-Six Month$‘ InCiure 
Pcrcmree 

Avemgt Warn 

Year Wagw hplaycc,* Employee Emplaytcr Wage9 Lrnplorees wage3 
s4 Y 602 1.27 
36 64 3.79 4.06 

1964 ail,96&678 95 1 dzpm 
1965 2,125,635 907 2JS4 

57 154 s.78 7.15 
02 72 7.u 3.12 

1966 2.410.036 1,044 2,- 
1967 2.619695 1,126 2,380 
1968 5,297,029 1,241 2,657 l l S  277 1031 11.64 

Awrye  computd OP a monthly baais. 
Source : Cornpany’a annual rcpatt ~ n d  monthly rtatmcnc. 

Toul Number of Per Average Amount 

This table isolates niore fully the 
effects the August, 1967. wage in- 
crease had on I968 operations, Since 
said wage increase waa granted. a 
comparison of the first six months of 
the calendar year 1967 with the first 
six months (test priod)  of 1968 can 
be more reasonably relied on to evalu- 
ate the impact the wage increase had 
an the test-period operations. The 
number of employcss percentagewise 
had increased substantially over pre- 
ceding periods. This is significant 
because the number of employees in- 
creased 10.21 percent for 1968 over 
1967: w h e r w  the increases from 1964 
through 1967 ranged from a low of 
3.79 prr cent in 1965 to a high of 7.85 
p r  cent for 1967. It was reasoned 
that chc increase in wages when corn- 
parcd tn past experience is accounted 
for in part by larger increases in the 
number of employees. The 1 1  64 per 
cent increase in wages per average em- 

ptoyce for the test period nvtr the 
same period in 1967 clearly empha- 
sized the extraordinary effects of the 
1967 waEe increase. Since the effects 
of the wage increase were included in 
the test-period operating expenses, tht 
inclusion of additional wage and pen- 
sion contracted for in August of 1968 
and 1969 would be unjustified unless 
the growth in rmcnuca was also con- 
sidered. 

In making its analysis of the test- 
period results of operationo the staff 
concluded that reguhrly occurring 
changes in revenue and erpenscs tend 
to be offscttinE against each other, 
and, accordingly, made neither an ad- 
justment for the increased wage rates 
nor far the increased reverlut per tele- 
phone. 

Following is part of Exhibit 29 pre- 
sented by the staff which clearly illus- 
trates th t  foregoing $taternem: 

~. 
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RE UNITED INTER-MOUNTAIN TELEPH. CO. 

United Intcr-Mountain Tclcpha~ Cornpan 
Comprirm of Six Montb-to-St Months btee alRcturn 

For the p r i d  January 1,1964. to D~tmbor 31,lwB 
Svrtcm Total 

IN7 1968 
Junt 30 Dcccdlbcr 31 June 30 Ikccmks 31 

Oiwratine Revenues . . . . . . . . . , $ B,&l.Sdo $ 9,269,010 $ 9,347,162 $10,524,491 
Optrating fipruu , .  , _  _ _ _ .  . ..... 6,703gej 6,988,394 7iasl,wP &,WOW 

Ncr Operatine Incomc , . , , I I , .  $ 2.137,617 $ 2,240,416 $ 2,W,ISJ $ 2234,203 
Net  Opcrating Incorn:' . . . . .. . . . $ 4.276.234 S 4,%0,8J2 S 4,12&3M f 4-406 
Plant io Service . . . , . . . . . . , , , $71,419,725 878,272.SlS $W11.710 $90,i?J0,531 
Dcprachdon Rettrvc . . . . . , . , , , 14,SXJOl 15,130,ROs 16,137,950 16,959.381 

7.113160 3271.1 50 
ZS. 157.73 5 L 2 2 . 4 5 s  

NCL Plank in Service . . . . . . # . .  p947.424 
AveraRe Ne% Plant+ . . .  . . . , .  . . SBQOJ79 f3,63&77 . .  - . .  
Rate d Rcrurn on Avmge Ncr 

PImt . , I  . . I .  * * .  . . . . * .  .. . 7.6fiqb t.S9% 6.34% 6.J6% 
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third revision of Exhibit k c  he pro- 
posed to include additional ad valormni 
taxes of $76,891.36 applicable to in- 
trastate opratians. 

Witness SexLon testified that in ar- 
riving at the $76.891.36 adjustment 
to ad valorem taxes he used the 
formula developed by the commission 
far assessing utility property. He cn- 
tered said formula as Exhibit 5. It 
was his position that the property t3x 
assessment made by the commission 
would increase because the rate in- 
crease would generate more income. 
In turn, thir increase in income, re- 
flected in the formuh, would cause the 
assessment level to increase. Tt ap- 
pears that Mr. Sexton is testifying 
that as his gross revenue increases, hie 
property tax assessment level increaa- 
e%. Following i s  a question and an- 
swer from Mr. Srxton’e direct testi- 
mony: 
“Q. (By Mr. MacFarland) Mr. 

Sexton, is this what you wanted? 
In regard to Exhibit No. 5, in mak- 

ing assessments, the amount of reve- 
nue you used in the net operation?” 

“A. It i s  wed in that lormula by 
the commission. yes sir. We find this, 
chat in 1965, our Ttnnessee gross 
revenue, $9,642,198. Our taxes for 
that year, our ad valorem taxes €or 
that year in 1965, $716,262.78. Then 
we worked that on up to 1968, when 
our gross revcnuc was $13,776,706, 
and our gross reccipt-not our groas 
receipts, but our ad valorem taxes arc 
about $923,872.65. 

“So we see there that our revenues 
went up. ad valorem taxcq, about 
$207,000. So we have taken this fig- 
ure, used the formula in working i t  

down and came up with this figure of 
$76,891.36.” 

Witnets Sexton stated the 10 ptr 
cent surtax raised the effrctivc corpo- 
rate tax r i m  from 48 per cent to 52.8 
per cent m d  he wad nf rhr opinion that 
it would wntinue indefinitely. Re 
also testified that social security taxes 
increased on January 1. 1969. 

Commission’s FidiNgr and Conclu- 

The cornmis6ion would point out ai 
the outset that its objective is to make 
a finding as to the rcaaonablcncrs a€ 
the expcnses included in the test-period 
operations for the purpose of fixing 
rate5. We recognize from the CL- 
hibits and testimony that rcvttlue 
growth has been prevalent. Although 
both the staff and the company recog- 
nize and admit that expenses are in- 
creasing rather substantially, the ques- 
tion is whether expenses and revenue 
growth will be such a9 to maintain thc 
level of earnings in future periods. 
This depends not only on revenue and 
expense growth but upon the technol- 
ogie.s, operating economiu, and a rnul- 
titude of other factors. It ir an cstab- 
lirhrd fact that the company will ex- 
perience the erpcnse of 1968 and 1969 
wage and pension inereascs. 

The commission would nore here 
that the company did not propose to 
include the 1969 pro [orma adjust- 
ments until the separation procedures 
changed, as set out in the beginning 
of this order. We cannot help but feel 
that these 1969 pro forma expe~3e.y 
were inserted by the company to off- 
set the shifting of s portion of the op- 
erating expenses from the intrastate 
to interstate operations. 
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RE UNITED INTER-MOUNTAIN TELEPX. CO. 

Wc have already pointed out that 
future ratu are eet on the basis of 
the experience shown from the test 
period. We feel that going too far 
outside this test period in adjusting 
for known increased casts crcatur a 
highly speculative and distorted earn- 
ings position for setting future rates 
unless due conaideration is given to 
revemue growth for the 9pmc period. 

Due to an abundance of caution the 
commission is of the opinion that the 
1968 pro forma expenses reflected on 
thc original exhibit should be included 
in the test-period operating txpcnses 
for the purpose of setting rates. It i s  
aur conclusion that these 1968 pro 
forma expenses should be apportioned 
on the basis of the procedures em- 
played in the company's amended cx- 
hibits (&A, 4-B, and 4 4 ) .  In our 
considered opiniofi the 1969 pro 
forma expenses should not be consid- 
ered in eatablishing rates based on the 
conclusions stated above. 

In reference to t3xts the commis- 
sion would note that Witness Sexton 
related the growth in gross revenue to 
the growth in the property taxes, but 
we are fully cognizant that p o s i  reve- 
nue is not JL part of the formula ueed 
by the commission's staff in assessing 
utility property. An examination of 
Exhibit 5 introduced by Witness Sox- 
ton will reveal that net operating in- 
come is the factor used rather than 
gross revenue. We arc aware of the 
changing property tax situation which 
apparently will benefit the utilities in 
that the effective tax rate i s  likely to 
decline substantially due io the in- 
crease in the assessment level or local- 
ly assesstd property. In connection 
with this we would mention the recent 

decline of the tax rate3 in Sullivan 
county from $4.35 per hundred dol- 
lars to $2.40 per hundred d a h s .  A 
substantial amount of the company's 
property is tocatcd in Sullivan county. 

The commission is of the opinion 
and finds that the following operating 
results reflecting the conclu&ms set 
out in this order are fair and rcamn- 
able and ehould be used for the pur- 
p e e  of fixing the company'e future 
rates : 

United aIntcr-Yountaln Tclcphonc Company 
Local Scrwin Rsvsnuc . I . . . . $ 7,771,350.42 
Toll Service RCVCUUC . , I , .  . , I 1.829.5E3.04 
Mire 0 rating RNtduc . I .  I 74JJ330.50 
b a r :  ~ K a l l e t r ~ a  ~ * v m u  , . u . s ~ . o ~  

Total Oprating RCVOWC . lU,326,30S.W 
Current Mnintquncc , . . ,  , .  . . . 3 3,360,648.77 

Traffic E y e m e  , . . . . . BS0,MRSl 
Cammcrciil Etpmrr , I . . . 637.70492 
Ogerat\ng Rents 91,874.24 
Executive and Lqpl . . . . 7aJ44.06 
Accou?tinu wnd Tr+ury . :. . . W,9l 77 
Provirion fat Strvrc Pcnemru f i S , k ~  
Employee Bench . . , . . I . . . . 113.694.66 
Other Ghmd ExpmPr . . . I I . 154,aZe,46 
Acgulrrltbn Adiwtmmt Amar- 

29,737.53 
Leu: EXpcnJC chugaf can- 

Dcprcclafim Expolrr z ~ o z , ~ ~ . ~ s  
. . 

. . . . . . . . 

malilm 

a h x h  

. ... .. . . .  * .  . ... . ... . 
. . .. . . . * ,  . .. . . . , . . lJ6.40Rl2 

Total Opraua Erpmsc . 6.07J264.92 
Net operating %cvmlla 42S3.otl.02 

Fdcral Tu m lncotat Re: 
d u d  by Invatmeat Crtdir 1,Mll7S2.79 

Oihcr Taxer . . . .. .. ... . . _ .  . 1./2S,¶Iu.97 

Net Opcraiing Xncome z,W.l022e 
Othcr Incomc . . . . . . . , . , . . . f 229.92450 
Mix Incamt Dcdwtiohr . . . . 6,827.76 

Total Income . , . I I . S 2,509 199.00 
lnrernt ~rdwionr . , . , , . . . . . 1,143:13i.70 

Net I n c a  . . . _. . . . . , . . . . . . . 0 1,166,Wm 

"Nodizat ion ' '  V W ~ I  Flmthrowgh 
T~e&ncw 

Gerrrd CommentJ 
1161 The commission has indicated 

in preceding sections i ts  intention con- 
cerning the tax effects of accelerated 

1141 529 79 PUR 3d 
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depreciation. W c  will how comment 
fully on this item. 

As pointed out above the rates 
charged by a regulated utility should 
bc sufficient to cover the cost of service 
plus a specified rate of return on the 
utility’s investment or rate base. 
Taxer, of course, are part of the util- 
ity’s cost of service. The amount of 
taxes paid in a given year will depend 
011 whcthcl or not the utility elects 
to take accelerated depreciation pro- 
vided in 8 167 of the Internal 
Revenue Code, 26 USCA 4 167. 
When considering single items of 
property the use or accelerated dcpre- 
ciation will result in 3 decrease in 
income tax payments during the early 
parr of the useful life of the property 
and an incrca= in such payments dur- 
ing the  rernaininc period of the uee- 
ful life of the property. 

When the tax effects of this ac- 
celerated depreciation are normal ixed I 
the ratepayers pay in sufficient rates 
to cover what the tarts would have 
heen on a straight-line depreciation 
bash rather than what is actually paid 
duc to the decrease resulting from ac- 
cclcratcd depreciation. The difTer- 
ence between the actual taxes paid and 
the larger hypothetical amount hsed 
on straight-line depreciation i s  accu- 
mulated in 3 deferred tax account to 
be used when hxes  are higher during 
the later life of the property. 

Under the flow-through treatment 
of the tax effects of accelerated de- 
preciation. the ratepayers reimburse 
the utility for federal income taxes 
actually paid. The btility does not 
accumulate a deferral account and the 
cost of service reflects only the actual 

liability for federal income u x e c  on 
a year-to-year basis. 

The controversy that arises between 
the exponents of the respective rneth- 
oda centeta around the question of 
whether or not accelerated deprecia- 
tion results in a permancnt tax nav iq  
or a tax deferral. 

Stof’s Trsrimony 
The staff  took the position in this 

matter that the accelerated deprecia- 
tion results in a tax saving and that, 
in cfjcct, the amounts xcumulated in 
the deferred income tax accounts are 
enforced contributions from the rate- 
payers. It maintained that the raw- 
payers should be charged for only the 
actual liability for federal income 
taxer. 

I t  atso insisted that i f  the utility 
i E  stjbIe or expanding. rquir ing the 
utili ty’a continued reinvestment in 
plant equal to or in exceu of plant YC- 
tirement, a program of accelerated de- 
preciation produce6 true tax savings 
because there will never he a reduc- 
tion in the deferral accounts 

Compeny’s Testimany 
The company stated that its treat- 

men t of accelerated depreciation re- 
sults merely in a car dcfcrral It 
contended i t  would be required to pay 
higher taxes in the later life of the 
property on which it took accelerated 
depreciation and that, consequently. 
thc deferred OCaunts would be used 
at  that time. 

Camwairsiodr FLidiwgi a d  Corrclu- 

The commission has cngaged in ex- 
tensive conferences and studies con- 
cerning the tax d c c t s  of acceltrated 

S i O W  
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RE UNITED INTER-MOUNTAIN T U E P H .  co. 
depreciation and finds numerous au- 
thorities supporting both the normal- 
ization theory and the flow-through 
theory. Bath sides present arguments 
that can result in endless debates and 
we will not hcrdn attempt to U- 
pound on these argurnentn for tither 
side. 

Aftct careful study it  appears to w 
that thr use of accelerated depreciation 
provided for in 3 167 of the Internal 
Revenue Code will result in a tax de- 
ferral rather than a tax saving and, 
consequently, the company should be 
allowed rates suficient to cover what 
the t a x a  would be on a straight-line 
basis. This will allow the company 
to accumulate in a deferred tax ac- 
count amounts to be used when taxes 
are higher during the later life of the 
property. 

W e  are of the opinion that normal- 
ization is  equitable and fair for both 
the cnnsumer and the company in this 
proceeding. 

The commission is aware that the 
accumulated reserve funds that will be 
established by the company as deferred 
income taxes are. in effect, interest- 
free capital that can be used by T ~ C  

company as i t  sces fit. W e  do not 
fee1 that the company should be en- 
titled to earn a return on this amount 

and, consequently, we havt prow .--ld 
for the deduction of deferred income 
taxes from the rate base in the rate 
bare section of this order 

CapiraliElrtion-Rah of Reiwrn 

Geuerd Covwnontr 
[la] Testimony and exhibits with 

respect to rate of return were sub- 
mitred by both the staff and the corn- 
PanY. 

Basically the stag witnecs recom- 
mended a 9.50 per cent return on 
common equity. and based upon the 
capita1 structure at December 31, 
1968, a cost of capitat of f.15 pet cent 
was recommended to be adequate on 
a rate base of $35,897,356. 

The company's wime?rs indicated a 
fair rate of return should not be lew 
thin 7.50 per cent but should be in the 
range of 7.50 per cent to 8 per cent. 
The company proposed that an 11 ta 
12 per cent return on common equity 
i s  needed in order for United Inttr- 
Mountain to maintain earnings on 
common equity consistent with those 
of the other United Utilities corn- 
panico. 

Staf '~ Testimowy 
The staff developed cost of capital 

of 7.15 per cent as set forth in the 
following table : 

Capid 
ObUmtion Return Earninus 

Eauitr c a n i d  . . . . . . . . . . . . .  . 53ZBy9B.260 9.50% $3,125.56 
Ldn&term- Drbr . . . . . . . . . . . . . . . . . .  3S,303,oaO 4.811 1,722.106 
Other N O W  PwMt . . . . . . . . . . . . .  4wO,Cm, . 7.50 667.500 - 

Total . . . . . . .  , . .  , . . . . . . . . . . . .  $77,101260 S5,515,621 
C a t  or Capital . . . .  , , . . . . . . . . .  7.15% 

Such cost of capital was computed 9.50 per cedt allowance on equity 
capital, 4.88 per cent allowance on 
long-term debt, and 7.50 pcr cent on 
other notes payable. 

53 1 79 PUR Jd 
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The staff’s witness testified that the 
9.50 pcr cent allowancc on equity capi- 
tal was a judgment determination and 
that he  had determined this percentage 
alter considering the ability of the 
company to support its credit position, 
the ability to attract additional capital 
for expansion. and comparison of 
rates of return for other companies. 

The 4.86 per cent allowance on the 
long-term debt is the tmhedded cost 
of debt at December 31, ,1968. T h i s  
computation was consistent with .that 
of the company. The 7.50 per cent al- 
lowance on other notes payable re- 
flected the prime rate of interest at that 
time, although the company was ac- 
tually paying less than 7.50 per cent 
on some of its short-term notes. 

The s t a f h  witness prepared exhib- 
its to show the cf€ect on the cost of cap- 
ital using the consolidated capital 
structure of United Utilities, Inc. 
(United Utilities is the parent corpo- 
ration of United her -Mounta in  Tel- 
ephoiie Company)- The exhibits 
showed that United Utilities has con- 
sistently maintained i debt ratio of ap- 
proximately 60 pct cent of i rs  total 
capital, whilc Uaitcd Inter-Mountain 
had a dtht tatio ranging from a low 
of 37-95 per cent in 1962 to a high 
in I967 of 52.06 per cent and in 1968 
it dropped back to 51.76 per cent. 
These compsri.sons are particularly 
significant because the capital atruc- 
ture has a substantial effect upon the 
cost of capital and the cost ot ~ c r v -  
ice. 
The staff’s witness stated that the 

7.15 per cent rate of return is a fair 
and reasonable return for United 
Inter-Mountain to earn on its original 
cost rate hase and that it Yhould move 

toward a capital structure of 60 per 
cent debt and 40 per cent quity.  

Company’s Terh’mony 
The company parallch its study on 

rate of return with the principle& set 
forth in the Bluefield Water Works 
c u e  decided in 1923 (262 US 679, 
PUR19230 11,20,21,67 L Ed 1176, 
43 5 Ct 675). Mr. Clcasan in his 
tatirnony referred to the holding in 
this case that states: ’ I .  . . A 
public utility i a  entitled to such rates 
IS will permit i t  to e l m  L return on 
the value of the propcrty which it em- 
ploys for the convenimce of the pub- 
lic equal to that generally being made 
at thc same time a d  in the same gcn- 
era1 part of the country on invcst- 
rnents in other b i n e s a  undertakings 
which are attended by corresponding 
risks . . . . The returnshould be 
reasonably sufficient to Sssure con- 
fidence in  the financial soundness of 
the utility, and should be adequate, un- 
der efficient and economical manage- 
ment, to maintain and support its cred- 
it and enable i t  to rake the money 
necesur-y for the proper discharge of 
its public duties . . - . 

The company maintained that tho 
principles stated in the above-cited 
case express the coiitrolling law. It 
pointed out that the application of 
these principles to measure the ade- 
quacy of a rate of return is usually not 
eaay OT cmct. Witness Gleaeon stated 
that the process rcquirte a rcvicw of 
ratee of return earned by or allowed 
to other companies, a knowledge of 
the capital requirements of the com- 
pany under study, infornred judgment 
as to the costs of any new capital 
needed, a knowledge of the terms on 
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which securities m y  be issued, and 
several other factors. 
He further stated that he had applied 

these principles to measure the ade- 
quacy of the rate of return earned by 
United Inter-Mountain Telephone 
Company and found the rate of rc- 
turn to be much too low. He took 
the position that a fair rate of return 
for the campany is not less than 7.50 
ycr cent and should he in the range 
of 7.50 pcr cent to 8 per etnt. 

Witness Ckason commented on the 
following principles set out in the 
Bluefield Water Work case: 

Comparable cwrCirrg~ f8rl-Rate 
orders in the last few months in the 
Southea3t Unittd States have allowed 
rates of return to telrphonc companies 
from 7.18 per cent to nearly 7.50 pet 
tcnt. 

Capita4 ntfrution fs.rf--The rate of 
rcturn must be high enough to enable 
the company to attract the permanent 
capital needed now and in the future. 
Mr. Gleason testified it was becom- 

ing more difficult to attract the per- 
manent capital the company needs bc- 
cause of conditions in the pregent bond 
market of high ititcrest rates- For a 
comparison he discussed the recent 
saks hl: had completed for United Ttl- 
ephone Company of the Northwest, 
United Telephone Company of Mis- 
souri, and Capitol City Telephone 
Company of JcfFcreon City, Missouri. 

He further dcated that the short- 
term debt of the company now exceeds 
$11 million and that thie short-term 
borrowing is  expected to continue in 
order to finance operating and con- 
struction reqrrirtmmts. When the 
short-term bartowings ncctrmulate to 
an amount which makes it economic to 

do so, the company rcfinancts with 
permanent t ypo  of capital. T h e  com- 
pany herein plans to sell $Il million of 
bonds in the second quarter of 1969 
and issue $9,5OO.ooO in common stock 
to United Utilities, these funds to be 
used KO pay off the short-term borrow- 
ing. 

On December 31, 1968, the com- 
pany had a debt equity ratio of 51.5 
ptr cent to 48.5 per emt. Accord- 
ing to tho 1969 budget, the Bale of 
bonds and stock will result in the long- 
term debt representing about 51 per 
ctnt of invested capital, short-term 
debt 4 per cent, and common equity 
45 per cent. 

H e  further elaborated that t h e  cost 
of new equity capital to United Inter- 
Mountain is related to the mat of 
new equity to United Utilities due to 
the f x t  that all of the outstanding 
stock of United Inter-Mountain is  
owned by United Utilities and all fu- 
ture issues of United Inter-Mountain 
common atock will be purehascd by 
united Utilities. The wst of new 
equity capital cannot bc detcrmined 
from United Inter-Mountain's own 
market experimct as i t  has no pub- 
lic market for its stack. 

His testimony and exhibits showed 
United Utili ties' average return on 
common equity over the past few years 
and he compared theee with United 
Inter-Mountain's experience for the 
test period, adjusted test period be- 
fore the proposed rate increase, and 
the adjusted test period after the pro- 
posed rate increase. 

Cammirsio n'i Findkgr and Cakrln- 

The commission i s  aware that the 
proper rate of return to be allowed 

S i O W  

RE UNITED INTER-MOUNTAIN TELEPH. CO. 
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this company is one of the most im- 
portant determinations i t  has to make 
in this proceeding. A return which is 
too low could impair the ahility of the 
company to raise additional needed 
capital and also have adverse effects 
on i ts  existing investment, which in 
turn would hinder the strvice ren- 
dered to thc public. By the same 
tokm a rate of return which is too 
high would result in charges to the 
public exceeding the just and reason- 
able level, 

We arc cognizant of the gcrreraliza- 
tions presented by the company that 
the rapidly expanding economy of the 
area which I t  serves requires utilities 
financially healthy enough to be able 
to finance investments for additions to 
plant necessitated by said expanding 
economy. We would point out that 
the financial health of the company de- 
pends nat only on the rate of return al- 
lowed by the commission but also the 
determination of a price for the serv- 
ice which will create a demand, and 
be fair and reasoliable to horh the com- 
pany and the public. 

We have reviewed thoroughly the 
testimony of all the witnascs and at 
this point would nitntron some of the 
conc1us;ons drawn by Witncrs Glrason 
in his testimony and exhibits. Mr 
Gleason presented exhibits on the dc- 
terrnioation of earnings on common 
equity, ahowing ( 1 )  the earnings for 
the actual test year (actually the 6- 
month t t 6 t  period doubled or annual- 
ized), ( 2 )  the earnings considering 
the pro lorma expense adjustments be- 
fore the proposed rate increase, and 
(3) the earnings Considering both the 
pro forma expense adjustmenu and 
the proposed rate increase. The earn- 

ings on common equity in the Arst in- 
stance wcre calculated to be 7.935 per 
cent. in the second 5.964 per cent, and 
in the third 9.9SJ per c u t .  Mr. Glea- 
son contended the 9.953 per cent to be 
inadequate because it was not cornpar- 
able to returns being earnrd on equity 
in other United Utilities subsidiaries. 
We would point out that these calcu- 
htions were based on the fiinancial cx- 
hibits and proposals presented by the 
compsny on operating expenses and 
taxes. The same calculations taken on 
what we have found reasonable and 
fair in the foregoing portions of this 
order for operating expenses and taxes 
would produce something quite ditfer- 
ent than the 9.953 per cent Mr. Gles- 
son has used in his calculations and 
comparisons. T h e  return on common 
equity calculated by Mi. Gleason here 
and used in his comparisons rcprescrrts 
the United Inter-Mountain Telephone 
Company system's totals which ob- 
viously reflect the earnings on system 
equity which would result from rates 
csrablishcd hy various jurisdictions, 
Le., Virginia, the FCC, and this cornr 
rnissiott It is, accordingly. hotcd that 
the rate of return on equity devoted to 
Tennessee intrastate propcrtics is what 
we should concern ourselves with here. 
We believe this can bc accomplished 
by ascerbining the respective C O S ~ S  

of each clam of capital in the systern'6 
total capital structure. By the appli- 
cation of the rcupwrive costs or rates 
to the proportion of each c1itss of cap- 
ital the weighted cost for thc total cap- 
ital can then be detcrmincd and ,ap- 
plied to thc intrastate investment or 
rate base h n d  to be proper. 

Another significant point i s  that the 
earnings of 9.953 per cent presented by 
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Mr. Glcason were apparently based on 
Witness Sexton's pro forma adjust- 
ment$ alnng with certain staff sdjurt- 
ments which were accepted and incor- 
poratcd into the exhibits of the com- 
pany while certain other adjustments 
which would havc affected the 9.953 
per cent were not reflected by Mr. 
Gleason in hi9 caIculations. 

The commission has reviewed 
thoroughly the testimony of all the 
witnesses and considered the evidence 
of record fully as i t  relates to a rate 
of return. Since the hearing in rhis 
matter the prime interest rate has in- 
creased to 8.50 per cent and the coat of 
bonded indehtednlrrs has increased. 
W e  haw also taken into consideration 
the effects this higher cost of deht will 
have on emhedded debt cost in the 
future. W e  have also confiidered cur- 
rent business and economic conditions, 
and all other releuant fMtors. W e  
haw considered the company's earn- 
ings and financial experience curtent- 
Iy as well a3 for several prior yeera. 
We have also taken into account the  
returns allowed telephone companies 
in numerous other formal proceedings 
and the returns being realized by 
these other companies. On the bask 
of the foregoing, the entire record in 
this matter and applying i ts  considered 
judgment, having in mind the lawful 
interests of the ratepayer and the aril- 
ity. the commission finds that a fair 
rate of retwn for the company herein 
should he 7.50 per cent when applied 
lo the test-period ratc base of $36,- 
205,437,07 herein found to be rcason- 
able. 

Swmtnary of Fiudings on Idrcc  
d u k  Opcrating Rrsults 

A summarization of thc conclusions 

reached by thie cornmissam 'in the 
foregoing indicates the following for 
the test period at the present rates : 

Operating Rcrcauc . 
Oprruing Ezpnws . . . . , , I 

Net Optrating Incamc . 

. . . I . . . . . . . . . a .  I I 

h t c  Buac 
Rate of Return . , ,. . . .  . . 5.76% 

. . , .  . . . .  , . .  . . .  . . 

The evidence is clear, as the above 
tabulation indicates, that the com- 
pany's intrastate rate of return i s  5.76 
per cent. It is apparent that the pres- 
ent rate schedule will not produce the 
rate of retwfi found proper in our 
foregoing conclusions. 

A ratc of return on 7.50 per cent on 
the fair and reasonable intrastate test- 
year rate base of $36,205,437.07, in- 
dicates thc need for approximately $2,- 
7 1 S . M . 7 8  in nct npcrating incomc, 
or $629,338.52 more than the net op 
crating incomc produced at present 
rates. The commission has deter- 
mined that the additional gross rev- 
enue necessary to produce this $629.- 
33852 will be $1,377,741.45. 

W e  would note at  this point that 
numerous comp1aint.u have been rt- 
ceived concerning the mrnpmy'fi pres- 
ent service. The commission strongly 
feels that the additional revenues 
which we have allowed the company 
in this procecding should De used by 
i t  to the full extent necessary to pro- 
vide adequate and satisfactory L t v -  
ice to its subscribers and to correct 
promptly the service deficiencies which 
gave rise to said complaints. 

The company in its original petition 
proposed and requeeted authority to 
reclassify each exchange as soon ad 
facilities arc available. This p r o p ~ a !  
indicates the company would offer 
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only one-party and Ziparty servicc in- 
side the babe rare area and 4-party 
scrvicc oubidc the base rate a rea  The 
proposal on the 4-party service outside 
the bane rate area indicated this wag 
to be without mileage charges, but 
with an additional $2 per month above 
the proposed 4-party rate in licu of 
mileagc. 
The commission welcomes any pro- 

pos31 to eliminate multiparty service 
but ruIizcs that a project of this mag- 
nitude requires much planning and 
study before the project i s  approved, 
cspccially since approximately 26 per 
cent of nll main stations of the com- 
pany in Tmncssee have multiparty 
aewice. The commission i s  of the 
opinion that before approval is granted 
for such a project that a detailed phn 
should be submitted setting forth a 
proposed schedule of elimination of 
multiparty service by exchanges and 
the estimated datc the elimination 
in each exchange will rake place. This 
plan shodd also contain details re- 
garding extensions of base rate areas 
and the substitution of zone rates for 
mileage charges for one- and 2-party 
service outside the base rate area. The 
commission points this out ns i t  has 
found it necessary in past experience 
to consider these items when approval 
is given to elimination of multiparty 
service. 

Numerous cornplainta have been 
received and tcktimony was offered at 
the hearing from certain subscribers 
residing in Carter county and served 
by the Johnson City exchaqy relative 
to the existing toll charges for calls 
to and ftom Elitabcthtan, the county 
seat of that county. The cornmission 
feels that some of these complaints are 

valid and well founded, but is of the 
opinion that a f i n d  and satisfactory 
disposition of same cannot be made ar 
this rime and by this order. However, 
we insist that the company submit 
planv calculated to eliminate the ex- 
isting toll charges for Caner coun- 
ty rcsidenrs served by the Johnson 
City exchange, in accordance with Scc- 
tion 3 of our order below. 

It is therefore wdcrrd: 
1. That tht petition of United 

Inter-Mountain Telephone Company 
to change and iwrcase certain rates 
and charges for intrastate telephone 
service in Docket No. 'U-Sl75 be, and 
the same is hereby, granted in part. 
and the United Mer-Mountain Telc- 
phone Company is hereby authorized 
to increase rates to produce additional 
annual revenue not to exceed $1,377.- 
741,45. 

2. That the petitioner, United 
Inter-Mountain Telephone Company, 
file J proposed rate schedule or tariff 
designed to produce additional annual 
revenue not to exceed $1,371,741.45 
with this commission for i ts  approval. 

3. That United Inter-Mountain 
Telephone Company file a plan for 
elimination of multiparty service and 
certain toll charges on ot bdort Dc- 
m b c r  31, 1969, said plan to contain 
the items discusstd in the preceding 
section of this order concerning such 
elimination of multiparty strvice, to- 
gether with any other item9 the corn- 
mission deems pertinent to this proj- 
ect. 

4. That Rule 401.6, psrt (d)  of 
the Rules and Regulations of this com- 
mission concerning the effective date 
of a tariff filing, is hereby waived. 
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RE UNXTED XNTER-MOUNTAIN TELEPH. CO. 

5. That the tariff to be 61cd by 
United Inter-Mountain Telephone the approval of this cmmission. 
Gmpany shall become effective on 

and after August 1, 1969, subject to 

FLORIDA PUBLIC SERVICE COMMlESION 

Re Florida Power Corporation 
Dodctt Na PPBI-EU. Order No. 4700 

June 24, 1969 

PPLXCATION by porrrcr utility for upPraual of ternlorid 
agrrcmcnt a d  estnbluk*unl of retwice wca boundark; 

granted. 
A 

Maro)oly md coabdih’on, $29 - Ditinor 
4 trrrltary 0. ihlricr Jsdd - frm’lwiol 
d g W f - d J .  

IPLA.1 Where two or more power util- 
itit* Dcrve thc wme general area, thio i o  
indicative of overlapping and duplicatian of 
faciliiies. and s 9eparatiaa of rervicc arcan 
h them csllcd for 10 that crch utility may 
r u h  i t a  full F w t h  potcutl.1 whllc pro- 
viding full-pudility scrricc to the f i ec t td  
area. [l] p. 538 

hfdrr~)oly o d  com)rh’bk, I17 - Conmu- 
m* ju.irdicHaa - Trrriroriol clsrrtmrntr 
u d h  mw=icipditirs. 

( F U . 1  Although a elale commlarion t u n  
no jurisdiction over a municipality, it dotn 
have the power and authority to examine a 
tcrritorirl agrctrncnt to which a regulated 
public utility i s  a party. [2] p. 538. 

Moclopsly and cornphiow, f2p - Diddam 
o} frm‘lory o r  ~ a v k r  f i la  - Trwifwiol 
~ # # t i 8 0 l l l J #  

IFLA] TerritorW agrtcrncnfr involving 
a regulated public utility and a munlclpdity. 
when properly prcernted to the comrnia6ion 
in the proper eircomrtanccr. are adriaable 
and Are in the public iattrtu. [J) pB S#1 
bfowfloly and ram@h’hbr, $16 - J k d u -  

timt srd 4oCuerJ - SWW o o m d d -  - 
S M O U d  oy I .IYicC 0I.a.K. 
[WA] Where 1 public utitity and a 

municipality bpply for perminsion to crhb- 
lith ruvlcc art. bomdnrk i  ita order ta 
avoid overlapping and dnplicafioh of rcrv- 
icc. the atatc cornmiasion i4  Justified in at- 
tichin# a caadicion to thc application which 
would isaurc thar n t w  cuatomrrs entering 
thc ccrtificatcd srca would be ctrvcd by 
the appropriaw utility. [4) p. 539. 

* 
A P P E A n A N C E . :  R. Kcnnerh Gatlin and Director of Legal Department,  

r;rf the firm of Parker, Foster & Madi- Florida Public Service Commission, 
gan, Tallahassee. and Harry A. for the commission staff and the pub- 
Evertz, 111, St. Peurshurg, for the lic generally. 
pcfitioner; Roy T. Rhodes, Talla- By the CoMmssfoW: By applica- 
hassee, for the city of Tallahassee; tion in this docket, Florida Power 
Prcntice F. Pruitt, Chief Staff Counsel Corporation seeks approval af a terri- 
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Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 36 
Goshen, KY. 40026 

Honorable Terrell L. Black 
Attorney for Aquasource Utility, Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202 

RE: Case No. 99-303 

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerely, 

Stephanie Bell 
Secretary of the Commission 

SB/sa 
Enclosure 

COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

August 25, 1999 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

O R D E R  

On July 9, 1999, Aquasource Utility, Inc. (“AquaSource Utility”) applied to the 

Commission for authority to transfer ownership rights of Goshen Utilities, Inc. to 

Aquasource Utility. KRS 278.020(5) requires the Commission to grant, modify, refuse 

or prescribe terms and conditions to such application within 60 days after the filing or on 

a later date mutually acceptable to the Commission and the acquirer - in this case, 

Aq uaSou rce Utility . 

Upon review of the application, the Commission determined that additional 

information was required before a decision could be rendered. Therefore, on August 

12, 1999, the Commission ordered Aquasource Utility to file additional information by 

August 23, 1999. In addition, the Commission scheduled an informal conference for 

August 23, 1999. 

On August 23, 1999, Aquasource Utility filed a motion for an extension of time to 

and including August 30, 1999, to comply with the Commission’s request for additional 

information. Due to the requested extension of time, Aquasource Utility agreed to 

grant the Commission a 30-day extension on its statutory 60-day period. 



The Commission having considered the motion and being otherwise sufficiently 

advised, finds that the motion should be sustained and the time within which 

Aquasource Utility is to file the information extended to the close of business August 30, 

1999. The Commission further finds that the informal conference scheduled for August 

23, 1999 should be cancelled. 

IT IS THEREFORE ORDERED that: 

1. Aquasource Utility is granted an extension to and including August 30, 

1999 to comply with the Commission’s Order of August 12, 1999. 

2. 

3. 

The informal conference scheduled for August 23, 1999 is cancelled. 

The time in which the Commission is to render a decision in this case shall 

be extended to October 7, 1999. 

Done at Frankfort, Kentucky, this 25 th  day o f  August, 1999. 

By the Commission 

ATTEST: 



C O M M O N W E A L T H  OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602  . 
(502) 564-3940 

August 16, 1999 

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 36 
Goshen, KY. 40026 

Honorable Terrell L. Black 
Attorney for Aquasource Utility, Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202 

RE: Case No. 99-303 

We enclose one attested copy of the Commission's Order in 

the above case. 

Sincerely, m a b  
Stephanie -Bell 
Secretary of the Commission 

SB/sa 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

O R D E R  

The Commission, on its own motion, HEREBY ORDERS that an informal 

conference shall be held August 23, 1999 at 9:00 a.m., Eastern Daylight Time, in 

Conference Room 1 of the Commission’s offices at 730 Schenkel Lane, Frankfort, 

Kentucky . 

Done at Frankfort, Kentucky, this 1 6 t h  day of  August, 1999- 

By the Commission 

ATTEST: 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

August 12, 1999 

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 36 
Goshen, KY. 40026 

Honorable Terrell L. Black 
Attorney for Aquasource Utility, Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202 

RE: Case No. 99-303 

We enclose one attested copy of the Commission’s Order in 

the above case. 

Sincerely, 

Sec>etary of the Commission 

* SB/sa 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, ) 
INC. FOR TRANSFER OF OWNERSHIP 1 CASE NO. 99-303 
RIGHTS OF GOSHEN UTILITIES, INC. ) 

O R D E R  

IT IS ORDERED that AquaSource Utility, Inc. (“AquaSource Utility”) shall file with 

the Commission the original and 11 copies of the following information, with a copy to all 

parties of record. Each copy of the data requested should be placed in a bound volume 

with each item tabbed. When a number of sheets are required for an item, each sheet 

should be appropriately indexed, for example, Item l(a), Sheet 2 of 6. Include with 

each response the name of the witness who will be responsible for responding to 

questions relating to the information provided. Careful attention should be given to 

copied material to ensure that it is legible. Where information requested herein has 

been provided along with the original application, in the format requested herein, 

reference may be made to the specific location of said information in responding to this 

information request. The information requested herein is due no later than 10 days from 

the date of this Order. When applicable, the information requested herein should be 

provided for total company operations and jurisdictional operations, separately. 

1. Provide a copy of Goshen Utilities, Inc.’s (“Goshen Utilities”) 1998 balance 

sheet, income statement, statement of retained earnings, and cash flow statement. The 

statements should be provided separately for the water and sewer divisions. 



2. Provide a copy of Aquasource Utility’s 1998 balance sheet, income 

statement, statement of retained earnings, and cash flow statement. 

3. Provide the journal entries Aquasource Utility will record to reflect the 

purchase of Goshen Utilities’ water division. 

4. Provide the journal entries Aquasource Utility will record to reflect the 

purchase of Goshen Utilities’ sewer division. 

5. Provide the journal entries Aquasource Utility will record on Goshen 

Utilities’ books to reflect the purchase of Goshen Utilities’ stock. 
I 

I 6. Provide copies of Aquasource Utility’s and Goshen Utilities’ balance 

I sheets reflecting the purchase of Goshen Utilities’ stock. 
I 

7. Aquasource Utility is requesting, among other things, that the Commission 

approve its purchase of Goshen Utilities’ stock, “an acquisition adjustment for 

accounting and future rate-making purposes’’ and amortizing the plant acquisition 

adjustment over a 15-year period. Relative to these requests, provide the following: 

a. Relative to Aquasource Utility’s purchases which have included 

acquisition adjustments in other states, pr6vide a chart showing: 
~ 

(1) 

operations are water, wastewater, or both. 

(2) 

(3) 

(4) 

The utility acquired, the state in which it operates, and if its 

Whether the purchase was a stock transfer or asset transfer. 

The amount of any acquisition adjustment recorded. 

The amortization period approved by the commission. If the 

commission did not approve an amortization period, so state. 

The embedded cost per customer. (5) 

-2- 



(6) Copies of any jurisdictional approvals Aquasource Utility 

was required to obtain in the acquisitions. 

(7) 

Have other regulatory commissions generally allowed Aquasource 

Utility to record an acquisition adjustment for a stock purchase, as opposed to an asset 

purchase? 

The net book value of the utility acquired. 

b. 

c. Have other regulatory commissions generally allowed Aquasource 

Utility an acquisition adjustment for future rate-making purposes prior to the filing of a 

rate case? If so, did those approvals include settlement agreements containing multi- 

year rate freezes and/or rate cap plans? 

d. The Commission is aware that Aquasource Utility has purchased 

small water utilities in New York and has agreed to multi-year rate freezes and 

subsequent rate cap guarantees for those utilities. In this instance, Aquasource Utility 

is proposing a rate freeze through the end of 2000 (17 months) and no explicit rate 

guarantees beyond then. Is Aquasource Utility willing to extend the rate freeze period 

beyond 2000 and/or agree to some type df rate cap plan subsequent to the end of that 

year? 

8. In Case No. 9059,' the Commission determined that, the burden of proof 

is upon the utility to justify its investment at the price in excess of the net original cost 

based on economic and quality of service criteria. To meet this burden of proof, the 

Commission established the criteria a utility must meet in order to recover any 

I -3- 

' Case No. 9059, An Adjustment of Rates of Delta Natural Gas Company, Inc., 
Order issued September 11, 1985. 



investment in excess of the net original cost (“plant acquisition adjustment”). Provide 

evidence to show that Aquasource Utility’s proposed purchase of Goshen Utilities 

meets the following criteria: 

a. 

b. 

The purchase price was established upon arms-length negotiation. 

The initial investment, plus the cost of restoring the facilities to 

required standards, will not adversely impact the overall costs and rates of the existing 

and new customers. 

c. 

d. 

Operational economies can be achieved through the acquisition. 

The purchase price of utility and non-utility property can be clearly 

identified. 

e. The purchase price will result in overall benefits in the financial and 

service aspects of the utility’s operations. 

9. Will Aquasource Utility issue any form of evidence of indebtedness or 

stock to fund its proposed purchase of Goshen Utilities? 

I O .  Provide the embedded cost per customer of Goshen Utilities’ sewer 

division to Aquasource Utility, including the plant acquisition adjustment. 

11. Provide the embedded cost per customer of Goshen Utilities’ water 

division to Aquasource Utility, including the plant acquisition adjustment. 

12. Is Aquasource Utility aware of any jurisdictions in which it currently has no 

operations that allow the recovery of a plant acquisition adjustment when a utility is 

acquired in a stock purchase? If yes, provide copies of the orders granting the 

approval. 

-4- 



13. In paragraph 10 of its application Aquasource Utility stated that, “The 

purchase price will be compared to the book value of Goshen when the transaction is 

consummated with the difference reflected as an acquisition adjustment on the books 

and records of AS1 and Goshen Utilities.” 

a. Explain how the purchase of Goshen Utilities’ stock would impact 

Goshen Utilities’ books and records. . 

b. Should Aquasource Utility’s stock purchase be recorded as an 

investment and, therefore, the stock purchase would not impact the value of Goshen 

Utilities’ utility plant. 

c. Explain why Aquasource Utility is comparing the book value of 

Goshen Utilities to the stock purchase price, rather than Goshen Utilities’ existing stock 

value. 

14. Aquasource Utility intends to record the utility plant acquisition adjustment 

on its books as an asset, but include the unamortized balance in Goshen Utilities’ rate 

base. Explain how an asset recorded on the books of the parent corporation, 

Aquasource Utility, will be recovered in the rate base of its subsidiary, Goshen Utilities. 

15. Goshen Utilities has separate water and sewer divisions. Does 

Aquasource Utility intend to maintain the water and sewer operations in separate 

divisions? 

16. The following questions relate to paragraph 9 of the application: 

a. Provide a detailed description of the immediate repairs ($50,000) 

that Aquasource Utility intends to make to Goshen Utilities’ system. 

-5- 



b. AquaSource Utility anticipates that it will spend $3 million to $5 

million over the next 5 years should the need of Goshen Utilities require such 

expenditure. Provide a detailed description, including a time line, for Aquasource 

Utility’s anticipated expenditures. 

c. Provide a detailed analysis of Aquasource Utility’s expected cost 

savings that will be achieved through greater efficiencies and economies. Aquasource 

Utility should provide separate analyses for the sewer and water divisions. 

d. Aquasource Utility intends to use Goshen Utilities as “a platform for 

future growth in Kentucky.” Provide a detailed narrative of Aquasource Utility’s plans 

for future growth in Kentucky. 

Done at Frankfort, Kentucky, this 1 2 t h  day o f  August, 1999. 

