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TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION:

L. STATEMENT OF REQUESTED APPROVALS

By this Application, Duquesne Light Company (“Duquesne”) and DQE Communications
Network Services LLC (“Network”)' request all necessary approvals from the Pennsylvania
Public Utility Commission (“Commission”) authorizing the transfer of control of their parent,
Duquesne Light Holdings, Inc. (“DLH™),> which is described infra. Specifically, it is requested
that the Commission: (1) issue certificates of public convenience under Section 1102(a)(3) of
the Public Utility Code, 66 Pa.C.S. §1102(a)(3), evidencing the Commission’s approval of the
transfer of ownership and control of Duquesne and Network to DQE Holdings LLC (the
“Transaction™); (2) register Securities Certificates under Chapter 19 of the Public Utility Code

described herein and to be filed separately; (3) approve certain ag R

SEP 07 2006

' DQE Communications Network Services LLC (“Network™) holds a Certificate of Public Convenience to
provide service as a Competilive Access Provider throughout the Commonwealth of Pennsylvania. Network and its
parents are wholly owned by DLH. Application of DQE Communications Network Services LLC for approval to
offer, render, furnish or supply telecommunication services as a Competitive Access Provider to the Public in the
Commonwealth of Pennsylvania, Docket No. A-311233 (Order entered on Novermber 23, 2004). -

? Duquesne and Duquesne Light Holdings are referred to below collectively as the “Duquesne Companies™.
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Chapter 21 of the Public Utility Code described herein and to be filed separately; and (4) grant
all other approvals as may be appropriate, customary or necessary to carry out the transactions
contemplated in this Application in a lawful manner.

Duquesne submits, as explained in more detail below, that all criteria necessary for
approval of the Transaction pursuant to the Public Utility Code have been met, and that the
Transaction will benefit Duquesne’s customers and the communities it serves. Duquesne
therefore requests that the Application be approved without condition. Duquesne further
requests that the Commission consider this Application on an expedited basis, so as to allow the
transaction to close during the first quarter of 2007.

Section II of this Application provides an Executive Summary of the Transaction and the
basis for its approval. Section III provides detailed information regarding Duquesne and the
Macquarie Consortium®, which will own and control DQE Holdings LLC. Section IV presents a
description of the proposed Transaction. Section V details the financial and technical fitness of
Macquarie Consortium. Section VI addresses the effect of the Transaction on rates. Section VII
explains that the Transaction will not adversely affect competition. Section VIII describes
additional required Commission approvals associated with the Transaction. Section IX
demanstrates that all statutory criteria for approval of the transaction pursuant to the
Pennsylvania Public Utility Code have been met and that the Transaction will produce

significant benefits for Duquesne’s customers and the communities in which Duquesne provides

¥ In order to permit the benefits to be achieved by this transaction in a timely basis and due to the upcoming
POLR (Default Service) filing by Duquesne in the first quarter of 2007, the applicants request a final order be issued
by no later than March 1, 2007,

* The Macquarie Consortium is comprised of the following investment funds: (1) Macquarie Infrastructure
Partners Canada, L.P., Macquarie Infrastructure Parmers A, L.P. (collectively, “MIP”} (both acting through CLH
Holdings, GP, a Delaware general partnership), (2) DUET Investment Holdings Limited (“DUET”), (3) Industry
Funds Management, investing through IFM (International Infrastructure) Wholesale Trust, (4) GIF2 — MFIT United
Pty Limited, (5) Motor Trades Association of Australia Super and (6) State Super.



service. Section X addresses a number of technical filing requirements and other miscellaneous
matters.
IL. EXECUTIVE SUMMARY

With the repeal of the Public Utility Holding Company Act of 1935, the pace of
acquisitions and consolidations in the electric utility industry has greatly accelerated. In the
current competitive and financial market environment, Duquesne does not possess sufficient size
and financial strength to remain independent and attract sufficient capital on attractive terms. In
order to maintain its position as a local utility providing safe, efficient and reliable service to its
customers in Southwestern Pennsylvania, it has become clear that Duquesne must seek out a
strategic partner. Duquesne has found such a strategic partner in the Macquarie Consortium.

The Macquarie Consortium is comprised of a number of investment funds the majority of
which are managed by Macquarie Bank Limited and its subsidiaries. Macquarie Bank Limited is
headquartered in Australia with subsidiaries located across the globe and employs over 8,600

5 Amongst other things, the Macquarie Group is

people in 24 countries (“Macquarie Group™).
recognized as a global leader in infrastructure investment and the management of infrastructure
assets through the funds that it manages on behalf of its investors. The focus of these funds is
the long-term ownership, management and development of important infrastructure assets,
including regulated utilities.

The Macquarie Consortium clearly has the requisite financial, managerial and
technological fitness to acquire control of Duquesne. The Macquarie Group is a large,

financially strong, diversified owner and manager of utility and infrastructure assets and is fully

capable of maintaining and enhancing the high level of electric service and customer satisfaction

> The Macquarie Group consists of Macquarie Bank Limited with its subsidiarics, affiliates and the vehicles
they manage.



provided today by Duquesne. The Macquarie Group and its partners in the Macquarie
Consortium bring the benefits of both local and global resources, relationships and expertise to
its infrastructure businesses and the communities they serve. Moreover, Duquesne’s ratepayers
wiil benefit through the Macquarie Consortium’s knowledge of global financial markets, its
access to capital, the identification and sharing of best practices and demonstrated track record of
long-term commitment to infrastructure investment.

The members of the Macquarie Consortium seek out long-term investments with highly
competent and established management teams and then support management with financial and
technical expertise. Therefore, if this Application is approved by the Commission, Duquesne’s
management and its operational headquarters will remain in Pittsburgh, its service centers will
remain in Allegheny and Beaver counties, and for the reasons described herein, excellent service
will be continued. Duquesne’s existing management is well known by this Commission and well
regarded in Pennsylvania and throughout the industry for both its job performance and its strong
commitment to the communities it serves. The Macquarie Consortium greatly values the
management and the employees that are currently in place at Duquesne.

As will be explained in greater detail below, the Transaction satisfies all statutory and
regulatory requirements, will provide substantial benefits to Duquesne’s customers, is clearly in
the public interest and therefore should be approved. In summary, the Transaction should be
approved for the following reasons:

s This Transaction provides Duquesne a strong, long-term partner with access to local
and global financial resources and technical expertise.

» This Transaction protects the Pennsylvania headquarters of a long-term major leader
in the community and bolsters economic development in western Pennsylvania.

» This Transaction protects important jobs for one of the largest employers in western
Pennsylvania.



« This Transaction will allow for further investment in the electric system in the
Commonwealth’s second largest city in order to protect and enhance the security and
integrity of this critical regional asset.

¢ This Transaction will continue to allow the development of the most competitive
electric market in the Commonwealth while protecting customers from market
volatility and providing a safe transition to an even more robust competitive market in
the future.

Duquesne believes that this is the right transaction with the right partner providing the
Commonwealth and in particular western Pennsylvania with all of these benefits at the right
time.

III. DESCRIPTION OF THE PARTIES

The Parties to the Proposed Transaction

The compiete names and addresses of the principal Parties to the Transaction are as

follows:

1. Duquesne Light Company
411 Seventh Avenue
Pittsburgh, PA 15219

Duquesne Light Holdings, Inc.
411 Seventh Avenue
Pittsburgh, PA 15219

DQE Holdings LLC®
Level 22, 125 West 55th Street
New York, New York 10019

¢ DQE Holdings LLC is owned by the Macquarie Consortium which is comprised of the following
investment funds: (1) MIP, (2) DUET, (3) Industry Funds Management, investing through IFM (International
Infrastructure) Wholesale Trust, {4) GIF2 — MFIT United Pty Limited, {5) Motor Trades Association of Australia
Super and (6) State Super.



2. The names, addresses and telephone numbers of the attorneys for the parties are:

Michael W. Gang
Andrew S. Tubbs
Post & Schell PC
12" Floor
17 North Second Street
Harrisburg, PA 17101-1601
E-mail:mgang@postschell.com
atubbs(@postschell.com
Voice: (717) 612-6026
(717) 612-6057
Fax: (717)731-1985

David B. MacGregor

Post & Schell PC

Four Penn Center

1600 John F. Kennedy Boulevard
Philadeiphia, PA 19103-2808
E-mail:dmacgregor(@postschell.com
Voice: (215) 587-1197

Fax: (215)587-1444

A. Duquesne and DLH

Duquesne is a public utility providing electric distribution and transmission services to
approximately 580,000 customers in Allegheny and Beaver Counties, Pennsylvania, subject to
the regulatory jurisdiction of this Commission and the Federal Energy Regulatory Commission
(“FERC"). Duquesne also provides Provider of Last Resort (“POLR™) services subject to the
Commission’s regulatory jurisdiction. Network is a Competitive Access Provider in the
Commonwealth. As a Competitive Access Provider, Network offers certain telecommunication
services to schools and libraries in the Pittsburgh region at discounted rates so that they may
obtain affordable telecommunication services and internet access.

Duquesne and Network are wholly-owned subsidiaries of DLH. DILH’s common stock is
publicly traded on the New York, Philadelphia and Chicago Stock Exchanges. Duquesne’s

electric distribution and transmission operations are the primary business of DLH, representing



approximately 86% of DLH’s consolidated revenues. DLH also owns all of the common stock
of several other subsidiaries, including Duquesne Power, which purchases and sells power at
wholesale and is the wholesale supplier to Duquesne for POLR service, and Duquesne Light
Energy, a licensed electric generation supplier providing generation service to customers on
Duquesne’s system.

Duquesne provides high quality service to its customers and is a committed partner to the
communities that it serves. Duquesne’s service is among the most reliable of all electric
distribution and transmission providers in the Commonwealth. Duquesne has exceeded the
Commission’s reliability standard for customer average interruption duration (“CAIDI”) every
year since the standard was established in 1999, and the Company has consistently ranked
among the highest in the Commonwealth in reliability standards during the same time frame.”

While its commitment to the provision of reliable, safe and efficient electric service has
been widely recognized, Duquesne continues to make significant commitments to improve the
electric infrastructure of Southwestern Pennsylvania. This commitment is evidenced by
Duquesne’s recent undertaking of a transmission and distribution infrastructure improvement
program which will invest in excess of $500 million in new facilities during the period 2005
through 2007.

Duquesne also provides service to customers at a reasonable cost. Duquesne was the first
major electric distribution company to complete the transition period under the Electricity
Generation Customer Choice and Competition Act (the “Act’).® As a result, Duquesne
implemented Pennsylvania’s first, second and third large-scale POLR plans in which all

customers were provided with stable electric rates following the expiration of rate caps in the

’ Electric Service Reliability in Pennsylvania 2005, Pennsylvania Public Utility Commission August 2006.
66 Pa.C.S. §§2801 et seq.



Act. Duquesne’s successful POLR plans have resulted in substantial rate reductions for
customers. Indeed, Duquesne’s rates for service to the average POLR residential customers,
including transmission, distribution and generation services are less than they were 15 years ago.

Further, Duquesne, through its POLR plans and its continved commitment to electric
competition, has the highest levels of customer shopping of any electric distribution company in
Pennsylvania and among the highest in the country. Specifically, 17.96% of Duquesne’s
residential customers, 15.84% of small commercial customers and 40.85% of large commercial
and industrial customers are receiving service from electric generation suppliers as of July I,
2006, resulting in 56% of Duquesne’s total load being served via the competitive market.’ To
place these statistics into context, currently shopping residential customers in Duquesne’s service
territory represent 93.5% of all shopping residential customers in Pennsylvania; while
Duquesne’s shopping industrial customers represent nearly 98% of all shopping industrial
customers in the Commonwealth.

Duquesne also has aggressively pursued programs to assist its low income customers who
are having difficulty paying bills for electric service, primarily through its Customer Assistance
Program (“CAP”), Smart Comfort/LIURP program, Customer Assistance and Referral
Evaluation Service (“CARES”) Program and Dollar Energy Fund, which matches customer
contributions with shareholder funds. Duquesne’s CAP enrollment reached 25,000 customers at
the end of 2005, and Duquesne continues to enroll new customers in its CAP program. In
addition, in the winter of 2005-2006, Duquesne, at the request of Governor Rendell, initiated an
unprecedented Stay Warm program to assist its working poor customers in dealing with high
utility bills resulting from the hurricanes of late 2005. Duquesne expended approximately $1.2

million of shareholder funds in 2005-2006 on the Stay Warm program.

® Pennsylvania Office of Consumer Advocate, Pennsylvania Electric Shopping Statistics, July 1, 2006.
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Duquesne and its employees are committed community partners supporting a wide array
of community activities designed to strengthen the economic and cultural vitality of its service
territory. In 2005, Duquesne provided $3 million in shareholder funds to support such activities
and employees provided 5,797 person hours of voluntary service.

Duquesne is a part of the shrinking number of electric utilities whose headquarters are
located in Pennsylvania. Having a company's headquarters located within the Commonwealth is
important for many reasons. One of the main benefits is retaining, and growing, jobs in
Pennsylvania. Another factor is the importance of having an executive team engaged in what is
happening in the community where their business is headquartered and operates. The level of
commitment, interest and engagement this region receives from a company that is headquartered
in Pennsylvania is significantly higher than a company that is headquartered elsewhere. The
Transaction will benefit the Pittsburgh region by ensuring the future viability of a Pennsylvania-
based good corporate citizen and its employees.

B. The Macquarie Consortium

As explained in detail in Section IV, if the Transaction is approved, DLH’s common
stock will cease to be publicly traded, and the company will be a wholly-owned subsidiary of
DQE Holdings LLC, a Delaware limited liability company. DQE Holdings LLC will be
managed by members of the Macquarie Consortium. Provided as Attachment 1 is a diagram of
the corporate structure should the Transaction be approved.

The Macquarie Consortium consists of a number of investment funds, the majority of
which are managed by the Macquarie Group (MIP, DUET,'Y GIF2 — MFIT United Pty Limited)

which will collectively own 64.3% of the equity interests in DQE Holdings LLC. Amongst other

10 DUET is managed through a 50:50 joint venture with AMP Capital Holdings Limited (*AMPCH").
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things, the Macquarie Group is recognized as a global leader in infrastructure investments and
the management of infrastructure investment funds. The focus of these funds is the long-term
ownership, management and development of important infrastructure assets, including regulated
utilities.

The infrastructure sector consists of long-lived assets and entities with sustainable
competitive advantage which produce stable and predictable revenue streams. Included in this
sector are gas, water and electric utilities, toll roads, airports, broadcast networks, select rail
assets and various other public/private partnerships. The general philosophy of the Macquarie
Group’s infrastructure funds is to focus its efforts on owning, operating and investing in a
diversified group of infrastructure businesses globally, including in the United States and other
developed countries for the long-term. These funds generally seek out investments on behalf of
investors that produce steady, long-term cash flow streams and do not require a sale or defined
exit strategy to achieve their investment goals. These types of investments are consistent with
the often long-term liabilities of public sector corporate pension plans who are large investors in
the Macquarie infrastructure funds. For this reason, the Macquarie Group views the nature of the
infrastructure funds and infrastructure generally, as being fundamentally different from general
private equity investments.

By following this strategy, the Macquarie Group has developed a track record globally as
a long-term holder of its infrastructure businesses and investments. Through its investments, the

Macquarie Group is responsible for serving customers in the following sectors around the world:
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Gas distribution +3.4 million households

Water +4.0 million households

Electricity distribution +550,000 households'’

Electricity transmission Serve +4 million people

Airports +110 million passengers per annum
Toll Roads +1.2 million cars per day (on average)
Rail +3.9 million passengers per annum

In the United States, the Macquarie Group’s energy and utility investmenis to date
include: Aquarion Company, a New England water utility (regulatory approval and financial
close pending); The Gas Company, a Hawaiian full service gas company; Thermal Chicago,
district energy businesses operating in Chicago and Las Vegas.

The Macquarie Consortium will be a strong strategic partner for DLH., The Macquarie
Group of companies is one of the world’s largest owners and managers of infrastructure assets,
managing more than $27 billion in infrastructure equity around the world. Through its listed and
unlisted funds and other managed vehicles, the Macquarie Group manages, operates and invests
in a diversified group of infrastructure businesses, including water companies, natural gas
companies, and electricity transmission companies. The Macquarie Group is a committed, long-
term investor that seeks to own, develop and responsibly manage investments in the
infrastructure sector that are financially stable and predictable over the long-term. It seeks
stable, predictable cash flows and seeks to effectively manage and grow the businesses under its

control. Since the inception of its infrastructure funds business in 1996, the Macquarie Group

" The Macquarie Group’s electric distribution customers are primarily located in Australia and it currently
has no electric distribution customers in the U.S.
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has invested in over 100 infrastructure investments and has only divested three of those
investments,

The Macquarie Consortium is comprised of MIP (22.1% ownership interest), DUET
(29% ownership interest), GIF2 — MFIT United Pty Limited (wholly owned by Macquarie
Global Infrastructure Fund I1A and Macquarie Global Infrastructure 11B (6.6%) and, Macquarie-
FSS Infrastructure Trust (6.6%)), and the following non-Macquarie Group managed investment
funds: IFM (International Infrastructure) Wholesale Trust (“IFM Trust™), acting through its
trustee Industry Funds Management (Nominees) Limited (“IFM Nominees”) (IFM Trust and
[FM Nominees, together “IFM”) (22.8% ownership interest), Motor Trades Association of
Australia (6.6%) and State Super (6.2%) (ownership interests are approximate). Attachment 2
provides a description of the Macquarie Consortium investors including how they are held and a
list of the businesses that they own.
v, DESCRIPTION OF THE TRANSACTION

On July 5, 2006, DLH announced that it had entered into an Agreement and Plan of
Merger (“Merger Agreement”) with DQE Holdings LLC, a Delaware limited liability company
owned by a consortium led by MIP and DUET, and DQE Merger Sub Inc., a Pennsylvania
corporation and wholly owned subsidiary of DQE Holdings LLC. Provided as Attachment 3
hereto is a copy of the Merger Agreement which sets forth the terms and conditions under which
DLH will sell all of its common stock to DQE Holdings LLC.'?> Under the terms of the Merger
Agreement, the Macquarie Consortium as described above, will cause DQE Merger Sub, Inc. to
merge with and into DLH with DLH continuing as the surviving corporation and as the sole

wholly-owned subsidiary of DQE Holdings LLC.

12 . . Lo .
The Schedules to the Merger Agreement, which contain confidential information, have been excluded.
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Pursuant to the Merger Agreement, the merger consideration will be $20.00 per share in
cash, representing a 21.7% premium based upon DLH’s closing share price on July 3, 2006 and a
premium of 24.0% over DLH’s average 30-day closing price ending July 3, 2006. The
transaction has a total equity market value of approximately $1.59 billion, based on the
approximately 79.6 million of Duquesne Light Holdings’ common shares currently outstanding.
At closing, the Macquarie Consortium through DQE Holdings LL.C also will assume Duquesne
Light Holding’s consolidated preferred and preference shares (approximately $149 million
currently) as well as assuming long-term debt (approximately 1.16 billion currently) and short
term debt (estimated to be $60 million at closing).

Certain members of the Macquarie Consortium, namely DUET and IFM, on August 11,
2006, invested $141 million in newly issued Duquesne Light Holdings’ equity, under private
placement, priced at $16 per share. The proceeds were used to repay DLH’s bank borrowings
used for capital expenditures, working capital requirements and for Duquesne’s infrastructure
investment program. The equity sale was a prerequisite for obtaining the loan used to finance
the acquisition of a minority interest in the Keystone and Conemaugh generation stations. 3

The transaction has been approved by the Board of Directors of DLH and the members of
the Macquarie Consortium, which have been identified in Section III of this Application.
Provided as Attachment 4, is a true and correct copy of the DLH Board of Director’s Resolution
approving the Transaction. The total estimated enterprise value of the transaction is $3.15 billion.
The transaction is subject to customary closing conditions, including the approval of DLH’s

sharcholders and various regulatory agencies, including this Commission and the Federal Energy

11 Application of Atlantic City Electric Company for approval to transfer iis interests in the Keystone
Generating Station, the Conemaugh Generating Station and Related Assets. Docket No. M-00061935 (Order
entered April 21, 2006).
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Regulatory Commission.'* Upon completion of the Transaction, Duquesne Light Holdings’
common stock will cease to be publicly traded, and the company will be a wholly owned
subsidiary of DQE Holdings LLC. Duquesne will continue to be subject to regulations of the
Pennsylvania Public Utility Commission and the FERC. The companies anticipate completing
the transaction in the first quarter of 2007.

V. FINANCIAL AND TECHNICAL FITNESS OF MACQUARIE CONSORTIUM

As described above, the Macquarie Consortium comprises a group of investment funds,
the majority of which are managed by the Macquarie Group. The Macquarie Group provides
specialist investment advisory and financial services, including fund and investment
management in select markets around the world, with over 8,600 staff in 24 countries.
Macquarie Bank has a Standard and Poor’s credit rating of A1/A and a Moody’s credit rating of
P1/A2.

The Macquarie Group is a global leader in the infrastructure sector, with recognized
strength in both infrastructure funds management and infrastructure advisory services. The
funds management division of the Macquarie Group, IB Funds, manages a $27 billion global
equity investment portfolio, which includes investments in over 100 assets in 24 countries,
including the United States, Canada, Australia, South Korea, the United Kingdom, Germany,
Sweden, Belgium, Denmark, Portugal and Italy. The other members of the Macquarie
Consortium also have significant infrastructure investments and capital to invest in infrastructure
assets.

Access to capital markets is one of the key attributes of successful infrastructure

management and managed growth over the long-term. The Transaction will provide important

" In addition to approvals by this Commission and by the FERC, the Transaction is subject to consents
under the Hart-Scott-Radino Act of 1976, as amended, 15 U.S.C.A, §18a..
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support for Duquesne’s ongoing transmission and distribution infrastructure investment program.
[n addition, if the Transaction is approved, the Macquarie Group’s infrastructure advisory
business will play an important role in identifying future opportunities to access efficiently
priced capital, through arranging additional competitively priced debt facilities to enable further
investment in existing infrastructure and refinancing existing debt. For these reasons, the
Macquarie Consortium is financially fit to acquire control of Duquesne.

Regarding technical fitness, as explained above, the highly experienced chief executive
officer and operating personnel of Duquesne will be retained by the Macquarie Consortium
thereby ensuring continued safe and reliable service to customers. In addition, technical fitness
will be enhanced by providing Duquesne access to experienced individuals with relevant
industry backgrounds both in the Macquarie Consortium and in their investments around the
world. As discussed above, Duquesne has been recognized by the Commission over the years
for providing its customers with safe, reliable and efficient service. This high level of
performance includes ensuring that its system is maintained so as to minimize service
interruptions and by providing exceptional customer service.

Duquesne’s consistent track record of providing exceptional service to Southwestern
Pennsylvania is one of the key reasons the Macquarie Consortium was attracted to Duquesne,
and underscores the significance of the Macquarie Consortium’s commitment to maintain the
chief executive officer and its commitments to Duquesne’s employees. Specifically, DQE
Holdings LLC has agreed to honor the current collective bargaining agreement for Duquesne’s
represented employees which provides as follows:

“No regular full-time employee hired on or before June 1, 2005 shall be

laid off except under extraordinary circumstances, such as acts of God,
catastrophic events, bankruptcy, sale or shut down of a plant, revocation of
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a nuclear operating license, or shut down of a portion of the transmission
or distribution system.”

The Agreement also provides wage and benefit protections for non-represented employees.
These commitments will ensure that Duquesne will continue to benefit from the expertise of
Dugquesne’s existing management and employees, as well as access to the local and global
resources of the Macquarie Consortium.

VI. EFFECT OF THE PROPOSED TRANSACTION ON RATES

The Transaction maintains Duquesne’s tariff as presently in effect and as amended from
time to time in accordance with law. Therefore, the proposed Transaction will have no initial
effect on rates. '

Because the Transaction does not involve a combination of operating utilities, it is not
expected that there will be synergy savings as a result of the Transaction. However, ratepayers
will benefit in the future as a result of the Macquarie Group’s ability to attract capital on a
reasonable basis through enhanced access to capital markets, increased stability and enhanced
financial strength, a long-term investment approach and a greater and continuous access to equity
capital. Also, the Transaction will benefit customers through the significantly expanded local
and global resources available to Duquesne management for information sharing to develop best
practices. These benefits, which will occur over time, will inure to ratepayers through the
deferral or reduction in the amount of future rate proceedings.

VII. EFFECTS OF THE PROPOSED TRANSACTION ON COMPETITION
Under Section 2811(¢) of the Public Utility Code, 66 Pa.C.S. § 2811(e), the Commission,

in conjunction with the exercise of authority it otherwise has to approve certain transactions,

' Duquesne filed on Aprit 7, 2006, a proposed general increase in rates pursuant to Section 1308(d) of the
Public Utility Code, 66 Pa.C.S. § 1308(d). 1t is expected that the increase in the rates will become effective prior to
closing.
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including the acquisition or disposition of assets or securities of electric utilities and electric
generation suppliers, is to consider whether such transaction is likely to result in anticompetitive
or discriminatory conduct, including the unlawful exercise of market power, which will prevent
retail electric customers from obtaining the benefits of competitive retail markets.

The proposed Transaction will not result in anti-competitive or discriminatory conduct in
Pennsylvania’s retail electric market. The Transaction will have no adverse effect on retail
electric generation supply market in Pennsylvania. The Duquesne Companies will continue to
provide the same services should the Transaction be approved as they do currently. The
Macquarie Consortium does not provide public utility services in Pennsylvania beyond the scope
of this Transaction, thus the Transaction will not result in reducing competition in the retail
market for electric generation service. Further, because no member of the Macquarie consortium
is an electric generation supplier in Pennsylvania, the acquisition will have no effect on the retail
6

electric supply market in Pennsylvania.'

VIII. AFFILIATED INTEREST AGREEMENTS AND SECURITIES
CERTIFICATES

In connection with the Transaction, Duquesne plans to (1) replace its existing $150
million 5-year Credit Agreement expiring July 27, 2010 with a $75 million 5-year Credit
Agreement; (2) amend its Indenture of Mortgage and Deed of Trust in order to reduce
Duquesne’s first mortgage bond (FMB) capacity to 50% of utility property from its current level
of 70%; and (3) revise its agreement for services with and among DLH and its subsidiaries to

include DQE Holdings LLC and Macquarie Bank Limited its subsidiaries and affiliates.

16 1 should be noted that a sister fund of I[FM Trust owns through an investment in an Australian
renewable energy company, Pacific Hydro Limited (“Pacific Hydro™), an interest in a North American wind energy
development cotmpany, Western Wind Energy Corp (“Western Wind™). Western Wind is based in Vancouver,
Canada and has wind farm projects in eastern Canada, California and Arizona. Pacific Hydro has executed a joint
venture with Western Wind to invest directly in Westerm Wind's projects in Canada, Arizona and California. IFM
does not exercise control over Western Wind or any of its projects and none of the wind power projects are in
Pennsylvania. Thus IFM’s interest will have no effect on the retail electric supply market in Pennsylvania.
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As part of this Transaction, Duquesne intends to seek, through separate filings with the
Commission, approvals in advance of closing for these items as more specifically described

below:

1. Registration of Securities Certificates for Credit Facilities:

On November 21, 2001, Duquesne filed with the Commission a Securities Certificate
requesting approval to issue notes under a revolving line of credit in an aggregate amount not to
exceed $225 million. The Commission registered the requested securities certificate on
December 19, 2001.'" Pursuant to this approval Duquesne obtained a $150 million Amended
and Restated five-year Credit Agreement that expires on July 27, 2010. This facility provides
funds for capital expenditures, working capital requirements, general corporate purposes, and
letters of credit. This facility is subject to a financial covenant requiring Duquesne to maintain a
debt-to-total-capitalization ratio of not more than 65%, as defined in the facility.

In connection with the Transaction, Duquesne’s existing Credit Agreement will be
replaced with a $75 million five-year Credit Facility. This facility will provide funds for
working capital requirements and letters of credit. This facility will be subject to certain financial
covenants dealing with coverage and leverage.

2. Registration of Securities Certificate to amend Duquesne’s Indenture of Mortgage

and Deed of Trust Dated as of April 1. 1992 and as Restated in its Entirety on
October 1., 2004

Duquesne’s primary source of long-term debt 1s through the issuance of First Mortgage

Bonds (FMBs) and Pollution Control Bonds (“PCRB”) backed by FMBs. Currently, Duquesne

V7 Securities Certificate of Duguesne Light Company for the issuance of notes under a revolving line of
credit in an aggregate amount not o exceed §225 Million. Docket Number; S-00010880, Order entered December
19, 2001.
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can issue FMBs in an amount up to 70% of the cost of utility property as defined in the
indenture. As of June 30, 2006, the numbers were as follows:

Cost of Utility Property at June 30, 2006 $2,191,041,839

Current Bonding Capacity Factor 70%
Total Bonding Capacity $1,533,729,287
Less FMBs Outstanding, including PCRBs 957,985,000
Remaining FMB Capacity $575,744,287

In connection with this Transaction, Duquesne plans to amend the indenture to limit the
amount of FMBs that could be issued to 50% of the cost of utility property. This amendment is
expected to maintain Duquesne’s senior secured credit ratings and provide continued access to
capital as illustrated below:

Cost of Utility Property at June 30, 2006 $2,191,041,839

Amended Bonding Capacity Factor 50%
Total Bonding Capacity $1,095,520,920
Less FMBs Outstanding, including PCRBs 057,985,000
Remaining FMB Capacity $137,535,920

Additionally, in connection with the amendment, Duquesne plans to enhance its credit
profile and improve its financial flexibility by redeeming $340 million of FMBs. This debt
reduction increases available FMB capacity as follows:

Cost of Utility Property at June 30, 2006 $2,191,041,839

Amended Bonding Capacity Factor 50%
Total Bonding Capacity $1,095,520,920
Less FMBs Outstanding, including PCRBs 957,985,000
Remaining FMB Capacity $137,535,920
$340 million FMB Reduction 340,000,000
Revised FMB Capacity $477,535,920

The $340 million FMB redemption should occur within approximately 60 days after the
closing. A redemption premium will be paid for the $40 million FMB due 2008 and the $100
million FMB due 2014. The remaining $100 million of FMB due 2032 are callable at par

starting in April 2007.

