DFR IlI-A-1

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Provide a schedule showing the major.corponents of claimed capitalization, and the
derivation of the weighted costs of capital for the rate case claim. This schedule shall
include a descriptive statement conceming the major elements of changes in claimed
capitalization, cost rates and overall return from comparable historical -data.

Response:

See Attachment HI-A-1 for the major components of claimed capitalization, and the
derivation of the weighted cost of capital for the 2006 rate case claim.

The-major clements of change to-Duquesne Light’s 2006 capitalization were as follows:

In February 2006, Duquesne Light received an equity contribution totaling
$27,562,500 from its Parent as Ordered by the Pennsylvania Public Utility
Commuission (Order.# M-00051929).

In November 2006, Duquesne Light plans to issue $43,155,000 of fixed-rate, tax-
exempt debt to fund infrastructure improvements.

During 2006, Duquesne Light plans to utilize its revolving credit facility to fund
construction work-in-progress (CWIP). Duquesne’s estimated year-end CWIP
balance is $26.4 million. All borrowings related to CWIP are excluded from
Duquesne’s capitalization.

During 2006, Duquesne plans to retain all of its earnings.
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DFR HI-A-2

Page 1 of |

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Provide a-schedule in the same format as DFR 11I-A-1,:except for the omission ofithe

descriptive statement, for:the most immiediate comparable annual-historical perigd prior
to the test year. and:tle two calendar ;years.most’ muned:ately prccedmg thie rate of retum
claun penod Irrespectlve of whether the capltallzatlon clalmcd in: DFR 111~ A lmcludes

debt

Response:

Seg:the attached.schedules showing capital ratios with and without short-térin-debt for the
most immediate comparable annual-historicat period priorto lhe test year and the two
calendar years most lmmed1ateiy precedlng therate of return cIaJm period. Note, in 2005
Duquesne Liglit did not issue any short-term debt.
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DFR 11I-B-1

Page 1 of

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Provide a schedule showing the calculation of embedded cost of long-term debt by issue,
supporting the related rate case claim. The schedule shall contain the following
information:

a. Date of issue.

b. Date-of maturity.

¢. Amount-issued.

d. Amount-outstanding.

e. Arount retired.

f. Amount reacquited.

g. Gain or loss on reacquisition.

h. Coupon rate.

1. Discount-or premium at issuance.
J. Issuance expense.

k. Net proceeds.

1. Sinking fund requirements.

m. Effective cost rate:

n. Total average weighted effective cost rate.

Projected new issues, retiremeénts and other major changes from the comparable historic
data should be clearly noted.
Response:

In 2006, Duguesne Light plans to issue $§43,155,000 of fixed-rate, tax-exempt debt.
Please refer to Schedule 111-A-1, pages 3 and 4.



. DFR III-B-2

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

In the event that a claim made for a true or economic cost of debt exceeds that shown in
the preceding nominal cost schedule because of convertible features, sale with warrants
or for any other reason, a-full statement of the basis for such a claim should be provided.

Response:

No claim 1s being made for a true or economic cost of debt that exceeds that shown in the
preceding response DFR 1iI-B-1.



DFR I1I-B-3

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Provide the following information concerning bank notes payabie for test year and for
latest comparable annual historical period prior to the test year:

a. Line of credit at-each bank.

b. Average daily balances of notes to each bank, by name of bank.

c. Interest rate charged on each bank-note (Prime.rate, formula rate, or other).

d. Purpose of .each bank note.(for example, construction, fuel storage, working capital,

débt retirement).

e. Prospective future need for this type of financing.

-'chponse:

a.

b.

The Company maintains a $150 million Revolving Credit Agreement with a
consortium of banks.

Attachment 11}-B-3 “Short Term: Debt Accrued Interest Payable™ details this
information. During 2005, the Company had no outstanding loans. During 2004,
the average daily balance of outstanding loans was $18.5 million.

Attachinent IT1{-B-3 “Short Term Debt Accrued Inferest Payable” details this
information. During 2005, the Company had no outstanding loans. During 2004,
the average interest rate on outstanding loans was 2.3%.

During 2005, the Company had no outstanding loans. During 2004, the purpose
of short-term debt was to fund working capital requirements, debt retirements and
for general corporate purposes.

The Company continues to maintain its credit facility to provide working capital,
fund capital expenditures (i.e., construction work-in-progress), and for general
corporate purposes. During the 1™ quarter 2006, the Company did not incur any
borrowings under its credit facility. However, the Company plans to utilize its
credit facility starting in the 2™ quarter of 2006 to fund construction work-in-
progress and expects to end the year with approximately $26 million borrowed
under this facility.
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Settllernent Maturity Dealer/ Reference Term Yield Rate ) Faee o Interest/ Proceeds ' Current Future As.Of
Date ‘Date Lender Number 'Discount Pariod Perlod 12/31/2004
Currency I-USD Unlted States Dollars
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- Euro
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03/03/2004 03/15/2004 BANKONE 00000254 12 2. 22500000 2.22500000  -20, 000,000:00 14;833.33 000 14;833:33 0.00 0.00
02/26/2004 03/26/2004 BANKONE 00000253 29 2:21500000- 2. 21500000 8,000} 000! oo 14,274.44 0.00 14;274.44 0:00 0.00
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©4/13/2004 D4/16/2004 BANKONE  00G00265 3 4.37500000  4.37500000 5,000,000: o0 ' 1,793,03 45 ooo 000: 00" 0.00 1,793.03 0.00 0.00
04/15/2004 04/16/2G04 BANKONE 00000266 1 4.37500000 4.37500000 £5,000,000.00 7,769.81 000 0.00 7,769.81 0.00 0.00
03/26/2004 04/26/2004 BANKONE 00000257 31 2,34000000 2.34000000 5,000;000:00 10,075:00 5;000; oco 00 ~0.00 10,075.00 0.00 0.00
03/31/2004 04/26/2004 BANKONE Q0000259 26  2.34000000  2.34000000 5,000,000.00 8,450:00 5,000:000:00 0.00 8,450.00 0.00 0.00
04/05/2004 04/26/2004 BANKONE 00000261 21 2,34000000  2.34000000 20,000,000.00 27;300.00 20,000;060:00° '0.00 27,300:00 0:00 0.00
04/01/2004 04/26/2004 BANKONE 00000260 25 2.34000000  2.34000600 20,000;000:00 32,500i00 203000;000.00. 0.00 32,500:00 0.00 0.00
04/26/2004 04/30/2004 BANKONE 00000267 4 221506000 2.21500000 5,000,000:00 1,230.56 5,000:000:00 0,00 1,230:56 0.00 0.00
04/26/2004 05/04/2004 BANKONE 00000269 8 2.21500000 2.21500000 20,000,000.00 9,844,44 20,000,000:00 0.00 9,844,44 .00 0.00
04/26/2004 05/05/2004 BANKONE - 00000270 9 2021500000 2.2:506000 20,000;000:00 11,075.00 20,000;600:00 0:00 11,075.00 0:00 0.00°
05/05/2004 05/18/2004 BANKONE 00000271 13 2.21500000  2.21500000 20,000;000:00 15;997.22 20;600,000/00 0:00 15,997.22 0.00 0.60
03/04/2004 05/18/20C BANKONE 00000268 14  2.21500000  2.21500000 20,000,000.00 17,227.78 20;000:000.00 0:00 17,227.78 0.00 0.00
Total Foi'STD 386;000,000.00 436,007.05 386:000,000:00 0.00 436,007.05 0.00 0.00
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Weighted Averagexuslng Proceeds 2.31201264
Welghted? Average Remalning Term oo
Averag VOutstandrng Face ¢ 18;549,180.33 » e o
) - S - 1B,549;180:33- - g9. ot
- n .
T — R
|
o
- oD,
B m
[#%}
-
]
i
i
L




DFR 1il-B-4

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: Williamn F. Fields

Provide detailed information concerning alf other short-term debt outstanding.

Response:

No other short-term débt outstanding to disclose.




DFR 1II-B-5

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Describe long-term debt reacquisition by issue by Company and Parent as follows:
a. Reacquisition by issue by year.
b. Total.gain or loss on reacquisitions by issue by year.
¢. Accounting for gain or loss for income tax and'book purposes.
d. Proposed treatment of gain or loss on such reacquisition for ratemaking purposes.

Response:

See Attachment III-B-5 for the requested information.



Attachment [1:B-5

Page 1 of 2
Duquesne Light-Company
Long:term Debi Reacquisition by Issue
The unamortized debt expense and/or;debt dlscount/premtum associated with' bonds that

atereacquiredsat a loss _were added toth
accordance with: rirtion* : : i
amortlzed over- the rernauung ife of the: bonds of; 1f the bonds were: reﬁnanced *the‘hfe
.of the.new. issuance: —

Accountmg for'losses! for 1ncorne taxupumoses
Loss .on- reacquued “debt-sét forth above was.deducted: as incurred:for i income tax
purposes.

Proposed treatment of: 1osses for ratemalongpurposes
The Company proposes ~that ‘the. current;practlce ‘of adhering to Géneral Instructlon 17 of
the Uniform’ System of. Acoounts be: contmued




Duquesne Lfght Company . ' . L
Loss on Reacqunred Debt Unamortlzed Bafance Schedule ) . N . Attachment 1|1-B- 5

Page 2of2

ijecied
12/31/2008
311,057.68
139, 196 58
96.395:18
47,538.56
70,277.65
290,970.64
82,859,29
18,188.16
180,769.09
52,027.72
130.859,79
388.413:114
12,544, 20
4. szs 554; 11

: .54
210 265 g1
233,348.72

'53,23678
49,833.06
'2}_ 0.319:81

4
- 184, 782103
—392 986,55
- .’224 887.01
30 830, A6
3 745 167.80
1995 7,630,090.25
1995 or Before 2.577.45
1995 or Before 174, 791 46
1985 or: aeforei .65, 431; 996 77
1995 or Be!ore 7 057 48 589 524 55
1995 or Before 1,616.55 173,803.25
1995 or: Before . 67.97 9:551.92
1985 or Berore T 307617 432,305.96
1995 or Before 2,587, 64 363,651.70
1995 or Before 751, 52 105613,83
1995 or. Before 1; 288 08 138,487.14
4,574, 462.00
199 ass aas 56
1995 or Before 5,376,446.84
1995 or. Before 2, 260 468 42
1885 or Before 43932717
1995 or Be!ore 34 877.62
1995 ‘or Beforg 709.42 2,363.82
; 559; 32 214,431.31
] 1 597 74 133,461.75
1995 or Before 2, 219 27 185,379.40
9 1995 or Before 610, 28 3y, 496 72
10101/2027 (Ohlo Arr Sr By ) 1995 or Before 607! ‘80 151,652.80
1993, onro AR PCRB 1010172027 (Ohio Air Sr B) 1995 or. Before 609,33 6,65 159, 545, 48 152,033.50
MNSFLD A mrmfzozg {BC'SrE) 1985 or Before 37.53 11,166.71 10,716.35 10,265.99
MNSFLD c 10/01:2029 {BC SrE} 1995 or Before 222.40 86,170.55 63 501.75 60,832.95
Beavor County, B REFIN 10/01/2029 (BC Sr E) 1995 or Belore 1.041.09 309,753.98 297,260.90 284,767.82
Beaver Coufity B PREM 10/01/2029 {BC Sr E) 1995 or Befoie 1,472,65 438,153.16 420,481.36 402,809.56
Ohio Water 94 ora 10/01/2029 (OH Wir Sr C) 1995 or Before 825.67 245,659.89 235,751.85 225,843:81
Ohlo AlR.94 old 10/01/2029 (QH Air Sr ) 1995 or. Before 13925 4143196 39,760.96 38,089.96
Ohro Water 94 new 10101:2029 (OH Wir Sr.C) 1985 or Before 985.16 293,111.26 281, 289, 34 269,467.42
Ohio AIR 94 new 1010112029 (OH Air §t C) 1985 or Before 135,06 40,183.51 © 38:562.79 36,942.07

- Total Unamortized Bg|anqe 49,262,7271.75 48,780,465_63 46,278,225.75



DFR TH-C-1

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Provide a schedule showing the calculation of the embedded cost of preferred stock
equity by issue, supporting the related rate case claim. The schedule shall contain the
following information:

a. Date of issue:

b. Date of maturnity.

c..Amount-issued.

d. Amount outstanding.

e. Ammount retired.

f. Amount:reacquired.

£.:Gain'or loss-on reacquistion,

h. Pividend rate.

i. Discount-or preimium at:issuance.

j. Issuance expenses.

k. Netjproceeds.

1.:Sinking fund.requirements.

m. _-Eﬁ'éctive‘ costrate.

n. Total average weighted effective cost rate.

Projectéd new issues, retirement and other major changes from the comparable historical
data:should be clearly noted.

Response:

No projected new issues, retirements or major changes from the comparable historical
data. See Attachment [1I-A-1, pages 6 and 7 for details.



DFR HI-D-1
Page 1 of |
P. R. Moul

Q. Provide complete support for claimed equity rate of return.

A. See Statement No. 6, Direct Testimony of Paul R. Moul and Statement No. 7,
Direct Testimony of Julie C. Canneil.



DFR 11I-D-2

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Provide a summary statement of all.stock dividends, splits or par value changes during
the 2 calendar year period preceding the rate case filing.

Response:

No stock dividends, splits or par value changes to report.



DFR ITI-D-3

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fiélds

Provide a schedule of all issuances of common stock, whether or not underwriters are
used, for the most immediately.available annual historical period and the 2 calendar-years
most immediately preceding the test year.

Response:

Issuances of.common stock are transacted by Duquesne Light Holdings. ‘See Attachment
III-D-3 for Puquesne Light Holdings® comnon stock offerings. :
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DFR I-D-4

Page 1 of 1

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Submit details on the utility and parent company stock offerings—past 5 years to
present—as follows:
a. Date of prospectus
b. Date of offering.
¢, Record date.
d. Offering period—dates and numbers of days.
€. Amount and number of shares-offered.
1. Offenng ratio, if nghts offering.
g. Percent subscribed.
h. Offenng price.
i. Gross:proceeds:per share.
j. Expenses per share.
k. Net.proceeds per share (i - j).
1. Market price per share.
(1) Atrecord date.
(2) Atoffering date.
(3) One.month.afier close of offering.
m. Average market price during offering.
(1) Price per share.
(2) Rights per share—average value of rights.
n. Latést reported earnings:per share at time of offering.
o. Latest reported dividends at time of offering.

Reésponse:

In June 2002, Duquesne Light Holdings priced a $202.5 million equity offering ($232.9
million after underwriters exercised 30-day option to purchase up to an additional 2.25
million shares to cover over-allotments). All other material common equity offerings
were related to Duquesne Light Holdings” DRIP, SPP or Series A, Preferred Stock
Conversions as listed on Attachment IH-D-3.

Se¢ Attachment I11-D-4 for detailed information on June 2002 equity offering.



Attachment [11-D-4

Details on June 2002 Equity Offering:

a. Date of prospectus = June 7, 2002

b. Date of offering = June 20, 2002

c. Record date = Pre-offering Record Date was June 10, 2002; Post-offering Record Date
was September 10, 2002

d. Offering period, dates.and numbers of days = The offering period started on June 14,
2002 and ended on June 20, 2002.

e. Amount and number of shares offered = $202,500,000 or 15,000,000 shares were
offered. Underwriters exercised their 30-day option to purchase an additional 15% or
2,250,000 shares to cover over-allotments (sometimes referred toas the “green
shoe"’). Transaction concludéd with the issuance of $232:875,000:0r 17,250,000
shares.

f. Offering ratio, if rights offering = N/A

g. Percent subscribed = 100%

h. Offering price = $13.50/share

1. Gross proceeds per share = $13.50/share

J- Expenses per share = $0.54/share (includes underwriting discount and expense)

k. Net proceeds per share (i - j} = $12.96/share

1. Market price per share.

(1) At récord date = On June 10, 2002, the-last reported sale price on the consolidated
tape was $16.48/share.
(2) At.offering date = On June 20, 2002, the last reported sale price on the consolidated
tape was $13.58/share.
(3) One month after close of offering = On July 22, 2002, the last reported sale price
on the consolidated tape was $12.39/share.

m. Average market price during offering.

(1) Price per share = Average market pricc during offering period was $14.60/share.

During this period, the high was $15.30/sharc and the low was $13.58/share.

(2) Rights per share—average value of rights = N/A

n. Latest reported earnings per share at time of offering = $1.19/share to $1.26/share for

2002 and $1.33/share to $1.40/share for 2003. Calculation assumes common stock

outstanding as of June 20, 2002, adjusted for the offering, of 71,493,896 shares

outstanding.

0. Latest reported dividends at time of offering = On May 28, 2002, Duquesne Light
Holdings’ Board ot Directors declared a quarterty common stock dividend of
$0.42/share to holders of record on June 10, 2002, payable on July 1, 2002. On May
28, 2002, the Board announced a revised dividend policy and reduced the quarterly
dividend to $0.25/share, commencing with the October 2002 dividend payment.



DFR II1-E-}

Page 1 of |

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

If a claim of.the filing utility is based on utilization of.the-capital Structure or capital costs
of the parent company and system—consolidated—the reasons for this claim must be’
fully-stated and supported.

Response:

Duquesne Light will not be filing a claim:based on the capital structure.or capital costs of
the parent company and system. -



DFR III-E-2

Page 1 of |

Sponsor: Susan Betta
Co-Sponsor: William F. Fields

Regardless of the claim made, provide the capitalization data requested at Item 1I[-A-2
for the parent company and for the system—consolidated.

Response:

See Attachment I11-E-2 for 2004-5 capitalization data.
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DFR MI-E-3
Page 1 of 1
Sponsor: Susan Betta

Provide the latest available balance sheet and income statement for the parent company
and system — consolidated.

Response:

See the response to Filing Requirement HI-F-1 for the requested data.



DEFR III-E-4
Page 1 of 1
Sponsor: Susan Betta

Provide an organizational chart explaining the filing utility’s corporate relationship to its
affiliates - system structure.

Response:

See Attachment [{1-E-4.



. Attachment HI-E-4
Page I of |

Duquesne Light Holdings, Inc.

Subsidiary / Affiliate

AquaSource, Inc.
Cherrington Insurance, Ltd.
DQE Capital Corporation
DQE Enterprises, Inc.
DQE Financial Corp.
DQE Systems, Inc.
Duguesne Energy Solutions, LLC
Duguesne Generation Company
Duquesne Light Company
Duquesne Financial, L. P.
Duquesne Power Two, LLC
Monongahela Light and Power Company
DataCom Information Systems, LLC
Maglev, Inc.

Oakridge Resources, Inc.

Duquesne Light Energy, LLC

% Owned by Parent

100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %
100.00 %

12.50 %
100.00 %

100.00%



DFR III-F-1
Page 1 of ]
Sponsor: Susan Betta

The latest available quarterly operating and financial report, annual report to the
stockholders and prospectus shall be supplied for the utility and for the utility’s parent, if
the relationship exists.

Response:

Attachment I1I-F-1a provides the Quarterly Report for both Duquesne Light Company
and Duquesne Light Holdings to the Securities and Exchange Commission for the quarter
ended September 30, 2005 (Form 10-Q).

Attachment III-F-1b provides the Annual Report for both Duquesne Light Company and
Dugquesne Light Holdings to the Securities and Exchange Commission for the year ended
December 31, 2005 (Form 10-K).

Attachment HI-F-1c provides the latest Prospectus for Duquesne Light Company.

Attachment I1I-F-1d provides the latest Prospectus for Duquesne Light Holdings.



Attachment [11-F-1a

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

[ X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30,2005
or
[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the Transition Pericd From to

Registrant; State of Incorporation;
Commission File Number Address:; Telephone Number . {RS Emplover Identification No.