By the Commission 

I 

ATTEST: 
I 



Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 36 
Goshen, KY. 40026 

C O M M O N W E A L T H  O F  KENTUCKY 
PUBLIC SERVICE COMMISSION 

7 3 0  SCHENKEL LANE 
POST OFFICE BOX 61 5 

FRANKFORT, KY. 40602  
(502) 564-3940 

July 27, 1 9 9 9  

Honorable Terrell L. Black 
Attorney for Aquasource Utility, Inc 
1 4 0 0  One Riverfront Plaza 
Louisville, KY. 40202 

RE: Case No. 99-303  
GOSHEN UTILITIES, INC. 

The Commission staff has reviewed your application in the 
above case and finds that it meets the minimum filing require- 
ments. Enclosed please find a stamped filed copy of the first 
page of your filing. 
processed as expeditiously as possible. 

This case has been docketed and will be 

If you need further assistance, please contact my staff 
at 5 0 2 / 5 6 4 - 3 9 4 0 .  

Sincerely 

Skp& aeeo 
Stephanie Bell 
Secretary of the Commission 

SB/sa 
Enclosure 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

APPLICATION OF AQUASOURCE UTILITY, INC. 
TRANSFER OF OWNERSHIP RIGHTS IN 

) 
) CASE NO. qq-% 

GOSHEN UTILITIES, INC. ) 

-’ ,.- c . ~ . .  . 
, , I .-s 

. . . i‘*) 3 : .  .. ’ ,  

b’ !“ .’ k.. , :.. _., ~~, 

PETITION FOR TRANSFER OF OWNERSHIP 

Comes now, AquaSource Utility, Inc. for its verified Petition for the Public 

Service Commission of the Commonwealth of Kentucky (“Commission”) and 

respectfully requests an Order pursuant to KRS 278.020 (4) and (5) and 807 

KAR 5:001, Section 8 granting approval of the transfer of all stock in Goshen 

Utilities, Inc. by the present owners of that stock. 

1. Goshen Utilities, Inc. (“Goshen”) is a utility serving approximately 1700 

water and 1200 wastewater customers in Oldham County. Goshen is a public 

utility organized under the laws of the State of Kentucky and authorized to 

provide water and wastewater services. The principal mailing address for 

Goshen is 1001 Riverside Drive, Goshen, Kentucky 40026. The shareholders of 

Goshen are Lloyd Eades (500 shares) and The Nance Realty Company, AI 

Schneider President (500 shares). 

2. AquaSource Utility, Inc. (ASI) is a wholly owned subsidiary of 

AquaSource, Inc. (“AquaSource”). AS1 and AquaSource are located at 41 1 

Seventh Avenue, Pittsburgh, Pennsylvania 15230. 



COMMONWEALTH OF KENTUCKY 
PUBLIC SERVICE COMMISSION 

730 SCHENKEL LANE 
POST OFFICE BOX 61 5 
FRANKFORT, KY. 40602 

(502) 564-3940 

July 16, 1999 

Annemarie Beach 
Administrative Manager 
Goshen Utilities, Inc. 
1001 Riverside Drive 
P. 0. Box 36 
Goshen, KY. 40026 

Honorable Terrell L. Black 
Attorney for Aquasource Utility, Inc 
1400 One Riverfront Plaza 
Louisville, KY. 40202 

RE: Case No. 99-303 
GOSHEN UTILITIES, INC. 
(Transfer/Sale/Purchase/Merger) TO AQUASOURCE UTILITY, INC. 

This letter is to acknowledge receipt of initial application 
in the above case. 
July 9, 1999 and has been assigned Case No. 99-303; In all 
future correspondence or filings in connection with this case, 
please reference the above case number. 

If you need further assistance, please contact my staff at 

The application was date-stamped received 

502/564-3940. 

Sincerely, 

SteDhanie %%* B 11 Qceq 
A 

Secretary of the Commission 



COMMONWEALTH OF KENTUCKY F’t  I I  .. E D  
duL 09 I999 

BEFORE THE PUBLIC SERVICE COMMISSION W&L 

APPLICATION OF AQUASOURCE UTILITY, INC. 
TRANSFER OF OWNERSHIP RIGHTS IN 

) 
) CASE NO. qq-m 

GOSHEN UTILITIES, INC. 1 

PETITION FOR TRANSFER OF OWNERSHIP 
, 

OF GOSHEN UTILITIES, INC. 

Comes now, AquaSource Utility, Inc. for its verified Petition for the Public 

Service Commission of the Commonwealth of Kentucky (“Commission”) and 

respectfully requests an Order pursuant to KRS 278.020 (4) and (5) and 807 

KAR 5:001, Section 8 granting approval of the transfer of all stock in Goshen 

Utilities, Inc. by the present owners of that stock. 

1. Goshen Utilities, Inc. (“Goshen”) is a utility serving approximately 1700 

water and 1200 wastewater customers in Oldham County. Goshen is a public 

utility organized under the laws of the State of Kentucky and authorized to 

provide water and wastewater services. The principal mailing address for 

Goshen is 1001 Riverside Drive, Goshen, Kentucky 40026. The shareholders of 

Goshen are Lloyd Eades (500 shares) and The Nance Realty Company, AI 

Schneider President (500 shares). 

2. AquaSource Utility, Inc. (ASI) is a wholly owned subsidiary of 

AquaSource, Inc. (“AquaSource”). AS1 and AquaSource are located at 41 1 

Seventh Avenue, Pittsburgh, Pennsylvania 15230. 



3. A copy of ASl’s Articles of Incorporation, including all Amendments 

thereto, is attached hereto and designated Exhibit “A”. 

4. DQE, Inc., the parent company of AquaSource, Inc., is a 

Pennsylvania-based energy services company and parent of Duquesne Light 

Company. As of December 31, 1998, DQE, Inc. had assets of more than $5.2 

billion and annual revenues in excess of $1.2 billion. It serves almost 600,000 

electric customers and has 2,670 megawatts of generation capacity. AS1 and 

Aquasource report their financial data on a consolidated basis with DQE, Inc. 

DQE, Inc.’s 1998 Annual Report to Shareholders is provided as Exhibit “B ‘I. 

5. Aquasource is an investor-owned water utility company formed on 

April 1 , 1997, as a subsidiary of DQE, Inc. Aquasource not only owns water and 

wastewater utilities but also owns non-regulated water and wastewater related 

businesses such as construction and engineering companies, system leasing 

and fabrication businesses, and contract operation services. Aquasource is 

acquiring and operating water utility systems throughout the country. The 

mission of Aquasource is to provide safe, clean and reasonably priced drinking 

water and environmentally sound and cost efficient wastewater services to its 

customers. It has invested or received corporate approval to invest over $350 

million and now provides water and wastewater services to more than 370,000 

customers in 12 states. 

6. The purchase by AS1 of Goshen Utilities is proposed to be 

accomplished in accordance with the Stock Purchase Agreement entered into 

among ASI, Goshen Utilities, and the Shareholders of Goshen Utilities dated 

May 18, 1999, a true copy of which is attached hereto and designated Exhibit 
“C”. The purchase price for the shares is $3.5 million. 

7. There is attached hereto, as Exhibit “D”, unaudited Consolidated 

Financial Statements of Aquasource, as of December 31, 1998 and an 



unaudited Consolidated Balance Sheet, as of March 31 , 1999. This represents 

the most recent information available at the time of this Petition and is submitted 

to satisfy the Financial Exhibit required by 807 KAR 5:OOl , Section 6. The 

Petitioner AS1 is included in these Consolidated Financial Statements. AS1 has 

not paid dividends during its existence. AS1 has only one class of stock 

authorized and issued, which is owned wholly by Aquasource. 

8. AS1 has agreed and does agree to the transfer of stock in Goshen 

Utilities, Inc. into its name and will accept and be responsible for the water 

service and sewer service owned by Goshen Utilities, Inc. The transaction will 

result in a change in the ultimate owners of Goshen, but will not change the 

manner in which it provides service to its customers. 

AS1 intends to operate Goshen as a separate wholly-owned subsidiary. 

Goshen would retain the permits, consent, and franchises as they exist before 

the stock transfer. 

9. Customers would benefit by ASl’s purchase of Goshen. First, it will 

stabilize rates. This is because AS1 is committing to a rate freeze through the 

end of year 2000. (If savings are greater than anticipated, AS1 might defer 

seeking a change in rates beyond this period.) Second, after the transfer, AS1 

will be able to make needed capital improvements. AS1 anticipates spending 

approximately $50,000 in immediate repairs and approximately $3 - 5 million 

over the next five years should the need of this utility require such expenditure. 

Third, the transfer will permit Goshen to attract capital for system improvements 

and other capital expenditures at lower financial cost than the current owners 

because of the size and financial health of ASl’s parent, Aquasource, and their 

parent DQE. Fourth, AS1 expects to achieve savings in costs through greater 

efficiencies and economies and be able to provide a platform for future growth in 

Kentucky. The transaction will provide the opportunity to achieve cost savings 



through greater operating efficiencies than would otherwise be possible in areas 

such as billing, customer service and regulatory compliance. Fifth, AS1 intends 

to implement a 24-hour hotline for reporting problems. Finally, it can and will 

provide employee benefits to its employees. 

IO. AS1 can achieve substantial operating efficiencies if it can acquire a 

“critical mass” of water companies. AS1 has the financial resources to purchase 

the water companies; however, due to increased competition in the water and 

waste-water industry, AS1 often times has to pay more than the currently 

recognized rate base amount. AS1 believes that these increased investment 

levels are justified on the basis of increased efficiencies and improved services 

accruing to ratepayers over the long-term. For accounting purposes, AS1 will 

treat the transaction as an acquistion adjustment. As such, the transaction will 

be recorded using the “purchase method’’ of accounting for business 

combinations in accordance with Accounting Principles Board Opinion No. 16. 

The purchase price will be compared to the book value of Goshen when the 

transaction is consummated with the difference reflected as an acquisition 

adjustment on the books and records of AS1 and Goshen. 

11. AS1 requests the Commission to allow AS1 to adopt certain 

accounting and ratemaking treatment in order to clearly reflect the economics of 

the acquisition of Goshen and to protect ASl’s right to apply for future rate 

adjustments based on this acquisition. First, AS1 is requesting that the 

Commission allow it to treat the difference between the purchase price and the 

book value of the acquired assets as an acquisition adjustment for accounting 

and future ratemaking purposes. Second, the Company wishes to amortize the 

acquisition premium over a fifteen-year period for accounting and ratemaking 

purposes. Finally, AS1 proposes that the acquisition adjustment be included as 

an asset with an offsetting credit to shareholder equity on the books of ASI. If, at 



the end of the rate freeze period (end of year 2000) earnings are inadequate, 

AS1 will likely file a base rate case to include the un-amortized balance of the 

acquisition adjustment in rate base. Rates may be maintained at current levels 

beyond the rate freeze period if costs can be reduced further than expected 

thereby providing gross margins that are sufficient to allow recovery of and on 

investment. AS1 respectfully requests that the Commission allow its requested 

accounting and ratemaking treatment of the acquisition premium because: 1 .) 

The purchase price was the result of an arms-length transaction; 2.) There will 

be long-term benefits to customers as a result of ASl’s managerial and 

operational expertise and its financial strength; 3.) Capital improvements will be 

made as needed to ensure adequate, reliable, and efficient service; 4.) The 

Company is committing to a rate freeze through the end of year 2000; and 5.) 

ASI, by paying this premium, is demonstrating their commitment to the concept 

of regionalization of water and wastewater systems. 

12. A deviation under 807 KAR 5:OOl (14) is requested from any 

regulation that might unduly delay the consideration of this Petition or which 

would be ominous to the limited nature of this Application and the agreement of 

the parties. 

13. A notice of the proposed transfer and the effect on rates will be 

provided to all affected customers. 

14. For all the reasons set forth herein, approval of the transfer of the 

stock from Goshen to AS1 is in the public interest. 



Wherefore, for all of the foregoing reasons, it is respectfully requested that the 

agreement be approved for the transfer of the stock of Goshen Utilities, Inc. to 

Aquasource Utilities, Inc. as requested herein. 

Respectfully Submitted, 

I 

Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, Ky. 40202 



C € R T ? F I C A T E  OF INCORPORATION 

I AQtJASOtJRCE U T I L I T Y ,  I N C .  
I CHAR.TER PIUMBFR 01470056 

THE UhDEHSIGhED, A S  S t C K E T 9 K Y  OF STATE OF THE STATE OF T E X A S ,  

HERFBY CERTIFIEC THAT TtlE ATTACHED A R T I C L E S  OF INCORPORATION FOR THE 

1 ABOVE NANEO C O R P O R A T I O N  HAYE R E E N  R E C E I V E D  IN T H I S  OFFICE AND A R €  

I A C C O R G I N C L Y ,  Ttli UNUFRSIGNED, A S  S E C R E T A R Y  OF STATE,  AND UY VIRTUE 

I OF THF .(rc)THORTTY VESTED I N  THE ’5ECRCTAR.Y B Y  L A M ,  H E R E B Y  I S S U E S  T H I S  

I ’ ~ ~ U , ~ I \ N C F ,  CJF T H I 5  C E R T I F I C A T E  OF I b I C O K P O K A T I U N  DOES NOT A U T H O R I Z E  

TYE I J S ~ -  UF A Cti9Pr lR4TE Y A M E  IN T H I S  ST4TE IN Y I O L A T I O N  O f  THE R I G H T S  OF 

EXHIBIT [A] 
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OF INCO-ION 

OURCE UTUJR!. INC, 

- 
FILED 

In the Office of the 
Secretary of State of Texas 

DEC 0 81997 

Comorations Section 

'Ihe undersigned, being a natural person of the age of 18 years or more and acting as the 
m-, does hereby adopt the following Articles of Incorporation for the purpose of organidng a copration 
pursuant to the provisions of the TeXas Busmess Corporation Act. 

The name of the corporation is AquaSoutce Utility, lac. 

The period of dyrption of the corporation is peqet@. 

"le purpose or purposes for which the corporation is organiaed, which shall include the 
transaction of any or all lawfid business for which corpomtions may be incorporated under the Texas Business 
Corporation Act, are: 

To generally engage in the water and sewer utility business and perform any and all acts connected 
therewith or arisiig therefrom or incidental thereto, and all acts proper or necessary for the purpose of the business. 

To have all of the general powers granted to corporations organized under the laws of the 
State of Texas whether granted by specific statutory authority or by constructioa of law. 

The foregoing clauses shall be construed as powers as well as purposes. The enumeration herein 
of specific purposes and powers shall not be held to lima or restrict ,in any way the general purposes and powers of 
the corporation. The matters specified in any clause shall, except where othenvise expressed, be in no wise limited 
or restricted by reference to or inference from the terms of any other clause of this or any other Article of these 
Articles of Incorporation, but the purposes and powers specified in each of the clauses of this Article shall be 
iegarded as independent purposes and powers. 

1 

. The aggregate number of shares which the corporation shall have authority to issue is 100 shares 
of common stock, all of which are of one class and without par value. 



'Ibe Corporation will not commence business until it bas received for the issuance of its shares 
consideration of the value of at least one thousand dollars, consisting of money, labor done, or groperty actually 
received. 

shareholders of the corporation shall have the preemptive right to acquire addition& unissued, or 
treasury shares of the corpOraton tothe exbst prescribed by the provisions of the Texas Business Corporation Act. 

No holder of any class of shares of the Corporation shall be entitled to  cumulate^ his votes at any 
election of directors. 

'Ihe following provisions are inserted herein for the purpose of defining, Limitin& and regulating 
t h e p o w e r s o f t h e w  * and of the directors and of the shar,eholders, provided, however, that said provisions 
shall not be deemed exclusive of any rights or liabilities otherwise granted or imposed by the laws of the State of 
Texas: 

I 

1. The liability of the directors of the corporation is eliminated to the fullest extent 
permitted by the provisions of the Texas Business Corporation Act and by the provisions of the 
Texas Miscellaneous Corporation Laws Act, as the same may be amended and supplemented. 

2. The corporation shall, to the M e s t  extent permitted by the provisions of Article 202- 
1 of the Texas Business Corporation Act, as the same may be amended and supplemented, 
indemnify MY and all pasons whom it shall have power to indemnify under said Article h m  and 
against any and all of the expenses, liabilities, or other matters referred to or covered by said 
Article. 

3. With respect to MY matter for which the affmative vote of the holders of at least a 
two-thirds portion of the shares entitled to vote is otherwise required by the Texas Business 
Corporation Act, the act of the shareholders on that matter shall be the affirmative vote of the 
holders of at least a majority of the shares entitled to vote on that matter, rather than the 
affirmative vote othmise required by the Texas Business Corporaton Act. With respect to any 
matter for which the a f € i d v e  vote of the holders of at least two-thirds portion of the shares of 
any class is otherwise required by the Texas Business Corporation Act, the act of the holders of 
shares of that class on that matter shall be the affirmative vote of the holders of at least a majority 
of the shares of that class, rather than the affirmative vote of the holders of shares of that class 
otherwise required by the Texas Business Corporation Act. 

4. Any action required by the Texas Business Corporation Act to be taken at an annual or 
special meeting of shareholders, or any action which may be taken at an annual or specialmeeting 
of shareholders, may be taken without a meeting, without prior notice, and without a vote, if a 
consent or consents in writing, setting forth tbe action so taken, shall be signed by the holder or 
holders of shares having not less than the minimum number of votes that would be necessary to 
take such action at a meeting at which the holders of all shares entitled to vote on the action were 
present and voted. 

2 
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The post-office~ address of the initial registered oflice of the corporation m the State of 
Texas is c/o AquaSource, Inc. 16810 Barker Springs, Suite B215, Houston, TX 77084, and the name of the 
initial registered agent of the corporation at such address is AquaSource, Inc. 

'Ihe number of directors constituting the initial Board of Directom of the corporation is 1, and the 
name and the address of the person who is to Serve as a director until the first annual meeting of the shareholders or 
untilhis ~UCC~SSOT is elected and qualied is: 

ADD- 
16810 Batker Springs, Suite B215 
Houston, TX 77084 

Ed Wallace 

The name and the address of the incorporator is: 

ADDBESS 
16810 Barker Springs, Suite B215 
Houston, 'lX 77084 

Carey Thomas 

From time to time any of the provisioos of these Articles of Incorporation may be amended, 
altered, or repealed, and other provisions authorized by the laws of tbe State of Texas at the time in force may be 
added or inserted in the manner and at the time prescn'bed by said laws, and all contracts and rights at any time 
conferred upon the shareholders of the corporation by these Articles of Incorporation are granted subject to the 
provisions of this Article. 

Signed on December 5,1997. 

Incorporator 

3 
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L 5ECRETARY OF STATE 

CERTIFICATE OF AMENDMENT 
OF 

AQUASOURCE UTILITY, INC. 
FILE NO: 1470056-00 

The undersigned, as Secretary of State of Texas, hereby certifies that the attached Articles 
of Amendment for the above named entity have been received in this office and are found 
to conform to law. 

ACCORDINGLY the undersigned, as Secretary of State, and by virtue of the authority 
vested in the Secretary by law, hereby issues this Certificate of Amendment. 

Dated: June 3, 1998 

Effective: June3, 1998 

1 U T , C g  
Albert0 R. Gonzales 
Secretmy ofStnte 
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ARTICLES OF AMENDMENT 
~ 

FILED 
In the Office of the 

Secretsr\! nf State of Texas 
TO THE 

JUN 0 2  1998 
ARTICLES OF INCORPORATIO~ 

AQUASOURCE UTILITY, INC. (the "Corporation"), a corporation organized and 
existing under and by virtue of the Texas Business Corporation Act (the "Act"), does hcreby 
certify as follows: 

FIRST; The name of the Corporation is AquaSource Utility, Inc. 

SECOND: Article Four of the Articles of Incorporation of the Corporation is hereby 
amended in its entirety to read as follows: 

"ARTICLE FOUR: The aggregate number of s h e s  authorized is 200, of 
which 100 shall be Common Stock, no par value per share, and 100 shall be Preferred 
Stock, par value !§50,O00 per share. The terms of the Preferred Stock shall be as 
follows: 

a. Dividends. The holders of the Preferred Stock shall be untitled to 
receivc, when, as and if declared by the Board of Directors out of funds legally 
available therefor, dividends at a rate per annum equal to 6.5% of the pat value per 
whole share, payable annually on September 30. 

b. l&u&hn. Subject to the rights of the holders of any class of capital 
stock or series thereof ranking senior to thc Preferred Stock as to distribution of assets 
on liquidation, in the event of any liquidation, dissolution or winding up of the 
corporation, the holders of the Preferred Stock shall be entitled to receive, out of the 
assets of the corporation legally available therefor, a cash liquidation payment equal to 
$50,000 per share phs an mount equal to all dividends accrued and unpaid themn to 
the date of payment before any distribution or payment shall be made to the holders of 
shares of Common Stock or any other class of capital stock or series thereof ranking 
junior to the Preferred Stock as to the distribution of assets on liquidation. If legally 
available funds are not sufficient to pay the full amount owed to the holders of the 
Preferred Stock pursuant to the preceding sentence and the full amount owed to the 
holders of any other class or series of capital stock ranking pari passu with the 
Preferred Stock as to distribution of assets on liquidation. such funds shall be 
disuibuted to the holders of the Preferred Stock and such pari passu stock 0n.a pro rata 
basis in proportion to their respective claims. 
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c, Rakm&n. The corporation may, at any time (and from time to the )  
fallowing the cwenty-fust anniversary of the issuance of the P r c f e d  Stock and to the 
extent the corporation has funds legally available therefor, redeem in wnote or m part 
the outstanding shares of the Preferred Stack pro rata among all holders thereof, for 
cash at a redempU011 price Of $so,oOO per share plus an amount qual to all dividends 
accrued and unpaid t k m n .  From and a f k  any such redemption, all dividends on 
Preferred Stock designated for redemption shall case to acuue, all nghm of the 
holders of such shares as holders of Preferred Stock shall cease with respect to such 
s b ,  and such shares shall not thereafter be transferred on the books of the 
corporation or be deemed to be outstanding for any purpose whatsoever. The shares of 
Preferred Stock not yet redeemed shall remain outstanding and the holder thereof shall 
be entitled to all the rights and preferewes provided herein. 

Written notice of redemption shall be mailed. first class, postage prepaid, to 
each holder of rccord (at the closing of business on the business day next preceding the 
date on which the notice is given) of the Preferred Stock at the address last shown on 
the records of the corporation, notifying such holder of the redemption to be effected, 
the redemption date. the place at which payment may be obtained and calling upon such 
holder to surrender to the corporation, in the manner and at the place desi-pnated, such 
holder's certificate or certificates representing such holder's shares of Preferred Stock. 

d.  &egu&i& Upon written notice from any holder of the ?refared 
Stock, the corporation shall, at any t h e  (and from time to time) following the twenty- 
first anniversary of the issuance of the Preferred Stock and to the extent the corporation 
has funds legally avarlable therefor, repurchase in whole or in part, as so provided in 
such notice, the outstanding shares of the Preferred Stock of which the holder making 
such notice is the record owner, for cash at a repurchase price of W0,OOO per share 
plus an amount equal to all dividends accmcd and unpaid thereon. From and after any 
such repurchase, a11 dividends on Referred Stock so repurchased shall cease to accrue, 
all rights of the holders of such shares as holders of Preferred Stock shall cease with 
respect to such shares, and such shares shall riot thereafter be transferred on the books 
of the corporation or be deemed to be outstanding fur any purpose whatsoever. The 
shares of Preferred Stock not yet repurchased shall remain outstanding and the holder 
thereof shall be entitled to all the rights and preferences provided herein. 

Written notice of repurchase shall be mailed, first class, postage prepaid, to the 
corporation. notifying the corporation of the repurchase to bc effected and the 
repurchase date. The place at which payment may be paid and the certificate or 
certificates representing such shares of Preferred Stock may he delivered shall be the 
chief executive office of rhe corporation. 

2 
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e .  
Preferred Stock. 

-. No conversion rights shall exist with respect to the 

f. The holders of the Preferred Stock shall not be entitled 
to vote at any time or under any circumstance, except as required by law. 

A. -. The Preferred Stock shall rank as to 
dividends (i) senior to the Common Stock and any other class or series of 
capital stock which by its express terms provides that it ranks junior to the 
Preferred Stock as to dividends or which does not expressly provide for any 
ranking as to dividends, (ii) pari passu with any class or series of capital stock 
which by its express terms provides that it ranks pari passu with the Preferred 
Stock a6 to dividends, and (%) junior to any c h s  or series of capital stock 
which by its express terms provides that it ranks senior to the Preferred Stock as 
to dividends. 

7. The Preferred Stock shall rank as to 
. .  B. 

distribution of assets on liquidation (i) senior to the Common Stack and any 
other class or series of capital stock which by its express terms provides that it 
ranks junior to the Preferred Stock as to distribution of assets on liquidation or 
which does not expressly provide for any rankbg as to distribution of assets on 
liquidation, (ii) pari passu with any class or series of capital stock which by its 
express terms provides that it ranks pari passu with the Preferred Stock as to 
distribution of assets on liquidation, and (iii) junior to any class or series of 
capital stock which by its express terms provides that it ranks senior to the 
Preferred Stock as to distribution of assets on liquidation. 

h. -. No fractional shares of Preferred Stock shall be 
issued at any time. 

. .  i. Transfer. No shares of Preferred Stock shall be sold, 
transferred or pledged without the express written consent of the corporation. " 

THIRD: Thc number of shares of the Corporation outstanding and entitIed to vote 
is 100. The foregohg Amendment was duly adopted by consent of the sole shareholder of the 
Corporation on May 29, 1998. 

FOURTH: 'The foregoing Amendment does not amend the stated capital of the 
Corporation. 

3 
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IN WITNESS WHEREOF, Aquasource Utility, Inc. has caused this certificate 
signed by its President as of this 29thday of May, 1998. 

to be 

AQUASOURCE UTILITY, INC. 
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DQE is a shareholder-focused delivery and 
services company that adds value by apply- 
ing a “building block” approach to identify- 
ing and expanding its business lines. 

oone 
DQE Financial and Operating Highlights 

Two 
President’s Message - David Marshall pro- 
vides an overview of the company’s major 
strategic initiatives. He  notes how the con- 
tinued growth of our expanded business 
lines will offer additional shareholder value. 

six 
Building VaZue - It has been DQE’s con- 
sistent strategy to effectively restructure our 
electric utility operations, recover capital 
investment and grow earnings through our 
expanded business lines. This section tells 
the stories of these businesses and features 
photos of some of the team members who 
are helping to “build value” for our 
shareholders. 

W i i o n e ~ e e o n  
Board of Directors 

meuaey 
DQE and Subsidiary officers 

menty-mo 
1998 Financial Statements at a Glance - 
Learn more about our 1998 financial perfor- 
mance through this accessible overview. 
This section features an 1 1-year summary of 
key financial and operating data, as well as 
highlights of our 1998 results. 

memw- WEwe 
1998 Financial Infomation 

Oonside 5SGk cover  
Shareholder Reference Guide 

- 

c] DQE’s year-end annualized 
dividend increased by 5.6% over 
1997’s dividend level. 

0 Expanded business lines con - 
tributed 66 cents per share, 26% 
of DOE earnings per share before 
PA restructuring charge. 

DQE unilaterally terminated its 
proposed merger with Allegheny 
Energy on October 5, 1998. 

Duquesne Light received regula- 
tory approval to recover most of its 
transition costs, in part, because 
of its willingness to auction its 
generation facilities. 

0 Duquesne Light announced 
an agreement in principle to 
exchange generation facilities 
with FirstEnergy to maximize the 
value of its generation auction. 

Aquasource, established in 1997 
to acquire, develop and manage 
water and wastewater utilities, 
expanded to approximately 
300,000 customers, with opera- 
tions throughout the United States. 

With the addition of a major landfill 
gas collection system on Staten 
Island, New York, DQE now has 
approximately 350 billion cubic 
feet of gas reserves. 

Power Brokers executed the 
nation’s first retail acquisition of 
electricity over the Internet. North 
American provides a low-bid, 
Internet auction-based approach 
to the retail purchasing of electricity 
and natural gas. 

Communications offered a 
first-of-its-kind, advertiser- 
sponsored, free long-distance 
telephone service. 

0 DQE Energy Services was chosen 
to build, own, operate and maintain 
the new energy facility for the Detroit 
Metro Airport Midfield Terminal 
Project, as part of a joint venture 
with MichCon Gas. 

DQE and North American 

DQE and Broadpoint 



FBwana8cBaU and operaaiong 
(in millions, except per share amounts) 

Earnings per common share 

Dividends paid per common share 

Market capitalization 

Market to book value ratio 

Net income I 

Operating revenues I $1,270 $1,230 I 3.3% I 

1998 1997 Change 
$2.52* $2.57 -1.9% 

$1.44 $1.36 5.9% 

$3,400 $2,729 24.6% 

2.29 1.82 25.8% 

$197" $199 -1.0% 

Interest and other charges 

DQE return on average common equity 

common equity 

Investment and other income 

Electric utility return on average 

Peak demand (Mw> 
Electric customer sales (kwh) 
Total assets 

Expanded business line assets 

Water utility assets 

Long-term investments 

$110 $115 -4.3 % 

$136 $130 4.6% 
- 

13.1% 13.8% - 

10.8% 10.8% - 
2,484 2,671** -7.0% 

12,128 12,545 -3.3 '/o 

$5,248 $4,694 11.8% 

$1,072 $854 25.5% 

$232 $10 - 
$760 $72 3 5.1% 

$3.00 

$2.50 

$2.00 

$1.50 

$1.00 

.50 

High 

Low 

Year-end 

0 

$43.94 $35.13 $31.50 $30.75 $23.00 $24.67 12.2Ok 

$31.63 $26.88 $25.75 $19.63 $18.42 $20.92 8.6% 

$43.94 $35.13 $29.00 $30.75 $19.75 $23.00 13.8% I 

$2.32 

j l  
I 

, I  

'94 '95 '96 '97 '98 

$1.50 

$1.00 

.50 

0 

$1.44 

'94 '95 '96 '97 '98 

* Excludes extraordinary $82.f million/$l.Ob 
per share Pennsylvania restrzlcmring charge 
in June 1998 

** All-time company record 



AM DELIGHTED T O  ONCE AGAIN HAVE THIS OPPORTUNITY T O  ADDRESS THE 

INVESTORS OF AN INDEPENDENT DOE, A COMPANY WITH A VERY PROSPEROUS 

FUTURE. NEEDLESS T O  SAY, IT HAS BEEN AN EVENTFUL YEAFL IN THE PAST 12 MONTHS, 

WE HAVE EMERGED FROM PENNSYLVANIA’S ELECTRIC CUSTOMER CHOICE RESTRUCTURING 

FILINGS WITH A FAIR RESULT ... WE HAVE TERMINATED OUR FAILED MERGER WITH 

ALLEGHENY ENERGY ... WE HAVE RECEIVED CUSTOMER AND MEDIA PRAISE FOR 

DUQUESNE LIGHT’S RESPONSE TO A SERIES OF TORNADOES AND SEVERE WINDSTORMS ... 
WE HAVE CONTINUED TO EXPAND OUR CORE DELIVERY BUSINESS AND BUILD ON OUR 

SUCCESSFUL LINE OF COMPLEMENTARY PRODUCTS AND SERVICES ... AND WE HAVE 

ACHIEVED AN ALL-TIME-HIGH STOCK PRICE. 

vaoune Uhrough People 
These achievements are the product of many dedicated, capable professionals who 

come from all of DQE’s companies - men and women who have embraced the many 
changes taking place in our industry, and who have demonstrated teamwork, innovation and 
hard work. From our employees’ perspective, this has been a challenging year, and I congratu- 
late them on their perseverance and resilience. 

This report will detail the steps we have been taking to build value a t  DQE ... from 
ensuring a fair and reasonable transition to electric competition in western Pennsylvania, to 
expanding business lines that maximize the benefits of our slulls and experience. I refer to this 
as our building block approach, and I am proud to feature some of the many team members 

who have contributed significantly to the progress 
of your company. 

Proposed Memeu Teuminded ... 
No Loongeu 000 Vour Be& IlonUeue& 

In 1997, we asked your approval of our 
merger plans with Allegheny Energy. At that time, 
we believed the merger presented the best oppor- 
tunity for your company to improve, grow and win 
in a competitive electricity market. From the very 
beginning, however, we noted that favorable and 
expedited regulatory treatment was a critical factor 
for a successful merger. 

Much changed between April 5, 1997, 
when we signed the merger agreement, and 

October 5, 1998, when we terminated it. 
While I won’t recount all the details of these 
changed circumstances, I want to emphasize 

that the intended benefits of the merger largely 
disappeared with the application of the state’s new 

customer choice legislation. 
A steep disallowance of Allegheny Energy’s stranded 

costs and of the stranded costs that could be recovered by 



‘? 

the combined company, as well as additional merger conditions, 
sharply reduced potential shareholder benefits. As of October 5, 
Allegheny subsidiary West Penn Power’s restructuring order 
permitted the recovery of only $525 million of the $1.6 billion 
of stranded costs it would incur. DQE was fully justified in 
terminating the agreement, to avoid forcing our shareholders to 
absorb nearly one-half of this $1 billion disallowance. 

the end of the 18-month time frame for achieving satisfactory merger 
conditions - DQE’s Board of Directors concluded that it could not, 
consistent with its fiduciary duty to shareholders, consummate the 
merger under these circumstances. 

The stock market clearly expressed its view of the divergent 
regulatory paths taken by the companies. On the date of the merger 
announcement, DQE stock stood at $27 1/8, while Allegheny Energy 
stock was at $29 3/4. On October 5, DQE stock was $40 15/16 - a 51% 
increase -while Allegheny Energy was at $31 5/16, a mere 5% increase. 
In other words, the relative premium that you had expected to receive as 
part of the merger agreement had disappeared. 

merger. We strongly believe that the best course of action for you, our owners, is to continue 
our successful growth strategies as an independent company. 

When we considered all the facts before us on October 5 - 

And while we have moved on, I want to sincerely thank you for your support of the 

Vaur Onwestme 

interests as we phased into customer choice in Pennsylvania. The Public Utility Commission 
(PUC) had just begun to review our restructuring filings to meet the conditions of the 
customer choice legislation, which allowed two-thirds of the state’s residents to choose their 
generation supplier in January 1999. 

choice restructuring filings as an independent company. The  PUC was fair in its treatment 
of your investments in our company. Our approved restructuring plan, as an independent 
company, permits recovery of nearly all of our investments made in the generation business. 

These positive results are due to the planned use of an auction to divest our generation 
facilities, as a means to establish transition cost values. The  Duquesne Light plan includes an 
exchange of facilities with FirstEnergy, an auction of our generation facilities and an auction 
of our provider of last resort service - the obligation to provide generation service to 
customers who do not choose another generation supplier. 

The  sale of our generating plants will benefit shareholders and customers alike. Our 
shareholders will benefit, as we effectively reinvest cash received from the auction into our 
expanded business lines, which have provided a strong track record of growth. We also will 
add to your earnings per share growth by using auction proceeds to strategically repurchase 
DQE stock, as market conditions permit. 

There is no doubt that exiting the generation business is a radical change for your 
company. However, the introduction of competition in the generation of power has changed 
everything. Regulated utilities no longer are the only power producers in town. And size - 
the sheer volume of megawatts a company controls - is rapidly becoming a critical factor in 

s Paoffeded Cw PA ChoSce ResWudaorSwg 
In the fall of 1997, I wrote you to reaffirm my commitment to protecting shareholder 

“Mission Accomplished” is the best way I can define the PUC ruling on our customer 

Executive Vice President 
and Chief Financial 
Oficeq DQE 

Executive Vice President 
and General Cozmsel, 
DQE 



determining generation success. Many companies larger than ours also have 
decided to exit this business, not only in Pennsylvania but throughout the nation. 

While we are proud of our long history of electricity generation, we do not 
have sufficient capacity to effectively compete in generation markets that  will be 
extremely volatile over the next few years. Margins will be narrow and unpre- 
dictable. We firmly believe it is not prudent to expose our shareholders to risks of 
this nature. We will not be a large-scale generator of electric power. We will not be 

a wholesale power marketer. We will not be a retail supplier of electricity. We see 

Investor Relations and 
Marketing 
Commumcutions, D Q E 

our generation auction as a means to further reduce shareholder risk and customer 
costs, while offering power station employees an opportunity to further their careers 
in companies focused on generating electricity. 

0 saume our7 Dedicanlled EmgOoyeec 

the generation companies purchasing our plants, clearly some job losses will occur. We 
Although I believe many of our employees will be offered good positions with 

are committed to fair treatment of any employees who may be displaced as a result of 
this business decision. We will help people ease the transition to new careers through early 
retirement options, enhanced severance benefits, job training and job counseling. I salute 
the employees who have dedicated their careers to establishing and maintaining one of the 
most reliable power generation systems in North America. Their work ethic, good will and 
community spirit have set the highest standard for this company’s future. 

PosOQOoned ffor Success in a N e w  Busiriness Eoavirro~menU 
A fair regulatory result ... a generation swap and auction to reduce shareholder and 

customer exposure ... and cash from asset sales to apply to our successful, expanded business 
lines. Clearly, from a shareholder perspective, we are positioned to succeed in this dynamic Vice President, 

Controller and Treasurer, 1 DQE 1 new business environment. 
It has been DQE’s consistent strategy to effectively restructure our electric utility oper- 

ations, recover your capital investment and grow earnings through our expanded business 
lines. This strategy has served our shareholders well over the past decade. In fact, your 
investment in DQE has achieved a total return of 461% over the last 10 years, largely 

due to non-Duquesne Light investments. This surpasses both the record perfor- 
mance of theS&P SOOand the S&P Electric Utility Index. 

Year-end operating earnings per share were $2.S2, compared to 1997’s 
result of $2.40. This represents a 5% increase in earnings per share, excluding 
the $82 .S million extraordinary Pennsylvania restructuring charge taken in 
June 1998, and the 1997 gains associated with the sale of Chester Engineers 
and Exide Electronics stock. Given the company’s dramatic transition in 1998, 

we are pleased with this result. 

CUear7 Vision off a BrigDnU FuQuue 

multi-utility delivery and services company. We believe our investor base will be 
best served through our continued focus on the delivery business in this rapidly 
changing environment. Our size serves as an advantage, allowing us to be oppor- 
tunistic and nimble in our business approach. We recognize that we have a solidly 

Our strategic vision for the future is a simple one: to become a premier 



established customer base, as well as an extensive knowledge of the utility industry and the 
distribution business. We are aggressively pursuing a strategy of aggregation designed to 
achieve efficiencies through economies of scale -targeting a primary need of the fragmented 
water industry. DQE is well suited to expand its interest in the water industry because of its 
extensive background in utility operations and maintenance, regulatory and environmental 
compliance, and customer service and information technology. By the end of 1998, we were 
providing service to approximately 300,000 water and wastewater customers throughout the 
country, augmenting our 580,000 electric distribution customers in western Pennsylvania. 
We will maximize efficiencies and capitalize on our base of knowledge as we continue our 
transformation into a multi-utility delivery and services company. 

Expanded cuaomer Base Pmafides oppo~unauaes 
ffor ReUaUed Pmduds and 8orvficcos 

customer base. This expanded customer base, in turn, provides an outlet for the 
related products and services that have added value and experience over the past 
decade. 

“building” upon three primary expanded business lines synergistic with our core 
distribution business: complementary products and services; industrial and 
commercial energy services; and energy-related technology. The mission of 
these businesses, many of which are featured in the following pages, is to provide 
innovative, value-added, integrated customer solutions. These investments 
have achieved growth in earnings and value, and have effectively diversified our 
business lines. 

I want to emphasize that our investment philosophy will remain very disci- 
plined - with control, structure and focus on results inherent in every decision 
we make. By virtue of our company’s history, we possess a tremendous amount of 
knowledge and experience in the delivery end of the business, and we plan to 
capitalize on that. The  bottom-line result: quality, reliable service delivery for an 
expanded customer base. Our related investments, which have added experience 
as well as incremental value over the past decade, will continue to increase in 
importance, as we offer them to this expanded customer base. 

for your continued confidence as we strategically navigate through the most dramatic changes 
this company has ever faced. While we have encountered many changes over the past decade, 
one thing has not changed: We are dedimued U o  building vaoOue and 
deKiwedGng resun& ffor shareboUdeffs- 

The expansion of those businesses we know best lends itself to a broader 

Recognizing that customer needs are both diverse and changing, we are 

On behalf of the board and our management team, I would like to sincerely thank you 

David D. Marshall 
President and Chief Executive Oficer 
February 26,1999 

Corporate Secretary, 

Adminhat ive  Ofice? 
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to Benefit 

rs  
Vice President and 
Assistant to the President, 

ENNSYLVAhTA IS A LEADER AMONG 

STATES OFFERING RESIDENTS THE 

ABILITY TO CHOOSE THEIR ELECTRICITY 

GENERATION SUPPLIER. Two out of three 

residents became eligible for choice on 

January 2, 1999. All customers will have 

electric choice come January 1,2000. 

The Duquesne Light team has kept 

pace with Pennsylvania’s trailblazing effort 

by initiating a restructuring that will benefit 

both shareholders and customers as the 

company positions for the new electricity 

marketplace. 

The first building block in this process 

was extensive regulatory restructuring 

required by the state’s Electricity Generation 

Customer Choice and Competition Act. 

Our restructuring plan, approved by the 

Public Utility Commission (PUC), permits 

recovery of nearly all of our investments in 

the generation business. The positive results 

associated with our plan are due to the 

planned use of an auction to divest our gen- 

eration facilities as the means to establish 

transition cost values. In our restructuring 

proceedings before the PUC, divestiture was 

strongly argued for by the Pennsylvania 

Office of Consumer Advocate, the PUC’s 

Office of Trial Staff, the City of Pittsburgh 

and various consumer groups. 

We see divestiture as a means to fur- 

ther reduce both shareholder risk and cus- 

tomer costs while offering power station 

employees an opportunity to further their 

careers in companies focused on generating 



David Marshall's letter 

(pages 2-5) highlights the 

shareholder benefits of the 

generation auction as well as 

our commitment to fair 

treatment of employees 

impacted by the plant sale. 

PUC A p p m w e s  POam 

Duquesne's generation 

divestiture plan has three main 

parts: an asset auction, a facility 

:xchange with FirstEnergy, and 

an auction of provider of last resort service. electricity. Our plants have a great deal to 

offer in terms of quality, location, and the 

professionalism and expertise of the people 

In December, the PUC approved all 

three elements of the divestiture plan. The 

first phase of the generation auction involves who run them. 

If the plants are 

sold for a price that 

os F O R  

exceeds the minimum threshold set by the 

PUC -which many consumer advocates 

believe will occur - Duquesne Light cus- 

tomers will benefit through a shorter recov- 

ery period of the Competitive Transition 

Charge (CTC). The CTC represents transi- 

tion costs - related to generation invest- 

ments - that the PUC determined could be 

included in electric rates. 

Senior Vice President, 
Nuclear Services Group, 
Duquesne Light 

President, 
Generation Group, 
Duquesne Light 

General Manager, 
Fossil Generation, 
Duquesne Light 

Vice President, 
Customer Operations, 
Duquesne 1 Light 

non-binding bids that will narrow the field 

to those considered most qualified. We 

M U  
u t  

0 

expect winning bidders to be announced this 

summer, with final PUC approval by the 

end of the year. 

On October 15, we announced an 

agreement in principle with FirstEnergy to 

exchange ownership interests of certain 

generation facilities. includinp the Beaver " 0 

Valley Nuclear Power Station we currently 

operate. The generation exchange will help 

facilitate the auction process because partici- 



pants now will be able to bid 

on entire plants instead of 

units jointly owned with other 

utilities. Essentially, we plan 

to transfer nuclear power 

interests and minority ownership 

of several coal-fired plants for 

100% ownership of three fossil- 

fuel plants. 

The final segment of 

the divestiture plan involves 

Controller, 
Duquesne Light; 
Assistant Controller, 
DQE 

Assistant General 
Counsel, 
Duquesne Light 

Manager, Information 
Systems Development, 
Duquesne Light 

Project Manager, 
Customer Choice; 
General Manager, 
Financial Services; 
Duquesne Light 

Manager, 
Corporate Services, 
Duquesne Light 

Duquesne’s provider of last resort 

service. The winning bidder will supply 

wholesale power to Duquesne in the quanti- 

ties required to service customers who do not 

choose another generation supplier, who are 

unable to find a supplier willing to serve them, 

or who no longer receive generation services 

from another supplier. We see the auction of 

the obligation to serve as another opportunity 

to reduce customers’ transition costs. 

Champiopws off Choice 

As a result of our decision to exit the 

electricity generation business, Duquesne 

Light customers should experience the 

shortest transition to full electric com- 

petition of any major electric company 

in the state. The Duguesne Light team has 

been a leader in Pennsylvania S move to m- 

t m e r  choice in many ways. 

0 We were one of the first electric 
distribution companies (EDCs) to mail 
bills that unbundle charges into 
distribution, transmission, generation 
and Competitive Transition Charge 
components. 

0 We were the only EDC in Pennsylvania 
to provide participants a customer-speciJc 
price to compare and 12 months of 
historical power m e  to help them in shopping 
for a generation supplier. 

0 We boosted implementation of choice by 
offering to generation suppliers 600 
megawatts of powerfor the first s ix  months 
of 1999 - enough to serve all our 
residential customers - a t  a price that 
should remlt in customer savings of more 
than 10%. 

0 Response has been very positive to our 
customer choice education program, which 
features plain language communications 
and a focus on partnerships with 
community groups. 

In addition, we are the only electric 

distribution company in the state that can 

read most customer meters daily through an 

advanced metering system. Under customer 

choice, daily meter readings will play a criti- 

cal role in forecasting electric consumption 

so that generation suppliers can set their 



power load schedules accordingly. The daily 

readings also will enable Duquesne to 

accurately charge or credit suppliers for any 

difference in their power load schedules 

compared to actual customer use. 