-19-



3. Approval of Amendment of General Services Agreement Among DLH and its
Subsidiaries.

Duguesne cumrently is a party to an Amended and Restated Administrative Services
Agreement dated July 19, 2004 by and among Duquesne, DLH and the affiliates of each for the
provision and receipt of services at cost among affiliates. In conjunction with the Transaction,
this Agreement will be amended to include DLH’s new parent DQE Holdings LLC and
Macquarie Bank Limited its subsidiaries and affiliates where relevant.

IX. THE PROPOSED TRANSACTION IS IN THE PUBLIC INTEREST

A, Standard of Review

In City of York v. Pa. P.UC., 449 Pa. 136, 295 A.2d 825 (1972), the Pennsylvania
Supreme Court provided the legal standard for approval of public utility mergers and
acquisitions:

“[A] certificate of public convenience approving a merger is not to be
granted unless the Commission is able to find affirmatively that public benefit
will result from the merger . . . . [T]hose seeking approval of a utility merger
[are required to] demonstrate more than the mere absence of any adverse effect
upon the public . . . . [Tlhe proponents of a merger [are required to]
demonstrate that the merger will affirmatively promote the ‘service,
accommodation, convenience, or safety of the public’ in some substantial
way.”
As explained below, the acquisition of Duquesne by the Macquarie Consortium clearly meets

this standard.

B. The Transaction is in the Public Interest

The approval of this Transaction will result in substantial public benefits as it provides
Duquesne with: (1) a strong long-term strategic partner that will enable Duquesne to access local
and global resources for efficiently priced capital and access to individuals with the technical
expertise to maintain and enhance its operations; (2) the means to pursue new and existing

initiatives to further drive customer satisfaction, improve product quality and operational
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efficiency including capital investments into infrastructure and the establishment of an economic
development program to retain and attract industries to Pennsylvania; and (3) the opportunity to
remain a Pennsylvania-based service provider, employer and community partner in the

Pittsburgh region.

1. The Macquarie Consortium is the Right Strategic Partner for Duguesne

Over the past several years, the Duquesne Companies have implemented a Back-to-
Basics strategy, which was designed to focus the Duquesne Companies around their electric
utility business while resolving a number of legacy issues, and by divesting non-core businesses.
This successful strategy accomplished several key goals including reducing the Duquesne
Companies’ business risk, providing a platform for future growth, and further enhancing
customer satisfaction and shareholder value.

Through the implementation of the Back-to-Basics strategy, the Duquesne Companies
reviewed a broad range of strategic alternatives. This process led the Duquesne Companies to
determine that in a consolidating electric utility industry, and with the current competitive
electric and financial market environments, Duquesne does not possess sufficient size and
financial strength to remain independent and to attract sufficient capital on attractive terms. To
address these identified needs, Duquesne sought to find a strategic partner to provide it with the
ability to access capital at reasonable terms while maintaining its 125-year connection to
Pittsburgh. The Macquarie Consortium was identified as the right partner at the right time to
secure the Duquesne Companies current positions as committed public service providers, key
employers and long-time community partners in the Pittsburgh region.

The Macquarie Consortium will be a strong, long-term partner for Duquesne going

forward. The Macquarie Group, which manages the investment funds accounting for 64.3% of
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the equity in the Transaction, is one of the world’s largest owners and managers of infrastructure
assets, managing more than $27 billion in infrastructure equity around the world. Duquesne’s
customers also will receive the benefit of investors who are attracted to long-term stable returns
and are willing to continue to invest capital into stable utility systems that are managed by a
locally-based, highly competent, management team.

In addition, the Macquarie Group has significant experience managing numerous energy
and utility investments around the world. Duquesne will benefit from the Macquarie Group’s
vast experience and resources. Specifically it will be assisted by experienced personnel, with
relevant industry background, including personnel located in the Macquarie Group’s North
American office in New York City who will become DQE Holdings LLC’s senior management
and who will work closely with Duquesne senior management. Members of the Macquarie
Consortium will be the Board of Directors of DQE Holdings LLC.

2. The Transaction Provides Considerable Economic and System Benefits

Duquesne is a well-run public utility that provides excellent service to its customers
through its piant, equipment and operations. Duquesne’s ability to provide safe, reliable and
efficient service will be maintained and enhanced by this Transaction, as the Transaction will
result in Duquesne having improved access to financial resources from the Macquarie
Consortium. Specifically, Duquesne will now have access to local and global resources for
raising capital, and for information sharing to develop best practices between Duquesne and the
Macquarie Group. Also, the Macquarie Consortium and Duquesne share a strong commitment
to customers, the environment and to the communities in which they provide service.

In addition, the Macquarie Consortium is committed to pursuing new and existing

strategic initiatives with Duquesne’s current management to further improve ratepayer
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satisfaction and continue to focus on product quality and operational efficiency. Specifically, the
Macquarie Consortium is committed to fund necessary maintenance and infrastructure upgrades
to Duquesne’s system. Continuing to provide high levels of service and reliability to customers
throughout Allegheny and Beaver counties will remain a priority.

The Macquarie Consortium has demonstrated its commitment to Duquesne’s future as
two of its members have already invested $141 million in newly issued DLH equity prior to the
closing of this Transaction. The proceeds were used to repay DLH’s bank borrowings used for
capital expenditures, working capital requirements and for Duquesne’s infrastructure investment
program. The equity sale was a prerequisite for obtaining the loan used to finance the acquisition
of a minority interest in the Keystone and Conemaugh generation stations.

Securing access to these reliable, low cost units were also identified as a means to
provide additional benefits to Duquesne and to Southwestern Pennsylvania. Rising and volatile
electricity prices have a significant impact on the economic viability of Southwestern
Pennsylvania. It is imperative that Pennsylvania be able to offer competitively priced electricity
to maintain its existing manufacturers and to attract new industries to the Commonwealth.

To this end, the Duquesne Companies, as further justification for approval of this
Transaction, will establish an economic development program that utilizes the reliable, low cost
generation from its share of the Keystone and Conemaugh units to attract and support expanding
Pennsylvania industrial employers. The framework of this economic development plan is as

follows:

e Duquesne will offer a flat 50 MW block (7 days by 24 hours) of energy delivered to the
Duquesne Zone within PJM sourced from the Keystone and Conemaugh power plants or
alternative sources. This flat block of 50 MW can be divided into smaller blocks for
different economic development projects.

* The economic development offering will be at a $3 per MWh discount below market.
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o Offenng will be for 3 years per project.

e Offered to those commercial/industrial customers on Duquesne’s Schedule HVPS or
Schedule L in order to create new load or plan to expand existing load by at least 10 MW
demand.

* Associated with such increased load, such expanded project must create at least two (2)
new full-time jobs per MW of economic development power granted. For example, if a
10 MW industrial expansion is proposed, it must create at least 20 new full-time jobs to
be eligible for the economic development discount program.

e Duquesne will meet with prospective candidates to discuss each project so as to tailor this
offering to each customer’s needs. Duquesne would be willing to consider enhancements
to the economic development rider, on a case-by-case basis, if the expansion could utilize
off peak power to a greater extent than on peak power and its load factors and power
factors for the expansion were attractive for load management.

e Termination of program would be March 1, 2013.

e This Duquesne economic development program would terminate earlier in the event a
state-wide economic development program is implemented.

This program will serve as a means to provide long-term price offerings to all new
industrial customers and existing customers significantly expanding their load. These customers
will be able to obtain price offerings for a portion of their load requirements at a discount to the
prices available in the volatile wholesale market. The establishment of such a program will
enable Pennsylvania to compete with neighboring states that currently are able to avail
themselves of opportunities to enhance their economic competitiveness through access to
economical energy resources.

3. The Transaction Solidifies Duquesne’s Commitment to the Pittsburgh Region

In this time of consolidating utility operations, a critical benefit of the Transaction is that
Duquesne’s headquarters and management of its operations will remain in Pittsburgh. Moreover,
the transaction maintains Duquesne’s long-standing commitment to providing reliable, safe and
efficient electric service to Duquesne’s more than 580,000 customers. Under the Merger
Agreement, DQE Holdings LLC has agreed to honor the current collective bargaining agreement

in place for Duquesne’s represented employees. As noted previously, the collective bargaining
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agreement contains provisions concerning employment secunity and income protection. The
Merger Agreement also provides wage and benefit protections for non-represented employees.
These commitments provide yet another substantial benefit to be realized by the approval of this
Transaction.

Further, Duquesne and its employees are committed community partners that support a
wide array of community activities designed to strengthen the economic and cultural vitality of
its service territory. These efforts have included sponsoring Pittsburgh traditions, such as Light
Up Night and the Arts Festival. The approval of this Transaction will benefit the Pittsburgh
region by ensuring the future viability of a Pennsylvama-based good corporate citizen and its
employees. The Macquarie Consortium is committed to maintaining Duquesne’s active role in
supporting the community and DQE Holdings LLC has agreed to provide corporate contributions
and community support in Southwestern Pennsylvania for a period of five years at the levels
comparable to those provided in Duquesne’s budget for 2006.

Recognizing that the infrastructure investments it manages involve both environmental
and societal responsibilities, the Macquarie Group and the Macquarie Consortium, like
Duquesne, understand the importance of its role as a responsible corporate citizen. The
Transaction ensures the fulfillment of the important role of corporate citizen through responsible
management, through encouraging and supporting community activities of its staff and financial

support to various charities. Some U.S. examples of the Macquarie Group’s activities include:

¢ In Chicago, IL, where the Macquarie Group manages investments such as the Chicago
Skyway toll road, Thermal Chicago Corporation, Avistar Airport Parking at O’Hare
airport and Atlantic Aviation FBO at Midway airport, it is engaged as an active member
of the community. Led by the efforts of the Macquarie Foundation since 2004,
Macquarie has been a committed supporter of After School Matters (ASM), the largest
after-school initiative of its kind for teenagers in the U.S. Currently the Macquarie Group
is working with ASM by funding a six month glass mosaic community partnerships
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program empowering Chicago teenagers to develop their creativity and expressiveness;
and

* In May 2006 the Dulles Greenway, a toll road owned by Macquarie Infrastructure Group
(MIQ), conducted its inaugural “Drive For Charity” day, where during 24 hours the net
proceeds from tolls collected on the road were donated to five charities with three year
funding commitments. The Drive For Charity initiative is held in Australia, the United
Kingdom, and the United States on roads where MIG holds a controlling interest.

Through this Transaction, Duquesne will remain a Pennsylvania based and managed
electric utility, subject to the jurisdiction of this Commission. This ensures that Duquesne will
continue to provide reliable, safe and efficient electric service, maintain its role as key employer
and a long-time community partner and securing not only Duquesne’s continued success, but

also add to the ongoing success of the Pittsburgh region.

X. MISCELLANEOUS

1) All general and special assessments of Duquesne have been paid.

2) All of Duquesne’s annual reports, tariffs, certificates of public convenience, securities
certificates, affiliated interest agreements and other regulatory reports or approvals

are incorporated herein by reference.

3) The balance sheets for Duquesne and DLH as of December 31, 2005 are provided as

Attachment 3.

4) The income statements for Duquesne and DLH for the twelve months ended

December 31, 2005 are set forth in Attachment 6.

5) The transfer of control to DQE Holdings LLC will have no immediate effect on
service, although as explained above, it is expected that improvements in service will

be implemented over time.
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6) In addition to approvals by this Commission, the Transaction requires approval by the
FERC and is subject to consents under the Hart-Scott-Radino Act of 1976, as

amended, 15 U.S.C.A. §18a.

WHEREFORE, for all the foregoing reasons, Duquesne Light Company and DQE
Communications Network Services LLC, the Applicants, and Duquesne Light Holdings Inc.,
DQE Holdings LLC and the Macquarie Consortium request that the Pennsylvania Public Utility
Commission: (1) issue certificates of public convenience evidencing the Commission’s approval
of the transfer of ownership and control of Duquesne and Network to DQE Holdings LLC;
(2) register Securities Certificate under Chapter 19 of the Public Utility Code described herein
and to be filed separately; (3) approve certain agreements with affiliates under Chapter 21 of the
Public Utility Code described herein and to be filed separately; and (4) grant such other
approvals as may be appropriate, customary, necessary or incidental to carry out the transactions

contemplated by this Application in a lawful manner.
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Of Counsel:
Post & Schell, P.C.

Date; September 6, 2006

-28 -

Respectfully submitted, @V\

Michael W. Gang

Andrew 8. Tubbs

Post & Schell, P.C.

17 North Second Street

12" Floor

Harrisburg, PA 17101-1601

Phone: 717-612-6026
717-612-6057

Fax: 717-731-1985

E-mail:mgang@postschell.coin

atubbs(@postschell.com

David B. MacGregor

Post & Schell, P.C.

Four Penn Center

1600 John F. Kennedy Boulevard
Philadelphia, PA 19103-2808
Phone: 215-587-1000

Fax: 215-320-4879
E-mail:dmacgregor@postschell.com

Attorneys for

Duquesne Light Company

Duquesne Light Holdings

DQE Communications Network Services LLC
DQE Holdings LLC



VERIFICATION

COMMONWEALTH OF PENNSYLVANIA )
: SS
COUNTY OF ALLEGHENY ) ‘

I, Maureen L. Hogel, (Affiant), Senior Vice-";President and Chief Legal &
Administrative Officer, being duly sworn (affirmed) according to law, depose and say
that I am authorized to make this affidavit on behalf of Duquesne Light Company and
DQE Communications Network Services, LLC, and that the facts set forth in the attached
Application for Certificates of Public Convenience are true and correct to the best of my
knowledge, information and belief, and the corporations expect to be able to prove the

same at any hearing hereof.

Vgusin fcéé@/&

Maureen L. Hogel

Subscribed and sworn to before me
onthis__ /g7 day of September, 2006.

Notariai Seal
Mary Jane Hammer, Notary Public

City of Pittsburgh, Allegheny Cou

My Commission Expires Oct. 6, 200

Membar, Pannsylvanla Association of Notarles '




VERIFICATION

[, Chris Leslie, Authorized Person, being duly sworn (affirmed) according to law,
depose and say that [ am authorized to make this aﬁidayit on behalf of DQE Holdings
LLC, and l-that the facts set forth in the attached Application for Certificates of Public
Convenience relating solely to DQE Holdings LLC and its subsidiary are true and correct
to the best of my knowledge, information and belief, and the DQE Holdings LLC expects

to be ahle to prove the same at any hearing hereof.

4 el
! / Chris Leslie

/-

Subscribed and sworn to before me
op.this 57 day of September, 2006.

SHARIA HOUTMAN
Notary Rublic,-State of New York
No. 01H06124380
Qualified Iy Quieens County
Commisslon Explres March 28, 2009

Notary Public T~

My commission expires: o/ 2 % i

WS: 87673_]
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LIST OF ATTACHMENTS TO APPLICATION
Diagram of the corporate structure post-Transaction

Description of the Macquarie Consortium investors
Copy of the Agreement and Plan of Merger.

True and correct copy of the DLH Board of Director’s Resolution approving
the Transaction

Balance sheet of Duquesne and DLH as of December 31, 2005

Statement of income of Duquesne and DLH for the twelve months ended
December 31, 2005
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Macquarie Consortium Investors
A. Macquarie Infrastructure Partners Canada, L.P., Macquarie Infrastructure
Partners A, L.P. (both acting through CLH Holdings, GP, a Delaware general

partnership)

Macquarie Infrastructure Partners (“MIP”) is a diversified investment fund focusing on
infrastructure investments in the U.S. and Canada. MIP has a committed majority equity stake in
the pending acquisition of Aquarion Company, a regulated New England water utility operating
in Connecticut, Massachusetts, New Hampshire and New York State. MIP also has entered into
a memorandum of understanding and exclusivity arrangements with Macquarie Infrastructure
Group (*MIG”) with respect to its purchase of 50% of MIG’s interest in four U.S. toll roads.

MIP is comprised of a number of U.S. and Canadian limited partnerships that include
Macquarie Infrastructure Partners Canada, L.P. and Macquarie Infrastructure Partners A, L.P.,
who are the ultimate investors in DQE Holdings LLC {(collectively, the “MIP Partners™). Each
MIP Partner is managed by Macquarie Infrastructure Partners, Inc. (the “MIP Manager”). The
MIP Manager exercises the rights and obligations of the general partners of each of the MIP
Partners. The MIP Manager is a wholly-owned subsidiary of Macquarie Bank Limited.

B. DUET Investment Holdings Limited

DUET Investment Holdings Limited (“DUET") is incorporated in Victoria, Australia.
DUET, together with Diversified Utility and Energy Trust No. 1 (“DUET1”)} and Diversified
Utility and Energy Trust No. 2 (“DUET2”) (DUET1 and DUET2 together, the “DUET Trusts™),
are part of a triple-stapled security that is traded on the Australian Stock Exchange and includes
one share of DUET, one unit of DUET] and one unit of DUET2. The purpose of DUET,
DUETI1 and DUET2 (collectively, the "DUET Group") is to own and manage infrastructure
businesses worldwide.

Neither DUET1 nor DUET2 own interests in (a) electric generation or transmission assets
located in the United States or (b) gas transmission or distribution assets located in the United
States. DUET currently holds 7.71% of the common stock of DL Holdings.

The manager of DUET and the responsible entity of DUET1 is AMPCI Macquarie
Infrastructure Management No 1 Limited. The responsible entity of DUET2 is AMPCI
Macquarie Infrastructure Management No 2 Limited. The responsible entities are jointly owned
(50:50) by AMP Capital Holdings Limited (““AMPCH”) and Macquarie Bank Limited. AMPCH
is affiliated with AMP Limited, an Australia-based company that provides financial and
INSUrance services.

Currently, the only business of the responsible entities is to manage the DUET Group.
The responsible entities are responsible for the overall corporate governance of the DUET Trusts
and the protection of the unitholders’ interests. Subject to The Corporations Act (Australia), the
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listing rules of the Australian Stock Exchange, the constitutions of the DUET Trusts, the
shareholders agreement between AMPCH and Macquarie Bank Limited, the Co-operation and
Stapling Deed among the members of the DUET Group, and generally applicable law, the
responsible entities exercise full discretion over the assets of the DUET Trusts, including making
investment decisions, voting shares of entities held in the DUET Trusts and otherwise
administering the DUET Trusts. DUET has a board of five directors. The officers and directors
of DUET are derived from the officers and directors of the responsible entities and, like the
responsible entities, include representatives of AMPCH and Macquarie Bank Limited. The
board oversees the management of DUET by AMPCI Macquarie Infrastructure Management No
1 Limited.

The DUET Trusts hold a diversified portfolio of energy utility assets in Australia with a
majority interest in United Energy Distribution (electricity distributor in Victoria), Multinet (gas
distributor in Victoria) and Dampier to Bunbury Pipeline (gas transmission pipeline in Western
Australia), as well as a minority interest in AlintaGas Networks (gas distributor in Westermn
Australia).

N OF Industry Funds Management, investing through IFM Wholesale Trust

Industry Funds Management (“IFM”) is an Australian based and owned investment
management company specializing in the management of both private investment products
across infrastructure, private equity, and private debt, and listed equity portfolios. IFM currently
manages a total of $10.3 billion in its related products and services, including $3 billion in
infrastructure. Its international infrastructure assets include Argiva (a broadcast, media and
mobile communications company in the United Kingdom) and MGN Gas Networks (a United
Kingdom gas distribution company) in which it co-invests with Macquarie Group Managed
Funds, and Zec Lodz (a district heating and cogeneration utility in Lodz, Poland). [FM trustee,
IFM Nominees, is the sister entity of Industry Funds Management Pty Ltd and both are
subsidiaries of Industry Fund Services Pty Ltd (“IFS”), an Australian financial services provider.
IFS is owned and controlled by a number of major industry superannuation (i.e., retirement)
funds: AustralianSuper, CARE Super, Cbus, HESTA, HOSTPLUS, MTAA Super, TISS and
TWUSUPER. These superannuation (or pension) funds currently have over 3.5 million
members in Australia and manage over $40 billion in superannuation assets on behalf of those
members. During 2006, it is expected that IFS will be absorbed into Members Equity Bank Pty
Ltd, an Australian bank owned by 42 superannuation funds. The purpose of [IFM Trust is to own
and manage infrastructure businesses worldwide. IFM is not affiliated with DUET or DLH.

D. GI1F2 - MFIT United Pty Limited

GIF2-MFIT United Pty Limited ("GIF-MFIT United") is an investment vehicle wholly-
owned by Macquarie Global Infrastructure IIA ("GIF-ITA"), Macquarie Global Infrastructure IIB
("GIF-11B") and Macquarie-FSS Infrastructure Trust ("M-FIT"}). Each of GIF(I)A and GIF(II)B
own a 25% equity interest in GIF2-MFIT United, while M-FIT owns the remaining 50% equity
interest. GIF2-MFIT United, which currently has no energy-related assets, was formed to hold
the interest in DLH of GIF(IDA, GIF(I)B and M-FIT. GIF(II)A and GIF (II)B are unlisted
funds that invest in infrastructure assets around the world. Macquarie-FSS Infrastructure Trust is
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an Australian trust, established in June 2006, to invest in DLH and other infrastructure-like assets
both in Australia and the rest of the world. Neither GIF(II)A and GIF (II)B nor M-FIT own
interests in (a) electric generation or transmission assets located in the United States or (b) gas
transmission or distribution assets located in the United States.

The assets held by GIF(IDA and GIF(I)B include interests in Retirement Care New
Zealand, an aged care provider in New Zealand; DCT Gdansk, a deep sea container port under
construction in Poland; South East Water, a regulated water company in south east England;
Wales and West, a regulated gas distribution network in Wales and England’s south west,
Argiva, a broadcast transmission services, wireless infrastructure and public safety provider in
the United Kingdom, and; Brussels Airport, Belgium’s main airport; and a prospective
investment in two greenfields French wind farms which is subject to close.

E. Motor Trades Association of Australia Super

Motor Trades Association of Australia Super (“MTAA Super”) is an Australian
superannuation fund established in 1989 for members in the motor trades and allied industries.
Its membership now has expanded to include the general public. MTAA Super is run for the
benefit of its members only and, after expenses, all profits are credited back to members. MTAA
Super is governed by a Board of Trustees.

MTAA Super invests in a broad variety of assets, including listed equities and bonds and
a wide range of unlisted infrastructure, private equity, property and other assets. Infrastructure
assets include roads, airports, ports, power stations and other key community projects. MTAA
Super also owns interests (some direct and some indirect) in certain energy-related assets. As
described below, MTAA Super’s investment in energy-related assets in the United States is
through a limited partnership interest in an investment fund, and is therefore entirely indirect and
passive.

F. State Super

State Super is a collection of several superannuation funds established by the government
of New South Wales, Australia, for the benefit of public sector employees. State Super’s
investments include a broad variety of assets including infrastructure assets. In particular, State
Super owns interests in the following energy related assets: a 11.1% equity interest in Epic
Energy, a gas transmission network in Australia and a 4.1% equity interest in Northern Gas
Networks, a gas distribution network in the United Kingdom. State Super does not own interests
in (a) electric generation or transmission assets located in the United States or (b) gas
transmission or distribution assets located in the United States
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AGREEMENT AND PLAN OF MERGER
by and among

DUQUESNE LIGHT HOLDINGS, IbiC'.,l
CASTOR HOLDINGS LLC*
and
CASTOR MERGER SUB INC, ** :":,

"'Dated as of July 5, 2006

* Castor Holdings LLC has been changed to DQE Holdings LLC.
*%* Castor Merger Sub Inc. has been changed to DQE Merger Sub Inc.
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EXECUTION COPY
)

THIS AGREEMENT AND PLAN OF MERGER, dated as of July 5,
2006 (this “Agreement”), is entered into by and among Duquesne Light Holdings,
Inc., a Pennsylvania corporation {the “Company’), Castor Holdings LLC, a
Delaware limited liability company (the “Parent”) and Castor Merger Sub Inc.,, a

Pennsylvania corporation and a wholly owned subsidiary of the Parent (the “Merger
Sub™).

WHEREAS, the Company and the Parent have determined that it
would be in the best interests of their respective corporations and in the best interests
of their respective shareholders to effect the transactions contemplated by this
Agreement; B

WHEREAS, in furtherance thereof, the respective Boards of Directors
of the Company, the Parent and the Merger Sub have approved this Agreement and
the merger of the Merger Sub with and into the Company whereby the Company will
become a wholly owned subsidiary of the Parent (the “Merger”); -

WHEREAS, the Company and certain members of Parent,
simuitaneously with the execution of this Agreement, are entering into a Stock
Purchase Agreement (the “Stock Purchase Agreement”), pursuant to which the
Company will issue and sell, and such members of Parent will purchase, subject to
the terms and conditions set forth therein, certain shares of Company Common Stock
(as hereinafter defined) and/or certain securities of the Company convertible into
shares of Company Common Stock; and

NOW, THEREFORE, in consideration of the premises and the
representations, warranties, covenants and agreements contained herein, the parties
hereto, intending to be legally bound hereby, agree as follows:

ARTICLE 1

THE MERGER

Section 1.1 The Merger. Upon the terms and subject to the conditions
of this Agreement, at the Effective Time (as defined in Section 1.3), the separate
existence of the Merger Sub shal} cease and the Merger Sub shall be merged with
and into the Company in accordance with the laws of the Commonwealth of
Pennsylvania, The Company shall be the Surviving Corporation (as defined below)
in the Merger, shall continue its corporate existence under the laws of the
Commonwealth of Pennsylvania and, following the Effective Time, the Company
shall become a wholly owned subsidiary of the Parent and shall succeed to and




assume all of the rights and obligations of the Merger Sub in accordance with the
Pennsylvania Business Corporation Law of 1988, as amended (the “BCL™). The
effects and consequences of the Merger shall be as set forth in Section 1.2, The
surviving corporation after the Merger is sometimes referred to herein as the
“Surviving Corporation.”

Section 1.2 Effects of the Merger. At the Effective Time, (a) the
Articles of Incorporation of the Merger Sub in effect immediately prior to the
Effective Time shall be the articles of incorporation of the Surviving Corporation
after the Effective Time until thereafter amended, (b) the by-laws of the Merger Sub
in effect immediately prior to the Effective Time shall be the by-laws of the
Surviving Corporation after the Effective Time until duly amended, and (c) the
Merger shall have all of the effects provided by the BCL. As of the Effective Time,
each of the directors of the Company shall resign and the directars of the Merger Sub
at the Effective Time shall, from and after the Effective Time, be the directors of the
Surviving Corporation until their successors have been duly elected or appointed and
qualified or until their earlier death, resignation or rernoval in accordance with the .
articles of incorporation and the by-laws of the Surviving Corporation. The officers
of the Company at the Effective Time shall, from and after the Effective Time, be the
officers of the Surviving Corporation unt:l their successors have been duly elected or
appointed and qualified. -

Section 1.3 Effective Time of the Merger. Subject to the provisions of
this Agreement, on the Closing Date (as defined in Section 3.1), articles of merger
shall be executed and filed by the Company and the Merger Sub with the Department
of State of the Commonwealth of Pennsylvania pursuant to the BCL. The Merger
shall become effective upon the filing of the articles of merger in the Department of
State of the Commonwealth of Pennsylvania or upon the effective date specified in
articles of merger so filed, whichever is later (the “Effective Time").

ARTICLE 11
TREATMENT OF SHARES

Section 2.1 Effect on Capital Stock of the Company and the Merger
Sub. As of the Effective Time, by virtue of the Merger and without any action on the
part of any holder of any of the capital stock of the Company or the Merger Sub:

(a) Conversion of Capital Stock of the Company. Each share
of common stock, without par value, of the Company (the “Company Common
Stock”) issued and outstanding as of the Effective Time (other than shares of
Company Common Stock to be cancelled in accordance with Section 2.1(b)), shall
be cancelled and, subject to the provisions of Section 2.1(b) and Section 2.1(c), shall




be converted into the right to receive cash in the amount of $20 per share (the
“Merger Consideration”), payable, without interest, to the holder bf such share of
Company Common Stock, upon surrender, in accordance with Section 2.2 hereof, of
the certificate formerly evidencing such share. In the event that any Preferred Shares
(as defined in and issued pursuant to the Stock Purchase Agreement) are outstanding
as of the Effective Time, each such Preferred Share shall be cancelled and converted
into the right to receive cash in the amount of $20,000 per share, payable without
interest, to the holder of such Preferred Share, upon surrender, in accordance with
the same procedures described in Section 2.2 with respect to Company Common
Stock, of the centificate formerly evidencing such share, and in such event, the
Merger Consideration shall include the foregoing cash amounts.