1-10290 Duquesne Light Holdings, Inc. 25-1598483
(A Pennsylvania Corporation)
411 Seventh Avenue
Pittsburgh, Pennsylvania 15219
412-393-6000

1-956 Duquesne Light Company 25-0451600
{A Pennsylvania Corporation)
411 Seventh Avenue
Pittsburgh, Pennsylvania 15219
412-393-6000

Indicate by check mark whether each registrant (1) has filed all reports required to be filed by Section 13 or 15(d}
of the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been subject to such filing

requirements for the past 90 days.
Duquesne Light Holdings, Inc. Yes_X _ No
Duquesne Light Company Yes_X _ No__

Indicate by check mark whether each registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
" Duquesne Light Holdings, Inc. Yes_X No
Duguesne Light Company Yes _X No

Indicate by check mark whether either registrant is a shell company (as defined in Rule 12b-2 of the Act).
Duquesne Light Moldings, Inc. Yes No__X
Duquesne Light Company Yes No_ X

As of October 31, 2005, there were 77,973,432 shares of Duquesne Light Holdings, Inc.'s singie class of common
stock outstanding.

As of October 31, 2005, there were 10 shares of Duguesne Light Compény's single class of common stock
outstanding, afl held by Duquesne Light Moldings, Inc.



PART L. FINANCIAL INFORMATION

Item 1. Financial Statements

Duquesne Light Holdings, Inc.
Condensed Consolidated Statements of Income {(Unaudited)

{All Amounts in Millions,
Except Per Share Amounts)

Three Months Nine Months
Ended September 30, Ended September 30,
2005 2004 2005 2004
Operating Revenues:

Retail sales of electricity $222.7  §206.1 $593.6 $581.4
Other 40.6 36.7 110.3 97.4
Total Operating Revenues 263.3 242.8 703.9 678.8

Operating Expenses: '
Purchased power (Note 4) 103.0 104.0 2721 292.2
Other operating and maintenance 66.1 557 184.2 164.7
Acquisition termination cost — 8.3 — 8.3
Depreciation and amortization 20.8 21.0 61.4 62.1
Taxes other than income taxes 14.8 13.6 41.6 39.7

Total Operating Expenses 204.5 202.6 559.3 567.0
Operating Income 58.8 40.2 144.6 111.8
Other Income - Net 203 1.8 39.1 9.2
Interest and Other Charges {16.5) (16.1) {45.7) {45.7)
Income from Continuing Operations Before .

Income Taxes and Limited Partners’ interest 62.6 259 138.0 75.3
Income Tax Expense {21.8) {5.0) (45.9} {12.2)
Benefit from Limited Partners’ Interest 2.7 25 7.6 5.0
Income from Continuing Operations 43.5 234 98.7 68.1
Iincome from Discontinued Operations — Net (Note 8) 0.1 0.2 0.4 0.7
Net Income $43.6 $236 $100.1 $68.8
Average Number of Common Shares Cutstanding 77.8 76.8 77.6 76.3
Basic Earnings Per Share of Common Stock:

Earnings from Continuing Operations $ 0.56 $0.31 $1.28 $0.89
Earnings from Discontinued Operations — — 0.01 0.1
Basic Earnings Per Share of Common Stock $ 0.56 $0.31 $1.29 $0.90
Diluted Earnings Per Share of Commeon Stock:

Earnings from Continuing Operations $0.56 $0.30 $1.28 $0.89
Earnings from Discontinued Operations - — 0.01 0.01
Diluted Earnings Per Share of Common Stock $ 0.56 $0.30 $1.29 $0.90
Dividends Declared Per Share of Common Stock $0.25 $0.25 $0.75 $0.75

See notes to condensed consolidated financial statements.



Duquesne Light Holdings, Inc.

Condensed Consoclidated Balance Sheets {Unaudited)

(Millions of Dollars)

September 30, December 31,
Assets 2005 2004
Current Assets:
Cash and temporary cash investments $ 648 3 627
Receivables 1271 115.5
Denvative instruments {Note 4) 47.5 0.8
Materials and supplies (at average cost) 15.4 14.6
Prepaid expenses 12.3 8.0
Other 0.7 19.2
Total Current Assets 267.8 220.8
Long-Term Investments 548.5 '579.9
Property, Plant and Equipment:
Property plant and equipment 22703 2,210.4
Less: Accumulated depreciation and amortization (787.0) (751.0)
Property, Plant and Equipment — Net 1,483.3 1,459.4
Other Non-Current Assets:
Regulatory assets 298.3 295.1
Other 88.7 776
Total Other Non-Current Assets 387.0 372.7
Total Assets $2,686.6 $2,632.8
Liabilities and Capitalization
Current Liabilities:
Current debt maturities $ 02 $ 02
Accounts payable 70.4 91.7
licome taxes payable 67.7 33.1
Common dividends declared - 201 19.5
Deferred income taxes - net 15.2 —
Accrued interest 13.3 9.4
Other 66.3 52.9
Discontinued operations 23 3.4
Total Current Liabilities 255.5 210.2
Non-Current Liabilities:
Deferred income taxes — net 4127 408.2
Other 193.5 251.1
Total Non-Current Liabilities 606.2 659.3
Limited partners’ interest 37.9 48.0
Commitments and Contingencies {Note 7)
Capitalization:
Long-term debt 957.8 8958.0
Preferred and Preference Stock 147.6 146.9
Common Shareholders’ Equity:
Common stock - no par value (authorized —

187,500,000 shares; issued — 126,929,154 shares) 1,201.8 1,208.7
Retained earnings 605.4 563.6
Treasury stock (at cost) (47,908,982 and 49,927 343 shares) {1,137.0) . {1,157.3)
Unearned compensation {2.2) {2.6)
Accumulated other comprehensive income 13.6 —

Total Common Shareholders’ Equity 681.6 610.4
Total Capitalization 1,787.0 1,715.3
Total Liabilities and Capitalization $2,686.6 $2,632.8

See notes to condensed consolidated financial statements.



Duquesne Light Holdings, Inc.
Condensed Consolidated Statements of Cash Flows {Unaudited)

(Millions of Dollars)
Nine Months Ended September 30,

2005 2004
Cash Flows from Operating Activities:
Net income $100.1 $ 688
Adjustments to reconcile net income to net cash provided
from operating activities (8.6) 74.3
Changes in working capital other than cash {11.7) {1.3)
Discontinued operations {1.1) (4.8)
Net Cash Provided from Operating Activities 78.7 137.0
Cash Flows from Investing Activities:
Capital expenditures (76.7}) (61.6)
Proceeds from dispositions 49.9 —
Other 0.1 {4.8)
Discontinued operations 0.9 (12.9)
Net Cash Used in Investing Activities {25.8) (79.3)
Cash Flows from Financing Activities:
Issuance of long-term debt obligations 320.0 200.0
Issuance of preferred stock, net — 73.1
Reductions of long-term debt obligations (320.1) (154.5)
Dividends on common and preferred stock (50.2) (49.7)
Other (0.5) 4.2
Discontinued operations — {8.2)
Net Cash (Used in) Provided from Financing Activities (50.8) 64.9
Net increase in cash and temporary cash investments 21 122.6
Cash and temporary cash investments at beginning of period 62.7 33.8
Cash and tempeorary cash investments at end of period $ 648 $156.4
Supplemental Cash Flow Information
Cash paid during the period:
Interest (net of amount capitalized) $ 322 $ 295
Income taxes paid (refunded) $ 176 $(14.2)

See notes fo condensed consolidated financial statements.



Duquesne Light Holdings, Inc.

Consolidated Statements of Comprehensive Income (Unaudited)

{Millians of Dellars)
Three Maonths
Ended September 30,

(Millions of Dollars)
Nine Months
Ended September 30,

2005 2004 2005 2004
Nel income $43.6 $236 $100.1 $68.8
Other comprehensive income;
Unrealized holding gains on interest rate
hedging instruments, net of tax of $4.2, $—,
$3.1and $— 5.9 - 4.3 —
Unrealized holding gains on cash flow hedging
instruments, net of tax of $6.0, $—, $6.6 and $— 8.5 — 9.3 —
Other comprehensive income 144 — 13.6 —_
Comgprehensive income $58.0 $23.6 $113.7 $68.8
See notes to condensed consclidated financial statements.
Duguesne Light Company
Condensed Consclidated Statements of Income (Unaudited)
{Millions of Dollars)
Three Months Nine Months

Ended September 30,

Ended September 30,

2005 2004 2005 2004
Operating Revenues:
Retail sales of electricity $ 2059 $ 206.1 $ 558.5 $581.4
Other 19.9 7.0 48.7 201
Total Operating Revenues 225.8 213.1 607.2 601.5
Operating Expenses:
Purchased power (Note 4} 103.3 104.0 273.2 292.2
Other operating and maintenance 38.7 340 115.1 99.8
Acquisition termination cost - 83 — 8.3
Depreciation and amortization 17.8 18.5 53.1 54.4
Taxes other than income taxes 13.5 13.4 38.4 38.1
Total Operating Expenses 173.3 178.2 479.8 493.8
Operating Income 52.5 34.8 127.4 107.7
Other Income - Net 6.0 47 17.1 13.6
Interest and Other Charges (12.3) (11.9) {37.9) (34.3)
income Before Income Taxes 46.2 27.7 106.6 87.0
Income Tax Expense 18.9 10.7 42.8 33.9
Net Income 27.3 17.0 63.8 531
Dividends on Preferred and Preference Stock 20 2.0 6.0 48
Earnings Available for Common Stock $ 25.3 $ 15.0 $ 57.8 $ 485

See notes to condensed consclidated financial statements.



Dugquesne Light Company

Condensed Consclidated Balance Sheets (Unaudited)

{Millions of Dollars)

September 30, December 31,
Assets 2005 2004
Current Assets:
Investment in DQE Capital cash pool $ 510 $ 1358
Receivables 108.3 350.9
Derivative instruments (Note 4) 47.5 08
Matertals and supplies (at average cost) 15.4 146
Other 1.4 6.2
Total Current Assets 233.6 508.3
Long-Term Investments 23.4 256
Property, Plant and Equipment:
Property, plant and equipment 2,1791 2,120.8
Less: Accumulated depreciation and amortization (745.7) (714.5)
Property, Plant and Equipment — Net 1,433.4 1,406.3
Other' Non-Current Assets:
Regulatory assets 298.3 2951
Other 65.6 57.7
Total Other Non-Current Assets 363.9 352.8
Total Assets $2,054.3 $2,293.0
Liabilities and Capitalization
Current Liabilities:
Accounts payable $ 551 $ 857
Payable to affiliates (Note 11) 741 44
Deferred income taxes — net 15.2 —
Accrued interest 11.4 9.8
Derivative instruments {Note 4} 10.8 —
Accrued liabilities 30.6 31.0
Total Current Liabhilities 197.2 130.9
Non-Current Liabilities:
Deferred income taxes - net 321.8 3231
Other 167.9 2053
Total Non-Current Liabilities 489.7 528.4
Commitments and Contingencies (Note 7)
Capitalization:
Long-term debt 636.5 956.4
Preferred and Preference Stock 146.8 145.9
Common Shareholder’'s Equity:
" Common stock (authorized — 90,000,000 shares;
issued and outstanding - 10 shares) — —-
Capital surplus 486.4 486.4
Retained earnings 90.8 46.0
Accumulated other comprehensive income 7.4 {1.0)
Total Common Stockholder’'s Equity 584.3 5314
Total Capitalization 1,367.4 1,633.7
Total Liabilities and Capitalization $2,054.3 $2,293.0

See notes to condensed consolidated financial statements.



Duquesne Light Company
Condensed Consolidated Statements of Cash Flows (Unaudited)

{Millions of Dollars)

Nine Months Ended September 30,

. 2005 2004
Cash Flows from Operating Activities:
Net income $ 63.8 $ 53.1
Adjustments to reconcile net income to net cash provided
from operating activities 53 65.0
Changes in working capital other than cash {8.2) {16.9)
Net Cash Provided from Operating Activities 60.9 101.2
Cash Flows from Investing Activities:
investment in DQE Capital cash pool 84.8 (105.8)
Capital expenditures (73.9) (59.9)
Collection of loan to parent (Note 8) 250.0 —
Other (1.2) {6.2)
Net Cash Provided from {(Used in) Investing Activities 259.7 {(171.9)
Cash Flows from Financing Activities:
Issuance of long-term debt obligations —_ 200.0
Issuance of preferred stock, net —_ 731
Reductions of fong-term debt obligations {320.1) {150.0)
Net borrowings under affiliate demand note 253 —
Bividends on common and preferred stock {26.3) (50.8)
Other 0.5 {1.6)
Net Cash (Used in) Provided from Financing Activities {320.6) 70.7
Net increase (decrease) in cash and temporary cash investments — —
Cash and temporary cash investments at beginning of period —_ —
Cash and temporary cash investments at end of period $ — $ —
Supplemental Cash Flow Information
Cash paid during the period:
Interest (net of amount capitalized) $ 33.0 $ 220
Income taxes paid $§ 55 $ 44.5

See notes to condensed consolidated financial statements.

Duqguesne Light Company
Consoclidated Statements of Comprehensive Income (Unaudited)

(Millions of Dollars)

{(Millions of Dollars)

Three Months Nine Months
Ended September 30, Ended September 30,
2005 2004 2005 2004
Net income $ 273 $ 17.0 $ 63.8 $ 531
Other comprehensive income (loss):
Unrealized holding losses on securitfes,
net of tax of $(0.7}, $(0.7}, $(0.8) and $(0.2) (1.1) (1.0) {1.2} {0.3)
Unrealized holding gains on cash flow hedging
instruments, net of tax of $6.0, $—, $6.6
and $— 8.5 — 9.3 —
Other comprehensive income (loss) 7.4 {1.0) 8.1 (0.3)
Comprehensive income $34.7 $ 16.0 $71.9 $ 528

See notes to condensed consolidated financial statements,



NOTES TOC CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS

The following Notes present information on both
Dugquesne Light Holdings, Inc. (Holdings) and
Duquesne Light Company {Duquesne Light).
Information on Heldings and its subsidiaries (not
including Duquesne Light and its subsidiaries) shall
not be deemed to be included as pait of Duquesne
Light's Notes.

References in the Notes to “we,” “us” and “our”
are to Holdings and its subsidiaries, collectively.

1. ACCOUNTING POLICIES

Consolidation

Holdings is an energy services halding company.
Our subsidiaries include those discussed below.

The consolidated financial statements of Holdings
and Duquesne Light include their accounts and their
wholly and majority owned subsidiaries. The equity
method of accounting is used for 20% to 50%
interests in other companies. Under the equity
methaod, original investments are recorded at cost
and adjusted by our share of undistributed earnings
or losses of these companies. All material
intercompany balances and transaclions have been
eliminated in the consolidation.

In addition, effective March 31, 2004, we
consolidate variable interest entities for which we are
the primary beneficiary in accordance with Financial
Accounting Standards Board (FASB) Interpretation
No. 48, “Consolidation of Variable Interest Entities”
(revised December 2003) (FIN 48), regardless of the
ownership percentage held by us.

Continuing Operations

Duquesne Light, our largest subsidiary, is an
electric utility engaged in the supply (through its
provider-of-last-resort service (POLR)), transmission
and distribution of electric energy.

Duquesne Power, L.P., an unregulated
subsidiary, maintains a portfolio of energy commodity
contracts to provide full-requirements energy supply
contracts for both (i) Duguesne Light's residential and
small commercial POLR customers and (ii)
Duguesne Light Energy, LLC’s large commercial and
industrial customers. These energy commaodity
contracts are with unrelated parties and include
payment guarantees from Holdings.

Duquesne Light Energy, LLC (DLE) is an
unregulated, competitive, retail electric generation
supplier that offers customized solutions tailored to
meet its customers’ specific electricity needs. DLE's
primary focus is on the large commercial and

industrial customer market segment in Duquesne
Light's service territory.

Duguesne Energy Solutions, LLC (DES) is an
energy facilities management company that provides
energy outsourcing solutions inciuding operation and
maintenance of energy and synthetic fuel facilities.

DQE Financial Corp. owns, operates and
maintains landfill gas collection and processing
systems, and is an investment and portfolio
management organization focused on structured
finance and alternative energy investments.

DQE Communications, LLC owns, operates and
maintains a high-speed, fiber optic based network,
and leases dark fiber from the network to
commercial, industrial and academic customers.

DQE Capital Corporation provides financing to
Holdings for use with its affiliates.

Discontinued Operations

During 2003, AguaSource, Inc. (formerly our
water resource management subsidiary) completed
the sale of its assets, pursuant to agreements
entered into in 2002, We sold the propane distribution
business of our subsidiary, Pro Am, Inc., in
December 2002. (See Note 8.)

Basis of Accounting

Holdings and Duguesne Light are subject to the
accounting and reporting requirements of the
Securities and Exchange Commission {SEC).
Duguesne Light's electricity delivery business is also
subject to regulation by the Pennsyivania Public
Utlity Commission (PUC) and the Federal Energy
Regulatory Commission (FERC) with respect to rates
for delivery of electric power, accounting and other
matters.

The electricity delivery business segment meets
the criteria of Statement of Financial Accounting
Standards (SFAS) No. 71, “Accounting for the Effects
of Certain Types of Regulation,” and accordingly
reflects regulatory assets and liabilities consistent
with cost-based ratemaking reguiations, The
regulatory assets represent probable future revenue,
because provisions for these costs are currently
included, or are expected to be included, in charges
to electric utility customers through the ratemaking
process. The majority of these assets are currently
being recovered over a period of approximately 26
years and are not earning a rate of return.

Pursuant to the PUC’s final restructuring order,
generation-related transition costs were being
recovered through a competitive transition charge
(CTC) collected in connection with providing
transmission and distribution services. This collection
period ended in the third quarter of 2005 when the



remaining CTC balance was collected from the last
customer class.

The preparation of financial statements in
conformity with accounting principles generally
accepted in the United States of America requires
management to make estimales and assumptions
with respect to values and conditions that affect the
reported amounts of assets and liabilities, and
disclosure of contingent assets and liabilities, at the
date of the financial statements. The reported
amounts of revenues and expenses during the
reporting period also may be affected by these
estimates and assumptions. Management evaluates
these estimates on an ongoing basis, using historical
experience and other methods considered
reasonable in the particular circumstances.
Nevertheless, actual results may differ significantly
from these estimates.

The interim financial information for the three and
nine month periods ended September 30, 2005 and
2004 is unaudited and has been prepared on the
same basis as the audited financial statements. In
the opinion of management, such unaudited
information includes all adjustments (consisting only
of normal recurring adjustments) necessary for a fair
presentation of the interim information. This
information does not include ail footnotes which
would be required for complete annual financial -
statements in accordance with accounting principles
generally accepted in the United States of America.

These statements should be read with the
financial statemenis and notes included in our
Annual Report on Form 10-K for the year ended
December 31, 2004 filed with the SEC. The results of
operations for the three and nine months ended
September 30, 2005, are not necessarily indicative of
the results that may be expected for the full year.

Recent Accounting Pronouncements

Share-Based Payments

In December 2004, the FASB issued SFAS No.
123R, “Share-Based Payment (revised December
2004),"” which will eliminate the use of Accounting
Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees.” SFAS 123R requires
entities {o recognize the cost of employee services
received in exchange for awards of equity
instruments based on the grant-date fair value of
those awards. This standard is effective at the
beginning of the first fiscal year that begins after
June 15, 2005. We are currently evaluating the
impact of the adoption of this standard on our
financial statements.

Accounting for Conditional Assel Retirernent
Obligations

In March 2005, the FASB issued Financial
interpretation No. 47, "Accounting for Conditional
Asset Retirement Obligations — an interpretation of
FASB Statement No. 143," which clarifies that the
term *conditional asset retirement obligation” refers to
a legal obligation to perform an asset retirement
activity. This interpretation also states that the fair
value of a liability for the conditional asset obligation
should be recognized when incurred, This
interpretation is effective no later than the end of the
fiscal year ending after December 15, 2005. We are
currently evaluating the impact of the adoption of this
standard on our financial statements.