Our state-of-the-art Customer Advanced 

Reliability System, also known as CARS, 

is the only system deployed today that 

delivers integrated usage data for residential, 

commercial and industrial customers, as well 

as network-level outage detection and 

restoration notifications. This data commu- 

nications link through the meter enables us 

to provide customers with greater choice, 

greater convenience and better service in a 

cost-effective way. 

By the end of the second quarter of 1999, 

we will complete the installation of Alpha 

meters to our 30,000 commercial and indus- 

trial customers - one of 

Uhe N e w  

Dunqnoesuile 

Concurrent 

with our genera- 

tion auction, the 

portion of 

Duquesne Light 

that remains after 

divestiture also will be 

changed to fit the real 

ities of the new business 

environment. The “wires” portion of the 

company is making significant progress in 

redesigning itself into a process organization 

that is appropriate to a delivery-only busi- 

ness. We are building on our strengths - 

reliability and customer service - as we 

develop a flexible and responsive organiza- 

tion that will grow and provide new prod- 

ucts that will increase business and enhance 

our image with customers. 

of its kind in the country. In addition to 

measurement data for billing and outage 

notification, Alpha meters have the ability 

to provide voltage and power quality infor- 

mation, along with profile data for load 

research. We plan to offer customers and 

generation suppliers a variety of products 

stemming from the meter’s advanced 

functions. 

V2R PmpauaUicuils OD0 rnacck 

Preparations for the Year 2000 are 

a top priority throughout the company. 

We have a comprehensive plan in place to 

address Year 2000 issues. More information 

on this subject can be found on DQE’s 

Internet site (www.dqe.com) or by calling 

our toll-free hotline at 1-877-393-7800. 

Cbair, Ear 2000 
Project Team, 
Duquesne Light; 
General Auditor, DQE 



HEY SAY EVERYTHING IS BIG IN 

-TEXAS, AND DQE’s AQUASOURCE 

SUBSIDIARY HAS BECOME THE LARGEST 

INVESTOR-OWNED WATER UTILITY IN THE 

LONE STAR STATE. Formed in April 1997, 

the company owns and operates water and 

wastewater utilities in 10 states, and is rapid- 

ly expanding to other states throughout the 

country. 

water Acquisitions 

n 
We see continuing aggregation of deliv- 

President, 
AquaSource 
I 

I ery systems as an opportunity to produce 
I solid returns without incurring high pren 

ums for our participation. Our relatively 

small size has thus far enabled our 

Aquasource subsidiary to capitalize on 

opportunities in the water business, 

without appearing on the “radar screen” 

of the competition. 

AquaSource’s strategy of aggrega- 

tion or “roll-up” is designed to achieve 

ni- 

efficiencies through economies of scale - 

targeting a primary need of the fragmented 

water industry. DQE is well suited to 

expand its interest in the water industry 

because of its extensive background in utility 

operations and maintenance, regulatory and 

environmental compliance, and customer 

service and information technology. Last 



year, we continued our rapid expansion 

into the water business through an aggres- 

sive aggregation strategy geared toward 

acquiring small to mid-sized private water 

distribution and services companies in 

high-growth regions. 

Aquasource brings to the market a 

financially strong, motivated and innovative 

team experienced in all facets of water and 

wastewater services - infrastructure, regu- 

latory and environmental. It provides 

design, construc- 

management services. Providing safe, clean 

drinlung water in today’s regulatory envi- 

ronment has become a highly complex. 

process. The cost to comply with govern- 

mental regulations has become prohibitive 

to many smaller water utilities. Aquasource 

can provide the benefits of economies of 

scale that otherwise would not be available, 

thus helping small municipalities and private 

water companies to proactively address these 

types of challenges. 

At year-end, Aquasource had acquired 

approximately 300,000 customers, totaling 

65 transactions. In December, Aquasource 

acquired a bottled water company in 

Canada with more thin 17,000 customers 

in its office and home water cooler division. 

Based on this level of growth, we have the 

potential to double our size as a multi- 

utility distribution company in a few 

short years. 

We believe Aquasource has the capital 

resources, the operational experience and 

the dedication to become a leading water 

and wastewater services provider in the 

country. We may not be able to stay under 

the radar much longer. 

Assi.rtant Controller, 

Administration, and 



e by Pursuing 

QE FOSTERS AN ENTREPRENEUR- 

IAL SPIRIT AND AN OPERATING 

PHILOSOPHY OF STRATEGIC PARThXRING 

T O  BUILD SHAREHOLDER VALUE. Thomas 

Hurkmans, president of Duquesne 

Enterprises, and his capable 

team, exemplify these qualities. A An important component 

of DQE’s growth strategy is 

to offer products and services 

that make delivered commodi- 

ties, such as electricity, water, gas 

and communications, more valu- 

able for customers. Using a 

building block approach that - _. 

involves acquiring and developing 

stand-alone, financially defensible 

businesses, Duquesne Enterprises pursues 

well-defined market opportunities in the 

areas of electronic commerce, communica- 

tions and energy services. Because commer- 

cial and market conditions are constantly 

changing, Duquesne Enterprises continually 

reviews its operating companies for expan- 

sion opportunities and exit strategies to 

ensure that DQE’s capital is put to the best 

possible use. 

Each operating company has its own 

specialized, effective management team, 

whose financial interest is aligned with 

DQE. These companies are operated in an 

environment that is enriched and support- 

ive, leveraging DQE’s core competencies, 

including customer access, synergistic 

opportunities with affiliates, and industry 

knowledge. 

One example of our success in energy 

services is our Control Solutions business, 

one of the largest and most successful energy 

services companies in the mid-Atlantic 



President, 
North American 
Power Brokers, Inc. 

region. This business provides energy 

engineering, controls, and efficient facilities 

services. Control Solutions’ focus on the 

industrial market - including more than 

2,000 customers - complements the com- 

mercial market focus of our OnDemand 

Energy Solutions subsidiary. These industrial 

capabilities, combined with the innovative 

performance contracting and low-cost energy 

management systems of OnDemand, and 

the automated meter reading capabilities of 

our EnSite partnership with Itron, create 

a strong platform for expanding DQE’s 

customer base. 

DQE is building businesses through the 

application of electronic commerce enabling 

technologies. This strategy led to our invest- 

ment in, and strategic 

alliance with, North 

tion by Bill Gates, chairman of Microsoft, 

for a ComputerWorld Smithsonian Award. 

BroadPoint Communications’ Freeway 

service is one of our newest and most 

innovative complementary products and 

services. BroadPoint is in the midst of an 

extremely successful national rollout of this 

first-of-its kind, advertiser-sponsored, free 

long-distance telephone service. With the 

Freeway service, customers earn two free 

minutes of long-distance calling for each 

short audio advertisement they listen to. 

Freeway has been up and running 

successfully in Pittsburgh since April 1998, 

with 25,000 subscribers and more than 70 

national advertisers. During the first several 

weeks of its national rollout, the Freeway 

service has attracted hundreds of thousands 

of subscribers. DQE anticipates using the 

Freeway service to extend its retail American Power 

08 F O R  
o n o  

Brokers. North American provides a low- 

bid, Internet auction-based approach to the 

retail purchasing of electricity and natural 

gas, and is the leader in extending electronic 

commerce to the retail energy market. 

Approximately SO energy suppliers, including 

many of the country’s largest, regularly 

participate in these Internet auctions. North 

American’s innovative service has received 

prestigious recognition, including nomina- 

customer base to millions of homes, with an 

expandable electronic commerce connection 

through which it will provide additional 

products and services. 

Duquesne Enterprises will continue to 

create value for DQE shareholders by acquir- 

ing and developing synergistic businesses 

with compelling market opportunities in the 

rapidly growing areas of electronic com- 

merce, communications and energy services. 



Vice President, Montauk; 
Assistant Treasurq DQE; 
Treanirq Duquesne 
Light Company 

Vice President, Legal 
Chief Counsel. Montauk 

Vice President and 
Treasurer; Montauk 

- 0  a 

OR NEARLY A DECADE, EARNINGS 

PROVIDED BY DOE’S MONTAUK 

SUBSIDIARY HAVE SERVED AS AN ONGOING, 

VALUE-ADDED BRIDGE STRATEGY. The 

financial flexibility generated by Montauk‘s 

diverse and sophisticated investment port- 

folio has enabled DQE to build a strong 

platform of expanded business lines, while 

allowing Duquesne Light to address critical 

issues associated with deregulation. 

Provides a s 

The core of Montauk‘s success lies in 

its ability to develop a diverse and distinctive 

group of transactions, engineered with 

precision across a wide range of alternative 

investment opportunities. 

In practice, Montauk applies strict 

investment discipline to identify and focus 

on transactions that meet a very specific set 

of investment characteristics. These criteria 

include return on investment, linkages to 

DQE’s core distribution business, credit 

strength, term of investment and exit 

opportunities. The team also factors in the 

possibilities for add-on investments and 

long-term prospects that relate to the struc- 

ture, our partners, or the nature of the 

investment. Evaluating, structuring, negoti- 

ating and implementing these complex 

transactions has led to the development 

of a sophisticated skill set that positions 

Montauk well for future expansion. 

Montauk‘s current investment portfolio 

generally encompasses three lines of busi- 

ness: renewable energy businesses, including 

landfill gas, coal bed methane and synthetic 

fuels; affordable housing; and structured 

financial leasing transactions. In a building 

block fashion, many of the initiatives that 

Montauk developed have evolved into 

opportunities for other DQE subsidiaries. 



This includes Duquesne Light Company’s 

affordable housing partnerships in the 

Pittsburgh region, as well as the possibilities 

for small-scale generation identified through 

Montauk‘s landfill gas investments. With the 

addition in 1998 of a major landfill gas col- 

lection system on Staten Island, New York, 

DQE now has approximately 3 SO billion 

cubic feet of gas reserves. Clearly, Montauk‘s 

President, Montauk; 
Vice President, DQE 

knowledge base and position in the market 

for tax-advantaged transactions have provid- 

ed important linkages to DQE’s other 

expanded business lines. 

The  financial expertise of the Montauk 

team plays an important role in DQE’s busi- 

ness strategy. Montauk provides DQE with 

unique financial structuring capabilities, sev- 

eral diverse and profitable lines of business, 

and enhanced earnings growth. By identify- 

ing and expanding upon these unique oppor- 

tunities, Montauk is recognized as an 

investment-generating and portfolio- 

s 

Controller, Montauk 



for Industry 
M a nu fa c h  re rs  9 Airp o rts 

and unstitutions 
N THE FACE OF EVER-INCREAS- 

ING COMPETITIVE PRESSURES, 

CORPORATIONS ARE CONCENTRATING 

MORE AND MORE OF THEIR RESOURCES ON 

THEIR CORE BUSINESS. Fuel sourcing and 

energy facility management and optimiza- 

tion are viewed as non-core activities that 

can be handled most efficiently through 

outsourcing. 

DQE Energy Services 

Enter DQE Energy Services, a provider 

of innovative energy facility and fuel solu- 

tions. The company develops or acquires, 

owns, operates and maintains energy facili- 

ties and independent power projects (IPPs), 

and sells the outputs from these facilities 

back to customers under long-term agree- 

ments. Through its Duquesne Energy sub- 

sidiary, the company also produces specialty 

fuels and provides fuel management services. 

Target markets for the energy facility 

business include industry, manufacturers, 

airports, and institutional customers that use 

“inside the fence” energy facilities to supply 

steam, electricity, chilled water, and com- 

pressed air. With a reliable, experienced, 

efficient partner like DQE Energy Services 

to operate energy facilities, purchase fuel, 

and even take aging energy assets off their 

books, customers can reduce energy costs 

and avoid future capital expenditures to 

maintain these assets. Whether the customer 

has existing energy assets like the H.J. Heinz 

facilities we operate in Pittsburgh and 

Leamington, Ontario, or needs a new facility, 

DQE Energy Services can provide a 

cost-effective solution. 

DQE Energy Services’ approach focuses 

on understanding the customer’s site- 

specific problems, financial objectives, and 

operating requirements. The strength of 

DQE Energy Services is its ability to work 

directly with customers and take a flexible, 

innovative approach to solving their energy 



Operations, DQE 

problems. That strength is 

demonstrated in its two 

H.J. Heinz contracts, its 

operations and maintenance 

contract for the Pittsburgh 

International Arcport Energy 

Facility, and its winning bid to 

build, own, operate and main- 

tain the new energy facility for 

the Detroit Metro Airport 

Midfield Terminal 

Project, a joint venture 

with MichCon Gas. 

Fuel development offers another 

synergy. During 1998, Duquesne 

Energy completed the construction 

of six E-Fuel@ production facilities in 

Ohio, Pennsylvania, Kentucky, North 

Carolina, South Carolina and 

Virginia, These facilities produce an 

environmentally friendly pelletized 

fuel made from coal and by-products 

of the manufacture of paper and plastic. 

E-Fuel, which burns with reduced levels of 

nitrogen oxide and sulfur dioxide emissions, 

is targeted to industrial facilities that burn 

DQE Energy Services’ approach to the 

independent power market is to develop or 

acquire small to mid-size projects, some of 

which may provide synergistic opportunities 

with other DQE companies. The 

Monmouth (N.J.) Energy Facility is an 

excellent example of the synergistic benefits 

our building block approach offers, by 

adding incremental value in businesses 

related to DQE’s areas of expertise. DQE 

Energy Services built and now operates 

this IO-megawatt landfill gas powered IPP. 

A Montauk investment, GSF Energy, is 

responsible for well field operation and gas 

production. Using transactions of this type, 

DQE maximizes the strengths and expertise 

of our various subsidiaries to provide 

solutions to our customers. 

higher-priced stoker coal, and to niche 

steam coal markets. 

Initial supply contracts were obtained for 

the new facilities. E-Fuel also is in use at the 

Heinz Pittsburgh complex, demonstrating 

our vertical integration strategy of facilities 

and fuels. 

Duquesne Energy’s efforts to commercial- 

ize E-Fuel technology earned the American 

Boiler Manufacturers Association’s Annual 

Public Service Award for Energy and 

Environmental Achievement. In 1999, 

we will seek out additional energy facility 

opportunities where E-Fuel can provide 

customers with a competitive advantage. 

In short, the flexible, responsive DQE 

Energy Services team is the strategic resource 

for customers’ total energy solution. 

Kce President, 
Finance, Treasurer 
and Controller, DQE 
Energy Services 

Vice President, Legal, 
DQE Energy 
Services 

President, 
Duquesne Energy I 



ILOTING COMPLEX ENERGY AND 

COMMUNICATIONS DELIVERY 
E Communications 

SYSTEMS INTO THE 2 1 ST CENTURY 
Finance and Treasurer 

REQUIRES EXTENSIVE EXPERIENCE AND 

VISION. DQEnergy PARTNERS works 

with a wide range of distribution system 

owners in the areas of gas, electric and 

telecommunications to help them better 
I 

meet the needs of customers and the com- 

munity, both today and in the future. 

DQEnergy PARTNERS tailors its 

approach to achieve the objectives and to 

meet the needs of each specific opportunity. 

Through varied combinations of technolog- 

ical advancement, aggregation, development 

and the leveraging of current assets, 

PARTNERS remakes traditional industry 

r^-1._____1__-7 participants into state- 

of-the-art distribution 

networks. 

I O  

4 Systems working with DQEnergy 1 PARTNERS benefit from a reliable source 

of funds, operational improvements, 

expanded product lines and the expert 

guidance of a motivated team. Together, 

as partners, they are meeting the complex 

challenge of m-oviding exceptional service 

\ 
1 

V I  V 

to both customer and community. 



DaoOoieO Berg 

69. Term expires 2000 (1, 6). 
Institute Professor, Rensselaer 
Polytechnic Institute. 
Chairman of the Board and 

Director, Crystek Crystal Corporation (man- 
ufacturer of high reliability crystals for 
microprocessors and oscillators). Other 
directorships include Hy-Tech Machine, Inc. 
(specialty parts), and Joachim Machinery Co., 
Inc. (distributor of machine tools). 

grams). Directorships include Microbac 
Laboratories, Inc. and Dollar Bank, Federal 
Savings Bank. Trustee of Franklin & 
Marshall College. 

ASM International (engineering technical 
society). Directorships include Allegheny 
Teledyne, Inc. Former Chairman, 
Pittsburgh branch of the Federal Reserve 
Bank of Cleveland. Trustee of Rensselaer 
Polytechc Institute. 

64. Term expires 1999 ( 2 ,  3,4). 
Management of personal 
investments. Chairman of 
Maurice Falk Medical Fund, 

the Leon Falk Family Trust, and the 
Chatham College Board of Trustees. 
Directorships include the Historical Society 
of Western Pennsylvania and the Allegheny 
Land Trust. 

wiooiam M. K~oeoo* 

74. Term expires 2000 (3,4, 6). 
Retired Chairman and Chief 
Executive Officer of Cyclops 
Industries, Inc. (basic and 

specialty steels and fabricated steel products; 
industrial and commercial construction). 
Directorships include Cabot Oil and Gas 
Corporation and St. Clair Memorial 
Hospital. Life trustee of Carnegie Mellon 
University. 

DaWd D. wa~haoo 
46. Term expires 2001 (3, 5,6). 
President and Chief Executive 
Officer of DQE; President and 
Chief Executive Officer of 

Duquesne Light. Directorships include the 
Allegheny Conference on Community 
Development. Trustee of Penn’s Southwest 
Association (economic development). 

Deputy Secretary of U.S. Dept. of 
Commerce; former President, Westinghouse 
Electric Corporation Energy and Advanced 
Technology Group. Directorships include 
Motorola, Inc. (manufacturer of electric 
equipment and components). Member of the 
Executive Committee of the U.S. Council 
on Competitiveness and Chairman of the 
Pittsburgh Tissue Engineering Institute. 

Falk Medical Fund and Trustee Emeritus of 
Presbyterian University Hospital and the 
University of Pittsburgh Medical Center. 
Past president of the Allegheny County Bar 
Association. 

DQWDuquesne 
Light Committees: 

1. Audit 
2. Compensation 
3. Finance 
4. Nominating 

Duquesne Light 
Committees: 

I. Employment and 

6. Nuclear Review 

*Lead Director 

Communig Relations 



Daviid Dm MarshaOO, 46. President and Chief Executive Officer. Previously held senior 
executive positions in finance at Central Vermont Public Service. Joined the company in 
1985. Directorships included on page 19. 

Gary [L. Schwass, 5 3 .  Executive Vice President and Chief Financial Officer. Previously 
served in a variety of senior executive positions in finance and management with Consumers 
Power Company. Joined the company in 1985. Directorships include Chair, Western 
Pennsylvania Development Credit Corporation (promotes small business through lending 
activities), and Vice President and Treasurer, Holy Family Foundation (supports families in 
crisis). 

WiicUor Am Roqune, 52. Executive Vice President and General Counsel. Formerly Vice 
President, General Counsel and Secretary for Orange and Rockland Utilities. Joined the 
company in 1994. Directorships include the Pennsylvania Business Roundtable (economic 
development), the Hill House Association (provider of social services), the Urban League of 
Pittsburgh, and the United Way Good Neighbors Advisory Committee. Member, Salvation 
Army Greater Pittsburgh Advisory Board. 

WiOOiam D. DeLeo, 48. Vice President and Chief Administrative Officer. Previously held 
senior management positions with Duquesne Light, Gulf Oil and Price Waterhouse. Joined 
the company in 1985. Directorships include the Pittsburgh Civic Light Opera. 

Dames D. ~SUcheOO, 47. Vice President. Previously held senior financial positions with 
Duquesne Light and U.S. West, Inc. Joined the company in 1988. Directorships include 
Three Rivers Youth (helps troubled teenagers). 

Morgan K. O9Brien, 38. Vice President, Controller and Treasurer. Previously held 
senior financial positions at DQE, Duquesne Light, PNC Bank and Deloitte & Touche. 
Joined the company in 1991. 

Jack E. S a x e r g  Jr-, 55. Vice President. Previously held senior financial positions with 
Gulf Oil and Chevron. Joined the company in 1989. Directorships include Point Venture 
(venture capital) and Pittsburgh Consumer Health Coalition (healthcare advocacy for the 
disadvantaged). 

Diane 8. EismonU, 54 
Corporate Secretary 

David Dm Marsha00,46 
President and Chief 
Executive Officer 

Gary iL Schwass, 5 3  
Senior Vice President 
and Chief Financial Officer 

W i c U o r  A. W o q u n e ,  52 
Senior Vice President 
and General Counsel 

James E. cross, 52 
President, 
Generation Group 

Gary w. 
Brandenbe~er, 61 
Vice President and Assistant 
to the President 

WiOOiam J. DeLeo, 48 
Vice President, Corporate 
Services 

Edlwarfd w. wean, 52 
Vice President, 
Customer Operations 

Morgan K. OgBrfien9 38 
Vice President, Finance 

Fmsina corfdisco, 47 
Treasurer 

Diane sm EismonU9 54 
Corporate Secreta 
Assistant General ounsel F and 

Dames Em WlOson, 3 3  
Controller 



Donalld D. COayQon, 44 
President President-South Vice President, Planning, 

Edward w. waooacce, 43 
Senior Vice President and CFley~noUd~, 56 Carey A- Uhomas, 34 
Chief Financial Officer President-Midwest Vice President, 

WNlOIam Am CZ~nOegarLi, 57 Dames An LahIl6nen, 46 

Budgeting and Rates 
cmumml c& 

Administration and Assistant 
Secretary 

TThamas A- AnUhony D. VBUOfioQQii, 5 2  ErLiG W. SUoUQz5 41 
MIUI&mans, 33 Senior Vice President Vice President 
President and Treasurer 

wean G. TayOor, 47 ~a~haeo  c& r~omy, 34 Controller 
Senior Vice President 

AtmUhoooy Fm Pekny, 41 

Vice President, Legal 

~ames Dm t&difc~heO!, 47 WBnOflam iE FieOd~, 48 
President Vice President and Controller 

Treasurer 
Fmsiima c2IN?dIBscco9 47 

Dohn IF. FunOgoney9 52 
Vice President, Legal 
and Chief Counsel 

suevan w. Bchouu, 35 

Vice President 

AOexki U s a g g a r d s ,  50 
President Vice President, Finance, President 

LBnda 8. Ackeman, 42 
Vice President, Legal 

Deborrah E. Beck, 41 

Treasurer and Controller Duquesne Energy 

PhiOip D. Damian~, 48 
Vice President, Operations 

Wicchaml MI. LflCanoUi, 54 

John  wm wench, 47 
President Vice President, Operations Controller 

c%lark 8. Dadlay, 37 
Vice President, Finance Vice President, Legal President, 
and Treasurer DQE Communications 

Frank A- MoWmann, 47 

WiUOiam W. Ra~berQs, 45 

KeOOy MI. PasQerick, 28 

PaUricia A. PmxxB, 44 



1 9 9 8  F O N A N C U A L  S T A T E W E N T S  A T  G L A N C E  

Detailed financial information can be found beginning on page 29. 
Selected Financial Data 
(in millions, except per share amounts) 

- 

Setledecil urncome SU&emeMlU lluemrs: 
Revenues from sales of electricity 
Fuel and purchased power expenses 
Net electric revenues 
Other revenues 
Net opmuting revenues 

Operating and maintenance expenses 
Depreciation and amortization 
Taxes other than income taxes 
Non-energy operating expenses 
ODerating income 

nm 1997 1996 1995 

a,naa $1,124 $1,144 $1,149 
263 223 237 232 
m 90 1 907 917 
143 106 93 81 

R@lV 1,007 1,000 998 

437 40 1 388 3 84 
2n7 243 223 203 
m 83 86 89 

735 727 697 676 
272 2 80 303 322 " 

Investment and other income 
Interest and other charges 
Income taxes 
Pa restructuring charge (net of tax) 
Net income 

Basic EPS 
Diluted EPS 
Ratio of earninns to fixed chuqes (we-tax) - 

n3.a 
n R@ 
n@n 

- - - 83 
8 Dl4 ' $ 199 $ 179 $ 171 

!$J 2Cs2@ $ 2.57 $ 2.32 $ 2.20 

!$I 2&@ $ 2.54 $ 2.29 $ 2.17 

20B@ 2.76 2.69 2.73 
I 

130 73 52 
115 110 107 
96 87 96 

Long-term investments 
Property, plant and equipment 
Total assets 
Total capitalization 

Common shareholders' equity 
Preferred and preference stock 

Average shares outstanding 
Shares outstanding at year-end 
Market capitalization 
Dividends declared 
Dividends declared per share 
Book value per share at year-end 
Dividend payout ratio 
Dividend vield a t  vear-end 
Return on average common equity 

*Basic EPS afer  Pennsylvania restructuring char e.  $I  46, Diluted EPS 
Ratio of earnings to fixed charges @re-tax) aft..  $e&lvania resmmdring charge: $2.39. 

- 
after Pennsylvania remcmring charge: $1.44; 



1994 1993 1992 1991 1990 1989 1988 

$1,146 $1,132 $1,127 $1,163 $1,110 $1,097 $1,047 
244 238 239 2 54 229 220 23 1 
902 894 888 909 881 877 816 
90 63 37 38 31 48 43 

992 957 92 5 947 912 92 5 859 
42 1 41 5 365 385 3 88 353 335 
166 158 132 123 123 123 117 
88 71 84 94 80 93 81 

675 644 581 602 591 569 533 
3 17 313 344 3 45 32 1 356 326 
43 31 42 36 46 (3 ) 30 

110 120 132 142 157 165 175 
93 80 112 105 88 75 62 
- - - - - - - 

$ 157 $ 144 $ 142 $ 134 $ 122 $ 113 $ 119 
$ 1.98 $ 1.81 $ 1.78 $ 1.67 $ 1.49 $ 1.35 $ 1.24 
$ 1.96 $ 1.79 $ 1.77 $ 1.65 $ 1.48 $ 1.34 $ 1.24 

2.57 2.29 2.24 2.10 1.90 1.78 1.72 

$ 196 $ 126 $ 59 $ 4 4  $ 18 $ -  $ -  
$3,140 $3,168 $3,037 $3,053 $3,048 $3,055 $3,066 
$4,42 7 $4,550 $3,778 $3,851 $3,834 $3,92 1 $3,881 
$2,750 $2,781 $2,716 $2,669 $2,770 $2,827 $2,866 

46.4% 44.2% 43.1% 41.6% 39.0% 37.7% 3 7.4% 
3.5% 4.8% 4.9% 5.2% 6.8% 7.8% 8.5% 

50.1% 5 1 .O% 52.0% 53.2% 54.2 % 54.5% 54.1% 

79.0 
78.5 

$ 89 
$ 1.13 
$16.27 

$1,550 

56.4% 

12.5% 
9.9 

5.7% 

79.5 
79.5 

$1,829 
$ 86 
$ 1.08 
$15.47 

58.8% 
4.6% 

12.0% 
12.7 

79.4 
79.4 

$1,708 
$9 81 
$ 1.03 
$14.75 

56.9% 
5.0% 

12.4% 
12.1 

80.1 
79.4 

$1,621 
$ 78 
$ 0.97 
$14.00 

57.6% 
5.0% 

12.2% 
12.3 

81.6 
80.6 

$1,337 
$ 75 
$ 0.92 
$13.38 

60.7% 
5.8% 

11.3% 
11.1 

83.7 
83 .O 

$1,321 
$ 73 
$ 0.87 
$12.85 

63.1% 
5.7% 

10.6% 
11.8 

95.6 
86.7 

$1,084 
$ 78 
$ 0.81 
$12.34 

64.5 % 
6.8% 

10.4% 
10.1 



Selected Operating Data 

l!m 

Ex.patowd@d @WS&TJ~SS Eb6 

% contribution to DQE earnings 
Return on equity 
Assets (millions) 

6,247 6,362 6,474 

3,268 3,321 3,378 
5,695 5,737 5,729 
3,500 3,285 3,237 

82 83 84 
12,545 12,426 12,428 
1,445 3,310 2,975 

13,990 15,736 15,403 

(1.7) 4.9 (1.6) 
(0.7) 0.1 
6.5 1.5 (0.6) 

(1.2) 0.0 (1.2) 

(56.4) 11.3 (7.4) 

3 .O 

1 .o 0.0 2.5 

(11.1) 2.2 0.4 

I 12.567 14,166 14,201 

- 7  

2,671 2,463 2,666 1 131.206 130.216 131.376 

88% 88% 87% 
.004% .007% .007% 

523.5 522.8 522.9 
54.5 54.0 53.8 

1 9  1.9 1.9 
2 .o 2 .o 2 .o 
_. 

t b  581.9 580.7 580.6 

31% 19% 15% 
19% 15% 13% 

$612 $470 
- 

$854 
224 171 

- - 1 Landfill gas reserves (Bco 
Water and wastewater customers (thousands) m I 



a 

1994 1993 1992 1991 1990 1989 1988 

6,170 6,201 5,901 6,331 5,953 6,060 6,168 

3,219 3,231 3,069 3,285 3,078 3,119 3,156 
5,563 S ,490 5,358 5,450 5,236 5,145 5,055 
3,256 3,046 3,059 3,042 3,296 3,221 3,302 

84 84 83 84 84 84 91 
12,122 11,851 11,569 11,861 1 1,694 11,569 1 1,604 
3,212 2,82 1 4,060 2,979 1,830 2,100 2,716 

15,334 14,672 15,629 14,840 13,524 13,669 14,320 

(0.4) 5.3 (6.6) 6.7 (1.3) (1 4 3.0 
1.3 2.5 (1.7) 4.1 1.8 1.8 3.2 
6.9 (0.4) 0.6 (7.7) 2.3 (2.5) 13.2 
0.0 I .2 (1.2) 0.0 0.0 (7.7) ( 7 4  
2.3 2.4 (2.5) 1.4 1.1 (0.3) 5.7 

13.9 (30.5) 36.3 62.8 (12.9) (22.7) 12.0 
4.5 (6.1) 5.3 9.7 (1.1) (4.5) 6.8 

14,678 14,056 15,074 14,220 13,266 13,455 14,144 
656 616 555 62 0 258 2 14 176 

15,334 14,672 15,629 14,840 13,524 13,669 14,320 

2,834 2,834 2,834 2,835 2,835 2,835 2,836 
2,535 2,499 2,308 2,402 2,379 2,381 2,372 

137.236 143.656 140.1 5 4 153.70~ 149.626 143.876 145.746 
2.234 2.336 2.196 2 .#e 2.514 2.736 2.584 

86% 76% 41 % 26% - - - 
- - - - - - - 

522.6 522.3 521.2 520.0 518.3 516.8 513.8 
53.6 52.9 52.8 52.6 52.3 52.0 51.5 
2.0 2 .o 2.0 2.0 2 .0 2.0 2.0 
1.9 1.9 1.8 1.9 1.9 1.8 1.8 

580.1 579.1 577.8 576.5 574.5 572.6 569.1 

- - - - 10% 4% 1% 
10% 6% 2% 2% - - - 

- $3 50 $212 $106 $53 $3 1 $2 
- - - - - - - 



Condensed Statement of Consolidated Income 
(millions of dollars, except per share amounts) 

$1,127 
263 
864 
143 

1,007 

437 
217 
81 

73 5 

272 
136 
110 

298 
101 
197 

$thbb u tilt@ A&> 

COS& & t~ h&& 

s'kitibh "&% Net electric revenues ' 

&Lth L-dbud 
Revenues from sales of electricity 
Fuel and purchased power expenses 

,, Other revenues %cw 
two&&> / Net operating revenues 

d h t d t b  &%5 

6 ~ 4 h o t . t .  '2, 

1 

Operating and maintenance expenses 
/Depreciation and amortization 

Taxes other than income taxes 

pddph&L'n Non-energy operating expenses 
p w  +accLlitibh 

Operating income 
~ @ ~ * ~ L ~ ~ ~ f 2 - ~ ~ ~  Investment and other income 
Lh @ P * * l  Interest and other charges 
6~fiizos.1~ hw> 

Income before income taxes 
and extraordina y item P&bLum,hp 56 

Pad 
I"&$&&&w'hp 
6* \ --- 

1'6hpbwn &t Income taxes 

Income before exm-aordina y item 

Extraordinary item (net of tax) 

$1,124 
223 
Do 1 
106 

1,007 

40 1 
243 
83 

727 

2 80 
130 
115 

295 
96 

199 

Net income $ 114 

$ 2.52 

$ 1.46 

gad& 6 8  dh&S&.tC% Earnings per share - before 
extraordinary item 

Earnings per share - aft.. 

& .?g$L& >&6& 

47 &h's, p& Aki/ac2. 

ilt 4337 s%dxt?d 1 

$ 199 

$ 2.57 

$ 2.57 extraordina y item 



$ 375 
760 

1,717 
2,198 

198 
$5,248 

Condensed Consolidated Balance Sheet 
(millions of dollars) 

$ 569 
72 3 
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Condensed Statement of Consolidated Cash Flows 
(millions of dollars) 
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THE COMPANY IS RESPONSIBLE FOR THE 

FINANCIAL INFORMATION AND REPRE- 

SENTATIONS CONTAINED IN THE FINANCIAL 

STATEMENTS AND OTHER SECTIONS OF THIS 

ANNUAL REPORT TO SHAREHOLDERS. The 
Company believes that the consolidated 

financial statements have been prepared in 
conformity with generally accepted 
accounting principles that are appropriate in 
the circumstances to reflect, in all material 
respects, the substance of events and 
transactions that should be included in the 
statements and that the other information in 
the annual report to shareholders is consistent 
with those statements. In preparing the 
financial statements, the Company makes 
informed judgments and estimates based on 
currently available information about the 
effects of certain events and transactions. 
The Company maintains a system of internal 
accounting control designed to provide 

with established procedures. There are limits 
inherent in any system of internal control 
and such limits are based on recognition that 
the cost of such a system should not exceed 
the benefits derived. The system of internal 
accounting control is supported by written 

policies and guidelines and is supplemented 
by a staff of internal auditors. The Company 
believes that the internal accounting control 
system provides reasonable assurance that its 
assets are safeguarded and the financial 
information is reliable. 8 

David D. Marshall 
President and Chief Executive Officer 

reasonable assurance that the Company’s 
assets are safeguarded, and that transactions 
are executed and recorded in accordance 

Gary L. Schwass 
Executive Vice President and 
Chief Financial Officer 
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Light Company (Duquesne); Aquasource, Inc. (Aquasource); DQE Energy Services, Inc. (DES); 
DQEnergy Partners, Inc. (DQEnergy); Duquesne Enterprises, Inc. (DE); and Montauk, Inc. 
(Montauk). DQE and its subsidiaries are collectively referred to as “the Company.” 

transmission, distribution and sale of electric energy and a water resource management company 
that acquires, develops and manages water and wastewater utilities. The Company’s expanded 
business lines offer a wide range of energy-related technologies, industrial and commercial energy 
services, telecommunications, and other complementary services. The expanded business lines’ 
initiatives include energy facility development and operation, domestic and international 
independent power production, the production and supply of innovative fuels, investments in 
communications systems (including long-distance telephone service) and electronic commerce. In 
addition, one of the Company’s subsidiaries is a financial services company that makes long-term 
investments and provides financing for the other expanded business lines and related customers. 

On December 18, 1998, the Pennsylvania Public Utility Commission (PUC) approved the 
Company’s plan to divest itself of its generation assets through an auction (including an auction of 
its provider of last resort service), and an agreement in principle to exchange certain power stations 
with FirstEnergy Corporation (FirstEnergy). Final agreements governing these transactions must 
be approved by various regulatory agencies. The Company currently expects these transactions to 
close in late 1999 or early 2000. (See “Rate Matters” discussion on page 39.) 

The Company’s Se’euarie h e a s  

and surrounding areas. (See “Rate Matters” on page 39.) This territory represents approximately 
800 square miles in southwestern Pennsylvania. The population of the area served by the 
Company’s electric utility operations, based on 1990 census data, is approximately 1,s 10,000, 
of whom 370,000 reside in the City of Pittsburgh. In addition to serving approximately 580,000 
direct customers, the Company’s utility operations also sell electricity to other utilities. 

The Company’s water utility operations provide service throughout the United States. The 
Company’s water utility and related service operations have grown rapidly and are currently 
approachng 300,000 customer connections. 

ReplatioB 
The Company is subject to the accounting and reporting requirements of the Securities and 

Exchange Commission (SEC). In addition, the Company’s electric utility operations are subject to 
regulation by the PUC, including regulation under the Pennsylvania Electricity Generation Custumer 
Choice and Competition Act (Customer Choice Act), and the Federal Energy Regulatory 
Commission (FERC) under the Federal Power Act with respect to rates for interstate sales, 
transmission of electric power, accounting and other matters. (See “Rate Matters” on page 39.) 

The Company’s electric utility operations are also subject to regulation by the Nuclear 
Regulatory Commission (NRC) under the Atomic Energy Act of 1954, as amended, with respect to 
the operation of its jointly owned/leased nuclear power plants, Beaver Valley Unit I (BV Unit 1), 
Beaver Valley Unit 2 (BV Unit 2) and Perry Unit 1. 

The Company’s water utility operations are subject to regulation by the utility regulatory bodies 
in their respective states. 

As a result of the PUC’s May 29, 1998, final order regarding the Company’s restructuring plan 
under the Customer Choice Act (see “Rate Matters” on page 39), the electricity generation 
portion of the Company’s business no longer meets the criteria of Statement of Financial Accounting 
Standards (SFAS) No. 71, Accountingfir the Efects of Certain Types of Replation (SFAS No. 71). 
Accordingly, application of SFAS No. 71 to this portion of the Company’s business has been 
discontinued and the Company now applies SFAS No. 101, Replated Enterprises - Accountingfir 
the Discontinuation ofApplication ofFASB Statement No. 71 (SFAS No. lOl), as interpreted by 
Emerging Issues Task Force (EITF) 97-4, Dereplation of the Pricing of  Electricity - Isrues Related to 
the Application o f  FASB Statements No. 71 and 102. Under SFAS No. 101, the regulatory assets and 
liabilities of the generation portion of the Company are determined on the basis of the source 
from which the regulated cash flows to realize such regulatory assets and settle such liabilities will 
be derived. Pursuant to the PUC’S final restructuring order, certain of the Company’s generation- 
related regulatory assets will be recovered through a competitive transition charge (CTC) 

CZORPORLIUE 
suRumuRE 

DQE, Inc. (DQE) is a multi-utility delivery and services company. Its subsidiaries are Duquesne 

The Company’s utility operations include an electric utility engaged in the generation, 

The Company’s electric utility operations provide service to customers in the City of Pittsburgh 



collected in connection with providing transmission and distribution services (the electricity 
delivery business segment). The Company will continue to apply SFAS No. 71 with respect to 
such assets. Fixed assets related to the generation portion of the Company’s business have been 
evaluated in accordance with SFAS No. 121, Accounting for the Impairment of Long-Lived Assets t o  Be 
Disposed Of (SFAS No. 12 1). Applying SFAS No. 12 1 to the non-regulated generation assets, it has 
been determined that the Company’s generation assets are impaired. However, pursuant to the PUC’s 
final restructuring order, the Company will recover its above-market investment in generation 
assets through the CTC. Under the Company’s plan to auction its generation assets (currently 
expected to close in late 1999 or early 2000), the market value utilized by the PUC in determining 
the value of the generation assets will be the net after-tax proceeds received from the auction of its 
generation assets. Accordingly, the amount of book value authorized by the PUC to be recovered 
has been reclassified on the consolidated balance sheet from property, plant and equipment to 
transition costs, until the auction has been completed and all approvals for the final CTC 
accounting have been granted. The electricity delivery business segment continues to meet SFAS 
No. 7 1 criteria, and accordingly reflects regulatory assets and liabilities consistent with cost-based 
ratemaking regulations. The regulatory assets represent probable future revenue to the Company, 
because provisions for these costs are currently included, or are expected to be included, in charges 
to electric utility customers through the ratemaking process. (See “Rate Matters” on page 39.) 

&end& Pevjommce 
1998 Compared to 1997 

In the second quarter of 1998 the Company recorded an extraordinary charge (Pennsylvania 
restructuring charge) against earnings for $142.3 million ($82.5 million net of tax) for the 
generation-related stranded costs not considered by the PUC’s restructuring order to be 
recoverable from customers. The Pennsylvania restructuring charge included Phillips Power 
Station (Phillips), Brunot Island Power Station @I), deferred caretaker costs related to the two 
stations, and deferred coal costs. The charge resulted in a reduction of Duquesne’s contribution to 
the Company’s earnings per share by $1.06. (See “Rate Matters” on page 39.) 

The Company’s earnings per share in 1998 were $2.52, excluding the Pennsylvania restructuring 
charge, compared to $2.57 in 1997, resulting in a decrease of $0.05 per share or 1.9 percent. 
Earnings available for common stock were $195.8 million in 1998, excluding the Pennsylvania 
restructuring charge, compared to $199.1 million in 1997, resulting in a decrease of $3.3 million or 
1.7 percent. The decrease in earnings available for common stock can be primarily attributed to the 
gains recorded on the sale of Chester Engineers (Chester) and of Exide Electronics Group, Inc. 
(Exide) stock in 1997, which together contributed $0.17 to earnings per share. Excluding these 
gains, the resulting increase to earnings per share of $0.12 in 1998 is primarily the result of income 
attributable to the increased level of long-term investments made late in 1997 and throughout 1998 
through the expanded business lines. 

199 7 Compared to 1996 

compared to earnings per share of $2.32 in 1996. Earnings for common stock were $199.1 million 
in 1997 compared to $179.1 million in 1996, an increase of $20.0 million or 11.2 percent. The sale 
of Chester and of Exide stock in 1997 together contributed $0.17 to earnings per share, and an 
additional $0.19 per share was earned by the expanded business lines, the result of income 
attributable to the increased level of long-term investments. A partial offset to these increases in net 
income in 1997 was an incremental $25 million of accelerated nuclear tixed asset recovery as 
detailed in Duquesne’s 1996 PUC-approved mitigation plan. 

Dividends 
Once all dividends on DQE’s Preferred Stock, Series A (Convertible), $100 liquidation 

preference per share (DQE Preferred Stock), have been paid, dividends may be paid on the 
Company’s common stock to the extent permitted by law and as declared by the board of 
directors. However, payments of dividends on Duquesne’s common stock may be restricted by 
Duquesne’s obligations to holders of preferred and preference stock pursuant to Duquesne’s 
Restated Articles of Incorporation and by obligations of Duquesne’s subsidiaries to holders of 
their preferred securities. No dividends or distributions may be made on Duquesne’s common 
stock if Duquesne has not paid dividends or sinking fund obligations on its preferred or 

On May 29, 1998, the PUC issued its final order related to the Company’s restructuring plan. 

The Company’s earnings per share in 1997 of $2.57 increased by $0.25 or 10.8 percent, 



preference stock. Further, the aggregate amount of Duquesne’s common stock dividend payments 
or distributions may not exceed certain percentages of net income if the ratio of total common 
shareholder’s equity to total capitalization is less than specified percentages. As all of Duquesne’s 
common stock is owned by DQE, 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. 

The Company has continuously paid dividends on common stock since 1953. The Company’s 
annualized dividends per share were $1.52, $1.44, and $1.36 at December 31, 1998, 1997 and 
1996. During 1998, the Company paid a quarterly dividend of $0.36 per share on each of 
January 1, April 1, July 1 and October 1. The quarterly dividend declared in the fourth quarter of 
1998 was increased from $0.36 to $0.38 per share payable January 1, 1999. The Company expects 
that funds generated from operations will continue to be sufficient to pay dividends. The 
Company’s need for and the availability of funds will be influenced by, among other things: new 
investment opportunities; the economic activity within the Company’s utility service territory; 
competitive and environmental legislation; the results of the anticipated divestiture; and regulatory 
matters experienced by the electric utility industry generally, more specifically the transition to 
competition in Pennsylvania. (See “Rate Matters” on page 39.) The Company’s stock price was 
$43”/16 at the end of 1998. 

Results of Business Segments 
Historically, Duquesne has been treated as a single integrated business segment due to its 

regulated operating environment. The PUC authorized a combined rate for supplying and 
delivering electricity to customers. This rate was based on the Company’s cost of service, which 
was designed to recover the Company’s operating expenses and investment in electric utility assets 
and to provide a return on the investment. As a result of the Customer Choice Act, generation of 
electricity will be deregulated and charged at a separate rate from the delivery of electricity 
beginning in 1999 (5 percent of customers chose alternative generation suppliers in 1998). For the 
purposes of complying with the SFAS No. 131, “Disclosures about Segments o f  an Enterprise and 
Related Infirnation” (SFAS No. 13 l), the Company is required to disclose information about its 
business segments separately. Accordingly, the Company has used the PUC-approved separate 
rates for 1999 to develop the financial information of the business segments for the periods ended 
December 3 I ,  1998, 1997 and 1996. 

Beginning in 1999, the Company will have two principal business segments: (I) the transmission 
and distribution by Duquesne of electricity (electricity delivery business segment) and (2) the 
generation by Duquesne of electricity and collection of the CTC (electricity generation business 
segment). To comply with SFAS No. 13 1, the Company has reported the results for 1998, 1997 
and 1996 by these business segments and an “all other” category. The all other category includes 
the Company’s expanded business lines and Duquesne investments. These expanded business lines 
include water utilities, energy products and services, and other activities. Intercompany transactions 
primarily relate to sales of electricity, property rental, management fees and dividends. (See Note 0, 
“Business Segments and Related Information,” in the Notes to the Consolidated Financial 
Statements on page 75.) Upon the anticipated completion of the auction of the Company’s 
generation assets and provider of last resort services, the electricity generation business segment 
will be comprised solely of the collection of the CTC. 

1998 Compared t o  1997 
Electricity Delively Business Segment. The electricity delivery business segment contributed 

$57.2 million to net income in 1998 compared to $61.9 million in 1997, a decrease of $4.7 million 
or 7.6 percent. Operating revenues for this business segment are primarily derived from the 
Company’s delivery of electricity. 