{b) Cancellation of Certain Shares of Comga'nx Common
Stock. Except as provided in Section 2.1(d), each share of Company Common Stock
that is (i) owned by the Company as treasury stock or (ii) owned by the Parent or by
any wholly owned Subsidiary (as defined in Section 4.1) of the Company or the
Parent, in each case immediately prior to the Effective Time, shall be cancelled and
retired without any conversion thereof and no payment or distribution shall be made
with respect thereto. '

(c) Capital Stock of the Merger Sub. Each share of common
stock, par value $0.01 per share, of the Merger Sub (the “Merger Sub Common
Stock™) issued and outstanding immediately prior to the Effective Time shall remain
issued and outstanding after the Merger as a share of the Surviving Corporation,
which shall thereafier constitute all of the issued and outstanding shares of common
stock of the Surviving Corporation. No capital stock of the Merger Sub will be
issued or used in the Merger. '

(d) Conversion of Company Common Stock held by Light
Company. Each share of Company Common Stock held by Duquesne Light

Company (“Light Company”) shall be converted into the right o receive the Merger
Consideration.

Section 2.2 Surrender of Shares.

(a) Deposit with Paying Agent. Prior to the Effective Time,
the Company and the Parent shall mutually designate a bank or trust company to act
as agent (the “Paying Agent”) for the holders of shares of Company Common Stock
in connection with the Merger (o receive the funds to which holders of shares of
Company Common Stock shall become entitled pursuant to Section 2.1(a). Such
funds shalil be deposited with the Paying Agent by the Parent immediately prior to or
after the Effective Time and shall be invested by the Paying Agent as directed by the
Parent.
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{b) Exchange Procedures. As soon as practicable after the
Effective Time, the Paying Agent shall mail to each holder of record of a certificate
or certificates (the “Certificates”) which as of the Effective Time represented
outstanding shares of Company Common Stock (the “Cancelled Shares™) that were
cancelled or converted and became instead the right to receive the Merger
Consideration pursuant to Section 2.1: (i} a letter of transmittal (which shall specify
that delivery shall be effected, and risk of loss and title to the Certificates shall pass,
only upon actual delivery of the Centificates (or affidavits of loss in lien thereof) to
the Paying Agent and such other provisions upon which the Parent and the Company
may agree) and (ii) instructions for use in effecting the surrender of the Certificates
(or affidavits of loss in lieu thereof) in exchange for the Merger Consideration.
Upon surrender of a Certificate (or an affidavit of loss in lieu thereof) to the Paying
Agent for cancellation (or to such other agent or agents as may be appointed by
mutual agreement of the Parent and the Company), together with a duly executed
letter of transmittal and such other documents as the Paying Agent may require, the
holder of such Certificate shail be entitled to receive the Merger Cansideration (after
giving effect to any required tax withholdings as provided in Section 2.4) in
exchange for each share of Company Common Stock formerly evidenced by such
Certificate, which such holder has the right to receive pursuant to the provisions of
this Article I1. In the event of a transfer of ownership of Cancelled Shares which is
not registered in the transfer records.of the Company, the Merger Consideration may

- be given to a transferee if the Certificate (or affidavit of loss in lieu thereof)

representing such Cancelled Shares is presented to the Paying Agent accompanied by
all documents required to evidence and effect such transfer and by evidence
satisfactory to the Paying Agent that any applicable.stock transfer taxes have been
paid. Until surrendered as contemplated by this Section 2,2, each Certificate (or
affidavit of loss in lieu thereof) shall be deemed at any time after the Effective Time
1o represent only the right to receive upon such surrender the Merger Consideration
as contemplated by this Section 2.2. No interest shall be paid or will accrue on the
Merger Consideration payable to holders of Certificates pursuant to the provisions of
this Article II.

(c) Closing of Transfer Books: Rights of Holders of Company

Common Stock. From and after the Effective Time, the stock transfer books of the
Company shall be closed and no registration of any transfer of any capital stock of
the Company shall thereafter be made on the records of the Company. If, after the
Effective Time, Certificates are presented to the Surviving Corporation, they shall be
cancelled and exchanged for the Merger Consideration, as provided in this Section
2.2. From and after the Effective Time, the holders of shares of Company Common
Stock outstanding immediately prior to the Effective Time shall cease to have any
rights with respect to such shares of Company Common Stock, except as otherwise
provided herein or by applicable law.




(d) Termination of Paying Agent. At any time commencing
six months after the Effective Time, the Parent shall be entitled t6 require the Paying
Agent to deliver to it any funds which had been made available to the Paying Agent
and not disbursed to holders of shares of Company Common Stock (including,
without limitation, all interest and other income received by the Paying Agent in
respect of all funds made available to it), and thereafter such holders shall be entitled
to look to the Surviving Corporation (subject to abandoned property, escheat and
other similar laws) only as general creditors thereof with respect to any Merger
Consideration that may be payable upon due surrender of the Certificates held by
them. Notwithstanding the foregoing, neither the Parent, the Surviving Corporation.
nor the Paying Agent shall be liable to any holder of a share of Company Common
Stock for any Merger Consideration delivered in respect of such share to a public
official pursuant to any abandoned property, escheat or other similar law.

(e) Lost, Stolen or Destroyed Certificates. In the event any
Certificate shall have been lost, stolen or destroyed, upon the making of an affidavit
of that fact by the holder of shares of Company Common Stock claiming such
Certificate to be lost, stolen or destroyed and, if required by the Parent, the posting
by such holder of a bond in customary amount and upon such terms as may be
required by the Parent as indemnity against any claim that may be made against it or
the Surviving Corporation with respect to such Certificate, the Paying Agent will pay
the Merger Consideration (after giving effect to any required tax withholdings as
provided in Section 2.4) to sach holder in exchange for such lost, stolen or destroyed
Certificate.

Section 2.3 Treatment of Compar{y Stock Awards.

(a) Options. Prior to the Effective Time, the Company shall
take all actions necessary to provide, effective as of the Effective Time, for the
cancellation, on the terms and conditions set forth in this Section 2.3 and without any
payment therefor except as otherwise provided in this Section 2.3, of all stock
options {whether or not then exercisable) on Company Common Stock outstanding at
the Effective Time under the Company's Long-Term Incentive Plan or otherwise
(the “Options™). As of the Effective Time, each such Option (whether vested or
unvested) shall be cancelled (and to the.extent formerly so exercisable shall no
longer be exercisable) and shall entitle each holder thereof, in cancellation and
settlement therefor, o receive a payment, if any, in cash from the Company (less any
applicable withholding taxes), promptly following the Effective Time, equal to the
product of (i) the total number of shares of Company Common Stock then issuable
upon the exercise of such Option (whether or not then vested or exercisable) and (ii)
the amount, if any, by which the Merger Consideration exceeds the exercise price per
share with respect to such Option.



(b} Other Awards. Prior to the Effective Time, the Company
shall take all actions necessary ta provide for the full vesting, effective immediately
before the Effective Time, of each award (the “Company Awards”) {(including each
share of restricted stock, stock equivalents and stock units, but excluding Options)
outstanding immediately before the Effective Time that was granted under any plan,
program, agreement or arrangement maintained by the Company to provide for
grants of equity-based awards; provided that, to the extent a performance-based
Company Award does not already by its terms provide for vesting upon the
consummation of any transactions contemplated by this Agreement, such Company
Award shall vest in accordance with the foregoing provisions of this Section 2.3(b)

at the target performance level.

(c) Required Action. At or prior to the Effective Time, the
Company, the board of directors of the Company and the compensation committee of
the board of directors of the Company, as appllcablc shall adopt any resolutions and
take any actions, including obtaining consents and acknowledgements of
participants, which are necessary to effectuate the provisions of Section 2.3(a) and.
(b). The Company shall take all actions necessary’ to ensure that from and after the
Effective Time neither Parent nor the Surviving Corporation will be required to
detiver Company Common Stock or other capital stock of the Company to any
Person pursuant to or in settlement of Options or Company Awards. The Company
shall also take all action reasonably necessary to approve the disposition of the
Options in accordance with this Section 2.3 so as to exempt such dispositions under
Rule 16b-3 of the Securities Exchange Act of 1934, as amcnded (the “Exchange
Act™. .

Section 2.4 Withholding Rights. Each of the Surviving Corporation,
the Company and the Parent shall be entitled to deduct. and withhold from the
Merger Consideration or other payments pursuant to this Agreement to any holder of
shares of Company Common Stock or other Person (as defined below) such amounts
as it is required to deduct and withhold with respect to the making of such payment
under the Internal Revenue Code of 1986, as amended (the “Code™), and the rules
and regulations promulgated thereunder, or any provision of state, local or foreign
Tax (as defined in Section 4.10) law, To the extent that amounts are so withheld by
the Surviving Corporation, the Company or the Parent, as the case may be, such
withheld amounts shall be treated for all purposes of this Agreement as having been
paid to the holder of the shares of Company Common Stock or other Person in
respect of which such deduction and withholding was made by the Surviving
Corporation, the Company or the Parent, as the case may be. As used in this
Agreement, the term “Person” shall mean any natural person, corporation, general or
limited partnership, limited liability company, joint venture, trust, assaciation or
entity of any kind.
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Section 2.5 Adjustments to Prevent Dilution. In the event that the
Company changes the number of Company Common Stock or seturities convertible
or exchangeable into or exercisable for Company Common Stock issued and
outstanding prior to the Effective Time as a result of a reclassification, stock split
(including a reverse stock split), stock dividend or distribution, recapitalization,
merger, issuer tender or exchange offer, or other similar transaction (other than the
issuance of securities contemplated by the Stock Purchase Agreement and, in the
event the Stock Purchase Agreement is terminated or in the event the proceeds to the
Company pursuant to the Stock Purchase Agreement are less than $150 million, any
securities issued by the Company as contemplated by Section 6.1 of the Company
Disclosure Schedule), the Merger Consideration shall be equitably adjusted.

ARTICLE HI

THE CLOSING

Section 3.1 Closing. The closing of the Merger (the “Closing™) shall
take place a1 the offices of Skadden, Arps, Slate, Meagher & Flom LLP, 1440 New
York Avenue, NW, Washington, DC 20005 at 10:00 a.m., local time, on the fifteenth
business day immediately following the date on which the last of the conditions set
forth in Article VIII hereof is fulfilled or waived {other than any conditions that by
their nature are to be satisfied at the Closing, but subject to the satisfaction or waiver
of those conditions at the Closing), or at such other time, date and place as the
Company and the Parent shall mutually agree (the “Closing Date™).

ARTICLE 1V

REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company represents and warrants to the Parent as follows:

Section 4.1 Organization and Qualification. The Company and each of
the Company Subsidiaries (as defined below) is a corporation, limited liability
company or limited partnership duly organized, validly existing and in good standing
under the laws of its jurisdiction of incorporation or organization. Except as set forth
in Section 4.1 of the schedule delivered by the Company prior to entering into this
Agreement (the “Company Disclosure Schedule™), the Company and each of the
Company Subsidiaries has ail requisite power and authority to own, lease and
operate its assets and properties to the extent owned, leased and operated and to carry
on its business as it is now being conducted and is duly qualified and in good
standing to do business in each jurisdiction in which the nature of its business or the
ownership or leasing of its assets and properties makes such qualification necessary
other than in such jurisdictions where the failure to be so gualified or in good
standing would not, individually or in the aggregate, reasonably be expected to result
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in a Company Material Adverse Effect (as defined below). As used in this
Agreement, (a) the term ““Subsidiary” of a Person shall mean any other Person of
which at least a majority of the voting power represented by the outstanding capital
stock or other voting securities or interests having voting power under ordinary
circumstances to elect directors or similar members of the governing body of such
corporation or entity or fifty percent (50%) or more of the equity interests in such
corporation or entity shall at the time be owned or controlled, directly or indirectly,
by such Person and/or by one or more of its Subsidiaries; (b) the term “Company
Subsidiary” shall mean a Subsidiary of the Company and (c) the term “Company
Material Adverse Effect” shall mean any material adverse effect on the business,
assets, liabilities, properties, financial condition or results of operations of the
Company and the Company Subsidiaries taken as a whole; provided, however, that
the term “Company Material Adverse Effect” shall not include (i) any such effect
resulting from any change, including any change in law, rule, or regulation of any
Governmental Authority (as defined in Section 4.4(c)), that applies generally to
similarly situated Persons, (i1) any such effect relating to or resulting from general
changes in the electric utility industry, (iii) any such effect relating to or resulting -
from the 2006 FERC Rate Case (as defined in Section 7.15) before the Federal
Energy Regulatory Commission (“FERC™) or the 2006 PaPUC Rate Case (as defined
in Section 7.15) before the Pennsylvania Public Utility Commission (“PaPUC™), (iv)
any such effect relating to or resulting from changes to accounting standards, ‘
principles or interpretations, (v) any such effect resulting from the announcement of
the execution of this Agreement or the consummation of the transactions
contemplated hereby, including any such change resulting therefrom in the market
value of the Company Commen Stock or the Company's credit rating, or from any
action, suit or proceeding relating to this Agreement or the transactions contemplated
hereby, including any such action, suit or proceeding alleging a breach of fiduciary
duty in connection with the execution, delivery, approval or consummation of the
transactions contemplated by this Agreement, or (vi) any such effect resulting from
any action taken by any of the parties outside the ordinary course of its business that
is required to be taken in order to comply with any-provision of this Agreement,
including, to the extent applicable, Section 6.1 hereof (provided, however, that
Parem may consider, in determining whether a Company Material Adverse Effect
has occurred, the extent to which the aggregate cost of power purchases made by the
Company or the Light Company for the period between the date hereof and the
Closing Date exceeds the aggregate amount of such costs anticipated to be incurred
in respect of such period pursuant to the Business Plan (as defined in Section 6.1)).
As used in this Agreement, the term “knowledge™ when referring to the knowledge
of the Company or any Company Subsidiary shall mean the actual knowledge of an
executive officer of the Company after reasonable inquiry of those employees who
are reasonably likely to possess the relevant information.
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Section 4.2 Subsidiaries; Corporate Documents.
]

(a) Section 4.2(i) of the Company Disclosure Schedule sets
forth a complete list, as of the date hereof, of all of the Company Subsidiaries and
their respective jurisdictions of incorporation or organization and the jurisdictions in
which they are qualified to do business, and Section 4.2(ii) of the Company
Disclosure Schedule sets forth each of the Company's Subsidiaries and the
ownership interest of the Company in each such Subsidiary, as wejl as the ownership
interest of any other Person or Persons in each such Subsidiary, and the Company’s
or its Subsidiaries’ capital stock, equity interest or other direct or indirect ownership
interest in any other Person other than securities in a publicly traded company held
for investment by the Company or any of its Subsidiaries and consisting of less than
1% of the outstanding capital stock of such company. The Company does not own,
directly or indirectly, any minority interest in any Person that requires an additional
filing by the Parent under HSR Act. Except as set forth in Section 4.2 of the
Company Disclosure Schedule, all of the issued and outstanding shares of capital
stock or other securities of each Company Subsidiary are duly authorized, validly
issued, fully paid and nonassessable, and are owned, directly or indirectly,
beneficially and of record by the Company free and clear of any ligns, claims,
security interests and other encumbrances of any nature whatsoevép

(b) Prior to the date hereof, the Company has made available
to the Parent true, complete and correct copies of the Company’s and its
Subsidiaries’ centificates of incorporation and by-laws or comparable governing
documents, each as amended to the date hereof, and each as so made available is in
full force and effect. Prior to the date hereof, the Company has made available to the
Parent true, complete and correct copies of the minutes of all meetings of the
stockholders, the boards of directors and each committee of the boards of directors of
the Company and Light Company since December 31, 2003.

Section 4.3 Capitalization.

(a) The authorized capital stock of the Company consists of
187,500,000 shares of Company Common Stock, without par value; and 4,000,000
shares of preferred stock, without par value (“Company Preferred Stock™), of which
1,000,000 shares have been designated Preferred Stock, Series A (Convertible)
(“Company Series A Preferred Stock™). At the close of business on July 3, 2006, (i)
79,614,546 shares of Company Common Stock were issued and outstanding
(including 1,176,838 shares held by the Light Company ESCOP) and (ii) no shares of
Company Series A Preferred Stock were issued and outstanding. All outstanding
shares of Company Common Stock have been duly authorized and are validly issued,
fully paid and nonassessable. As of the date hereof, except as set forth in Section 4.3
of the Company Disclosure Schedule, the Company has no capital stock or other




securities (including securities convertible into, or exercisable or exchangeable for,
capital stock) of the Company reserved for issuance and there are no preemptive or
other outstanding rights, options, warrants, calls, conversion rights, stock
appreciation rights, redemption rights, repurchase rights, commitments,
arrangements, agreements or rights of any character to which the Company or any
Company Subsidiary is a party or by which any of them are bound obligating the
Company or any Company Subsidiary to issue, deliver or sell, or cause to be issued,
delivered or sold, additional shares of capital stock or other securities or rights
(including securities or rights convertible into, or exercisable or exchangeable for,
additional shares of capital stock) of the Company or any Company Subsidiary, or
obligating the Company or any Company Subsidiary (o grant, extend or enter into
any such preemptive or other outstanding rights, options, warrants, calls, conversion
rights, stock appreciation rights, redemption rights, repurchase rights, commitments,
arrangements, agreements or rights. The Company does not have outstanding any
bonds, debentures, notes or other obligations the holders of which have the right to
vote (or convertible into or exercisable for securitiés having the right to vote) with
the stockholders of the Company on any matter.

(b) The authorized capltal stock of Light Company consists of
(i) 90,000,000 shares of common stock, par value $1.00 per share, of which 10
shares are issued and outstanding and all of which are duly authorized, validly
issued, fully paid and nonassessable and owned by the Company free and clear of
any Liens, (ii) 4,000,000 shares of preferred stock, par value $50.00 per share, of
which, as of the close of business on July 3, 2006, 2,709,419 shares were issued and
outstanding and (iii) 8,000,000 shares of preference stock, par value $1.00 per share,
of which, as of the close of business on July 3, 2006, 346,783 shares were issued and
outstanding.

Section 4.4 Authority; Non-Contravention; Statutory Approvals;

Compliance.

(a) Authority. The Company has all requisite corporate power
and authority to enter into this Agreement and, subject to the receipt of the Company
Shareholders’ Approval (as defined in Section 4.17) and the applicable Company
Required Statutory Approvals (as defined in Section 4.4(c)), to consummate the
transactions contemplated hereby. The execution and delivery of this Agreement
and the consummation by the Company of the transactions contempiated hereby
have been duly authorized by all necessary corporate action on the part of the
Company, subject only to obtaining the Company Shareholders’ Approval. This
Agreement has been duly executed and delivered by the Company and, assuming the
due authorizatjon, execution and delivery hereof by the other signatories hereto,
constitutes the legal, valid and binding obligation of the Company enforceable
against it in accordance with its terms, subject to bankruptcy, insolvency, fraudulent

10
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transfer, reorganization, moratorium and similar laws of general applicability relating
to or affecting creditors’ rights and to general equity principles. !

(b) Non-Contravention. Except as set forth in Section
4.4(b)(i) of the Company Disclosure Schedule, the execution and delivery of this
Agreement by the Company does not, and the consummation of the transactions
contemplated hereby will not, violate or result in a material breach of any provision
of, constitute a material default (with or without notice or lapse of time or both)
under, result in the 1ermination or modification of, accelerate the performance
required by, result in a right of termination, cancellation or acceleration of any
abligation ar the loss of a material benefit under, or result in the creation of any
material lien, security interest, charge or encumbrance upon any of the properties or
assets of the Company or any of the Company Subsidiaries (any such violation,
breach, default, right of termination, modification, cancellation or acceleration, loss
or creation, is referred to herein as a “Violation™ with respect to the Company and
such term when used in Article V has a correlative meaning with respect 1o the
Parent) pursuant to any provisions of (i) any debt instruments relating to outstanding
indebtedness for borrowed money in amounts in excess of $5 milljon, the articles of
incorporation, by-laws or similar governing documents of the Company or any of the
Company Subsidiaries, (ii) the preferred stock and preference stock of the Company
and Light Company, (iii) subject to obtaining the Company Required Statutory
Approvals and the receipt of the Company Sharcholders’ Approval, any statute, law,
ordinance, rule, regulation, judgment, decree, order, injunction, writ, permit or
license of any Governmental Authority (as defined in Section 4.4(c)) applicable to
the Company or any of the Company Subsidiaries or any of their respective
properties or assets or (iv) subject to-obtaining the third-party consents set forth in
Section 4.4(b)(ii) of the Company Disclosure Schedule (the “Company Required
Consents"), any Material Contract or material note, bond, mortgage, indenture, deed
of trust, license, franchise, permit, concession, contract, lease or other instrument,
obligation or agreement of any kind to which the Company or any of the Company
Subsidiaries is a party or by which they or any of their respective properties or assets
may be bound or affected, except in the case of clauses (iii) or (iv) for any such
Violation which, individually or in the aggregate, would not reasonably be expected
to result in.a Company Material Adverse Effect or to prevent, materially delay or
materially impair the consummation of the transactions contemplated by this
Agreement,

(c) Statutory Approvals. Except as described in Section 4.4(c)
of the Company Disclosure Schedule (the “Company Required Statutory
Approvals™), no declaration, repont, filing or registration with, or notice 10 or
authorization, consent or approval of, any court, federal, state, local or foreign
governmental or regulatory body (including a national securities exchange or other
self-regulatory body), authority or other legislative, exccutive or judicial entity (each,

I
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a “Govemmental Authority™) is necessary for the execution and delivery of this
Agreement by the Company, the consummation by the Company of the transactions
contemplated hereby, except those that the failure of which to obtain, individually or
in the aggregate, would not reasonably be expected to result in 3 Company Material ~
Adverse Effect (it being understood that references in this Agreement to “obtaining™
such Company Required Statutory Approvals shall mean making such declarations,
filings or registrations; giving such notices; obtaining such authorizations, consents
or approvals; and having such waiting periods expire as are necessary to avoid a
violation of law) or 1o prevent, materially delay or materially impair the
consummation of the transactions contemplated by this Agreement.

(d) Compliance. Except as set forth in Section 4.4(d)(i),
Section 4.8, Section 4,10, Section 4.11, Section 4.12 or Section 4.13 of the Company
Disclosure Schedule, or as disclosed in the Company's annual report on Form 10-K
for the year ended December 31, 2005 (the “2005 2005 10-K™) or any Company SEC
Reports (as defined in Section 4.5) filed after the date of the 2005 10-K and prior to
the date hereof, neither the Company nor any of the Company Subsidiaries is in
violation of, is, to the knowledge of the Company, under investigation with respect
to any violation af, or has been given notice of or been charged with any violation of,
any law, statute, order, award, rule, regulation, ordinance or judgment of any

" Governmental Authority, except for any such violations whicl, individually or in the

aggregate, would not reasonably be expected to result in a Company Material
Adverse Effect or to prevent, materially delay or materially impair the
consummation of the transactions contemplated by this Agreement. Except as set
forth in Section 4.4(d)(ii) or Section 4.13 of the Company Disclosure Schedule, or as
disclosed in the 2005 10-K or any Company SEC Reports filed after the date of the
2005 10-K and prior to the date hereof, the Company and the Company Subsidiaries
have ail permits, licenses, franchises and other governmental authorizations,
consents and approvals necessary to conduct their businesses as presently conducted
except those that the absence of which, individually and in the aggregate, would not
reasonably be expected to result in a Company Material Adverse Effect or to
prevent, materially delay or materially impair the consummation of the transactions
contemplated by this Agreement. Except as set forth in Section 4.4(d)(iii) of the
Company Disclosure Schedule, neither the Company nor any of the Company
Subsidiaries is in breach or violation of or in default in the performance or
observance of any term or provision of, and no event has occurred which, with lapse
of time or action by a third party, could result in a default by the Company or any
Company Subsidiary under (i) their respective articles of incorporation or by-laws or
similar governing documents or (ii) any contract, commitment, agreement, indenture,
mortgage, loan agreement, note, lease, bond, license, approval or other instrument to
which it is a party or by which the Company or any Company Subsidiary is bound or
to which any of their respective property is subject, except in the case of clause (ii)
for possible violations, breaches or defaults which, individually or in the aggregate,
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would not reasonably be expected to result in a Company Material Adverse Effect or
to prevent, materially delay or materially impair the consummatidn of the
transactions contemplated by this Agreement.

(e) Board Approval. The board of directors of the Company
has (A) determined that the Merger is fair to, and in the best interests of the
Company and its stockholders, approved and declared advisable this Agreement and
the Merger and the other transactions contemplated hereby and resolved to
recommend adoption of this Agreement to the holders of the Company Common
Stock and (B) directed that this Agreement be submitted to the holders of the
Company Common Stock for their adoption. The board of directors of the Company
has taken all action so that the Parent will not be an “interested stockholder” or
prohibited from entering into or consummating a “business combination” with the
Company (in each case as such terms are used in Section 2555 of the BCL) as a
result of the execution of this Agreement or the consummation of the transactions in
the manner contemplated hereby.

Section 4.5 Reports and Financial Statements.  Sin¢e December 31,
2003, the Company and the Company Subsidiaries have filed or fum:shed, as
applicable, on a timely basis (taking into account all applicable grace periods) all

" forms, stdtements, certifications, reports and documents required to be filed or

furnished by it under the Securities Act of 1933, as amended (the “Securities Act”),
the Exchange Act, the Public Utility Holding Company Act of 1935, as amended and
in effect prior to its repeal effective February 8, 2006 ("PUHCA"), the Energy Policy
Act of 2005, the Federal Power Act (the “FPA™), the Communications Act of 1934
and applicable state public utility laws and regulations (collectively, the “Company
Reports”). The Company Reports have complied, as of their respective dates, or if
not yet filed or furnished, will comply, with all applicable requirements of the
appropriate statutes and the rules and regulations thereunder, except for such failures
which, individuaily or in the agpregate, would not reasonably be expected to result in
a Company Material Adverse Effect. As of their respective dates, (or, if amended
prior to the date hereof, as of the date of such amendment), each form, certification,
report, schedule, registration statement, definitive proxy statement and document
filed with or furnished to the Securities and Exchange Commission (the “SEC") by
the Company or Light Company pursuant to the requirements of the Securities Act or
the Exchange Act since December 31, 2003 (collectively, the “Company SEC
Reports™) did not, or if not yet filed or furnished, will not, contain any untrue
statement of a material fact or omit to state a material fact required to be stated
therein or necessary to make the statements therein, in light of the circumstances
under which they were made, not misleading. Each of the Company SEC Reports, at
the time of its filing or being fumished, complied in all material respects, or if not

yet filed or furnished, will comply in all imaterial respects, with the applicable
requirements of the Securities Act, the Exchange Act and the Sarbanes-Oxley Act of

13




2002 ("SOX") and any rules and regulations promulgated thereunder applicable to
the Company SEC Reports. Each of the Company and Light Company is in
compliance in all matertal respects with the applicable listing and corporate
governance rules and regulations of the NYSE. Each of the audited consolidated
financial statements and unaudited interim financial statements of the Company
included in or incorporated by referénce into the Company SEC Reports (including
the related notes and schedules) (collectively, the “Company Financial Statements™)
has been, and in the case of Company SEC Reports filed after the date hereof will be,
prepared in accordance with United States generally accepted accounting principles
("GAAP™), consistently applied during the periods involved (except as may be
indicated therein or in the notes thereto and subject, in the case of unaudited
statements, to normal year-end audit adjustments) and fairly presents, or, in the case
of Company SEC Reports after the date hereof, will fairly present, in each case in
accordance with GAAP, the consolidated financial position of the Company and the
Company Subsidiaries as of the dates.thereof and the results of its operations and
cash flows for the periods then ended, subject, in the case of the unaudited interim
financial statements, to normal year-end audit adjustments.

Section 4.6 Real Propgrty.'

: : (a) Except as set forth in Section 4.6 of the Company

Disclosure Schedule, the Company or one of the Company Subsidiaries has (x) good
and marketable fee title to all real property owned (or reflected as owned on the
Company Financial Statements) by Company or any Company Subsidiary (the
“Owned Real Property™) and (y) valid title to the leas;:hold estate {(as lessee) in all
rea] property and interests in real property leased or subleased by Company or any
Company Subsidiary as lessee or sublessee (the “Leased Real Property”, and
together with the Owned Real Property, the “Real Property”), in each case free and
clear of all mortgages, liens, security interests, pledges, charges, easements, rights of
way, options, claims, restrictions or encumbrances of any kind (each a “Lien” or
collectively, the “Liens™), except:

(i) Liens for Taxes (as defined in Section 4.10
below) that are not yet due and payable or, if due and payable, are not
delinquent and may thereafter be paid without penalty;

(ii) Liens that secure indebtedness as reflected
on the Company Financial Statements or indebtedness listed on
Section 4.6 of the Company Disclosure Schedule;

(iii) easements, covenants, conditions, rights of
way, encumbrances, restrictions, defects of title and other similar
matters of public record (other than such matters that, individually or
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in the aggregate, do not materially adversely impair the cun.'cnt use or
value of the Real Property); f

(iv) zoning, planning, building and other
applicable laws regulating the use, development and occupancy of
real property and permits, consents and rules under such laws;

(v) Liens that have been placed by a third party
on the fee title of Leased Real Property or property over which
Company or any Company Subsidiary has easement rights, and
subordination or similar agreements relating thereto;

(vi) Liens that, individually or in the aggregate,
do not materially adversely impair the continued use, operation, value
or marketability of the specific parcel of Owned Real Property to
which they relate or the conduct of the business of the Company and
the Company Subsidiaries as presenily conducted; and

(vii) Subleases identified in Section 4.6 of the
Company Disclosure Schedule and indebtedness secured by property
subleased under subleases identified in Section 4.6 of the Company
Disclosure Schedule.