Earnings Per Share

Basic earnings per share are computed on the
basis of the weighted average number of comman
shares outstanding. Diluted earnings per share are
computed on the basis of the weighted average
number of common shares outstanding, plus the
effect of the outstanding Employee Stock Ownership
Plan shares, Holdings preferred stock, stock options
and performance share awards. The treasury stock
method is used in computing the dilutive effect of
stock options, This method assumes any proceeds
obtained upon the exercise of options would be used
to purchase common stock at the average market
price during the period. The following lables present
the numerators and denominators used in computing
the diluted earnings per share from continuing
operations for Holdings for the three and nine months
ended September 30, 2005 and 2004,

Diluted Earnings Per Share for the Three Months
Ended September 30,

{Millions of Dollars) 2005 2004
Income from continuing
operations $43.5 $23.4
Dilutive effect of:
ESOP dividends 0.3 0.3
Preferred stock dividends — 0.1

Diluted Earnings from
Continuing Operations
for Common Stock $43.8 $23.8




{Millions of Shares) 2006 2004
Basic average shares 77.8 76.6
Dilutive effect of:

ESOP shares 0.8 0.8
Holdings preferred stock —_ 0.5
Performance share awards

and stock options 0.1 0.4
Diluted average shares 78.7 78.3
Diluted Earnings

Per Share from
Continuing Operations $0.56 $0.30

Diluted Earnings Per Share for the Nine Months
Ended September 30,

{Millions of Dollars}) 2005 2004
Income from continuing
operations $99.7 $68.1
Dilutive effect of:
ESOP dividends 08 0.9
Preferred stock dividends S 0.3
Diluted Earnings from
Continuing Operations
for Common Stock $100.5 $69.3
{Millions of Shares) 2005 2004
Basic average shares 77.6 76.3
Dilutive effect of:
ESOP shares 0.8 08
Holdings preferred stock — 0.6
Performance share awards
and stock options 0.1 0.4
Diluted average shares 78.5 78.1
Diluted Earnings
Per Share from
Continuing Operations $1.28 $0.89

2. RATE MATTERS

Effective January 1, 2005, Duquesne Light joined
PJM Interconnection {PJM), becoming (along with
other electric generation suppliers) a load-serving
entity within PJM. In addition, POLR Il became
effective on that date.

As previously reported, the FERC has issued a
series of orders eliminating the regional through and
out rates {RTOR) for certain transmission services
between the Midwest Independent System Operator
{MISO) and PJM effective December 1, 2004. A
transitional pricing mechanism called the seams
elimination charge adjustment (SECA) has been put
in place through March 2006 in order to compensate
transmission owners for the estimated revenue lost
as a result of the elimination of the RTOR. Total
SECA charges for the Duquesne Light Zone are
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expected to be approximately $39 miliion. The
FERC has accepted revised compliance filings
implementing SECA charges among load-serving
entities within the Duquesne Light zone. Under that
filing, Duquesne Light was allocated approximately
$11 million of ihe SECA charges. The other load-
serving entities in the Duquesne Light zone were
allocated the remainder of such charges. DLE's
allocation of SECA charges will depend on the
amount of load it serves; based on current load,
DLE's allocation is expected to be approximately
$1.8 miltion,

The SECA charges must be paid by load-serving
entities within the Duguesne Light zone on a current
basis. In June 2005, Duquesne Light filed a request
with the PUC for permission to pass SECA charges
through to its POLR customers. This request was
granted by the PUC in August 2005, subject to
disposition of any complaints filed against the
request. Duquesne Light has put these charges into
effect for service beginning August 26, 2005.
However, if the FERC ultimately adopts a SECA level
and allocation method that differs from the proposed
charges initially accepted by the FERC for billing
purposes, refunds or surcharges will be used to
compensate or charge the appropriate entity for the
difference between the amounts initially accepted by
the FERC and the amounis ultimately determined to
be just and reasonable by the FERC. The final
amount of our SECA obligations therefore remains
uncertain.

As of September 30, 2005, Duquesne Light has
reflected SECA charges totaling $6.7 million on the
condensed consolidated balance sheets in regulatory
assets.

3. RECEIVABLES

The components of receivables for the periods
indicated are as follows:

Holdings

(Millions of Dollars)
September 30, December 31,

2005 2004
Electric customers $84.8 $758
Unbilled electric
customers 31.0 313
Other 30.0 26.5
Less: Allowance
for uncollectible
accounts {18.7) (18.1)
Total $127.1 51155




Duquesne Light

{Mitlions of Dallars)
September 30, December 31,

2005 2004
Electric customers $804 $75.8
Unbilled electric
customers 28.0 311
Loan to Holdings — 250.0
Affiliate receivables 5.0 18
Other 13.3 10.1
Less: Allowance
for uncollectible
accounts (18.4) (17.9}
Total $108.3 $350.9

4, DERIVATIVE INSTRUMENTS

Energy Contracts

Beginning January 1, 2005, our supply business
is responsible for providing all of the energy
requirements for both (i} residential and small
commercial POLR customers and (ii) any customers
with whom DLE contracts. To meet this obligation, we
entered into energy commedity contracts with
multipte investment-grade suppliers for & significant
portion of our expected customer requirements.
These purchase contracts are designed solely to
provide for the delivery of energy as needed to
supply customer usage. A Board-approved risk
management policy permits transactions for the
prudent management of customer energy
requirements, and precludes any speculative
transactions.

The accounting for these contracts considers the
provisions of SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities,” as
amended and interpreted. Under the terms of the
cohtracts, some of the energy purchases are
delivered to the Duquesne Light zone as defined by
PJM. These purchases qualify for the normal
purchase and sale exempiion under SFAS No. 133
and are reflected as purchased power expense in the
condensed consolidated statements of income at
their wholesale price upon delivery to us. As of
September 30, 2005, the remaining notional value of
these contracts was $414.2 million, including
$372.7 million for the contracts that mature after
December 31, 2005.

We aiso entered into certain purchase contracts
that are for delivery to points other than the
Duquesne Light zone within PJM. Because these
contracts are not settled at the Duguesne Light zone,
they do not qualify for the normatl purchase and sale
exemption and are recorded in the condensed
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caonsolidated financial statements at fair value.
Subsequent changes in the fair value of these
contracts are recorded currently in earnings unless
certain hedge accounting criteria are met. The
remaining notional amount of these contracts as of
September 30, 2005, is $372.1 miltion, including
$353.4 million for the contracts maturing after
December 31, 2005. The above amounts include
contracts maturing after December 31, 2005 with
aggregate notional values of $97.5 million that have
been designated as cash flow hedges. To the extent
the hedges are determined to be effective, and
certain other criteria are met, the changes in the
value of these contracts are included in the statement
of comprehensive income, net of deferred taxes.
Amounts recorded in the statement of comprehensive
income related to cash flow hedges will be
recognized in earnings as the related contracts are
setiled. :

We entered into sales contracts maturing in 2005
through 2007 that are accounted for on a mark-to-
market basis. The notional amount of these sales
contracts was $184.9 million as of September 30,
2005, These contracts were entered into primarity for
the purpose of offsetting volatifity associated with the
mark-to-market accounting for the purchase contracts
maturing in 2006 and 2007, as described above. We
record the revenue associated with our mark-to-
market contracts on a net basis in purchased power
expense in our condensed consolidated statements
of income.

The following table summarizes the derivative
assels and liabilities for the energy contracts included
in the condensed cansolidated balance sheets for
hoth Heldings and Duquesne Light:

{Millions of Dollars}
September 30, December 31,

2005 2004
Short-term derivative
assets $47.5 $08
Long-term derivative
assets 12.7 —
Total derivative assets 60.2 0.8
Short-term derivative
liabilities 10.8 —
lL.ong-term derivative
liabilities 10.9 0.7
Total derivative
liabilities 21.7 0.7
Net Derivative Assets $38.5 $0.1




The change in the net derivative assets, for
contracts not accounted for as cash flow hedges, of
$22.8 million for the nine months ended September
30, 2005, has been recorded as an offset to
purchased power expense in the condensed -
consolidated statements of income for bath Hoidings
and Duquesne Light. Fer the nine months ended
September 30, 2005, the amount related to hedge
ineffectiveness of energy contracts was immaterial.

Interest Rate Locks

In anticipation of the August 2005 issuance of
$320 million of senior unsecured debt, Holdings
entered into a series of interest rate lock agreements
during the second quarter of 2005 to hedge exposure
to interest rate fluctuations for $250 million of the
senior unsecured debt. These agreements were
designated as cash flow hedges under SFAS No.
133. Holdings settled the rate lock agreements in
conjunction with the issuance of the debt, therefore
the hedge was determined to be 100% effective. As a-
result of the settlement, Holdings received $7.4
million in cash and recorded $4.3 miillion in the
statement of comprehensive income, net of deferred
taxes of $3.1 million. Amounts recorded in
comprehensive income related to these agreements
will be recognized as an approximate $0.3 million
reduction of annual interest expense through August
2015, and an approximate $0.2 million annual
reduction from September 2015 through August
2035.

On February 9, 2005, we entered into an interest-
rate lock agreement for $100 million of senior
unsecured debt that we originally planned to issue in
the first quarter of 2005. The interest-rate lock was
designated as a cash flow hedge under SFAS No.
133. Changes in our cash requirements resulted in
the postpenement of the debt offering. On March 30,
2005, we unwound the interest-rate lock agreement,
resulting in a $4.0 million pre-tax gain that was
recorded in other income on Holdings condensed
consolidated statements of income.

5. DISPOSITIONS

In September 2005, DQE Financial sold its
investment in a leveraged lease involving a gas
processing faciiity, received $9.9 million in cash and
recorded a pre-tax loss of $1.3 miliion in other
income on Holdings condensed consclidated
statement of income.

In August 2005, DES entered into agreements to
sell up to six on-site energy facility management
projects to DTE Energy Services for expected
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aggregate cash proceeds of between $35 and

$40 million, subject to working capital adjustments.
On September 30, 2005, DES closed on the sale of
one of the energy facility management projects,
received $24.5 million in cash and recognized a pre-
tax gain of $18 million in other income on Holdings
condensed consolidated statement of income.

In the first nine months of 2005, DQE Financial
received $2.5 million in additional cash sales
proceeds related to the 2004 sale of 50% of its
investment in a synthetic fuel partnership, and has
recognized an additional pre-tax gain in other income
on Haoldings condensed consolidated statement of
income. Additional sale proceeds may be received
during the remainder of the tax credit period through
December 2007.

In January 2005, DQE Financial sold its
investment in a natural gas operating partnership
for $12.7 million in cash and recognized a pre-tax
gain of $7.1 million in other income on Holdings
condensed consolidated statement of income.

In September 2004, DQE Financial sold an
investment in a landfill gas operation and received
$2.9 million of cash proceeds, and recognized a pre-
tax loss of $2.1 million in other income on Holdings
condensed consolidated statement of income. In
August 2005, DQE Financial determined that no
additional proceeds are to be received related to the
contingent portion of the sale. Therefore, DQE
Financial has recognized an additional pre-tax loss of
$3 million in other income, on Holdings condensed
consolidated statement of income, related to the
basis in the assets that were subject to the contingent
portion of the sale.

In September 2004, Duquesne Power terminated
the acquisition of the Sunbury generation station and
recorded an $8.3 million pre-tax charge related to the
write-off of deferred cosis and deposits made.

6. NOTES PAYABLE AND LONG-TERM DEBT

During August 2005, Holdings issued $200 million
of 5.5% senior notes due August 15, 2015 and $120
million of 6.25% senior notes due August 15, 2035.
Proceeds were used fo repay the $250 million
intercompany loan with Duguesne Light and
approximately $37 million of variable rate borrowings
under Holdings’ credit facility. The remaining balance
was used for general corporate purposes.

Duquesne Light used the proceeds received from
the repayment of the Holdings' intercompany loan
plus available cash to purchase at par upon
mandatory tender $320.1 million of variable rate
Pollution Control Revenue Refunding Bonds with
maturity dates ranging from 2020 to 2033. The



purchased honds are presented as extinguished debt
in conformity with SFAS No. 140, "Accounting for
Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities.”

During July 2005, both Holdings and Duquesne
Light extended the maturity date of their existing
revolving credit facilities from September 2007 to July
2010. In addition, Holdings' credit facility was
increased from $175 million to $200 million.

As of Septemnber 30, 2005, no borrowings were
outstanding under either the Holdings or Duguesne
Light revolving credit facility. Letters of credit totaling
$62.1 million at Holdings (including $6.7 million at
Duquesne Light) were outstanding under the credit
facilities on September 30, 2005.

in May 2004, Duguesne Light issued $200 million
of 5.7% first mortgage bonds {due 2014),

During 2004, Duguesne Capital redeemed
$150 million principal amount of its Monthly Income
Preferred Securities, Series A (MIPS). Pursuant
to the terms of the MIPS, Duquesne Light
simuitanecusly redeemed $151.5 million of its
Subordinated Debentures.

On February 18, 2004, as part of an amended and
restated concession agreement with the City of
New York, GSF Energy, L.1..C., a DQE Financial
subsidiary, paid $4.5 million to the City and was
released from all financial obligations under the prior
concession agreement, including the $21.4 million
note payable to the City. As a direct result of the
settlement, we are recognizing approximately
$16 million in pre-tax income ratably over the new
contract term, scheduted to end June 30, 2006.

7. COMMITMENTS AND CONTINGENCIES

Guaranfees

As part of DQE Financial's investment portfolio in
seven affordabie housing funds, we have received
fees in exchange for guaranteeing a minimum
defined yield to unrelated investors. We entered into
these transactions between 1295 and 1999 because
of the atlractive risk/reward characteristics available
to guarantors. The guarantee period will expire by
2015. 1n the event the underlying affordable housing
properties do not generate the necessary minimum
yield during the guarantee period, we will make cash
payments necessary to achieve the minimum yield.
The original amount guaranteed was approximately
$250 million, and has declined as investors have
earned the guaranteed returns. We estimate the
maximum potential amount of undiscounted future
payments that we could be required to make under
the guarantees if the investors earn no future returns
was $40.5 million as of September 30, 2005.
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In connection with the sale of six synthetic fuel
facilities in 2000 by our indirect subsidiary, Duquesne
Energy, Inc., we agreed to guarantee our subsidiary’s
obligations and liabilities to the third party purchaser
under the purchase agreement, including our
subsidiary’s indemnification obligations against
breaches of warranties, representations and
covenants contained therein. The guarantee
generally extends up to six years or otherwise as
provided under the applicable statute of limitations,
hased on the expiration of the underlying
representations, warranties and covenants. We have
determined our exposure to be limited, as both legal
and factual representations and warranties have
been primarily limited to matters within the control
and knowledge of our subsidiary. As such, no liability
has been recorded on the condensed consolidated
balance sheets. In connection with an IRS audit for

‘the years 1998 through 2002 described in this

footnote below under the subheading "income
Taxes", in July 2005, the IRS issued a Notice of
Proposed Adjustment in which its field auditors
asserted that five of the six synthetic fuel facilities
sold in 2000 were not placed in service by the
required June 30, 1998 date and, therefore, the
Section 29 tax credits for those five facilities should
be disallowed.

We do not agree with the IRS’ position and will
vigorously defend our position that the synthetic fuel
facilities were placed in service by June 30, 1998.

In addition, Holdings has backed certain limited
obligations during a long-term contract held by a
subsidiary with a $1.5 million payment guarantee that
has not been recorded as a liability on the condensed
consolidated balance sheets. We do not believe
these guarantees will have any material impact on
our results of operations, financial position or cash
flows.

Holdings has guaranteed portions of the
obligations of Duquesne Power under its energy
commodity contracts in order to use Holdings’
stronger credit profile to obtain better pricing and
contract terms for Duguesne Power. In general, if
Duguesne Power is required to make a payment
under these contracts and fails to do so, Holdings
would be required to make such payment. The
notional value of the contracts (and consequently the
guarantee amounts) changes as additional energy
commaodities are bought or sold, and as Duquesne
Power pays for its energy commodity deliveries. As of
September 30, 2005, the maximum amount of
Holdings' payment guarantee related to the purchase
and capacity obligations totaled $687.7 million, or
85%, of the total remaining notional value under
these contracts. In addition, Holdings guarantees




Duquesne Power's obligations to deliver energy
under the energy sales contracts, to the extent that
Buquesne Power would be obligated to compensate
the counterparty for the difference in the
counterparty’'s cost to procure the energy and the
contract price. As of September 30, 2005, no
guarantee amount has been recorded as a hability on
the condensed consolidated balance sheets. In
addition, Holdings posts coliateral on behaif of
Duquesne Power as needed under the energy
commodity contracts. As of September 30, 2005, no
collateral was outstanding.

In conjunction with certain transactions, prlmarliy
divestitures, we provide routine indemnifications
(e.g., retention of previously existing environmental,
tax and employee liabilities) whose terms range in
duration and often are not explicitly defined. Where
appropriate, an obligation for such indemnifications is
recorded as a liability. Because the obligated
amounts of these types of indemnifications often are
not explicitly stated, the overall maximum amount of
the obligation under such indemnifications cannot be
reasonably estimated. Other than obligations
recorded as liabilities at the time of divestiture,
historically we have not made significant payments
for these indemnifications.

Income Taxes

The {RS has audited all federal corporate tax
returns for the years through 1997 and these years
are closed. As a result of this audit, the batance,
including interest due to the IRS, of $52.9 million and
$50.9 million as of September 30, 2005 and
December 31, 2004, is included in other current
liabilities on our candensed consolidated balance
sheets.

The IRS is currently auditing the 1998 through
2002 tax years. During that period, one of our
subsidiaries constructed and operated six synthetic
fuel facilities, which were subsequently sold in the
year 2000 to a third party, as described more fully in
this footnole above under the subheading
"Guarantees.” DES currently operates five of these
six facilities under an agreement with the third party
purchaser. in July 2005, the IRS issued a Notice of
Proposed Adjustment in which it determined thai five
of these six facilities were not placed in service by the
required June 30, 1998 date and, therefore, the
Section 29 tax credits for these five facilities should
be disallowed. As discussed above, we do not agree
with the IRS' position. We cannot predict when this
issue will ultimately be resolved. We claimed
approximately $6.5 million of Section 29 tax credits
relating to the ownership of these five synthetic fuel
facilities prior to their sale in 2000.
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The Pennsylvania Department of Revenue has
issued assessments of additional tax for 1999
through 2002 primarily to include income of a
Duquesne Light out of state subsidiary corporation in
Pennsylvania taxable income. If, as expected, the
Department asserts the same positions for 2003 and
2004, Duquesne Light's total exposure for all years,
without interest or penaity, could approximate
$86 million (net of associated federal benefit}.
Uttimately, Duquesne Light expects all years involved
to be appealed to and decided at the Pennsylvania
Commonwealth Court.

It is not possible to predict if, when, or to what
extent any state income tax adjustments ultimately
proposed for the period 1399 through 2004 will be
sustained. Duguesne Light does not believe that the
ultimate resolution of its state tax issue for the years
1999 through 2004 will have a material adverse effect
on its financial position or results of operation.
However, the resolution, depending on the extent and
timing thereof, could have a material adverse effect
on cash flows for the period in which they are paid.

In connection with the above examinations, both
Holdings and Duquesne Light have established tax
reserves, which are included in other current and
non-current liabilities on the condensed consolidated
balance sheets. We believe these reserves are
adeguate in relation to the above matters. We
regularly assess the likelihocd of additional
assessments resulting from these and subsequent
years' examinations. Once estabiished, reserves are
adjusted only when there is more information
available or when an event cccurs that necessitates a
change to the reserves.

Employees

Duquesne Light is a party to a labor confract
with the International Bratherhood of Electrical
Workers, which represents mare than 70% of
Duquesne Light's approximately 1,400 employees.
This contract was recently renegotiated, and expires
in September 2010.