Sales to residential and commercial customers are influenced by weather conditions. Warmer 
summer and colder winter seasons lead to increased customer use of electricity for cooling and 
heating. Commercial sales are also affected by regional development. Sales to industrial customers 
are influenced by national and global economic conditions. 

Operating revenues increased by $4.5 million or 1.4 percent compared to 1997 due to an 
increase in sales to electric utility customers of 1.0 percent in 1998. Residential and commercial 
sales increased as a result of warmer summer temperatures during 1998 compared to 1997. 
Industrial sales decreased primarily due to a reduction in electricity consumption by steel 
manufacturers, which experienced a decline in demand. The following table sets forth kilowatt- 
hours (KW€€) delivered to electric utility customers. 



KWH Delivered 
(In Thousand$ 

11998 1997 Change 

Commercial 5,894,034 5,785,745 1.9 % 
Residential 3,382,323 3,273,532 3.3 % 

Industrial 3,411 n ,448 3,501,107 (2 4 %  
Sales to Electric Utility Customers 112,490,009 12,5603 84 1.0 % 

Operating expenses for the electricity delivery business segment are primarily made up of costs 
to operate and maintain the transmission and distribution system; meter reading and billing costs; 
customer service; collection; administrative expenses; and non-income taxes, such as property and 
payroll taxes. Operating expenses increased $9.9 million or 7.2 percent from 1997, primarily as a 
result of hgher costs of maintenance of the transmission and distribution system, and start-up 
costs related to the Customer Advanced Reliability System, including electronic meter reading 
and installation. The increase in the system maintenance was primarily due to the increase in 
frequency and severity of storms during 1998. 

Depreciation and amortization expense increased $1.7 million or 3.8 percent in 1998 due to 
additions to the plant and equipment balance throughout the year partially offset by retirements. 

Other income is primarily comprised of interest and dividend income. A decrease of 
$1.6 million or 22.8 percent was the result of lower interest income from a smaller amount of cash 
available for investing compared to the prior year. 

Interest and other charges include interest on long-term debt, other interest and preferred stock 
dividends of Duquesne. In 1998, there was $0.9 million or 2.3 percent less in interest and other 
charges compared to 1997. The decrease was the result of the refinancing of long-term debt at 
lower interest rates and the maturity of approximately $75 million of long-term debt during 1998. 

Decreased taxable income during 1998 resulted in lower income taxes by $3.1 million or 7.6 percent. 
Electricity generation business segment. In 1998, the electricity generation business segment 

reported net income of $7 I .9 million, excluding the Pennsylvania restructuring charge, compared 
to $60.5 million in 1997, an increase of $1 1.4 million or 18.8 percent. 

For the electricity generation business segment, operating revenues are primarily derived from the 
Company’s supply of electricity for delivery to retail customers and the supply of electricity to 
wholesale customers. Beginning in 1999, revenues will include the recovery of transition costs 
through the collection of the CTC. Under prior fuel cost recovery provisions, fuel revenues 
generally equaled fuel expense, as costs were recoverable from customers through the Energy Cost 
Rate Adjustment Clause (ECR), including the fuel component of purchased power, and did not 
affect net income. Begrnning May 29, 1998 (the date of the PUC’s final restructuring order), fuel 
costs were expensed as incurred, and had an impact on net income to the extent fuel costs exceeded 
amounts included in Duquesne’s authorized generation rates. (See “Rate Matters” on page 39.) 

Energy requirements for residential and commercial customers are influenced by weather 
conditions. Warmer summer and colder winter seasons lead to increased customer use of 
electricity for cooling and heating. Commercial energy requirements are also affected by regional 
development. Energy requirements for industrial customers are influenced by national and global 
economic conditions. 

Short-term sales to other utilities are made at market rates. Fluctuations in electricity sales to 
other utilities are related to the Company’s customer energy requirements, the energy market and 
transmission conditions, and the availability of the Company’s generating stations. Future levels of 
short-term sales to other utilities will be affected by market rates, the level of participation in 
customer choice, the Company’s decision to sell 600 megawatts (MW) to licensed generation 
suppliers and the Company’s divestiture of its generation assets. (See “Rate Matters” on page 39.) 

Operating revenues decreased by $3.7 million or 0.4 percent compared to 1997. The decrease 
in revenues can be attributed to a decrease in energy supplied to electric utility customers due to 
participation in the customer choice pilot program, and a decrease in energy costs that were 
recovered through the ECR. Partially offsetting these decreases were increased energy supplied to 
other utilities of 32.2 percent in 1998, due to higher demand from other utilities and increased 
capacity available to sell as a result of participation in the customer choice pilot program. The 
following table sets forth KWH supplied for customers who have not chosen an alternative 
generation supplier. rn 



KWH Supplied 
(In -Thousands) 

nw8 1997 Change 

Commercial 5,579,888 5,777,750 (3.4)% 
Residential 3,~90,4511 3,267,941 

Industrial 3,357,3911 3,499,699 ( 4 . 1 ~  
Sales to Eleccric Utility Customers u,nm,m 12,545,390 (3.31% 

Sales to Other Utilities 11,909,342 1,444,822 32.2 % 
Total Sales 114,037,052 13,990,212 0.3 % 

Operating expenses for the electricity generation business segment are primarily made up of 
energy costs; costs to operate and maintain the power stations; administrative expenses; and non- 
income taxes, such as property and payroll taxes. 

Fluctuations in energy costs generally result from changes in the cost of fuel, the mix between 
coal and nuclear generation, total KWHs supplied, and generating station availability. Because of 
the ECR, changes in fuel and purchased power costs did not impact earnings for the first five 
months of 1998 or any of 1997 or 1996. Beginning May 29, 1998, fuel costs for customers were 
expensed as incurred, and had an impact on net income to the extent fuel costs exceeded amounts 
included in Duquesne’s authorized generation rates. (See “Rate Matters” on page 39.) 

Operating expenses increased $14.4 million or 2.8 percent from 1997 as a result of increased 
energy costs, partially offset by decreased maintenance costs and reduced BV Unit 2 lease costs 
due to the PUC’s final restructuring order. 

compared to 1997. This increase was the result of increased energy costs due to an unfavorable 
power supply mix and higher purchased power prices. Reduced availability of nuclear generating 
stations due to an increase in outage hours required the Company to purchase power and generate 
power from the higher fuel cost fossil stations. (See “Beaver Valley Power Station” on page 45.) 

Maintenance expense decreased in 1998, primarily related to the reversal of fossil station 
maintenance outage accruals for outages scheduled after the Company’s planned divestiture of 
generation. (See “Rate Matters” on page 39.) A reduction in nuclear station outage cost 
amortization in 1998 also contributed to the decrease in maintenance expense. 

and equipment and accrued nuclear decommissioning costs. A decrease of $32.3 million or 
16.8 percent compared to 1997 was the result of reduced depreciation of generation assets in 
accordance with the PUC’s final restructuring order. Beginning in 1999, the Company will be 
recovering its $2,133 million ($1,485 million, net of tax) of transition costs, as may be adjusted to 
account for the proceeds of the generation asset auction, through the CTC and will reflect 
amortization expense related to this recovery. 

or 29.1 percent was the result of lower interest income, due to a smaller amount of cash available 
for investing compared to the prior year. 

dividends of Duquesne. In 1998 there was a $5.2 million or 8.1 percent reduction in interest and 
other charges compared to 1997. The decrease reflected the refinancing of long-term debt at 
lower interest rates and the maturity of approximately $75 million of long-term debt during 1998. 

Increased taxable income during 1998 resulted in higher income tax expense by $4.4 million or 
13.5 percent. 

All Othel: The all other category contributed $69.0 million to net income in 1998 compared to 
$78.1 million in 1997, a decrease of $9.1 million or 11.6 percent. 

Operating revenues primarily include revenues from operating activities of the expanded 
business lines. Operating revenues increased in 1998 by $41.7 million or 64.3 percent compared to 
1997. This increase was primarily the result of increased revenues from AquaSource and other 
new investments through the operating activities of the expanded business lines, partially offset by 
the loss of operating revenues from the sale of Chester in the second quarter of 1997. 

In 1998, fuel and purchased power expense increased by $39.1 million or 17.5 percent 

Depreciation and amortization expense includes the depreciation of the power stations’ plant 

Other income is primarily comprised of interest and dividend income. A decrease of $3.7 million 

Interest and other charges include interest on long-term debt, other interest and preferred stock 



Operating expenses include expenses from operating activities of the expanded business lines and 
Duquesne investments. In 1998, operating expenses increased $51.1 million or 81.4 percent over 1997. 
The growth of the expanded business lines’ start-up and developmental activities and acquisitions 
accounted for most of the increase. Also, in the third quarter of 1998 the Company wrote off costs 
related to the failed merger with Allegheny Energy, Inc. (AYE), resulting in an increase to other 
operating expenses of $14.1 million. (See “Rate Matters” on page 39.) Offsetting in part the increases 
to operating expenses was the 1997 sale of Chester, which resulted in reduced operating costs of $7.8 
million and the recoption of the favorable resolution of certain associated contingencies in 1998. 

Depreciation and amortization expense primarily includes the depreciation of plant and equipment 
of the expanded business lines and amortization of certain investments. In 1998, depreciation and 
amortization expense increased by $4.9 million or 107.1 percent, primarily due to the acquisition 
of water and water-related companies by AquaSource during 1997 and throughout 1998. 

income related to the expanded business lines and Duquesne investments. Other income in 1998 
was $9.7 million or 8.1 percent higher than in 1997. This increase was the result of new investments 
made by the expanded business lines during late 1997 and throughout 1998, and a new investment 
made at Duquesne in the fourth quarter of 1997. Partially offsetting the increase were the gains 
on the sale of Chester and of Exide stock in 1997 of approximately $23 million ($13 million, net 
of tax), net of costs of the sale and reserves for contingencies realized for the sale of Chester. 

Interest and other charges are made up of interest on long-term debt, other interest and 
preferred stock dividends of the expanded business lines, and Duquesne investments. An increase 
of $0.6 million or 4.5 percent in 1998 was the result of higher long-term debt interest expense, 
primarily related to AquaSource debt assumptions associated with the acquisition of certain water 
and water service companies. 

increase in taxable income. 

1997 Compared to I996 

$61.9 million to net income in 1997 compared to $56.6 million in 1996, an increase of 
$5.3 million or 9.4 percent. 

Operating revenues increased by $8.1 million or 2.6 percent compared to 1996, due to an 
increase in sales to electric utility customers of 1.1 percent in 1997 and a settlement for pole rental 
revenue in 1997. Sales to electric utility customers increased despite 1997’s mild temperatures 
compared to 1996 primarily as a result of stronger industrial sales. The following table sets forth 
KWH delivered for electric utility customers. 

Other income primarily includes long-term investment income, and interest and dividend 

Higher income tax expense of $3.8 million or 15.6 percent in 1998 can be attributed to the 

Electricity Delivery Business Segment. The electricity delivery business segment contributed 

KWH Delivered 
(iT. Thousands) 

1997 1996 Change 
Residential 3,273,532 3,320,870 (1.4)% 
Commercial 5,785,745 5,820,585 (0.6)% 
Industrial 3,501,107 3,2 84,986 6.6 % 

Sales to Electric Utility Customers 12,560,384 12,426,441 1.1 % 

Operating expenses decreased $1.0 million or 0.7 percent from 1996, as a result of small 
decreases in operating and maintenance costs of the transmission and distribution system. 

Depreciation and amortization expense increased $0.2 million or 0.5 percent in 1997 due to 
additions to the plant and equipment balance throughout the year, which were partially offset by 
retirements. 

income from a larger amount of cash available for investing compared to 1996. 

to 1996. This increase was the result of paying a full year of dividends in 1997 related to the 
Monthly Income Preferred Securities (MIPS) issued in May 1996. 

10.3 percent. 

Other income increased $1.6 million or 3 1.4 percent and was the result of hgher interest 

In 1997, there was a $1.4 million or 3.8 percent increase in interest and other charges compared 

Increased taxable income during 1997 resulted in higher income tax expense by $3.8 million or 



Electricity generation business segment. In 1997, the electricity generation business segment reported 
net income of $60.5 million compared to $77.6 million in 1996, a decrease of $17.0 million or 
22.0 percent. 

Operating revenues decreased by $19.6 million or 2.2 percent compared to 1996, due to a 
decrease in energy supplied to other utilities of 56.4 percent in 1997. This decrease was due to 
reduced availability resulting from the sale of the Ft. Martin Power Station in the fourth quarter 
of 1996 and increased forced outages. Partially offsetting the decrease in energy supplied to other 
utilities was a $3.2 million increase related to charges to the other Beaver Valley Power Station 
(BVPS) owners for administrative costs. The following table sets forth KWH supplied for 
customers who have not chosen an alternative generation supplier. 

KWH Supplied 
(In Thousands) 

1997 1996 Change 
Residential 3,267,941 3,320,870 (1.6)% 
Commercial 5,777,750 5,820,585 (0.7)% 
Industrial 3,499,699 3,2 84,986 6.5 % 

Sales to Electric Utility Customers 12,545,3 90 12,42 6,44 1 1.0 % 

Sales to Other Utilities 1,444,822 3,310,206 (56.4)% 
Total Sales 13,990,2 12 15,736,647 (1 l.l)% 

Operating expenses decreased $9.7 million or 1.8 percent from 1996, as a result of decreased 

In 1997, fuel and purchased power expense decreased by $13.5 million or 5.7 percent compared 
energy volume supplied partially offset by increased maintenance costs. 

to 1996, as a result of an 11.1 percent reduction in energy volume supplied. This $26.7 million 
decrease due to energy volume supplied was partially offset by increased energy costs of 
$13.2 million, primarily the result of purchased power prices. Reduced availability of generating 
stations due to an increase in outage hours forced the Company to purchase power during high 
demand periods, resulting in increased costs. 

Maintenance expense increased in 1997 compared to 1996. The increase was due to more 
forced outage hours at nuclear stations than during 1996. 

An increase in depreciation and amortization expense of $19.7 million or 11.4 percent over 1996 
was due to the May I,  1996, increase in the Company’s nuclear generation plant depreciation rate 
resulting in higher depreciation for the first four months of 1997. In addition, accelerated nuclear 
lease recovery, which began on May 1, 1997, resulted in lugher annualized amortization expense of 
$25 million. Offsetting these increases by $8.5 million was the mid-1996 completion of the 
recovery of the investment in Perry Unit 2, the construction of which was abandoned by the 
Company in 1986. The remaining increase can be attributed to incremental depreciation for 1997 
fixed asset additions and an increased level of nuclear decommissioning cost recognition. 

Other income increased $2.9 million or 29.7 percent and was the result of higher interest 
income, due to a larger amount of cash available for investing compared to the prior year. 

In 1997 there was a $0.4 million or 0.7 percent increase in interest and other charges compared 
to 1996. The increase was the result of paying a full year of dividends in 1997 related to the MIPS 
issued in May 1996. 

Decreased taxable income during I997 resulted in lower income tax expense by $1 0.1 million or 
2 3.9 percent. 

All Otbel: The all other category contributed $78.1 million to net income in 1997 compared to 
$48.7 million in 1996, an increase of $29.4 million or 60.4 percent. 

Operating revenues increased in 1997 by $5.9 million or 10.0 percent compared to 1996. The 
increase resulted primarily from a $20.4 million increase in revenues from a landfill gas recovery 
investment made in the fourth quarter of 1996 and growth in the operating activities of the 
expanded business lines. Partially offsetting the increase in revenues was the sale of Chester in the 
second quarter of 1997, which decreased revenues by approximately $20 million. 

In 1997 operating expenses increased $8.3 million or 15.2 percent over 1996. The increase is 
attributable to operating costs from a landfill gas recovery investment made during 1996 and the 
growth of the expanded business lines, partially offset by the reduced operating costs associated 
with Chester during the first half of 1997. 



Other income in 1997 was $48.0 million or 67.5 percent higher compared to 1996. The 
increase was the result of long-term investment income, gains on the sale of Chester and of Exide 
stock, and interest and dividend income from a higher level of short-term investments. The 
increase in long-term investment income of approximately $1 S million was the result of 
investments made during 1996 and 1997. The Company invested approximately $180 million in 
lease investments in 1997. In the second quarter of 1997, Chester was sold for a pre-tax gain of 
approximately $12 million, net of estimated costs of the sale. Also, in the fourth quarter of 1997, 
the Company sold its investment in Exide stock for a pre-tax gain of approximately $1 1 million. 

An increase in interest and other charges of $3.0 million or 27.5 percent in 1997 compared to 
1996 was the result of higher long-term debt interest expense associated with higher average 
borrowings outstanding. 

in taxable income. 

Capital Expenditures 

$101.2 million in 1996 for capital expenditures, of which $113.3 million in 1998, $90.4 million in 
1997 and $87.9 million in 1996 was spent for electric utility construction. The remaining capital 
expenditures were related to the Company’s expanded business lines and Duquesne investments. 
The Company’s capital expenditures for electric utility construction focus on improving and/or 
expanding electric utility generation, transmission and distribution systems. The Company 
currently estimates that it will spend, excluding allowance for funds used during construction (AFC) 
and nuclear fuel, approximately $1 10 million during 1999 (including $30 million for generation), 
$75 million in 2000 (excluding generation) and $70 million in 2001 (excluding generation) for 
electric utility construction. 

In 1998 the Company completed construction of six plants to produce E-Fuelm, a coal-based 
synthetic fuel, at a cost of approximately $40 million. All of these plants are currently in operation. 

Long-Tern Investments 

housing, gas reserves and energy solutions. Investing activities during 1998 included approximately 
$22 million in affordable housing partnerships, $22 million in natural gas reserves and the remaining 
$25 million in the decommissioning trust fund and other investments. This $25 million includes 
investments in BroadPoint Communications, Inc. BroadPoint has introduced the FreewayTM 
Service, in which customers earn free long-distance telephone service in exchange for listening to 
short, targeted audio advertisements. The Company also invested in North American Power 
Brokers, Inc., a provider of a low-bid, Internet auction-based approach to purchasing natural gas 
and electricity through a secure website. Investing activities during 1997 included approximately 
$180 million in lease investments, $1 1 million in landfill gas reserve investments, $16 million in 
affordable housing partnerships, and $12 million in the decommissioning trust fund and other 
investments. During 1997, the Company committed to approximately $5 million in equity funding 
obligations for lease investments. Investing activities during 1996 included approximately $50 million 
in lease investments, $30 million in gas reserve investments, $IS million in affordable housing 
partnerships, and $6 million in energy solution and other investments. During 1996, the 
Company also committed to approximately $37 million in equity funding obligations for lease and 
affordable housing partnerships. 

Acquisitions and Dispositions 

investment of approximately $34 million (out of a total investment of approximately $1 56 million 
in stock and cash) in the acquisition of water and water-related companies. The Company has 
invested approximately $35 million in stock and cash for additional water and water-related 
company acquisitions through February 1999. The Company also invested $22 million to acquire 
a 50 percent interest in and finance the growth of Control Solutions, LLC, a commercial and 
industrial heating, ventilation and air conditioning service and energy controls company. 

Dispositions in 1998 relate to assets acquired by the Company through leasehold interest 
investments. Dispositions in 1997 related primarily to the sale of Chester and of Exide stock. 
Dispositions in 1996 were comprised of long-term leveraged lease assets totaling $18 million. 

divestiture of its $1 3 1 million portfolio of affordable housing investments. 

Higher income tax expense of $13.2 million or 117.7 percent in 1997 resulted from an increase 

The Company spent approximately $190.5 million in 1998, $1 16.0 million in 1997 and 

The Company has made long-term investments in the following areas: leases, affordable 

In 1998, the Company issued 337,262 shares of DQE Preferred Stock, representing an 

The Company is studying restructuring its current investment portfolio, including the possible 

rn 



Fiaancirzg 
. The Company currently expects to meet its current obligations and debt maturities through the 

year 2003 with funds generated from operations, through new financings and through the proceeds 
from the auction of generation assets. To the extent that acquisition and long-term investment 
opportunities prior to the generation divestiture exceed current expectations, the Company may 
explore various financing alternatives. At December 3 1, 1998, the Company was in compliance 
with all of its debt covenants. 

During 1998, $75 million of mortgage bonds matured and were retired and $100 million of 
8.75 percent mortgage bonds due in May 2022 were redeemed. The retirement and redemption 
were financed using available cash, the proceeds of the $40 million of 6.45 percent mortgage 
bonds due in February 2008 and the proceeds of the $100 million of 7.375 percent mortgage 
bonds due in April 2038 issued by Duquesne. Mortgage bonds in the amount of $75 million will 
mature in July 1999. The Company expects to retire these bonds with available cash, or to 
refinance the bonds. 
In connection with the investment in certain landfill gas property and equipment during 1998, the 

Company issued a $25 million note maturing in 2019, with an annual interest rate of 8.0 percent. 
In connection with the power station exchange with FirstEnergy, the Company anticipates 

terminating the BV Unit 2 lease, in which case the lease liability recorded on the consolidated 
balance sheet would no longer be an obligation of the Company. The underlying collateralized 
lease bonds ($3 7 1 .O million at December 3 1, 1998) would become direct obligations of the 
Company and be recorded on the consolidated balance sheet. The Company would also pay 
approximately $230 million in termination costs, a portion of which the Company expects to 
recover through the proceeds of the generation asset auction. (See “Power Station Exchange” 
discussion on page 40.) 

The Company has $150 million in bank term loans outstanding at December 3 1, 1998, with 
$65 million maturing in 2000 and $85 million maturing in 2001. 

In July 1997, the Company authorized and registered 1,000,000 shares of the DQE Preferred 
Stock, all with $100 liquidation preference, for use in connection with acquisitions by the 
Company of other businesses, assets or securities. Approximately $25 million in long-term debt 
has been assumed in connection with these acquisitions. (See “Acquisitions and Dispositions” 
discussion on page 37.) As of December 3 1, 1998, 352,742 shares of DQE Preferred Stock had 
been issued and were outstanding. An additional 29,928 shares of DQE Preferred Stock were 
issued in January and February 1999. 

outstanding. The holders of such shares are entitled to a 6.5 percent annual dividend to be paid 
each September 30. 

of which Duquesne is the sole general partner, issued $150.0 million principal amount of 
8% percent MIPS with a stated liquidation value of $25.00. The holders of M I P S  are entitled to 
annual dividends of 8 % percent, payable monthly. Such dividends are guaranteed by Duquesne. 

The Company repurchased shares of its common stock on the open market late in 1998. 

Shopt-Tem Bowowirzgs 
At December 3 1, 1998, the Company had two extendible revolving credit arrangements, 

including a $125 million facility expiring in June 1999 and a $150 million facility expiring in 
October 1999. Interest rates can, in accordance with the option selected at the time of the 
borrowing, be based on prime, Eurodollar or certificate of deposit rates. Commitment fees are 
based on the unborrowed amount of the commitments. Both credit facilities contain two-year 
repayment periods for any amounts outstanding at the expiration of the revolving credit periods. 
At December 3 1, 1998 and December 31, 1997, there were no short-term borrowings 
outstanding. 

Sale oj’Accourzts Receivable 

sell, and the corporation to purchase, on an ongoing basis, up to $50 million of accounts 
receivable. The Company had no receivables sold at  December 3 1, 1998 or December 3 1, 1997. 
The accounts receivable sales agreement, which expires in June 1999, is one of many sources of 
funds available to the Company. The Company may attempt to extend the agreement, replace it 
with a similar facility, or eliminate it upon expiration. 

A Duquesne subsidiary has 15 shares of preferred stock, par value $100,000 per share 

In May 1996, Duquesne Capital L.P. (Duquesne Capital), a special-purpose limited partnership 

The Company and an unaffiliated corporation have an agreement that entitles the Company to 

I 



Naslear h e &  Leasing 
The Company finances its acquisitions of nuclear fuel through a leasing arrangement, under 

which it may finance up to $75 million of nuclear fuel. As of December 3 1, 1998, the amount of 
nuclear fuel financed by the Company under this arrangement totaled approximately $41.8 million. 
The actual nuclear fuel costs to be financed will be influenced by such factors as changes in 
interest rates; lengths of the respective fuel cycles; reload cycle design; operations; the power 
station exchange; and changes in nuclear material costs and services, the prices and availability of 
which are not known a t  this time. Such costs may also be influenced by other events not presently 
foreseen. The Company plans to continue leasing nuclear fuel to fulfill its requirements at least 
through September 1999, the remaining term of the leasing arrangement. The Company may 
attempt to extend the arrangement, replace it with a similar facility, or eliminate it upon expiration 
through the purchase of the balance of the nuclear fuel. The Company anticipates divesting its 
nuclear stations. (See “Power Station Exchange” discussion on page 40.) 

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

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

In Pennsylvania, the Customer Choice Act went into effect on January 1, 1997. The Customer 
Choice Act enables Pennsylvania’s electric utility customers to purchase electricity at market prices 
from a variety of electric generation suppliers (customer choice). Although the Customer Choice Act 
will give customers their choice of electric generation suppliers, the existing, franchised local 
distribution utility is still responsible for delivering electricity from the generation supplier to the 
customer. The local distribution utility is also required to serve as the provider of last resort for all 
customers in its service territory, unless other arrangements are approved by the PUC. The provider 
of last resort must provide electricity for any customer who cannot or does not choose an alternative 
electric generation supplier, or whose supplier fails to deliver. The Customer Choice Act provides 
that the existing franchised utility may recover, through a CTC, an amount of transition costs that 
are determined by the PUC to be just and reasonable. Pennsylvania’s electric utility restructuring is 
being accomplished through a two-stage process consisting of an initial customer choice pilot period 
(which ended in December 1998) and a phase-in to competition period (which began in January 
1999). The Company’s estimated negative net income impact of the customer choice pilot program 
during 1998, with 5 percent of customers participating, was approximately $6 million. 

Phase-In to Competition 
The phase-in to competition began in January 1999, when 66 percent of customers became 

eligible to participate in customer choice (including customers covered by the pilot program); 
all customers will have customer choice in January 2000. As of February 8, 1999, approximately 
12 percent of the Company’s customers had chosen alternative generation suppliers. Customers 
that have chosen an electricity generation supplier other than the Company pay that supplier for 
generation charges, and pay the Company a CTC (discussed below) and charges for transmission 
and distribution. Customers that continue to buy their generation from the Company pay for 
their service at current regulated tariff rates divided into generation, transmission and distribution 
charges. Under the Customer Choice Act, an electric distribution company, such as Duquesne, 
remains a regulated utility and may only offer PUC-approved rates, including generation rates. 
Also under the Customer Choice Act, electricity delivery (including transmission, distribution and 
customer service) remains regulated in substantially the same manner as under current regulation. 

In an effort to “jump start” retail competition, the Company has made 600 MW of power 
available to licensed electric generation suppliers, to be used in supplying electricity to Duquesne’s 
customers who have chosen alternative generation suppliers. The power will be available for the 
first six months of 1999 at a price of 2.6 cents per KWH. This power availability will be 
structured to ensure the power is used to benefit Duquesne’s retail customers. 

WAUE WATUERS 



Rate Cap 
An overall four-and-one-half-year rate cap from January 1, 1997, has been imposed on the 

transmission and distribution charges of Pennsylvania electric utility companies under the 
Customer Choice Act. Additionally, electric utility companies may not increase the generation 
price component of rates as long as transition costs are being recovered, with certain exceptions. 

R e ~ ~ ~ n g  Pian 
In its May 29, 1998, final restructuring order, the PUC determined that the Company should 

recover most of the above-market costs of the generation assets, including plant and regulatory 
assets through the collection of the CTC from electric utility customers. The total of the 
transition costs to be recovered is $2,133 million ($1,485 million, net of tax) over a seven-year 
period beginning January 1, 1999, as may be adjusted to account for the proceeds of the 
generation asset auction. In addition, the transition costs as reflected on the consolidated balance 
sheet will be amortized over the same period that the CTC revenues are being recognized. The 
Company will earn an 11 percent pre-tax return on the unrecovered balance. 

In the second quarter of 1998, the Company recorded an extraordinary charge (PUC 
restructuring charge) against earnings of $142.3 million ($82.5 million, net of tax) for the 
generation-related stranded costs not considered by the PUC’s restructuring order to be 
recoverable from customers. The Pennsylvania restructuring charge included Phillips, BI, 
deferred caretaker costs related to the two stations and deferred coal costs. The charge resulted 
in a reduction of Duquesne’s contribution to the Company’s earnings per share by $1.06. 

Restrmcturing Plan and Auction Plan. With respect to transition cost recovery, the PUC’s final 
order on the restructuring plan approved Duquesne’s proposal to auction its generation assets and 
use the proceeds to offset transition costs. The remaining balance of such costs (with certain 
exceptions described below) will be recovered from ratepayers through a CTC, collectible 
through 2005. Until the divestiture is complete, Duquesne has been ordered to use an interim 
system average CTC and price to compare based on the methodology approved in its pilot 
program (approximately 2.9 cents per KWH for the CTC and approximately 3.8 cents per KWH 
for the price to compare). 

On December 18, 1998, the PUC approved Duquesne’s auction plan, including an auction of its 
provider of last resort service, as well as an agreement in principle to exchange certain generation 
assets with FirstEnergy. The assets to be auctioned will include Duquesne’s wholly owned 
Cheswick Power Station, Elrama Power Station, Phillips and BI, as well as the stations to be 
received from FirstEnergy in the power station exchange described below. The auction plan calls 
for a two-phase, sealed bid process similar to that used in other power plant divestitures. The 
initial confidential bidding process is expected to begin in March 1999, with potential buyers 
identified by Duquesne being asked to submit non-binding bids. Final agreements governing the 
transactions must be approved by various regulatory agencies, including the PUC, the FERC, the 
NRC, the Department of Justice and/or the Federal Trade Commission. Duquesne currently 
expects the sale to close at the end of 1999 or the beginning of 2000. 

Power Station Exchange. Pursuant to the agreement in principle and subject to the execution and 
regulatory approval of definitive agreements, Duquesne and FirstEnergy will exchange ownership 
interests in certain power stations. Duquesne will receive 100 percent ownership rights in three 
coal-fired power plants located in Avon Lake and Niles, Ohlo and New Castle, Pennsylvania 
(totaling approximately 1,300 MW), which the Company expects to sell simultaneously as part of 
the auction of generation assets. FirstEnergy will acquire Duquesne’s interests in BV Unit 1, 
BV Unit 2,  Perry Unit 1, Sammis Unit 7, Eastlake Unit 5 and Bruce Mansfield Units 1, 2 and 3 
(totaling approximately 1,400 MW). In connection with the power station exchange, the 
Company anticipates terminating the BV Unit 2 lease. (See “Financing” discussion on page 38.) 
Pursuant to the December 18, 1998, PUC order and subject to final approval, the proceeds from 
the sale of the power stations received in the exchange will be used to offset the transition costs 
associated with Duquesne’s currently-held generation assets and the costs associated with 
completing the exchange. Duquesne expects this exchange to enhance the value received from the 
auction, because participants will bid on plants that are wholly owned by Duquesne, rather than 
plants that are jointly owned and/or operated by another entity. Additionally, the auction will 
include only coal- and oil-fired plants, which are anticipated to have a higher market value than 



nuclear plants. These value-enhancing features, along with a minimum level of auction proceeds 
guaranteed by FirstEnergy, are expected to maximize auction proceeds, minimize transition costs 
required to be recovered through the CTC (by shortening the length of the CTC recovery 
period), and thus reduce customer bills as rapidly as possible. Other benefits of this exchange 
include the resolution of all joint ownership issues, and other risks and costs associated with the 
jointly-owned units. Although the PUC has said the exchange appears to be in the public interest, 
the definitive exchange agreement must be submitted for PUC approval, and certain aspects of 
the exchange will have to be approved by, among other agencies, the FERC, the NRC and the 
Department of Justice. The power station exchange is expected to occur simultaneously with the 
anticipated closing of the sale of Duquesne’s generation through the auction at  the end of 1999 or 
in early 2000. 

Termination of the AYE Merger 
On July 28, 1998, DQE’s Board of Directors concluded that it could not consummate the merger 

with AYE, toward which the Company had been working. The Company believes that AYE suffered 
a material adverse effect as a result of the PUC’s final restructuring order regarding AYE’S utility 
subsidiary, West Penn Power Company. More information regarding thls decision is set forth in 
the Company’s Current Report on Form 8-K dated July 28, 1998. On July 30, 1998, AYE informed 
DQE that it would continue to work toward consummation of the merger, and also pursue all 
remedies available to protect the legal and financial interests of AYE and its shareholders. 

On September 17, 1998, the PUC issued an order stating that, unless the parties jointly agreed to 
an extension of time to consummate the merger beyond October 5, 1998 (the relevant date under 
the merger agreement), their merger application with the PUC would be considered withdrawn. 
On October 5, 1998, the Company announced its unilateral termination of the merger agreement. 
More information regarding this termination is set forth in the Company’s Current Report on 
Form 8-K dated October 5, 1998. In a letter dated February 24, 1999, the PUC informed the 
Company that the merger application was deemed withdrawn and the docket was closed. 

AYE filed suit in the United States District Court for the Western District of Pennsylvania, 
seeking to compel the Company to proceed with the merger and seeking a temporary restraining 
order and preliminary injunction to prevent the Company from certain actions pending a trial, or 
in the alternative seeking an unspecified amount of money damages. On October 28, 1998, the 
judge denied AYE’S motion for the temporary restraining order and preliminary injunction. AYE 
appealed to the United States Court of Appeals for the Third Circuit, asking for an injunction 
pending the appeal and expedited treatment of the appeal. On November 6, 1998, the Third 
Circuit denied the motion for an injunction and granted the motion to expedite the appeal. 
Argument was held on January 15, 1999, and a decision is pending. The ultimate outcome of this 
suit cannot be determined at this time. 

Defmed Energy Costs 

($6.7 million net of tax) through the CTC for energy costs previously deferred under the ECR. 
Recovery of &IS amount was approved in the PUC’s final restructuring order. The Company also 
requested recovery of an additional $3 1.2 million ($18.2 million net of tax). T h s  amount relates to 
fuel costs that had been deferred between the time of the restructuring plan filing and the 
restructuring order in accordance with a PUC order with respect to the Company’s ECR. As part 
of its December 18, 1998, order the PUC denied recovery of thls additional amount. The 
Company has appealed the PUC’s denial of recovery to the Pennsylvania Commonwealth Court. 

PUC’s specific authorization for the Company to create a regulatory asset for these costs, the 
Company believes that it is probable that these costs will be recovered through retail rates. In the 
event that the Company does not prevail in its appeal with the Pennsylvania Commonwealth 
Court, these costs would be written off as a charge against income during 1999. 

Many existing computer programs and embedded microprocessors use only two digits to 
identify a year (for example, “98” is used to represent “1998”). Such programs read “00” as the 
year 1900, and thus may not recognize dates begrnning with the year 2000, or may otherwise 
produce erroneous results or cease processing when dates after 1999 are encountered. 

As part of its restructuring plan filing, the Company requested recovery of $1 1.5 million 

Based upon the Customer Choice Act, which mandates recovery of all regulatory assets, and the 



Year 2000 Plan. In 1994, the Company began reviewing its critical information systems that 
impact operations and financial reporting in order to develop a strategy to address required 
computer software and system changes and upgrades. The Company has since assembled a 
Year 2000 team, comprised of management representatives from all functional areas of the 
Company, which continues to explore the exposure to Year 2000-related issues in computer 
software and in devices and equipment (such as plant components, substations, elevators, and 
heating and cooling systems) containing embedded microprocessors that may not correctly 
identify the year. The team is also exploring potential related issues that may originate with third 
parties with whom the Company does business. To support the planning, organization and 
management of its efforts, the team has retained Year 2000 consultants. 

In general, the Company’s overall strategy to address the Year 2000 issue is comprised of four 
phases that, in some cases, are performed simultaneously. These phases are: inventory, assessment, 
remediation, and testing and implementation. 

Inventory consists of identifymg the various components, equipment, hardware, and software 
used in the Company’s operations that may potentially be faced with Year 2000 issues. This 
inventory effort was completed during the fourth quarter of 1998. 

Assessment consists of evaluating all inventoried items for Year 2000 compliance or readiness. 
This is accomplished by contacting the vendors and manufacturers, inspecting software and code, 
researching the results of other companies’ assessment of like components, and various other 
means. Assessment activities have been completed as of the date of this report. The Company’s 
business is dependent upon external suppliers for the reliable delivery of their products and 
services. The Company has inquired in writing of its suppliers and service providers with regard 
to their Year 2000 readiness. The Company is meeting with critical suppliers and service providers 
to further corroborate evidence of their Year 2000 readiness. 

Remediation refers to the activities necessary to fix or replace those components that have 
Year 2000 issues that will adversely affect the Company’s operations. Remediation concentrates 
first on those systems, components, and equipment that substantially impact the Company’s ability 
to perform its essential business functions (mission critical). Remediation is currently under way 
and is scheduled to be substantially complete in the second quarter of 1999. This remediation is in 
addition to previously planned improvements to the Company’s systems with benefits beyond Year 
2000 solutions, such as total system replacements discussed below. 

Testing and implementation consists of placing renovated processes, systems, equipment, and 
other items into use within the Company’s operations. Testing is performed on all mission critical 
processes, whether or not remediation activities were involved in the process. Testing and 
implementation will be substantially completed during the second quarter of 1999. 

Throughout the execution of its Year 2000 plan, the Company has been providing and will 
continue to provide information on its activities to the PUC, the NRC and the North American 
Electric Reliability Counsel (NERC), which coordinates the network of interconnected utilities across 
the nation. The Company’s plan is in accordance with ‘NRC guidelines, and the Company is workmg 
with the NRC to certify that its nuclear power station safety and operations systems, and issues 
related to suppliers, will be ready for the Year 2000. NERC has been requested by the DOE to review 
the national electric power production and delivery infrastructure to ensure a reliable power supply 
during the Year 2000 transition period. The Company is working with NERC to address these issues 
through monthly status reporting and participation in regional Year 2000 tests. The Company also 
participates in the Electric Power Research Institute’s project to share information about technical 
issues regarding Year 2000 with other entities in the electric utility industry. 

Risks and Contingency Plans. The Company currently believes that implementation of its plan will 
minimize the Year 2000 issues relating to its systems and equipment. The Company’s goal is to ensure 
that all components and services that in any material manner contribute to operational reliability, 
customer relations, safety, revenue and regulatory compliance will be suitable for continued use 
beyond December 3 1, 1999, in some cases with appropriate work-arounds or contingency plans. The 
Company understands that many variables outside the control of the Company may have an adverse 
affect on the ability of the Company to perform its mission critical processes (e.g., telecommunication 
providers may not be able to provide uninterrupted service). Therefore, the Company is developing 
contingency plans for all mission critical processes in an effort to mitigate these risks. Contingency 
plans will be developed and tested for all mission critical processes by the end of the second quarter 
of 1999. The Company continues to review its operations and its critical external suppliers and service 
providers in order to determine any worst-case scenarios it could face as a result of Year 2000 problems. 



Costs. The estimated total cost of implementing the Company’s Year 2000 plan is approximately 
$49 million, which includes costs related to total system replacements (the Year 2000 solution 
comprises only a portion of the benefit resulting from such replacements). These costs to date, 
primarily incurred as a result of software and system changes and upgrades by Duquesne, have been 
approximately $39 million. Of this amount, approximately $35 million represents capital costs 
attributable to the licensing and installation of new software for total system replacements. The 
remaining $4 million has been expensed as incurred. Funds for the Company’s Year 2000 plan have 
come from the Company’s operating and capital budgets. Approximately $10 million has been 
budgeted for 1999 to address Year 2000 issues. The Company does not anticipate that Year 2000 
issues and related costs will be material to the Company’s operations, financial condition and 
results of operations. 

The foregoing paragraphs contain forward-looking statements regarding the timetable, 
effectiveness and ultimate cost of the Company’s Year 2000 strategy. Actual results could 
materially differ from those implied by such statements due to known and unknown risks and 
uncertainties, including, but not limited to: the possibility that changes and upgrades are not 
timely completed, that corrections to the systems of other companies on which the Company’s 
systems rely may not be timely completed, and that such changes and upgrades may be 
incompatible with the Company’s systems; the availability and cost of trained personnel; and the 
ability to locate and correct all relevant computer code and microprocessors. 

Investment in PP&E and Acmmuhted Depreciation 

for major classes of property at December 3 1, 1998 and 1997 are as follows: 

PP&E and Related Accumulated Deweciation at December 31, 

PROPErnV, 
PUNT AND 
EQBDOFMEWU 
(PP&Q 

The Company’s total investment in PP&E and the related accumulated depreciation balances 

(Tbousandr of Dollars) 
1998 1997 

Accumulated Net Accumulated Net 
Investment Depreciation Investment Investment Depreciation Investment 

Electric delivery $1,531,116 $ 522,531 $1,008,585 $1,528,128 $ 509,998 $1,018,130 
Electric production 2,797,800 2,491,162(a) 306,638 2,528,927 1,175,516 1,353,411 
Electric general 130,43 1 64,544 65,887 334,565 192,439 142,126 
Capital leases 123,374 63,604 59,770 113,662 50,725 62,937 
Other 301,417 25,487 275,930 119,846 34,116 85,730 

Total $4,884,138 63,167,328 $1,716,810 $4,625,128 $1,962,794 $2,662.3 34 

(a) See “Restructuring Plan” discussion on page 40. 

Electric delivery PP&E includes: (1) high voltage transmission wires used in delivering 
electricity from the generating stations to substations; ( 2 )  substations and transformers; (3) lower 
voltage distribution wires used in delivering electricity to customers; and (4) related poles and 
equipment. Electric production PP&E includes fossil and nuclear generating stations and, in 
1998, an allocated portion of general PP&E. This allocation was done in conjunction with the 
PUC restructuring order. Electric production accumulated depreciation in 1998 reflects the write- 
down of production plant values to the PUC-determined market value. (See “Restructuring Plan” 
discussion on page 40.) Electric general PP&E includes internal telecommunication equipment, 
vehicles and office equipment. The Company’s capital leases are primarily associated with leased 
nuclear fuel and, to a lesser extent, other electric plant. The Other PP&E is comprised of water 
systems, water treatment facilities, various buildings and land, E-Fuel@ facilities, landfill gas 
recovery equipment and other property related to the Company’s expanded business lines. 



Joint Interests in Generating Units 

Pennsylvania Power Company, The Cleveland Electric Illuminating Company (CEI) and The 
Toledo Edison Company), with respect to several jointly owned/leased generating units, which 
include provisions for coordinated maintenance responsibilities, limited and qualified mutual 
back-up in the event of outages, and certain capacity and energy transactions. 

In September 1995, the Company commenced arbitration against CEI, seeking damages, 
termination of the operating agreement for Eastlake Unit 5 (Eastlake) and partition of the parties’ 
interests in Eastlake through a sale and division of the proceeds. The arbitration demand alleged, 
among other things, the improper allocation by CEI of fuel and related costs; the mismanagement 
of the administration of the Saginaw coal contract in connection with the closing of the Saginaw 
mine, which historically supplied coal to Eastlake; and the concealment by CEI of material 
information. CEI also seeks monetary damages from the Company for alleged unpaid joint costs 
in connection with the operation of Eastlake. The Company removed the action to the United 
States District Court for the Northern District of Ohio, Eastern Division, where it is now 
pending. Pursuant to the agreement in principle regarding the power station exchange between 
Duquesne and FirstEnergy, the parties jointly sought and received, on October 26, 1998, a court 
order staying all proceedings pending execution of definitive exchange agreements. Upon such 
execution, the parties will seek a further stay of proceedings pending the closing of the exchange. 
(See “Power Station Exchange” discussion on page 40.) 

Joint Interests in Power Stcztions 

The Company has various contracts with subsidiaries of FirstEnergy (Ohio Edison Company, 

Nuclear Power Stations Beaver Valley Perry 
unit 1 Unit 2 unit 1 

Duquesne 
FirstEnergy Corporation 

* 47.50% * 13.74% (a) 13.74% 
52.50% 86.26% * 86.26% 

Fossil Power Stations Sammis Bruce Mansfield Eastlake 
unit7 Unit1 Unit2 Unit? unit 5 

Duquesne 31.20% 29.30% 8.00% 13.74% 3 1.20% 
FirstEnergy Corporation * 68.80% * 70.70% * 92.00% * 86.26% * 68.80% 
*Denotes Operator 
(a) In 1987, the Company sold and leased back its 13.74 percent interest in BV Unit 2. The Company leased back its 

interest in the unit for a term of 29.5 years. 

At December 3 1, 1998, the Company had 3,986 employees. Duquesne had 1,521 employees in 
the electricity generation business segment, 1,2 58 in the electricity delivery business segment and 
582 in administration. Aquasource had 539 employees in the water and water service companies, 
and the other expanded business lines had 86 employees. Duquesne is party to a labor contract 
expiring in September 2001 with the International Brotherhood of Electrical Workers (IBEW), 
which represents approximately 2,000 of Duquesne’s employees. The contract provides, among 
other things, employment security, income protection and 3 percent annual wage increases 
through September 2000. Duquesne and the IBEW have agreed on a package of additional benefits 
and protections for union employees affected by the divestiture of generation assets. Any buyer of 
generation assets currently owned by Duquesne will be required to offer work to current IBEW 
employees on a seniority basis, recognize the IBEW as the exclusive bargaining representative, 
establish comparable employee benefit plans, and assume the current labor contract. 

In connection with the anticipated divestiture, Duquesne has developed early retirement 
programs and enhanced separation packages available for eligible IBEW and management 
employees. Duquesne expects to recover related costs through the divestiture proceeds. 

The Company anticipates divesting itself of its generation assets through the auction and the 
power station exchange by early 2000 and, depending on the regulatory approvals of the final 
agreements regarding the divestiture, expects certain obligations related to the divested assets will 
be transferred to the future owners thereof. 