(b) Neither Company nor any Company Subsidiary is
obligated under, or a party to, any option, right of first refusal or other contractual
right to sell, assign or dispose of any Owned Real Property or any portion thereof or
interest therein that, in each case, is valued in excess of $100,000.-

(c) (i) Each lease or sublease for real property under which
Company or any Company Subsidiary is a lessee or sublessee (each, a “Real
Property Lease™) is in full force and effect and is the vaiid and binding obligation of
Company or such Company Subsidiary, enforceable against Company or such
Company Subsidiary in accordance with its terms and, to the knowledge of the
Company, the other party or parties thereto, subject to the effect of any applicable
bankruptcy, insolvency, reorganization, moratorium or similar laws affecting rights
of creditors generally and subject to the effect of general principles of equity
(regardless of whether considered in a proceeding at law or in equity), (ii) no notices
of default under any Real Property Lease have been sent or received by Company or
any Company Subsidiary and (iii} neither Company nor any Company Subsidiary is
in default in any material respect under any Real Property Lease, and, to the
knowledge of the Company, no landlord thereunder is in default in any material
respect, except in each case, as do not materially adversely impair the use,
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occupancy or value of the Real Property or prevent, materially delay or materially
impair the consummation of the transactions contemplated by this Agreement.

(d) None of the rights or obligations of Company or any
Company Subsidiary, or the lessor or sublessor, under any material Real Property
Lease will be subject to termination, modification or acceleration of performance
under any Real Property Lease as a result of the consummation of the Merger and the
other transactions contemplated by this Agreement.’ To the knowledge of the
Company, no event has occurred which, with notice, lapse of time or both, would
conslitute a breach or default under any Real Property Lease by any of the Company
or the Company Subsidiaries, .

(e) With respect to the Real Property, neither Company nor
any Company Subsidiary has received any written notice of, nor to the knowledge of
the Company does there exist as of the date of this Agreement, any pending,
threatened or contemplated condemnation or similar proceedings, or any sale or
other disposition of any Real Property or any part thereof in lieu of condemnation
that, individually or in the aggregate, would reasonably be expected to materially
adversely impair the use, occupancy or value of any Real Property. The Company
and Company Subsidiaries have lawful rights of use and access to all Reat Property
necessary to conduct their businesses substantially as presently conducted.

Section 4.7 Intemal Controls and Procedures. The Company has
established and maintains “disclosure controls and procedures” (as defined in Rules
13a-15(e) and 15d-15(¢) promulgated under the Excliange Act) that are reasonably
designed (but without making any representation or warranty as to the effectiveness
of any such controls or procedures so designed) to ensure that material information
(both financial and non-financial) relating to the Company and the Company
Subsidiaries required to be disclosed by the Company in the reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported
within the time periods specified in the rules and forms of the SEC, and that such
information is accumulated and communicated to the Company’s principal executive
officer and principal financial officer, or persons performing similar functions, as
appropriate, to allow timely decisions regarding required disclosure and to make the
certifications of the “principal executive officer” and the “principal financial officer”
of the Company required by Section 302 of SOX with respect to such reports. Each
of the principal executive officer of the Company and the principal financial officer
of the Company (or each former principal executive officer of the Company and each
former principal financial officer of the Company, as applicable) has made all
certifications required by Sections 302 and 906 of SOX and the rules and regulations
promulgated thereunder with respect to the Company SEC Reports and the
statements contained in such certifications are true and accurate in all material
respects as of the date hiereof. Except as set forth in Section 4.7 of the Company
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Disclosure Schedule, there are no “significant deficiencies” or “material
weaknesses” (as defined by SOX) in the design or operation of the Company’s
internal controls and procedures which could adversely affect the Company’s ability
to record, process, summarize and report financial data.

Section 4.8 Litigation; Undisclosed Liabilities; Restrictions on
Dividends; No General Liens. Except as disclosed in the 2005 10-K or any

Company SEC Reports filed after the date of the 2005 10-K and prior to the date
hereof or as set forth in Section 4.4, Section 4.8, Section 4.10, Section 4.12 or
Section 4.13 of the Company Disclosure Schedule, (a) there are no pending or, to the
knowledge of the Company, threatened claims, suits, actions or proceedings before
any court, governmental department, commission, agency, instrumentality or
authority or any arbitrator, nor are there, to the knowledge of the Company, any
investigations or reviews by any court, governmental department, commission,
agency, instrumentality or authority or any arbitrator pending or threatened against,
relating to or affecting the Company or any of the Company Subsidiaries which,
individually or in the aggregate, have resulted in since December 31, 2005 or would
reasonably be expected to result in a Company Material Adverse Effect or prevent,
matenally delay or materially impair the consummation of the transactions
contemplated by this Agreement, (b) there have not been any significant
developmenis since December 31, 2005 with Tespect to claims, -suité,' actions,
proceedings, investigations or reviews that, individually or in the aggregate, have
resulted in since December 31, 2005 or would reasonably be expected to result in a
Company Material Adverse Effect or prevent, materially delay or materially impair
the consummation of the transactions contemplated by this Agreement and (¢) there
are no judgments, decrees, injunctions, rules or orders of any court, governmental
department, commission, agency, instramentality or authority or any arbitrator
applicable to the Company or any of the Company Subsidiaries except for such that,
individually or in the aggregate, have not resulted in since December 31, 2005 or
would not reasonably be expected to result in a Company Material Adverse Effect.
Except for matters reflected as liabilities or reserved against in the balance sheet (or
notes thereto) as of December 31, 2005, included in the Company Financial
Statements, as of the date of this Agrecment, neither the Company nor any Company
Subsidiary has any liabilities or obligations (whether absolute, accrued, contingent,
fixed or otherwise, or whether due or 1o become due) of any nature and whether or
not required by GAAP 1o be reflected on a consolidated balance sheet of the
Company and its consolidated Subsidiaries (including the notes thereto), except
liabilities or obligations (i) that were incurred since December 31, 2005 in the
ordinary course of business consistent in kind and amount with past practice, or (ii)
that, individually or in the aggregate, have not had and would not reasonably be
expected 1o have a Company Material Adverse Effect. Except as set forth in Section
4.8 of the Company Disclosure Schedule, and except as may be set forth in any
Company Required Statutory Approval or Parent Required Statutory Approval, there
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are no restrictions (contractual or regulatory) limiting the ability of the Light
Company from making distributions, dividends or other return of capital to the
Company. Neither the Company nor Light Company has granted a general lien to
secure indebtedness over its general intangibles, accounts receivable and/or deposit
accounts; it being understood that this representation is not intended to address
starutory or contractual rights of set off.

Section 4.9 No Dissenters Rights. The Merger will not entitle any
holder of Company Common Stock 1o any “dissenters rights” as such term is used
under the BCL.

Section 4.10 Tax Matters. Except as set forth in Section 4.10 of the

Company Disclosure Schedule, and except as to matters that would not reasonably
be expected, considered individually or in the aggregate with other matters, to result
in a Company Material Adverse Effect: (i) the Company and each of the Company
Subsidiaries have timely filed (or there have been filed on their behalf) with
appropriate taxing authorities all Tax Returns (as defined below) required to be filed
by them on or prior to the date hereof, such Tax Retums are correct, complete and
accurate in all respects, and all Taxes (as defined below) shown as due on such Tax
Returns have been paid; (ii) there are no andits, claims, assessments, levies,
administrative or judicial proceedings pending against the Company by any taxing
authority; (iii) there are no liens for Taxes upon any property or assets of the
Company or any of the Company Subsidiaries, except for liens for Taxes not yet due
and payable, or liens for Taxes which are being contested in good faith; and are
reserved for in accordance with GAAP in the approg’ii-j_hte Company SEC Reports;
(iv) there are no outstanding requests, agreements, consents or waivers 1o extend the
statutory period of limitations applicable to the assessment or collection of any Taxes
or deficiencies against the Company or any of the Company Subsidiaries; (v) all
Taxes that the Company or any Company Subsidiaries is obligated to withhold from
amounts owing to any employee, creditor or third party have been paid over to the
appropriate taxing authorities in a timely manner, to the extent due and payable; and
(vi) neither the-Company nor any company Subsidiary has been a party to any
distribution occurring during the two-year period prior to the date of this Agreement
in which the parties to such distribution treated the distribution as one to which
Section 355 of the Code applied, except for distributions occurring among members
of the same group of affiliated corporations filing a consolidated federal income tax
return, Except as set forth in Section 4.10 of the Company Disclosure Schedule,
neither the Company nor any Company Subsidiary has participated in any “listed
transactions” or “reportable transactions” within the meaning of Treasury
Regulations Section 1.6011-4, and neither the Company nor any Company
Subsidiary has been a “material advisor” 10 any such transactions within the meaning
of Section 6111 of the Code. As used in this Agreement: (i) the term “Tax” includes
all federal, state, local and foreign income, profits, franchise, gross receipts,
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environmental, customs duty, capital stock, severance, stamp, payroll, sales,
employment, unemployment, disability, use, property, withholding, excise,
production, value added, occupancy and other taxes, duties or assessments of any
nature whatsoever, together with all interest, penalties and additions imposed with
respect thereto; (ii) the term “Tax Return” includes all returns and reports (including
elections, declarations, disclosures, schedules, estimates and information returns)
required to be supplied to a Tax authority relating to Taxes, including any
amendments to such returns and reports; and (iii) the term “Treasury Regulations”
means the regulations promulgated by the U.S. Department of the Treasury pursuant
to the Code. Except as would not reasonably be expected, considered individually or
in the aggregate with other matters, to result in a Company Material Adverse Effect,
none of the Company or any of the Company Subsidiaries are subject to any
obligations to any counterparties in respect of the lease transactions identified on
Section 4.6(b) and (c) of the Company Disclosure Schedule, other than obligations
that are recourse only to the interest of the Company and the Company Subsidiaries
in the leased property (and the collateral securing the counterparty’s obligation to
pay rent) or obligations that, through decisions that are solely within the Company’s
control, will become recourse only to such leased property. '

Section 4.11 Employee Benefits; ERISA.

(a) Company Plans. Section 4.11(a) of the Company
Disclosure Schedule contains a true and complete list of each deferred compensation
and each bonus or other incentive compensation, stock purchase, stock option and
other equity compénsation plan, program, policy, agreement or arrangement; each
severance or termination pay, medical, surgical, hospitalization, life insurance and
other “welfare” plan, fund or program (within the meaning of Section 3(1) of the
Employee Retirement Income Security Act of 1974, as amended (“ERISA™); each
profit-sharing, stock bonus or other “pension” plan, fund or program (within the
meaning of Section 3(2) of ERISA); each employment, termination or severance
contract, arrangement, policy or agreement; and each other employee benefit plan,
fund, program, policy, agreement or arrangement, in each case, that is sponsored,
maintained or contributed to or required to be contributed to by the Company or by
any trade or business, whether or not incorporated (an “ERISA Affiliate”), that
together with the Company would be deemed a “single employer” within the
meaning of Section 4001(b) of ERISA, or to which the Company or.an ERISA
Affiliate is a party, for the benefit of any employee or former employee of the
Company or any Company Subsidiary (the “Company Plans”).

(b) Deliveries, With respect to each Company Plan, the
Company has heretofore delivered or made available to the Parent true and complete
copies of (i) each of the Company Plans and any amendments thereto; (ii) if the
Company Plan is funded through a trust or any third party funding vehicle, a copy of
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the trust or other funding agreement; and (iii) the most recent determination letter
received from the Intemal Revenue Service with respect to each Company Plan
intended to qualify under Section 401 of the Code. :

(c} Absence of Liability. No liability under Title IV of ERISA
has been incurred by the Company or any ERISA Affiliate that has not been satisfied
in full and, to the knowledge of the Company, no condition exists that presents a
material risk to the Company or any.ERISA Affiliate of incurring any such liability,
other than liability for premiums due the Pension Benefit Guaranty Corporation
(“PBGC") (which premiums have been paid when due). No notice of a “reportable
event,” within the meaning of Section 4043 of ERISA for which the reporting
requirement has not been waived or extended, other than pursuant to PBGC Reg.
Section 4043.33 or 4043.66, has been required to be filed for any Company Plan or
by any ERISA Affiliate within the 12-month period ending on the date hereof or will
be required to be filed in connection with the transactions contemplated by this
Agreement. No notices have been required to be sent to participants and
beneficiaries or the PBGC under Section 302 or 4011 of ERISA or Section 412 of .
the Code. -

(d) Present Value of Accrued Benefits. Except as set forth in

‘Section 4.11(d) of the Company Disclosure Schedule, with respect to each Company

Plan subject to Title IV of ERISA (a “Title IV Company Plan™), the present value of
accrued benefits under such plan, based upon the actuarial assumptions used for
funding purposes in the most recent actuarial report prepared by such plan’s actuary
with respect to such plan did not exceed, as of its lagéai valuation date, the then
current value of the assets of such plan allocable to such accrued benefits.

(e) Funding. No Title IV Company Plan has incurred any
“accumulated funding deficiency” (as defined in Section 302 of ERISA and Section
412 of the Code), whether or not waived, as of the last day of the most recent fiscal
year of each Title IV Company Plan ended prior to the Closing Date. All contribu-
tions required to be made with respect to any Company Plan as of the date hereof
have been timely made and all obligations in respect of each Company Plan have
been accrued and reflected in the Company Financial Statements to the extent
required by GAAP.

() Multiemplover Plans. No Title IV Company Plan is a
“multiemployer plan,” as defined in Section 4001(a)(3) of ERISA, nor is any Title
IV Company Plan a plan described in Section 4063(a) of ERISA.

(g) No Violations. Each Company Plan has been operated and
administered in all material respects in accordance with its terms and applicable law,
including but not limited to ERISA and the Code. As of the date hereof, there is no
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material pending or, to the knowledge of the Company threatened, litigation relating
10 the Company Plans. Neither the Company nor any of its Subsfdiaries has engaged
in a transaction with respect to any Company Plan that, assuming the taxable period
of such transaction expired as of the date hereof, could subject the Company or any
Company Subsidiary 10 a tax or penalty imposed by either Section 4975 of the Code
or Section 502(i) of ERISA in an amount which would be matenial. Neither the
Company nor any of its Subsidiaries has incurred or reasonably expects to incur a tax
or penalty imposed by Section 4980 of the Code or Section 502 of ERISA or any
liability under Section 4071 of ERISA.

{(h) Section 401(a) Qualification. Each Company Plan
intended to be *qualified” within the meaning of Section 401(a) of the Code has

received a determination letter from the Internal Revenue Service covering all tax
law changes prior to the Economic Growth and Tax Relief Reconciliation Act of
2001 and the Company is not aware of any circumstances likely to result in the loss
of the qualification of such Company Plan under Section 401(a) of the Code.

(i) Post-Employment Benefits. Except as set forth in Section
4.11(i) of the Company Disclosure Schedule, no Company Plan provides medical,
surgical, vision, hospitalization, death or similar benefits (whether or not insured) for
employees or former employees of the Company or any Company Subsidiary for
periods extending beyond their respective dates of retirement or other termination of
service, other than (i) coverage mandated by applicable law, (ii) death benefits under
any “pension plan,” or (iii) benefits the full cost of which is bome by the current or
former employee (or his beneficiary). Except as limited by applicable terms of
collective bargaining agreements to which the Company or any Company Subsidiary
is a party or is otherwise bound, the Company or its Subsidiaries may amend or
terminate any such plan at any time without incurring any liability thereunder other
than in respect of claims incurred prior to such amendment or termination.

(j) Reserved.

(k) Effect of Change of Contrgl. Except as set forth in Section
4.11(k) of the Company Disclosure Schedule, neither the execution of this
Agreement, stockholder approval of this Agreement nor the consummation of the
transactions contemplated hereby will (w) result in payments under any of the
Benefit Plans that would not be deductible under Section 162(m) or Section 280G of
the Code, (x) entitle any employees of the Company or any of its Subsidiaries to
severance pay Or any increase in severance pay upon any termination of employment
after the date hereof, (y) accelerate the time of payment or vesting or result in any
payment or funding (through a grantor trust or otherwise) of compensation or
benefits under, increase the amount payable or resuit in any other material obligation
pursuant to, any of the Company Plans, or (z) except as limited by applicable terms
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of collective bargaining agreements to which the Company or any Company
Subsidiary is a party or is otherwise bound, limit or restrict the right of the Company
or, after the consurnmation of the transactions contemplated hereby, the Parent, to
merge, amend or terminate any of the Company Plans. There has been no
amendment to, announcement by the Company or any of its Subsidiaries relating to,
or change in employee participation or coverage under, any Company Plan which
would increase materially the expense of maintaining such plan above the level of
the expense incurred therefor for the most recently completed fiscal year of the
Company.

() Claims. Except as set forth in Section 4.11(]) of the
Company Disclosure Schedule, there are no pending, or to the knowledge of the
Company threatened, claims by or on behalf of any Company Plan, by any employee
or beneficiary covered under any such Company Plan, or otherwise involving any
such Company Plan (other than routine claims for bencﬁts)

Section 4.12 Labor and Employee Relations. Except as set forth in
Section 4.12 of the Company Disclosure Schedule: "

(i) there are no collective bargaining
agreements binding on the Company or the Company Subsidiaries;

(ii) none of the employees of the Company or
the Company Subsidiaries is represented by a labor union, and, to the
knowledge of the Company, no petition has been filed, nor has any
proceeding been instituted by any employee or group of employees
with any labor relations board or commission seeking recognition of a
collective bargaining representative;

(iii) to the knowledge of the Company, (a) there
is no organizational effort currently being made or threatened by or on
behalf of any labor organization or trade union to organize any
employees of the Company or the Company Subsidiaries, and (b) no
demand for recognition of any employees of the Company or the
Company Subsidiaries has been made by or on behalf of any Jabor
organization or trade union;

(iv) there is no pending or, to the knowledge of
the Company, threatened employee strike, work stoppage, slowdown,
picketing or material labor dispute with respect to any employees of
the Company or the Company Subsidiaries which would reasonably
be expected to result in a Company Material Adverse Effect;
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(v) the Company and the Company
Subsidiaries are (a) in compliance in all material respectstwith all
federal and state laws respecting employment and employment
practices, terms and conditions of employment, collective bargaining,
immigration, wages, hours and benefits, non-discrimination in
employment, workers compensation, the collection and payment of
withholding and/or payroll taxes and similar taxes (¢xcept for any
non-compliance which, individually or in the aggregate, would not
reasonably be expected to result in a Company Material Adverse
Effect), including but not limited to the Civil Rights Act of 1964, the
Age Discrimination in Employment Act of 1967, the Equal
Employment Opportunity Act of 1972, the Employee Retirement
Income Security Act of 1974, the Equal Pay Act, the National Labor
Relations Act, the Americans with Disabilities Act of 1990, the
Vieinam Era Veterans Reemployment Act, and any and all similar
applicable state and local laws, and all material apphcablc
requirements of the Occupational Safety and Health Act of 1970
within the United States and comparable regulations and orders
thereunder; and (b) to the knowledge of the Company, neither the
Company nor any of the Company Subsidiaries has committed a
material unfair labor practice as defined in the National Labor
Relations Act;

(vi) each of the Company and the Company
Subsidiaries is, and during the 90-day period prior to the date of this
Agreement, has been in compliance in all material respects with the
L. Worker Adjustment Retraining Notification Act of 1988, as amended
(“WARN Act™), or any similar state or local law.

Section 4.13 Environmenta] Protection.

(a) Except as set forth in Section 4.13 of the Company
Disclosure Schedule or in the 2005 10-K or any Company SEC Reports filed after
the 2005 10-K and prior to the date hereof:

(i) Compliance. The Company and each of the
Company Subsidiaries are in compliance with all applicable
Environmental Laws (as defined in Section 4.13(b)(ii)) except where
the failure to so comply is not reasonably likely to have a Company
Material Adverse Effect, and neither the Company nor any of the
Company Subsidiaries has received any communication (written or
oral) from any Person or Governmental Authority that alleges that the
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Company or any of the Company Subsidiaries is not in such
compliance with applicable Environmental Laws.

(ii) Environmental Permits. The Company and
each of the Company Subsidiaries have obtained or have applied for
all environmental, health and safety permits and governmental
authorizations (collectively, the “Environmental Permits™) necessary
for the construction of their facilities or the ¢onduct of their
operations except where the failure 1o so obtain is not reasonably
likely to have a Company Material Adverse Effect, and all such
Environmental Permits are in good standing or, where applicable, a
renewal application has been timely filed and is pending agency
approval, and the Company and the Company Subsidiaries are in
material compliance with all terms and conditions of the
Environmental Permits, except where failure to so comply is not
reasonably likely to have a Company Material Adverse Effect.

(iii) Environmental Claimis. There is no
Environmental Claim (as defined in Section 4.13(b)X1)) which is
reasonably likely to have a Company Material Adverse Effect
pending (A) against the Company or any of the Company
Subsidiaries, or (B) against any real or personal property or operations
which the Company or any of the Company Subsidiaries owns, leases
or manages, in whole or in part.

(iv) Releases. The Company has no knowledge
of any Releases (as defined in Section 4.13(b)(iv)) of any Hazardous
Material (as defined in Section 4.13(b)(iii)) that would be reasonably
likely to form the basis of any Environmental Claim against the
Company or any of the Company Subsidiaries, except for any
Environmental Claim which is not reasonably likely to have a
Company Material Adverse Effect.

(v) Exclusive Representations and Warranties.
This Section 4.13(a) contains the sole and exclusive representations
and warranties of the Company with respect to environmental matters.

(b) Definitions. As used in this Agreement:

(i} “Environmental Claim” means any and all
administrative or judicial actions, suits, demands, demand letters,
directives, claims, liens, investigations, proceedings or notices of
noncompliance or violation (written or oral) by any Person (including
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any Governmental Authority), alleging potentia] liability (including,
without jimitation, potential responsibility for or liability for
enforcement, investigatory costs, cleanup costs, governmental
response costs, removal costs, remedial costs, natura! resources
damages, property damages, personal injuries of penalties) arising out
of, based on or resulting from (A) the presence, Release or threatened
Release into the environment of any Hazardous Materials at any
location, whether or not owned, operated, leased or managed by the
Company or any of the Company Subsidiaries; (B) circumstances
forming the basis of any violation or alleged violation of any
Environmental Law; or (C) any and all claims by any third party
seeking damages, coniribution, indemnification, cost recovery,
compensation or injunctive relief resulting from the presence or
Release of any Hazardous Matenals

(ii) “Environmental Laws” means afl federal,
state and local laws, rules and regulations relating to pollutmn, the
environment {including, without limitation, ambient air, surface
water, groundwater, land surface or subsurface strata) or protection of
human health as it relates to the environment including, without
limitation, Jaws and regulations relating 1o Releases or threatened
Releases of Hazardous Materials, or otherwise relating to the
manufacture, processing, distribution, use, treatment, storage,
disposal, transport or handling of Hazardous Materials.

(iii) “Hazardous Materials” means (A} any
petroleum or petroleum products, radioactive materials, asbestos in
any form that is or could become friable, urea formaldehyde foam
insulation and transformers or other equipment that contain dielectric
fluid containing polychlorinated biphenyls (“PCBs”); (B) any
chemicals, materials or substances which are now defined as or
included in the definition of “hazardous substances,” “hazardous
wastes,” “hazardous materials,” “extremely hazardous wastes,”
“restricted hazardous wastes,” “toxic substances,” “toxic pollutants,”
or words of similar import under any Environmental Law; and (C)
any other chemical, material, substance or waste, exposure to which
is now prohibited, limited or regulated under any Environmental Law
in a jurisdiction in which the Company or any of the Company
Subsidiaries is subject (for purposes of this Section 4.13).

(iv) “Release™ means any release, spill,
emission, leaking, injection, deposit, disposal, discharge, dispersal,

25




leaching or migration into the atmosphere, soil, surface water,
groundwater or property.

Section 4.14 Material Contracts. Except as set forth in Section 4.14 of
the Company Disclosure Schedule, or as disclosed in the 2005 10-K or any Company
SEC Reports filed after the 2005 10-K and prior to the date hereof, as of the date of
this Agreement, neither the Company nor any of the Company Subsidiaries is a party
to or bound by:

(i) any Contract required to be filed as an
exhibit to the Company’s Annual Report on Form 10-K pursuant to
Item 601(b)(10) of Regulation S-K under the Securities Act;

(ii) any Contract that is reasonably likely to
require (x) annual payments or other transfers of value to or from the
Company and its Subsidiaries of more than $5 million or (y)
aggregate payments or other transfers of value to or from the
Company and its Subsidiaries of more than $5 million (other than
Contracts relating to purchases of transformers or related
infrastructure);

(iii) any wholesale puréh_ase and sale Contracts
for electric power,

(iv) any Contract to which the Company or the
Company Subsidiaries is a party, or by which any of them is bound,
that (x) the ultimate contracting party of which is a Governmental
Authority (including any subcontract with a prime contractor or other o
subcontractor who is a party to any such contract), (y) requires annual
payments or other transfers of value to or from the Company and its
Subsidiaries of more than $1 million, and (z) is not set to expire or
terminate in accordance with its terms on or before December 31,
2006,

(v) any Contract relating to the sale of a
business by the Company or any Company Subsidiary pursuant to
which the Company or any Company Subsidiary has any potential
indemnity or other payment obligation of more than $5 million;

(vi) other than with respect to any partnership
that is whally-owned by the Company or any wholly-owned
Subsidiary of the Company, any partnership, joint venture or other
similar agreement or arrangement relating to the formation, creation,
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operation, management or control of any partnership or joint venture
material to the Company or any of its Subsidiaries or in which the
Company owns more than a 15% voting or economic interest, or any
interest valued at more than $5 million without regard to percentage
voling or economic interest;

(vit) any non-competition Contract or other
Contract that (I) purports to limit in any material respect either the
type of business in which the Company or its Subsidiaries (or, after
the Effective Time, Parent or its Subsidiaries) may engage or the
mariner or locations in which any of them may so engage in any
business, (II) could require the disposition of any material assets or
line of business of the Company or its Subsidiaries or, after the
Effective Time, Parent or its Subsidiaries, (11I) grants “most favored
nation” status that, following the Merger, would apply to Parent and
its Subsidiaries, including the Company and its Subsidiaries or (IV)
prohibits or limits the right of the Company or any of its Subsidiaries
1o make, sell or distribute any products or services or use, transfer,
license, distribute or enforce any of their respective Intellegtual
Property rights; ' ‘

(viii) any swap, cap, fioor, collar, futures
contract, forward contract, option and any other derivative financial
instrument, contract or arrangement, based on any commodity,
security, instrument, asset, rate or index of any kind or nature
whatsoever, whether tangible or intangible, including electricity,
natural gas, crude oil and other commodities, currencies, interest rates
and indices, but excluding the forward contracts included in the
awards and options granted or issued under any of the Company
Plans, and forward contracts for physical delivery, physical output of
assets and physical load obligations; and

(ix) any Contract with provisions that may be
affected by a ratings downgrade below “investment grade” (the
Contracts described in clauses (i)-(ix) together with all exhibits and
schedules to such Contracts, as amended through the date hereof,
being the “Material Contracis™)

(b) A true and correct copy of each Material Contract has

previously been made available 1o the Parent and each such Contract is a valid and
binding agreement of the Company or one of its Subsidiaries, as the case may be,

and is in full force and effect, and neither the Company nor any of its Subsidiaries
nor, to the knowledge of the officers of the Company, any other party thereto is in
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default or breach in any respect under the terms of any such agreement, contract,
plan, lease, arrangement or commitment,

Section 4.15 Intellectual Property.

(a) Except as to matters that, individually or in the aggregate,
would not reasonably be expected to result in 2 Company Material Adverse Effect:
(i) the Company and its Subsidiaries have sufficient rights to use all Intellectual
Property used in its business as presently conducted; (ii) to the knowledge of the
Company, the conduct of the Company and Light Company does not and has not in
the past three (3) years infringed or otherwise violated the Intellectual Propenty rights
of any third party; (iii) there is no litigation, opposition, cancellation, proceeding,
objection or claim pending, asserted in writing or, to the Company’s knowledge,
threatened against the Company or Light Company concerning the ownership,
validity, registrability, enforceability, infringement or use of, or licensed right to use,
any Inellectual Property used by the Company or Light Company; (iv) to the
Company’s knowledge, no person is violating any Intellectual Property right that the
Company or Light Company holds exclusively; and {v) the Company and Light
Company have taken commercially. reasonable measures to protect the
confidentiality of all Trade Secrets that are owned, used or held by the Company or
Light Company. For purposes of this Agreement, “Intellectual Property” means all
(i) tradeniarks, service marks, brand names, collective. marks, Internet domain
names, logos, symbols, trade dress, trade names, and other indicia of origin, all
applications and registrations for the foregoing, and all goodwill associated therewith
and symbolized thereby, including all renewals of same; (ii) inventions, 1o the extent
patentable, and all patents, registrations, invention disclosures and applications
therefor, including divisions, continuations, continuations-in-part and renewal -~
applications, and including renewals, extensions and reissues; (iii) confidential
business information, trade secrets and know-how, including processes, schematics,
business methods, formulae, drawings, prototypes, models, designs, unpatentable
discoveries and inventions, customer lists and supplier lists (collectively, “Trade
Secrets™); and (iv) published and unpublished works of authorship, whether
copyrightable or not (including without limitation databases and other compilations
of information), copyrights therein and thereto, and registrations and applications
therefor, and all renewals, extensions, restorations and reversions thereof.