Legal Proceedings

Shareholder Class Acfion. in October 2005, the
court approved a settlement of all claims of the class
and sub-class. The setllement will be covered in full
by our insurance.

Possible Phase-out of Section 29 Tax Credits
Section 29 of the Intermnal Revenue Code provides
tax credits through 2007 for the production and sale
of non-conventional fuels, including solid synthetic
fuels and landfill gas. Hoidings earns Section 29 tax
credits from DQE Financial's landfill gas operations



and an investment in a synthetic fuel partnership.
Duquesne Energy Solutions operates synthetic fuel
facilities for a single customer, earning fees based on
production.

Section 29 tax credits are subject to a phase-out
provision that reduces tax credits as the average
annuat weilhead price per barrel of domestic crude oil
increases into an inflation-adjusted phase-out range.
For 2004, the tax credit would have begun to phase-
out if the annual average wellhead price of domestic
crude oil exceeded $51.35 per barrel and would have
been completely phased out if the anpual average
wellhead price of domestic crude oil exceeded
$64.47 per barrel.

The 2005 phase-out range will be calculated using
inflation rates published in 2006 by the IRS. Based
on both the estimated average wellhead price to date
and current futures prices for the remaining months
of 2005, we believe that there will not be a phase-out
of tax credits in 2005.

Absent any efforts to mitigate market price
exposure, if domestic crude oil prices increase further
in 2005 and continue to stay at a high level in 2006
andfor 2007, tax credits and net income may be
reduced substantially due to the phase-out. Based on
our evaluation, as of September 30, 2005, we have
thus far determined not to enter into hedging
arrangements 1o reduce this exposure.

During the first nine months of 2005, we recorded
$15.2 million of Section 29 tax credits on Holdings
condensed consolidated statement of income. In
addition, as of September 30, 2005, we have certain
tangible and intangible assets related to DQE
Financial's landfill gas operations with a net book
value of approximately $6 million that may become
impaired if domestic crude ofl prices continue to
increase in the fulure. As of September 30, 2005, we
have no net book value retated to synthetic fuel
assets or investments.

Discontinued Operations

As part of the sale of AquaSource, we retained
certain obligations related to the business that was
sold to Aqua America, Inc., including responsibility for
certain eXisting litigation matters as well as a 10-year
indemnity for certain pre-closing environmental
claims. We purchased an environmental liability
policy to mitigate this indemnity. We also had a
maximum three-year indemnity obligation for certain
other pre-closing liabilities that was originatly limited
by a $15 million indemnity cap. Because Aqua
America had not made the minimum required
threshold of indemnification requests during the first
year after closing, this indemnity obligation was
reduced to a $7.5 million cap over a two year period.
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We have notified Aqua America that with the passage
of the second anniversary of the closing of the
transaction, the indemnification has terminated, and
no further claims can be made under the indemnity
obligation. Based on the closing of the
indemnification period and information relating to
indemnification requests made to date, it does not
appear that our ultimate liability to Aqua America
under the indemnity obligation will have a material
impact on Holdings' earnings or cash flow.

8. DISCONTINUED OPERATIONS

Pursuant to agreements entered into in 2002 to
sell the majority of our investment in AquaSource and
our investment in Pro Am, as well as our subsequent
sale of the remaining net assets of AquaSource,
these subsidiaries have been reflected as
discontinued operations in the condensed
consolidated financial statements.

The 3$3.3 million promissory note, due April T,
2005, from former members of AquaSource
management from the sale of AquaSource’s water
and wastewater utility construction business was paid
in full in January 2005 when the corresponding value
of outstanding shares of Holdings common stock
were surrendered by these individuals.

In March 2005, we received $0.9 million in cash
as final settlement on the sale of Pro Am.

The following tables summarize income
statement data from discontinued operations:

{Millions of Doliars)
Three Months Ended

September 30,
2005 2004

Revenues $ — $ —
Operating Results, net of tax

of $— and $({0.2) $ — $01
Gain from sale of

Discontinued Operations,

net of tax of $— and $0.1 01 AN
Income from

Discontinued Operations $01 $ 02




{Millions of Dollars)
Nine Months Ended

Septernber 30,
2005 2004

Revenues $ — $ —
Operating Results, net of tax

of $— and $0.1 $ —  $(0.1)
Gain from sale of Discontinued

Operatians, net of tax

of $0.2 and $0.5 04 08
Income from Discontinued

QOperations $ 04 $ 07

9. PENSION AND POSTRETIREMENT
BENEFITS

The following tables summarize the components
of net pericdic pension benefit cost:

{Millions of Dollars)
Three Months Ended

In January 2005, Duguesne Light met its .
obligation, pursuant.to the January 2001 PUC Order
regarding Duquesne Light's final generation asset
sale praceeds accounting, by contributing $32.1
million to the pension plans. As of September 30,
2005, we do not anticipate being required to
contribute any additional amounts to fund the pension
plans in 2005.

The following tables summarize the components
of net periodic postretirement benefit cost:

{Millicns of Dollars)
Three Months Ended

September 30,
2005 2004
Service cost § 2.0 $ 21
Interest cost 11.0 10.5

Expected return on plan assets  {13.9) {12.9}
Amortization of unrecognized

net transition obligation — 0.2
Amortization of prior service
costk 1.0 0.8
Amortization of actuarial gain — (0.1)
Net periodic pension benefit
cost $0.1 $ 06

{Millions of Dollars)
Nine Months Ended

September 30,
2005 2004
Service cost $ 66 $ 6.1
Interest cost 320 317

Expected return on plan assets  (41.5) {38.9)
Amortization of unrecognized

net transition obligation — 06
Amortization of priar service

cost 26 26
Amortization of actuarial gain — (0.5)

September 30,
2005 2004
Service cost $05 $04
Interest cost 0.5 0.8
Amaortization of unrecognized
net transition obligation 0.1 0.1
Amortization of prior service
cost 0.4 0.2
Armortization of actuarial loss 0.3 —
Net periodic postretirement
benefit cost $1.8 $15
{Millions of Dollars}
Nine Months Ended
September 30,
2005 2004
Service cost $1.1 $1.0
Interest cost 26 2.4
Amortization of unrecognized
net transition obligation 0.5 0.5
Amortization of prior service
coslt 038 0.5
Amortization of actuarial loss 0.3 —
Net periodic postretirement
benefit cost $5.3 $44

Net periodic pension benefit
(gain) cost $(0.3) $ 186

10. PREFERRED AND PREFERENCE STOCK

In April 2004, Duquesne Light issued 1.5 million
shares of 6.5% non-convertible preferred stock
($50 par and liquidation value), receiving net
proceeds of approximately $73 million.



11. PAYABLE TO AFFILIATES

In the first quarter of 2005, Duquesne Power
entered into a demand note with Holdings for general
working capital purposes. The note bears a market
rate of interest. Under the terms of the note,
Duquesne Power can have outstanding up to
$60 million from Holdings. As of September 30, 2005,
Duquesne Power had $25.3 million outstanding
under the demand note, which was included in
payable to affiliates on Duquesne Light's condensed
consolidated balance sheet.

Duquesne Light participates in a tax sharing
arrangement with Holdings to provide, among other
things, for the payment of taxes for periods during
which Holdings and Duguesne Light are included in
the same consolidated group for federal {ax
purposes. Duguesne Light shares in the consolidated
tax liability to the extent of its income or loss for the
year. As of September 30, 2005 and Becember 31,

2004, Duquesne Light's tax liability to Haldings under -

this arrangement was $40.4 million and $(2.6) million
and was included in payable to affiliates on
Duquesne Light's condensed consolidated balance
sheets.
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12. BUSINESS SEGMENTS AND RELATED
INFORMATION

Duquesne Light reports the following business
segments: (1) transmission and distribution of
electricity (electricity delivery business segment),

(2) supply of electricity by Duquesne Light {(Ququesne
Light supply business segment), and (3} coilection of
transition costs (CTC business segment).

Holdings reports the following business segments:
(1) transmission and distribution of electricity
(electricity delivery business segment), {(2) supply of
electricity {which includes the Duquesne Light supply
business segment and, beginning in 2005, supply by
DLE) (electricity supply business segment), (3}
collection of transition costs (CTC business
segment), (4) DES’ development, operation and
maintenance of energy facilities and, for a single
customer, synthetic fuel facilities (Energy Solutions
business segment), (5) DQE Financial's collection
and processing of tandfill gas and management of
structured finance and alternative energy investments
(Financial business segment), and (6) DQE
Communications’ operation, maintenance and
leasing of its fiber optic based network
(Communications business segment). We also report
an "all other” category to include our other
subsidiaries below the quantitative threshold for
disclosure. These subsidiaries provide corporate
administrative functions, financing, and insurance
services for our various affiliates.



Duquesne Light Company

Business Segments for the Three Months Ended September 30, 2005

(Millions of Dollars)

Duguesne
Electricity Light

Delivery Supply CTC Consolidated

Operating revenues $ 9786 $127.2 $ 1.0 $ 22538
Operating expenses 44.1 111.3 0.1 155.5
Depreciation and amortization expense 16.9 — 0.9 17.8
Qperating income 36.6 15.9 — 52.5
Other income - net 6.0 — — 6.0
Interest and other charges 11.8 0.5 — . 123
Income before income taxes 30.8 154 — 46.2
Income tax expense 12.5 6.4 — 18.9
Net Income 18.3 9.0 — 273
Dividends on preferred and preference stock 2.0 — — 2.0
Earnings available for common stock $ 16.3 $ 9.0 $ — $ 253
Assets $1,987.9 $66.4 § — $2,054.3
Capital expenditures $ 365 $ — $ — $ 365

Business Segments for the Three Months Ended September 30, 2004

(Miflions of Dollars)

Duguesne
Electricity Light

Delivery Supply CTC _Consclidated

Operating revenues $ 927 $117.6 $28 $ 2134
Operating expenses 41.0 110.3 0.1 1514
Acquisition termination cost — 83 — 83
Depreciation and amortization expense 15.8 — 2.7 18.5
Operating income . 35.9 (1.0) —_ 349
Other income - net 4.7 — — 47
Interest and other charges 11.9 — — 11.8
Income before income taxes 28.7 {1.0) — 27.7
Income tax expense 11.2 (0.9 — 10.7
Net Income 17.5 (0.5) — 17.0
Dividends on preferred and preference stock 2.0 — — 2.0
Earnings available for common stock $ 1565 $ (0.5) 5 — $ 150
Assets (a) $2,287 1 $ 1.2 $ 47 $2,293.0
Capital expenditures $ 198 $ 0.1 $ — $ 199

(a) Reiales lo assets as of December 31, 2004.
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Duquesne Light Company

Business Segments for the Nine Months Ended September 30, 2005

(Millions of Dollars)

Duquesne
Electricity Light

Delivery Supply CTC Consqlidated

Operating revenues $260.6 $341.5 $ 5.1 $607.2
Operating expenses 131.3 2951 0.3 426.7
Depreciation and amortization expense 48.4 — 47 53.1
Operating income 80.9 46.4 0.1 127.4
Qther income - net 16.8 0.3 — 171
Interest and other charges 36.7 1.2 — 37.9
Income before income taxes 61.0 45.5 0.1 106.6
Income tax expense 23.9 18.9 — 428
Net Income 371 26.6 0.1 63.8
Dividends on preferred and preference stock 6.0 — — 6.0
Earnings available for common stock $31.1 $26.6 $ 01 $57.8
Capital expenditures $73.9 $ — $ — $73.9

Business Segments for the Nine Months Ended September 30, 2004

(Millions of Dollars)

Duguesne
Electricity Light

Delivery Supply CTC  Consolidated

Operating revenues $261.1 $332.3 $ 8.1 $601.5
Operating expenses 123.0 307.8 0.3 431.1
Acquisition termination cost — 8.3 — 8.3
Depreciation and amortization expense 46.8 — 6 54.4
Operating income 91.3 16.2 0.2 107.7
Other income - net 136 — — 136
Interest and other charges 34.3 — — 34.3
Incorne before income taxes 70.6 16.2 0.2 87.0
Income tax expense 27.2 6.6 0.1 339
Net Income 43.4 9.6 0.1 53.1
Dividends on preferred and preference stock 4.6 — — 4.6
Earnings available for common stock $38.8 $ 96 $ 01 $485
Capital expenditures $59.8 $ 01 3 — $ 59.9
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Duquesne Light Holdings

Business Segments for the Three Months Ended September 30, 2005

(Millions of Dollars)

Electricity  Electricity Energy Comimuni- All Elfmina-  Consoli-
Delivery Supply CTC Solutions  Financial cations Other tions dated
Operaling revenues $ 976 $130.0 $ 1.0 $21.7 $ 113 $ 25 $ — $(0.8) $ 263.3
Operating expenses 44.1 113.5 0.1 10.3 12.9 0.9 29 (0.8) 183.9
Depreciation and
amortization expense 16.9 — 0.9 0.4 1.6 0.5 0.3 —_ 20.6
Operating income (loss) 366 16.5 11.0 (3.2) 11 3.2) — £8.8
Other income - net 6.0 (0.1) — 18.6 {1.6) - 0.8 (3.4) 0.3
Interest and other charges 13.8 0.5 —_ 0.1 0.1 —_ 5.2 {3.2) 16.5
Benefit from limited
partners’ interest — — — — 2.7 — — — 2.7
income (toss) before
income taxes 28.8 15.9 — 29.5 (2.2) 11 (7.6) {0.2) 65.3
Income tax expense
(benefit) 12,5 6.6 — 10.4 (6.2) 0.4 (2.0) 0.1 21.8
Income (foss) from
continuing operations $ 16.3 $ 9.3 $§ — $19.1 $ 40 $ 07 $ (5.8) ${03) $ 435
Assets $1,920.0 $68.8 $ — $24.0 $574.9 $ 293 $69.6 $ — $2,686.6
Capital expenditures $ 365 $ — $§ — $ 0.1 $ 0.3 $ 0.9 $ — $ — $ 378
Business Segments for the Three Months Ended September 30, 2004
{Millions of Dollars)
Electricity  Electricity Energy Communi- All Elimina- Consoli-
Delivery Supply CcTC Solutions  Financial cations Other fions dated
Operating revenues $ 927 $117.6 %528 $204 $ 75 $ 22 $ — $ (0.4) $ 2428
Operating expenses 41.0 110.3 0.1 9.5 10.7 0.8 1.3 (0.4) 173.3
Acquisition termination cost — 83 — — — — — — 83
Depreciation and
amortization expense 15.8 - 2.7 0.4 1.4 05 0.2 — 21.0
Operating income (loss) 35.9 (1.0) — 10.5 {4.6) 0.9 (1.5) — 40.2
Other income - net 4.7 — — 0.3 0.3 — 0.6 4.1) 1.8
Interest and other charges 13.9 — — 0.1 —_ — 6.3 (4.2) 16.1
Benefit from limited
partners' interest — — — — 2.5 — — — 2.5
Inrcome (loss) before
income taxes 26.7 (1.0} — 10.7 (1.8) 0.9 (7.2} 0.1 28.4
Income tax expense
{benefit) 11.2 {0.5) — 3.8 (7.8} 0.3 (2.4) 0.4 5.0
Income (loss) from
continuing cperations $ 155 $ {0.5) 3 — $ 6.9 $ 6.0 $ 08 $ (4.8) $ (0.3) $ 234
Assets {a) $1,879.5 $ 11 $ 47 $32.6 $604.4 $28.6 $ 81.9 5 — $2,632.8
Capital expenditures $ 19.8 $ 0.1 5 — 5 — $ 06 $ 04 5 — $ — $ 209

{a) Relates to assets as of December 31, 2004.
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Duguesne Light Holdings

Business Segments for the Nine Months Ended September 30, 2005

{Millions of Dollars)

Electricity  Efectricity Energy Communi- All Elimina- Consoli-
Delivery Supply ciC Solutions Financial cations Other tions dated
Qperating revenues $ 260.6 $347.2 $ 51 $53.9 $ 323 $ 7.2 $ — $(2.4) $703.9
Operaling expenses 131.3 300.3 0.3 25.1 34.6 2.7 6.0 (2.4) 497.9
Depreciation and
amoriization expense 48.4 — 4.7 1.3 4.3 1.5 0.7 — 61.4
Operating income {loss) 80.9 46.9 0.1 27.5 (7.1 3.0 {6.7) — 144.6
Other income - net 16.8 0.3 — 18.7 10.3 0.1 59 (13.0) 39.1
Interest and other ¢charges 427 1.2 — 0.1 0.4 — 14.0 {12.4) 457
Benefit from limited
partners’ interest — —_ — — 7.6 — — — 7.6
income (loss) before
income taxes 56.0 46.0 0.1 46.1 10.7 3.1 {14.8) (0.6) 145.6
Income tax expense
{benefit) 23.9 19.1 — 16.6 (12.1) 1.2 {2.9) 0.1 459
Income {(loss) from
continuing operations $ 3.1 $ 269 $ 01 $29.5 $228 $19 $(11.9) ${0.7) $ 99.7
Capital expenditures $ 739 $§ — $ — $ 0.1 $ 04 $23 $ — $ — $ 76.7
Business Segments for the Nine Months Ended September 30, 2004
{Millions of Dollars)
Electricity  Electricity Energy Comimuni- All Elimina-  Censoli-
Delivery Supply C7C Solutions  Financial cations Other fions dated
Operating revenues $2611  $3323  § 8.1 $502  $222 $59 3 — $(10) $6788
Cperating expenses 123.0 3078 0.3 246 31.2 23 8.4 (1.9} 496.6
Acquisition termination cost — 8.3 — — — — — — 8.3
Depreciation and
amorization expense 46.8 — 7.6 1.5 4,2 1.4 0.6 — 62.1
Operating income (loss) 91.3 16.2 0.2 241 (13.2) 2.2 (9.0} — 111.8
Other income - nét 13.6 — — 1.1 51 — 1.1 (11.7) 9.2
Interest and other charges 38.9 — — 0.1 0.1 — 18.4 (11.8) 45.7
Benefit from limited
partners’ interesl — — — - 5.0 — — — 5.0
Income (loss) before
income laxes 66.0 16.2 02 251 (3.2) 22 (26.3) 0.1 80.3
Income tax expense
{benefit) 27.2 6.6 0.1 8.9 (22.9) 0.9 (9.0) 0.4 122
Income (loss} from
continuing operations $ 388 $ 86 $ 0.1 $ 16.2 $19.7 $13 $(17.3) % (0.3) $ 68.1
Capital expendilures $ 59.8 § 0.1 $ — $ — $ 06 3 i1 $ — 5 — £ 618

13. SUBSEQUENT EVENTS

On October 18, 2005, Heldings filed a sheif
registration statement for up to $400 million of
‘preferred stock. common stock, stock purchase

contracts, stock purchase units, warrants and debt
securities, to be issued from time to time.

On QOctober 31, 2005, DES closed on the sale of
two energy facility management projects, pursuant to

the agreements entered into in August 2005, for
$10.1 million in cash and the assumption by the
buyer of certain non-cash lease related liabilities.

As a result, DES will record a pre-tax gain of
approximately $13 million in October. The agreement

for one of the above energy facility management
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contracts provides the buyer with a guarantee that
DES would repay a portion of the purchase price if
the counterparty to the management contract would
terminate the contract for convenience, as defined by
the agreement (the Repayment Guaranteg). The
maximum Repayment Guarantee amount is
approximately $3.7 million if the contract is
terminated immediately. The Repayment Guarantee
is reduced daily, based on the passage of time,
through January 1, 2018, at which time the
Repayment Guarantee expires. The estimated
recorded liability for the fair value of the Repayment
Guarantee is not material.

On October 31, 2005, DES agreed to terminate
the agreement to sell one of the six energy facility
management projects entered into in August 2005.
The termination of this agreement does not materially
change the total expected proceeds resuiting from
these sales. (See Note 5.)

MANAGEMENT’S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS.

ftem 2.