ELECTRIC 
UTBLITV 
OPERATIONS 



@ 

The Company’s fossil plants operated at an availability factor of 80 percent in 1998 and 
84 percent in 1997. The Company’s nuclear plants operated at an availability factor of 52 percent 
in 1998 and 68 percent in 1997. The next refueling outage for BV Unit 1 is currently scheduled to 
begin in the spring of 2000. The next refueling outages for BV Unit 2 and Perry Unit 1 are 
currently scheduled to begin at the end of February 1999 and in March 1999, respectively. The 
timing and duration of scheduled maintenance and refueling outages, as well as the duration of 
forced outages, affect the availability of power stations. The Company normally experiences its 
peak demand in the summer. The 1998 customer system peak demand of 2,484 MW occurred on 
August 7, 1998. 

Beaver klley Power Station 
BV Unit 1 went off-line on January 30, 1998, due to an issue identified in a technical review 

completed by the Company. BV Unit 2 went off-line on December 16, 1997, to repair the 
emergency air supply system to the control room. BV Unit 2 remained off-line due to other issues 
identified by a technical review, similar to that performed at BV Unit 1. These technical reviews, 
held in response to a 1997 commitment made by the Company to the NRC, have been completed. 
The Company was one of many utilities faced with similar issues, some of which date back to the 
initial start-up of BVPS. BV Unit 1 returned to service on August 15, 1998, and BV Unit 2 
returned to service on September 28, 1998. 

BVPS’s two units are equipped with steam generators designed and built by Westinghouse 
Electric Corporation (Westinghouse). Similar to other Westinghouse nuclear plants, outside 
diameter stress corrosion cracking (ODSCC) has occurred in the steam generator tubes of both 
units. The units still have the capability to operate at 100 percent reactor power, although 
approximately 17 percent of BV Unit 1 and 3 percent of BV Unit 2 steam generator tubes have 
been removed from service. Material acceleration in the rate of ODSCC could lead to a loss in 
plant efficiency and significant repairs or replacement of BV Unit 1 steam generators. The total 
replacement cost of the BV Unit 1 steam generators is estimated at $125 million, $59 million of 
which would be the Company’s responsibility. The earliest that the BV Unit 1 steam generators 
could be replaced during a currently scheduled refueling outage is the fall of 2001. BVUnit 2,  
which was placed in service 11 years after BV Unit 1, has not yet exhibited the degree of ODSCC 
experienced at BV Unit 1. It is too early in the life of BV Unit 2 to determine the extent to which 
ODSCC may become a problem at that unit. 

Fossil Fuel 
The Company believes that sufficient coal for its coal-fired generating units will be available 

from various sources to satisfy its requirements for the foreseeable future. During 1998, approxi- 
mately 2.0 million tons of coal were consumed at the Company’s two wholly owned coal-fired 
stations, Cheswick Power Station (Cheswick) and Elrama Power Station (Elrama). 

Pennsylvania. At December 3 I ,  1998, the Company’s net investment in the mine was $4.4 million. 
The Company estimates that, at December 3 I ,  1998, its economically recoverable coal reserves at 
Warwick Mine were in excess of 1.4 million tons. Commencing in 1997, an unaffiliated operator 
began producing up to 360,000 tons of coal per year, for exclusive use at Elrama. This 
arrangement terminates in March 2000. The Company purchases the remaining coal for use at 
Elrama on the open market. The current estimated liability for mine closing, including final site 
reclamation, mine water treatment and certain labor liabilities is $47.6 million, and the Company 
has recorded a liability on the consolidated balance sheet of approximately $39.9 million toward 
these costs. The remaining $7.7 million will be charged to expense during 1999 and the first 
quarter of 2000. 

During 1998,48 percent of the Company’s coal supplies were provided by contracts, including 
Warwick Mine, with the remainder satisfied through purchases on the spot market. The Company 
had three long-term contracts in effect at December 31, 1998, that, in combination with spot 
market purchases, are expected to furnish an adequate future coal supply. The Company does not 
anticipate any difficulty in replacing or renewing these contracts as they expire from 2000 through 
2005. At December 3 1, 1998, the Company’s wholly owned generating units had on hand an 
average coal supply of 45 days. 

The Company owns Warwick Mine, an underground mine located in southwestern 



Nuclear Fuel 
The cycle of production and utilization of nuclear fuel consists of (1) mining and milling of 

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

jointly ownedlleased nuclear units through 2000. An adequate supply of conversion services 
through the year 2002 is also under contract. Enrichment services for the Company’s joint 
interests in BV Units 1 and 2 and Perry Unit 1 will be supplied through fiscal year 1999 under a 
United States Enrichment Corporation (USEC) Utility Services contract. The Company has 
terminated, at zero cost, all of its enrichment services requirements under this contract for the 
fiscal years 2000 through 2009 and is planning to secure required enrichment services during this 
period from other suppliers. The Company continues to review on an annual basis its alternatives 
for enrichment services for the years 2010 through 2014 under the USEC contract and may 
terminate these future years if it can arrange more cost-effective enrichment services. Fuel 
fabrication contracts are in place to supply reload requirements through 2005 and 2004 
respectively, for BV Unit 1 and BV Unit 2,  and for the life of plant for Perry Unit 1. The 
Company will continue to make arrangements for future uranium supply and related services, as 
required. (See “Nuclear Fuel Leasing” discussion on page 39.) 

Nuclear Decommissioning 
The Company expects to decommission BV Unit 1, BV Unit 2 and Perry Unit 1 no earlier 

than the expiration of each plant’s operating license in 2016,2027 and 2026, respectively. 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 decontamination costs, is $170 million, 
$55 million and $90 million, respectively. The amount currently being used to determine the 
Company’s cost of service related to decommissioning all three nuclear units is $224 million. 

Funding for nuclear decommissioning costs is deposited in external, segregated trust accounts 
and invested in a portfolio of corporate common stock and debt securities, municipal bonds, 
certificates of deposit and United States government securities. The market value of the aggregate 
trust fund balances at December 3 1, 1998, totaled approximately $62.7 million. 

decommissioning liability for each of the nuclear plants in exchange for the balance in the 
decommissioning trust funds, plus the decommissioning costs expected to be collected through 
the CTC. 

Nuclear Insurance 

single incident at a nuclear plant to $9.8 billion. The maximum available private primary 
insurance of $200 million has been purchased by the Company. Additional protection of 
$9.6 billion would be provided by an assessment of up to $88.1 million per incident on each 
licensed nuclear unit in the United States. The Company’s maximum total possible assessment, 
$66.1 million, which is based on its ownership or leasehold interests in three nuclear generating 
units, would be limited to a maximum of $7.5 million per incident per year. This assessment is 
subject to indexing for inflation and may be subject to state premium taxes. If assessments from 
the nuclear industry prove insufficient to pay claims, the United States Congress could impose 
other revenue-raising measures on the industry. 

decontamination 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 Limited (NEIL), an industry mutual insurance company that provides a 
portion of this coverage, are inadequate to cover claims arising from an incident at  any United 
States nuclear site covered by that insurer, the Company could be assessed retrospective premiums 
totaling a maximum of $7.3 million. 

An adequate supply of uranium is under contract to meet the Company’s requirements for its 

As part of the power station exchange, FirstEnergy has agreed in principle to assume the 

The Price-Anderson Amendments to the Atomic Energy Act of 1954 limit public liability from a 

The Company’s share of insurance coverage for property damage, decommissioning and 



In addition, the Company participates in a NEIL program that provides insurance for the 
increased cost of generation and/or 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 17 weeks after 
an accident, with no coverage thereafter. If NEIL’S losses for this program ever exceed its reserves, 
the Company could be assessed retrospective premiums totaling a maximum of $2.6 million. 

Spent Nuclear Fuel Disposal 

spent nuclear fuel and a policy requiring the establishment of a final repository to accept spent 
nuclear fuel. Electric utility companies have entered into contracts with the United States 
Department of Energy (DOE) for the permanent disposal of spent nuclear fuel and high-level 
radioactive waste in compliance with this legislation. The DOE has indicated that its repository 
under these contracts will not be available for acceptance of spent nuclear fuel before 2010. The 
DOE has not yet established an interim or permanent storage facility, despite a ruling by the 
United States Court of Appeals for the District of Columbia Circuit that the DOE was legally 
obligated to begin acceptance of spent nuclear fuel for disposal by January 3 1, 1998. Existing on- 
site spent nuclear fuel storage capacities at BV Unit 1, BV Unit 2 and Perry Unit 1 are expected 
to be sufficient until 2018,2012 and 201 1, 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 against the DOE. The parties requested the court to suspend the utilities’ 
payments into the Nuclear Waste Fund and to place future payments into an escrow account until 
the 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 ruling, issued November 14, 1997, and affirmed on 
rehearing May 5, 1998, denied the relief requested by the utilities and states and permitted the 
DOE to pursue alternative dispute resolution, but prohibited the DOE from using its lack of a 
spent fuel repository as a defense. The United States Supreme Court declined to review the 
decision. The utilities’ remaining remedy is to sue the DOE in federal court for money damages 
caused by the DOE’S delay in fulfilling its obligations. 

Uranium Enrishment Obligations 

and decommissioning of DOE uranium enrichment facilities. Assessments are based on the 
amount of uranium a utility had processed for enrichment prior to enactment of the National 
Energy Policy Act of 1992 and are to be paid by such utilities over a 15-year period. At December 
3 1, 1998, the Company’s liability for contributions was approximately $6.2 million (subject to an 
inflation adjustment), which will be recovered through the CTC as part of transition costs. 

and other environmental matters. The Company believes it is in current compliance with all 
material applicable environmental regulations. As discussed above, the Company anticipates 
divesting itself of its generation assets, and expects that environmental obligations related to 
divested assets will transfer to the new owners. 

As required by Title V of the Clean Air Act Amendments (Clean Air Act), the Company filed 
comprehensive air operating permit applications for Cheswick, Elrama, BI and Phillips in 1995. 
Approval is still pending for these applications. The Company filed its Title IV Phase 11 Clean Air 
Act compliance plan with the PUC on December 27, 1995. The Company also filed Title IV Phase 11 
permit applications for oxides of nitrogen (NOJ emissions from Cheswick, Elrama and Phillips with 
the Allegheny County Health Department and the Pennsylvania Department of Environmental 
Protection P E P )  on December 23, 1997. Approval is also pending for these applications. 

Acid Rain Program requirements of the Clean Air Act, the Phase II Acid Rain Program requires 
significant additional reductions of sulfur dioxide (SO,) through the end of 2000. The Company 
currently has 662 M W  of nuclear capacity and 887 M W  of coal capacity equipped with SO, 
emission-reducing equipment. Through the year 2000, the Company will implement a combination 
of compliance methods that include fuel switching; increased use of, and improvements in, SO, 
emission-reducing equipment; and the purchase of emission allowances for those remaining stations 
where it is anticipated that emissions will exceed allocated SO, allowances. 

The Nuclear Waste Policy Act of 1982 established a federal policy for handling and disposing of 

Nuclear reactor licensees in the United States are assessed annually for the decontamination 

Various federal and state authorities regulate the Company with respect to air and water quality 

Acid Rain Progvam Requirements. Although the Company believes it has satisfied all of the Phase I 



The Company has developed, patented and installed low NO, burner technology for the 
Elrama boilers. These cost-effective NO, reduction systems installed on the Elrama roof-fired 
boilers were specified as the benchmark for the industry for this class of boilers in the 
Environmental Protection Agency’s (EPA) final Group I1 rulemalung. In 1998, the Company 
installed low-cost burner modifications to existing low NO, burner technology and a new flue gas 
conditioning system to maximize the effects of combustion-related controls at Cheswick. 

Ozone Reduction Requirements. In addition to the Phase 11 Acid Rain Program requirements, the 
Company is responsible for NO, reduction requirements to meet the current Ozone Ambient Air 
Quality Standards under Title I of the Clean Air Act. Compliance with the current ozone standard 
is based on pre-1997 ozone data, using a one-hour average value approach. During the 1998 
summer ozone season, the western Pennsylvania “area” achieved compliance with the one-hour 
ozone standard. The Company believes it will continue its current low NO, emission levels under 
the maintenance plan being established by the DEP. The Company further believes it will be able to 
meet any additional NO, reduction levels specified under the maintenance plan, through reductions 
required in 1999 under the Ozone Transport Commission control program described below. 

In September 1998, the EPA issued additional ozone-related NO, reduction requirements under 
the Clean Air Act, which will affect the Company’s power plants and will supersede reduction levels 
specified for 2003 by the Ozone Transport Commission control program. The EPA requires states 
in the northeast and midwest to amend their implementation plans to impose NO, allowance caps 
on emissions during the May to September control period. Because the DEP has only recently 
proposed implementation regulations, the costs of compliance cannot be determined by the 
Company at this time. However, the Company anticipates that compliance would require 
additional capital and operation costs beyond those already estimated through 2000. 

Fumre Air Quality Requirements. The Company is closely monitoring other future air quality 
programs and air emission control requirements that could result from more stringent ambient air 
quality and emission standards for SO, and NO, particulates and other by-products of coal 
combustion. In 1997, the DEP finalized a regulation to implement additional NO, control 
requirements that were recommended by the Ozone Transport Commission. The estimated costs 
to comply with this program have been included in the Company’s capital cost estimates through 
the year 2000. The Company currently estimates that additional capital costs to comply with 
Clean Air Act requirements through the year 2000 will be approximately $5 million. These capital 
costs may be reduced by short term optimization of NO, reduction systems and the purchase of 
NO, emission allowances. 

In July 1997, the EPA announced new national ambient air quality standards for ozone and fine 
particulate matter. To allow each state time to determine which areas may not meet the standards, 
and to adopt control strategies to achieve compliance, the ozone standards will not be implemented 
until 2004, and the fine particulate matter standards will not be implemented until 2007 or later. 
Because appropriate state ambient air monitoring and implementation plans have not been 
developed, the costs of compliance with these new standards cannot be determined by the 
Company at this time. 

In December 1997, more than 160 nations reached a preliminary agreement (Kyoto Protocol), 
under which, among other things, the United States would be required to reduce its greenhouse 
gas emissions during the years 2008 through 2012. The Kyoto Protocol has been signed by the 
Clinton administration. However, until the Kyoto Protocol has been ratified by the Senate and 
the related greenhouse gas reduction programs have been developed, the costs of compliance 
cannot be determined by the Company at this time. 

Other. In 1992, the DEP issued Residual Waste Management Replations governing the generation 
and management of non-hazardous residual waste, such as coal ash. The Company is assessing the 
sites it utilizes and has developed compliance strategies that are currently under review by the 
DEP. Capital costs of $3.8 million were incurred by the Company in 1998 to comply with these 
DEP regulations. Based on information currently available, approximately $4.5 million will be 
spent in 1999. The additional capital cost of compliance is estimated, based on current 
information, to be approximately $4.8 million per year for the next three years. This estimate is 
subject to the results of groundwater assessments and DEP final approval of compliance plans. 



Under the Emergency Planning and Community Right-to-&ou, Act of 1986, certain manufacturing 
and industrial companies are required to file annual toxic release inventory reports. The first 
submission by coal- and oil-fired electric utility generating stations is due July 1, 1999, to report on 
emissions and discharges for 1998. Toxic release inventory reporting does not involve emission 
reductions. The Company does not anticipate any material impact resulting from this requirement. 

The Comprehensive Environmental Response, Compensation and Liability Act of 1980 and the 
Supe+nd Amendments and Reauthorization Act of  1986 established a variety of informational and 
environmental action programs. Through its investment in GSF Energy (GSF), the Company 
indirectly became involved in three hazardous waste sites. GSF was a minor contributor of 
materials to each site, and other solvent potentially responsible parties are involved. GSF believes 
that available defenses, along with its overall limited involvement, will limit any potential liability 
it may have for clean-up costs. Additionally, as part of the GSF investment the Company is 
indemnified for any costs that it may incur related to these sites by at least one financially 
responsible party. Accordingly, the Company believes that these matters will not have a material 
adverse effect on its financial position, results of operations or cash flows. 

The Company’s water and water-related operations are subject to the federal Safe Drinking Water 
Act, which provides for uniform minimum national water quality standards, as well as governmental 
authority to specify treatment processes to be used for drinking water. These operations are also 
subject to the federal Clean Water Act, which regulates the discharge of pollutants into waterways. 

such matters, in total, will not have a materially adverse effect on its financial position, results of 
operations or cash flows. 

Customer Advanced Reliability §ystem 

Company with an electronic link to its customers, including the ability to read customer meters. 
During 1998, the Company’s service contract with Itron, Inc. was expanded to include additional 
advanced commercial and industrial customer metering capabilities and associated software. 
Installation of this advanced metering subsystem commenced in 1998 and will continue during 1999. 
As of December 3 1, 1998, the base CARS system had essentially been completed, with nearly all 
residential meters adapted for CARS, and approximately 470,000 meters being read daily. 

Retirement Plan Measurement Assumptions 
The Company decreased the discount rate used to determine the projected benefit obligation 

on the Company’s retirement plans at December 3 1, 1998, to 6.5 percent. The assumed change in 
compensation levels and the assumed rate of return on plan assets were also decreased to reflect 
current market and economic conditions. The effects of these changes on the Company’s 
retirement plan obligations are reflected in the amounts shown in “Employee Benefits,” Note N 
to the consolidated financial statements, on page 73. The resulting change in related expenses for 
subsequent years is not expected to be material. 

Recent Accounting Pronouncement 
In June 1998, the Financial Accounting Standards Board (FASB) issued SFAS No. 133, 

Accountingfor Derivative Instruments and Hedging Activities (SFAS No. 13 3). This statement 
establishes accounting and reporting standards for derivative instruments, including certain 
derivative instruments embedded in other contracts, (collectively referred to as derivatives) and for 
hedging activities. The adoption of SFAS No. 13 3 is not expected to have a significant impact on 
the Company’s financial statements and disclosures. 

The Company is involved in various other environmental matters. The Company believes that 

The Customer Advanced Reliability System (CARS) is a communications service that provides the 

Except for historical information contained herein, the matters discussed in this annual report 
are fonvard-looking statements which involve risks and uncertainties including, but not limited 
to, economic, competitive, governmental and technological factors affecting the Company’s 
operations, markets, products, services and prices and other factors discussed in the Company’s 
filings with the Securities and Exchange Commission. 



To the Directors and Shareholders ofDQE, Inc.: 

as of December 31, 1998 and 1997, and the related consolidated statements of income, 
comprehensive income, retained earnings, and cash flows for each of the three years in the period 
ended December 3 1, 1998. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements based on 
our audits. 

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

financial position of DQE, Inc. and its subsidiaries as of December 31, 1998 and 1997, and the 
results of their operations and their cash flows for each of the three years in the period ended 
December 3 1, 1998, in conformity with generally accepted accounting principles. 

We have audited the accompanying consolidated balance sheet of DQE, Lnc. and its subsidiaries 

In our opinion, such consolidated financial statements present fairly, in all material respects, the 

Deloitte & Touche LLP 
Pittsburgh, Pennsylvania 
January 26, 1999 

The Audit Committee, composed entirely of non-employee directors, meets regularly with the 
independent certified public accountants and the internal auditors to discuss results of their audit THE AUDQB 

coMwoBTEE OF work, their evaluation of the adequacy of the internal accounting controls and the quality of 

05 DQE 

TW 
Rs financial reporting. 

In fulfilling its responsibilities in 1998, the Audit Committee recommended to the Board of 
Directors, subject to shareholder approval, the selection of the Company’s independent certified 
public accountants. The Audit Committee reviewed the overall scope and details of the 
independent certified public accountants’ and internal auditors’ respective audit plans and 
reviewed and approved the independent certified public accountants’ general audit fees and non- 
audit services. 

auditors and independent certified public accountants. To ensure auditor independence, both the 
independent certified public accountants and the internal auditors have full and free access to the 
Audit Committee. 

Audit Committee meetings are designed to facilitate open communications with internal 

The Audit Committee of the Board of Directors of DQE 



(Thousands of Dollars, Except Per Share Amounts) 
E a r  Ended December 31, 

n 9 9 ~  1997 1996 
Sales of Electricity: 

Residential $ 4110,960 $ 405,915 $ 405,392 

Total customer revenues n,6)190,586 I ,099,457 1,085,761 

Total Sales of Electricity 1,1126,989 1,124,318 1,144,053 

Commercial 490,009 494,834 489,646 
Industrial 189,617 198,708 190,723 

Utilities 36,203 24,861 58,292 

Other 142.809 105.856 92.724 
Total Operating Revenues 1,269,598 1,2 30,174 1,2 36,777 

Fuel and purchased power 262,560 223,411 236,924 
Other operating 
Maintenance 
Depreciation and amortization 
Taxes other than income taxes 

361,790 317,747 309,559 
74,908 82,869 78,386 

8 n , m  82,567 85,974 
211'3,1156 242,843 222,928 

Total Operating Expenses 997,732 949,437 933,771 

E 

Operating Income 27n,866 280,737 303,006 
Long-term investment income 105,1139 64,464 49,636 
Gain on dispositions 6,809 34,364 5,119 
Interest and other income 24,057 30,979 19,03 5 

Total Other Income 134,005 129,807 73,790 
Interest and Other Charges 110,201 115,638 110,270 
Income Before Income Taxes and Extraordinary Item 299,670 294,906 266,526 
Income Taxes 100,982 95,805 87,388 
Income Before Extraordinary Item 196,688 199,101 179,138 
Extraordinary Item, Net of Tax (82,548) - - 

~ 

Net Income, After Extraordinary Item 114,140 199,101 179,138 

ARNINGS PER 
SHARE 

- - Dividends on Preferred Stock 866 
Earnings Available for Common Stock $ 113,274 $ 199,101 $ 179,138 

Average Number of Common Shares 
Outstanding (Thousands of Shares) 77,683 77,492 77,349 

Basic Earnings Per Share of Common Stock: 
Before Extraordinary Item $ 2.52 $ 2.57 $ 2.32 
Extraordinary Item S(B.06) - - 

After Extraordinary Item $ 1.46 $ 2.57 $ 2.32 

DECLARED 

Diluted Earnings Per Share of Common Stock: 
Before Extraordinary Item $ 2.48 $ 2.54 $ 2.29 
Extraordinary Item $( 1 .04) - - 

After Extraordinary Item $ 1.44 $ 2.54 $ 2.29 

Dividends Declared Per Share of Common Stock $ 11.46 $ 1.38 $ 1.30 

See notes to consolidatedjnancial statements. 



(Thousands of Dollars) 
e- , ". As of Uecember 51, 

C998 1997 
Current Assets: 
Cash and temporary cash investments $ 108,790 $ 356,412 

Receivables: 
Electric customer accounts receivable 87,262 90,149 
Water customer accounts receivable 110,591 47 1 
Other utility receivables 25,412 23,106 
Other receivables 5 n ,944 33,001 
Less: Allowance for uncollectible accounts (9,4115) (15,016) 

Total Receivables - Net 165,794 i 3 i , n i  
Materials and supplies (at average cost): 

Operating and construction 58,747 53,088 
Coal 95,702 20,418 

Total Materials and Supplies 84,449 73,506 
Other current assets 115,7119 7,727 

Total Current Assets 374,752 569,356 

Long-Term Investments: 
Leveraged leases 
Affordable housing 
Gas reserves 
Other leases 
Other 98,877 73,823 

Total Long- Term Investments 760,438 722,786 

Property, Plant and Equipment: 
Electric plant in service 4,379,703 4,335,149 

Construction work in progress 79,644 56,47 1 
Property held under capital leases 1123,374 113,662 

Other 30n,4117 119,846 
Gross property, plant and equipment 4,884,n 38 4,62 5,128 
Less: Accumulated depreciation and amortization (3,1167,328) (1,962,794) 

Total Property, Plant and Equipment - Net n,n6,8no 2 , 6 6 2 ~  34 

Other Non-Current Assets: 
Transition costs 2,132,980 - 

Regulatory assets 64,568 680,885 
Other 198,0115 59,041 

Total Other Non-Current Assets 2,395,563 739,926 
Total Assets $5,247,563 $4,694,402 

See notes to cmolidated financial statements, 



(Thousands of Dollars) 
As of December 31, 
1998 1997 

LIABILITIES AND Current Liabilities: 
CAalBALIZATION Accounts payable 

Current maturities and sinking fund requirements 
Dividends declared 
Accrued liabilities 
Notes payable 
Other 

$ 21,100 $ 85,085 
00,822 97,844 
33,009 30,312 
87,944 79,949 
4,525 - 
6,864 14,339 

Total Current Liabilities 354,264 307,529 

Non-Current Liabilities: 
Deferred income taxes - net 777,017 667,652 

Deferred income 156,579 225,107 
Capital lease obligations 36,596 37,540 
Deferred investment tax credits 24,076 97,782 
Other 310,981 255,467 

Total Non-Current Liabilities 1,780,819 1,2 83,548 

Beaver Valley lease liability 47 5,s 70 - 

Commitments and Contingencies (Notes B through 0) 

Capitalization: 
Long-Term Debt 1,364,879 1,376,12 1 

Preferred and Preference Stock: 
DQE preferred stock 
Preferred stock of subsidiaries 
Preference stock of subsidiaries 

35,274 1,548 
215,608 214,608 
26,914 28,295 

Total preferred and preference stock before deferred employee 
stock ownership plan (ESOP) benefit 277,796 244,4S 1 

Deferred ESOP benefit (14,240) (16,400) 
Total Prefm-ed and Preference Stock 263,556 228,051 

Common Shareholders’ Equity: 
Common stock - no par value (authorized - 187,500,000 

shares; issued - 109,679,154 shares) 994,996 996,508 
Retained earnings 869,671 869,749 
Treasury stock (at cost) (32,305,726 and 31,998,723 shares) (385,976) (371,82 1) 
Accumulated other comprehensive income 5,354 4,717 

Total Common Shareholders’ Equity 1,484,045 1,499,153 
Total Capitalization 3,882,4180 3,103,32 5 

Total Liabilities and Capitalization $5,247,563 $4,694,402 

See notes to consolidated financial statements. 



d Cash FBOWS 

(Thousandr of Dollars) 
Year Ended December 31, 

I998 1997 1996 
Net income $nn4,140 $199,101 $179,138 

Extraordinary item, net of tax 82,548 - - 
Depreciation and amortization 2u,n56 242,843 222,928 

Investment income ( n  n n,904) (66,246) (57,429) 

Increase in ECR (119,2119) (25,318) (3,948) 

Principal non-cash charges (credits) to net income: 

Deferred income and other taxes B 19,945 60,811 (43,170) 
Capital lease, nuclear fuel and investment amortization 80,574 67,671 53,166 

Gain on disposition of investments (6,889) (34,364) (5,119) 
Changes in working capital other than cash (36,995) (36,758) 2,915 

Other (78,479) (40,038) 34,445 
Net Cash Provided fiom Operating Activities 360,957 367,702 382,926 

Capital expenditures 
Acquisition of water companies 
Long-term investments 
Acquisition of Control Solutions 
Proceeds from disposition of investments 
Sale of generating station 
Other 

(1190,548) (116,004) (101,150) 
(822,007) (6961 1) 

(2 n ,954) - - 

- 
(68,895) (2 19,122) (101,3 8 1) 

6,809 86,300 18,100 
- - 169,100 

(512) (1,132) (1,898) 
Net Cash Used in Investing Activities 

Reductions of long-term obligations: 
Long-term debt 
Capital leases 

Dividends on common and preferred stock 
Repurchase of common stock 
Increase (decrease) in notes payable 
Issuance of long-term debt 
Issuance of subsidiary preferred stock 
Other 

(2 5 6,5 69) 

(52,100) 
(1 3,55 1) 

(106,959) 
(3 0) 
- 
- 
- 

6,941 

(1 7,2 2 9) 

(SO, 8 12) 
( 1 9,3 2 6) 

(1003 17) 
(1 1,7 17) 
(28,637) 
85,000 

150,000 
(3,477) 

Net Cash (7J.sed in) h i d e d . j i m n  FinuncingActivities (2111,472) (165,699) 20,514 
Net (decrease) increase in cash 

and temporary cash investments (247,622) (54,566) 386,2 11 
Cash and temporary cash investments at beginning of year 356,412 410,978 24,767 
Cash and temporary cash investments at  end of year sn08,990 $356,412 $410,978 

Interest (net of amount capitalized) $ 911,462 $ 95,413 $ 95,702 
Income taxes $ 27,978 $ 66,703 $ 91,641 

Preferred stock issued in conjunction with 
long-term investments $ 33,726 $ 2,548 $ - 

Note iayable issued in conjunction with purchase 

Capital lease obligations recorded $ 7,855 $ 27,514 $ 13,050 

Equity funding obligations recorded $ -  $ 5,441 $ 36,716 
On May 1, 1997, DQE exchanged its shares in Chester Engineers for shares of common stock of the 
purchaser of Chester Engineers, which were subsequently sold at  various dates through June 5, 1997. 

of property $ 25,000 $ - $ -  ACTlVOTBES 

Equity funding obligations cancelled $ -  $ 9,107 $ - 

See notes to consolidatedjnancial statements. 



Ear Ended December 31, 
1998 1997 1996 

Net income ~n4,1140 $ 199,101 $ 179,138 

Other comprehensive income: 
Unrealized holding gains arising during the year, 

Less: reclassification adjustment for gains included 

net of tax of $452, $5,154 and $0 637 7,268 - 

in net income, net of tax of $0, $4,440 and $0 
Total Other Comprehensive Income 639 1,008 - 

Comprehensive Income nn4,m $ 200,109 $ 179,138 

- - (6,260) 

See notes to consolidated financial statements. 

As of December 31, 
n998 1997 1996 

Balance a t  beginning of year $ $69,749 $ 777,607 $ 698,986 
Net income nn4,im 199,101 179,138 
Dividends declared ( in4 ,m)  (106,959) (ioo,si7) 

Balance at End of Year $ 849,471. $ 869,749 $ 777,607 

See notes to cansolidated financial statements. 