(b) The IT Assets operate and perform in all material respects
in accordance with their documentation and functional specifications and otherwise
as required by the Company or Light Company in connection with its business as
presently conducted, and have not materially malfunctioned or failed within the past
three (3) years. The Company and Light Company have implemented reasonable
backup, security and disaster recovery technology consistent with industry practices.
The Company and Light Company take reasonable measures consistent with industry

28




practices to ensure the confidentiality of customer financial and other confidential
information and to comply with its privacy policy. For purposes bof this Agreement,
“IT Assets” means the Company’s and the Subsidiaries’ computers, computer
software, firmware, middieware, servers, workstations, routers, hubs, switches, data
communications lines, and all other information technology equipment, and all
associated documentation.

Section 4.16 Absence of Certain Changes or Event. Except as
disclosed in the Company SEC Reports filed prior to the date hereof, as expressly

contemplated by this Agreement, or as set forth in Section 4.16 of the Company
Disclosure Schedule, since December 31, 2003, the Company and each of the
Company Subsidiaries have conducted their respective businesses only in the
ordinary course of business consistent with past practice and there has not been any
change or development or combination of developments affecting the Company or
any Company Subsidiary, of which the Company has knowledge, that would
reasonably be expected to result in a Company Material Adverse Effect.

Section 4.17 Vote Required.  Subject to Section 8.3(¢), the approval -
of the Merger by a majority of the votes cast by the holders of outstanding shares of
Company Common Stock (the “Company Shareholders’ Approval™) is the only vole
of the holders of any class or series of the capital stock of the Company or any of the
Company Subsidiaries required to approve this Agreement, the Merger and the other
transactions contemplated hereby. .

Section 4.18 QOpinion of Financial Advisor. The Company has
received the opinion of Lehman Brothers, dated July 3, 2006, to the effect that the
Merger Consideration is fair from a financial point of view to the holders of
Company Commen Stock, a copy of which opinion has been delivered to the Parent.
It is agreed and understood that such opinion may not be relied on by the Parent or
the Merger Sub.

Section 4.19 Insurance. Except as set forth in Section 4.19 of the
Company Disclosure Schedule, all material fire and casualty, general liability,
business interruption, product liability, and property damage insurance policies
maintained by the Company or any Company Subsidiary are with reputable
insurance carriers, provide adequate coverage for all insurable risks incident to the
business of the Company, each such Company Subsidiary and their respective
properties and assets, and are in character and amount at Jeast equivalent to that
carried by Persons engaged in similar businesses, owning similar properties and
assets or subject to the same or similar perils or hazards, except for any such failures
to maintain insurance policies that, individually or in the aggregate, have not resulted
in since December 31, 2005 or would not reasonably be expected to result in a
Company Material Adverse Effect. The Company and Company Subsidiaries
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maintain nsurance in character and amount as may be required pursuant to their
Contracts and are in compliance with applicable law with respect to their insurance
in all material respects. Neither the Company nor any Company Subsidiary has
received, as of the date hereof, any notice of cancellation or termination with respect
to any material insurance policy. All material insurance policies of the Company
and each Company Subsidiary are in full force and effect and all premiums due prior
to Closing with respect to such policies have been paid. To the knowledge of the
Company, (x) any material claim relating to litigation against the Company or any
Company Subsidiary and as to which a complaint has been served upon the
Company or any Company Subsidiary and for which the Company may be entitled to
insurance coverage and (y) any material claim not relating to litigation against the
Company or any Company Subsidiary for which the Company may be entitled to
insurance coverage has been reported to the applicable insurance carriers.

Section 4.20 Brokers and Finders. The Company has not entered into
any agreement or arrangement entitling any agent, broker, investment banker,
financial advisor or other firm or Person to any broker’s or finder’s fee or any other
commission or similar fee in connection with any of the transactions contemplated
by this Agreement, except Lehman Brothers, whose fees and expenses will be paid
by the Company in accordance with the Company's agreement with such firm. The
Company has made available to the Parent disclosure regardmg the amount of any
such fee. -

Section 4.21 Regulatory Proceedings. As of the date hereof, except as
set forth in the Company Reports filed prior to the datg hereof or as set forth in
Section 4.21 of the Company Disclosure Schedule, neither the Company nor any of
its Subsidiaries, all or part of whose rates or services are regulated by a
Governmental Authority, (i) has rates which have been or are being collected subject
to refund, pending final resolution of any proceeding pending before a Governmental
Authority or on appeal to the courts or (ii) is a party to any proceeding before a
Governmental Authority or on appeal from orders of a Governmental Authority
which, in each case, have resulied in or would reasonably be expected to result in a
Company Material Adverse Effect.

Section 4.22 Regulation as a Uiility. Exeept for (i) Light Company,
which is a “public utility” within the meaning of Section 201(e) of the FPA and
regulated as an electric utility by the PaPUC, (ii) Duguesne Light Energy, LLC,
which is an Electric Generation Supplier licensed by the PaPUC, (iii) Duguesne
Power, LLC, which is an Exempt Wholesale Generator under Section 32 of PUHCA
and is a public utility under Section 205 of the FPA by virtue of having market-based
rate authority, (iv) Monmouth Energy, Inc., which is an Exempt Wholesale
Generator under Section 32 of PUHCA and is a public utility under Section 205 of
the FPA by virtue of having markel-based rate authority, (v) Duguesne Keystone,
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LLC, which is an Exempt Wholesale Generator under Section 32 of PUHCA and is a
public utility under Section 205 of the FPA by virtue of having njarket-based rate
authority, and (vi) Duquesne Conemaugh, LLC, which is an Exempt Wholesale
Generator under Section 32 of PUHCA and is a public under Section 205 of the FPA
by virtue of having market-based rate authority, neither the Company nor any
Company Subsidiary is subject to regulation as a utility or public service company
(or similar designation) by the FERC, any state in the United States or in any foreign
country.

(b) Neither the Company nor any Company Subsidiary owns,
holds or controls nuclear materials or nuclear related facilities that are subject to the
regulation of the Nuclear Regulatory Commission under the Atomic Energy Act.

Section 4.23 Approvals. As of the date hereof, to the Company’s
knowledge, and excluding any facts or circumstances relating to the Parent, Merger
Sub and their respective identities, qualifications and capabilities, there are no facts
or circumstances relating to the Company, the Company Subsidiaries or the business
or the Business Plan of the Company or its Subsidiaries that are réasonably likely to
prevent or materially delay the receipt of the. Company Required Stanitory
Approvals. :

Section 4.24 No Additional Representations of Parent or Merger Sub.
The Company acknowledges that none of the Parent, the Merger Sub, their

respective affiliates or any other Person acting on behalf of any of them has made
any representation or warranty, express or implied, including any representation as to
the accuracy or completeness of any information regarding the Parent, the Merger
Sub, any of their respective affiliates or businesses, in each case except as expressly
set forth in this Agreement or as and to the extent required by this Agreement to be
disclosed on the Parent Disclosure Schedule hereto. The Company further agrees
that none of the Parent, the Merger Sub, their respective affiliates or any other
Person acting on behalf of any of them will have or be subject 1o any liability, except
in the case of fraud or as specifically set forth in this Agreement, to the Company or
any other Person resulting from the distribution to the Company, for the Company's
use, of any information, document or material made available to the Company in
expectation of the transactions contemplated by this Agreement.

Section 4.25 No Other Representations of the Company. Except for
the representations and warranties contained in this Article IV, neither the Company

nor any other Person acting on behalf of the Company makes any representation or
warranty, express or implied, regarding the Company or any Company Subsidiary.
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ARTICLE V

REPRESENTATIONS AND WARRANTIES OF THE PARENT AND
MERGER SUB

The Parent and Merger Sub, jointly and severally, represent and warrant to
the Company as follows:

Section 5.1 Organization and Qualification. Parent is a limited liability
company and Merger Sub is a corporation and each of Parent and Merger Sub are
duly organized, validly existing and in good standing under the laws of its
jurisdiction of incorporation or organization, as the case may be. As used in this
Agreement, (a) the term “Parent Disclosure Schedulé” means the schedule delivered
by the Parent prior to the date hereof, (b) the term “Parent Material Adverse Effect”
shall mean any material adverse effect on the ability of the Parent and the Merger
Sub to consummate the transactions contemplated by this Agreement. As used in
this Agreement, the term “knowledge™ when referring to the knowledge of the Parent
or the Merger Sub shall mean the actual knowledge of an executive officer of the
Parent after reasonable inquiry of those persons who are reasonably likely to possess
the relevam information.

Section 5.2 Authority; Non-Contraveniign; Statutory Approvals;
Compliance.

(a) Authority. Each of the Parent and the Merger Sub has all
requisite corporate or limited liability company power and authority to enter into this
Agreement and, subject to the receipt of the applicable the Parent Required Statutory
Approvals {(as defined in Section 5.2(c)), to consummate the transactions
contemplated hereby. The execution and delivery of this Agreement and the
consummation by each of the Parent and the Merger Sub of the transactions
contemplated hereby have been duly authorized by all necessary corporate or limited
liability company action on the part of the Parent and the Merger Sub. This
Agreement has been duly executed and delivered by each of the Parent and the
Merger Sub and, assuming the due authorization, execution and delivery hereof by
the other signatories hereto, constitutes the valid and binding obligation of each of
the Parent and the Merger Sub enforceable against it in accordance with its terms,
subject to bankruptcy, insolvency, fraudulent transfer, reorganization, moratorium
and similar laws of general applicability relating to or affecting creditors’ rights and
to general equity principles.

(b) Non-Contravention. The execution and delivery of this
Agreement by each of the Parent and the Merger Sub does not, and the
consummation of the transactions contemplated hereby will not, result in a Violation

32




}
\
[
'i
'
o
¢
@
@
[ 1]
)
0
®
) )

Y

baadin A RN

pursuant to any provisions of (i} the certificate of incorporation, certificate of
formation, by-laws, limited liability company operating agreemefit or similar
governing documents, as applicable, of the Parent or the Merger Sub and (ii) subject
to obtaining the Parent Required Statutory Approvals (as defined in Section 5.2(c)),
any statute, law, ordinance, rule, regulation, judgment, decree, order, injunction,
writ, permit or license of any Governmental Authority applicable to the Parent or the
Merger Sub or any of their respective properties or assets or {iii) any of the
Financing Commitments (as defined below) or any of the definitive agreements
relating to the Financings (as defined below) except in the case of clause (ii) for any
such Violation which, individually or in the aggregate, would not reasonably be
expected to result in a Parent Material Adverse Effect or to prevent, materially delay
or materially impair the consummation of the transactions contemplated by this
Agreement.

(c) Statutory Approvals. Except as described in.Section 5.2(c)
of the Parent Disclosure Schedule (the “Parent Required Statutory Approvals™), no
declaration, report, filing or registration with, or notice to or authorization, consent
or approval of, any Governmental Authority is necessary for the execution and
delivery of this Agreement by the Parent or the Merger Sub, or the, consummation by
the Parent or the Merger Sub of the transactions contemplated hereby, except those
that the failure of which to obtain, individually or in the aggregate, would not
reasonably be expected to result in a Parent Material Adverse Effect (it being
understood that references in this Agreement to “obtaining” such Parent Required
Statutory Approvals shall mean making such declarations, filings or registrations;
giving such notices; obtaining such authorizations, consents or appi*ova]s; and having
such waiting periods expire as are necessary to avoid a violation of law) or to
prevent, materially delay or materially impair the consummation of the transactions
contemplated by this Agreement. )

(d) Compliance. Neither the Parent, nor the Merger Sub is
under investigation with respect to any violation of, or has been given notice of or
béen charged with any violation of, any law, statute, order, award, rule, regulation,
ordinance or judgment of any Governmental Authority, except for any such
violations which, individually or in the aggregate, would not reasonably be expected
to result in a Parent Material Adverse Effect or to prevent, materially delay or
materially impair the consummation of the transactions contemplated by this
Agreement. Each of the Parent and the Merger Sub have all permits, licenses,
franchises and other governmental authorizations, consents and approvals necessary
to conduct their businesses as presently conducted except those that the absence of
which, individually or in the aggregate, would not reasonably bé expected to result in
a Parent Material Adverse Effect or to prevent, materially delay or materially impair
the consummation of the transactions contemplated by this Agreement. Neither the
Parent nor the Merger Sub is in breach or violation of or in default in the
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performance or observance of any term or provision of, and no event has occurred
which, with Iapse of time or action by a third party, could result in a default by the
Parent or the Merger Sub under (i) their respective certificates of incorporation,
certificate of formation, by-laws, limited liability company agreement or similar
governing documents, as applicable, or (ii) any contract, commitment, agreement,
indenture, mortgage, loan agreement, note, lease, bond, license, approval or other
instrument to which they are respectively a party or by which the Parent or the
Merger Sub is bound or to which any of their respective property is subject, except
for possible violations, breaches or defaults which, individually or in the aggregate,
are not reasonably likely to have a Parent Material Adverse Effect, prevent,
materially delay or materially impair the consummation of the transactions
contemplated by this Agreement. .

Section 5.3 No Prior Activities. Except in connection with its
organization, incorporation, capitalization or negotiation and consummation of this
Agreement, the Equity Contribution Agreement (as defined in Section 5.6) and the
transactions contemplated hereby and thereby, neither the Parent nor Merger Sub has
incurred any obligation or liability or engaged in any business or activity of any type
or kind whatsoever and each of the Parent and Merger Sub has conducted and will
conduct its respective operations only as contemplated hereby. The Parent has no
Subsidiaries other than Merger Sub. Except for the Finaricings, there are no notes,
bonds, mortgages, indentures, deeds of trust, or other debt instruments to which the
Parent or the Merger Sub is a party or by which the Parent or the Merger Sub or any
of their respective properties or assets are bound.

Section 5.4 Litigation. There are no p-cnding or, 1o the knowledge of
the Parent or the Merger Sub, threatened claims, suits, actions or proceedings before
any court, governmental department, comrnission, agency, instrumentality or
authority or any arbitrator, nor are there, to the knowledge of the Parent and the
Merger Sub, any investigations or reviews by any court, governmental department,
commission, agency, instrumentality or authority or any arbitrator pending or
threatened against, relating 10 or affecting the Parent or the Merger Sub which,
individually or in the aggregate, have resulted in or would reasonably be expected to
result in a Parent Material Adverse Effect or to prevent, materially delay or
materially impair the consummation of the transactions contemplated by this
Agreement, and (b) there are no judgments, decrees, injunctions, rules or orders of
any court, govemnmental department, commission, agency, instrumentality or
authority or any arbitrator applicable 1o the Parent or the Merger Sub except for such

that, individually or in the aggregate, have not resulted in or would not reasonably be

expected to result in a Parent Material Adverse Effect or prevent, materially delay or
materially impair the consummation of the transactions contemplated by this
Agreement.
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Section 3.5 No Vote Required. No vote of the holders of any class or
series of the capital stock of the Parent or the Merger Sub is neceksary to approve
this Agreement, the Merger or any of the other transactions contemplateg hereby.

Section 5.6 Financing. The Financing Commitments (as defined
below) are sufficient (i) to pay the Merger Consideration in accordance with Article
II hereof and to consummate the Merger and the other transactions contemplated
hereby, and (ii) to pay all fees and expenses required 10 be paid by the Parent and
Merger Sub in connection with the transactions contemplated by this Agreement.
The Parent has delivered to the Company true and complete copies of (i) the
commitment letter, dated as of the date hereof, between the Parent and the bank or
banks identified on Section 5.6 of the Parent Disclosure Schedule (such bank or
banks, the “Lender™) (the “*Debt Financing Commitment™), pursuant to which the
Lender has committed, subject to the terms thereof, to lend the amounts set forth
therein (the “Debt Financing™), and (ii) the Equity Contribution Agreement, dated as
of the date hereof, among Parent and its members (the “Equity Contribution
Agreement” and together with the Debt Financing Commitment, the “Financing
Commitments™), pursuant to which such parties have committed, subject to the terms
thereof, to invest the cash amounts set forth therein (the “Equity Financing” and
together with the Debt Financing, the “Financing”). Prior to the date of this
Agreement, (i) none of the Financing Commitments have been amended or modified,
and (ii) the respective commitments contained in the Financing Commitments have
not been withdrawn or rescinded in any respect. As of the date of this Agreement,
the Financing Commitments are in full force and effect.

Section 5.7 Ownership of Company Common Stock. As of the date
hereof, other than with respect to the Stock Purchase Agreement, neither the Parent,
the Merger Sub nor any of their respective affiliates (as such term'is defined in Rule
12b-2 under the Exchange Act, excluding for the purposes of this Section 5.7 officers
and directors of the Parent and the Merger Sub) (i) beneficially owns (as defined in
Rule 13d-3 under the Exchange Act), directly or indirectly, or (ii) is a party to any
agreement, arrangement or understanding for the purpose of acquiring, holding,
vating or disposing of, in each case, shares of capital stock of the Company.

Section 5.8 Brokers and Finders. The Parent has not entered into any
agreement or arrangement entitling any agent, broker, investment banker, financial
advisor or other firm or Person 1o any broker's or finder’s fee or any other
commission or similar fee in connection with any of the transactions contemplated
by this Agreement, except Macquarie Securities (USA) Inc., whose fees and
expenses will be paid by the Parent in accordance with the Parent’s agreement with
such firm.
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Section 5.9 Approvals. As of the date hereof, none of the Parent’s
officers know of any facts or circumstances relating to the Parent or Merger Sub or
their respective affiliates that are reasonably likely to prevent or materially delay the
receipt of the Parent Required Statutory Approvals. -

Section 5.10 No Additional Representations of Company and
Company Subsidiaries. The Parent and Merger Sub acknowledge that none of the

Company, any Company Subsidiary, their respective affiliates or any other Person
acting on behalf of any of them has made (i) any representation or warranty, express
or implied, including any implied representation or warranty as to the condition,
merchantability, suitability or fitness for a particular purpose of any of the Assets (as
defined below) of or held by the Company or any Company Subsidiary, or (ii) any
representation or warranty, express or implied, as to the accuracy or completeness of
any information regarding the Company, the Company Subsidiaries, any of their’
respective affiliates or businesses, in each case except.as expressly set forth in this
Agreement or as and to the extent required by this Agreement to be disclosed on the
Company Disclosure Schedule hereto. The Parent and Merger Sub further agree that
none of the Company, any Company Subsidiary, their respective affiliates or any
other Person acting on behalf of any of them will have or be subject to any liability,
except in the case of fraud or as specifically set forth in this Agreement, to the
Parent, Merger Sub or any other Person resulting from the distribution to the Parent,
for the Parent's use, of any information, document or material made available to the
Parent in certain “data rooms™ (whether electronic or otherwise), management
presentations or any other form in expectation of the transactions contemplated by
this Agreement. As used in this Agreement, the tern.*Assets” shall mean all of the
Company’s and Company Subsidiaries’ right, title and interest in and to the business,
properties, assets and rights of any kind, whether tangible or intangible, real or
personal, and constituting, or used in connection with, or related to, the business
owned by the Company or a Company Subsidiary or in which the Company or a
Company Subsidiary has any interest.

Section 5.11 No Other Representations of the Parent and the Merger
Sub. Except for the representations and warranties contained in this Article V, none
of the Parent, Merger Sub or any other Person acting on behalf of the Parent or
Merger Sub makes any representation or warranty, express or implied, regarding the
Parent or Merger Sub.

ARTICLE V1

CONDUCT OF BUSINESS PENDING THE MERGER

Section 6.1 Covenants of the Company. After the date hereof and prior
to the Effective Time or earlier termination of this Agreement, the Company agrees,
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each as to itself and to each of the Company Subsidiaries, (A) to conduct its business
in a manner substantially consistent in ail material respects with the business plan for
the Company and its Subsidiaries dated as of the date hereof and delivered
concurrently herewith to the Parent (the “Business Plan”) (provided, however, that in
doing so, the Company makes no representation or warranty that any projections set
forth in, or results expected by, the Business Plan will be achieved nor does the
Company covenant that it will ultimately achieve an such projections or expected
results) and (B) as follows, except (i) as set forth in Section 6.1 of the Company
Disclosure Schedule, (ii) as otherwise expressly permitted by this Agreement, (iii) as
contemplated by the Business Plan, (iv) as may be reasonably responsive to
requirements of applicable law, or (v) 1o the extent the Parent shall otherwise consent
in writing, which consent shall not be unreasonably withheld, conditioned or
delayed:

(a) the business of the Company and each Company
Subsidiary shall be conducted in the ordinary and usual course in substantially the
same manner as heretofore conducted and, to the extent consistent therewith, the
Company and each Company Subsidiary shall use their respective commercially
reasonable efforts to preserve their business organizations intact and maintain their
existing relations and goodwill with customers, suppliers, creditors, regulators,
lessors, employees and business associates; provided, however, that the Company
and/or wholly-owned, direct or indirect, Company Subsidiaries may enter into
intercompany transactions and intercompany reorganizations that do not have
adverse effects on the Company or such Company Subsidiaries (other than the fact
that any such transaction or reorganization has taken place);

(b) the Company shall not and shall cause the Company
Subsidiaries not to (i) issue, sell, pledge, dispose of or encumber any capital stock
owned by it in any of the Company Subsidiaries; (ii) amend its articles of
incorporation, charter or by-laws; (jii) split, combine, subdivide or reclassify its
outstanding shares of capital stock; (iv) declare, set aside or pay any dividend
payable in cash, stock or property in respect of any capital stock other than regular
quarterly cash dividends on Company Common Stock in amounts no greater than
those set forth in the Business Plan (provided, however, that any such dividend for
the quarter during which the Closing occurs shall be prorated based on the number of
days in such quarter preceding the Closing Date) and dividends on any preferred
stock or preference stock of Light Company; (v) repurchase, redeem or otherwise
acquire (except for (A) mandatory sinking fund obligations existing on the date
hereof, and (B) redemptions, purchases, acquisitions or issuances required by the
respective terms of any Company Plan, in the ordinary course of the operation of
such plans consistent with past practice), or permit any of its Subsidiaries to
purchase or otherwise acquire, any shares of its capital stock or any securities
convertible into or exchangeable or exercisable for any shares of its capital stock, or
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(vi) fund the Company's dividend reinvestment plan with shares of Company
Common Stock owned by the Company as treasury stock; provided, however, that
this Section 6.1(b) shall not restrict any dividends from any wholly-owned, direct or
indirect, Company Subsidiary nor shall it restrict the Company’s ability to dissolve, ~
liquidate or wind-up any wholly-owned, direct or indirect, Company Subsidiary that
the Company deems to be no longer useful and the dissolution, liquidation or
winding-up of which would not result in any adverse effect on the Company or any
such Company Subsidiary {other than the fact that any such dissolution, liquidation
or winding up has taken place);

(c) neither the Company nor any Company Subsidiary shall (i)
issue, sell, pledge, dispose of or encumber any shares of, or securities convertible
into or exchangeable or exercisable for, or options, warrants, calls, commitments or
rights of any kind to acquire, any shares of its capital stock of any class or any other
property or assets (other than (A) shares issuable pursuant to options outstanding on
the date hereof under the Company Plans and additional options or rights to acquire.
shares required by the terms of any Company Plan a$ in effect on the date hereof in
the ordinary course of the operation of such Company Plan and (B) issuances of
securities in connection with grants-or awards of stock-based compensation made in
accordance with Section 6.1(d) hereof; (ii) other than in the ordinary and usual
course of business, and except for long-term indebtedness incurred in connection
with the refinancing of existing indebtedness either at-its maturity or at a lower cost
of funds, transfer, lease, license, guarantee, sell, mortgage, pledge, dispose of or
encumber any other material property or material assets (including capital stock of
any Company Subsidiary) or incur, assume or modify.any indebtedness or other
material liability; or (iii} make any commitments for, make or authorize any capital
expenditures;

{d) neither the Company nor any Company Subsidiary shall
terminate, establish, adopt, enter into, make any new grants or awards of stock-based
compensation or other benefits under, amend or otherwise modify any Company
Plan or increase the salary, wage, bonus or other compensation of any directors,
officers or employees, or grant any new severance or termination pay not in
existence on the date hereof or enter into any new severance agreement not in
existence on the date hereof except (i) for grants or awards to directors, officers and
employees under existing Company Plans in such amounts and on such terms as are
consistent with past practice, (ii) in the normal and usual course of business (which
shall include normal periodic performance reviews and related plans and the
provision of individual Company Plans consistent with past practice for newly hired,
appointed, or promoted officers and employees and the adoption of Company Plans
for employees of new Company Subsidiaries in amounts and on terms consistent
with past practice) or (iii) for actions necessary to satisfy existing contractual
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obligations under Company Plans existing as of the date hereof, or as required by
law; !

(e) the Company shall, and shall cause the Company
Subsidiaries to, maintain insurance in such amounts and against such risks and losses
as are consistent in all material respects with the insurance mamtamed by the
Company and the Company Subsidiaries as of the date hereof;

(f) the Company shali, and shall cause the Company
Subsidiaries to, maintain in effect all material governmental permits, franchises and
other authorizations pursuant to which the Company or any Company Subsidiaries
operate;

(g) neither the Company nor any Company Subsidiaries shall
voluntarily make, propose or consent to any changes in the Company’s or Company
Subsidiaries’ (1) regulated rates or charges, (2) standards or service or (3) regulatory
accounting, other than pursuant to, and in amounts not less favorable to the Company
and Company Subsidiaries than requested in, the filing of the proceeding at the
FERC expected to be initiated by the Company or the Light Company in 2006 to
increase rates, charges or revenue requirements for transmission, distribution or

‘generation services (the “2006 FERC Rate Case™) and the filing of the proceeding at |

the PaPUC initiated by the Company or tie Light Company in April 2006 to increase
or otherwise change rates, charges or revenue requirements for transmission,
distribution or generation services (the “2006 PaPUC Rate Case™); provided,
however, that for purposes of this Section 6,1(g), Parent’s right to consent hereunder
is conditioned upon the exercise of such consent right by no more than two
individuals designated by Parent who shall have the authority to bmd Parent in
respect of such matters.

(h) the Company shall not, and shall not cause or allow the
Company Subsidiaries to, make or change any material Tax elections, change or
consent to any material change in the Company’s or such Company Subsidiary’s
methed of accounting for Tax purposes, settle or compromise any material Tax
liability, claim or assessment, or file any material amended Tax Return; and

(i) neither the Company nor any Company Subsidiary shall
authorize or enter into an agreement to do any of the actions prohibited by the
foregoing.

Section 6.2 Risk Management. The Company will continue to follow
the Company’s Goveming Policy for Risk Management, as approved on July 22,
2004 and amended on May 26, 2005, and, as applicable, the Duquesne Power, LLC
Policy, Control and Procedures Manual for Risk Management, as approved on
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January 18, 2006 (collectively, the “Risk Management Policies™) in respect of its
Material Contracts and any new Material Contracts entered into after the date hereof.
In addition, the Company shall consult with the Parent prior to taking any action with
respect to a Material Contract that is subject to the Risk Management Policies and
generally in respect of activilies subject to the Risk Management Policies; provided,
however, that in connection with any such consultation, Parent shall not be entitled
to direct or manage any decisions or activities of the Company. The Company shat!
afford a representative of Parent an opportunity 10 observe in person or by telephone
in all meetings of the Company’s Risk Management Committee; provided, however,
that in connection with any such observation, Parent shall not be entitled to direct or
manage any decisions or activities of the-Company.

ARTICLE VII
ADDITIONAL AGREEMENTS

Section 7.1 Access to Company Information. Upon reasonable notice,
the Company shall, and shall cause the Company Subsidiaries to, afford to the
officers, directors, employees, accountants, counsel, investment bankers, financial
advisors and other represematives {collectively, “Representatives™) of the Parent
reasonable access, upon reasonable advance notice, during normal business hours

-throughout the period prior to the Effective Time, to all of its employees, properties,
books, contracts, commitments and records (including, but not limited to, tax returns)
and, during such period, the Company shall, and shall cause the Company
Subsidiaries to, furnish promptly to the Parent and its Representative, (i) access to
each repont, schedule and other document filed or received by the Company or any of
the Company Subsidiaries pursuant to the requirements of federal or state securities
laws or filed with or sent to the SEC, FERC, the Department of Justice, the Federal
Trade Commission or any other federal or state regulatory agency or commission
and (ii) access to all information conceming the Company, the Company
Subsidiaries, and their respective directors, officers and shareholders and such other
matters as may be reasonably requested by the Parent or its Representatives in
connection with any filings, applications or approvals required or contemplated by
this Agreement or for any other reason related to the transactions contemplated by
this Agreement; provided, however, that in no event shall the Company or any
Company Subsidiary be obligated to provide any access or information if the
Company or the Company Subsidiary reasonably determines, in good faith after
consultation with counsel, that providing such access or information is likely 1o
violate applicable law, cause either the Company or any Company Subsidiary to
breach a confidentiality obligation to which it is bound or jeopardize any recognized
privilege available to either the Company or any Company Subsidiary. The Parent
agrees to indemnify and hold the Company and the Company Subsidiaries harmless
from any and all claims and liabilities, including costs and expenses for loss, injury
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to or death of any Representative of the Parent, and any damage 1o or destruction of
any property owned by the Company or any of the Company Subsidiaries or others
(including claims or liabilities for loss of use of any property) resulting from the
action of any of the Representatives of the Parent (other than as directed by the
Company or any Company Subsidiary or any of their respective Representatives)
during any visit to the business or property sites of the Company or the Company
Subsidiaries prior to the Closing Date, whether pursuant to this Section 7.1 or
otherwise. During any visit to the business or property sites of the Company or any
of the Company Subsidiaries, the Parent shall, and shall cause its Representatives
accessing such properties to, comply with all applicable laws and all of the
Company’s and the Company Subsidiaries’ safety and security procedures and
conduct itself in a manner that would not be reasonably expected tg interfere with the
operation, maintenance or repair of the assets of the Company or such Company
Subsidiary. Notwithstanding anything to the contrary herein, the Parent shall not
have the right to conduct environmental sampling or testing on any of the properties
of the Company or the Company Subsidiaries. Each party shall, and shall cause its
Subsidiaries and Representatives to, hold in strict confidence all documents and
information concerning the other furnished to it in connection with the transactions
contemplated by this Agreement in accordance with the Conﬁdenuahty Agreement,
dated November 28, 2005, entered into by and between the Company and Macquarie
Securities (USA) Inc. (the “Confidentiality Apreement™).