Part |, ftem 2 of this combined Quarterly Report
on Form 10-Q should be read in conjunction with our
combined Annual Report on Form 10-K for the year
ended December 31, 2004 filed with the Securities
and Exchange Commission (SEC), and with the
condensed consolidated financial statements, set
forth in Part I, ltem 1 of this Report.

This combined Quarterly Report on Form 10-Q
presents information on both Duguesne Light
Heldings, Inc. {Holdings) and Duguesne Light
Company {Duguesne Light).

References in this report to "we,” "us” and “our”
are to Holdings and its subsidiaries, collectively.
References to “Notes" are to the notes to the
condensead consolidated financial statements, set
forth in Part |, item 1 of this report.

Holdings is an energy services holding company
formed in 1989 to serve as the holding company for
Duquesne Light and to engage in unregulated energy
and related businesses.

Duquesne Light, our largest subsidiary, was
formed in 1912 by the consolidation and merger of
three constituent companies. Duquesne Light is an
electric utility engaged in the suppiy (through its
provider-of-last-resort service (POLR)), transmission
and distribution of electric energy.
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Duguesne Power, L.P., an unregulated subsidiary,
maintains a portfolio of energy commaodity contracts
to provide full-requirements energy supply contracts
for both (i) Duguesne Light's residential and smail
commercial POLR customers and {ii) Duquesne Light
Energy, LLC's large commercial and industrial
customers. These energy commodity contracts are
with unrelated parties and include payment
guarantees from Holdings.

Duquesne Light Energy, LLC (DLE) is an
unregulated, competitive, retail electric generation
supplier that offers customized solutions tailored to
meet its customers’ specific electricity needs. DLE's
primary focus is on the large commercial and
industrial customer market segment in Duquesne
Light's service territory.

Duquesne Energy Solutions, LLC (DES) is an
energy facilities management company that provides
energy outsourcing solutions including operation and
maintenance of energy and synthetic fuel faciiities.

DQE Financial Corp. owns, operates and
maintains landfill gas collection and processing
systems, and is an investment and portfolio
management organization focused on structured
finance and alternative energy investments. Effective
November 2004, DQE Financial became the sole
owner of Waste Energy Technology, LLC (WET), a
landfill gas engineering, design, construction and
operations firm.

DQE Communications, Inc. owns, operates and
maintains a high-speed, fiber optic based
metropolitan network, and leases dark fiber from the
network to commercial, industrial and academic
customers.

DQE Capital Corporation provides financing to
Holdings for use with its affiliates.

Service Areas and Customer Concentrations

Duquesne Light's electric utility operations provide
service to approximately 587,000 direct customers in
southwestern Pennsylvania (including in the City of
Pitisburghy}, a territory of approximately 800 square
miles.

QOur other business lings have operations and
investments in several states and Canada. Duguesne
Energy Solutions relies on a single customer, that
owns several synthetic fuel facilities, for substantially
all of its revenues and earnings.

Section 29 Tax Credits

In connection with the sale of six synthetic fuel
facifities in 2000 by our indirect subsidiary, Duquesne
Energy, Inc., we agreed to guarantee our subsidiary’s
obligations and liabilities to the third party purchaser
under the purchase agreement, including our
subsidiary’s indemnification obligations against



breaches of warranties, representations and
covenants contained therein. The guarantee
generally extends up to six years or otherwise as
provided under the applicable statute of limitations,
based on the expiration of the underlying
representations, warranties and covenants. We have
determined our exposure to be limited, as both legal
and factual representations and warranties have
been primarily limited to matters within the control
and knowledge of our subsidiary. As such, no liability
has been recorded on the condensed consalidated
balance sheets. In connection with an Internal
Revenue Service {IRS) audit for the years 1998
through 2002, in July 2005, the IRS issued a Notice
of Proposed Adjustment in which its field auditors
asserted that five of the six synthetic fuel facilities
sold in 2000 were not placed in service by the
required June 30, 1998 date and, therefore, the
Section 29 tax credits for these five facilities should
be disallowed for the current owner and us.

DES currently operates five of these six facilities
under an agreement with the third party owner. The
third party owner claims Section 29 tax credits with
regard to the production of the synthetic fuel. We
previously claimed approximately $6.5 million of
Section 29 tax credits relating to the ownership of
these five synthetic fuel facilities prior to their sale in
2000. Both the third party owner and we disagree
with the IRS’ position. We will vigorously defend our
position that the synthetic fuel facilities were properly
placed in service by June 30, 1998, We are currently
considering resolution of this matter by seeking
technical advice from the IRS' National Office,
pursuing an administrative appeal and/or litigating the
matter. We believe that the tax credits for the years
we owned the facilities, as well as for all of the years
the current owner is otherwise eligible to claim the
credits, will eventually be allowed. This belief is
based on our understanding of the relevant facts, and
our understanding that another taxpayer recently
announced that it received from the IRS National
Office a favorable technical advice memorandum
regarding the placed in service date of its synthetic
fuel facilities after disputing this issue with the field
agents auditing its tax returns. We cannot predict the
timing or the nature of the uitimate outcome of this
process. it could take a number of years before it is
ultimately resolved. In the meantime, we continue to
operate all of these facilities for the owner.

Should the third party owner reduce or terminate
operation of the synthetic fuel facilities for whatever
reason, our earnings and revenues from operating
and maintaining the facilities would also be reduced
or terminated.
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Regulation

Holdings and Duquesne Light are subject to the
accounting and reporting requirements of the SEC.
Duguesne Light's electricity delivery business is also,
subject to regulation by the Pennsylvania Public
Utility Commission {PUC) and the Federal Energy
Regulatory Commission (FERC) with respect to rates
for delivery of electric power, accounting and other
matters.

Business Segments

This information is set forth in "Results of
Operations” below and in Note 12 to our condensed
consolidated financial statements.

Critical Accounting Policies

As of September 30, 2005, there have been no
significant changes with regard to the critical
accounting policies disclosed in Management's
Discussion and Analysis in our Annual Report on
Form 10-K for the year ended December 31, 2004
except as discussed below. The policies disclosed .
included the accounting for the following: the effects
of regulation, unbilled electricity revenues,
impairment of long-lived assets and investments,
pension and other postretirement benefit plan
assumptions, income taxes, derivative instruments
and contingent liabilities.

We have expanded our policy concerning
derivative instruments to include the accounting for
revenue associated with the settlement of our mark-
to-market energy contracts and for derivative
instruments that qualify for hedge accounting.

Beginning January 1, 2005, we record the
revenue associated with our mark-to-market
contracts on a net basis in purchased power expense
in our condensed consolidated statements of income
in accordance with the Emerging Issues Task Force
No. 99-19 "Reporting Revenue Gross as a Principal
versus Net as an Agent.”

When a derivative instrument is entered into
management also determines if the derivative
quailifies as either a cash flow hedge (a hedge of
variable cash flows of a single transaction or a group
of similar transactions) or as a fair value hedge {a
hedge of the fair value of specific assets and
liabilities or specific firm commitments), in
accordance with Statement of Financial Accounting
Standards (SFAS) No. 133, "Accounting for
Derivative Instruments and Hedging Activities,” as
amended and interpreted. This process includes
formally documenting (i) the hedging relationships
and its risk-management objective and strategy for
undertaking the hedge transactions, (ii} the hedging



instrument, (iii) the hedged item or transaction, {iv}
the nature of the risk being hedged, (v) how the
hedging instrument's effectiveness in offsetting the
hedged risk will be assessed, and (vi) a description of
the method of measuring ineffectiveness.
Management also formally assesses, both at the
hedge’s inception and on an ongoing basis, whether
the derivatives that are used in hedging transactions
are highly effective in offsetting changes in cash
flows or fair values of hedged itemns.

Changes in the fair value of a derivative
designated as a cash flow hedge that is determined
to be highly effective are recorded in the statement of
comprehensive income, net of tax, and are
recognized in earnings over the life of the hedged
item. The ineffective portion of the change in fair
value of a derivative instrument that qualifies as a
cash flow hedge is recognized currently in earnings.
Changes in the fair value of a derivative designated
as a fair value hedge that is determined to be highly
effective, along with the corresponding gain or loss
on the hedged item, are recegnized currently in
earnings.

When it is determined that a derivative has
ceased to be a highly effective hedge, hedge
accounting is discontinued prospectively. When
hedge accounting is discontinued for cash flow
‘hedges, the derivative asset or liability remains on
the condensed consolidated balance sheet at its fair
value, and gains and losses that were in accumulated
other comprehensive income are recognized in
earnings. When hedge accounting is discontinued for
fair value hedges, the derivative asset or liability
rTemains on the condensed consolidated balance
sheet at its fair value and the hedged asset or liability
is no longer adjusted for changes in its fair value,

Proposed Accounting Standards

In July 2005 the Financial Accounting Standards
Board (FASB) issued proposed FASB Staff Position
No. 13-a “Accounting for a Change or Projected
Change in the Timing of Cash Flows Relating to
Income Taxes Generated by a Leveraged Lease
Transaction” (FSP No. 13-a). The proposed changes
included in FSP No, 13-a are not yet in effect, but if
issued in their current form, would be effective as
of the end of the first fiscal year ending after
December 15, 2005. As the December 2003
settlement with the IRS regarding DQE Financial's
structured tease and other similar investments
modified our tax benefits under these leases, this
proposed staff position, if issued in its current form,
would apply to Holdings and be effective as of
December 31, 2005. This proposed staff position
requires recoghition of the modified tax benefits from
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the inception of the leases, and as a resuit, upon
adoption of this standard, Holdings would record an
after-tax, cumulative effect charge of approximately
$90 to $95 million as of December 31, 2005. We
previously disclosed that the earnings volatility of the
lease investments was removed as a result of the
settlement with the IRS, and the revised eamings of
$3 miflion to $4 miliion annually would be realized
over the remaining lives of these leases. After
adopting this staff position, the amount of the
cumulative effect charge initially recorded would be
recognized as additionai lease earnings, beginning in
2006, over the remaining lives of these leases, which
range from 22 to 31 years (with early buy-out periods.
ranging from 7 to 18 years). Our current and future
cash flows would be unaffected by the adoption of
this proposed FASB Staff Position.

In July 2005 the FASB issued an exposure draft of
a proposed interpretation of FASB Statement No. 109
“Accounting for Uncertain Tax Positions.” The
proposed changes are not yet in effect, but are
expected to be issued in the first quarter of 2006. We
currently have certain tax disputes and are under
audit by both the Commonwealth of Pennsylvania
and the IRS, as outlined in Note 7 to the condensed
consolidated financial statements. This proposed
interpretation, if issued in its current form, would
apply to both Holdings and Duquesne Light and
would require recognition of a cumuiative effect upon
adoption. We are currently evaluating the overall
impact of this proposed interpretation on both
Holdings' and Duquesne Light's financial statements.

Forward-looking Statements

We use forward-looking statemenis in this report.
Statements that are not historical facts are forward-
looking statements, and are based on beliefs and
assumptions of our management, and on information
currently available to management. Forward-looking
statements include statements preceded by, followed
by or using such words as "believe,” “expect,”
“anticipate,” “plan,” “estimate” or similar expressions.
Such statements speak only as of the date they are
made, and we undertake no obligation to update
publicly any of them in light of new information or
future events. Actual results may materially differ
from those implied by forward-looking statements due
to known and unknown risks and uncertainties, some
of which are discussed below.

» (Cash flow, earnings, earnings growth,
capitalization, capital expenditures and dividends
will depend on the performance of Holdings'
subsidiartes, and board policy.



Demand for and pricing of electricity and landfill
gas, changing market conditions, and weather
conditions could affect earnings levels.
Puguesne Light's earnings will be affected by the
number of customers who choose to receive
electric generation through POLR II), by our
ability to negotiate appropriate terms with suitabie
generation suppliers, and by the performance of
these suppliers,

Projected POLR supply requirements will depend
on POLR customer retention, which in turn may
depend on market generation prices, as well as
the marketing efforts of competing generation
suppliers.

Transmission and distribution rate base and
earnings will depend on the ultimate structure of
our rate cases, which in turn will be subject to
PUC and FERC review and approval. Earnings
will also be affected by rate base, equity and
allowed return levels,

Regional transmission organization (RTO) rules
and FERC-mandated transmission charges could
affect earnings.

Changes in electric energy prices could affect
earnings as the fair value of our energy
commodity contracts fluctuates.

The amount and timing of any debt reduction or
refinancing will depend on the availability of cash
flows and appropriate replacement or refinancing
vehicles.

The amount and timing of any securities issuance
{debt or equity) will depend on financial market
performance.

The credit ratings received from the rating
agencies could affect the cost of barrowing,
access to capital markets and liquidity.

Customer energy demand, fuel costs and plant
operations could affect Duguesne Energy
Solutions' earnings.

Competition, operating costs and gas prices
could affect earnings and expansion plans in our
tandfilt gas business.

Earnings with respect to synthetic fue!
operations, landfill gas and affordable housing
investments will depend, in par, on the continued
availability of, and compliance with the
requirements for, applicable federal tax credits.
The availability of synthetic fuel and landfili gas
tax credits depends in part on the average well-
head price per barrel of domestic crude oif,
Demand for dark fiber will affect DQE
Cormmunications’ earnings.

The final resolution of proposed adjustments
regarding state income tax liabilities (which could
depend on negotiations with the appropriate
authgrities) could affect financial position,
earnings, and cash flows.
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« Qverall performance by Holdings and its affiliates
could be affected by economic, competitive,
regulatory, governmental and technological
factors affecting operations, markets, products,
services and prices, as well as the factors
discussed in Holdings' SEC filings made to date.

RESULTS OF OPERATIONS

Duguesne Light reports the following business
segments: (1) transmission and distribution of
electricity {electricity delivery business segment),

(2) supply of electricity by Duquesne Light (Duquesne
Light supply business segment), and (3} collection of
transition costs (CTC business segment).

Holdings reports the following business segments:

{1} transmission and distribution of electricity

(electricity delivery business segment), (2) supply of
electricity (which includes the Duquesne Light supply
business segment and beginting in 2005, supply by
DLE} (electricity supply business segment),

{3) collection of transition costs (CTC business
segment), (4) DES’ development, operation and
maintenance of energy and, for a single customer,
synthetic fuel facilities (Energy Solutions business
segment), (5) DQE Financial's collection and
processing of landfill gas and management of
structured finance and alternative energy investments
{Financial business segment), and (6} DQE
Communications’ operation, maintenance and
leasing of its fiber optic based network
{Communications business segment). We also report
an “all other” category which includes our other
subsidiaries that are below the quantitative threshold
for disclosure. These subsidiaries provide corporate
administrative functions, financing, and insurance
services for our various affiliates.

Note 12 to the condensed consolidated financial
statements shows the financial results of each
principal business segment in tabular form. Foliowing
is a discussion of these results. Unless otherwise
stated, the terms “eamings” and “loss” used in the
following discussion refer to after-tax amounts.

Significant Changes in the Supply Business

The factors impacting the Duquesne Light supply
business segment have significantly changed when
compared to prior periods, From the time that
Duquesne Light sold its generation assets in April
2000 through December 31, 2004, the default energy
supply requirement for all customers had been met
through a full requirements contract with one
supplier. From the time that Duquesne Light
completed its stranded cost recovery — different by
each rate class, but generally during the 2002 {o
2003 time period ~ Duquesne Light had earned a



margin on each megawatt-hour (MWh} supplied.

Effective January 1, 2005, residential and small
commercial customers remaining on POLR service
saw an-average increase of 11.5% above their POLR
il generation rates, reflecting the increase in market
energy prices in the time since the POLR U rates
were established. Despite this increase in rates,
residential and small commercial customer retention
has increased to 74% in the first nine months of 2005
-compared to 73% in the first nine months of 2004.

Also effective January 1, 2005, Duquesne Light is
meeting its POLR |1l energy supply requirements for
residential and small commercial customers through
Duquesne Power's portfolio of energy and capacity
supply contracts with multiple investment-grade
counter-parties as well as through interactions with
PJM Interconnection (PJM).-This change in energy
supply strategy is designed fo provide the opportunity
to earn a targer margin in the supply business. While
taking on increased commodity price risk, we have
decreased our supplier credit/default risk. The
increased commaodity price risk has been managed at
a prudent level through the portfolio of energy
commodity contracts. Because some of these
contracts are not settled at the Duquesne Light zone,
they are accounted for on a mark-to-market basis,
with changes in the fair value of these contracts
recorded currently in earnings in 2005 unless certain
hedge accounting criteria are met. To the extent the
hedges are determined to be effective, the changes
in the value of these contracts are included in the
statement of comprehensive income, net of deferred
taxes. Amounts recorded in the statement of
cemprehensive income related to cash flow hedges
will be recognized in earnings as the related
contracts are settled.

While previously Duguesne Light's margin on
residential and small commercial customers was a
fixed dollar amount per MWh, beginning in 2005 the
earnings have an eiement of seasonality. Revenues
per MWh, white fixed on an annual basis through
2007, are fowest in the first and fourth guarters
reflecting the discount rate offered to electric heating
customers in the November through April heating
season. The revenues per MWh are then higher in
the remaining months. Similarly, costs per MWh are
expected to have a seasonal efement, being higher in
the first and third quarters reflecting the peak energy
consumption in the heating and cooling seasons. As
a result, margins on residential and small commercial
customer energy supply are anticipated to be higher
in the second and fourth quarters.

For large business customers, effective
January 1, 2005, the POLR energy supply praduct is

‘ a fluctuating hourly-priced service. Additionally, for a
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limited time, Duquesne Light offers a fixed-pﬁce
service whose rate has increased by an average of
more than 20% reflecting the results of a competitive
wholesale request-for-proposal conducted in the fall
of 2004. Duquesne Light continues to meet its POLR
energy supply requirement for large customers
through interactions with PJM and with full
requirements contracts, now with two investment-
grade suppliers. Because of the volatility of hourly-
priced POLR service and the increase in the fixed-
price rates, POLR retention for targe commercial and
industrial customers has decreased from 60% in the
first nine months of 2004 to 22% in the first nine
months of 2005. It is anticipated that the POLR
retention rate will continue to decline throughout
2005.

Under the POLR Il arrangement that ended
December 31, 2004, Duquesne Light earned a
margin on each MWh sold to its large commercial
and industrial customers. During the three and nine
months ended September 30, 2004, Duquesne Light
earned net income of $1.1 million and $3.6 million in
the supply business related to sales to its large
commercial and industrial customers. Under the
POLR Il arrangement that became effective
January 1, 2005, Duquesne Light no longer earns
a margin in the supply business on these sales.

In response to the change in large customer
POLR service, DLE has begun to offer competitive
electric generation (EGS) service to customers in the
Duquesne Light service territory. The DLE supply
requirements are managed together with the
Duquesne Light residential and small commercial
customer POLR Wil supply requirements by Duquesne
Power.

Overall Performance

Three months ended September 30, 2005.
Our net income was $43.6 million, or $0.56 basic
earnings per share in the third quarter of 2005,
compared to $23.6 million, or $0.31 basic earnings
per share, in the third quarter of 2004, The average
shares outstanding increased 1.2 million, or 1.6%,
compared to 2004.

Gur income from continuing operations was
$43.5 million, or $0.56 basic earnings per share, in
the third quarter of 20058, compared to $23.4 million,
or $0.31 basic earnings per share, in the third quarter
of 2004. The increase of $20.1 million is primarily due
to an $11.7 million after-tax gain recorded in the
Energy Solutions business segment related 1o the
sale of an equity investment in an energy facility
operating partnership during the third quarter of 2005,
and a $10.3 million increase in earnings af Duquesne
Light, discussed below.