A. Consolidation 
~~~~~~ OF 

‘NG 

DQE, Inc. (DQE) is a multi-utility delivery and services company. Its subsidiaries are Duquesne 
Light Company (Duquesne); Aquasource, Inc. (Aquasource); DQE Energy Services, Inc. (DES); 
DQEnergy Partners, Inc. (DQEnergy); Duquesne Enterprises, Inc. (DE); and Montauk, Inc. 
(Montauk). DQE and its subsidiaries are collectively referred to as “the Company.” 

transmission, distribution and sale of electric energy and a water resource management company 
that acquires, develops and manages water and wastewater utilities. The Company’s expanded 
business lines offer a wide range of energy-related technologies, industrial and commercial energy 
services, telecommunications and other complementary services. The expanded business lines’ 
initiatives include energy facility development and operation, domestic and international 
independent power production, the production and supply of innovative fuels, investments in 
communications systems (including long-distance telephone service) and electronic commerce. In 
addition, one of the Company’s subsidiaries is a financial services company that makes long-term 
investments and provides financing for the other expanded business lines and related customers. 

On December 18, 1998, the Pennsylvania Public Utility Commission (PUC) approved the 
Company’s plan to divest itself of its generation assets through an auction (including an auction of 
its provider of last resort service), and an agreement in principle to exchange certain power stations 
with FirstEnergy Corporation (FirstEnergy). Final agreements governing these transactions must 
be approved by various regulatory agencies. The Company currently expects these transactions to 
close in late 1999 or early 2000. (See “Rate Matters” discussion, Note F, on page 60.) 

The Company’s utility operations include an electric utility engaged in the generation, 



Basis of Accounting 
The Company is subject to the accounting and reporting requirements of the Securities and 

Exchange Commission (SEC). In addition, the Company’s electric utility operations are subject to 
regulation by the PUC, including regulation under the Pennsylvania Electricity Generation Customer 
Choice and Competition Act (Customer Choice Act), and the Federal Energy Regulatory 
Commission (FERC) under the Federal Power Act with respect to rates for interstate sales, 
transmission of electric power, accounting and other matters. 

Customer Choice Act (see “Rate Matters,” Note F, on page 60), the electricity generation 
portion of the Company’s business no longer meets the criteria of Statement of Financial 
Accounting Standards (SFAS) No. 71, Accounting for the Efects of Certain Types of Regulation 
(SFAS No. 71). Accordingly, application of SFAS No. 7 1 to this portion of the Company’s 
business has been discontinued and the Company now applies SFAS No. 101, Regulated 
Entevrises - Accounting for the Discontinuation of Application of FASB Statement No 71 (SFAS 
No. 101) as interpreted by Emerging Issues Task Force (EITF) 97-4, Deregulation o f  the Pricing of 
Electricity - Issues Related t o  the Application of FASB Statements No. 71 and 101. Under SFAS 
No. 101, the regulatory assets and liabilities of the generation portion of the Company are 
determined on the basis of the source from which the regulated cash flows to realize such 
regulatory assets and settle such liabilities will be derived. Pursuant to the PUC’s final 
restructuring order, certain of the Company’s generation-related regulatory assets will be 
recovered through a competitive transition charge (CTC) collected in connection with providing 
transmission and distribution services (the electricity delivery business segment). The Company 
will continue to apply SFAS No. 71 with respect to such assets. Fixed assets related to the 
generation portion of the Company’s business have been evaluated in accordance with SFAS No. 
121, Accountingfor the Impaimtent of Long-Lived Assets to Be Disposed Of (SFAS No. 12 1). Applying 
SFAS No. 121 to the non-regulated generation assets, it has been determined that the Company’s 
generation assets are impaired. However, pursuant to the PUC’s final restructuring order, the 
Company will recover its above-market investment in generation assets through the CTC. Under 
the Company’s plan to auction its generation assets, the market value utilized by the PUC in 
determining the value of the generation assets will be the net after-tax proceeds received from the 
auction of its generation assets. Accordingly, the amount of book value authorized by the PUC to 
be recovered has been reclassified on the consolidated balance sheet from property, plant and 
equipment to transition costs, until the auction has been completed and all approvals for the final 
CTC accounting have been granted. The electricity delivery business segment continues to meet 
SFAS No. 71 criteria and accordingly reflects regulatory assets and liabilities consistent with cost- 
based ratemaking regulations. The regulatory assets represent probable future revenue to the 
Company, because provisions for these costs are currently included, or are expected to be 
included, in charges to electric utility customers through the ratemaking process. (See “Rate 
Matters,” Note F, on page 60.) 

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

Energy Cost Rate Adjustment Chase (ECR) 
Through the ECR, the Company previously recovered (to the extent that such amounts were 

not included in base rates) nuclear fuel, fossil fuel and purchased power expenses. Also through 
the ECR, the Company passed to its customers the profits from short-term power sales to other 
utilities (collectively, ECR energy costs). As a consequence of the PUC’S final order regarding the 
Company’s restructuring plan (see “Rate Matters,” Note F, on page 60), such fuel costs are no 
longer recoverable through the ECR. Instead, effective May 29, 1998 (the date of the PUC’s final 
restructuring order), fuel costs are expensed as incurred and thus impact net income. 

Under-recoveries from customers prior to May 29, 1998, were recorded on the consolidated 
balance sheet as a regulatory asset. At December 3 1, 1998, $42.7 million was receivable from 
customers. The Company expects to recover this amount through the CTC. (See “Restructuring 
Plan” discussion, Note F, on page 61.) At December 3 1, 1997, $23.5 million was receivable 
from customers. 

As a result of the PUC’s final order regarding the Company’s restructuring plan under the 



Revenues fi-om Utility Sales 

and surrounding areas. (See “Rate Matters,” Note F, on page 60.) This territory represents 
approximately 800 square miles in southwestern Pennsylvania. The population of the area served 
by the Company’s electric utility operations, based on 1990 census data, is approximately 
1,510,000, of whom 370,000 reside in the City of Pittsburgh. In addition to serving approximately 
580,000 direct customers, the Company’s utility operations also sell electricity to other utilities. 

The Company’s water utility operations provide service to customers throughout the United 
States. The Company’s water operations have grown rapidly and are currently approaching 
300,000 customer connections. 

Meters are read monthly and utility customers are billed on the same basis. Revenues are 
recorded in the accounting periods for which they are billed, with the exception of energy cost 
recovery revenues. (See “Energy Cost Rate Adjustment Clause” discussion on page 56.) 

Maintenance 

maintenance costs will be expensed as incurred. Historically, incremental maintenance costs incurred 
for refueling outages at the Company’s nuclear units were deferred for amortization over the period 
between refueling outages (generally 18 months); the Company would accrue, over the periods 
between outages, anticipated costs for scheduled major fossil generating station outages. Maintenance 
costs incurred for non-major scheduled outages and for forced outages were charged to expense as 
such costs were incurred. During the fourth quarter of 1998, a reversal of the fossil maintenance 
outage accrual was made for outages planned to o c m  after the divestiture of the generation assets. 

Depreciation and Amortization 

on a straight-line basis over the estimated remaining useful lives of properties. Goodwill, 
representing the excess of the cost over the net tangible and identifiable assets of acquired 
businesses, is stated at  cost and is amortized on a straight-line basis over the estimated future 
periods to be benefited (25 to 40 years). Goodwill is included in other non-current assets on the 
consolidated balance sheet. In certain regulatory jurisdictions the Company expects to recover its 
goodwill and to earn a return on those costs through the ratemaking process. Amortization of gas 
reserve investments and depreciation of related property are on a units of production method over 
the total estimated gas reserves. Amortization of interests in affordable housing partnerships is 
based upon a method that approximates the equity method; and amortization of certain other 
leases is on the basis of benefits recorded over the lives of the investments. Depreciation and 
amortization of other properties are calculated on various bases. 

The Company records nuclear decommissioning costs under the category of depreciation and 
amortization expense, and accrues a liability, equal to that amount, for nuclear decommissioning 
expense. On the Company’s consolidated balance sheet, the decommissioning trusts have been 
reflected in other long-term investments, and the related liability has been recorded as other non- 
current liabilities. Trust fund earnings increase the fund balance and the recorded liability. 
(See “Nuclear Decommissioning” discussion, Note J, on page 66.) 

The Company’s electric utility operations’ composite depreciation rate increased from 3 .S percent 
to 4.25 percent effective May 1, 1996. Also in 1996, the Company expensed $9 million related to 
the depreciation portion of deferred rate synchronization costs in conjunction with the Company’s 
1996 PUC-approved mitigation plan. As a result of the May 29, 1998, PUC restructuring order, 
the Company reduced its rate of depreciation on its generation assets, including plant and 
transition costs, to achieve a net book value as of December 3 1, 1998, equal to the level approved 
for recovery as transition costs. 

Income Taxes 

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

The Company’s electric utility operations provide service to customers in the City of Pittsburgh 

Effective January 1, 1999, as a result of the PUC’s h a l  restructuring order, all electric utility 

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

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



For its electricity delivery business segment, the Company recognizes a regulatory asset for the 
deferred tax liabilities that are expected to be recovered from customers through rates. (See “Rate 
Matters,” Note F, and “Income Taxes,” Note H, on pages 60 and 64.) 

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

the electricity delivery business segment generally are deferred. Such credits are subsequently 
reflected, over the lives of the related assets, as reductions to income tax expense. 

Other OperatiBg Revenues and Other Income 
Other operating revenues include the Company’s non-kilowatt-hour (KWH) utility revenues and 

revenues from expanded business lines’ operating activities. Other income primarily is made up of 
income from long-term investments entered into by the expanded business lines. The income is 
separated from other revenues as the investment income does not result from operating activities. 

Propeq,  Plant and Equipment 
The asset values of the Company’s properties are stated at original construction cost, which 

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

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

The asset values of the Company’s electricity generation business segment properties were 
written down to market value in accordance with SFAS No. 12 1 in conjunction with the final 
PUC restructuring order. (See “Basis of Accounting” discussion on page 56.) 

Tempormy Cash Investments 

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

Earnings Per Share 
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 dilution that could occur if securities or other contracts to issue 
common stock were exercised or converted into common stock, or resulted in the issuance of 
common stock that then shared in the earnings of the entity. 

The preference stock of the ESOP, as described in Note N, “Employee Benefits,” was the 
primary cause for the dilution of earnings per share for the years ended December 3 1,  1998, 1997 
and 1996 as shown on the statement of consolidated income. Each share of the preference stock is 
exchangeable for one and one-half shares of DQE common stock. Assuming conversion at the 
beginning of each year, the number of DQE shares was added to the denominator (weighted- 
average number of common shares outstanding). Partially offsetting the dilutive effect of the 
additional shares, the preference stock has an annual dividend rate of $2.80 per share, which was 
added back to the numerator (income available to common stockholders). The result of 
calculating both basic and dilutive earnings per share was a $0.02 dilutive effect for 1998, after the 
Pennsylvania restructuring charge, and a $0.03 dilutive effect for 1997 and 1996. 

Stock-Based Compensation 

prescribed in APB Opinion No. 2J, Accountingfor Stock Issued to Employees, and related interpretations. 
Accordingly, compensation cost for stock options is measured as the excess, if any, of the quoted 
market price of the Company’s stock at  the date of the grant over the amount any employee must 
pay to acquire the stock. Compensation cost for stock appreciation rights is recorded annually, 
based on the quoted market price of the Company’s stock at the end of the period. 

When applied to reduce the Company’s income tax liability, investment tax credits related to 

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

Temporary cash investments are short-term, highly liquid investments with original maturities 

The Company accounts for stock-based compensation using the intrinsic value method 



6. 

Rechssijkation 

1998 presentation. 

Recent Accounting Pronouncement 

The 1997 and 1996 consolidated financial statemen ; have been reclassified to onform with 

In June 1998, &e Financial Accounting Standards Board (FASB) issued SFAS No. 133, 
Accountingfor Derivative Instruments and Hedging Activities (SFAS No. 133). This statement 
establishes accounting and reporting standards for derivative instruments, including certain 
derivative instruments embedded in other contracts (collectively referred to as derivatives) and for 
hedging activities. The adoption of SFAS No. 133 is not expected to have a significant impact on 
the Company’s financial statements and disclosures. 

Cbanges in Working Ca italkk Other than Cash 
(Net OfDispositions an Acquisitions) for the Ear Ended December 31, 

(Thousands of Dollars) 
6! 

1998 1997 1996 
Receivables (n9,080) $ (14,476) $ (1,946) 

Other current assets (n ,ow  (519) (948) 

Other current liabilities (36,698) (15,030) (168) 

Materials and supplies (10,942) (1,740) 1,286 

Accounts payable 30,945 (4,993) 4,691 

Total $ (36,995) $ (36,758) $ 2,915 

In addition to its wholly owned generating units, the Company, together with FirstEnergy, has 
an ownership or leasehold interest in certain jointly owned units. The Company is required to pay 
its share of the construction and operating costs of the units. The Company’s share of the operating 
expenses of the units is included in the statement of consolidated income. The Company anticipates 
divesting itself of its generation assets. (See “Rate Matters,” Note F, on page 60.) 

Generating Wnits 

Unit Capability Source 

Cheswick 570 Coal 
Elrama (a) 48 7 Coal 
Eastlake Unit 5 (f) 186 Coal 
Sammis Unit 7 (f) 187 Coal 
Bruce Mansfield Units 1, 2 and 3 (a)(f) 400 Coal 
Beaver Valley Unit 1 (b)(f) 385 Nuclear 
Beaver Valley Unit 2 (c)(d)(f) 113 Nuclear 
Perry Unit 1 (e)(f) 164 Nuclear 
Brunot Island Units 2a and 2b 178 Fuel Oil 

Generating Fuel 

(IMegawatts) 

Total Generating Units 2,670 

(a) The unit is equipped with flue gas desulfurization equipment. 
(b) The Nuclear Regulatory Commission (NRC) has granted a license to operate through January 2016. 
(c) In 1987, the Company sold and leased back its 13.74 percent interest in Beaver Valley Unit 2. 
(d) The NRC has granted a license to operate through May 2027. 
(e) The NRC has granted a license to operate through March 2026. 
(f) Jointly owned with FirstEnergy. 

Additionally, the Company has an ownership interest in certain cold-reserved generating units. 
The Brunot Island (BI) Units 1 and 3 and the Phillips Power Station (Phillips), with a combined 
capacity of 428 MW, will be offered as part of the Company’s generation asset auction. 



D. 
LONG-TERM 
INVESTMENTS 

The Company m-es equity investments in affor, housing anL gas reserve partnerships as a 
limited partner. At December 31, 1998, the Company had investments in 27 affordable housing 
funds and 29 gas reserve sites. The Company is the lessor in 9 leveraged lease arrangements 
involving mining equipment, rail equipment, fossil generating stations, a waste-to-energy facility, 
high speed service ferries and natural gas processing equipment. These leases expire in various 
years beginning in 2004 through 203 3. The recorded residual value of the equipment at the end 
of the lease terms is approximately 2 percent of the original cost. The Company’s aggregate 
investment represents 20 percent of the aggregate original cost of the property and is either leased 
to a creditworthy lessee or is secured by guarantees of the lessee’s parent or affiliate. The 
remaining 80 percent was financed by non-recourse debt provided by lenders who have been 
granted, as their sole remedy in the event of default by the lessees, an assignment of rentals due 
under the leases and a security interest in the leased property. This debt amounted to $949 million 
and $950 million at December 31, 1998 and 1997. 

Net Leveraped Lease Investments at December 31, (Thousands of Dollars) 
1998 1997 

Rentals receivable (net of non-recourse debt) $632,879 $638,030 
Estimated residual value of leased assets 22,029 22,029 

Less: Unearned income (266,795) (3 10,930) 
Leveraged lease investments 388,113 349,129 

Less: Deferred taxes arising from leveraged leases (185,639) (115,383) 

Net Leveraged Lease Investments $202,474 $23 3,746 

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 in 
assets of nuclear decommissioning trusts and marketable securities. Deferred income primarily 
relates to the Company’s other lease investments and certain gas reserve investments. Deferred 
amounts will be recognized as income over the lives of the underlying investments for periods 
generally not exceeding seven years from the time of investment. 

preference per share (DQE Preferred Stock), to issue as consideration in lieu of cash in 
connection with acquisitions by the Company of other businesses, assets or securities. (See 
“Preferred and Preference Stock,” Note L, on page 70.) Through December 3 1, 1998, the 
Company had invested approximately $166 million (of which approximately $35 million was in 
the form of DQE Preferred Stock) to acquire the stock or assets of water and water-related 
companies. The Company also invested $22 million to acquire a 50 percent interest in and finance 
the growth of Control Solutions, LLC, a commercial and industrial heating, ventilation and air 
conditioning service and energy controls company. 
Competition and the Customer Choice Act 

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

In Pennsylvania, the Customer Choice Act went into effect on January 1, 1997. The Customer 
Choice Act enables Pennsylvania’s electric utility customers to purchase electricity at  market 
prices from a variety of electric generation suppliers (customer choice). Although the Customer 
Choice Act will gwe customers their choice of electric generation suppliers, the existing, 
franchised local distribution utility is still responsible for delivering electricity from the generation 

E. 
ACQUISITIONS 

In 1997, the Company created the Preferred Stock, Series A (Convertible), $100 liquidation 

F. 
RATE MATTERS 



supplier to the customer. The local distribution utility is also required to serve as the provider of 
last resort for all customers in its service territory, unless other arrangements are approved by the 
PUC. The provider of last resort must provide electricity for any customer who cannot or does not 
choose an alternative electric generation supplier, or whose supplier fails to deliver. The Customer 
Choice Act provides that the existing franchised utility may recover, through a CTC, an amount 
of transition costs that are determined by the PUC to be just and reasonable. Pennsylvania’s 
electric utility restructuring is being accomplished through a two-stage process consisting of an 
initial customer choice pilot period (which ended in December 1998) and a phase-in to competition 
period (which began in January 1999). The Company’s estimated negative net income impact of 
the customer choice pilot program during 1998, with 5 percent of customers participating, was 
approximately $6 million. 

Phase-In to Competition 
The phase-in to competition began in January 1999, when 66 percent of customers became 

eligible to participate in customer choice (including customers covered by the pilot program); all 
customers will have customer choice in January 2000. As of February 8, 1999, approximately 
12 percent of the Company’s customers had chosen alternative generation suppliers. Customers 
that have chosen an electricity generation supplier other than the Company pay that supplier for 
generation charges, and pay the Company a CTC (discussed below) and charges for transmission 
and distribution. Customers that continue to buy their generation from the Company pay for 
their service at current regulated tariff rates divided into generation, transmission and distribution 
charges. Under the Customer Choice Act, an electric distribution company, such as Duquesne, 
remains a regulated utility and may only offer PUC-approved rates, including generation rates. 
Also under the Customer Choice Act, electricity delivery (including transmission, distribution and 
customer service) remains regulated in substantially the same manner as under current regulation. 

In an effort to “jump start” retail competition, the Company has made 600 megawatts (MW) of 
power available to licensed electric generation suppliers, to be used in supplying electricity to 
Duquesne’s customers who have chosen alternative generation suppliers. The power will be 
available for the first six months of 1999 at a price of 2.6 cents per KWH. This power availability 
will be structured to ensure the power is used to benefit Duquesne’s retail customers. 

Rate Cap 
An overall four-and-one-half-year rate cap from January 1, 1997, has been imposed on the 

transmission and distribution charges of Pennsylvania electric utility companies under the 
Customer Choice Act. Additionally, electric utility companies may not increase the generation 
price component of rates as long as transition costs are being recovered, with certain exceptions. 

Restructuring P h n  
In its May 29, 1998, final restructuring order, the PUC determined that the Company should 

recover most of the above-market costs of the generation assets, including plant and regulatory 
assets through the collection of the CTC from electric utility customers. The total of the 
transition costs to be recovered is $2,133 million ($1,485 d o n ,  net of tax) over a seven-year period 
beginning January 1,1999, as may be adjusted to account for the proceeds of the generation asset 
auction. In addition, the transition costs as reflected on the consolidated balance sheet will be 
amortized over the same period that the CTC revenues are being recognized. The Company will 
earn an 11 percent pre-tax return on the unrecovered balance. 

In the second quarter of 1998, the Company recorded an extraordinary charge (PUC 
restructuring charge) against earnings of $142.3 million ($82.5 million, net of tax) for the 
generation-related stranded costs not considered by the PUC’s restructuring order to be 
recoverable from customers. The Pennsylvania restructuring charge included Phillips, BI, 
deferred caretaker costs related to the two stations and deferred coal costs. The charge resulted in 
a reduction of Duquesne’s contribution to the Company’s earnings per share by $1.06. The table 
below sets forth the amounts reclassified from regulatory assets and property, plant, and 
equipment to transition costs. 



Other Non-Current Assets ~ks of December 36, 
Other 

Transition Regulatory Regulatory 
costs Assets Assets 

(Thousands of Dollars) 1998 1998 1997 
Power plants (a) $1,073,730 $ - $ -  
Beaver Valley Unit 2 lease liabiliry (See Note I) 47 5,5 70 - - 

Beaver Valley Unit 2 salefleaseback deferred taxes (b) 55,130 - - 
Regulatory tax receivable 2 3 6,480 23,177 301,664 

Unamortized debt costs 45,770 33,612 87,915 
Beaver Valley Unit 2 salefleaseback costs 39,790 - 38,299 
Deferred rate synchronization costs 25,376) - 37,23 1 
Deferred employee costs 14,240 7,779 25,130 
Deferred energy costs 18,510 - 23,514 
DOE decontamination and decommissioning receivable 5,580 - 8,847 
Deferred nuclear maintenance outage costs 3,2 58 - 17,013 
Brunet Island and Phillips cold reserve units (c) - - 105,693 
Deferred coal costs (c) - - 15,711 
Other (c) (d) 1148,560 - ‘ 19,868 

Total $2.132.980 $ 64,568 $680.885 

(a) Amount represents the above-market costs of the power plants and was reclassified in the second quarter of 1998 
from property, plant, and equipment to transition costs. A final determination of plant market value will be 
determined in conjunction with the generation auction. 

(b) Amount represents deferred taxes related to the taxable gain on the salelleaseback of Beaver Valley Unit 2 and was 
reclassified from deferred tax liabilities to transition costs. 

(c) In the second quarter of 1998 amounts were written off as an extraordinary charge to the consolidated statement of 
income as part of the Pennsylvania restructuring charge. 

(d) Amounts reflected in transition costs include reclassifications from other non-current assets and other non-current 
liabilities. In addition, there are amounts included in transition costs that had not previously been recorded on the 
consolidated balance sheet but were determined in the final PUC restructuring order to be costs recoverable from 
customers through the CTC. In the case of amounts not recorded, a regulatory liability was recorded for the same 
amount as the transition costs. 

As part of its restructuring plan filing, the Company requested recovery of $1 1.5 million 
($6.7 million net of tax) through the CTC for energy costs previously deferred under the ECR. 
Although recovery of this amount was approved in the PUC’s final restructuring order, the 
Company subsequently requested recovery of an additional $3 1.2 million ($18.2 million net of tax) 
in deferred fuel costs. On December 18, 1998, the PUC denied recovery of this additional 
amount. The Company has appealed the PUCS denial of recovery to the Pennsylvania 
Commonwealth Court. Based upon the Customer Choice Act, which mandates recovery of all 
regulatory assets, and the PUC’s specific authorization for the Company to create a regulatory 
asset for these costs, the Company believes that it is probable that these costs will be recovered 
through retail rates. In the event that the Company does not prevail in its appeal, these costs 
would be written off as a charge against income during 1999. 

Restructuring Plan and Auction Plan. With respect to transition cost recovery, the PUCS final order 
on the restructuring plan approved Duquesne’s proposal to auction its generation assets and use the 
proceeds to offset transition costs. The remaining balance of such costs (with certain exceptions 
described below) will be recovered from ratepayers through a CTC, collectible through 2005. Until 
the divestiture is complete, Duquesne has been ordered to use an interim system average CTC 
and price to compare based on the methodology approved in its pilot program (approximately 
2.9 cents per KWH for the CTC and approximately 3.8 cents per KWH for the price to compare). 

On December 18, 1998, the PUC approved Duquesne’s auction plan, including an auction of its 
provider of last resort service, as well as an agreement in principle to exchange certain generation 
assets with FirstEnergy. The assets to be auctioned will include Duquesne’s wholly owned Cheswick 
Power Station, Elrama Power Station, Phillips and BI, as well as the stations to be received from 
FirstEhergy in the power station exchange described below. The auction plan calls for a two-phase, 
sealed bid process similar to that used in other power plant divestitures. The initial confidential 
bidding process is expected to begin in March 1999, with potential buyers identified by Duquesne 
being asked to submit non-binding bids. Final agreements governing the transactions must be 
approved by various regulatory agencies, including the PUC, the FERC, the NRC, the 
Department of Justice and/or the Federal Trade Commission. Duquesne currently expects the sale 
to close at the end of 1999 or the beginning of 2000. 



Power Statim Exchange. Pursuant to the agreement in principle and subject to the execution and 
regulatory approval of definitive agreements, Duquesne and FirstEnergy will exchange ownership 
interests in certain power stations. Duquesne will receive 100 percent ownership rights in three coal- 
tired power plants located in Avon Lake and Niles, Ohio and New Castle, Pennsylvania (totaling 
approximately 1,300 MW), which the Company expects to sell simultaneously as part of the auction 
of generation assets. FirstEnergy will acquire Duquesne’s interests in Beaver Valley Unit 1 (BV 
Unit l), Beaver Valley Unit 2 (BV Unit 2), Perry Unit 1, Sammis Unit 7, Eastlake Unit 5 and Bruce 
Mansfield Units 1,2 and 3 (totaling approximately 1,400 Mw). In connection with the power station 
exchange, the Company anticipates terminating the BV Unit 2 lease. (See “Leasing” discussion, 
Note I, on page 65.) Pursuant to the December 18, 1998, PUC order and subject to final approval, 
the proceeds from the sale of the power station received in the exchange will be used to offset the 
transition costs associated with Duquesne’s currently-held generation assets and costs associated with 
completing the exchange. Duquesne expects this exchange to enhance the value received from the 
auction, because participants will bid on plants that are wholly owned by Duquesne, rather than plants 
that are jointly owned and/or operated by another entity. Additionally, the auction will include only 
coal- and oil-fired plants, which are anticipated to have a higher market value than nuclear plants. 
These value-enhancing features, along with a minimum level of auction proceeds guaranteed by 
FirstEnergy, are expected to maximize auction proceeds, minimize transition costs required to be 
recovered through the CTC (by shortening the length of the CTC recovery period), and thus reduce 
customer bills as rapidly as possible. Other benefits of this exchange include the resolution of all joint 
ownership issues, and other risks and costs associated with the jointly-owned units. Although the 
PUC has said the exchange appears to be in the public interest, the definitive exchange agreement 
must be submitted for PUC approval, and certain aspects of the exchange will have to be approved by, 
among other agencies, the FERC, the NRC and the Department of Justice. The power station 
exchange is expected to occur simultaneously with the anticipated closing of the sale of Duquesne’s 
generation through the auction at the end of 1999 or in early 2000. 

Terninnation of the AYE Merger 
On July 28, 1998, DQE’s Board of Directors concluded that it could not consummate the merger 

with AYE, toward which the Company had been working. The Company believes that AYE suffered 
a material adverse effect as a result of the PUC’s final restructuring order regarding AYE’s utility 
subsidiary, West Perm Power Company. More information regarding this decision is set forth in 
the Company’s Current Report on Form 8-K dated July 28, 1998. On July 30, 1998, AYE informed 
DQE that it would continue to work toward consummation of the merger, and also pursue all 
remedies available to protect the legal and financial interests of AYE and its shareholders. 

On September 17, 1998, the PUC issued an order stating that, unless the parties jointly agreed to 
an extension of time to consummate the merger beyond October 5, 1998 (the relevant date under 
the merger agreement), their merger application with the PUC would be considered withdrawn. On 
October 5, 1998, the Company announced its unilateral termination of the merger agreement. More 
information regarding this termination is set forth in the Company’s Current Report on Form 8-K 
dated October 5,1998. In a letter dated February 24,1999, the PUC informed the Company that 
the merger application was deemed withdrawn and the docket was closed. 

AYE filed suit in the United States District Court for the Western District of Pennsylvania, 
seeking to compel the Company to proceed with the merger and seeking a temporary restraining 
order and preliminary injunction to prevent the Company from certain actions pending a trial, or 
in the alternative seeking an unspecified amount of money damages. On October 28, 1998, the 
judge denied AYE’s motion for the temporary restraining order and preliminary injunction. AYE 
appealed to the United States Court of Appeals for the Third Circuit, asking for an injunction 
pending the appeal and expedited treatment of the appeal. On November 6, 1998, the Third 
Circuit denied the motion for an injunction and granted the motion to expedite the appeal. 
Argument was held on January 15, 1999, and a decision is pending. The ultimate outcome of this 
suit cannot be determined at  this time. 

a $125 million facility expiring in June 1999 and a $150 million facility expiring in October 1999. 
Interest rates can, in accordance with the option selected at the time of the borrowing, be based on 
prime, Eurodollar or certificate of deposit rates. Commitment fees are based on the unborrowed 
amount of the commitments. Both credit facilities contain two-year repayment periods for any 
amounts outstanding at the expiration of the revolving credit periods. At December 3 1, 1998 and 
December 31, 1997, there were no short-term borrowings outstanding. 

At December 3 1, 1998, the Company had two extendible revolving credit arrangements, including 



H. The annual federal corporate income tax returns have been audited by the Internal Revenue 
Service (IRS) for the tax years through 1992. The IRS is reviewing the Company’s 1993 and 1994 
returns, and the tax years 1995, 1996, 1997 and 1998 remain subject to IRS review. The Company 
does not believe that final settlement of the federal income tax returns for the years 1990 through 
1998 will have a materially adverse effect on its financial position, results of operations or cash flows. 

Defewed TGX Assets (Liabilities) at December 31, 
(Thousands of Dollars) 

1998 1997 
Tax benefit - long-term investments $ 221,277 $ 235,957 

Unbilled revenue 14,589 19,637 
Investment tax credits unamortized 9,990 40,573 
Gain on saleAeaseback of BV Unit 2 - 58,137 
Other 186,525 65,210 

Deferred tax assets 531,821 4193 14 

Property depreciation (285,783) (7 12,247) 
Leveraged leases (nw,639) (115,383) 
Deferred coal and energy costs (1 5,9 10) 
Loss on reacquired debt unamortized (82,976) (3 1,360) 
Regulatory assets (9,690) (12 5,17 1) 
Other (n33,48s) (87,095) 

Deferred tax liabilities (I, 3 88,83 8) (1,087,166) 

BV lease liability 167,440 - 

Transition costs (664,810) - 

( 1 6,52 5) 

Net Defewed Tax Liabilities $ (777,019) $ (667,652) 

Income Taxes 
(Thousands o f  Dollars) 

Ear Ended December 31, 
1998 1997 1996 

Currently payable: Federal . $ 2,245 $ 3,911 $ 85,976 
State 26,946 3 1,083 44,582 

Deferred - net: Federal $0,104 69,324 (18,737) 
State 2,072 (93) (14,874) 

Investment tax credits deferred - net (18,385) (8,420) (9,559) 
Income Taxes $100,982 $ 95,805 $ 87,388 

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

Income Tax Expense Reconciliation 
(Thousands of Dollars) 

Year Ended December 31, 
B 998 1997 1996 

Computed federal income tax at statutory rate $104,185 $103,217 $ 93,284 
Increase (decrease) in taxes resulting from: 

State income taxes, net of federal income tax benefits 18,370 20,143 19,3 10 
Investment tax benefits - net (14,884) (17,831) (15,116) 
Amortization of deferred investment tax credits (10,385) (8,420) (9,559) 

Total Income Tax Expense $100,982 $ 95,805 $ 87,388 
Other 3,496 (1,304) (53 1) 



I. 
LEASES 

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

Caoital Leases at December 31. 

(Thousands of Dollars) 
I998 1997 

Nuclear fuel $100,956 $ 92,901 
Electric plant 19,923 20,761 

Total 123,394 113,662 

Other 2,695 - 

Less: Accumulated amortization (63,684) (50,725) 
P r o p w ~ y  Held Under Capital Leases - Net (a) $ 59,770 $ 62,937 

(a) Includes $2,037 in 1998 and $2,874 in 1997 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 a term of 29.5 years. The lease provides for semi-annual payments and was 
accounted for as an operating lease. In conjunction with the PUC restructuring order, it was 
determined that the costs related to the lease were transition costs to be recovered through the 
CTC. The Company recorded the lease liability and a corresponding regulatory asset for the 
present value of the future lease payments. 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 lease bonds to take advantage of lower interest rates, thus 
reducing the annual lease payments. The bonds were originally issued in 1987 to partially fund 
the lease of BV Unit 2. The associated letter of credit securing the lessor’s equity interest in the 
unit is $194 million and the term of the letter of credit extends to 1999. The Company currently 
anticipates terminating the lease in connection with the power station exchange with FirstEnergy, 
in which case the lease liability recorded on the consolidated balance sheet would no longer be an 
obligation of the Company. The underlying collateralized lease bonds ($371.0 million at 
December 3 1, 1998) would become direct obligations of the Company and be recorded as debt on 
the consolidated balance sheet. (See “Rate Matters,” Note F, on page 60.) 

Leased nuclear fuel is amortized as the fuel is burned and charged to fuel and purchased power 
expense on the statement of consolidated income. The amortization of all other leased property is 
based on rental payments made (except the BV Unit 2 lease). These lease-related expenses are 
charged to operating expenses on the statement of consolidated income. 

§urnmay of Rental Payments 
(Thousands of  Dollars) 

Ear Ended December 31, 
1998 1997 1996 

Operating leases $57,324 $60,684 $59,503 
Amortization of capital leases 12,943 16,847 19,378 
Interest on capital leases 4,386 3,435 3,703 

Total Rental Payments $74,653 $80,966 $82,584 



I 

Future Minimum Lease Payments 

(Thowands of Dollars) 

Year Ended December 3 1, 
BV Unit 2 Operating 

Lease Leases 
Capital 
Leases 

1999 
2000 
2001 
2002 
2003 
2004 and thereafter 

$ 45,476 $ 8,846 $ 24,839 
45,670 8,610 13,516 
45,643 8,552 10,02 8 
47,305 8,441 5,132 
53,100 - 3,085 

16,919 756,994 - 

Total Minimum Lease Payments $994,188 $34,449 $ 73,519- 
(1 5,786) Less: Amount representing interest 

Present value of minimum lease payments for capital leases (a) $ 57,733 

(a) Includes current obligations of $21.1 million at December 3 I ,  1998. 

Future minimum lease payments for operating leases are related principally to certain corporate 
offices. Future minimum lease payments for capital leases are related principally to the estimated 
use of nuclear fuel financed through leasing arrangements expiring in 1999 and building leases. 

Future payments due to the Company, as of December 3 1, 1998, under subleases of certain 
corporate office space are approximately $6.0 million in 1999, $6.0 million in 2000 and 
$12.7 million thereafter. 

J. The Company anticipates divesting itself of its generation assets through the auction and the 
Ts power station exchange by early 2000 and, depending on the regulatory approvals of the final 

agreements regarding the divestiture, expects certain obligations related to the divested assets will 
be transferred to the future owners. (See “Restructuring Plan” discussion, Note F, on page 61.) 
Constzmctiopz, Investments and Acquisitions 

The Company estimates that it will spend, excluding AFC and nuclear fuel, approximately 
$1 10 million in 1999 (including $30 million for generation), $75 million in 2000 (excluding 
generation) and $70 million in 2001 (excluding generation) for electric utility construction. 
Nuclear- Related Mattem 

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. 

Nuclear Decommissioning. The Company expects to decommission BV Unit 1, BV Unit 2 and 
Perry Unit 1 no earlier than the expiration of each plant’s operating license in 2016,2027 and 2026, 
respectively. 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 decontamination costs, is $1 70 million, 
$55 million and $90 million, respectively. The amount currently used to determine the Company’s 
cost of service related to decommissioning all three nuclear units is $224 million. 

Funding for nuclear decommissioning costs is deposited in external, segregated trust accounts 
and invested in a portfolio of corporate common stock and debt securities, municipal bonds, 
certificates of deposit and United States government securities. The market value of the aggregate 
trust fund balances at December 3 1, 1998, totaled approximately $62.7 million. 

As part of the power station exchange, FirstEnergy has agreed in principle to assume the 
decommissioning liability for each of the nuclear plants in exchange for the balance in the 
decommissioning trust funds, plus the decommissioning costs expected to be collected through 
the CTC. 

N- 
ES 

The Company has an interest in three nuclear units, two of which it operates. The operation 



Nuclear Imrance. The Price-Anderson Amendments to the Atomic Energy Act of 19J4 limit public 
liability from a single incident at a nuclear plant to $9.8 billion. The maximum available private 
primary insurance of $200 million has been purchased by the Company. Additional protection of 
$9.6 billion would be provided by an assessment of up to $88.1 million per incident on each 
licensed nuclear unit in the United States. The Company’s maximum total possible assessment, 
$66.1 million, which is based on its ownership or leasehold interests in three nuclear generating 
units, would be limited to a maximum of $7.5 million per incident per year. This assessment is 
subject to indexing for inflation and may be subject to state premium taxes. If assessments from 
the nuclear industry prove insufficient to pay claims, the United States Congress could impose 
other revenue-raising measures on the industry. 

The Company’s share of insurance coverage for property damage, decommissioning and 
decontamination 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 Limited (NEIL), an industry mutual insurance company that provides a 
portion of this coverage, are inadequate to cover claims arising from an incident at  any United 
States nuclear site covered by that insurer, the Company could be assessed retrospective premiums 
totaling a maximum of $7.3 million. 

In addition, the Company participates in a NEE program that provides insurance for the 
increased cost of generation and/or 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 17 weeks after 
an accident, with no coverage thereafter. If NEIEs losses for this program ever exceed its reserves, 
the Company could be assessed retrospective premiums totaling a maximum of $2.6 million. 

Beaver Ezlley Power Statim (BWS). BVPS’s two units are equipped with steam generators designed 
and built by Westinghouse Electric Corporation (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 1976, has removed 
approximately 17 percent of its steam generator tubes from service through a process called 
“plugging.” However, BV Unit 1 still has the capability 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 either BV Unit 1 or BV Unit 2 have been sleeved to date. BV Unit 2,  which was placed in 
service 11 years after BV Unit 1, has not yet exhibited the degree of ODSCC experienced at BV 
Unit 1. Approximately 3 percent of BV Unit 2’s tubes are plugged; however, it is too early in the 
life of the unit to determine the extent to which ODSCC may become a problem at that unit. 

The Company has undertaken certain measures, such as increased inspections, water chemistry 
control and tube plugging, to minimize the operational impact of and reduce susceptibility to 
ODSCC. Although the Company has taken these steps to allay the effects of ODSCC, the inherent 
potential for future ODSCC in steam generator tubes of the Westinghouse design still exists. Material 
acceleration in the rate of ODSCC could lead to a loss of plant efficiency, significant repairs or the 
possible replacement of the BV Unit 1 steam generators. The total replacement cost of the BV Unit 1 
steam generators is currently estimated at $125 million. The Company would be responsible for 
$59 million of this total, which includes the cost of equipment removal and replacement steam 
generators, but excludes replacement power costs. The earliest that the BV Unit 1 steam generators 
could be replaced during a currently scheduled refueling outage is the fall of 200 1. 

The Company continues to explore all viable means of managing ODSCC, including new 
repair technologies, and plans to continue to perform 100 percent tube inspections during future 
refueling outages. However, the Company may be required to perform an earlier inspection of 
BV Unit 1’s tubes and other equipment during a mid-cycle outage in 1999, to comply with NRC 
requirements to conduct such inspections at BV Unit 1 at least every 20 months. The Company 
has requested permission from the NRC to postpone these inspections until BV Unit 1’s next 
refueling outage, currently scheduled to begin in the spring of 2000, and expects to receive such 
permission early in 1999. The Company completed its inspection of BV Unit 2’s tubes during a 
forced outage in 1998 to comply with NRC requirements to conduct such inspections at BV Unit 
2 at least every 24 months. The next refueling outage for BV Unit 2 is currently scheduled to 
begin at  the end of February 1999. No steam generator tube inspections will be performed until 
the subsequent refueling outage, currently scheduled for the fall of 2000. The Company will 
continue to monitor and evaluate the condition of the BVPS steam generators. 



BV Unit 1 went off-line on January 30, 1998, due to an issue identified in a techmcal review 
completed by the Company. BV Unit 2 went off-line on December 16, 1997, to repair the 
emergency air supply system to the control room. BV Unit 2 remained off-line due to other issues 
identified by a technical review, similar to that performed at BV Unit 1. These technical reviews, 
held in response to a 1997 commitment made by the Company to the NRC, have been 
completed. The Company was one of many utilities faced with similar issues, some of which date 
back to the initial start-up of BVPS. BV Unit 1 returned to service on August 15, 1998, and BV 
Unit 2 returned to service on September 28,1998. 

Spent Nuclear Fuel Disposal. The Nuclear Waste Policy Act of 1982 established a federal policy for 
handling and disposing of spent nuclear fuel and a policy requiring the establishment of a final 
repository to accept spent nuclear fuel. Electric utility companies have entered into contracts with 
the United States Department of Energy (DOE) for the permanent disposal of spent nuclear fuel 
and high-level radioactive waste in compliance with this legislation. The DOE has indicated that 
its repository under these contracts will not be available for acceptance of spent nuclear fuel 
before 2010. The DOE has not yet established an interim or permanent storage facility, despite a 
ruling by the United States Court of Appeals for the District of Columbia Circuit that the DOE 
was legally obligated to begin acceptance of spent nuclear fuel for disposal by January 3 1, 1998. 
Existing on-site spent nuclear fuel storage capacities at  BV Unit 1, BV Unit 2 and Perry Unit 1 
are expected to be sufficient until 2018, 2012 and 2011, respectively. 

In early 1997, the Company joined 3 5  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 against the DOE. The parties requested the court to suspend the utilities’ 
payments into the Nuclear Waste Fund and to place future payments into an escrow account until 
the 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 ruling, issued November 14, 1997, and affirmed on 
rehearing May 5, 1998, denied the relief requested by the utilities and states and permitted the 
DOE to pursue alternative dispute resolution, but prohibited the DOE from using its lack of a 
spent fuel repository as a defense. The United States Supreme Court declined to review the 
decision. The utilities’ remaining remedy is to sue the DOE in federal court for money damages 
caused by the DOE’S delay in fulfilling its obligations. 

Uranium Enrichment Obligations. Nuclear reactor licensees in the United States are assessed 
annually for the decontamination and decommissioning of DOE uranium enrichment facilities. 
Assessments are based on the amount of uranium a utility had processed for enrichment prior to 
enactment of the National Energy Policy Act of 1992, and are,to be paid by such utilities over a 
15-year period. At December 3 1,1998, the Company’s liability for conmbutions was approximately 
$6.2 million (subject to an inflation adjustment), which will be recovered through the CTC as part 
of transition costs. 

Fossil Decommissioning 
Based on studies conducted in 1997, the 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 unit’s final operations. The Company 
was not permitted to recover these costs as part of its restructuring plan. (See “Rate Matters,” 
Note F, on page 60.) 

Gzcarantees 

guaranteed certain debt and lease obligations related to a coal supply contract for Bruce 
Mansfield. At December 3 1, 1998, the Company’s share of these guarantees was $10.4 million. 

fees in exchange for guaranteeing a minimum defined yield to third-party investors. A portion of 
the fees received has been deferred to absorb any required payments with respect to these 
transactions. Based on an evaluation of and recent experience with the underlying housing 
projects, the Company believes that such deferrals are ample for this purpose. 

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

As part of the Company’s investment portfolio in affordable housing, the Company has received 
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In 1992, the Pennsylvania Department of Environmental Protection (DEP) issued Residual 

Waste Management Regulations governing the generation and management of non-hazardous 
residual waste, such as coal ash. The Company is assessing the sites it utilizes and has developed 
compliance strategies that are currently under review by the DEP. Based on information currently 
available, $4.5 million will be spent in 1999 to comply with these DEP regulations. The additional 
capital cost of compliance is estimated, based on current information, to be approximately 
$4.8 million per year for the next three years. This estimate is subject to the results of 
groundwater assessments and DEP final approval of compliance plans. 

Employees 

Brotherhood of Electrical Workers (IBEW), which represents approximately 2,000 of Duquesne's 
employees. The contract provides, among other things, employment security, income protection 
and 3 percent annual wage increases through September 2000. Duquesne and the IBEW have 
agreed on a package of additional benefits and protections for union employees affected by the 
divestiture of generation assets. Any buyer of generation assets currently owned by Duquesne will 
be required to offer work to Current IBEW employees on a seniority basis, recognize the IBEW 
as the exclusive bargaining representative, establish comparable employee benefit plans, and 
assume the current labor contract. 

In connection with the anticipated divestiture, Duquesne has developed early retirement 
programs and enhanced separation packages available for eligible IBEW and management 
employees. Duquesne expects to recover related costs through the divestiture proceeds. 

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

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

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

Duquesne is party to a labor contract expiring in September 2001 with the International 

K. 

(Thousun& of Dollun) 
Interest Principal Outstanding 

Rate Maturity 3199s 1997 
First mortgage bonds 5.90%-8.375% 1999-2038 $743,000 (a) $ 778,000 (b) 
Pollution control notes Adjustable (c) 2009-2030 419,985 417,985 
Sinking fund debentures 5.00% 2010 2,791 2,791 
Term loans 6.47 % -7.47 % 2000-200 1 P 5bb.OOBB 150,000 
Economic development 

revenue bonds 5.5 %-8.75 % 1999-2024 10,960 
Term notes Adjustable (d) 2008 9,§00 - 

and premium - net W 2 f 9  (3,672) 

Miscellaneous 34,2731 31,017 
Less: Unamortized debt discount 

Total Long-Temz Debt $1,364,899 $1 ,3 76,12 1 

(a) Excludes $75.0 million related to current maturities during 1999. 
(b) Excludes $75.0 million related to current maturities during 1998. 
(c) The pollution control notes have adjustable interest rates. The interest rates at year-end averaged 3.9 percent 

(d) Term notes have variable rates, adjusted quarterly. The interest rate at December 31, 1998, was 5.5 percent. 

standing for the next five years were $82.4 million in 1999, $167.1 million in 2000, $86.3 million 
in 2001, $1.2 million in 2002, and $101.1 million in 2003. 

in 1998 and 3.9 percent in 1997. 

At December 3 1, 1998, sinking fund requirements and maturities of long-term debt out- 



Total interest and other charges were $110.2 million in 1998, $115.6 million in 1997, and $110.3 
million in 1996. Interest costs attributable to long-term debt and other interest were $95.6 million, 
$101.2 milhon and $99.4 million in 1998, 1997 and 1996, respectively. Of these amounts, $2.2 million 
in 1998, $2.3 million in 1997 and $1.2 million in 1996 was capitalized as AFC. Debt discount or 
premium and related issuance expenses are amortized over the lives of the applicable issues. 

At December 3 1, 1998, the fair value of the Company’s long-term debt, including current 
maturities and sinking fund requirements, estimated on the basis of quoted market prices for the 
same or similar issues or current rates offered to the Company for debt of the same remaining 
maturities, was $1,467.6 million. The principal amount included in the Company’s consolidated 
balance sheet is $1,443.3 million. 

At December 3 1, 1998 and 1997, the Company was in compliance with all of its debt covenants. 
L. Prefmed and Preference Stock at December 31, ., d 

(Thomanh of Dollars) PREFERRED 
AND 

1998 1997 Call Price PREFERENCE 

STOCK Per Share Shares Amount Shares Amount 
Preferred Stock of DQE: 
Series A Preferred Stock (a) - 352,742 $35,274 15,480 $1,548 
Preferred Stock Series of Subsidiaries: 
3.75% (b) (c) $5 1 .OO 148,000 7,407 148,000 7,407 
4.00% (b) (c) 5 1 .SO 549,709 27,486 549,709 27,486 
4.10% (b) (c) 51.75 119,860 6,012 119,860 6,012 
4.15% (b) (c) 51.73 132,450 6,643 132,450 6,643 
4.20% (b) (c) 51.71 100,000 5,021 100,000 5,021 
$2.10 (b) (c) 51.84 159,000 8,039 159,400 8,039 
9.00% (d) - 10 3,000 10 3,000 
8.375% (e) - 6,000,000 150,000 6,000,000 150,000 
6.5% (0 - 15 1,500 10 1,000 
6.5% (g) - 10 500 - - 

~~ 

Total P L g m e d  Stock of Subsidiaries 215,608 2 14,608 
Preference Stock Series of Subsidiaries: 
Plan Series A (c) (h) 36.90 779,394 26,984 799,456 28,295 
Deferred ESOP benefit (14,240) (1 6,400) 

Total h e j i m e d  and Preference Stock $263,5 56 $228,051 
~~ ~ ~ 

(a) Preferred Stock: 4,000,000 authorized shares; 
no par value; Convertible; $100 liquidation 
preference per share 

(b) Preferred stock: 4,000,000 authorized shares; 
$SO par value; cumulative; $50 per share 
involuntary liquidation value 

(c) Non-redeemable 
(d) 500 authorized shares; $300,000 par value; 

involuntary liquidation value $300,000 per share; 
mandatory redemption beginning August 2000 

(e) Cumulative Monthly Income Preferred Securities, 
Series A (MIPS): 6,000,000 authorized shares; 
$25 involuntary liquidation value 

(f) 1,500 authorized shares; $100,000 par value; 
$100,000 involuntary liquidation value 

(9) Preferred stock: 100 authorized shares; $50,000 par 
value; $50,000 per share involuntary liquidation value 

(h) Preference stock: 8,000,000 authorized shares; 
$1 par value; cumulative $35.50 per share involuntary 
liquidation value 

In July 1997, the Company authorized and registered 1,000,000 shares of DQE Preferred Stock. 
As of December 31, 1998,352,742 shares of DQE Preferred Stock had been issued and were 
outstanding. An additional 29,928 shares of DQE Preferred Stock were issued in January and 
February 1999. The DQE Preferred Stock ranks senior to the Company’s common stock as to the 
payment of dividends and the distribution of assets on liquidations, dissolution or winding-up of 
the Company. 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 convertible at the Company’s option into the number of shares of DQE common 
stock computed by dividing the DQE Preferred Stock’s $100 liquidation value by the five-day 



average closing sales price of DQE common stock for the five trading days immediately prior to 
the conversion date. Each unredeemed share of DQE Preferred Stock will automatically be 
converted on the first day of the first month commencing after the sixth anniversary of its issuance. 

Dividends on DQE Preferred Stock are paid quarterly on each January 1, April 1, July 1 and 
October 1. 11,720 shares of DQE Preferred Stock are entitled to an annual dividend of 4.3 percent, 
comprising a quarterly dividend of $1.075 per share. 3,760 shares are entitled to an annual 
dividend of 4.2 percent, comprising a quarterly dividend of $1.05 per share. 250,400 shares are 
entitled to an annual dividend of 4.0 percent, comprising a quarterly dividend of $1.00 per share. 
3,120 shares are entitled to an annual dividend of 3.4 percent, comprising a quarterly dividend of 
$35 per share. 107,543 shares (including 23,960 shares issued in January 1999) are entitled to an 