Section 7.2 Proxy Statement. The proxy statement, any amendment
thereof or supplement thereto, to be sent to the shareholders of the Company in
connection with the Merger (the “Proxy Staternent™) will comply in all materia)
respects with the applicable requirements of the Exchange Act and the rules and
regulations thereunder. The Company will prepare and file with the SEC, as
promptly as is reasonably practicable after the date hereof, and in any event not later
than thirty (30) days after the date hereof, the Proxy Statement in a form that
complies in all material respects with the requirements of the Exchange Act and the
rules and regulations promulgated thereunder. Each of the Parent and the Merger
Sub shall funish to the Company all information conceming itself which is required
or customary for inclusion in the Proxy Statement. The Company and the Parent
each agrees o respond as promptly as is practicable to any comments of the SEC on
the Proxy Statement and to mail the Proxy Statement to holders of Company
Common Stock promptly after the Company learns that the Proxy Statement will not
be reviewed or that the SEC staff has no further comments thereon. The information
provided by any party hereto for use in or incorporation by reference in the Proxy
Statement shall be true and correct in all material respects, at the dates mailed to
Shareholders of the Company and at the time of the Company Meeting (as defined
below), without omission of any material fact which is required to make such
information not false or misleading. No representation, covenant or agreement is
made by any party hereto with respect to information supplied by any other party for
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inclusion in the Proxy Statement. If at any time prior to the Effective Time any
information relating to the Company, the Parent or the Merger Sub, or any of their
respective affiliates, officers or directors, should be discovered by the Company, the

Parent or the Merger Sub which should be set forth in an amendment or supplement ~

to the Proxy Statement, so that the Proxy Statement would not include any
misstatement of a material fact or omit to state any material fact necessary to make
the statements therein, in light of the circumstances under which they were made, not
misleading, the party which discovers such information shall promptly notify the
other parties hereto and an appropriate amendment or supplement describing such
information shall be promptly filed with the SEC and, 10 the extent required by law,
disseminated to the shareholders of the Company.

[

Section 7.3 Regulatory Matters.

(a) HSR Filings. Each party hereto shall, as soon as
reasonably practicable after the date hereof, file or cause to be filed with the Federal
Trade Commission and the Department of Justice any notifications required to be
filed under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended
(the “HSR Act"), and the rules and regulations promulgated thereunder with respect
to the transactions contemplated hereby. Such parties will use their reasonable best
efforts to respond on a timely basis to any requests for additional information made
by either of such agencies.

(b) Other Regulatory Approvals. Each party hereto shal}
cooperate and use its reasonable best efforts to prompgly prepare and file all

necessary documentation, to effect all necessary applications, notices, petitions,
filings and other documents, and to use all commercially reasonable efforts to obtain
all necessary permits, consents, approvals and authorizations of all Governmental
Authorities necessary or advisable to obtain the Company Required Statutory
Approvals and the Parent Required Statutory Approvals prior te the Initial
Termination Date (as defined in Section 9.1(c)) (as the same may be extended
hereunder); provided, however, that the Company and Parent shall file the Company
Required Statutory Approvals and the Parent Required Statutory Approvals,
respectively, as promptly as is reasonably practicable afier the date hereof, and in no
event later than sixty (60) days after the date hereof. Each party hereto shall
cooperate and use all commercially reasonable efforts to obtain as promptly as
reasonably practicable all necessary permits, consents, approvals and authorizations
of all Governmental Authorities necessary or advisable 10 obtain the Company
Required Statutory Approvals and the Parent Required Statutory Approvals, Each
party shall have the right to review a reasonable time in advance and to provide
comments on any filing made after the date hereof and until the Initial Termination
Date (as the same may be extended hereunder) by the other panty or a Subsidiary of
any party with any Governmental Authority with respect to the Merger, the 2006
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PaPUC Rate Case or the 2006 FERC Rate Case and the party or Subsidiary making .
such filing shall give reasonable consideration to any changes suggested for such
filing. In addition, the Company shall consult with Parent prior to making any
regulatory filing with the PaPUC or FERC; provided, however, that in connection
with any such consultation Parent shall not be entitled to direct or manage any
decisions or activities of the Company. Parent agrees that if actions to maintain the
credit ratings of Light Company at current levels appear to be advisable that Parent
will endeavor to work with the Company and Parent’s members in good faith to
procure the agreement of its members o take or approve actions to maintain that
rating.

(c) The Company and the Parent each shall, upon request by
the other, furnish the other with all true and accurate information conceming itself,
its Subsidiaries, directors, officers and stockholders and such other matters as may be
reasonably necessary or advisable in connection with the Proxy Statement, or any
other statement, filing, notice or application made by or on behalf of the Parent, the
Company or any of their respective Subsidiaries to any Governmental Authority in
connection with the Merger and the transactions contemplated by this Agreement.

(d) The Company and the Parent each shall "promptly provide
the other party with copies of all filings made by any of the Company, the Parent or
any of their Subsidiaries with any federal or state court, administrative agency,
commission or other Governmental Authority in connection with this Agreement and
the transactions contemplated hereby. The Company and the Parent cach shall keep
the other apprised of the status of matters relating to completion of the transactions
contemplated hereby, including promptly furnishing the other with copies of any
notices or other communications received by the Parent or the Company, as the case
may be, or any of its Subsidiaries, from any third party and/or any Governmental
Authority with respect to the Merger and the other transactions contemplated by this
Agreement. The Company and the Parent each shall give prompt notice to the other
of any change that would reasonably be expected to result in a Company Material
Adverse Effect or the Parent Material Adverse Effect, respectively.

(¢) In the event any claim, action, suit, investigation, legal or
administrative proceeding is commenced by any Governmental Authority or Person
(other than to the Company, the Parent or any of their Subsidiaries) that questions the
validity or legality of this Agreement, or the Merger or the other transactions
contemplated by this Agreement or claims damages in connection therewith, the
Company and the Parent each agree to cooperate and use their reasonable best efforts
10 defend against and respond thereto,

(f) Nothing in this Agreement provides for, at the time of the
Closing or thereafter, any of the following;
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(1) transfers of facilities between Light
Company and Parent or Company or any affiliate or subsidiary of
Parent or Company (an “Associate Company *);

(ii) new issuances of securities by Light
Company for the benefit of an Associate Company;

(iii) new pledges or encumbrances of assets of
Light Company for the benefit of an Associate Company; or

(iv) the execution of new affiliate contracts
between Light Company and an Associate Company other than non-
power goods and services agreements subject to review under sections
205 and 206 of the FPA.

(g) Notwithstanding any other provision of this Agreement, in
connection with Parent’s obligations set forth in this Section 7.3, Parent and Merger
Sub shall not be required to cause any member of Parent or any director, officer,
employee, general partner, limited partner, member or manager of any member of
Parent, in each case in his, her or its individual capacity, to take any action,
undertake any divestiture or restrict its conduct other than to provide responsive
information required to make any submission or application to a Governmiital
Authority and to otherwise cooperate in connection with any such submission or
application as is necessary and customary under the circumstances. Parent agrees
that if actions to maintain the credit ratings of Light Company at current levels
appear to be advisable that Parent will endeavor to Wwork with the Company and
Parent’s members in good faith to procure the agreement of its members to take or
approve actions (o maintain that rating. . !

Section 7.4 Approval of the Company Shareholders. The Company
shall, as soon as reasonably practicable after the date hereof, (i) take all steps

" necessary to duly call, give notice of, convene and hold a meeting of its shareholders

(the “Company Meeting ™) for the purpose of securing the Company Shareholders’ -
Approval, (i) distribute to its shareholders the Proxy Statement in accordance with
applicable federal and state law and with its articles of incorporation and by-laws,
(i11) subject to Section 7.9, recommend 1o its shareholders the approval of the
Merger, this Agreement and the transactions contemplated hereby and (iv) cooperate
and consult with the Parent with respect to each of the foregoing matters.

Section 7.5 Directors’ and Officers’ Indemnification.

(a) Indemnification. From and after the Effective Time, the
Surviving Corporalion shall, to the fullest extent permitted by applicable law,
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indemnify, defend and hold harmless each Person who is now, or has been at any
time prior to the date hereof, or who becomes prior to the Effective Time, an officer
or director of the Company or any Company Subsidiary (each an “Indemnified
Party” and collectively, the “Indemnified Parties™) against (i).all Josses, expenses
(including reasonable attorney’s fees and expenses), claims, damages or liabilities or,
subject to the proviso of the next succeeding sentence, amounts paid in settlement,
arising out of actions or omissions occurring at or prior to the Effective Time (and
whether asserted or claimed prior to, at or after the Effective Time) to the extent that
they are based on or arising out of the fact that such Person is or was a director,
officer or employec of the Company or any Company Subsidiary (the “Indemnified
Liabilities™), and (ii) all Indemnified Liabilities to the extent they are based on or
arise out of or pertain to the transactions contemplated by this Agreement. In the
event of any such loss, expense, claim, damage or liability (whether or not arising
before the Effective Time), (i) the Surviving Corporation shall pay the reasonable
fees and expenses of counsel selected by the Indemnified Parties, which counsel
shall be reasonably satisfactory to the Surviving Corporation, proriptly after
statements therefor are received and otherwise advance to such Indemnified Party
upon request, reimbursement of documented expenses reasonably.incurred, in either
case to the extent not prohibited by the business corporation law of the Surviving
Corporation’s state of incorporation, (ii) the Surviving Corporation and the
Indemnified Parties will cooperate in the defense of any such matter and (iii) any -
determination required to be made with respect to whether an Indemnified Party’s
conduct complies with the standards set forth under the business corporation law of
the Surviving Corporation’s state of incorporation and the certificate of incorporation
or by-laws of the Surviving Corporation shall be made by independent counsel
mutually acceptable to the Surviving Corporatien and the Indemnified Party;
provided, however, that the Surviving Corporation shali not be liable for any
settlement effected without its written consent (which consent shall not be
unreasonably withheld). The Indemnified Parties as a group may retain only one law
firm with respect to each related matter except to the extent there is, in the opinion of
counse! to an Indemnified Party, under applicable standards of professional conduct,
a conflict on any significant issue between positions of such Indemnified Party and
any other Indemnified Party or Indemnified Parties.

(b) Insurance. The Parent shall cause the Surviving
Corporation to purchase a six-year extended reporting period endorsement
(“reporting tail coverage™) under the Company’s existing directors’ and officers’
liability insurance coverage (the “Existing D&Q Coverape™), provided that such
reporting tail coverage shall extend the director and officer liability coverage in force
as of the date hereof from the Effective Time on terms, that in all material respects,
are no less advantageous to the intended beneficiaries thereof than the existing
directors’ and officers’ liability insurance; provided, that the cost for such policy
does not exceed 300% of the 2006 premium for the Existing D&O Coverage (the
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“Maximum Amount™), and if it does the Surviving Corporation shall purchase the
greatest coverage available for the Maximum Amount.

(c) Successors. In the event the Surviving Corporation, the
Parent or any of their respective successors or assigns (i) consolidates with or merges
into any other Person and shall not be the continuing or surviving corporation or
entity of such consolidation or merger or (ii) transfers all or substantially ail of its
properties and assets to any Person, then and in either such case, proper provisions
shall be made so that the successors, assigns and/or transferees of the Surviving
Corporation or the Parent shall assume the obligations set forth in this Section 7.5.

(d) Survival of Indemnification, To the fullest extent
permitted by law, from and after the Effective Time, all rights to indemnification as
of the date hereof in favor of the employees, agents, directors and officers of the
Company, the Company Subsidiaries with respect to their activities as such prior to,
on or after the Effective Time, as provided in their respective articles of
incorporation and by-laws in effect on the date thereof, or otherwise in effect on the
date hereof, shall survive the Merger and shall contirivé in full force and effect for a
period of not less than six (6) years from the Effective Time, provided that, in the
event any claim or claims are asserted or made within such survival period, all such
rights to indemnification in respect to any claim or claims shall continue until final
disposition of such claim or claims.

{e) Benefit. The provisions of this Section 7.5 are intended to
be for the benefit of, and shall be enforceable by, each Indemnified Party, his or her
heirs, executors or administrators and his or her representatives.

Section 7.6 Public Announcements. Except as may be required by law v

or by obligations pursuant to any listing agreement with or rules of any national
securities exchange, the Company and the Parent shall consult with each other prior
10 issuing any press relcases or otherwise making public announcements with respect
to (i) the Merger and the other transactions contemplated by this Agreement and (ii)
material corporate and financial information relating 1o the Company. Each of the
Company and Parent will, to the extent practicable, provide the other, reasonably in
advance of its use, with drafts of any press release or other widely disseminated
presentation or other informalion, in each case relating to the Merger or material
corporate and financial information relating to the Company, and give reasonable
consideration to the comments of the other thereon. In connection with the
foregoing, the Company and the Parent may share any such drafts with their
respective investors and representatives provided that any such investors or
representatives are bound by an obligation to maintain the confidentiality of such
information sufficient to satisfy the requirements of Regulation FD promulgated
under the Securities Act. Each of the Company and Parent will advise the other in
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advance of the timing of any such press release, presentation or other information
relating to the Merger and will provide the other with a final copy of the same
simultaneously with its public release.

Section 7.7 Employee Agreements and Workforce Matters.

(a) Centain Employee Agreements. The Parent shall cause the
Surviving Corporation and its Subsidiaries to honor, without modification, all
collective bargaining agreements in effect as of the date hereof, and the Parent shall
cause the Surviving Corporation and its Subsidiaries to honor all contracts and
agreements of the parties in effect as of the date hereof that apply to any current or
former employee or current or former director or consultant of the parties hereto;
provided, however, that, except to the extent otherwise provided in Section 7.8, this
undertaking is not intended to prevent the Surviving Corporation or any of its
Subsidiaries from enforcing such contracts, agreements and collective bargaining
agreements in accordance with their terms, including, without limitation, any
reserved right to amend, modify, suspend, revoke or terminate any such contract,
agreement, collective bargaining agreement or commitment, or portion thereof.

(b) Workforce Matters. The Parent shall catise any workforce
reductions carried out following the Effective Time by the Surviving Corporation .
and its Subsidiaries to be in accordance with all applicable collective bargaining
agreements and all laws and regulations governing the employment relationship and
termination thereof including, without limitation, the WARN Act and regulations
promulgated thereunder, including, without limitation, the aggregation of
employment losses thereunder, and any comparable state or local law.

Section 7.8 Emplovee Benefit Plans.

(a) Continued Employment; Service Credit. The Parent shall
cause the Surviving Corporation, as of the Closing Date, to continue the employment
of all employees of the Company and the Company Subsidiaries who were
employees immediately prior to the Closing Date (the “Affected Employees”). The
Parent shall cause all service under any Company Plan Lhat was recognized, accrued
or credited under such Company Plan immediately preceding the Effective Time to
continue to be recognized, accrued or credited for all relevant purposes under such
Company Plan as of and at all times following the Effective Time. Subject to
obligations under applicable law and applicable collective bargaining agreements,
the Parent shall cause all Affected Employees 1o be credited with all service for the
Company or the Company Subsidiaries (and all other service credited by the
Company or the Company Subsidiary) under (x) all employee benefit plans,
programs and policies (if any) of the Parent or its direct or indirect Subsidiaries
(including the Surviving Corporation) in which the Affected Employees first become
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participants on or after the Effective Time, for purposes of eligibility and vesting but
not for benefit accrua) purposes or eligibility for early retirement purposes under
defined benefit pension plans and not to the extent crediting such service would
result in duplication of benefits and (y) any severance or vacation plans of the Parent”
or its direct or indirect Subsidiaries (including the Surviving Corporation) for
purposes of determining the amount of each Affected Employee’s severance and
vacation benefits. The Parent shall, and shall cause its direct or indirect Subsidiaries
(including the Surviving Corporation), or shall use its reasonable efforts to cause its
insurance carrier, to, (i) waive all limitations as to preexisting conditions exclusions
and waiting periods with respect to participation and coverage requirements
applicable to each Affected Employee under any welfare benefit plan in which the
Affected Employee participates on or after the Closing Date, except to the extent of
limitations or waiting periods that are already in effect with respect to the Affected
Employee as of the Closing Date and that have not been satisfied as of the Closing
Date and (ii) credit each Affected Employee for any co-payments and deductibles
paid prior to the Closing Date in satisfying any applicable deductible or out-of-
pocket requirements for the year in which the Closing Date occurs under any welfare
pian in which the Affected Employee participates om and after the Closing Date.
Nothing in this Section 7.8(a) shall be deemed to create any right of employment
with respect to any Affected Employee.

(b) Continuation of Benefits. Subject to applicabie law and
obligations under applicable collective bargaining agreements, the Parent shall cause
the Surviving Corporation to maintain for a period of at least one year after the
Closing Date, without interruption, such employee compensation and benefit plans,
programs and policies (other than stock or equity based plans and policies so long as
any such plans and policies are replaced with plans or policies of equivalent value)
as will provide compensation and benefits to each Affected Employee that in the
aggregate are no less favorable than those provided pursuant to such employee
compensation and benefit plans, programs and policies of the Company and the
Company Subsidiaries as in effect on the Closing Date; provided, however, that the:
Parent shall, for one year following the Closing Date, continue (or cause the
Surviving Corporation to continue) the Company’s severance pay policy (the
“Severance Policy™} in full force and effect 10 the same extent that such Severance
Policy is in effect on the date of this Agreement. Except as required by applicable
law or any applicable collective bargaining agreement, nothing contained herein
shall obligate the Parent, the Surviving Corporation or any of their Affiliates to (i)
maintain any particular Company Plan, (i) maintain any particular type of Company
Plan or (iii) retain the employment of any particular employee.

(c) Severance and Change of Control Payments. Promptly
following the Closing, the Company shall make full and prompt payment of al]
severance and/or change of contro] payments due pursuant to the terms of all
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applicable severance agreements and/or change of control agreements listed on
Section 4.11(k) of the Company Disclosure Schedule to each individual who (i) has
such a severance agreement and/or change of control agreement with the Company
or a Company Subsidiary, (ii) is an employee of the Company or a Company
Subsidiary immediately prior to the Closing Date and (iii) is entitled 10 a severance
and/or change of control payment pursuant to the terms of his or her respective
severance agreement and/or change of control agreement.

(d) Communications, Prior to making any material written
communications to the directors, officers or employees of the Company or any of its
Subsidiaries, or material oral communications to a group of directors, officers or
employees, pertaining 10 compensation or benefit matters that are affected by the
transactions contemplated by this Agreement, the Company shall provide the Parent
with a copy of the intended communication, the Parent shall have a reasonable
period of time to review and comment on the communication, and the Parent and the
Company shall cooperate in providing any such mutually agreeable communication.

(e) ESOP Matters. Promptly following the date of this
Agreement, the Company shall submit an application to the appropriate District
Director of the Internal Revenue Service requesting a favorable determination with
respect to a proposed amendment (the “Amendment™) to the Duquesne Light
Holdings, Inc. 401(k) Savings Plan (the “Savings Plan”). The Amendment shall be
submitted with such determination application, and shall provide for the items set
forth in Section 7.8(e) of the Company Disclosure Schedule effective as of the
Closing. a

Section 7.9 Acquisition Proposals.

(a) Non-Solicitation. Except as expressly contemplated by
this Section 7.9, the Company shall not, nor shall it permit any Company
Subsidiaries to, nor shall it authorize or permit any of its Representatives to, directly
or indirectly through another Person, (i} solicit, initiate or encourage (including by
way of furnishing information except information relating to the existence of these
provisions), or take any other action designed to facilitate, directly or indirectly, any
inquiries or the making of any proposal with respect to a merger, reorganization,
share exchange, consolidation or similar transaction involving, or all or any
significant portion of assets or any equity securities of the Company or any of the
Company Subsidiaries (any such proposal or offer being hereinafter referred to as an
“Acquisition Proposal” and any such transaction or purchase being hereinafter
referred to as an “Acquisition Transaction”) or (ii) participate in any discussions
(except as to the existence of these provisions) or negotiations relating to any
Acquisition Proposal or Acquisition Transaction’ provided, however, that if, prior to

securing the Company Shareholders’ Approval, the Board of Directors of the
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Company determines in good faith, based on the advice of outside counsel, that it is
necessary to do so to avoid a breach of its duties under state corporate law applicable
to the conduct of directors, the Company may, in response to an Acquisition
Proposal which was not solicited by it or which did not otherwise result from a
breach of this Section 7.9(a), and subject to the Company’s compliance with Section
7.9(c), (A) furnish information with respect to it and the Company Subsidiaries to
any Person pursuant to a customary confidentiality agreement (as determined after
consultation with its outside counsel), the benefits of the tecms of which, if more
favorable to the other party to such confidentiality agreement than those in place
with the Parent, shall be extended to the Parent, and (B) participate in negotiations
regarding such Acquisition Proposal.

(b) Procedures. Except as expressly permitted by this Section
7.9(b), neither the Board of Directors of the Company, nor any committee thereof
shall (i) withdraw or madify, or propose publicly to withdraw or modify, in a manner
adverse to the Parent, the approval or recommendation by such Board of Directors or
such committee thereof of the Merger or the adoption and approval of the matters to
be considered at the Company Meeting, (ii) approve or recommend, or propose
publicly to approve or recommend, any Acquisition Proposal other than the Merger,
or (iii) cause or permit the Company to enter into any letter of intent, agreement in

- principle, acquisition agreement or other similar agreement or understanding (an

“Acquisition Agreement”) related to any Acquisition Proposal. Notwihstanding the
foregoing, in the event that there exists a Superior Proposal (as defined below), the
Board of Directors of the Company may, prior to securing the Company
Shareholders’ Approval, subject to this and the follo'\'r.r.ing sentences of this Section
7.9(b), withdraw or modify its approval or recommendation of the Merger or the
approval of the matters to be considered at the Company Meeting, and/or the Board .
of Directors of the Company may, prior to securing the Company Shareholders’
Approval (subject to this and the following sentences of this Section 7.9(b)), approve
or recommend such Superior Proposal or terminate this Agreement (and, subject to
Article IX hereof, concurrently with such termination, if it so chooses, cause the
Company to enter into an Acquisition Agreement with respect to such Superior
Proposal), but only if (i) the Company is not in material breach of any of the terms of
this Agreement, (ii) the Board of Directors of the Company authorizes the Company
to enter into a binding written Acquisition Agreement concerning an Acquisition
Transaction that constitutes a Superior Proposal and the Company notifies the Parent
in writing that it intends to enter into such an Acquisition Agreement, attaching such
Acquisilion Agreement to such notice and specifying any material terms and
conditions not included in the Acquisition Agreement and further identifying the
party making the Superior Proposal, and (iii) the Parent does not make, within five
(5) business days of receipt of written notification from the Company of the
Company’s intention to enter into a binding Acquisition Agreement for a Superior
Proposal, an offer thai the Board of Directors of the Company believes, in good faith
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afier consultation with its financial advisors, is at least as favorable, from a financial
point of view, to its shareholders as the Superior Proposal. The Company agrees (i}
that it will not enter into a binding Acquisition Agreement referred to in clause (ii)
above until at least the sixth business day after it has provided the notice 1o the
Parent required hereby and (ii) to notify the Parent promptly, if its intention to enter
into the written Acquisition Agreement referred to in its notification shall change at
any time after giving such notification. For purposes of this Agreement, a “Superior
Proposal” means any bona fide written proposal made by a third party to acquire,
directly or indirectly, for consideration consisting of cash and/or securities, more
than fifty percent (50%) of the equity securities of the Company entitled to vote
generally in the election of directors or all or substantially all of the consolidated
assets of the Company and otherwise on terms which the Board of Directors of the
Company determines in its good faith judgment (x) (based on the written opinion of
a financial advisor of nationally recognized reputation (which opinion shail be
provided to the Parent)) to be more favorable from a financial point of view to the
Company's shareholders after consideration of the Merger and the transactions
contemplated hereby, (y) 1o be more favorable to the Company than the Merger and
the transactions contemplated hereby after taking into account any additional
constituencies (including shareholders) and other pertinent factors,permitted under
the laws of the Commonweaith of Pennsylvania, and (z) to constitute a transaction

" that is reasonably likely to be consummated on the terms proposed by the party -

making the proposal, taking into account ali legal, financial, regulatory and other
aspects of the proposal.

(c) Netification. In addition 1o the obligations of the parties
set forth in paragraphs (a) and (b) of this Section 7.9, if the Company has received an
Acquisition Proposal, it shall immediately advise the Parent hereto orally and in
writing of such Acquisition Proposal, any request for information, the material terms
and conditions of such request or Acquisition Proposal and the identity of the Person
making such request or Acquisition Proposal. If the Company has received an
Acquisition Proposal, it shall keep the Parent reasonably informed of the status and
details (including amendments or proposed amendments) of any such Acquisition
Proposal. '

(d) Exchange Act Exception. Nothing contained herein shall
prohibit the Company from taking and disclosing to its shareholders a position
contemplated by Rule 14e-2(a) under the Exchange Act with respect 1o an
Acquisition Proposal by means of a tender or exchange offer.

Section 7.10 Post-Merger Operations.

{(a) Corporate Offices. The Surviving Corporation shall
maintain its operating headquarters and the operating headquarters of Light
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Company in the Pittsburgh, Pennsylvania area for a period of at least five years
following the Merger (unless required to relocate such headquarters as a result of a
decision issued by the PaPUC).

{b) Corporate Contributions. After the Effective Time and for
a period of five years thereafter, the Surviving Corporation shall provide corporate
contributions and community support in Southwestern Pennsylvania at levels
substantially comparable to the levels of charitable ¢tontributions and community
support provided by the Company in such region as set forth in the Company’s
budget for 2006.

Section 7.11 Expenses. Subject to Section 9.3, all costs and expenses
incurred in connection with this Agreement and the transactions contemplated
hereby shall be paid by the party incurring such expenses; provided, however, that
the.expenses incurred for experts, other than legal counsel, retained for the purpose
of advising and supporting joint regulatory filings shall be shared equally by the
Company and Parent.

Section 7.12 Further Assurances. Each party will, and will cause its
Subsidiaries to, execute such further documents and instruments and take such

. further actions as may reasonably be requested by any other party in order to

consummate the Merger in accordance with the terms hereof.

Section 7.13 Takeover Statutes. If any “fair price,” “moratorium,”
“contro! share acquisition” or other similar anti-takepver statute or regulation,
including, without limitation, Sections 2541 et. seq., 2551 et. seq. and 2561 et seq. of
the BCL (each, a “Takeover Statte™) is or may become applicable to the Merger or
the other transactions contemplated by this Agreement, each of the Parent and the
Company and its Board of Directors shall grant such approvals and take such actions
as are necessary so that such transactions may be consurnmated as promptly as
practicable on the terms contemplated by this Agreement and otherwise act to
eliminate or minimize (to the greatest extent practicable) the effects of such
Takeover Statute on such transactions.

Section 7.14 Financing.

(a} Notwithstanding anything contained in this Agreement to
the contrary, the Parent expressly acknowledges and agrees that the Parent's and
Merger Sub’s obligations hereunder are not conditioned in any manner upon the
Parent or Merger Sub obtaining any financing. The Parent shall keep the Company
apprised of all material developments or changes relating to the Financing
Commitments and the Financing contemplated thereby. The failure, for any reason,
of the Parent and the Merger Sub to have sufficient cash available on the Closing
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Date to pay the Merger Consideration in accordance with Article 11 hereof and/or the
failure to so pay the Merger Consideration on the Closing Date shiall constitute a
willful and material breach of this Agreement. In addition, for the avoidance of
doubt, the existence of any conditions contained in the Financing Commitments or
the Financing (including the Equity Contribution Agreement) shall not constitute,
nor be construed to constitute, a condition to the consummation of the transactions
contemplated by this Agreement.