Duquesne Light's earnings available for common
stock were $25.3 million in the third quarter of 2005,
compared to $15.0 million in the third quarter of 2004,
an increase of $10.3 million, or 68.7%. This was
primarily due to a $9.5 million increase in earnings
from Duquesne Light's electricity supply business
segment. This increase includes a $6.5 million after-
tax increase in earnings as a result of an increase in
the fair value of the mark-to-market energy contracts
since June 30, 2005 and a $4.8 million after-tax
charge related to the termination of the acquisition of
the Sunbury generation station that was included in
the third quarter of 2004 results. These increases
were partially offset by a $1.8 million decrease in
earnings primarily due to the fact that Duguesne Light
earns no margin on sales to large commercial and
industrial customers under the POLR lll arrangement.

Nine months ended September 30, 2005. Our net
income was $100.1 million, or $1.29 basic earnings
per share in the first nine months of 2005, compared
to $68.8 million, or $0.90 basic earnings per share, in
the first nine months of 2004, The average shares
outstanding increased 1.3 million, or 1.7%, compared
to 2004.

Our income from continuing operations was
$99.7 million, or $1.28 basic earnings per share, in
the first nine months of 2005, compared to $68.1
million, or $0.89 basic earnings per share, in the first
nine months of 2004. The increase of $31.6 million is
primarily due to the $11.7 million after-tax gain
recorded in the Energy Solutions business segment
discussed above, a $9.3 million increase in earnings
at Duguesne Light, discussed below, the elimination
of $3.7 million of after-tax interest costs at DQE
Capital Corporation related to the fong-term debt
redeemed in the fourth quarter of 2004, and a $3.1
million increase in earnings from operations refated to
pipeline quality landfill gas. These increases were
partially offset by $1.4 million of additional after-tax
interest costs related to the issuance of $320 million
of senior unsecured notes at Holdings in August
2005.

Duquesne Light's earnings availabfe for common
stock were $57.8 million in the first nine months of
2005, compared to $48.5 million in the first nine
months of 2004, an increase of $9.3 million, or
19.2%. The increase was primarity due to a $17
million increase in earnings from Duquesne Light's
supply business segment, primarily as a result of a
$13.1 million after-tax increase in the fair value of the
mark-to-market energy contracts at Duquesne Power
since December 31, 2004, and the $4.8 million after-
tax charge included in the 2004 resuits, discussed
above. These increases were partially offset by a
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$7.7 million decrease in earnings from the electricity
delivery business segment, primarily as a result of
increases in operating expenses, interest expense
and preferred dividends, as compared to the first nine
months of 2004.

Business Segment Performance
Electricity Delivery Business Segment

Three months ended September 30, 2005. This
segment reported earnings of $16.3 million in the
third quarter of 2005, compared to $15.5 million in the
third quarter of 2004, an increase of $0.8 million, or
5.2%. This increase was the result of increased
revenues more than offsetting higher operating
expenses.

Operating revenues are primarily derived from the
delivery of electricity, and include related excise
taxes. Sales to residential and commercial customers
are primarily influenced by weather conditions.
Warmer summer and colder winter seasons generally
lead to increased customer use of electricity for
caooling and heating. Commercial sales also are
affected by regional development. Sales to industrial
customers are influenced by national and global
economic conditions.

The following table sets forth the MWh delivered
to electric utility customners.

Mwh Delivered
(in Thousands)

Third Quarter 2005 2004 Change
Residential 1,313 1,062 23.6%
Commercial 1,878 1,766 6.3%
industrial 789 849 (7.1%)
3,980 3,677 8.2%

Operating revenues increased $4.9 million, or
5.3%, compared to the third quarter of 2004. The
increase was primarily due to increased MWh sales
to residential and commercial customers as a result
of the relatively hot weather that occurred in 2005
compared to 2004, These increased sales were more
than sufficient to offset a decline in MWh sales to and
revenue from the industrial sector, as well as the foss
of ancillary services revenue in 2005 as this revenue
is now being reported in the Duquesne Light supply
business segment as a resuit of the POLR NI
arrangement.

Operating expenses consist primarily of costs to
operate and maintain the transmission and
distribution system; meter reading, billing and
coilection costs; customer service; administrative



expenses, and non-income taxes, such as gross
receipts, property and payroll taxes Operating
expenses increased $3.1 million, or 7.6%, compared
to the third quarter of 2004. Due to increased
participation in the customer assistance program,
collection costs increased $2.2 million compared to
the third quarter of 2004. In addition, approximately
$0.8 million of regulatory related expenses were
incurred in the third quarter of 2005 related to
preparation work for the upcoming distribution and
transmission rate cases. Other cost increases are
primarily due to the acceleration of the timing of
certain maintenance projects in anticipation of
significant capital expenditures to be done in the
fourth quarter of 2005. Ancillary services expense
decreased $2.1 million in the third quarter of 2005,
due to the majority of this cost now being reported in
the Duguesne Light supply segment as a result of the
POLR (It arrangement.

Nine months ended September 30, 2005. This
segment reported earnings of $31.1 million in the first
nine months of 2005, compared to $38.8 million in
the first nine months of 2004, a decrease of $7.7
million, or 19.8%. The decrease was primarily the
result of increases in operating expenses, interest
expense.and preferred dividends.

The following table sets forth the MWh delivered
to electric utility customers,

MWh Delivered
{in Thousands)

First Nine Months 2005 2004  Change
Residential 3,182 2,954 7%
Commercial 5,130 4,971 3.2%
Industrial 2,381 2,457 (3.1%)
10,693 10,382 3.0%

Operating expenses increased $8.3 million, or
6.7%, compared to the first nine months of 2004. As
a result of the increased focus on Duquesne Light
following the sale of several of Holdings' non-
complementary businesses, there are approximately
$4.3 million of additionat costs that were borne by this
segment in the first nine months of 2005 compared to
the prior year. Due to increased participation in the
customer assistance program, collection costs
increased $3.5 million compared to the first nine
months of 2004. In addition, approximately $1.8
million of regulatory related expenses have been
incurred in 2005 related to the filing for recovery of
SECA charges and preparation wark for the
upcoming distribution and transmission rate cases.
Other cost increases are primarily due to the
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acceleration of the timing of certain maintenance
projects, as previously discussed. Ancillary services
expense decreased $5.3 million in the first nine
months of 2005, for the reason discussed above.

Interest and other charges increased $2.4 million,
or 7.0%, compared to the first nine months of 2004,
primarily due to $4.3 million in additional interest on
the $200 million of 5.7% debt issued in May 2004,
and $2.3 million in additional interest expense
resulting from higher interest rates in 2005 on
variable raie debt. These increases were partially
offset by a $3.1 million reduction in interest due to the
redempfion of $151.5 million of subordinated
debentures in the first six months of 2004.

Dividends on preferred and preference stock
increased $1.4 million, or 30.4%, compared to the
first nine months of 2004 due o the $75 million of
6.5% preferred stock issued in Aprit 2004.

Dividends on Duguesne Light's preferred stock
are included in interest and other charges in the
Holdings presentation of the Electricity Delivery
Business Segment.

Duquesne Light Supply Business Segment

Three months ended September 30, 2005 As
previously discussed, the factors impacting this
segment in 2005 have significantly changed when
compared to the prior year. The following table
summarizes the earnings from this segment.

Earnings
(in Miflions})

Third Quarter 2005 2004 Change
Residential and small

commercial $25 $3.2 $(0.7)
Large commercial

and indusirial — 1.1 1.1
Mark-to-market of

energy contracts 6.5 — 6.5
Acquisition termination

cost — (4.8) 4.8
Total Earnings $9.0 $(0.5) $95

Under the POLR Il arrangement in 2004, the
margin on sales to residential and smalf commerciat
customers was a fixed dollar amount per MWh
supplied, while under the POLR Hl arrangement in
2005, the margin on these customers is no longer
fixed. The $0.7 million decrease in earnings from the
residential and small commercial custormers
compared to the third quarter of 2004 reflects the
higher POLR Il rates as well as the seasonal effects
on the costs to serve those customers. As previously



stated, costs per MWh under the POLR Ili
arrangement are expected to have a seasonal
element, and are expected to be higher in the third
quarter, reflecting peak energy consumption during
the cooling season. Under the POLR It arrangement,
Duguesne Light earned a margin per MWh on sales
to large commercial and industrial customers,
however there is no margin under the POLR Il
arrangement associated with these customers, which
accounts for a $1.1 million decrease in earnings from
the third quaiter of 2004. In addition, certain energy
contracts entered into by Duguesne Power are
accounted for on a mark-to-market basis, with
changes in the fair value of these contracts recorded
currently in earnings in 2005. As shown above, the
earnings from the Duquesne Light supply business
segment were favorably irnpacted in the third quarter
of 2005 by a $6.5 miltion after-tax increase in the fair
value of these energy contracts. in the third quarter of
2004, Duguesne Light recorded a $4.8 million after-
tax charge related to the termination of the
acquisition of the Sunbury generation station.

Operating revenues are derived primarily from the
supply of electricity to POLR retail customers. Retait
energy requirements fluctuate as the number of
customers choosing alternative generation suppliers
changes. Energy requirements for residential and
commercial customers are also influenced by
weather condilions; temperature extremes lead to
changes in customer use of electricity for cooling and
heating. Commercial energy requirements are also
affected by regional economic development. Energy
requirements for industrial customers are primarily
influenced by national and globail economic
conditions.

In addition, operating revenues include, to a
lesser extent, the supply of electricity to wholesale
customers. Beginning in 2005, these sales are
primarily comprised of sales to DLE by Duguesne
Power under its full-requirements energy supply
contract. In 2004, these sales primarily consisted of
short-term sales to other utilities that were made at
market rates, and resulted primarily from excess daily
energy deliveries to Duquesne Light's electricity
délivery system.

The following tables set forth the MWh supplied.
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MWh Supplied
('n Thousands)
Third Quarter 2005
POLR| POLRIlI  Total
Residential and
small commercial — 1,664 1,664
Large commercial
and industrial 131 65 196
Total Retail 131 1,729 1,860
Wholesale 16
POLR Customers {MWh basis):
Residential and small commercial T4%
Large commercial and industrial 11%
MWh Supplied
{in Thousands}
Third Quarter 2004
POLRI POLRI Total
Residential and
small commercial — 1,437 1.437
Large commercial
and industrial 449 532 981
Total Retail 449 1,969 2.418
Wholesale g7
POLR Customers {(MWh basis):
Residential and small commercial 73%
Large commercial and industrial 57%

Operating revenues increased $9.6 million, or
8.2%, compared to the third quarter of 2004. Effective
Janvary 1, 2005, Duquesne Light began operating
under the POLR i} arrangement, which allows for a
higher average generation rate to be charged to
customers compared to the POLR Il arrangement. in
addition, ancillary services revenue is now being
reported in this segment, as previously discussed.
These two items represent an approximate
$25 million increase in operating revenues as
compared to the third quarter of 2004. There was
also an approximate $12 million increase in
wholesale sales of electricity in the third quarter of
2005, primarily due to sales to DLE. As expected,
there has been a significant decrease in MWh
supplied to large commercial and industrial
customers compared to 2004, as a higher percentage
of these customers chose an alternative generation
supplier in 2005. This resulted in an approximate $28
million decrease in operating revenues compared to
the third quarter of 2004.



In 2005, operating expenses consist of (i) costs to
obtain energy and capacity for Duguesne Light's
POLR service and to supply DLE, (ii) changes in the
market value of derivative energy commodity
contracts, (i} administrative expenses at Duguesne
Power, and (iv) gross receipts tax. In 2004, operating
expenses consisted primarily of costs to obtain
energy for our POLR service and gross receipts tax,
both of which fluctuated directly with operating
revenues.

Operating expenses increased $1.0 million, or
0.9%, compared to the third quarter of 2004. The cost
for the energy supplied was approximately $10.5
million higher in the third quarter of 2005, but was
offset by an increase in the fair value of the energy
caommodity contracts from June 30, 2005.

Nine monihs ended Septernber 30, 2005. The
following table summarizes the earnings from this
segment.

Eamings
{In Millions)

First Nine Months 2005 2004 Change
Residential and small

commercial $135 $10.8 $27
Large commercial

and industrial ~ — 36 (3.6)
Mark-to-market of

energy contracts 131 — 131
Acquisition termination

cost — {4.8) 4.8
Total Earnings $ 26.6 $96 $17.0

The $2.7 million increase in the earnings from the
residential and small commercial customers from the
first nine months of 2004 reflects the higher POLR 1]
rates as well as the seasonal effects on the costs to
serve those customers. As previously stated, costs
per MWh under the POLR 1l arrangement are
expected to have a seasonai element, and are
expected to be higher in the first and third quarters,
reflecting the peak energy consumption in the heating
and cooling seasons, and lower in the second
quarter. Under the POLR 1l arrangement, Duquesne
Light eamed a margin per MWh on sales to large
commercial and industrial customers, however there
is no margin under the POLR Il arrangement
associated with these customers, and this accounts
for a $3.6 million decrease in earnings from the first
nine months of 2004. In addition, some of the energy
contracts entered into by Duquesne Power are
accounted for on a mark-to-market basis, with
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changes in the fair value of these contracts recorded
currently in earnings in 2005. As shown above, the
earnings from the Duguesne Light supply business
segment were favorably impacted in the first nine
months of 2005 by a $13.1 million after-tax increase
in the fair value of these energy contracts since
December 31, 2004. The resuits for 2004 included
the $4.8 million after-tax charge related to the
termination of the Sunbury acquisition.

The following tables set forth the MWh supplied.

MWh Supplied
(In Thousands)
First Nine Months 2005
POLRI POLRII Total
Residential and
small commercial — 4,295 4,295
Large commercial
and industrial 858 238 1,096
Total Retail 858 4,533 £,3M
Wholesale 716
POLR Customers (MWh basis):
Residential and small commercial 74%
Large commercial and industrial 22%
MWh Supplied
(in Thousands)
First Nine Months 2004
POLRI POLRII  Total
Residential and
small commercial - 4,043 4,043
Large commercial
and industrial 1,262 1,659 2,921
Total Retail 1,262 5,702 6,964
Wholesale 235
POLR Customers (MWh basis):
Residential and small commercial 73%
Large commercial and industrial 60%

Operating revenues increased $9.2 million, or
2.8%, compared to the first nine months of 2004. The
combination of the higher average generation rate
charged to customers under the POLR [
arrangement, and the addition of the ancillary
services revenue that is being reported in this
segment in 2005 caused an approximate $49 million
increase in operating revenues in the first nine
months of 2005 compared to the prior year. In
addifion, there was an approximate $26 million
increase in wholesale sales of electricity in the first



nine months of 2005, due primarily to sales to DLE.
As shown in the tables above, there has been a
signiﬁc:antI decrease in the MWh supplied to farge
commercial and industrial customers as a higher
percentage of these customers chose an alternative
generation supplier in 2005. This resulted in an
approxXimate $66 million decrease in operating -
revenues as compared to the first nine months of
2004.

. 'Operating expenses decreased $12.7 millien, or
4.1%, compared to the first nine months of 2004, due
primarily to the reduction in purchased power
expense as a result of the increase in the fair value of
the mark-ic-market energy commodity contracts from
December 31, 2004. This decrease was partially
offset by increased selling, general and
administrative expenses as well as gross receipts tax
in 2005.

Electricity Supply Business Segment

Three and nine months ended September 30,
2005, Eamings from this segment include the resulls
of the Duquesne Light supply business segment and,
beginning January 1, 2005, the results of Holdings’
unregulated retail electric generation supplier, DLE.
The revenues and energy and capacity costs relating
to the full-requirements contract between Duguesne
Power {which are included in the Buquesne Light
supply business segment} and DLE are eliminated
and instead DLE's retail sales to ifs large commercial
and industrial customers are presented. As a result,
overall earnings and operating revenues and
expenses of this segment are substantially

. unchanged from corresponding amounts discussed in
the Buguesne Light supply business segment above.,

The following tables set forth the retail Mwh
supplied to the electricily supply business segment
customers.

MWh Supplied

(In Thousands)
Third Quarter 2005 2004
Duguesne Light 1,860 2,418
DLE 301 —
Total Retail 2,161 2,418
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MWh Supplied-
(In Thousands)

First Nine Months 2005 2004
Duguesne Light 5,391 6,064
DLE G639 —

Total Retail 6,030 6,964

Energy Solutions Business Segment.

Three months ended September 30, 2005. This
segmenit reported income of $19.1 million in the
second quarter of 2005, compared to $6.9 miliion
in the second quarter of 2004, an increase of
$12.2 million, or 176.8%. The increase is primarily
due to an $11.7 million after-tax gain related to the
sale of our equity investment in an energy facility
operating partnership.

Operaling revenues are derived primarily from the
facility management services for synthetic fuel,
industrial, and manufacturing customers. Operating
revenues for the third quarter of 2005 increased
$1.3 million, or 6.4%, compared to 2004 as a result of
increased revenues from both the synthetic fuel and
energy facility contracts in the third quarter of 2005.

Other income consisted of income from an equity
investment in an energy facility operating partnership
until its sale in the third quarter of 2005, and various
other gains and losses. Other income increased
$18.3 million from the third quarter of 2004 primarily
as a result of an $18 million pre-tax gain on the sale
of our equity investment previously discussed.

Nine months ended September 30, 2005. This
segment reported income of $29.5 miflion in the first
nine months of 2005, compared to $16.2 million in
the first nine months of 2004, an increase of $13.3
million, or 82.1%. The increase is primarity due to the
$11.7 million after-tax gain previously discussed and
a $2.3 million increase in earnings from the synthetic
fuel facilities management services contract.

Operating revenues for the first nine months of
2005 increased $3.7 million, or 7.4%, compared
to 2004. The increase was primarily due to a
$2.6 million increase in revenues related to the
synthetic fuel facilities as a result of an approximate
6% increase in synthelic fuel production in the first
nine months of 2005.

Other income increased $17.6 miltion from the
first nine months of 2004 primarily as a result of the
$18 million pre-tax gain previously discussed.



Financial Business Segment.

Three months ended September 30, 2005. This
segment reported income of $4 million in the third
quarter of 2005, compared to $6 million in the third
quarter of 2004, a decrease of $2 million, or 33.3%,
primarily due to a net after-tax reduction in earnings
of $2.6 million in the third quarter of 2005 relating to
the divestitures of certain equity investments. This
decrease was partially offset by a $0.9 million
increase in earnings from operations related to
pipeline quality fandfill gas.

Operating revenues are derived primarily from the
sale of landfill gas and related services. Operating
revenues for the third quarter of 2005 increased $3.8
million, or §0.7%, compared to 2004. The increase is
primarily the result of $1.9 million of revenues
included in the resulis for the third quarter of 2005
related to the consolidation of WET as a result of our
purchase of the remaining 50% interest in the
company in the fourth quarter of 2004. In addition,
there was a $1.8 million increase in pipeline quality
landfill gas sales in the third quarter-of 2005,
compared to the same period in 2004. This increase
is a result of an approximate 42% increase in the
average price of pipeline quality landfill gas, which
more than offset the approximate 7% decrease in
volumes of pipeline quality landfill gas sold primarily
as a result of planned outages that occurred in the
third quarter of 2005,

Operating expenses consist of various costs to
operate and maintain the landfill gas sites, as well as
expenses related to alternative fuel investments.

Operating expenses increased $2.2 miliion, or 20.6%,

compared to the third quarter of 2004, primarily due
to $1.6 million of net operating expenses included in
the results for the third quarter of 2005 related to the
consolidation of WET.

Other income consists of income from the
structured iease, affordable housing and equity
investments, and various other gains and losses.
Other income decreased $1.9 million compared to
the third quarter of 2004, primarily due a $1.3 million
pre-tax loss from the sale of an investment in a
leveraged lease transaction.

Income taxes consist of our provision for federal
income taxes as well as the tax credits generated
from our synthetic fuel limited partnership, landfill gas
and affordable housing investments. The income tax
benefit for the third quarter of 2005 decreased $1.6
million, or 20.5%, compared to 2004 due to a $2
million decrease in tax credits generated in the third
quarter of 2005, primarily as a result of our sale of
50% of our investment in the synthetic fue!
partnership in 2004.
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Nine months ended September 30, 2005. This
segment reported income of $22.8 million in the first
nine months of 2005, compared to $19.7 million in
the first nine months of 2004, an increase of $3.1
million, or 15.7%, primarily due to a $3.1 million
increase in earnings from operations related to
pipeline quality landfill gas.