annual dividend of 3.6 percent, comprising a quarterly dividend of $90  per share. 5,968 shares 
issued in February 1999 are entitled to an annual dividend of 3.8 percent, comprising a quarterly 
dividend of $.95 per share. 

In June 1998, a DQE subsidiary issued 10 shares of preferred stock, par value $50,000 per share. 
The holders of such shares are entitled to a 6.5 percent annual dividend to be paid each September. 

A Duquesne subsidiary has 15 shares of preferred stock, par value $100,000 per share 
outstanding. The holders of such shares are entitled to a 6.5 percent annual dividend to be paid 
each September 30. In 1995, another Duquesne subsidiary issued 10 shares of preferred stock, par 
value $300,000 per share. The holders of such shares are entitled to a 9.0 percent annual dividend 
paid quarterly. 

In May 1996, Duquesne Capital L.P. (Duquesne Capital), a special-purpose limited partnership of 
which Duquesne is the sole general partner, issued $1 50.0 million principal amount of 8 I/s percent 
Monthly Income Preferred Securities ( M I P S ) ,  Series A, with a stated liquidation value of $25.00. The 
holders of M I P S ,  are entitled to annual dividends of 8 I/s percent, payable monthly. The sole assets of 
Duquesne Capital are Duquesne’s 8 I/s percent debentures, with a principal amount of $1 5 1.5 million. 
These debt securities may be redeemed at Duquesne’s option on or after May 3 1,2001. Duquesne has 
guaranteed the payment of distributions on, and redemption price and liquidation amount in respect 
of the M I P S ,  to the extent that Duquesne Capital has funds available for such payment from the debt 
securities. Upon maturity or prior redemption of such debt securities, the M I P S  will be mandatorily 
redeemed. The Company’s consolidated balance sheet reflects only the $150.0 million of M I P S .  

Holders of Duquesne’s preferred stock are entitled to cumulative quarterly dividends. If four 
quarterly dividends on any series of preferred stock are in arrears, holders of the preferred stock are 
entitled to elect a majority of Duquesne’s board of directors until all dividends have been paid. 
Holders of Duquesne’s preference stock are entitled to receive cumulative quarterly dividends if 
dividends on all series of preferred stock are paid. If six quarterly dividends on any series of 
preference stock are in arrears, holders of the preference stock are entitled to elect two of 
Duquesne’s directors until all dividends have been paid. At December 3 1, 1998, Duquesne had made 
all dividend payments. Preferred and preference dividends of subsidiaries included in interest and 
other charges were $16.7 million, $16.7 million and $12.1 million in 1998,1997 and 1996. Total 
preferred and preference stock had involuntary liquidation values of $278.4 million and $244.4 
million, which exceeded par by $26.9 mihon and $27.6 million at December 3 1, 1998 and 1997. 

provide matching contributions for a 401(k) Retirement Savings Plan for Management 
Employees. (See “Employee Benefits,” Note N, on page 73.) The Company issued and sold 
845,070 shares of preference stock, plan series A to the trustee of the ESOP. As consideration for 
the stock, the Company received a note valued at $30 million from the trustee. The preference 
stock has an annual dividend rate of $2.80 per share, and each share of the preference stock is 
exchangeable for one and one-half shares of DQE common stock. At December 31, 1998, $14.2 
million of preference stock issued in connection with the establishment of the ESOP had been 
offset, for financial statement purposes, by the recognition of a deferred ESOP benefit. Dividends 
on the preference stock and cash contributions from the Company are used to fund the repayment 
of the ESOP note. The Company was not required to make a cash contribution for 1998. The 
Company made cash contributions of approximately $1.1 million for 1997 and $1.4 million for 
1996. These cash contributions were the difference between the ESOP debt service and the 
amount of dividends on ESOP shares ($2.2 million in 1998, $2.3 million in 1997 and 1996). As 
shares of preference stock are allocated to the accounts of participants in the ESOP, the Company 
recognizes compensation expense, and the amount of the deferred compensation benefit is 
amortized. The Company recognized compensation expense related to the 401(k) plans of 

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



$1.6 million in 1998, $3.2 million in 1997 and $2.3 million in 1996. Although outstanding 
preferred stock is generally callable on notice of not less than 30 days, at stated prices plus accrued 
dividends, the outstanding MIPS and preference stock are not currently callable. None of the 
remaining Duquesne preferred or preference stock issues has mandatory purchase requirements. 

Changes in the Number ofShar-es of0Q.E Common Stock Outstanding as of December 31, M. 
EQUITY (Thousands of Shares) 

1998 1997 1996 
Outstanding as of January 1 77,680 77,273 77,556 
Reissuance from treasury stock 70 408 157 
Repurchase of common stock (377) (1) (440) 

~~ 

Outstanding as of December 31 77,373 77,680 77,273 

The Company has continuously paid dividends on common stock since 1953. The Company’s 
annualized dividends per share were $1.52, $1.44 and $1.36 at December 31, 1998, 1997 and 
1996. During 1998, the Company paid a quarterly dividend of $0.36 per share on each of 
January 1, April I, July 1 and October 1. The quarterly dividend declared in the fourth quarter of 
1998 was increased from $0.36 to $0.38 per share payable January 1, 1999. During 1997, the 
Company paid a quarterly dividend of $0.34. 

Once all dividends on the DQE Preferred Stock have been paid, dividends may be paid on the 
Company’s common stock to the extent permitted by law and as declared by the board of directors. 
However, payments of dividends on Duquesne’s common stock may be restricted by Duquesne’s 
obligations to holders of preferred and preference stock pursuant to Duquesne’s Restated Articles 
of Incorporation and by obligations of Duquesne’s subsidiaries to holders of their preferred 
securities. No dividends or distributions may be made on Duquesne’s common stock if Duquesne 
has not paid dividends or sinking fund obligations on its preferred or preference stock. Further, the 
aggregate amount of Duquesne’s common stock dividend payments or distributions may not exceed 
certain percentages of net income if the ratio of total common shareholder’s equity to total 
capitalization is less than specified percentages. As 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 
earnings of the Company was restricted at December 3 1, 1998. 

Effective December 3 1, 1998, the Company adopted SFAS No. 130, Reporting Comprehensive 
Income (SFAS No.  130). This statement establishes standards for reporting and display of 
comprehensive income and its components (revenues, expenses, gains, and losses) in a full set of 
general-purpose financial statements. The objective of the statement is to report a measure of all 
changes in equity of a business enterprise that result from recognized transactions and other 
economic events of the period other than transactions with owners in their capacity as owners 
(comprehensive income). 

Acmmulated Other Comprehensive Income Balances as of December- 31, 
(Thousands of Dollars) 

n 998 1997 1996 
Balance at beginning of year s 4,9117 $ (2,551) $ (2,551) 
Unrealized gains on securities, net of tax 637 7,268 - 

Balance at end ofyear $ 5,354 $ 4,717 $ (2,551) 

In accordance with SFAS No. 11 5, Accountingfor Certain Investments in Debt and Equity Securities 
(SFAS No. 11 S), these investments are classified as available-for-sale and are stated at market 
value. The amount of unrealized holding gains related to marketable securities was $8.9 million 
($5.4 million net of tax) at December 3 1, 1998, and $8.1 million ($4.7 million net of tax) at  
December 31, 1997. 



N. Pension and Postretkement Benefits 

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 a t  least equal to the minimum funding requirements of the Employee 
Retirement Income Security Act of 19 74 (ERISA), but which does not exceed the maximum tax- 
deductible amount for the year. Pension costs charged to expense or construction were 
$12.2 million for 1998, $12.7 million for 1997, and $11.9 million for 1996. 

In addition to pension benefits, the Company provides certain health care benefits and life 
insurance for some retired employees. Participating retirees make contributions, which may be 
adjusted annually, to the health care plan. The life insurance plan is non-contributory. Company- 
provided health care benefits terminate when covered individuals become eligible for Medicare 
benefits or reach age 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. 

The Company accrues the actuarially determined costs of the aforementioned postretirement 
benefits over the period from the date of hire until the date the employee becomes fully eligible 
for benefits. The Company has elected to amortize the transition obligation over a 20 year period. 

In 1998, the Company adopted SFAS No. 132, Employers’ Disclomres about Pensions and Other 
Postretirement Bene@ (SFAS No. 132). This statement revises employers’ disclosures about 
pension and other postretirement benefit plans. 

postretirement benefit plans for its employees. The following tables provide a reconciliation of the 
changes in the plans’ benefit obligations and fair value of plan assets over the two-year period 
ending December 31,  1998, a statement of the funded status as of December 31 ,  1998 and 1997, 
and summary of assumptions used in the measurement of the Company’s benefit obligation: 

Funded Statas of tbe  Pension and Postretirement Benefit Plans at December 31, 

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

The Company sponsors several qualified and nonqualified pension plans and other 

(Thousan& of Dollars) 
Pension Postretirement 

I998 1997 8998 1997 
Change in benefit obligation: 

Benefit obligation at beginning of year S 554,302 $497,098 $ 44,330 $ 39,021 
Service cost nqw2 12,340 n,m 1,603 
Interest cost 3’7,723 36,571 3,078 3,048 
Actuarial loss (gain) 26,931 26,117 (3,003) 2,299 

Curtailments - 2,92 3 - 1,783 
Benefits paid (26,592) (2 5,612) (n,879) (1,424) 

Settlements (109) 
Special termination benefits - 

- - 
- - 

(544) 
5,409 

Ben$t obligation at end of year 405,597 554,302 46,358 46,330 

Change in plan assets: 
Fair value of plan assets at beginning of year 405,457 525,871 - - 
Actual return on plan assets 91,561 95,444 - - 
Employer contributions n0,904 9,675 - - 
Benefits paid (26,480) (25,533) - - 

Fair value of plan assets at end of year 48 1,244 605,45 7 - - 

Unrecognized net actuarial loss (gain) (173,974) (1 53,682) (n,’795) 1,208 
Unrecognized prior service cost 36,285 39,800 - - 

$ (sa,sas) $ (SO,~SS) $ (24,546) $ (19,828) 

Funded status 75,647 51,155 (46,358) (46,330) 

Unrecognized net transition obligation 10,229 12,039 23,6019 25,294 
Accrued ben$t cost 



Weigbted-Average Assumptions as of December 3 1, 
Postretirement 

1998 1997 1998 1997 
Pension 

Discount rate used to determine projected 
benefits obligation 6.50% 7.00% 6.50% 7.00% 

Assumed rate of return on plan assets 7.50% 8.00% - - 
Assumed change in compensation levels 4.2 5 '/o 4.7 5 % - - 
Ultimate health care cost trend rate - - 5.00% 5.50% 

All of the Company's plans for postretirement benefits, other than pensions, have no plan assets. 
The aggregate benefit obligation for those plans was $46.4 million as of December 3 1, 1998, and 
$46.3 million as of December 31, 1997. 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. 

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

Components of Net Pension Cost as of December 31, 
(Thousands of Dollars) 

1998 1997 1996 
Components of net pension cost: 

Service cost $ 14,042 $ 12,340 $ 12,209 
Interest cost 37,723 36,571 32,597 
Actual return on plan assets (91,561) (95,444) (58,173) 
Net amortization and deferrals 52,032 65,800 25,312 

Net Pension Cost $ 12,236 $ 19,267 $ 11,945 

Components of Postretirement Cost as of December 31, 
(Thousands of Dollars) 

1998 1997 I996 
Components of postretirement cost: 

Service cost $ 11,832 $ 1,603 $ 1,182 
Interest cost 3,078 3,048 2,046 
Amortization of the transition obligation 1,689 1,686 1,700 
Other - 

Total Postretirement Cost $ 6,597 $ 6,555 $ 4,116 
218 (812) 

Assumed health care cost trend rates have a significant effect on the amounts reported for the 
health care plans. 

Efiect of a One Percent Cbaage in Health Care Cost Trend Rates as of December 31, 1998 
(Thousands of Dollars) 

1 Percent 1 Percent 
Increase Decrease 

Effect on total of service and interest cost components of 

Effect on the health care component of the accumulated 
net periodic postretirement health care benefit cost $ 402 !$ (521) 

postretirement benefit obligation $ 4,819 $(4,2Q2) 



Retirement Savings Plan and Other Benefit Options 

unit employees. 

will match employee contributions to a 401(k) account up to a maximum of 6 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 
Board-approved targets are achieved. The 1998 incentive target for management was not 
accomplished. The Company is funding its matching contributions to the 401(k) Retirement 
Savings Plan for Management Employees with payments to an ESOP established in December 
1991. (See “Preferred and Preference Stock,” Note L, on page 70.) 

The 401(k) Retirement Savings Plan for IBEW Represented Employees provides that 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 
certain targets are met. In 1998, the incentive target for bargaining unit employees was not 
accomplished. 

Company may grant management employees options to purchase, during the years 1987 through 
2006, up to a total of 9.9 million shares of the Company’s common stock at prices equal to the fair 
market value of such stock on the dates the options were granted. At December 3 1, 1998, 
approximately 3.8 million of these shares were available for future grants. 

1,698,000 shares. Exercise prices of these options ranged from $15.8334 to $43.4375 at 
December 31, 1998; $15.8334 to $33.7813 at December 31, 1997; and from $8.2084 to $30.875 at 
December 3 1, 1996. Expiration dates of these grants ranged from 2000 to 2008 at December 3 1, 
1998; 2000 to 2007 at December 31, 1997; and from 1997 to 2006 at December 31, 1996. As of 
December 31, 1998, 1997 and 1996, stock appreciation rights (SARs) had been granted in 
connection with 867,104; 635,995; and 984,000 of the options outstanding. During 1998,233,532 
SARs were exercised; 170,476 options were exercised at prices ranging from $15.8334 to 
$3 1.5625; and no options were cancelled. During 1997, 694,984 S A R s  were exercised; 638,494 
options were exercised at prices ranging from $8.2084 to $30.75; and no options were cancelled. 
During 1996, 715,000 S A R s  were exercised; 267,000 options were exercised at prices ranging 
from $8.2084 to $20.3334; and 150 options were cancelled. Of the active grants at December 31, 
1998, 1997 and 1996, 750,463; 402,816; and 668,000 were not exercisable. 

an Enterprise and Related Infirmation (SFAS No. 13 1). This statement establishes standards for the 
way that public business enterprises report information about operating segments. Operating 
segments are components of an enterprise about which separate financial information is available 
that is evaluated regularly by the chief operating decision maker in deciding how to allocate 
resources and in assessing performance. This statement also establishes standards for related 
disclosures about products and services, geographic areas, and major customers. 

Historically, Duquesne has been treated as a single integrated business segment due to its 
regulated operating environment. The PUC authorized a combined rate for supplying and 
delivering electricity to customers which was cost-based and was designed to recover the 
Company’s operating expenses and investment in electric utility assets and to provide a return on 
the investment. As a result of the Customer Choice Act, generation of electricity will be 
deregulated and charged a t  a separate rate from the delivery of electricity beginning in 1999 
(5 percent of customers chose alternative generation suppliers in 1998). For the purposes of 
complying with SFAS No. 13 1 the Company is required to disclose information about its business 
segments separately. Accordingly, the Company has used the PUC-approved separate rates for 
1999 to develop the financial information of the business segments for the periods ended 
December 31, 1998,1997 and 1996. 

The Company sponsors separate 40 I&) retirement plans for its management and bargaining 

The 401Q Retirement Savings Plan for Management Employees provides that the Company 

The Company’s shareholders have approved a long-term incentive plan through which the 

As of December 31, 1998, 1997 and 1996, active grants totaled 1,230,946; 1,084,041; and 

0. 
BUSINESS 
SEGMENTS 
AND REeATED 
INFORMATION 

Effective December 3 I, 1998, the Company adopted SFAS No. 131, Dischmres about Segments of 



Beginning in 1999, the Company’s principal business segments (determined by products and 
services) will consist of the transmission and distribution by Duquesne of electricity (electricity 
delivery business segment) and the generation by Duquesne of electricity and collection of the 
C T C  (electricity generation business segment). To comply with SFAS No. 13 1, the Company has 
reported the results for 1998, 1997 and 1996 by these business segments and an “all other” 
category. The all other category in the following table includes the expanded business lines and 
Duquesne investments below the quantitative threshold for separate disclosure. These expanded 
business lines include water utilities, energy products and services, electronic commerce, and 
other activities. Intercompany eliminations primarily relate to intercompany sales of electricity, 
property rental, management fees and dividends. Upon the anticipated completion of the auction 
of the Company’s generation assets and provider of last resort services, the electricity generation 
business segment will be comprised solely of the collection of the CTC. 

Financial data for business segments is provided as follows: 

Business Segments as ofDecember 31, 
(Thousands of Dollars) 

Delivery Generation Other Eliminations Consolidated 
Electricity Electricity All 

11998 
Operating revenues .$ 321,484 $ 855,310 $ nm,w $ ( n 3 , m )  $1,269,598 
Operating expenses 1147,373 536,964 ni3,mo (17,591) zm,m 

amortization expense 47,388 nm,m 9,525 - 217,1156 
Operating income (loss) 1124,723 n58,m (16,923) 3,963 291,866 

Other income 5,284 9,020 128,883 (7,182) 134,005 
Interest and other charges 37,711 58,637 14,730 (877) B P0,201 

Depreciation and 

Income before taxes and 
extraordinary item 94,296 nmg.86 97,930 (2,342) 297,670 

Income taxes 37,141 36,616 28,199 (972) lQ0,982 
Income before 

extraordinary item 57,155 7n, tm 6 9 , ~  ( n , m )  196,888 
Extraordinary item, net of tax - (82,548) - - (82,§4$) 

Net income (loss) after 
extraordinary item $ 57,155 $ (88,698) $ 69,033 $ ( n , m ) $  n 1 4 , n ~  

Capital expenditures $ 71,699 $ 41,629 $ 79,220 $ - $ 190,548 

(Thousands of Dollars) 

1997 

Electricity Electricity All 
Delivery Generation Other Eliminations Consolidated 

- .  . , 

Operating revenues $ 316,938 $ 859,003 $ 64,769 $ (10,536) $1,230,174 
Operating expenses 137,425 522,531 62,748 (16,110) 706,594 
Depreciation and 

amortization expense 45,652 192,592 4,599 - 242,843 
Operating income (loss) 133,861 143,880 (2 9 5  7 8) 5,574 280,737 

Other income 6,844 12,723 119,185 (8,945) 129,807 
Interest and other charges 38,612 63,805 14,093 (872) 11 5,638 

102,093 92,798 102,514 (2,499) 294,906 Income before taxes 
40,195 32,252 24,395 (1,037) 95,805 Income taxes 

Net income $ 61,898 $ 60,546 $ 78,119 $ (1,462) $ 199,101 

Assets $1,476,133 $2,201,229 $1,017,040 $ - $4,694,402 

Capital expenditures $ 57,646 $ 32,763 $ 25,595 $ - $ 116,004 



(Thousands of Dollars) 
~~ 

, Electricity Electricity All 
Delivery Generation Other Eliminations Consolidated 

1996 
Operating revenues $ 308,826 $ 878,581 $ 58,894 $ (9,524) $1,236,777 
Operating expenses 138,384 532,190 54,455 (14,186) 710,843 
Depreciation and 

amortization expense 45,415 172,870 4,643 - 222,928 
Operating income (loss) 125,027 173,521 (204) 4,662 303,006 

Other income 5.209 9,806 71,152 (12,377) 73,790 

P. 
QUARTERLV 
FINANCIAL 
INFORMATION 
(UNAUDITED) 

Interest and other charges 37,197 63,359 11,056 (1,342) 110,270 
Income before taxes 93,039 119,968 59,892 (6,373) 266,526 

Income taxes 36,436 42,389 11,207 (2,644) 87,388 
Net income $ 56,603 $ 77,579 $ 48,685 $ (3,729) $ 179,138 

Assets $1,407,529 $2,355,294 $ 876,169 $ - $4,638,992 

Capital expenditures $ 52,514 $ 35,371 $ 13,265 $ - $ 101,150 

Summary of Selected (Pzaav-terb Financial Data (Thousad of Dollars, &cqt Per Share Amounts) 

frhe quarterly data reflect seasonal weather variations in the electric uality’s service territory.] 
1998 First Quarter Second Quarter Third Quarter Fourth Quarter 

Operating income . 61,817 64,949 83,242 61,858 
Operating revenues (a) 

Income before extraordinary item 45,130 40,204 62,069 49,285 

Net income after extraordinary item 45,130 (42,344) 62,069 49,285 
Basic earnings per share: 

$298,775 $303,510 $347,770 $319,543 

Extaordinary item - (82,548) - - 

Before extraordinary item 0.58 0.52 0.80 0.62 
Extraordinary item - (11.06) - 
After extraordinary item 0.58 (0.54) 0.80 0.62 

- (1.04) - - 
After extraordinary item 0.57 (0.53) 0.98 0.62 

Low 32vL6 3 B1/8 3 4l/? 373/4 

Diluted earnings per share: 
Before extraordinary item 0.57 0.51 0.78 0.42 
Extraordinary item 

Stock price: 
High 3 7114 3 7’/16 39‘/? 43 L s / ~ 6  

1997 First Quarter Second Quarter Third Quarter Fourth Quarter 
Operating revenues (a) $306,3 34 $287,850 $334,714 $301,276 
Operating income 76,817 55,63 1 97,209 5 1,080 
Net income 45,097 46,778 58,665 48,561 
Basic earnings per share 0.58 0.61 0.75 0.63 
Diluted earnings per share 0.57 0.60 0.75 0.62 
Stock price: 

High 29’18 29 3 39/L6 3 5 ‘ 1 8  
Low 2 7’14 26 ’h 3 1 ’ /I6 30’/16 

(a) Restated to conform with 1998 presentation. 

-. 



GLOSSARY 
OF TERMS 

Competitiwe lkansltion Charge (CTC) - 
During the electric utility restructuring from the 
traditional regulatory framework to customer 
choice, electric utilities will have the opportunity to 
recover transition costs from customers through a 
per kilowatt-hour charge. 

Customer Choice - The Pennsylvania 
Electricity Generation Customer Choice and 
Competition Act (see “Rate Matters” on page 39) 
gives consumers the right to contract for electricity 
a t  market prices from PUC-approved electric 
generation suppliers. 

Decommissioning Costs - 
Decommissioning costs are expenses to be incurred 
in connection with the entombment, 
decontamination, dismantling, removal and disposal 
of structures, systems and components of a power 
plant that has permanently ceased the production of 
electric energy. 

Deferred Energy Costs - In conjunction 
with the Energy Cost Rate Adjustment Clause, the 
Company historically recorded deferred energy 
costs to offset differences between actual energy 
costs and the level of energy costs currently 
recovered from its rate-regulated electric utility 
customers. 

Distribution/Wnsmission - The 
Company’s “electricity delivery” business segment. 
Transmission is the flow of electricity from 
generating stations over high voltage lines to 
substations where voltage is reduced. Distribution is 
the flow of electricity over lower voltage facilities to 
the ultimate customer (businesses and homes). 

Divestiture - The selling of major assets. The 
Company currently anticipates divestiture of its 
generation assets through an auction and the power 
station exchange. 

Energy Cost Rate Adiustment Clause 
(ECR) - Until May 29,1998, the Company 
historically recovered through the ECR, to the 
extent that such amounts were not included in base 
rates, the cost of nuclear fuel, fossil fuel and 
purchased power costs. 

Federal Energy Regulatory 
Commission (FERC) - The FERC is an 
independent five-member commission within the 
United States Department of Energy. Among its 
many responsibilities, the FERC sets rates and 
charges for the wholesale transportation and sale of 
electricity. 

Market Power - When one company owns a 
sufficiently large percentage of generation, 
transmission, or distribution capabilities in a region 
allowing it to set the market price of electricity. 

Obligation to Serve - Under traditional 
regulation, the duty of a regulated utility to provide 
service to all customers in its service territory on a 
non-discriminatory basis. 

Pennsylvania Public Utility 
Commission (PUC) - The governmental 
body that regulates all utilities (electric, gas, 
telephone, water, etc.) that do business in 
Pennsylvania. 

Power Station Exchange - Duquesne and 
Firsfinergy Corporation have an agreement in 
principle to exchange ownership interests in certain 
power plants. (See “Rate Matters” on page 39.) 

Wce to Compare - The Company will 
provide a credit to a customer for the PUC- 
determined market price of electric generation. 
Customers will experience savings to the extent that 
they can purchase power at a lower price from an 
alternative electric generation supplier than the 
amount of the credit. 

Provider of Last Resofl - The local 
distribution utility is required to provide electricity 
for customers who cannot or do not choose an 
alternative generation supplier, or whose supplier 
fails to deliver. (See “Rate Matters” on page 39.) 

Rate Base - The amount representing the 
value of assets approved by a regulatory agency for 
recognition in the rates charged to rate-regulated 
customers. 

Regulatory Assets - Historical ratemaking 
practices granted exclusive geographic franchises in 
exchange for the obligation to serve all customers. 
Under this system, certain prudently-incurred costs 
were approved by the PUC and the FERC for 
deferral and future recovery with a return from 
customers. These deferred costs were capitalized as 
regulatory assets by the regulated utility. 

Restructuring Plan - The Company’s plan, 
approved by the PUC, for restructuring and 
recovery of transition costs under Pennsylvania’s 
Customer Choice Act. 

Stranded Costs - Stranded costs are the net 
present value of a utility’s known or measurable 
costs related to electric generation that are not 
recoverable through the CTC. 

Tariff - Public schedules that detail a utility’s 
rates, rules, service territory and terms of service; 
tariffs are filed for official approval with a 
regulatory agency. 

mansition Costs - Transition costs are the 
net present value of a utility’s known or measurable 
costs related to electric generation that are 
recoverable through the CTC. 

Watt - A watt is the rate a t  which electricity is 
generated or consumed. A kilowatt 0 is equal to 
1,000 watts. A kilowatt-hour (KWH) is a measure 
of the quantity of electricity generated or consumed 
in one hour by one kilowatt of power. A megawatt 
(rvrw) is 1,000 kilowatts or one million watts. 



common SQock 

Trading Symbol: DQE 
Stock Exchanges Listed and Traded: 
New York, Philadelphia, Chicago 
Number of Common Shareholders of Record 
at Year-End: 68,270 

DQE ooouerooeu Mome Page 

A variety of shareholder, customer service and 
economic development information is available on 
DQE’s home page on the World Wide Web. You also 
can interact with us via electronic mail. Our address 
is twww~dqe.com. 

SharehoOder OoofformaUiaDn Line 

Shareholders and potential investors are invited to 
call 1-888-247-0401 for the latest information on 
earnings and dividends. 

Shareho0derr 
S e r a i c e s i A s s i s U a o n c e  

You can write to  us at: 

DQE Shareholder Relations 
Box 68, Pittsburgh, PA 15230-0068 
or call us at: 
Toll-free: 1-800-247-0400 
In Pittsburgh: 1-41 2-393 -6 167 
Fax: 1-412-3 93 -6087 

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

Direct purchase of initial shares 
Direct deposit of dividends 
Automatic cash contributions 
Dividend reinvestment 
Stock transfer requirements 
Dividend payment inquiries 
Change of address 
Lost stock certificate 

Please feel free to call a t  other times. Our Message 
Center is available 24 hours a day. You can record a 
message, and our staff will follow up on the next 
business day. 

[Fiiooanciao communiiuy onquirriies 
Analysts, investment managers and brokers should 
direct their inquiries to 1-412-393-4133; 
Fax: 1-412-393-4394. Written inquiries should be 
sent to the Investor Relations Department at Box 68, 
Pittsburgh, PA 15230-0068. 

The DQE logo is a registered trademark of the Company. 

E-Fuel@ is a registered trademark of Duquesne Energy. 

DQE and its affiliated companies are Equal Opportunity Employers. 

SUock c e u u i f f i c a u e  Trransffers 

Individuals who are not participants in the dividend 
reinvestment plan and who want to transfer stock 
certificates should send their certificates and related 
documents to our transfer agent: 

First National Bank of Boston 
c/o Boston EquiServe 
P.O. Box 8040 
Boston, MA 02266-8040 

Dividend reinvestment plan participants who want to 
transfer their shares should send their certificates and 
related documents to DQE Shareholder Relations. 

IDarecu DepaDsiiU off D i v i d e n d s  

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

Diiaideond uax SUaOItaas 

The Company estimates that all common stock divi- 
dends paid in 1998 are taxable as dividend income. 
This estimate is subject to audit by the Internal 
Revenue Service. 

EOecCriM Stock 
The following investor services are available 
through DQEs dividend reinvestment and 
stock purchase plan: 

Diued PumOoasG3 off DQE suoa% 
DQE offers non-shareholders the ability 
to purchase common stock directly 
through the Company. Call, write, or visit 
our home page at vm+vw.dqe.com for a 
prospectus on this popular program. 

AuntowoaUO(tl@ Cash (CopPtwbwUoILIo~s 
Through this program, current reinvest- 
ment plan participants can make regular 
cash contributions to purchase additional 
shares of DQE common stock by having 
funds automatically withdrawn from their 
bank accounts. 

mheu Beau(tMues and Sen9lc:es 
Purchase and sale of plan shares at 
nominal commissions 
Acceptance of certificates for safe- 
keeping 
Re-registration of some or all of a 
shareholder’s holdings 
Creation of new accounts as gifts for 
family, friends or institutions you sup- 
port, including a complimentary gift 

http://vm+vw.dqe.com


Shareholder Relations 

Box 68 

Pittsburgh, PA 15230-0068 

em <,$ The 1998 DQE Annual Report w a s  printed entirely o n  recycled paper and i s  1 0 0 %  recyclable. 
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STOCK PURCHASE AGREEMENT 

THIS STOCK P RCHASE AGREEMENT ("Agreement"), datecl as o 

1999, is.by and among Aquasource Utility, Inc., a Texas corporation ("Buyer"), Goshen Utilities, 

Inc., a Kentucky corporation (the "Target Company") and the shareholders of the Target Company 

set forth on the signature page hereto (the "Shareholders"). 

ARTICLE I 

DEFINITIONS 

1.1 Definitions. In this Agreement: 

"Agreed Net Working CaDital" shall mean the Net Working Capital as agreed to by the 

parties or as determined by the,firm of accountants in accordance with Section 2.4; 

"Benefit Plans" shall have the meaning set out in  Section 3.12(B); 

"Closing" shall mean the consummation ofthe transactions contemplated by this Agreement; 

"Closing Date" shall mean the date on which the Closing occurs; 

"Environmental Claim," shall mean any and all administrative, regulatory orjudicial actions, . 

suits, demands, demand letters, claims, liens, notices of noncompliance or violation, investigations 

or other adversarial proceedings relating to any Environmental Law or Environmental Permit 

including, without limitation (i) any and all claims by governmental, territorial or regulatory 

authorities for enforcement, cleanup, removal, response, remedial or othersimilar actions or damages 

pursuant to any applicable Environmental Law and (ii) any and all claims by a third party seeking 

damages, contribution, indemnification, cost recovery, compensation or injunctive relief resulting 

from Hazardous Substances or arising from alleged injury or threat of injury to human health, 

property, or the environment resulting from exposures to or releases of Hazardous Substances. An 



"Environmental Claim" includes, but is not limited to, a common law action, as well as a proceeding 

to issue, modify, terminate or enforce the provisions of an Environmental Permit or requirement of 

Environmental Law, or to adopt or amend a regulation to the extent that such a proceeding attempts 

to redress violations or alleged violations of the applicable permit, license, or regulation; 

"Environmental Law" shall mean any federal, state, territorial, local or foreign statute, law, 

rule, replation, ordinance, code, policy (compliance with which is required by law or if the failure 

to comply therewith would be reasonably foreseeable to result in adverse administrative action) or 

rule of common law in effect and in each case as amended, and any judicial or administrative 

interpretation thereof, including any judicial or administrative order, consent decree or judgment, 

relating to the delivery of public drinking water, the environment or Hazardous Substances, 

including, without limitation to the extent applicable under the circumstances, Kentucky Revised 

Statutes Chapter 224, The Comprehensive Environmental Response, Compensation and Liability 

Act of 1980, as amended by the Superfbnd Amendments and Reauthorization Act of 1986,42 U.S.C. 

fj 9601 et seq.; the Emergency Planning and Community Right-to-Know Act, 42 U.S.C. 3 11001 

- et seq.; the Resource Conservation and Recovery Act,'42 U.S.C. 9 6901 et seq.; the Federal Water 

Pollution Control Act, 33 U.S.C. 9 1251 et seq.; the Clean Air Act, 42 U.S.C. 4 7401 et seq.; the 

. -  - 

Federal Insecticide, Fungicide and Rodenticide Act, 7 U.S.C. 4 136 eiseq.; the SafeDrinking Water 

Act, 42 U.S.C. 9 300f et seq.; the Toxic Substance Control Act, 15 U.S.C. 5 2601 et seq.; the Oil 

Pollution Act of 1990, 33 U.S.C. 3 2701 et seq.; the Hazardous Materials Transportation Act, as 

amended, 49 U.S.C. 9 5101 etseq.; the AtomicEnergy Act, as amended, 42 U.S.C. 4 201 1 etseq.; 

any laws regulating the use ofbiological agents or substances including medical or infectious wastes; 



and the corresponding foreig, territorial or state laws, regulations and local ordinances, which may 

be applicable, as any such acts may be amended; 

"Environmental Permits" shall mean all permits, approvals, identification numbers, licenses 

and other authorizations required under any applicable Environmental Law; 

"Financial Statements" shall have the meaning set out in Section 3.5; 

"Hazardous Substances" shall mean (i) any chemicals, materials or substances defined as or 

included in the definition of "hazardous substances," "hazardous wastes," "hazardous materials," 

"restricted hazardous wastes," "toxic substances," "toxic pollutants," "hazardous air pollutants," 

"pollutants," "contaminants," "toxic chemicals," "toxics," "hazardous chemicals," "extremely 

hazardous substances," "regulated substances" or "pesticides" as defined as such in any applicable 

Environmental Law, (ii) any radioactive materials, asbestos-containing materials; ureaformaldehyde 

foam insulation, and radon in harmful quantities or concentration that are regulated by any 

governmental authority having jurisdiction in the location of such materials and (iii) any other 

chemical, material or substances, exposure to which is prohibited, limited or regulated by any 

governmental authority having jurisdiction in the location of such substances on the basis of 

- 

- 

potential hazards; 

"Intellectual ProDertv Rights" shall have the meaning set out in Section 3.9; 

"Knowledge", with respect to Lloyd Eades, shall mean his actual knowledge after making 

due and reasonable inquiries of the employees of the Company; and, with respect to all other 

persons, shall mean the actual knowledge of such person; 

"Material Adverse Effect" shall mean a material adverse effect on the business, operations, 

prospects, properties or assets or in the condition (financial or otherwise) of the Target Company; 

-3 - 



, 

"Net Working CaDital" means the sum of the total current assets of the Target Company, 

comprising (a) cash, certificates of deposit and cash equivalents held by the Target Company as of 

the opening of business on the Closing Date, (b) all receivables of the Target Company as of the 

opening of business on the Closing Date, (c) prepayments made by the Target Company in the 

ordinary course of business relating to any period following the opening of business on the Closing 

Date, (d) other current assets of the Target Company as of the opening of business on-the Closing 

Date, minus (i) the value of all current payables, accrued expenses and other current liabilities of the 

Target Company as of the opening of business on the Closing Date and (ii) any amount of any debt 

of the Target Company as of the opening of business on the Closing Date, other than indebtedness 

to First Capital Bank of Kentucky; 

"Regulatory Consent" shall mean the consent of the Regulatory Commission to the sale of 

the Shares hereunder. 

"Releasell shall mean any release, spill, emission, leaking, pumping, injection, deposit, 

disposal, discharge, dispersal, leaching or migration of any Hazardous Substance into the 
- 

environment or into or out of any property, including the movement of any Hazardous Substance 

through or in the air, soil, surface water, groundwater or property; 

"Shares" shall mean all of the issued and outstanding shares of capital stock of the Target 

Company ; 

"Taxes" shall mean all income, gross receipts, profits, franchise, sales, use, occupation, 

property, capital, wealth, environmental, employment, severance, production, excise, stamp, transfer, 

workers' compensation, social security, withholding, or similartaxes, motorvehicle registration fees, 

customs or import duties, and all other taxes or all other governmental fees or charges of any nature 
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whatsoever and however denominated, imposed by any country or political subdivision thereof, 

together with any interest, additions, or penalties with respect thereto; and 

"Regulatory Commission'' shall mean the Kentucky Public Service Commission. 

ARTICLE II 

THE ACQUISITION 

2.1 Agreement to Purchase and Sell. Upon the terms and subject to the conditions of this 

Agreement, at the Closing, the Shareholders hereby agree to sell, convey, transfer, assign and deliver 

to Buyer, and Buyer hereby agrees to purchase from the Shareholders, all of the Shares. 

2.2 Purchase Price. The purchase price for the Shares shall, subject to adjustment under 

Section 2.3, be $3,500,000. The purchase price shall be paid as follows: 

(a) At Closing$1,500,000 (less thevalue ofpreferred Stock elected to bereceivedunder 

Section 2.5) shall be paid to The Nance Realty Company by wire transfer of immediately available 

funds in accordance with wiring instructions to be provided at least two days before the Closing 

Date; 

(b) At Closing, $1,500,000 (less thevalueofpreferred Stockelected to be received under 

Section 2.5) shall be paid-to Lloyd Eades by wire transfer of immediately available funds in 

accordance with wiring instructions to be provided at least two days before the Closing Date; and 

(c)  After Closing, $500,000 shall be paid to Lloyd Eades, without interest, in annual 

installments of $125,000 on the first, second, third and fourth anniversary of the date of this 

Agreement. Each such installment shall be paid by wire transfer of immediately available funds in 

accordance with wiring instructions previously provided by Lloyd Eades. 



2.3 Adiustment. The aggregate consideration payable to the Shareholders in cash 

pursuant to Section 2.2 (the "Cash Consideration") shall be adjusted as follows: If the Asreed Net 

Working Capital of the Target Company shall be less than $0, the Cash Consideration shall be 

reduced by such deficit and the Shareholders shall be liable to pay such amount to Buyer within 30 

days of the determination of such Agreed Net Working Capital in accordance with Section 2.4. If 

the Agreed Net Working Capital of the Target Company shall be more than $0 ,  the Cash 

Consideration shall be increased by such excess and Buyer shall be liable to pay such amount to the 

Shareholders within 30 days of the determination of such Agreed Net Working Capital in accordance 

with Section 2.4. 

2.4 Net Working Capital. 

(a) No later than 30 days after the Closing Date, the Shareholders shall cause the 

preparation and delivery to Buyer of a statement of Net Working Capital as of the opening of 

business of the Target Company on the Closing Date (the "Statement"). The Statement shall be 

prepared in accordance with generally accepted accounting principles consistently applied by the 
- 

Target Company. 

(b)- No later than 45 days after receipt of the Statement, Buyer shall notify the 

Shareholders of any items in the Statement the accuracy and fairness of which it disputes. If Buyer 

shall have failed to notify the Shareholders within such period of any dispute with respect to the 

Statement, then the Statement shall be conclusively considered to be true and correct. If Buyer 

disputes any items of the Statement, Buyer and the Shareholders shall attempt to resolve the disputed 

items. If such disputed items are not resolved within 60 days afterreceipt by Buyer of the Statement, 

Buyer and the Shareholders shall promptly instruct a nationally recognized independent firm of 
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accountants agreed to by the parties to resolve such disputed items. The decision of such firm shall 

be binding upon the parties, and the fees and expenses of such firm shall be borne one-half by the 

Shareholders and one-half by Buyer. 

2.5 ODtion. No fewer than 10 days before the Closing Date, either Shareholder may 

notify Buyer in writing that it wishes to receive a portion of the consideration for the Shares in the 

form of fully paid and nonassessable shares of Preferred Stock, Series A (Convertible), $100 

liquidation preference per share of DQE, Inc., a Pennsylvania corporation, as more particularly 

described in the Prospectus dated August 22, 1997 (the "Preferred Stock"). The written notice of 

either Shareholder to the Buyer must specify the percentages of cash and shares of Preferred Stock 

to be distributed. For this purpose, each such share shall be valued at $1 00 and thenumber ofshares 

issued shall be such that the effective dividend rate on such shares shall be 5%. The issuance of any 

such shares shall be conditional upon such Shareholder making the representations and warranties 

set out in Exhibit C attached hereto. If either Shareholder makes such an election, the cash payable 

to such Shareholder under Section 2.2 shall be correspondingly reduced. 

- ARTICLE JII 
- 

REPRESENTATIONS AND WARRANTIES OF THE SHAREHOLDERS 

The term "Disclosure Schedule" means theDisclosure Schedule attached hereto as Exhibit A, 

and the phrase "set forth in the Disclosure Schedule" means expressly referred to in the Disclosure 

Schedule or in any of the documents referred to in the Disclosure Schedule. The Shareholders 

represent and warrant to Buyer the following: 

3.1 Comorate Existence and Qualification. The Target Company is a corporation duly 

organized, validly existing and in good standing under the laws of its state of incorporation, and is 
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duly qualified to do business and is in good standing as a foreign corporation in each state where the 

character of its properties or the nature of its business requires it to be so qualified. The Target 

Company has the corporate power to own, operate and lease its properties and to carry on its 

business as presently conducted. 

3.2 Power and Authority: Enforceabilitv. TheTarget Company has all requisite corporate 

power and authority to enter into this Agreement and all other documents to be entered into by the 

Target Company in connection with the consummation of the transactions contemplated hereby and 

to perform its obligations hereunder and thereunder. The Shareholders have all requisite authority 

and capacity to enter into this Agreement and all other documents to be entered into by the 

Shareholders in connection with the consummation of the transactions contemplated hereby. This 

Agreement and all other documents entered into by the Target Company and the Shareholders in 

connection with the consummation of the transactions contemplated hereby have been duly 

authorized, executed and delivered on behalf of the Target Company and the Shareholders and, 

assuming due authorization, execution and delivery by Buyer, constitutes a legal, valid - and binding 

obligation of the Target Company and the Shareholders enforceable in accordance with its terms, 

except that (a) such enforcement may be limited by bankruptcy; insolvency, reorganization, 

moratorium or similar laws relating to or affecting creditors' rights generally and (b) the remedy of 

specific performance and injunction and other forms of equitable relief may be subject to equitable 

defenses and to the discretion of the court before which any proceeding therefor may be brought. 

Capitalization and OwnershiD. Details of the capital stock of the Target Company 

are set forth in the Disclosure Schedule. All of the issued and outstanding shares of the Target 

Company are owned of record and beneficially by the Shareholders, subject to no lien or other 

3.3 
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encumbrance. All of the issued and outstanding shares of the Target Company are duly authorized, 

validly issued, h l l y  paid and nonassessable and were not issued in violation of any preemptive or 

other rights of any person to acquire securities of the Target Company. Except for this Agreement, 

there are no outstanding options, convertible securities, rights (preemptive or other), warrants, calls 

or agreements relating to any capital stock of the Target Company. 

3.4 No Default or Consents. Neither the execution and delivery of this Agreement nor 

the consummation of the transactions contemplated herein (a) conflicts with or result in (or with 

giving of notice or passage of time would result in) a breach, default or violation of (i) any of the 

terms, provisions or conditions of the charter or bylaws of the Target Company or (ii) any 

agreement, document, instrument, judgment, decree, order, governmental permit, certificate or 

license to which the Target Company or such Shareholder is a party or to which it is subject or by 

which its property is bound, (b) results in the creation of any lien, charge or other encumbrance on 

any material property or asset of the Target Company or the shareholders, or (c) requires the Target 

Compa-ny or the Shareholders to obtain the consent of any private non-governmental third party. 

Except for the Regulatory Consent, no consent, action, approval or authorization of, or registration, 

declaration or filing with, any governmental department, commission, agency or other 

ins trurnentality having jurisdiction over the Target Company or either of Shareholders is required 

by the Target Company or the Shareholders to authorize the execution and delivery of this 

Agreement by the Target Company or the Shareholders or the performance of its terms by the Target 

Company or the Shareholders. 

- 

3 . 5  Financial Statements. The Target Company has delivered to Buyer copies of the 

unaudited balance sheet of the Target Company as ofDecember 3 1, 1998, and the related unaudited 
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statement of income of the Target Company for the year then ended (true, complete and accurate 

copies ofwhich are included in the Disclosure Schedule) (together the "Financial Statements"). The 

Financial Statements fairly present (i) the financial position of the Target Company as of the date 

of the Financial Statements and (ii) the results of the operations of the Target Company for the fiscal 

period ended on such date, all in conformity with generally accepted accounting principles applied 

on a consistent basis with prior periods (except as othenvise stated therein or in the notes thereto) 

throughout the period involved. The Target Company does not own any stock or any other equity 

interest in any other corporation, association or business entity and is not a party to anyjoint venture 

or partnership agreement. There are no liabilities, contingent or otherwise, of the Target Company 

not reflected in the Financial Statements or the Disclosure Schedule. 

3.6 No Adverse Changes. Except as set forth in the Disclosure Schedule, since 

December 3 1, 1998 there has been (a) no change in (i) the assets, liabilities or financial condition 

of the Target Company from that set forth in the Financial Statements or (ii) the condition (other 

than financial) or business of the Target Company, other than, with respect to clauses (i) and (ii) 

hereof, changes in the ordinary course of business the effect of which changes has not caused, 

individually or in the aggregate, a Material Adverse Effect, (b) no damage, destruction-or loss, 

whether or not covered by insurance, having a Material Adverse Effect, (c) no labor dispute, other 

than routine grievances by individual employees, that has caused, individually or in the aggregate, 

a Material Adverse Effect, (d) no declaration or payment by the Target Company of any dividend 

or other distribution, in cash or property or other assets, (e) no transfer of any Intellectual Property 

Rights, ( f )  no mortgage or pledge of any assets ofthe Target Company, (9) no contractual obligation 

entered into by the Target Company providing for obligations of a party thereto of $10,000 or more, 
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(h) no agreement by the Target Company to borrow money or incur or guarantee indebtedness, or 

(i) no notice received regarding the termination or cancellation of any contract, to which the Target 

Company is a party. 

3.7 Title to Properties. The Target Company has good and indefeasible title to all of its 

real properties purported to be owned in fee, and good and merchantable title to all of its personal 

properties and assets reflected in the Financial Statements, or purported to have been acquired after 

the date of such Financial Statements (excepting, however, property and other assets, in the 

aggregate not material to the Target Company, sold or otherwise disposed of subsequent to such date 

in the ordinary course of business), free of any mortgage, pledge, lien, charge, security interest or 

other encumbrance, subordination or adverse claim, except as reflected in the Financial Statements, 

set forth in the Disclosure Schedule or for such imperfections of title and encumbrances as do not 

individually or in the aggregate materially detract from the value of such property or impair the 

business or property of the Target Company. The Target Company enjoys peaceful and undisturbed 

possession under all permits or leases under which it is operating and all such leases are valid, 
- 

subsisting and in full force and effect. The Target Company has not been advised of a breach of any 

such permit or lease and to the Knowledge of the Shareholders there is no basis for any such breach 

to be threatened. Except as set forth in the Disclosure Schedule, neither any director or officer of 

the Target Company nor either of the shareholders owns or has any interest (other than as 

shareholder) in any property, real or personal, tangible or intangible, used in the business of the 

Target Company. 

3.8 Litigation. Judgments. Etc. Except as set forth in this Disclosure Schedule, there are 

no actions, claims, suits, investigations or proceedings to which the Target Company is a party 

- 1  I -  



e 
pending or, to the Knowledge of the Shareholders, threatened in any court or before or by any 

federal, state or other governmental department, commission, agency or other instrumentality 

(excluding any rulemaking, investigation or similar proceeding of general applicability and any 

appeal or petition for review relating thereto), or before any arbitrator, that may have a Material 

Adverse Effect or which seeks to prohibit, restrict or delay consummation of the transactions 

contemplated hereby. The Target Company is not in default with respect to any judgment, order, 

writ, injunction, decree or award applicable to it of any court or other governmental instrumentality 

or arbitrator having jurisdiction over it. The Target Company has all permits, certificates, licenses, 

approvals, and other authorizations which are required in connection with the operation of its 

business, all such permits, certificates, licenses, approvals and other authorizations are in full force 

and effect and, to the Knowledge of the Shareholders, there is no basis for any breach thereof to be 

threatened. The Target Company is exercising reasonable efforts, to the extent customary in its 

businesses, to comply with all statutes, rules and regulations applicable to it of governmental 

authorities having jurisdiction over it, and is not in violation of or in default with respect to any 

statute, or any rule or regulation applicable to it of any governmental authority having jurisdiction 

over it, which violation or default individually or in the aggregate may have a Material Adverse 

Effect. 

- - 

3.9 Intellectual Prouerty Rights. The Disclosure Schedule sets forth a list of all patents, 

patent applications, trademarks (whether registered or not), trademark applications, trade names, 

copyrights, patent or know-how licenses (wherein the Target Company is either licensee or licensor), 

used in the ordinary course of business of the Target Company (the "Intellectual Property Rights"). 

The Intellectual Property Rights are owned, lawfully possessed or used by the Target Company. No 



past due royalties or other payments subsequent to the Closing Date are or will be required to be paid 

to any person, firm or corporation who is the licensor under any license agreements as they presently 

exist. The Target Company is not in default in any material respect of any obligation with respect 

to any agreement with others concerning the Intellectual Property Rights. There is no existing or, 

to the Knowledge of the Shareholders, threatened infringement, misuse or misappropriation by 

others of the Intellectual Property Rights. There is no pending or, to the Knowledse of the 

Shareholder, threatened claim by the Target Company against others for any such infringement, 

misuse or misappropriation and there is no pending judicial proceeding involving any claim. The 

Target Company has not received any written notice or claim of any infringement, misuse or 

misappropriation by the Target Company of any patent, trademark, trade name, copyright, 

intellectual property rights license or similar right owned by any third party. 

3.10 Contractual Obligations. 

(A) Except as set forth in the Disclosure Schedule or theFinancia1 Statements, the 

Target Company is not a party to any of the following, whether written or oral: 
- 

(i) express or implied contract for the employment of any individual 

employee that cannot be terminated by the Target Company without penalty within 30 days; 

collective bargaining agreement or other contract with any labor (ii) 

union; 

(iii) lease under which it is the lessee of real or personal property which 

lease (a) is not terminable without penalty on less than 30 days' notice and (b) provides for 

annual base rental payments in excess of $10,000; 
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(iv) contract for the future purchase or sale of materials, supplies, 

equipment or services that is not terminable without penalty on less than 30 days' notice; 

(v) agreement that purports to limit its freedom to compete in any line of 

business or in any geographic area or to borrow money or incur or guarantee indebtedness; 

(vi) tax sharing agreement that will survive the Closing Date; and 

(vii) agreement with either or both of the Shareholders or any person or 

entity controlled, directly or indirectly, by either or both of the Shareholders. 

(B) Except as set forth in the Disclosure Schedule, the Target Company is not a 

party to any written or oral contract relating to the borrowing of money or the guaranty of any 

obligation for the borrowing of money. 

(C) The Target Company is not in default, or but for arequirement that notice be 

given or that a period of time elapse or both, would be in default, under any contract, agreement, 

lease or other instrument to which it is a party or by which it or its properties is bound which default 

may - have a Material Adverse Effect. 

(D) The Shareholders have no Knowledge of any default in any obligation to be 
. _  - 

performed by any party to any material contract to which the Target Company is a party. 

3.1 1 Taxes. 

(A) All returns of Taxes, information and other reports required to be filed in any 

jurisdiction by the Target Company (collectively, "Tax Returns") have been timely filed and all such 

Tax Returns are true, correct and complete in all material respects. All Taxes applicable to the 

Target Company or any of its properties which are due and payable have been paid. The 
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the Target Company. The Target Company has not given or been requested to give waivers or 

extensions (or is or would be subject to a waiver or extension given by any other entity) of any 

statute of limitations relating to payment of any Taxes with respect to the Target Company or for 

which the Target Company may be liable. All Taxes that the Target Company is or was required 

by law to withhold or collect through the Closing Date, have been duly withheld or collected, and, 

to the extent required, have been paid to the proper taxing authority or other person. 

(B) No audits or other administrative proceedings or court proceedings are 

presently pending with regard to any Taxes or Tax Returns of the Target Company, nor has the 

Target Company received a ruling from the Internal Revenue Service or entered into any agreement 

regarding Taxes with any taxing authority that may, individually or in the aggregate, have aMaterial 

Adverse Effect after the date hereof. 

3.12 Emplovee Benefit Plans. 

(A) Except as set forth in the Disclosure Schedule, the Target Company does not 