(b) The Parent shall use its best reasonable efforts to take, or
cause to be taken, all actions, and to do, or cause 10 be done, all things necessary,
proper or advisable to arrange, and close upon concurrently with the Closing, the
Debt Financing on the lerms and conditions described in or comparable to the Debt
Financing Commitment (provided that the Parent may terminate and replace or
amend the Debt Financing Commitment to add lenders, lead arrangers, bookrunners,
syndication agents or similar entities who had not executed the Debt Financing
Commitment as of the date hereof or otherwise so long as the terms would not
adversely impact the ability of the Parent to consummate the transactions
contemplated by this Agreement or otherwise prevent or materially delay or
materially impair the consummation of the transactions contemplated hereby)
including using its reasonable best efforts to (i) maintain in effect the Debt Financing
Commitment, (ii) satisfy on a timely basis all conditions applicable to the Parent or
Merger Sub to obtaining the Debt Financing, (iii) enter into definitive agreements
with respect thereto on terms and conditions contemplated by the Debt Financing
Commitment or any replacement commitments or on other terms that would not
adversely impact the ability of the Parent to consummate the trarisactions
contemplated by this Agreement and (iv) consummate the Debt Financing at or prior
to Closing. If any portion of the Debt Financing becomes unavailable on the terms
and conditions contemplated in the Debt Financing Commitment, the Parent shall
use its reasonable best efforts to arrange to obtain alternative financing from
alternative sources in an amount sufficient to consummate the transaction
contemplated by this Agreement as promptly as practicable following the occuirence
of such event. The Parent shall give the Company prompt notice of any material
breach of the Debt Financing Commitment of which the Parent becomes aware or
any termination of the Debt Financing Commitment. The Parent shall keep the
Company informed on a reasonably current basis in reasonable detail of the status of
the efforts to arrange the Debt Financing and provide copies of all documents related
to the Debt Financing (other than any ancillary documents subject to confidentiality
agreements) to the Company.

(¢) The Parent shall use its best reasonable efforts to take, or
cause to be taken, all actions, and to do, or cause te be done, all things necessary,
proper or advisable to arrange. and close upon concurrently with the Closing, the
Equity Financing on the terms and conditions described in or comparable to the
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Equity Contribution Agreement (provided that the Parent may, subject to the terms
of the Equity Contribution Agreement, tenminate and replace or amend the Equity
Contribution Agreement to add lenders, lead arrangers, bookrunners, syndication
agents, or similar entitics who had not executed the Equity Contribution Agreement. ~
As of the date hereof or otherwise so long as the terms would not adversely impact
the ability of the Parent to consummate the transactions contemplated by this
Agreement or otherwise prevent or materially delay or materially impair the
consummation of the transactions contemplated hereby) including using its
reasonable best efforts to (i) maintain in effect the Equity Contribution Agreement,
(ii) satisfy on a timely basis all conditions applicable to the Parent or Merger Sub to
obtaining the Equity Financing, (ii1) enter into definitive agreements with respect
thereto on terms and conditions contemplated by the Equity Contribution Agreement
or any replacement commitments or on other terms that would not adversely impact
the ability of the Parent to consummate the transactipns contemplated by this
Agreement and (iv) consummate the Equity Financing at or prior to Closing. If any
portion of the Equity Financing becomes unavailable on the terms and conditions
contemplated in the Equity Contribution Agreement, the Parent shall use its
reasonable best efforts to arrange to obtain alternative financing from alternative
sources in an amount sufficient to consummate the transaction contemplated by this
Agreement as promptly as practicable following the occurrence of such event. The
Parent shall give the Company prompt notice of any material breach of the Equity
Contribution Agreement of which the Parent becomes'aware or any termination of
the Equity Contribution Agreement. .The Parent shall keep the Company informed
on a reasonably current basis in reasonable detail of the status of the efforts to
arrange the Equity Financing and provide copies of.all documents related to the
Equity Financing (other than any ancillary documents subject to confidentiality
agreements) to the Company.

(d) The Company shall, and shall cause the Company
Subsidiaries to, at the Parent’s sole expense (and provided that such requested
cooperation does not unreasonably interfere with the ongoing operations of the
Company and the Subsidiaries) use its and their reasonable best efforts to provide
such cooperation as may be reasonably requested by the Parent in connection with
the Financings, including using reasonable best efforts to (i) cause appropriate
officers and employees 10 be available, on a customary basis and upon reasonable
notice, to meet (including in Australia) with ratings agencies and prospective lenders
and investors in presentations, meetings, and due diligence sessions, (ii) assist with
the preparation of disclosure documents in connection therewith, (iii) provide
financing sources with reasonable access to the properties, books and records of the
Company and Company Subsidiaries, execute and deliver any customary pledge or
security documents or other customary definitive financing documents and
certificates as may be reasonably requested by the Parent, and (iv) direct its
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independent accountants and counsel 1o provide customary and reasonable assistance
to the Parent. |

Section 7.15 Rate Cases, Etc.” The Parent and Merger Sub (x)
acknowledge that the Company and/or the Light Company, has initiated the 2006
PaPUC Rate Case and intends to initiate the 2006 FERC Rate Case, and (y) agree
that any effects relating to or resulting from any of the foregoing (including any
filings made or proceedings brought by third parties in response to or in connection
with the foregoing) shall neither result in a Company Material Adverse Effect nor
otherwise affect the obligations of the Parent and Merger Sub to consummate the
Merger and the other transactions contemplated by this Agreement. The Company
agrees not to consent to an extension of the time period during which the PaPUC is
required to act upon the 2006 PaPUC Rate Case.

ARTICLE VIII
CONDITIONS

Section 8.1 Conditions to Each Party’s Obligation t(;_Effect the Merger.
The respective obligations of each party to effect the Merger shall be subject to the

satisfaction on or prior to the Closing Date of the following conditions, except, to the
extent permitted by applicable law, that such conditions may be waived in writing
pursuant to Section 9.5 by the joint action of the parties hereto:

(a) Shareholder Approval. The Company Shareholders’
Approval shall have been obtained.

(b) No Injunction. No temporary restraining order or
preliminary or permanent injunction or other order by any court of competent
jurisdiction preventing consummation of the Merger shall have beén issued and be
continuing in effect, and the Merger and the other transactions contemplated hereby
shall not have been prohibited under any applicable federal or state law or regulation.

(c) Statutory Approvals. The Company Required Statutory
Approvals and the Parent Required Statutory Approvals shall have been obtained at
or prior to the Effective Time, stich approvals shall have become Final Orders (as
defined below). A “Final Qrder” means action by the relevant regutatory authority
which has not been reversed, stayed, enjoined, set aside, annulled or suspended, with
respect to which any waiting period prescribed by law before the transactions
conternplated hereby may be consummated has expired, and as to which all
conditions to the consummation of such transactions prescribed by law, regulation or
order have been satisfied.
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Section 8.2 Conditions to Obligation of the Parent to Effect the
Merger. The obligation of the Parent to effect the Merger shall be further subject to

the satisfaction, on or prior to the Closing Date, of the following conditions, except
as may be waived by the Parent in writing pursuant to Section 9.5: )

(a) Performance of Obligations of the Company. The
Company (and/or its appropriate Subsidiaries) will have performed in all material
respects its agreements and covenants contained in or contemplated by this
Agreement which are required to be performed by it at or prior to the Effective Time.

(b) Representations and Warranties. The representations and
warranties of the Company set forth in Sections 4.1, 4.4 and 4.5(a) shall be true and
correct in all material respects as of the date hereof and the Closing Date with the
same effect as though such representations and warranties had been made on and as
of the Closing Date (except for representations and warranties that expressly speak
only as of a specific date or time which only need to be true and correct as of such
date or time). All other representations and warranties of the Company set forth in
this Agreement shall be true and correct (i) on and'as of the date hereof and (ii) on
and as of the Closing Date with the same effect as though such representations and
warranties had been made on and as of the Closing Date (except for representations
and warranties that expressly speak only as of a specific date or time which need -
only be true and correct as of such date or time) except in each of cases (i) and (ii)-
for such failures of representations or warranties to be true and correct {without
giving effect to any materiality qualification or standard contained in any such
represeniations and warranties) which, ‘individually__iﬁr:in the aggregate, have not
resulted in and would not reasonably be expected to result in a Company Material
Adverse Effect.

(c) Closing Certificates. The Parent shall have received a
certificate signed by an executive officer of the Company, dated the Closing Date, to
the effect that, to the best of such officer’s knowledge, the conditions set forth in
Section 8.2(a) and Section 8.2(b) have been satisfied.

(d) Company Material Adverse Effect. No Company Material
Adverse Effect shall have occurred that is continuing.

(e) Company Required Consents. The Company Required
Consents set forth in Section 8.2(e) of the Company Disclosure Schedule shall have
been obtained and all other Company Required Consents, the failure of which to
obtain would individually or in the aggregate have a Company Material Adverse
Effect, shall have been obtained.
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(f) Exon-Florio. Review and investigation of the Merger
under the Exon-Florio provisions of the Omnibus Trade and Competitiveness Act of
1988, as amendéd (“Exon-Florio"), shall have been terminated and the President of
the United States (or other authority that may become authorized to so act) shall have
taken no action authorized under Exon-Florio with respect to the Merger.

(g) Statutory Approvals. The Company Required Statutory
Approvals and the Parent Required Statutory Approvals (i) shall have been obtained
and shall have become Final Orders, (ii) in the case of any such approval obtained
from the PaPUC, there shall be no petition for rehearing or reconsideration or other
appeal or application for review pending (except, in each case for those petitions,
appeals or applications that have no reasonable basis for success) and the time for
filing any such petition, appeal or application shall have passed or expired, and (iii)
shall not contain any Adverse Merger Effects. The term “Adverse Merger Effects™
means any terms, conditions, adjusiments and other provisions that (i) are included
as part of any Company Required Statutory Approval or Parent Required Statutory
Approval pursuant to a Final Order (as defined in Section 8.1(c)), and (ii) either (x)
reduce or freeze the rates charged to the Light Company's customers below or at
those rates in effect on the date of this Agreement, delay the ability of the Light
Comnpany to begin chargmg the rates contemplated to be charged to the Light
Company's customers in.the Final Order relating to the 2006 PaPUC Rate Case, or
restrict the Light Company’s ability to pay dividends beyond accumulated net
income during periods in which Light Company's debt te total capitalization ratio
does not exceed 60%, or (y) individually or in the aggregate would be reasonably
expected to result in an aggregate reduction of $10 million or more, over a twelve
month period and on a basis net of all posmve effects resulting from any terms,
conditions, adjustments and other provisions included as part of any Company
Required Statutory Approval or Parent Required Statutory Approval pursuant to a
Final Order), in the EBITDA (earnings before income taxes, depreciation and
amortization) of the Company and the Company Subsidiaries, taken as a whole, as
compared to such EBITDA that would be reasonably expected to result if the Final
Order relating to the 2006 PaPUC Rate Case were applied without regard to the
terms, conditions, adjustments or other provisions included as part of any Company
Required Statutory Approval or Parent Required Statutory Approval pursuant to a
Final Order.

(h) Opinions. The Parent shall have received an opinion,
dated as of the Closing Date, from in-house or outside counsel of the Company, in
form and substance reasonably satisfactory to the Parent substantially to the effect
that: (i) each of the Company and Light Company has been duly incorporated and is
a validly existing corporation in good standing under the laws of the State of
Pennsylvania; (ii} the Company has been duly qualified as a foreign corporation-for
the transaction of business and is in good standing under the laws of each other
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jurisdiction in which the conduct of its business or the ownership or leasing of
property requires such qualification; (iii) the Company has all corporate power and
authority necessary to execute, deliver and perform its obligations under this
Agreement; (iv) this Agreement has been duly authorized, executed and delivered by~
the Company and constitutes a valid and legally binding obligation of the Company,
enforceable in accordance with its terms, subject to bankruptcy, insolvency,
fraudulent transfer, reorganization, moratorium and similar laws of general
applicability relating to or affecting creditors’ rights and to general equity principles;
(v) the execution and delivery by the Company of this Agreement does not, and the
performance by the Company of its obligations hereunder will not, (w) violate the
Company’s articles of incorporation or by-laws, (x) result in a default under or
breach of any indenture, mortgage, deed of trust, loan-agreement or other agreement
or instrument 1o which the Company and/or any of its Subsidiaries is a party or by
which the Company and/or any of its Subsidiaries is bound or to which any of the
property or asscts of the Company and/or any of its Subsidiaries is subject and that is
filed as an exhibit to Company’s Annual Report on'Form 10-K, (y) violate any
Pennsylvania or Federal statute or any order, rule or regulation of any court or
governmental agency or body having jurisdiction over the Company or any of its
subsidiaries or any of their properties or assets, or (z) result in the creation or
imposition of any lien upon any property or assets of the Company or any of its
subsidiaries; {vi) ho consent, approval, authorization, order, filing, registration or
qualification of or with any court or Pennsylvania or Federal governmental agency or
body is required for the execution, delivery and performance by the Company of this
Agreement or the consummation by the Company of the transactions contemplated
by the Agreement except such as have been obtained and are in effect; and (vii) the
Company is not, and solely after giving effect to the Merger, will not be an
“investment company” as such term is defined in the Investment Company Act of
1940. '

Section 8.3 Conditigns to.Obligation of the Company to Effect the
Merger. The obligation of the Company to effect the Merger shall be further subject
to the satisfaction, on or prior 1o the Closing Date, of the following conditions,
except as may be waived by the Company in writing pursuant to Section 9.5:

(a) Performance of Obligations of the Parent and the Merger
Sub. The Parent (and/or its appropriate Subsidiaries) and the Merger Sub will have
performed in all material respects their respective agreements and covenants
contained in or contemplated by this Agreement which are required to be performed
by them at or prior to the Effective Time.

(b) Representations and Warranties. The representations and
warranties of the Parent and the Merger Sub set forth in Section 5.1 and Section 5.6
shall be true and correct in all material respects as of the date hereof and the Closing
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Date with the same effect as though such representations and warranties had been

" made on and as of the Closing Date (except for representations arid warranties that

expressly speak only as of a specific date or time which need only be true and correct
as of such date or time). All other representations and warranties of the Parent and
Merger Sub in this Agreement shall be true and correct (i) on and as of the date
hereof and (ii) on and as of the Closing Date with the same effect as though such
representations and warranties had been made on and as of the Closing Date {except
for representations and warranties that expressly speak only as of a specific date or
time which need only be true and correct as of such date or time) except in each of
cases (i) and (ii) for such failures of representations or warranties to be true and
correct (without giving effect to any materiality qualification or standard contained
in any such representations and warranties) which, individually or in the aggregate,
have not resulted in and would not reasonably be expected to result in a Parent
Material Adverse Effect

(¢) Closing Certificates. The Company shall have received a
certificate signed by an executive officer of the Parent, dated the Closing Date, to the
effect that, to the best of such officer’s knowledge, the conditions set forth in Section
8.3(a) and Section 8.3(b) have been satisfied. :

(d) Opinions. The Company shall have received an opinion,
dated as of the Closing Date, from in-house or outside counsei of the Parent, in form
and substance reasonably satisfactory to the Company substantially to the effect that:
(i) each of the Parerit and Merger Sub has been duly incorporated or organized and is
a validly existing corporation in good standing under the laws of its jurisdiction of
incorporation or organization, as the case may be; (ii) each of the Parem and Merger
Sub has been duly qualified as a foreign corporation or limited liability company, as
the case may be, for the transaction of business and is in good staniding under the
laws of each other jurisdiction in which the conduct of its business or the ownership
or leasing of property requires such qualification; (iii) each of the Parent and Merger
Sub has all corporate or limited liability company power and authority necessary to
execute, deliver and perform its obligations under this Agreement; (iv) this
Agreement has been duly authorized, executed and delivered by each of the Parent
and the Merger Sub and constitutes a valid and legally binding obligation of each of
the Parent and Merger Sub, enforceable in accordance with its terms, subject to

‘bankruptey, insolvency, frandulent transfer, reorganization, moratorium and similar

laws of general applicability relating to or affecting creditors’ rights and to general
equity principles; (v) the execution and delivery by each of the Parent and Merger
Sub of this Agreement does nof, and the performance by each of the Parent and
Merger Sub of its obligations thereunder will not, (x) violate the articles of
incorporation, certificate of formation, by-laws or limited liability company
agreement, or (y) violale any statute or any order, rule or regulation of any court or
governmental agency or body having jurisdiction over the Parent, Merger Sub or any
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of their respective subsidiaries or any of their properties or assets; (vi) no consent,
approval, authorization, order, filing, registration or qualification of or with any court
or governmental agency or body is required for the execution, delivery and
performance by the Parent and Merger Sub of this Agreement or the consurnmation
by the Company of the transactions contemplated by this Agreement except such as
have been obtained and are in effect; and (vii) neither the Parent nor Merger Sub is,
and solely after giving effect to the Merger, will be an “investment company" as

such term is defined in the Investment Company Act of 1940.

(e) Additional Shareholder Approval. The Merger shall have
been approved by a majority of the votes cast by shares of Disinterested Common
Stock voting at a duly held Company Meeting (a “Disinterested Approval”). As
used in this Agreement, the term “Disinterested Common Stock™ means all
outstanding shares of Company Common Stock other than those shares of Company
Common Stock that were issued pursuant to the Stock Purchase Agreement and are
held beneficially or of record on the record date of such Company Meeting by
Parent, any affiliate of Parent, any of the Investors (as defined in the Equity
Contribution Agreement), or any affiliates (as defined in the Equity Contribution
Agreement) of such Investors.

ARTICLE IX

TERMINATION, AMENDMENT AND WAIVER

Section 9.1 Termination. This Agreerient may be terminated and the
Merger may be abandoned at any time prior to the Effective Time, whether before or
after the Company Shareholders’ Approval contemplated by this Agreement:

(a) by mutual written consent of the Company, the Parent and
the Merger Sub by action by their respective Boards of Directors;

(b) by the Parent or the Company, by written notice to the
other party, if any state or federal law, order, rule or regulation is adopted or issued,
which has the effect, as supported by the written opinion of outside counsel for such
party, of prohibiting the Merger or if any court of competent jurisdiction in the
United States or any state shall have issued an order, judgment or decree
permanently restraining, enjoining or otherwise prohibiting the Merger, and such
order, judgment or decree shall have become final and non-appealable;

(c) by the Parent or the Company, by written notice to the
other party, if the Effective Time shall not have occurred on or before July 5, 2007
(the “Initial Termination Date"); provided, however, that the right to terminate the
Agreement under this Section 9.1(c}) shall not be availabie 1o any party whose failure
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to fulfill any of its obligation under this Agreement shall have proximately
contributed to the failure of the Effective Time to occur on or before such date: and
provided, further, that if on the Initial Termination Date the conditions to the Closing
set forth in Section 8.1(c) and/or Section 8.2(e) shall not have been fulfilled but all
other conditions to the Closing shall be fulfilled or shall be capable of being fulfilled,
then the Initial Termination Date shall be extended to January 5, 2008;

(d) by the Parent or the Company, by written notice to the
other party, if the Company Shareholders’ Approval or Disinterested Approval shall
not have been obtained at a duly held Company Meeting, including any
adjournments thereof,

(¢) by the Parent, by written notice to the Company, if there
shall have been any breach of any representation or warranty, or any such
representation and warranty shall have become untrue and incapable of being cured
prior to the Effective Time, or any breach of any covenant or agreement of the
Company hereunder, such that a condition in Section 8.2 would not be satisfied, and
such breach or condition is not curable or, if curable, shall not have been remedied
within thirty (30) days after receipt by the Company of notice in writing from the
Parent, specifying the nature of such breach and requesting that it be remedied or the
Parent shall not have received adequate assurance of a cure of such breach within
such thirty (30) day period;

(f) by the Company, by written notice to the Parent, if there
shall have been any breach of any representation or warranty, or any such
representation and warranty shall have become untrue and incapable of being cured
prior to the Effective Time, or any breach of any covenant or agreement of the Parent
or Merger Sub hereunder, such that a condition in Section 8.3 would not be satisfied,
and such breach or condition is not curable or, if curable, shall not have been
remedied within thirty (30) days after receipt by the Parent of notice in writing from
the Company, specifying the nature of such breach and requesting that it be remedied
or the Company shall not have received adequate assurance of a cure of such breach
within such thirty (30) day period;

(g) by the Parent, by written notice 1o the Company, (A) if the
Board of Directors of the Company or any committee thereof (i) shall withdraw or
modify in any adverse manner its approval or recommendation of this Agreement or
the Merger, (ii) shall approve or recommend or enter into an agreement for any
acquisition of the Company or a material portion of its assets or any tender offer for
shares of capital stock of the Company, in each case, by a party other than the Parent
or an affiliate of the Parent, or (iii) shall resolve to take any of the actions specified
in clauses (i) or (ii), or (B) if the Company shall have failed to take a vote of the
Shareholders of the Company on the Merger prior to the Initial Termination Date;
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(h) by the Company subject to and in accordance with the
provisions of Section 7.9; and

(i) by the Company if the Stock Purchase Agreement is
terminated (except as a result of a breach by the Company of its obligations under
the Stock Purchase Agreement) or the parties to the Stock Purchase Agreement
(other than the Company) otherwise fail to consummate the transactions
contemplated by the Stock Purchase Agreement upon the satisfaction or waiver by
the party entitied 1o waive such a condition of all conditions to the consummation of
such transactions (other than any conditions that by their nature are to be satisfied at
such consummation); provided that the Company exercises its termination nght
pursuant to this Section 9.1(i) within five (5) business.days of any such termination
or failure to so consummate. '

Section 9.2 Effect of Termination. In the event of termination of this
Agreement by either the Company or the Parent pursuant to Section 9.1, this
Agreement shall become void and of no effect and there shall be no liability on the
part of either the Company or the Parent or their respective officers or diréctors
hereunder, except that Section 7.6, Section 7.11, this Section 9.2 and Section 9.3, the
agreement contained in the last sentence of Section 7.1, and Article X shall survive
the termination; provided, however, that nothing herein shall relieve any party hereto
from any lability or damages resulting from any willful and material breach of this
Agreement prior to termination.

Section 9.3 Termination Fee; Expenses. -

{a) Termination Fee.

(i) If this Agreement is terminated by the
Parent pursuant to Section 9.1(g) or by the Company pursuant to
Section 9.1(h), then the Company shall immediately pay to the Parent
a termination fee equal to $40 million in cash payable by wire transfer
in same day funds; or

(ii) if (A) this Agreement is terminated
pursuant to Section 9.1(d) or Section 9.1(e), and (B) within twelve
(12) months of such termination, (x) the Company enters into a
definitive agreement regarding an Acquisition Proposal, (y) becomes
a subsidiary of the Person making such Acquisition Proposal or {z)
consummates a transaction relating to such Acquisition Proposal, then
the Company shall immediately pay to the Parent a termination fee
equal to $40 million.

62



(b) Payment of Expenses Following Termination. If this
Agreement is terminated pursuant to (i} Section 9.1(e), (ii) Sectidn 9.1(d) as a result
of the Company Shareholders’ Approval or Disinterested Approval not being
obtained, (iii) Section 9.1(g), or (iv) Section 9.1(h), then the Company shall promptly
(but not later than five (5) business days after receiving notice of termination), pay to
the Parent in cash payable by wire transfer in same day funds an amount equal to all
documented out-of-pocket expenses and fees incurred by the Parent (including,
without limitation, fees and expenses payable to ail legal, accounting, financial, and
other professionals arising out of, in connection with or related to the transactions
contemplated by this agreement) not in excess of $10 million. If this Agreement is
terminated pursuant to Section 9.1(f), then the Parent shall promptly (but not later
than five {5) business days after receiving notice of termination), pay to the
Company in cash payable by wire transfer in same day funds an amount equal to all
documented out-of-pocket expenses and fees incurred by the Company (including,
without limitation, fees and expenses payable to all legal, accounting, financial, and
other professionals arising out of, in connection with or related to the transactions
contemplated by this agreement) not in excess of $10 million.

(c) Nature of Fees. The parties agree that the agreements
contained in this Section 9.3 are an integra! part of the Merger and the other
transactions contemplated hereby and constitute liquidated damages and not a
penalty. The parties further agree that if one party is or becomes obligated to pay a
termination fee pursuant to Section 9.3(a), the right to receive such termination fee
shall be the sole remedy of the other party with respect to the facts and circumstances
giving rise to such payment obligation. Notwithstanding anything to the contrary
contained in this Section 9.3, if one party fails to promptly pay to the other any fee or
expense due under Section 9.3(a) or (b), in addition to any amounts paid or payable
pursuant to such sections, the defaulting party shall pay the costs and expenses
(including legal fees and expenses) in connection with any action, including the
filing of any lawsuit or other legal action, taken to collect payment, together with
interest on the amount of any unpaid fee from the date such fee was required to be
paid at the primne rate as reported in the Wall Street Journal on the date such fee was
required to be paid.

(d) Default Amount. Parent and Merger Sub shall be liable to
the Company for liabilities and damages resulting from, and the Company
acknowledges and agrees that Parent and Merger Sub shall be liable to it hereunder
only for, willful and material breaches of this Agreement; provided, however, that in
no event shall the liability of Parent and Merger Sub arising out of or relating to any
such breaches exceed an aggregate of $70 million (the “Default Amount™), which
amount is deposited in cash and/or letters of credit as of the date hereof in the
Escrow Account (as defined in the Equity Contribution Agreement) pursuant to the
terms of the escrow agreement contemplated by the Equity Contribution Agreement,
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and provided, further, that under no circumstances shall any investor in, or advisor
to, Parent or Merger Sub have any liability to the Company arising out of or relating
to any breaches of this Agreement.

Section 9.4 Amendment. This Agreement may be amended by the
Boards of Directors of the parties hereto at any time before or after the Company
Sharcholders’ Approval and prior to the Effective Time; provided, however, that
after the Company Shareholders’ Approval is obtained, no such amendment which
under applicable law would require the further approval of the Company’s
shareholders shall be made without obtaining such approval. This Agreement may
not be amended except by an instrument in writing signed on behalf of each of the
parties hereto. .

Section 9.5 Waiver. At any time prior to the Effective Time, the
parties hereto may (a) extend the time for the performance of any of the obligations
or other acts of the other parties hereto, (b) waive any inaccuracies in the
representations and warranties contained herein or in any document delivered .
pursuant hereto and (c) waive compliance with any of the agreements or conditions
contained herein, to the extent permitted by applicable law. Any agreement on the
part of a party hereto to any such extension or waiver shall be valid only if set forth
in an instrument in writing signed on behalf of such party. The failure of any party
to this Agreement to assert any of its rights under this Agreement or otherwise shall
not constitute a waiver of such rights.

ARTICLEX
GENERAL PROVISIONS

Section 10.1 Non-Survival; Effect of Rep‘ resentations and Warranties.
No representations or warranties in this Agreement shall survive the Effective Time.

Section 10.2 Notices. All notices and other communications hereunder
shall be in writing and shall be deemed given (a) when delivered personally, (b)
when sent by reputable overnight courier service or (c) when telecopied (which is
confirmed by capy sent within one business day by a reputable overnight courier
service}.to the parties at the following addresses (or at such other address for a party
as shall be specified by like notice):




and

(i} If to the Company, to

Duquesne Light Holdings, Inc.
411 Seventh Avenue
Pittsburgh, PA 15219

Attm: Senior Vice President and Chicf Legal and

Administrative Officer

Telecopy: (412) 393-4151
Telephone: (412) 393-4150

with a copy to

Skadden, Arps, Slate, Meagher & Flom LLP
1440 New York Avenue, NW. '
Washington, D.C. 20005

Attn: Michael P. Rogan, Esq.

Telecopy: (202) 393-5760

Telephone: (202) 371-7000

(ii) if to the Parent or to the McrgcrISub, to

Castor Holdings 1.1.C

Level 22, 125 West 55" Street
New York, NY 10019

Attn: Chris Leslie

Phone: (212)231-1696

Fax: (212)231-1828

with a copy 1o

Sullivan & Cromwell LLP

125 Broad Street

New York, NY 10004

Attn: Joseph B. Frumkin, Esq.

Telecopy: (212) 558-3588
Telephone: (212) 558-4000
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Section 10.3 Entire Agreement. This Agreement (including the
documents and instruments referred to herein) together with the Confidentiality
Agreement constitutes the entire agreement and supersedes all other prior
agreements and understandings, both written and oral, between the parties with
respect to the subject matter hereof.

Section 10.4 Severability. Any term or provision of this Agreement
that is held by a court of competent jurisdiction or other authority to be invalid, void
or unenforceable in any situation in any jurisdiction shall not affect the validity or
enforceability of the remaining terms and provisions hereof or the validity or
enforceability of the offending term or provision in any other situation or in any
other jusisdiction. If the final judgment of a court of competent jurisdiction or other
authority declares that any term or provision hereof isinvalid, void or unenforceable,
the parties agree that the court making such determination shall have the power to
reduce the scope, duration, area or applicability of the term or provision, 1o delete .
specific words or phrases, or to replace any invalid,.void or unenforceable term or
provision with a term or provision that is valid and enforceable and that comes
closest 10 expressing the intention of the invalid or unenforceable term or provision.

Section 10.5 Interpretation. When a reference is made in this
Agreement to Sections or Exhibits, such reference shall be to a Section or Exhibit of
this Agreement, respectively, unless otherwise indicated. The table of contents and
headings contained in this Agreement are for referenicg purposes only and shall not
affect in any way the meaning or interpretation of this Agreement. Whenever the
words “include,” “includes” or “including” are used in this Agreement, they shall be
deemed to be followed by the words “without limitation,” if they are not already

followed by such words.

Section 10.6 Counterparts; Effect. This Agreement may be executed
by facsimile and in one or more counterparts, each of which shall be deemed 1o be an
original, but all of which together shall constitute one and the same agreement.

Section 10.7 No Third Party Beneficiaries. This Agreement shall be
binding upon and inure solely to the benefit of each panty hereto, and, except for
rights of Indemnified Parties as set forth in Section 7.5, nothing in this Agreement,
express or implied, 1s intended to confer upon any other Person any rights or
remedies of any nature whatsoever under or by reason of this Agreement.