Operating revenues for the first nine months of
2005 increased $10.1 million, or 45.5%, compared
to 2004. The increase is primarily the result of
$6.3 million of revenue included in the results for the
first nine months of 2005 related to the consolidation
of WET. In addition, there was a $4 million increase
in pipeline gquality landfill gas sales as a result of an
approximate 22% increase in the average price of
pipeline quality landfill gas sold in the first nine
months of 2005, compared to the same period
in 2004,

Operating expenses increased $3.4 million, or
10.9%, compared to the first nine months of 2004,
primarily due to $4.4 million of net operating
expenses for the first nine months of 2005 related to
the consolidation of WET.

Other income for the first nine months of 2005
increased $5.2 million, or 102%, compared to 2004,
primarily due lo the pre-tax gain of $7.1 million
related to the sale of the investment in a natural gas
partnership. These increases were partially offset by
a $2.4 million decrease in other income in the first
nine months of 2005 due to the consolidation of the
affordable housing investments as described below.

The benefit from limited partners’ interest reflects
the portion of the losses related to the affordable
housing guarantee funds that are not owned by the
DQE Financial subsidiary as a result of the
consolidation of the affordable housing investments
effective March 31, 2004.

The incame tax benefit for the first nine months of
2005 decreased $10.8 million, or 47.2%, compared to
2004, due to a $5.9 million decrease in tax credits
generated in the first nine months of 2005, primarily
due to the sale of 50% of our investment in the
synthetic fuel partnership as previously discussed,
and the increase in pre-tax earnings in the first nine
months of 2005 as compared to 2004.

Communications Business Segment.

Three and nine months ended September 30,
2005. This segment reported income of $30.7 million
in the third quarter of 2005, compared to $0.6 million
in the third quarter of 2004, an increase of $0.1
million, or 16.7%. This segment reported income of
$1.9 million in the first nine months of 2005,
compared to $1.3 million in the first nine months of
2004, an increase of $0.6 million, or 46.2%. The



increases are primarily due to increases in revenues
from new and existing customers.

All Other.

Three months ended September 30, 2005. The
all other category reported a ioss of $5.6 million in the
third quarter of 2005, compared to a loss of $4.8
million in the third quarter of 2004, a decrease of
$0.8 million, or 16.7%. The decrease is primarily due
to an increase in operating expenses, due in large
part to costs related to ihe current 1RS audits.

Nine months ended September 30, 2005. The all
other category reported a loss of $11.9 million in the
first nine months of 2005, compared to a loss of
$17.3 million in the first nine months of 2004, an
improvement of $5.4 million, or 31.2%. The
improvement is primarily due to the elimination of
$3.7 million of after-tax interest costs related to the
retirement of $100 million of debt in the fourth quarter
of 2004 and a $2.4 million after-tax gain recorded at
Holdings resulting from the favorable settlement of an
interest rate lock arrangement in 2005. These
improvements were partially offset by $1.4 million of
additional after-tax interest costs related to the
issuance of $320 million of senior unsecured notes at
Holdings in August 2005.

LIQUIDITY AND CAPITAL RESCURCES

Capital Expenditures

In the first nine months of 2005, Duquesne Light
spent $7.3.9 million of capital expenditures for electric
utility construction. In addition, Holdings spent $2.8
million of capital expenditures relating to its other
business lines and other investments. We estimate
that during 2005, Duguesne Light will spend,
excluding the allowance for funds used during
construction, approximately $150 million for electric
utility construction related to its transmission and
distribution infrastructure, and Holdings will spend
approximately $5 miilion for construction by its other
businesses.

Financing Plan

During August 2005, Holdings issued $200 million
of 5.5% senior notes due August 15, 2015 and $120
million of 6.25% senior notes due August 15, 2035,
Proceeds were used to repay the $250 million
intercompany loan with Duquesne Light and
approximately $37 million of variable rate berrowings
under Holdings' credit facility. The remaining balance
was used for general corporate purposes.
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Duquesne Light used the proceeds received from
the repayment of Holdings™ intercompany loan plus
available cash to purchase at par upon mandatory
tender $320.1 million of variable rate Pollution
Control Revenue Refunding Bonds (PCRBs) with
maturity dates ranging from 2020 to 2033. This
purchase was in accordance with SFAS 140,
"Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities,” and is
presented on Duquesne Light's batance sheet as an
extinguishment of debt, because Duquesne Light is
the primary obligor of the PCRBs. Duqueshe Light
could remarket all of the PCRBs at future dates to
refinance higher cost securities, fund infrastructure
investments, and for general corperate purposes.

Duquesne Light has embarked on a significant
infrastructure investment program and plans to fund
the program using equity infusions from Haldings and
available cash, This financing pian originally included
an equily issuance by Holdings of up to $150 million,
however the ultimate amount of equity issued may be
less, depending on a number of factors, including
available cash. We continue to explore other sources
of funds for the infrastructure investment, including
the potential divestiture of certain non-core assets.
The timing of the equity issuance will depend on the
need for funds, and may occur as late as nine
months after the distribution rate case is filed with the
PUC, as discussed below in “Rate Matters.”

Liquidity

On October 18 2005, we filed a shelf registration
statement for up te $400 millicn of preferred stock,
commeon stock, stock purchase contracts, stock
purchase units, warrants and debt securities, to be
issued from time to time. Our ability to issue such
securities will depend on, among other things, market
demand, interest rates, and corporate strategy.

During the first ten months of 2005, Holdings
received cumulative cash proceeds from dispositions
of certain non-core assets totaling approximately $60
million. Holdings anticipates additional proceeds of
approximately $5 million related to sales of two
additional energy facility management projects that
are expected to close in the fourth quarter of 2005.
Also in 2005, Holdings seftled a series of interest rate
lock agreements for cumulative cash proceeds of
$11.4 million, These proceeds are to be used.to fund
capital expenditures and for general carporate
purposes.

In addition, during the first quarter of 2005,
Dugquesne Light contributed $32.1 million to its
pension plans, pursuant to a 2001 PUC order.



We believe that cash on hand, access o debt and
equity capital markets, and bank borrowing capacity
continue to provide sufficient resources to fund our
ongoing operating requirements, capital expenditures
and estimated future infrastructure investments.

Available cash at all subsidiaries, including
Duquesne Light, is deposited in the DQE Capital
cash pool. Duquesne Light's investments in or
withdrawals from this cash pool are reflected as cash
flows from investing activities on its condensed
consolidated statements of cash flows.

Bank Credit Facilities. Prior to July 27, 2005
Holdings and Duquesne Light maintained unsecured
credit facilities {Prior Revolvers) expiring in
September 2007, Holdings for $175 million and
Dugquesne Light for $100 milfion. On July 27, 2005
the Prior Revolvers were amended and extended to
July 2010 (2005 Revolvers). Holdings 2005 Revolver
is for $200 million and Dugquesne Light's 2005
Revolver is for $100 million. Both 2005 Revolvers
permit borrowings at interest rates of LIBOR {plus a
margin of 0.40% to 1.00%) or an ailernate hase rate,
as defined in the credit facilities. Both 2005 Revolvers
have commitment fees applicable to the remaining
available amount. Interest rates and commitment
fees are based on the borrower's then-current senior
unsecured credit rating. Both 2005 Revolvers are
subject to cross-default if the borrower or any of ifs
subsidiaries defaults on any payment due under any
indebtedness exceeding $50 million. Undrawn
amounts under both 2005 Revolvers are fully
available for the issuance of letters of credit.

Under our Prior Revolvers and 2005 Revolvers,
we are subject to financial covenants requiring each
of Holdings and Duquesne Light to maintain a debt-
to-capitalization ratio of naot more than 65%, as
defined in the facilities. In addition, Holdings is
required to maintain a minimum coverage ratio of

" 2-to-1, as defined in the facilities. As of September

30, 2005, we were in compliance with the applicable

_covenants.

As of September 30, 2005, our total borrowing
capacity under our 2005 Revolvers and the use of
this borrowing capacity were as follows:

Committed LOCs  Available

Capacity  Borrowed Issued Capacity

Holdings $200.0 $— $55.4 $144.6
Duguesne

Light 100.0 — 6.7 93.3

Total $300.0 $ — $62.1 $237.9
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During the first nine months of 2005, the
maximum amount of credit facility borrowings
outstanding was $50 million (all at Holdings), the
average daily borrowings were 36,1 million and the
weighted average daily interest rate was 4.15%. As
of September 30, 2005, Holdings had $18.2 million of
outstanding letters of credit (LOCsj) (including $12.7
million at Dugquesne Light) unrelated to the credit
facilities.

OFF-BALANCE SHEET ARRANGEMENTS

Except for the guarantees discussed in Note 7,
neither Holdings nor Duguesne Light has any
material off-balance sheet arrangements. Neither
Holdings nor Duguesne Light is involved in any
material contract trading activities.

RATE MATTERS

Seams Elimination Charge Adjustment

Eifective January 1, 2005, Duquesne Light joined
PJM, becoming (along with other electric generation
suppliers) a load-serving entity within PJM. In
addition, POLR lll became effective on that date.

As previously reported, the FERC has issued a
series of orders eliminating the regional through and
out rates (RTOR) for certain transmission services
between the Midwest Independent System Operator
(MISO) and PJM effective December 1, 2004. A
transitional pricing mechanism called the seams
elimination charge adjustment {SECA) has been put
in place through March 2006 in order ta compensate
transmission cwners for the estimated revenue lost
as a result of the elimination of the RTOR. Total
SECA charges for the Duquesne Light zone are
expected to be approximately $39 million. The FERC
has accepted revised compliance filings
implementing SECA charges among load-serving
entities within the Duquesne Light zone. Under that
filing, Duquesne Light was allocated approximately
$11 million of the SECA charges. The other load-
serving entities in the Duquesne Light zone were
allocated the remainder of such charges. DLE's
allocation of SECA charges will depend on the
amount of load it serves; based on current load,
DLE's allocation is expected to be approximately
$1.8 mitlion.

The SECA charges must be paid by load-serving
entities within the Duquesne Light zone on a current
basis. In June 2005, Duguesne Light filed a request
with the PUC for permission to pass SECA charges
through to its POLR customers. This request was
granted, subject to disposition of any complaints filed



against the request, by the PUC in August 2005.
Duquesne Light has put these charges into effect for
service beginning August 26, 2005. However, if the
FERC ultimately adopts a SECA level and allocation
method that differs from the proposed charges
initially accepted by the FERC for billing purposes,
refunds or surcharges will be used to compensate or
charge the appropriate entity for the difference
between the amounts initially accepted by the FERC
and the amounts ultimately determined to be just and
reasonable by the FERC. The final amount of our
SECA obligations therefore remains unceriain.

Distribution and Transmission Rate Cases

As a regulated utility, Duguesne Light may only
change its distribution or transmission rates by
applying, through the rate case process, to the PUC
or the FERC for approval. The goal of a rate case is
to establish customer rates such that the utility
{) recovers ifs costs of providing the service,

(i} recovers its costs of investing in the transmission
and/or distribution infrastructure, and {iii) earns a
reasonable and fair return on that investment. During
a rate case, the utility must prove that its proposed
rate increase is needed by showing its costs during a
given test year. The utility’'s costs and expenditures
are reviewed and challenged during this process. A
rate case also considers a utility’s rate of return on its
investment, as well as its costs of financing, in order
to derive its annual revenue requirement. The rates
ultimately set are intended to give the utility a
reasonable chance to achieve its revenue
requirement.

Since customer choice was instituted in
Pennsylvania in 1996, rate caps have prevented
recovery of any new investment in transmission and
distribution. The last Dugquesne Light rate case
involving transmission and distribution costs dates
back to 1987. Our transmission and distribution rate
freeze expired at the end of 2003. We plan to file a
distribution rate case with the PUC in the first half of
2006. The PUC has nine months from the date of the
filing to render a final decision. We also plan to file a2
transmission rate case with the FERC later in 2006.

Quantitative and Qualitative
Disclosures About Market Risk.

Item 3.

Market risk represents the risk of finrancial loss
that may impact our consolidated financial position,
results of operations or cash flows due to adverse
changes in market prices and rates.

Both Holdings and Duguesne Light have potential
market risk exposures to interest rate risk, commaodity
price risk and credit/default risk. Holdings also faces
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the potential risk of Section 29 tax credit phase-out.
Holdings and Duquesne Light have risk management
procedures to monitor and assist in controlling these
market risks and may use derivative and cther
instrumgnts to manage some of these exposures,

Inferest Rate Risk. Currently, neither Holdings
nor Duguesne Light have any variable interest rate
debt outstanding. We manage our interest rate risk
by retiring and Issuing debt from time to fime and by
maintaining a range of maturity dates. A 10%
reduction in interest rates would have incieased the
market value of fixed-rate debt by approximately
$36.1 million for Holdings and $27.6 million for
Duquesne Light as of September 30, 2005. Such
changes would not have had a significant near-term
effect on our future earnings or cash flows.

In anticipation of the August 2005 issuance of
$320 million of senior unsecured debt Holdings
entered into a series of interest rate lock agreements
during the second quarter of 2005 to hedge exposure
to interest rate fluctuations for $250 million of the
senior unsecured debt. These agreements were
designated as cash flow hedges under SFAS No.
133. Holdings setled the rate lock agreements in
conjunction with the issuance of the debt, therefore
the hedge was determined to be 100% effective. As a
result of the settlement, Holdings received $7.4
million in cash and recorded $4.3 million in the
statement of comprehensive income, net of deferred
taxes of $3.1 million. Amounts recorded in
comprehensive income related to these agreements
will be recognized as an approximate $0.3 million
reduction of annual interest expense through August
2015, and an approximate $0.2 miilion annual
reduction from September 2015 through August
2035.

Commodity Price Risk. Both Holdings and
Duquesne Light are exposed to commadity price risk
arising from market price fluctuations in electricity
supply. We manage this risk by entering into energy
commodity contracts, principally through Duquesne
Power.

The energy commodity contracts have been
structured to begin and end primarily during the
POLR 11l time period. The net result of these
transactions is that, as of September 30, 2005,
Duguesne Power had secured substantially all of the
combined expected load obligation for its full-
requirements contiacts with Duquesne Light and
DLE.

If Duquesne Power does not enter into contracts
for the remaining portion of its anticipated obfigations,
it will acquire the necessary supply through spot
market purchases, and will therefore be exposed to




market risk. Assuming Duguesne Power were o
make such spot market purchases, we performed a
sensitivity analysis using a hypothetical 10% increase
in the projected forward market prices of electricity
supply in our valuation model. The analysis indicated
that such market movements would change the
projected cost of acquiring electricity supply by
approximately $3.5 million fot the remaining POLR 1l
period through 2007. The projected forward market
prices used in our valuation mode! are derived from
broker quotes for the applicable delivery points for
both on-peak and off-peak power, Our valuation
model seasonalizes annual or quarterty prices based
on historical trends. Actual costs in the future may
differ significantly from our analysis, however, based
on changes in the timing and amount of commadity
price fluctuations and our actual exposures.

The fair value of the sale contracts, and certain
purchase contracts that are classified as derivative
instruments, is recorded as mark-to-market derivative
assets or liabilities in the condensed consolidated
financial statements.

The mark-to-market contracts are exposed to
commadity price risk based on price changes in the
forward energy market. Therefore, as the forward
market prices change, so will the fair value of these
contracts, A hypothetical 10% increase or decrease
in the projected forward market prices of electricity
supply would increase or decrease the fair value of
our mark-to-market energy contracts by
approximately $10.8 million as of September 30,
2005.

As a result of fixed POLR prices for our residential
and small commercial customers through
December 31, 2007, and customers being able to
initiate switches to and from PQOLR service, we have
an additional risk of loss. Specifically, customers
could opt for POLR service in a period of high energy
prices or leave POLR service for an alternative
generation supplier in a period of low energy prices.
Significant changes in customer switching behavior
could cause Duquesne Power's energy supply
portfolio to be disproportionate to its full requirements
obligations to Duquesne Light and DLE. Accordingly,
Duqguesne Power could be required to purchase or
sell power in pericds of high or low prices which
could result in a loss.

During the third quarter of 2005, one alternative
supplier notified Dugquesne Light that their customers
would be returning to POLR service beginning in the
fourth quarter of 2005, Had these customers been
served under the POLR arrangement during the nine
months ended Sepiember 30, 2005, the POLR
retention for residential and small commercial
customers would have increased approximately 1%.
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Once these customers return to POLR service,
essentialty all of the residential customers that are
not currently on POLR service are served by one
alternative supplier. Should this alternative supplier
also return these residential customers to POLR
service, the POLR retention for residential and smail
commercial customers would increase approximately
10%.

We mitigate risks associated with our POLR
obligation by contracting for firm energy purchases
within a range of probabilities based on historical
customer retention rates and switching trends along
with projected forward energy prices.

Credit/Default Risk. Our credit risk is the
exposure to the possibility of economic loss that
would occur as a result of nonperformance by
counter-parties of their contractual obligations.

As part of our overall risk management strategy,
Duguesne Power has entered into fixed-price energy
contracts with eight investmeni-grade suppliers and
has coniracted for unforced capacity credits from six
suppliers.

As of September 30, 2005, Duguesne Power has
contracted to purchase from one supplier
approximately 56%, 40% and 35% of the notional
values of the energy commodity contracts for the
years ended December 31, 2005, 2006 and 2007,
with no other supplier representing as much as 25%
for each of the respective years.

Duquesne Power's energy commaodity coniracts
contain certain safeguards designed to mitigate
potential losses by requiring collateral to be posted
by either party depending on changes in energy or
capacity prices.

As of Oclober 31, 2005, no collateral was required
to be posted under these contracts.

Duquesne Light purchases energy and capacity,
beginning January 1, 2005, under a full-requirements
contract from two investment grade suppliers for sale
to its large commercial and industrial customers
receiving fixed-price POLR 1l service. Duguesne
Light's contracts only require collateral to be posted
by the counter-party. As of October 31, no collateral
was required to be posted under these contracts.

In additicn to collateral postings, supplier default
risk is further mitigated by accelerated damage
payment terms. if a supplier fails to deliver the
contracted power, we may exercise our right o force
the supplier to compensate us for the difference
between the market price and the contracted price of
power. If such supplier would fail to make the
accelerated damage payments, the supplier would be
in default and we would be permitied to apply any



funds due that supplier against our excess energy
costs.

Other than large commercial and industrial POLR
It customers on hourly-priced service, Duquesne
Light is obligated to serve its POLR 1l customers at
fixed rates. Duguesne Power is also contractually
obligated to serve its customers, Duquesne Light and
DLE, at fixed rates. If an energy supplier to
buquesne Light or Duquesne Power were to default
on its contract, we could potentially be acquiring
energy and/or capacity at a cost in excess of our
revenues, resulting in a loss, If the collaterai
provisions were not sufficient to cover such excess.

i this would occur it is uncertain, under the
current PUC-approved POLR IIl arrangement, that
Duguesne Light could pass any additional costs
related to these energy and capacity purchases on to
its-customers.

Tax Credit Phase-Out. Section 29 tax credits are
subject to a phase-out provision that reduces tax
credits as the average annual wellhead price per
barrel of domestic crude oil increases into an
inflation-adjusted phase-out range. For 2004, the tax
credit would have begun to phase out if the annual
average wellhead price of domestic crude oil had
exceeded $51.35 per barrel and would have been
completely phased out if the annual average
welthead price of domestic crude oil had exceeded
$64.47 per barrel.