maintain, sponsor, participate in or contribute to, and is not required to contribute to, directly or 

indirectly, or have any obligation under: 

- 

-. (i) Any employee benefit plan, employee pension benefit-plan, employee 

welfare benefit plan (including any medical, dental, disability, accident or sickness, salary 

continuation or life insurance plan or arrangement), or multiemployer plan, all as defmed in 

the Employee Retirement Income Security Act of 1974, as amended ("ERISA"), regardless 

of whether or not aplan is exempt from some or all of the otherwise applicable requirements 

of ERISA; or 
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(ii) Any bonus, deferred cornpensation, incentive compensation, restricted 

stock, stock purchase, stock option, stock appreciation right, debenture, supplemental 

pension, profit sharing, royalty pool, severance or termination pay plan, supplemental 

unemployment benefits plan, loan guarantee, relocation assistance, employee loan or other 

extensions of credit, or other similar plan, program, agreement, policy, commitment, 

arrangement or benefit currently in effect under which current or former employees or their 

dependents, beneficiaries, representatives or estates are currently or will in the future be 

entitled to benefits. 

(B) With respect to each plan, program, policy or benefit referred to in the 

Disclosure Schedule (each, a "Benefit Plan"): 

(i) Each Benefit Plan has been operated and administered in accordance 

with its terms and applicable laws, including but not limited to ERISA and the Internal 

Revenue Code of 1986, as amended (the "Code"). Each Benefit Plan that is intended to be 

qualified under the Code either - has received from the Internal Revenue Service, or timely 

applied for, a determination letter on such-Benefit Plan's qualified status. - 
- - 

(ii) Neither the Target Company nor any other party in interest (within the 

meaning of ERISA) has engaged in any non-exempt prohibited transaction with respect to 

any Benefit Plan under ERISA, the Code, and, to the Knowledge of the Shareholder, there 

is no pending assertion of the occurrence of any such transaction. 

(iii) All contributions required under applicable law or the terms of any 

Benefit Plan, collective bargaining agreement or other agreement relating to a Benefit Plan 

to be paid by the Target Company for all periods prior to the Closing Date have been 
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completely and timely made to each Benefit Plan when due, and the Target Company has 

established adequate reserves on its books to meet liabilities for contributions accrued but 

that have not been made because they are not yet due and payable. 

(iv) There is no current or pending investigation or audit by the Internal 

Revenue Service, the Department of Labor or any other governmental entity of any Benefit 

Plan, nor has the Target Company received notification from any such governmental entity 

of such a pending audit or investigation, and there are no actions, suits or claims pending 

(other than routine claims for benefits) or threatened, with respect to any Benefit Plan or  

against the assets of any such Benefit Plan. 

(v) No Benefit Plan is or ever has been a plan subject to Title rV of 

ERISA, Part 3 of Subtitle B of Title I of ERISA or Section 41 2 of the Code, or is or ever has 

been a multiemployer plan as defined in Section 3(37) of ERISA or Section 414(f) of the 

Code. 

(vi) The Target Company has substantially complied with all notice and 

. continuation coverage requirements applicable to group health plans under the Consolidated 

Omnibus Budget Reconciliation Act of 1985, as amended ("COBMI'), with respect to all 

medical and health benefits provided by the Target Company that are subject to COBRA. 

There are no members of a "controlled group" of organizations (as defined 

in Section 4 14(b), (c), (m) or (0) of the Code) with the Target Company which sponsor or maintain 

any employee benefit plan within the meaning of Section 3(3) of ElUSA which under Title IV of 

ERISA or any section of the Code or ERISA would subject the Target Company or any of its 

(C) 
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employee benefit plans or the fiduciaries thereof or their respective assets to any taxes, 

encumbrances, penalties or other liabilities. 

3.13 Charter Documents. The Target Company has delivered to Buyer complete, true and 

accurate copies of its charter documents and bylaws as currently in effect. 

3.14 Insurance. The Disclosure Schedule sets forth the issuers of and the amounts of 

coverage of all insurance policies which are owned by the Target Company and complete, true and 

accurate copies of such policies have been supplied to Buyer. All of such insurance policies are in 

full force and effect. 

3.15 Environmental Matters. 

(A) Except as set forth in the Disclosure Schedule, (i) the Target Company has 

obtained all Environmental Permits that are required in connection with the business, operations and 

properties of the Target Company, (ii) the Target Company has been, and the Target Company is, 

in compliance with all terms and conditions of all applicable requirements of Environmental Law 

and Environmental Permits, (iii) the Target Company has not received any written notice from a 

governmental authority of any violation, alleged violation, or liability arising under any 

requirements of Environmental Law or Environmental Permits, (iv) no Environmental Claims have 

ever been threatened or asserted or are presently pending against the Target Company attributable 

to present or past operations on premises owned, leased or operated by'the Target Company, and (v) 

to the Knowledge of the Shareholders no condition or set of facts or circumstances exists that could 

reasonably be expected to give rise to an Environmental Claim against either Company. 

- 

- 

(B) Except as set forth in the Disclosure Schedule, the Target Company has not 

disposed, treated, or arranged for the disposal or treatment of any toxic or hazardous waste, materials 



or substances at a site or location, or has leased, used, operated or owned a site or location which (i) 

has been placed on the National Priorities List or its state equivalent pursuant to the Comprehensive 

Environmental Response, Compensation, and Liability Act, as amended ("CERCLA"), or similar 

foreign, territorial or state law, (ii) the Environmental Protection Agency or relevant foreign, 

territorial or state authority has proposed, or is proposing, to place on the National Priorities List or 

foreign, territorial or state equivalent, (iii) is subject to a lien, administrative order or other demand 

either to take response or other action under CERCLA or other Environmental Law, or to develop 

or implement a "Corrective Action Plan" or "Compliance Plan," as each is defined in regulations 

promulgated pursuant to the Resource Conservation and Recovery Act, as amended, or to reimburse 

any person who has taken response or other action in connection with that site, (iv) is on any 

Comprehensive Environmental Response Compensation Liability Information System List, (v) has 

been the site of any Release from present or past operations of the Target Company (or any of its 

predecessors) which would be either reportable under any requirements of Environmental Law or 

- 
which has caused at such site or any third party site any condition that has resulted in or could 

reasonably be expected to result in a claim against the Target Company under Environmental Law, 

or (vi) to the Knowledge of the Shareholders, is located within one mile of a property described in 

any of subclauses (i) through (iv) above. 

(C) Except as set forth in the Disclosure Schedule, (i) the Target Company has 

never owned or operated any underground storage tanks (USTs) containing petroleum products or 

wastes or other substances regulated by 40 CFR Part 280 or other applicable requirements of 

Environmental Law, or has owned or operated any real estate having any USTs, (ii) to the 

Knowledge of the Shareholders, there are no polychlorinated biphenyl or asbestos in or on premises 
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currently owned, leased or operated by the Target Company, and (iii) no entities or sites owned or 

operated by third parties have been used by the Target Company in connection with the treatment, 

storage, disposal or transportation of Hazardous Substances, except in compliance with applicable 

Environmental Law and except for such violations that have been remedied. 

(D) Except as set forth in the Disclosure Schedule, the plants, structures, 

equipment and other properties currently owned or used by the Target Company are adequate and 

sufficient for the current operations of the Target Company in conformance with all applicable 

requirements of Environmental Law. 

3.16 Personnel. The Disclosure Schedule sets forth a list of all officers, directors, 

employees, and consultants and agents with whom the Target Company has agreements not 

terminable at the will of the Target Company (by type or classification) and their respective rates of 

compensation (including the portions thereof attributable to bonuses), including any other salary, 

bonus or other payment arrangement made with any of them. 

3.17 Accounts and Notes Receivable. All accounts receivable of the Target Company are 

(a) bona fide claims against debtors for work performed or other charges, (b) to the Knowledge of 

- 

the Shareholders, subject to no defenses, set-offs or counterclaims, and (-c) collectible subject to the 

Target Company's normal reserve for bad debts. The Disclosure Schedule sets forth a list of all notes 

receivable of the Target Company not shown in the Financial Statements. 

3.18 Condition of Assets. Since December 3 1, 1998, the Target Company has operated, 

maintained and repaired its tangible assets in the ordinary course of business in a manner consistent 

with past practice. Such assets are capable of being used without the present need for repair or 

replacement except in the ordinary course of business in a manner consistent with the Target 
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Company's past practice. Complete and accurate details of such assets are set forth in the Disclosure 

Schedule. 

3.19 Real Property. Except as set forth on the Disclosure Schedule, the Target Company's 

ownership and use of its real properties and the location, construction, occupancy, operation and use 

thereof are in compliance with (a) all applicable laws, rules and regulations of any governmental 

authority (including, without limitation, those regulating the environment, health and safety), @)all 

applicable decrees, orders, injunctions and other decisions of any court, arbitrator, governmental 

authority or administrative agency with jurisdiction over the Target Company, (c) all leases, 

easements, rights-of-way and other instruments creating or establishing any rights over such 

properties, and (d) all agreements, contracts, leases, deed restrictions and restrictive covenants, 

whether or not recorded in the public records, affecting the same. None of such real properties has 

been condemned, requisitioned or otherwise taken by any governmental authority, and no such 

condemnation, requisition or other taking is pending or, to the Knowledge of the Shareholders, 

contemplated. 
- 

3.20 Accurate and Comdete Records. The books, ledgers, financial records and other 

- records of the Target Company for the period of time which is not less than three years prior to the 

date hereof or any such longer period as may be required by applicable laws or regulations: 

(a) are in the possession of the Target Company; 
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(b) have been, in all material respects, maintained in accordance with all 

applicable laws, rules and regulations and generally accepted standards of practice; 

and 



(c) are accurate and complete and do not contain or reflect any material 

discrepancies. 

3.2 1 Brokeragehangements. Neither theTarget Company nor either ofthe Shareholders 

have entered (directly or indirectly) into any agreement with any person, firm or corporation that 

would obligate Buyer to pay any commission, brokerage or "finder's fee" in connection with the 

transactions contemplated herein. 

3.22 No Misleading Statements. The representations and warranties of the Shareholders 

contained in this Agreement, the Disclosure Schedule and all other documents and information 

furnished to Buyer and its representatives pursuant hereto do not and will not include any untrue 

statement of a material fact. 

ARTICLE IV 

REPRESENTATIONS AND WARRANTIES OF BUYER 

Buyer hereby represents and warrants to the Shareholders as follows: 

4.1 Organization. Buyer is a corporation duly organized, validly existing and in good 

standing under the laws of the State of Texas with corporate power to carry on its business as now 

being conducted. 

4.2 Power and Authoritv: Enforceabilitv. Buyer has all requisite corporate power and 

authority to enter into this Agreement and all other documents to be entered into by Buyer in 

connection with the consummation of the transactions contemplated hereby and to perform its 

obligations hereunder and thereunder. This Agreement and all other documents entered into by 

Buyer in connection with the consummation ofthe transactions contemplated hereby have been duly 

authorized, executed and delivered on behalf of Buyer and, assuming due authorization, execution 



and delivery by the Target Company and the Shareholder, constitutes a legal, valid and binding 

obligation of Buyer enforceable in accordance with its terms, except that (a) such enforcement may 

be limited by bankruptcy, insolvency, reorganization, moratorium or similar laws relating to or 

affecting creditors' rights generally and (b) the remedy of specific performance and injunction and 

other forms of equitable relief may be subject to equitable defenses and to the discretion of the court 

before which any proceeding therefor may be brought. 

4.3 No Default or Consents. Neither the execution and delivery of this Agreement nor 

the consummation of the transactions contemplated herein (a) conflict with or result in (or with 

giving of notice or passage of time would result in) a breach, default or violation of (i) any of the 

terms, provisions or conditions of the charter or bylaws of Buyer or (ii) any material agreement, 

document, instrument, judgment, decree, order, governmental permit, certificate or license to which 

Buyer is a party or to which it is subject or by which its property is bound, or (b) result in the 

creation of any lien, charse or other encumbrance on any material property of Buyer, or (c) require 

Buyer to obtain the consent of any private non-governmental third party. Except for the Regulatory 

Consent, no consent, action, approval or authorization of, or registration, declaration or filing with, 
. -  - 

any governmental department, commission, agency or other instrumentality havingjurisdiction over 

Buyer is required by Buyer to authorize the execution and delivery of this Agreement by Buyer or 

the performance of its terms by Buyer. 

ARTICLE V 

AGREEMENTS THROUGH CLOSING 

From the date of this Agreement through the Closing: 
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5.1 Access. The Target Company shall keep Buyer informed regarding the continuing 

operation of the business of the Target Company and shall permit Buyer and its authorized 

employees, agents, accountants, legal counsel and other representatives to have access to the books, 

records, plants, facilities, properties, personnel and officers of the Target Company for the purpose 

of conducting an investigation of its financial condition, corporate status, business properties and 

assets; provided, however that such investigation shall be conducted in a manner that does not 

interfere with normal operations of the Target Company. 

5.2 Restrictions. Except as otherwise contemplated in this Agreement, without the 

consent of Buyer, the Target Company shall not: 

(a) increase the rate or form of compensation payable to any employee or 

increase any employee benefits, except increases in compensation and benefit changes made 

in the ordinary course of business in accordance with established policies and past practice; 

(b) declare or pay any dividend or make a distribution in cash, property or other 

assets (not including distributions in the ordinary course of business of cash in the course of 
- 

paying obligations owed by the Target Company) provided the Net Working Capital shall - 

not thereby be reduced below $zero; 

(c) acquire or dispose of any properties or assets, except in the ordinary course 

of business; 

(d) 

course of business; 

(e) 

engage in any one or more activities or transactions outside the ordinary 

transfer any Intellectual Property Rights, except in the ordinary course of 

business; 
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( f )  create, incur, assume, guarantee or othenvise become liable or obligated with 

respect to any indebtedness, or make any loan or advance to, or any investment in, any 

person or entity; 

(g) 

of $10,000 or more; 

(h) 

enter into a contractual obligation providing for obli,oations of aparty thereto 

file any motions, orders, briefs, settlement ageements or other papers in any 

proceeding before any court of any federal, state or other governmental department, 

commission or agency or any arbitrator except with respect to pending proceedings where 

positions advanced are substantially consistent with previous positions; 

(i) issue any securities relating to its capital stock; grant, or enter into any 

agreement to grant, any options, convertibility rights, other rights, warrants, calls or 

agreements relating to its capital stock; or redeem, repurchase or otherwise reacquire any of 

its capital stock; 

6) maintain its books of account other than in the usual, regular and ordinary 
- 

manner and on a basis consistent with prior periods or make any change in any of its 

accounting methods or practices; 

(k) allow the expiration, termination or cancellation of any of the 

insurance policies listed in theDisclosure Schedule, unless it is replaced, with no loss 

of coverage, by a comparable insurance policy; or 

(1) 

Rewlatorv Comuliance. Prior to the Closing, the Target Company will comply in 

all material respects with all applicable local, state and federal laws, rules and regulations, 

agree or commit to do any of the foregoing. 

5.3 
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judgments, decrees, orders, governmental permits, certificates and licenses, including withoi t 

limitation those relating to the filing of reports and the payment of income, franchise and other taxes 

due to be paid prior to the Closing. 

5.4 Continued ODeration of Business. Prior to the Closing, the Target Company shall 

use, to the extent required for continued operation of its business without impairment, reasonable 

business efforts, (a) to preserve substantially intact its business organization, (b) to keep available 

the services of its employees, and (c) to preserve its present relationships with persons having 

significant business relations therewith. 

5.5 Reasonable Business Efforts. Buyer and the Shareholders shall use their reasonable 

business efforts to ensure that all of the conditions to the obligations of the Shareholders and Buyer 

contained in Sections 6.2 and 6.3 respectively are satisfied timely (unless waived in accordance with 

Article VI). 

ARTICLE VI 

CLOSING 

6.1 Closing. The Closing shall be held at the offices of Ackerson, Mosley & Yann, 1200 

One fiverfront Plaza,-Louisville, Kentucky 40202, within five days of the fulfillment of the 

conditions set out in Sections 6.2 and 6.3, or at such other place and time, or on such other date as 

the parties may agree. 

6.2 Closing Obligations of Buyer. The obligation of Buyer to consummate the 

transactions contemplated by this Agreement is subject, at the option of Buyer, to the satisfaction 

or waiver of the following conditions: 
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(a) Resolutions of the Target Comuanv. The Shareholders shall furnish Buyer 

with certified copies of resolutions duly adopted by the Board of Directors of the Target 

Company authorizing the execution, delivery and performance of this Agreement; 

(b) The Target Companv’s Comorate Documents. The Shareholders shall deliver 

to Buyer (i) the Stock and Minute Books and Corporate Seal of the Target Company, (ii) 

certified copies of the certificate of incorporation and bylaws of the Target Company, and 

(iii) certificates of good standing from the state of incorporation of the Target Company and 

all states where it is qualified to do business as a foreign corporation; 

(c) Stock Certificates. The Shareholders shall surrender his and its Target 

Company stock certificates to Buyer duly endorsed or with a blank stock power attached 

thereto; 

(d) Directors and Officers. The Shareholders shall furnish Buyer with written 

resignations of all directors and officers of the Target Company in form reasonably 

acceptable to Buyer; 

(e) Representations and Warranties of the Shareholder. The representations and 
. -  

warranties of the Shareholders contained herein will be accurate at and as of the Closing Date 

as though such representations and warranties had been made at and as of such date; all 

terms, covenants and conditions of this Agreement to be complied with and performed by 

the Shareholders and the Target Company at or prior to the Closing will have been duly 

complied with and performed; and the Shareholders will have delivered to Buyer a certificate 

dated as of the Closing Date and signed by an officer of the Target Company to the foregoing 

effect; 
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( f )  Statutow Compliance. All statutory requirements for the valid consummation 

of the transactions contemplated herein shall have been fulfilled and all governmental 

consents, approvals or authorizations necessary for the valid consummation of the 

transactions contemplated herein shall have been obtained; 

(g) No Action. Suit, etc. No action, suit or proceeding shall have been 

commenced, pending or threatened, and no statute, rule, regulation or order shall have been 

proposed, enacted, promulgated or issued or deemed applicable to the transactions 

contemplated by this Agreement, by any United States federal or state government or 

governmental agency or instrumentality or court or private non-governmental person or 

entity, which, in the opinion of Buyer's counsel, reasonably may be expected to, (i) prohibit 

Buyer's ownership or operation of all or a material portion of Buyer's or the Target 

Company's business or assets, or compel Buyer to dispose of or hold separate all or a 

material portion of Buyer's or the Target Company's business or assets, as a result of the 

transactions contemplated by this Ageement or (ii) render Buyer unable to consummate the 

transactions contemplated by this Agreement; and 

(h) Due Diligence. The completion of a Phase I Report regarding the facilities 

of the Target Company and, if recommended, the completion of a Phase I1 Report, each 

performed at Buyer's expense pursuant to ASTM Protocol, and the contents of each such 

report being to the reasonable satisfaction of Buyer. The completion by Buyer of its due 

diligence review of the businesses of the Target Company. 

6.3 Closing Obligations of the Shareholders and the Target ComDanv. The obligation 

of the Shareholders and the Target Company to consummate the transactions contemplated by this 
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Agreement is subject, at the option of the Shareholders, to the satisfaction or waiver of the following 

conditions : 

(a) Payment of Consideration. Buyer shall pay to the Shareholders in accordance 

with Section 2.2; 

(b) Resolutions of Buyer. Buyer shall furnish the Shareholders with certified 

copies of resolutions duly adopted by the Board of Directors of Buyer authorizing the 

execution, delivery and performance of this Agreement; 

(c) Buyer's Comorate Documents. Buyer shall hrnish the Shareholders with 

certified copies of its articles of incorporation and bylaws; 

(d) Representations and Warranties ofBuver. The representations and warranties 

of Buyer contained herein will be accurate at and as of the Closing Date as though such 

representations and warranties had been made at and as of such date; all terms, covenants and 

conditions of this Agreement to be complied with and performed by Buyer at or prior to the 

Closing will have been duly complied with and performed; and Buyer will have delivered 

to the Shareholders a certificate dated as of the Closing Date and signed by an officer-of 

- 

Buyer to the foregoing effect; 

(e) Statutorv Comuliance. All statutory requirements for thevalid consummation 

of the transactions contemplated herein shall have been fulfilled and all governmental 

consents, approvals or authorizations necessary for the valid consummation of the 

transactions contemplated herein shall have been obtained; and 

( f )  No Action. Suit. etc. No action, suit or proceeding shall have been 

commenced, pending or threatened, and no statute, rule, regulation or order shall have been 



proposed, enacted, promulgated or issued or deemed applicable to the transactions 

contemplated by this Agreement, by any United States federal or state government or 

governmental agency or instrumentality or court or private non-governmental person or 

entity, which, in the opinion of the Shareholders' counsel, reasonably may be expected to 

render the Shareholders or the Target Company unable to consummate the transactions 

contemplated by this Agreement. 

ARTICLE VII 

INDEMNITY 

7.1 Indemnity. Subject to the provisions of Sections 7.5 and 7.6, Buyer shall indemnify 

and hold harmless the Shareholders and their heirs, and permitted successors and assigns ("Seller 

Indemnified Parties") from and against any claim, liability, loss, cost, damage or expense (including, 

without limitation, court costs and reasonable attorneys' fees and expenses) (a "Claim") arising out 

of, resulting from or in any way related to the breach of, or the failure to perform or satisfy any of, 

the representations and warranties made by Buyer in this Agreement, Buyer shall reimburse Seller - 

Indemnified Parties for any legal or other expenses reasonably incurred by Seller Indemnified Parties 

in connection with investigating or defending any such Claim as such expenses are incurred. 

Subject to the provisions of Sections 7.5 and 7.6, the Shareholders shall, jointly and 

severally, indemnify and hold harmless Buyer, the Target Company and their respective. officers, 

directors, shareholders, employees, agents and their permitted successors and assigns ("Buyer 

Indemnified Parties") from and against any Claim arising out of, resulting from or in any way related 

to : 
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(a) a breach of or the failure to perform or satisfy any of, the representations, 

warranties and covenants made by either Shareholder in this Agreement; 

(b) violations or claimed violations of any Environmental Laws or Environmental 

Permits alleged by any party which relate in any way to the ownership, occupancy, use, 

operation, or conditions of present or former properties of the Target Company on or before 

the Closing Date; 

( c )  any Environmental Claim which relates in any way to the ownership, 

occupancy, use, operation, or conditions of present or former properties of the Target 

Company on or before the Closing Date; 

(d) any cleanup or remediation requirement or liability respecting a Release or 

threatened Release of any Hazardous Substances to the extent that those Hazardous 

Substances are present at any present or former properties of the Target Company on or 

before the Closing Date; 

(e) any cleanup or remediation requirement respecting a Release or threatened 

Release of any Hazardous Substances at any facility or location to which materials generated 

by the Target Company were shipped on or before the Closing Date; 

( f )  any cleanup or remediation requirement or liability or any other 

Environmental Claim or other liability which are alleged or asserted against the Target 

Company arising from or relating in any way to any past or present contamination or 

corrective action activities at, on, under, or around the location referred to as the Arelco 

Plastics Fabricating facility, located at 1430 North Highway 1793, Goshen, Kentucky, 
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40026, including without limitation any contamination or corrective action relating in any 

way to any current or former septic system at that facility; or 

(9) any Taxes attributable to the Target Company with respect to any taxable 

periods or portions thereof ending on or before the Closing Date to the extent not h l l y  

accrued on the Financial Statements. 

The Shareholders shall reimburse Buyer Indemnified Parties for any legal or other expenses 

reasonably incurred by Buyer Indemnified Parties in connection with investigating or defending any 

such Claim as such expenses are incurred. 

7.2 Limitation with respect to Taxes. In the event of any claim for indemnification or 

other claim against the Shareholders for Taxes under any provision contained in this Agreement, it 

is agreed that the amount of such claim shall be reduced by: 

(a) the present value of any actual tax benefit realized by the Target Company 

(less any reductions for expense incurred in determining and asserting such tax benefit), 

whether attributable to increased depreciation deductions or otherwise, resulting from the tax 
- 

assessment which gave rise to the claim against the Shareholders; provided, however, the 

Target Company shall have no duty to pursue the realization of any such tax benefits until 

it is notified by the Shareholders of such benefits and the pursuant of such tax benefits must 

be consistent with all other positions taken by the Target Company for tax purposes; and 

(b) the present value of any increase in tariff allowed by the Kentucky Public 

Service Commission as a result of the Taxes which gave rise to a claim against the 

Shareholders. If there appears to be a reasonable basis for a tariff increase as a result of such 

Taxes, the Target Company shall make a good faith effort to seek and obtain such tariff 
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increase. If there does not appear to be a reasonable basis for a tariff increase, the Target , 

Company shall have no obligation to seek any tariff increase. 

7.3 Notice. 

(a) As used in this Section 7.3, the term "Indemnified Party" shall mean any 

Seller Indemnified Party or any Buyer Indemnified Party, as the case may be, which is 

asserting a claim for. indemnity hereunder. Any party against whom a claim for 

indemnification is asserted by an Indemnified Party pursuant to this Article VII is referred 

to herein as an "Indemnifying Party." In the event that any Claims are asserted against or 

sought to be collected from an Indemnified Party by aperson who is not aBuyer Indemnified 

Party or a Seller Indemnified Party (a "Third Party"), such Indemnified Party shall give 

prompt notice to the Indemnifying Party of such event ("Claim Notice"). A Claim Notice 

shall specify, to the extent known by the Indemnified Party, the nature of and specific basis 

for any Claims or the nature of and specific basis of any suit, action, investigation or 

proceeding set forth therein and the amount or the estimated amount thereof to the extent 

then practicable. Any failure on the part of any Indemnified Party promptly to provide a 

Claim Notice to the Indemnifying Party shall relieve the Indemnifying Party of such party's 

obligation under this Article VII only to the extent that the Indemnifying Party has been 

prejudiced by the lack of timely and adequate notice to the Indemnifying Party. 

(b) The Indemnifying Party shall have 30 days from the delivery or receipt of a 

Claim Notice ("Notice Period") to notify the Indemnified Party (i) whether or not it disputes 

the liability ofthe IndemnifyingParty to the Indemnified Party hereunder with respect to the 

Claims identified in the Claim Notice, and (ii) whetheror not it desires to assume the defense 
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of the Third Party Claim identified in the Claim Notice; provided, however, that any 

Indemnified Party is hereby authorized during the Notice Period to file any motion, answer 

or other pleading that shall be necessary or appropriate to protect its interest or those of the 

Indemnifying Party. In the event that the Indemnifying Party notifies the Indemnified Party 

within the Notice Period that it desires to defend the Indemnified Party against the Claims 

identified in the Claims Notice, the Indemnifying Party shall have the right and obligation, 

at its sole cost and expense, to defend with counsel of its own choosing by all appropriate 

proceedings, which proceedings shall be properly and diligently settled or prosecuted to a 

final non-appealable order of a court of competent jurisdiction; provided, however, that 

(a) the Indemnified Party shall at all times have the right, at its sole option and expense, to 

employ separate counsel and to participate fully in the defense, compromise or settlement 

thereof, and (b) if the Indemnifying Party does not proceed diligently to defend the Claim 

within 30 days after personal delivery or receipt of a Claim Notice, the Indemnified Party 

shall have the right, but not the obligation, to undertake the defense of any such Claim and 

the Indemnifying Party shall be bound by any defense or settlement that the Indemnified 

- 
- 

Party may make as to such Claim. Upon its assumption of the defense of any such Claim, 

the Indemnifying Party shall have full control of such defense and proceedings including any 

compromise or settlement thereof. If there is more than one Indemnifying Party, then all 

Indemnifying Parties must coordinate the defense of the Indemnified Party against any 

Claims so as not adversely to affect the Indemnified Party's right to a proper defense. 

(c) The parties agree reasonably to cooperate with one another and their 

respective counsel in contesting and defending any Third Party Claim (including granting 
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reasonable access to the pertinent books, records and personnel in their possession or control, 

or in the possession or control of the Target Company) or, if appropriate and related to the 

Claim in question, in making (i) any counterclaim against the Third Party asserting the 

Claims, or (ii) any cross complaint against any person. 

(d) Notwithstanding anything in this Section 7.3 to the contrary, the Indemnifying 

Party shall not, without the written consent of the Indemnified Party (i) settle or compromise 

any Claim or consent to the entry of any judgment with respect to such Claim that does not 

include as an unconditional term thereof the delivery by the claimant or plaintiff to the 

Indemnified Party of a written r,elease from all liability in respect to such Claim, (ii) settle 

or  compromise any Claim in any manner that may materially and adversely affect the 

Indemnified Party, or (iii) settle or compromise any Claim in a manner that will require the 

Indemnified Party to pay any money. 

(e) If the Indemnifying Party fails to notify the Indemnified Party within the 

Notice Period that the Indemnifying Party elects to defend the Indemnified Party pursuant 

to-Section 7.3(b), or if the Indemnifying Party elects to defend the Indemnified Party 

- 

pursuant to Section 7.3(b), but fails diligently and promptly to prosecute, defend or settle any 

Third Party Claim, then the Indemnified Party shall have the right to defend, or compromise 

and settle at the sole cost and expense of the Indemnifying Party, the Third Party Claim by 

all appropriate proceedings, which proceedings may be prosecuted by the Indemnified Party 

to a final non-appealable order of a court of competent jurisdiction or settled without the 

consent of the Indemnifying Party. The Indemnified Party shall have full control of such 

defense and proceedings. 
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( f )  In the event any Indemnified Party should have a Claim against any 

Indemnifyins Party hereunder that does not involve damages being asserted against or sought 

to be collected from it by a Third Party, the Indemnified Party shall send a Claim Notice 

containing the same type of information required by Section 7.3(a) with respect to such 

Claim to the Indemnifying Party. Ifthe Indemnifying Party does not notify the Indemnified 

Party within the Notice Period that it disputes such Claim, the amount of such damages shall 

(unless it shall not have been reasonably practicable for the Indemnifying Party to give such 

notification) be conclusively deemed a liability of the Indemnifying Party hereunder. 

7.4 Other Indemnification Rights. To the extent other provisions of this Agreement or 

applicable law provide for indemnification, the indemnification rights provided for in this Article 

VI1 are in addition to those other provisions or applicable law, but no party may recover more than 

once for the same events or amounts. 

7.5 Limitation of Liabilitv. Notwithstanding any other provision hereof, (a) the 

Shareholders shall have no liability for any breaches of any representation orwarranty as a result of 

a circumstance or fact ofwhich the Shareholders shall have beenunaware and should not reasonably 

have been -. aware ("Unknown Breaches") unless the aggregate liabilities for all such breaches exceeds 

$10,000, (b) the aggregate liability of the Shareholders under this Agreement shall not exceed 

$3,500,000, and (c) any liability of the Shareholders under this Agreement shall be reduced to the 

extent that recovery in respect thereof may be made under any liability insurance policy of the Target 

Company. 

7.6 Survival. The representations and warranties provided under this Agreement shall 

survive Closing for 1 S months and the Shareholders shall have no liability in relation thereto unless 
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Buyer shall have given the Shareholders a Claim Notice in accordance with Section 7.3 prior to the 

expiration of such 18 month period; provided, however, that matters involving Taxes and those 

under Section 3.3 shall survive until the expiration of the applicable statute of limitation. No claim 

for indemnification may be made by Buyer pursuant to Sections 7.l(b), (c), (d) or (e) unless 

notification thereof shall have been given to the Shareholders within 18 months after the Closing 

Date. 

ARTICLE VIlI 

TERMINATION 

8.1 Termination. This Agreement may be terminated at any time prior to the Closing 

Date solely: 

(a) 

(b) 

by consent of the Shareholders and Buyer; 

by the Shareholders or by Buyer, if the transactions contemplated by this 

Agreement to take place at the Closing shall not have been consummated by the last business 

day of the sixth month after the date hereof, unless the failure of such transactions to be 

consummated is due to the wil lhl  failure of the party seeking to terminate this Agreement 

to perform any of its obligations under this Agreement to the extent required to be performed 

by it prior to or on the Closing Date; or 

- 

- 

(c) by the Shareholders or by Buyer, if a material breach or default shall be made 

by the other party in the observance or in the due and timely performance of any of the 

covenants or agreements contained herein, and the curing ofsuch default shall not have been 

made within ten days after written notice thereof is delivered to the breaching or defaulting 

party by the other party. 
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' 8.2 Liabilities in Event of Termination. The termination of this Agreement will in no 

way limit any obligation or liability of any party based on or arising from a breach or default by such 

party with respect to any of its representations, warranties, covenants or agreements contained in this 

Agreement including, but not limited to, legal and audit costs and out of pocket expenses. 

ARTICLE IX 

MISCELLANEOUS 

9.1 Non-Competition. 

(a) For two years following the Closing Date (the "Restricted Period"), neither 

Shareholder shall in the Territory, directly or indirectly, compete with Buyer or its Affiliates in any 

manner, on behalf of such Shareholder or any other person, firm, business or corporation, including, 

without limitation, such that neither Shareholder shall (i) engage in the Business; (ii) enter the 

employ of, or render any services to, any Person engaged in the Business other than the Target 

Company, the Buyer, or an affiliate of same; (iii) become interested in any such Person engaged in 

the Business as an individual, partner, shareholder, officer, director, licensor, licenses, principal, 

agent, employee, trustee, consultant or in any other relationship or capacity; provided, however, that 

either Shareholder may own, directly or indirectly, solely as an investment, securities of any Person 

which are traded on any national securities exchange if such Shareholder (A) is not a controlling 

Person of, or a member of agroup which controls, such person or (B) does not, directly or indirectly, 

own 1% or more of any class of securities of such person; or (iv) request or instigate any account or 

customer of Buyer or its Affiliates to withdraw, diminish, curtail or cancel any of its business with 

- - 

Buyer. t'Businessll shall mean any business conducted by Buyer or its Affiliates during the Restricted 

Period. "The Territory" shall meanKentucky. An "Affiliate" of Buyer shall mean aPerson directly 
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or indirectly controlled by Aquasource, Inc. "Person" shall mean any individual, corporation, 

partnership, trust, limited liability company or other entity. 

(b) Because of the difficulty of measuring economic losses to Buyer and its 

Affiliates as a result of a breach of the foregoing covenant, and because of the immediate and 

irreparable damage that could be caused to Buyer and its Affiliates for which they would have no 

other adequate remedy, the Shareholders agree that the foregoing covenant may be enforced by 

Buyer in the event of breach by either Shareholder, by injunctions, restraining orders and other 

equitable actions. The Shareholders acknowledge that the covenants set forth in this Section 9.1 are 

material conditions to Buyer's willingness to execute and deliver this Agreement and to consummate 

the transactions contemplated hereby. All of the covenants in this Section 9.1 shall be construed as 

an agreement independent of any other provision in this Agreement, and the existence of any claim 

or cause of action of the Shareholders against Buyer, whether predicated on this Agreement or 

otherwise, shall not constitute a defense to the enforcement by Buyer of such covenants. The period 

of two (2) years stated at the beginning of this Section 9.1, during which the covenants of the 

Shareholders made in this Section 9.1 shall be effective, shall be computed by  excluding from such 

computation any time during which the Shareholders are in violation of any provision of this Section 

- 
- 

- 

9.1. The covenants contained in this Section 9.1 shall not be affected by any breach of any other 

provision hereof by any party hereto. 

9.2 Employee Benefits. No employee shall receive credit for any service recognized 

under any Benefit Plan prior to the Closing Date for any purpose under any employee benefit plan 

sponsored or maintained by Buyer; provided, however, that each employee shall be credited with 
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at least the amount of "paid time off' as such employee had accrued as an employee of the Target 

Company prior to the Closing Date. 

9.3 Notice. Any notice, request, instruction, correspondence or other document required 

to be given hereunder by any party to another (herein collectively called "Notice") shall be in writing 

and delivered in person or by courier service requiring acknowledgment of delivery or mailed by 

certified mail, postage prepaid and return receipt requested, or by telecopier, as follows: 

If to Buyer, addressed to: 

Aquasource Utility, Inc. 
168 10 Barker Springs, Suite B2 15 
Houston, Texas 77084 
Attention: Edward Wallace 
Telecopier No.: (281) 578-1620 

If to the Shareholders, addressed to: 

Mr. Lloyd Eades 
Route 1 
Shelbyville, Kentucky 40065 

and 

c/o A1 J.  Schneider . 

Home Supply Company 
3720 Seventh St. Road 
Louisville, Kentucky 402 16 

- 

With a copy to: 
Ackerson, Mosley & Yann 
1200 One Riverfront Plaza 
Louisville, Kentucky 40202 
Attention: Mr. Jeffrey C. Sauer 
Telecopier No.: (502) 589-4168 

Notice given by personal delivery or courier service shall be effective upon actual receipt. Notice 

given by mail shall be effective five days after deposit with the United States postal service. Notice 

given by telecopier shall be confirmed by appropriate answer back and shall be effective upon actual 
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receipt if received during the recipient's normal business hours, or at the beginning of the recipient's 

next business day after receipt if received before the recipient's normal business hours. All Notices 

by telecopier shall be confirmed promptly after transmission in writing by regular mail or personal I 
delivery. Any party may change any address to which Notice is to be given to it by giving Notice 

as provided above of such change of address. 

9.4 Public Statements. No party shall issue any public announcement or statement with 

respect to the transactions contemplated hereby for a period of twelve months following the Closing 

Date without the written consent of the other parties. 

9.5 Further Assistance. The Shareholders shall execute and deliver without additional 

expense to Buyer such additional documents as are reasonably necessary to consummate the 

transactions contemplated hereby. 

9.6 Governing Law. The provisions of this Agreement and the documents delivered 

pursuant hereto shall be governed by and construed and enforced in accordance with the laws of the 

Commonwealth of Kentucky. 

9.7 Entire Agreement: Amendments and Waivers. This Agreement, together with all 

schedules and exhibits attached hereto, constitutes the entire agreement among the parties pertaining 

to the subject matter hereof and supersedes all prior agreements, understandings, negotiations and 

discussions, whether oral or written, of the parties. No supplement, modification or waiver of this 

Agreement shall be binding unless executed in writing by the party to be bound thereby. No waiver 

of any of the provisions of this Agreement shall be deemed or shall constitute a waiver of any other 

provision hereof (regardless of whether similar), nor shall any such waiver constitute a continuing 

waiver unless othenvise expressly provided. 
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9.8 Severabilitv. If any one or more of the provisions contained in this Agreement or in 

any other document delivered pursuant hereto shall, for any reason, be held to be invalid, illegal or 

unenforceable in any respect, such invalidity, illegality or unenforceability shall not affect any other 

provisions of this Agreement or any other such document. 

9.9 Headings and Exhibits. The headings ofthe several Articles and Sections herein are 

inserted for convenience of reference only and are not intended to be a part of or to affect the 

meaning or interpretation of this Agreement. The schedules and exhibits referred to herein are 

attached hereto and incorporated herein by this reference. 

9.10 Successors Bound; Third Parties. This Agreement may not be assigned by any party 

(other than to an affiliate of such party) without the consent of the other parties. Subject to the 

foregoing, this Agreement shall be binding upon and inure to the benefit of the parties and their 

respective successors and assigns. Nothing in this Agreement, express or implied, is intended to 

confer upon any person or entity other than the parties hereto and their respective permitted 

successors and assigns, any - liabilities, duties, rights, benefits or obligations hereunder. 

9.1 1 Multiple Countemarts. - This Agreement may be executed in one or more 

counterparts, each of which shall be deemed an original, but all of which together shall constitute 

one and the same instrument. 

[THE REMAINDER OF THIS PAGE LEFT INTENTIONALLY BLANK.] 



IN WITNESS WHEREOF, the parties havesigned this Agreement in multiple counterparts, 

all as of the date first above written. 

GOSHEN UTILITIES, INC. 

Title: A,r. 

AQUASOURCE UTILITY, INC. 

Lloyd Eades 
No. of Shares: 5/00 

r 
THE NANCE REALTY COMPANY 

No. of Shares: b-00 



,, . . 
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EXHIBIT B 

Investor Warranties 

Each Shareholder represents and warrants to Buyer an1 DQE, h c .  as follows: 

(a) Investment Intent. Such Shareholder is acquiring the shares of Preferred 
Stock, Series A (Convertible), $100 liquidation preference per share ("Preferred Stock") for such 
Shareholder's own account and not with a view to, or for sale in connection with, directly or 
indirectly, any distribution thereof that would require registration under the Securities Act of 1933, 
as amended (the "Securities Act") or applicable state securities laws or would otherwise violate the 
Securities Act'or such state securities laws. 

(b) Accredited Investor Status: Knowledge and Experience. Such Shareholder 
is an "accredited investor" as defined in Rule 50l(a) under the Securities Act; and such Shareholder 
alone or together with a "purchaser representative" as defined in Rule 50 1 (h) under the Securities 
Act, has such knowledge and experience in financial and business affairs in general and with respect 
to the Company and is capable of determining the information necessary to make an informed 
investment decision with respect to the Preferred Stock, of requesting such information from DQE, 
Inc. and of utilizing the information that such Shareholder has received from DQE, Inc. to evaluate 
the merits and risks of such Shareholder's investment in the Preferred Stock. 

(c) Abilitv to Bear Economic Risk. Such Shareholder is able to bear the 
economic risk of such Shareholdeis investment in the Preferred Stock and understands that such 
Shareholder may be required to do so for an indefinite period of time. 

(d) Access to Information. Such Shareholder-and such Shareholder's attorneys, 
accountants, investment and financial advisors, if any, including such Shareholder's "purchaser 
representative", if any, have been provided access to such information as such Shareholder or such 
Shareholder's advisors, if any, have requested. 

(e) No Government ADuroval. Such Shareholder is aware that no governmental 
entity has passed upon or made any finding or determination concerning the fairness of the 
transactions contemplated hereby and such Shareholder must forego the security, if any, that such 
a review would provide. 

(9 Transfer Restrictions. (i) The Shareholders have been advised or are aware 
(A) of the provisions of Rule 145 under the Securities Act, which limits resale of securities acquired 
in transactions similar to that contemplated by this Agreement by an "affiliate" (as defined in Rule 
405 under the Securities Act) of a party to such transaction; (B) that, if either Shareholder is an 
"affiliate" of the Company, such Shareholder may resell the Preferred Stock or any securities into 
which the Preferred Stock may be converted ("Conversion Securities") only pursuant to an effective 



registration statement, pursuant to Rule 145 or another exemption from the registration requirements 
of the Securities Act; (C) that, resales of securities pursuant to Rule 145 may be subject to certain 
conditions, including, among other things, the availability of public information about the issuer and 
requirements with respect to holding periods, the amount of securities to be sold and the manner of 
sale and @) that the exemption provided by Rule 145 may not be available with respect to the resale 
ofthe Preferred Stock or Conversion Securities and (ii) the Shareholders consent and a g e e  to DQE, 
Inc. giving appropriate stop transfer instructions to the transfer agent for the Preferred Stock and 
Convers ion Securities. 

HUNTMA050 129\008058 
HOUSTOM923706.7 
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e Aq uaSo urce, Inc. a 
Consolidated Balance Sheet 

(Una udired) 

Assea 
CWreJltArJcrr 
Cash 
Ac~owtS reczivnbk - customers 
Other receivables 
Income hx rcccivablc 
lnventory 
Prepayments 
OIhU 

Total curred mseu 

Fbred Asscb 
Utility plant in stmict 
Otha fixed asscb 

Accumulstcd depcccicllim 
Corutrudion work in progas 

Toraljiwd asscts 

Other A s s u  and Dqmed  Charges 
Investments in Water Companies 
Rcgulatory a~scts 
Goodwill 
Cutomex l i i  and relationships 
Defmed tax as& 
Investment in markdablc sccuritics (collated atcount) 
Orher 

Total orher asets and dqfimed charger 

Total Asset3 

Liabilities and Shareholders' Equ j ,  

Liubiliriu 
CurreM Liobilitiu 
Accounts payablc 
Accounts payable - afi1iak-s 
Customer deposits 
Accmed taxes 
Orher accrued lbbilities 

Told currenr liabilities 

Non Cwrera~ Liabililies 
Dcfcmd income t w e ~  

Long term debt 
OthCK 

Total noncurrent liabilities 

Shnrrholde3' Equity 
Conbibmiom by h e  "A' Shxeholden 
Contributions by the  "6" Shareholders 
Rckincd carnings 

Tooral shareholders' equily 

Total Liabilities and Shareholders' Equity 

Dcccmber 31, D c c e m k  31, 
1998 1997 

6,590,508 849,930 
10.3 12,839 236,559 
308.437 

2,872,452 234,799 
202,350 19.100 
342,441 

6.57 1 ,!M6 
27200.973 1,340.388 

55,461,043 1,216,975 
23,017,137 733,240 
78,478. I 8 0  2,010,215 
(1,660.37 1) (65,253) 
1.299.376 
78.1 17.165 1,944962 

34,495443 704.03 I 
19.421,131 
20,n0,016 
24,011,949 5,481,911 
13,613.338 
9,641,082 
7,656,330 28,138 

129,556,289 6,214,080 

234,074,447 9,499,430 

2,438,776 196,081 
250.724 245.000 
568,973 
250,63 1 

5.1 12.600 
8,621,704 441.081 

22,956,3 1 1 
21,821,979 

326,387 
45,104,677 

179,142.1 16 9,856,645 
925.900 400,000 

1,080.050 (1 ,I 98,29q 
191.148.066 9,058.349 

234,874,447 9,493,430 ' 



Cotrsoltd!tted Statement of Income 

From Inception 
Year Ended thru 

December, 31 December 31, 
1998 1997 

Revenues 
Sal= of water and wasfewam 
Contract +oris 
Engineering and construction 

Operating revenues 

Operating Expenses 
operation and maintenance expenses 
Cost of construction 
Depreciation and amortization 
General and administrative 

operclling expenses 

Other IncomdZGpense 
Interest Income 
AFUDC 
Other Income (Expense) 

Oihw incomdqense  

Income before Income Taxes 

lncomc lax expsnse 
Net Income 

9,455,914 S 40 1,633 
1 1,73 5,972 1,166$84 
103 19,254 
32,011,140 1,568,217 

14,393,16 I 722,075 
8,375,350 

624,849 144,532 
5,489,025 2,143,284 

28,882,385 3,009,891 

228,002 8,578 
46,227 

(308,273) 
(34.044) 8.578 

3,094,7 1 1 (1,433,096) 

1,083,140 (501,584~ 
2.011.571 6 (93 1.5 12) 

~~ 

165 IO Barker Springs, Suite B2 IS - Houston. Texas 77084 - 28  1-575-3 12 1 - 28 1-575- I620 ( fax )  



Aquasource, Inc 
Consolidated Statement of Cash Flows 

(unaudited) 

From Inception 
Yenr Ended t hru 

December, 31 December 31, 
1998 1997 

Cash Rows from Operating Activities: 

Net Income 
Adjustments to reconcile net income to net cash provided by 
operating activities: 

Depreciation and amortization 
Accounts receivable 
Inventory 
Accounts payable 
Other 

Net Cash Used In Operating Activities 

Cash Flows from Investing Activities: 

Capital J3cpcnditurw 
Acquisitions of Water Companies 
Procacds fiom sale of land 

Net Cash Used In Invesfing Acrivities 

Cash Flows froin Financing Acfivitia: 

Cash Contributions from "A" Shareholders 
Cash Contributions fiom "B" Shareholdcrs 
Repayment of long term debt 

Ne1 Cash Provided by Financing Activities 

Net Increase in Cash and Cash Equivaleocs 

Cash and Cash Equivalcnts at Beginning of Period 

Cash and Cash Equivalents nt End of Period 

6 2.01 1,571 (93 1.5 12) 

624,849 144,532 
(3,080,206) (6S,03 6) 

(441,095) 130,610 
( 1  12.95 1) 

335,930 (441,982) 
(66 1,902) (1.163.388) 

(7.7 lOJ8S) (275,291) 
(1 22,001,0S3) (6,669,818) 

433,847 
(1 29,277.79 1)  (6,945,109). 

135,554,271 6,308,645 
226,000 400,000 

(1 00,000) 245.000 
135,680,271 8,953.645 

5,740,578 845,145 

849.930 4.752 

s 6,590,508 849,930 



/&; ;*! ;; i$"y COMMONWEALTH OF KENTUCKY 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, 1 

RIGHTS OF GOSHEN UTILITIES, INC. ) 
INC. FOR TRANSFER OF OWNERSHIP ) CASE NO. 99-303 

MOTION 

Comes now, Aquasource Utility, Inc., by counsel, and respectfully request 

extension of time in which to file the information requested by the Commission in its 

Order dated August 12, 1999. As grounds for said Motion, Applicant states that it 

requires more than ten (1 0) days to compile the information requested in said Order. 

Wherefore, Aquasource respectfully requests an extension of seven (7) days from 

the original due date of August 23, 1999. In return for granting this extension of time, 

Aquasource Utility, Inc. agrees to grant the Commission a thirty (30) day extension to 

their statutory sixty (60) day period to review this Application for Transfer of Ownership, 

set to expire on September 9, 1999. 

Respectfully Submitted, 

By: 
Patrick T. Schmidt 
Attorney for Aquasource Utility, Inc. 
1400 One Riverfront Plaza 
Louisville, KY 40202 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF AQUASOURCE UTILITY, 1 
INC. FOR TRANSFER OF OWNERSHIP ) CASENO. 
RIGHTS OF GOSHEN UTILITIES, INC. 1 

ORDER 

IT IS ORDERED that Aquasource Utility, Inc. be granted arcextension of seven 

(7) days to file additional information in support of their Application for Transfer of 

Ownership Rights of Goshen Utilities, Inc. as required by Order of the Commission dated 

August 12, 1999. Such information will now be due on August 30,1999 in the offices of 

the Commission. It is acknowledged that, in return for this extension of time, the 

statutory period of sixty (60) days for the Commission to review and rule on said 

Application is hereby extended thirty (30) days to October 9, 1999. 

Done at Frankfort, Kentucky, this the day of August, 1999. 

ATTEST: 

Executive Director 
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