Section 10.8 Governing Law. This Agreement shall be governed by
and construed in accordance with the laws of the Commonwealth of Pennsylvania
without giving effect to the principles of conflicts of law thereof.
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Section 10.9 Venue. Each of the parties hereto (a) consents to submit
itself to the personal jurisdiction of any federal or state court locdted in and for
Pittsburgh, Pennsylvania in the event any dispute arises out of this Agreement, (b)
agrees that it shall not attempt to deny or defeat such personal jurisdiction by motion
or other request for leave from any such court and (c) agrees that it shall not bring
any action relating to this Agreement in any court other than a federal or state court
sitting in and for Pittsburgh, Pennsylvania.

Section 10.10 Waiver of Jury Trial and Certain Damages. EACH
PARTY TO THIS AGREEMENT WAIVES, TO THE FULLEST EXTENT

PERMITTED BY APPLICABLE LAW, (A) ANY RIGHT IT MAY HAVETO A
TRIAL BY JURY IN RESPECT OF ANY ACTION, SUIT OR PROCEEDING
ARISING OUT OF OR RELATING TO THIS AGREEMENT AND (B) WITHOUT
LIMITATION TO SECTION 9.3, ANY RIGHT IT MAY HAVE TQ RECEIVE
DAMAGES FROM ANY OTHER PARTY BASED ON ANY THEORY OF
LIABILITY FOR ANY SPECIAL, INDIRECT, CONSEQUENTIAL (INCLUDING
LOST PROFITS) OR PUNITIVE DAMAGES.

Section 10.11 Assignment. Neither this Agreement nor any of the
rights, interests or obligations hereunder shall be assigned by any party hereto
(whether by operation of law or otherwise) without the prior written consent of the
other party.

Section 10.12 No Specific Enforcement. The parties agree that in the
event of a breach of this Agreement, the parties shall not be entitled to specific
performance of the terms hereof.

Section 10.13 Obligations of the Parent and of the Company.
Whenever this Agreement requires a Subsidiary of the Company to take any action,

such requirement shall be deemed to include an undenaking on the part of the
Company to cause such Subsidiary to take such action and, after the Effective Time,
on the part of the Surviving Corporation to cause such Subsidiary to take such action,
Whenever this Agreement requires Merger Sub to take any action, such requirements
shall be deemed to include an undertaking on the part of the Parent to cause Merger
Sub to take such action.
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IN WITNESS WHEREOF, the Company, the Parent and the Merger
Sub have caused this Agreement to be signed by their respective officers thereunto
duly authorized as of the date first written ghove.

" DUQUESNE LIGHT HOLDINGS, INC.

Tide: * D parp e o EO

CASTOR HOLDINGS LLC

By
Name:
Title:

By:
Name:
Title:

CASTOR MERGER SUB INC.
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IN WITNESS WHEREOF, the Company, the Parent and the Merger
Sub have caused this Agreement to be signed by their respective officers thereunto
duly authorized as of the date first written above.

DUQUESNE LIGHT HOLDINGS, INC.

By: L
- Name:Chrid T&stie |

Title: pyfhorized Person

By:
Name: .
Title: s

CASTOR MERG

p/

By: ' {Z
Name: ¢h £ Leklie

Title: Axthorized Pédrson

By:
Name:
Title:
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IN WITNESS WHEREOF, the Company, the Parent and the Merger

Sub have caused this Agreement to be signed by their respective officers thereunto
duly authorized as of the date first written above.

DUQUESNE LIGHT HOLDINGS, INC.

By:
Name:
Title;

CASTOR HOLDINGS LLC

By:
Name:
Title:

By: é’/’ d
Name:yark Wong
Tile:paythoriged Persg

CASTOR MERGER SUB INC.

By:
Name:
Title:

By: //" ¢
Name:Mark Wong
Title:aAuthorized Person
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DUQUESNE LIGHT HOLDINGS, INC.

September 5_ , 2006

DQE Holdings LLC

Level 22, 125 West 55 Street
New York, NY 10019

Attn: Chris Leslie

DQE Merger Sub Inc.

Level 22, 125 West 55™ Street
New York, NY 10019

Atin: Chris Leslie

Re: Amendment No. 1 to the Agreement and Plan of Merger

Dear Mr. Leslie:

Reference is made to that certain Agreement and Plan of Merger (the “Merger
Agreement”), dated as of July 5, 2006, by and among Duquesne Light Holdings, Inc. (the
“Company”), DQE Holdings LLC (f/k/a Castor Holdings LLC, the “Parent’’) and DQE
Merger Sub Inc. (f’k/a Castor Merger Sub Inc., the “Merger Sub”). Capitalized terms
that are used but not otherwise defined herein shall have the meanings ascribed to such
terms in the Merger Agreement.

In the event that the PaPUC issues an order by which the Company is bound
approving the proposed confidential settlement of the 2006 PaPUC Rate Case (any such
order, a "Rate Case Order"), then, and only then, the Merger Agreement shall be
amended by amending and restating the second sentence of Section 8.2(g) of the Merger
Agreement in its entirety as follows:

The term “Adverse Merger Effects” means any terms, conditions, adjustments and
other provisions that (i) are included as part of any Company Required Statutory
Approval or Parent Required Statutory Approval pursuant to a Final Order (as
defined in Section 8.1(c)), and (ii) either (x) reduce or freeze the rates charged to
the Light Company's customers below or at those rates in effect on the date of this
Agreement, delay the ability of the Light Company to begin charging the rates
contemplated to be charged to the Light Company’s customers in the Final Order
relating to the 2006 PaPUC Rate Case, or restrict the Light Company’s ability to
pay dividends beyond accumulated net income during periods in which Light
Company’s debt to total capttalization ratio does not exceed 60%, or (¥)
individually or in the aggregate would be reasonably expected to result in a




reduction over a twelve month period and on a basis net of all positive effects
resulting from any terms, conditions, adjustments and other provisions included as
part of any Company Required Statutory Approval or Parent Required Statutory
Approval pursuant to a Final Order), in the EBITDA (earnings before income
taxes, depreciation and amortization) of the Company and the Company
Subsidiaries, taken as a whole, as compared to such EBITDA that would be
reasonably expected to result if the Final Order relating to the 2006 PaPUC Rate
Case were applied without regard to the terms, conditions, adjustments or other
provisions included as part of any Company Required Statutory Approval or
Parent Required Statutory Approval pursuant to a Final Order;

provided, however, that if at any time following the issuance of a Rate Case Order but
prior to the Closing the Company is no longer bound by the Rate Case Order, then the
foregoing amendment shall be without any force or effect and the term "Adverse Merger
Effects" shall have the meaning originally ascribed thereto in the Merger Agreement.

[SIGNATURES FOLLOW ON NEXT PAGE]
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If the foregoing accurately reflects our agreement, please so indicate by caus_ing
duly authorized officers of the Parent and the Merger Sub to sign in the spaces provided
below.

Very-truly yours,

DUQUESNE LIGHT HOLDINGS, INC.

o —
- MATK Wong,: < -

- Authiorizéd Person

DQE MERGER SUBINE.

By:__
Chiris Leslie
Authorized Person

By: _
Mark Wong
Authorized Person

Ce! Joseph P. Frumkin, Esq.

Michael P. Rogan, Esq.
{650734) L .



If the foregoing accurately reflects our agreement, please so indicate by causing
duly authorized officers of the Parent and the Merger Sub to sign in the spaces provided
below.

Very truly yours,

DUQUESNE LIGHT HOLDINGS, INC.

By:

Morgan K. O’Brien
President and Chief Executive Officer

AGREED AS OF THE DATE
FIRST ABOVE WRITTEN:

DQE HOLDINGS LLC

Chris Lc?;{ <
AuthgriZed Person

By: 4/‘ c

Mark Wong
Authorized Person

DQE MERGER SUB INC.
(formerly Castor Sub Inc.)

By: ' %
Chris Lesfie <—

AutHorized Person

By:. / — <
Mark Wong
Authorized Person

cc: Joseph P. Frumkin, Esq.

Michacl P, Rogan, Esq.
(650734)




Duquesne Light Holdings, Inc.
Certificate of the Secretary

The undersigned, Douglas L. Rabuzzi, does hereby certify that he is Corporate
Secretary of Duquesne Light Holdings, Inc., a Pennsylvania corporation {the “Company”),
and does hereby further certify that attached as Exhibit A hereto is a true and correct copy of
certain excerpts from the Minutes of a meeting of the Company’s Board of Directors duly
called and held on July 3, 2006, at of which a quorum was present and acting throughout, and

none of the corporate action reported in said excerpts has been rescinded.
WITNESS the due execution as of September 1, 2006.

o

Douglﬂ%. Rfabuzzi, Corporate Secretary
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DUQUESNE LIGHT HOLDINGS, INC.
Excerpt from the Minutes of the
Board of Directors' Meeting
July 3, 2006

Approval of the Merger Transaction
Mr. O’Brien reviewed the proposed resolutions, identifying each of the matters on which

Board action is required. At this point, the directors having thoroughly discussed the pending
offer, its terms, its effect on various interests, the adequacy and faimess of the price, reports
submitted by outside experts and management, the proposed documents and the various
alternatives in great detail and at great length, on motion duly made and seconded the following

resolutions were unanimously adopted:

WHEREAS, there has been presented to the Board of Directors of the
Company substantially final forms of (i) the Agreement and Plan of Merger by
and among the Company, Castor Holdings LLC ("Parent") and Castor Merger
Sub, Inc. (the "Merger Agreement") and (ii) the Stock Purchase Agreement by and
between the Company, on the one hand, and the following members of Parent:
DUET Investment Holdings Limited ("DUET") and IFM (International
Infrastructure) Wholesale Trust ("IFM"), on the other hand (the "Stock Purchase
Agreement™); and

WHEREAS the Board of Directors of the Company finds it in the best
interest of the Company for the Company to enter into the Merger Agreement and
the Stock Purchase Agreement and to consummate the transactions contemplated
by each of the Merger Agreement and the Stock Purchase Agreement.

Merger Agreement

NOW THEREFORE, BE IT RESOLVED, that the Board has determined
that the Merger Agreement, together with the transactions contemplated thereby,
is advisable and fair to, and in the best interest of, the Company and its
shareholders and the other constituencies that the Company serves; and

FURTHER RESOLVED, that the Merger Agreement, together with the
transactions contemplated thereby, be, and hereby is, approved and adopted,
substantially in the form presented to the Board of Directors, with such changes
therein and additions thereto, substantial or otherwise, as may be approved or
deemed necessary or appropriate by the President and Chief Executive Officer, or
any Senior Vice President, any Vice President or Treasurer of the Company (any



such officer, a "Proper Officer") executing the same, the execution thereof on
behalf of the Company by any such Proper Officer to be conclusive evidence of
the approval of such Proper Officer, and this Board of Directors, of such changes
and additions; and

FURTHER RESOLVED, that the Proper Officers of the Company, and
each of them, be, and hereby are, authorized and directed to negotiate, execute and
deliver the Merger Agreement, with such changes therein and additions thereto,
substantial or otherwise, as may be approved or deemed necessary or appropriate
by any Proper Officer of the Company executing the same; and

Shareholder Approval

FURTHER RESOLVED, that the Merger Agreement, substantially in the
form approved hereby, be, and hereby is, recommended to the shareholders of the
Company for their approval and adoption and that the Board of Directors hereby
declares it to be advisable that the shareholders of the Company approve and
adopt in all respects the Merger Agreement and the transactions contemplated
thereby; and

FURTHER RESOLVED, that the Merger Agreement, substantially in the
form approved hereby, be submitted to the shareholders of the Company for their
consideration, approval and adoption and that the Secretary of the Company be,
and hereby is, authorized and directed to properly call a special meeting of the
shareholders of the Company, as contemplated by the Merger Agreement, for the
purpose of the shareholders' consideration, approval and adoption of the Merger
Agreement; and

FURTHER RESOLVED, that the officers of the Company, and each of
them, be, and they hereby are, authorized and directed to prepare, execute and file
any necessary reports, statements, applications and information that may be
required to be filed by the Company in connection with the special meeting of the
shareholders of the Company contemplated hereby, including, but not limited to,
the preparation, execution and filing of a proxy statement, and any necessary
amendments or supplements thereto, in respect of such meeting with the
Securities and Exchange Commission; and

Preparation of Necessary Applications

FURTHER RESOLVED, that the officers of the Company, and each of
them, be, and they hereby are, authorized and directed to prepare, execute and file,
and to cooperate with Parent, DUET and IFM to prepare, execute and file, any



reports, statements, applications and information that may be required to be filed
by the Company, Parent, DUET or IFM, or any of their respective subsidiaries in
connection with the transactions contemplated by the Merger Agreement and the
Stock Purchase Agreement pursuant to allt applicable statutes, rules and
regulations of the federal government or any applicable state, local or foreign
authority or regulatory body, including, without limitation, the rules and
regulations of the Pennsylvania Public Utilities Commission, the Federal Energy
Regulatory Commission, the Department of Justice and the Federal Trade
Commission; and

FURTHER RESOLVED, that the officers of the Company, and each of
them, be, and they hereby are, authorized and empowered to prepare, execute and
file with listing applications with the New York, Chicago and Philadelphia Stock
Exchanges, together with any and all exhibits and other documents in support of
such applications as shall be required or as, in the judgment of such officers, or
any of them, shall be desirable or appropriate in connection with the transactions
contemplated by the Stock Purchase Agreement; and

% % %

General Authorization

FURTHER RESOLVED, that the officers of the Company, and each of
them, be, and they hereby are, authorized and directed to take or cause to be taken
all such further actions, to negotiate, prepare, execute and deliver or cause to be
negotiated, prepared, executed and delivered all such further instruments and
documents, in the name and on behalf of the Company, including, but not limited
to, entering into any escrow agreements or such other instruments that the officers
of the Company deem to be necessary or appropriate in connection with the
Merger Agreement or the Stock Purchase Agreement, filing Articles of Merger
with the Department of State of the Commonwealth of Pennsylvania with respect
to the transactions contemplated by the Merger Agreement, and to incur all such
fees and expenses as in their judgment shall be necessary or advisable in order to
carry out fully the intent and purposes of the foregoing resolutions and each of
them; and

FURTHER RESOLVED, that all actions heretofore taken by any officer of
the Company in connection with the transactions contemplated by the foregoing
resolutions be, and they hereby are, approved, ratified and confirmed in all
respects as if such actions had been presented to this Board of Directors for its
approval prior to such actions being taken; and

FURTHER RESOLVED, that any resolutions that are required or
advisable to be adopted in connection with the foregoing matters, including,
without limitatjon, those required by any governmental authority, quasi-
governmental authority, financial institution, counterparty or other third party, or




pursuant to any applicable statute, rules or regulations, including any applicable
requirements or exemption under the Exchange Act of 1934, as amended,
including Rule 16b-3 promulgated thereunder, are hereby adopted in haec verba
and a copy of any such resolutions shall be included in the minute book of the
Company.
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Dugquesne Light Holdings, Inc.

Certificate of the Secretary

The undersigned, Douglas L. Rabuzzi, does hereby certify that he is Corporate
Secretary of Duquesne Light Holdings, Inc., a Pennsylvania corporation (the "Company
and does hereby further certify that attached as Exhibit A hereto is a true and correct copy
of certain resolutions adopted by the Company s Board of Directors by unanimous
written consent dated as of September 1, 2006, and none of the corporate action reported
in said resolutions has been rescinded.

WITNESS the due execution as of September 5, 2006.

A

Douglas L abyﬂzzx Corporate Secretary




Exhibit A
DUQUESNE LIGHT HOLDINGS, INC.

Excerpt from the Resolutions Adopted by Unanimous Written Consent
(September 1, 2006)

Merger Agreement Amendment

WHEREAS, on July 3, 2006, the Board of Directors of the Company
approved that certain Agreement and Plan of Merger by and among the Company,
DQE Holdings LLC (f/k/a Castor Holdings LLC) and DQE Merger Sub, Inc.
(f/k/a Castor Merger Sub, Inc.) (the "Merger Agreement");

WHEREAS, there has been presented to the Board of Directors of the
Company a proposed amendment to the Merger Agreement (the “Amendment™);
and

WHEREAS the Board of Directors of the Company finds it in the best
interest of the Company for the Company to enter into the Amendment; now
therefore, be it hereby:

RESOLVED, That the Board has determined that the Amendment is advisable
and fair to, and in the best interest of, the Company and its shareholders and the other
constituencies that the Company serves;

FURTHER RESOLVED, That the Amendment be, and hereby is, approved
and adopted, substantially in the form attached hereto as Exhibit A, with such
changes therein and additions thereto, substantial or otherwise, as may be approved or
deemed necessary or appropriate by the President and Chief Executive Officer, or any
Senior Vice President, any Vice President or Treasurer of the Company (any such
officer, a "Proper Officer") executing the same, the execution thereof on behalf of the
Company by any such Proper Officer to be conclusive evidence of the approval of
such Proper Officer, and this Board of Directors, of such changes and additions; and

FURTHER RESOLVED, That the officers of the Company, and each of them,
be, and they hereby are, authorized and directed to take or cause to be taken all such
further actions, to negotiate, prepare, execute and deliver or cause to be negotiated,
prepared, executed and delivered all such further instruments and documents, in the
name and on behalf of the Company, including, but not limited to, entering into any
escrow agreements or such other instruments that the officers of the Company deem
to be necessary or appropriate in connection with the Amendment, and to incur all
such fees and expenses as in their judgment shall be necessary or advisable in order to
carry out fully the intent and purposes of the foregoing resolutions and each of them.



DUQUESNE LIGHT COMPANY

CONSOLIDATED BALANCE SHEETS
(Millions of Dollars}

TOTIO00000000000000000000220022200330050856600.0

As of December 31,
Assets 2005 2004
Current Assets:
Cash and temporary cash investments 5 76.1 $ —
Investment in DQE Capital cash pool — 135.8
Receivables:
Electric customers 72.5 75.8
Unbilled eleceric customers 28.9 31.1
Other 9.9 10.1
Less: Allowance for uncollectible accounts (20.8} (17.9)
Total Receivables — Net 90.5 99.1
Affiliate Receivables:
Loan receivable from parent — 250.0
Orher 3.3 1.8
Total Affiliate Receivables 3.3 251.8
Materials and supplies (at average cost) 18.1 14.6
Deferred income taxes — net 14.4 —
Otdher 6.7 7.0
Total Current Assets 209.1 508.3
Long-Term Investments:
Investment in parent’s common stock 19.7 22.8
Other investments 2.5 2.8
‘Total Long-Term Investments 22.2 25.6
Property, Plant and Equipment:
Electric plant in service 2,176.7 2,052.9
Construction work in progress 59.1 67.9
Gross property, plant and equipment 2,235.8 2,120.8
Less: Accumulated depreciation and amortization (738.5) (714.5)
Property, Plant and Equipment ~ Net R 1,497.3 1,406.3
Other Non-Current Assets:
Regulatory assets ~ 300.0 295.1
Prepaid pension cost . 31.2 26.1
Pension intangible asset 42.7 5.8
Orher - 20.6 25.8
Total Other Non-Current Assets 394.5 352.8
Total Assets $2,123.1 $2,293.0

See notes 1o consolidated financial statements.
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DUQUESNE LIGHT COMPANY
CONSOLIDATED BALANCE SHEETS

{Millions of Dollars)
As of December 31,

Liabilities and Capitalization 2005 2004
Current Liabilities:
Accounts payable $ 468 5 857
Payable two affiliates 42.6 4.4
Pension liability 20.0 —
Accrued compensation 17.9 17.0
Accrued interest 9.3 9.6
Other 12.7 14.2
Total Current Liabilities 149.3 130.9
Non-Current Liabilities:
Deferred income caxes ~ net 336.6 323.1
Pension liability 92.8 62.9
Other postretirement benefits 40.7 38.1
Legacy liabilities 29.8 32.1
Other 60.3 72.2
Total Non-Current Liabilities 560.2 528.4
Commitments and Contingencies (Note 13)
Capitalization:
Long-term debt 6306.5 956.4
Preferred and Preference Stock:
(aggregate involuntary liquidation value of $148.8 and $150.0):
Non-redeemable preferred stock 135.6 135.6
Non-redeemable preference stock 13.3 14.5
Total preferred and preference stock before deferred ESOP benefic 148.9 150.1
Deferred ESOP benefit {2.4) (4.2)
Total Preferred and Preference Stock 146.5 145.9
Common Shareholder’s Equity:
Commen stock (authorized — 90,000,000 shares;
issued and outstanding — 10 shares) — -
Capiral surplus 568.9 486.4
Retained earnings 88.2 46.0
Accumulated other comprehensive loss (26.5) : (1.0}
Total Common Stockholder’s Equity 630.6 531.4
Total Capitalization 1,413+6 1,633.7
Total Liabilities and Capitalization $2,123.1 $2,293.0

See notes to consolidated financial statements.
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DUQUESNE LIGHT HOLDINGS. INC.
CONSOLIDATED BALANCE SHEETS
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l{? {Millions of Doilars)
-?] As of December 31,
; ;E' ! Assets 2005 2004
4 : Current Assets:
l} ‘ Cash and temporary cash investments $ 792 3 627
i
N Receivables:
- Electric customers 76.2 75.8
; Unbilled electric customers 32.1 31.3
.'_j}?a Other 27.1 26.5
N Less: Allowance for uncollectible accounts (21.1) (18.1)
\’! : Tortal Receivables — Net 114.3 £15.5
," : Materials and supplies (at average cost) 18.1 14.6
} ' Derivative instruments 43.3 0.8
; | Deferred income raxes — net 28.9 —
ol Other 8.4 27.2
|‘f¢f Discontinued operations 1.7 —
: ; Total Current Assets 293.9 220.8
!lf . Long-Term Investments:
& Leases 505.8 512.1
fr:n Gas rights and related investments 9.9 16.9
‘:: Affordable housing 31.5 42,9
)‘ ‘ Other 2.7 8.0
L)} Total Long-Term Investments 549.9 579.9
A roperty, Plant and Equipment:
j Electric plant in service 2,176.7 2,052.9
j{ : Construction work in progress — elecrric 59.1 67.9
4l Fiber optic network 32.9 30.1
I:” Other energy facilidies 21.1 283
\ *l! Landfill gas equipment 19.0 70222
il Other 6.8 9.0
| Gross property plant and equipment 2,315.6 2,210.4
o Less: Accumulated depreciation and ameortization (773.5) (751.0)
—‘7; Property, Plant and Equipment — Net 1,542.1 1,459.4
& Other Non-Current Assets:
a_‘;“ | chul.atory as‘sets : 300.0 295.1
S Prepaid pension cost 31.2 26.1
‘ Intangible assers 52.4 16.3
' Other : 51.1 35.2
Total Other Non-Current Assets 434.7 372.7
Total Assets $2,820.6 $2,632.8

See notes to consolidated financial statements.
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DUQUESNE LIGHT HOLDINGS, INC. !
CONSOLIDATED BALANCE SHEETS

{Millions of Dollars)
As of December 31,

Liabilities and Capitalization 2005 2004
Current Liabilities:
Short-term debr and current debt maturities $ 403 $ 0.2
Accounts payable *93.0 91.7
Accrued raxes 64.6 33.8
Acerued compensation 20.0 18.1
Common stock dividends 20.0 19.5
Pengion liability 20.0 —
Accrued interest ) 15.9 9.8
Ocher 42.2 33,7
Discontinued operations 2.5 3.4
Total Current Liabilities 318.5 210.2

Non-Current Liabilities: .
Deferred income raxes — net 451.4 408.2

Deferred income 2.8 12.3
Pension liability 928 62.9
Other postretirement benefits 40.7 38.1
Legacy liabilities 29.8 32.1
Other ' 88.0 105.7
Total Non-Current Liabilities 705.5 639.3
Limited partners’ interest 35.4 48.0

Commitments and conringencies (Note 13)

Capitalization:
Long-term debt N 957.8 958.0
Preferred and Preference Srtock:

(aggregate involuntary liquidation value of $149.8 and $151.0):

0000000000 00000000000000000

Preferred stock of subsidiaries 136.6 136.6
Preference stack of subsidiaries 13.3 14.5
Toral preferred and preference stock before deferred
employee stock ownership plan (ESOP) benefic 149.9 151.1
. Deferred ESOP benefic (2.4) {4.2)
i Total Preferred and Preference Stock 147.5 146.9

Common Sharcholders” Equity:
Common stock — no par value {authorized -

187,500,000 shares; issued — 126,929,154 shares) 1,200.5 , 1,206.7
Rerained earnings : 600.0 563.6
Treasury stock (at cost) (48,935,435 and 49,927,343 shares) (1,132.5) (1,157.3}
Unearned compensation (Mote 12) {158) (2.6)
Accumulared other comprehensive loss : (10.3) —

Total Common Shareholders’ Equity 655.9 610.4

Total Capitalization 1,761.2 . 1,715.3

Total Liabilities and Capitalization $2,820.6 $2,632.8

See notes to consolidated financial statements.
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DUQUESNE LIGHT COMPANY "/'(x
CONSOLIDATED STATEMENTS OF INCOME =
{Millions of Dollars)
Year Ended December 31,
2005 2004 2003

Retail sales of electricity $723.2 $761.8 $780.8
Other 69.2 27.5 25.3

Total Operating Revenues 792.4 789.3 806.1

Operating Expenses:

Purchased power 366.8 382.0 393.7
Other operating and maintenance 157.2 138.0 129.5
Acquisition termination cost (Note 3) — 8.3 —
Depreciation and amortization 71.8 71.4 76.4

Taxes other than income taxes 49.3 47.9 51.4

Total Operating Expenses 645.1 647.6 651.0
Operating Income 147.3 141.7 155.1
Investment and Other Income 16.2 16.6 20.3
Interest and Other Charges (48.0) (46.2) {54.1)
Company Obligated Mandarorily Redeemable Preferred

Securities Dividend Requirements {Note 14) — — (6.3}

Income Before Income Taxes 115.5 112.1 115.0
Income Tax Expense 42.5 44.3 45.4
Net Income 73.0 67.8 69.6
Dividends on Preferred and Preference Stock 8.0 6.6 3.2
Earnings Available for Common Stock $ 65.0 $ 61.2 $ 664

See notes to consolidated financial statements.
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DUQUESNE LIGHT HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF INCOME

{All Amounts in Millions,
Except Per Share Amounts)
Year Ended December 31,

2005 2004 2003
Operating Revenues:
Retail sales of electricity $772.6 $761.8 3780.8
Other 149.6 135.5 122.0
Total Operating Revenues 922.2 897.3 902.8
Operating Expenses:
Purchased power 366.8 382.0 393.7
Other operating and maincenance 250.1 224.4 221.8
Acquisition termination cost {Note 3) — 8.3 _
Depreciation and amortization 82.3 83.4 87.3
Taxes other than income taxes 54.0 48.5 49.1
Other (Note 3) (9.3) — —
Total Operating Expenses 743.9 746.6 751.9
Operating Income 178.3 150.7 150.9
Investment and Orther Income 40.1 12.7 34.4
Interest and Other Charges {62.6) (63.0) (74.4)
Income from Continuing Operations Before Income Taxes
and Limited Partners’ {nterest 155.8 100.4 110.9
Income Tax Expense (53.0} (20.6} (17.7)
Benefit from Limited Partners’ Interest 10.1 7.4 —
Income from Continuing Operations 112.9 87.2 93.2
Income {Loss} from Discontinued Operarians ~ Net {(Note 17) 1.3 0.2) 82.7
Net Income 114.2 87.0 175.9
Dividends on Preferred Stock (Note 15) — — 0.4
Earnings Available for Common Stock $114.2 $ 87.0 $175.5
Average Number of Commeon Shares Qurstanding 77.7 76.4 75.0
Basic Earnings Per Share of Commeon Stock:
Earnings from Continuing Operations $ 1.45 $1.14 $1.24
Earnings from Discontinued QOperations 0.02 — 1.10
Basic Earnings Per Share of Common Stock $ 1.47 3 1.14 $ 2.34
Diluted Earnings Per Share of Common Stock:
Earnings from Continuing Operations $ 1.45 $1.14 $1.22
Earnings from Discontinued Operations 0.02 —_ 1.07
Diluted Earnings Per Share of Common Stock $ 147, $1.14 $ 229
Dividends Declared Per Share of Common Stock $ 1.00 $ 1.00 $ 1.00

See notes to consolidated financial sratements.
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CERTIFICATE OF SERVICE

[ hereby certify that a true and correct copy of the foregoing has been served upon the following

persons, in the manner indicated, in accordance with the requirements of § 1.54 (relating to
service by a participant).

VIA HAND DELIVERY

William R. Lloyd, Jr.

Office of Small Business Advocate
Commerce Building

300 North Second Street, Suite 1102
Harrisburg, PA 17101

w r~
o = ..
= o -
Johnnie E, Simms 2 ﬁ Y
Office of Trial Staff =T b
A= o e
PO Box 3265 =5 o
Commonwealth Keystone Building = = <
400 North Street, 2nd Floor West (_é = e
Harrisburg, PA 17105-3265 ™ en -
35_‘ ™~

Irwin A. Popowsky

Office of Consumer Advocate
555 Walnut Street

Forum Place, 5th Floor
Harrisburg, PA 17101-1923

R
Date: September 6, 2006 O@&é | LA

V' Michael W. Gang

CPH 376889v]