The 2005 phase-out range will be calculated using
inflation rates published in 2006 by the IRS. We have
estimated that for 2005 the tax credits will begin to
phase out if the annual average welthead price of
domestic crude oil exceeds approximately $52 per
barrel and will be compietefy phased out if that price
exceeds approximately $66 per barrel. For the first
ten months of 2005 the estimated average wellhead
price was approximately $50 per barrel. In order for
the price to reach the low end of the phase-out range,
the estimated average wellhead price would need to
be approximately $64 per barrel for the remainder of
2005. Based on both the average wellhead price to
date and current futures prices for the remaining
months of 2005, we do not anticipate that there wili
be a phase-out of tax credits in 2005.

If domestic crude oil prices continue to increase
over the remainder of 2005 and stay at a high level in
2006 and/or 2007, the estimated tax credits to be
generated from DQE Financial's landfill gas
operations and investment in a synthetic fuel
partnership of approximately $20 miltion, as well as
Duquesne Energy Solutions’ estimated annual after-
tax earnings of approximately $20 million from its
synthetic fuel facilities management contract may be
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substantially reduced or eliminated. However, due to
significant levels of {ax credit carry-forwards existing
at Holdings, the potential phase-out of DQE
Financial's tax credits in 2008 and 2007 wouid not
adversely impact our cash flow in those years. Based
upon our evaluation, we have thus far determined not
to enter into hedging arrangements to reduce this
potential exposure.

In addition, as of September 30, 2005, we have
certain tangible and intangible assets related o DQE
Financial's landfill gas cperations with a net book
value of approximately $6 miflion that may become
impaired if domestic crude oil prices continue to
increase in the future. As of September 30, 2005, we
have no net book value related to synthetic fuel
assets or investments.

Item 4. Controls and Procedures.

Disclosure Controls and Procedures

Management of both Holdings and Duquesne
Light, with the participation of each entity's Chief
Executive Officer and the Chief Financial Officer, has
evaluated their respective disclosure controls and
procedures (as defined in Rule 13a-15(e) and 15d-
15(e) under the Securities Exchange Act of 1834, as
amended) as of the end of the period covered by this
report. Each entity's Chief Executive Officer and the
Chief Financial Officer have concluded that these
controls and procedures are effective to ensure that
the information required to be disclosed in Holdings'
and Duquesne Light's reports under the Securities
Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods
specified in the rules and forms of the SEC.

Changes in Internal Control Over Financial
Reporting

There have been no changes in Holdings’ or
Duquesne Light's internal control over financial
reporting during the third quarter that have materially
affected, or are reasonably likely to matenally affect,
such internal control over financial reporting.

PART . OTHER INFORMATION.

Item 1. Legal Proceedings.

Shareholder Class Action. In October and
November 2001, a number of putative class action
lawsuits were filed by purported shareholders of
Holdings against Holdings and David Marshall, our



former chairman, chief executive officer and
president, in the United States District Court for the
Western District of Pennsylvania. These cases were
consolidated under the caption In re DQE, Inc.
Securities Litigation, Master File No. 01-1851 (W.D.
Pa.}, and the plaintiffs filed a second consolidated
amended complaint on April 15, 2002, The complaint
alleged violations of Section 10(b) of the Securities
Exchange Act of 1934 (Exchange Act) and Rule
10b-5 promulgated thereunder, and Section 12(a)(2)
of the Securities Act of 1933 {Securities Act). The
complaint also alieged contrafiing person fiability
under Secticn 20(a) of the Exchange Act and
Section 15 of the Securities Act. The complaint
alleged that between December 6, 2000 and April 30,
2001, the defendants issued a number of materially
false and misleading statements concerning
investments made by our subsidiary, DQE
Enterprises, Inc., and the impact that these
investments wauld have on our current and future
financial resuits.

On May 20, 2003, the court certified a class to
include purchasers of our common stock during the
period from December 6, 2000 through April 30,
2001, and a sub-class to include purchasers of our
common stack through our dividend reinvestment
and stock purchase plan during the same period,

©n October 7, 2005 the court approved a final
settlement of all claims. Our insurance covers the
seftlement in fyl.

Other. We are involved in various other legal
proceedings and environmental matters. We believe
that the resolution of such proceedings and matters,
in total, will not have a materially adverse effect on
our financial position, results of operations or cash
flows.
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Exhibits.

Holdings Ratic of Earnings to Fixed
Charges and Preferred and Preference
Stock Dividend Requirements.

Duguesne Light Ratio of Earnings to
Fixed Charges and Preferred and
Preference Stock Dividend Reqguirements.

Holdings' CEO Section 302 Certification.
Holdings' CFO Section 302 Certification.

Duguesne Light's CEO Section 302
Certification.

Duguesne Light's CFQO Section 302
Certification.

Holdings’ CEQ Section 906 Certification.
Holdings’” CFO Section 906 Certification.

Duquesne Light's CEQ Section 906
Certification. - .

Duquesne Light's CFO Secfion 908
Certification.
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Date: _November 8, 2005 /s! Susan S. Mullins
(Signature)
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EXHIBIT 121
DUQUESNE LIGHT HOLDINGS AND SUBSIDIARIES

Calculation of Ratio of Earnings to Fixed Charges and Preferred and Preference Stock Dividend
Requirements

{Millions of Dollars}
Nine Months Ended

September 30, Year Ended December 31,
2005 2004 2003 2002 2001 2000
Fixed Charges:
Interest on long-term debt $39.3 $55.2 $ 531 $55.3 $62.3 $£7386
Cther interest 0.9 2.0 12.3 13.3 2586 350
Portion of lease payments representing
an interest factor 28 3.9 4.9 3.2 31 6.8
Dividend requirement (a) 60 6.6 9.5 15.8 16.0 149
Total Fixed Charges 49.0 $67.7 $79.8 $876 $107.0 §1295
Earnings:
Income {loss) from continuing operations $99.7 $87.2 $93.2 $26.7 3 (44.5) $145.3
Income {ax expense (benefit) 45.9 206 17.7 {(11.6) (77.4) 250
Fixed charges as above 49.0 67.7 79.8 87.6 107.0 129.5
Total Earnings $194.6 $i755 $190.7 $102.7 $(14.9) $299.8
Ratto Of Eamings To Fixed Charges
and Preferred and Preference Stock
Dividend Requirements 397 2.59 2.39 147 _(014) (b 232

{a) Includes annual dividend requirements of $12.6 million for the Monthly Incomne Preferred Securities (MIPS} per year for 2002 and prior.
Far 2003, only $6.3 million is included for the period January 1 — June 30. From July 1, 2003 until their redemption in 2004, MIPS
dividends were included with interest on long-term debt due to the adoption of SFAS No. 150.

(b) In order to achieve a ratio of earnings to fixed charges and preferred and preference stock dividend requirtements of one to one, Total
Eamings would need to increase by approximately $122 million.
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EXHIBIT 12.2
DUQUESNE LIGHT COMPANY AND SUBSIDIARIES

Calculation of Ratio of Earnings to Fixed Charges and Preferred and Preference Stock Dividend
Requirements

(Millions of Dollars)
Nine Months Ended

September 30, Year Ended December 31,
2005 2004 2003 2002 2001 2000
Fixed Charges:
Interest an long-term debt $37.0 $456 $53.1 $5656.2 $62.3 $73.5
Other interest 1.4 1.4 1.5 22 0.7 3.1
Company abligated mandatorily
redeamable preferred securities
dividend requirement (a) —_ — 6.3 12.6 12.6 12.6
Portion of lease payments representing i
an interest factor 1.7 2.5 3.9 1.9 31 6.8
Dividend requirements __6.0 __B.& - __ 32 3.3 34 3.4
Total Fixed Charges 46.1 56.1 68.0 $75.2 $821 $99.4
Earnings:
Net income $63.8 $67.8 $69.6 $75.4 $53.4 $92.6
Income tax expense 428 44.3 45.4 48.9 30.8 40.5
Fixed charges as above _46.1 _56.1 68.0 75.2 821 99.4
Total Earnings $152.7 $168.2 $183.0 $199.5 $166.3 $232.5
Ratio Of Earnings To Fixed Charges
and Preferred and Preference Stock
Dividend Requirements 331 3.00 269 265 203 234

{a) From July 1, 2003 until their redemption in 2004, dividends on the monthly income preferred securities were included with interest on

long-term debt due to the adoption of SFAS No, 150,
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Duquesne Light Company X
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GLOSSARY OF TERMS

COMPETITIVE TRANSITION CHARGE (CTC) -
During the electric utility restructuring from the
traditional Pennsylvania regulatory framework to
customer c¢hoice, electric utilities have the opportunity
to recover fransition costs from customers through this
usage-based charge. As of December 31, 2005,
Duquesne Light has fully collected the CTC.

CUSTOMER CHOICE - The Pennsylvania Electricity
Generation Customer Choice and Caompelition Act
gives consumers the right to contract for electricity at
market prices from PUC-approved electric generation
suppliers.

DISTRIBUTION - Distribution is the flow of electricity
from our substations to the ullimate customer
(businesses and homes),

ENERGY COMMODITY CONTRACTS - Contracts for
the purchase or sale of eleclric energy and capacity
credits.

FEDERAL ENERGY REGULATORY COMMISSION
(FERC) - The FERC is an independent five-member
commission within the United States Department of
Energy. Among its many responsibilities, the FERC
sets rates and charges for the wholesale transportation
and sale of electricity.

PENNSYLVANIA PUBLIC UTILITY COMMISSION
{PUC) - The governmental body that regulates ail
utilities (electric, gas, telephone, water, etc.} thal do
pusiness in Pennsylvania.

PROVIDER OF LAST RESORT (POLR) — Under
Customer Choice, the local distribution utility is
required to provide electricity for customers who do not
choose an alternative generation supplier, or whose
supplier fails toc deliver. (See ltem 1, “Business,” for a
description of our historical and current POLR
arrangements.)

REGIONAL TRANSMISSION ORGANIZATION (RTQO)
— Organization formed by transmission-owning utilities
to put transmission facilities within a region under
commeoen control. On January 1, 2005, Duquesne Light
joined PJM Interconnection, an RTQ, which
coordinates the movement of eleciricity in all or parts of
Delaware, lilinois, Indiana, Kentucky, Maryland,
Michigan, New Jersey, North Carolina, Ohio,
Pennsylvania, Tennessee, Virginia, West Virginia and.
the District of Columbia.

REGULATORY ASSETS — Ratemaking practices
grant requiated utilities exclusive geographic
franchises in exchange for the obligation to serve all
customers. Under this system, certain prudently
incurred costs are approved by the regulators for
deferral and future recovery. These deferred costs are
capitalized as regulatory assets by the regulated utility.

SEAMS ELIMINATION CHARGE ADJUSTMENT
(SECA) — A transitional pricing mechanism put in place
by the FERC through March 2006 in order to
compensate transmission owners for the estimated
revenue lost as a result of the elimination of the
regional through and out rates {RTOR). SECA charges
must be paid by load-serving entities, including
Duquesne Light and Duquesne Light Energy on a
current basis. The PUC granted a request by
Duquesne Light to pass SECA charges through to its
POLR customers, effective for service beginning
August 26, 2005,

TRANSITION COSTS — Transition cosls are the net
present value of a utility's known or measurable costs
related to electric generation that are recoverable
through the CTC.

TRANSMISSION- Transmission is the flow of
electricity from generating stations over high voltage
lines to substations. The electricity then flows from the
substations into our distribution network.



{tem 1. Business.

CORPORATE STRUCTURE

Part | of this Annual Report on Form 10-K should be
read in conjunction with Management's Discussion and
Analysis of Financial Condition and Results of
Operations, set forth in Part Il ftem 7, and with the
audited consolidated financial statements, set forth in
Part If, item 8.

This' combined Annual Report on Form 10-K
presents information on both Duquesne Light Holdings,
Inc. {(Holdings) and Duquesne Light Company
(Dugquesne Light}. Information on Holdings and its
subsidiaries (not including Duquesne Light and its
subsidiaries) shall not be deemed to be included as
part of Duquesne Light's Annual Report on Form 10-K,
Specifically, information on the Energy Solutions,
Financial and Communications business segments, the
“all other” category, and disconlinued operations is not
s0 included.

References in this report to “we,” “us” and “our” are
to Holdings and its subsidiaries, collectively.
References to “Notes” are to the notes to the
consolidated financial statements set forth in Item 8.

Holdings is an energy services holding company
formed in 1989 to serve as the holding company for
Duguesne Light and to engage in unregulated energy
and related businesses.

Continuing Operations

Duquesne Light was formed in 1912 by the
consolidation and merger of three constituent
companies. Duquesne Light is an electric utility
engaged in the supply (through its provider-of-last-
resort service (POLRY)), transmission and distribution of
electric energy.

Under Pennsyivania ratemaking practice, electric
utilities were granted exclusive geographic franchises
to sell electricity, in exchange for making investments
and incurring obligations to serve customers. Through
the rate-making process, these prudently incurred
costs were recovered, along with a return on the
invesiment, from customers. Additionally, certain
operating costs were approved for deferral for future
recovery from customers. As a resuit of this process,
utilities had assets recorded on their balance sheets at
above-market costs, creating transition costs. With the
1996 passage of the Pennsylvania Electricity
Generation Customer Choice and Competition Act,
electric generation was deregulated, allowing

customers lo purchase electricity at market prices from
a variety of electric generation suppliers. Under the
Competition Act, utifities are permitted to recover
transition costs by collecting the competitive transition
charge (CTC). Transmission and delivery of electricity
remain regulated in substantially the same manner as
under historical regulation.

In early 2000, Duguesne Light completed the
divestiture of its generation assets, and applied the net
sale proceeds to reduce transition costs, thus
accelerating its CTC collection period for most
customers. In conjunction with the sale of its
generation assets, Duquesne Light entered into POLR
I, a full requirements arrangement with an unrelated
vendor, which provided Duquesne Light the necessary
electricity to satisfy its provider of last resort obligation
during the CTC collection period. Although the CTC
collection period ended during the third quarter of
2005, POLR | remains in place for a few industrial
customers under special contracts. In January 2002,
Duguesne Light began operating under POLR [I, which
extended the full requirements arrangement to service
customers from whom the CTC had already been fully
collected. Unlike POLR |, which was income neutral,
the POLR Il arrangement permitted Duquesne Light to
collect a margin on the energy supplied. POLR II
expired on December 31, 2004.

POLR Hll is Duguesne Light's rate plan and related
generation supply plan for the period beginning
January 1, 2005. Currently, most customers who do
not choose an allernative generation supplier are
served through POLR I, Under POLR Il1, restdential
and small commercial customers receive electric
supply through December 31, 2007 at fixed rates
approximately 11.5% above POLR |l generation rates.
For our large commercial and industrial customers, the
current POLR il supply options are either a fixed price
service based upon the results of a competitive
request-for-proposal process (available through May
31, 2008), or an hourly price service that passes
through real-time spot market electricity prices.
Dugquesne Light receives an adder as compensation
for costs and risks involved in providing energy to
these customers. In January 2006, Duquesne Light
requested and received approval from the PUC to
extend the fixed-price service offering for an additional
year. This offering will be subject to the results of
another competitive wholesale request-for-proposal to
be conducted. Concurrent with the beginning of POLR
lil, Duquesne Light joined PJM Interconnection (PJM),
as part of its commitment to ensuring reliability to its
customers.

Duquesne Power, LL.C (formerly Duguesne Power,
L.P.), an unregulated subsidiary, maintains a porifolio



of energy commodity contracts to provide full-
requirements energy supply contracts for both (i)
Buguesne Light's residential and smal commercial
POLR customers and (i) Duguesne Light Energy,
LLC'’s large commercial and industrial customers.
These energy commodity contracts are with unrelated
parties and include payment guarantees from
Holdings. Duquesne Power was a subsidiary of
Duquesne Light until December 31, 2005, at which
time ownership was transferred to another Holdings
subsidiary. In 2003, Duquesne Power announced its
agreement to purchase the Sunbury generation station
to serve Duquesne Light's residential and small
commercial cusiomers as part of POLR IIl. However, in
September 2004, the planned acquisition was
canceled.

Duquesne Light Energy, LLC (DLE) is an
unregulated, competitive, retail electric generation
supplier that offers customized solutions tailored to
meet its custorners’ specific electricity needs. DLE's
primary focus is on the large commercial and industrial
customer market segment in Duguesne Light's service
lerritory. DLE began operations in November 2004.

Duquesne Energy Solutions, LLC (DES) is an
energy facilities management company that provides
energy outsourcing solutions including operation and
maintenance of synthetic fuel and energy facilities.
During 2005, DES sold its investments in three of six
on-site energy facility management projects.

DQE Financial Corp. owns, operates and maintains
landfill gas collection and processing systems, and is
an investment and portfolic management organization
focused on structured finance and alternative energy
investments.

DQE Communications, LLC owns, operates and
maintains a high-speed, fiber optic based metropolitan
network, and leases dark fiber from the network to
commercial, industrial and academic customers.

DQE Capital Corparation provides financing to
Holdings for use with its affiliates.

Proposed Acquisition

On November 14, 2005, Holdings entered into a
Purchase and Sale Agreement to acquire Atlantic City
Electric Company's (ACE) combined 108 megawatt
ownership interests in the Keystone and Cenemaugh
coai-fired power plants. The aggregate purchase price
is approximately $176 million, subject to adjustments
based on, among other things, the transaction’s
ultimate closing date. Currently, the closing is
anticipated to occur in mid-20086, subject to approvals
from the New Jersey Bureau of Public Utitities, the
Pennsylvania Public Utility Commission (PUC} and
other regulatory entities. Both Keystone and
Conemaugh are jointly owned by ACE and a
consortium of other companies. Holdings will be

acquiring ACE’s undivided 2.47% interest, or 42
megawatts, in Keystone and undivided 3.83% interest,
or 66 megawatts, in Conemaugh, plus refated
inventories, equipment and other property.

Service Areas and Customer Concentrations

Duquesne Light's electric utility operations provide
service to approximately 587,000 direct customers in
southwestern Pennsylfvania (including in the City of
Pittsburgh), a territory of approximately 800 square
miles.

Our other business lines have operations and
investments in several states and Canada. Our
Canadian operations recognized revenue of $9.4
million, $11.9 million and $8.7 million in 2005, 2004
and 2003. Associated long-lived assels, excluding
financial instruments, were zero, $4.2 million and $4.8
million as of December 31, 2005, 2004 and 2003. DES
relies on a single customer, that owns several synthetic
fuel facilities, for substantially all of its revenues and
earnings.

Regulation

Holdings and Duquesne Light are subject to the
accounting and repoerting requirements of the
Securities and Exchange Commission (SEC).
Dugquesne Light's electricity delivery business is also
subject to regulation by the PUC and the Federal
Energy Regulatory Commission {FERC) with respect to
rates for delivery of electric power, accounting and
other matters.

Business Segments

This information is set forth in ltem 7 under “Resulis
of Operations” and in Note 20 to the consolidated
financial statements. '

FORWARD-L.OOKING STATEMENTS

We use forward-looking statements in this report.
Statements that are not historical facts are forward-
looking statements, and are based on beliefs and
assumptions of our management, and on information
currently available to management. Forward-looking
statements include statements preceded by, followed
by or using such words as “believe,” "expect,”
“anticipate,” “plan,” “estimate” or similar expressions.
Such statements speak only as of the date they are
made, and we undertake no obligation to update
publicly any of them in light of new information or future
events. Actual results may materially differ from those
implied by forward-looking statements due to known
and unknown risks and uncertainties, some of which
are discussed in ltem 7.



EMPLOYEES

As of December 31, 2005, Holdings and its
subsidiaries had approximately 1,600 employees.
Duquesne Light is party to a tabor contract with the
International Brotherhood of Electrical Workers
(IBEW), which represents 71% of Duquesne Light's
approximately 1,400 employees. Duguesne Light and
the [BEW are parties to a collective bargaining
agreement which was renegotiated in 2005 and
expires in September 2010.

ENVIRONMENTAL MATTERS
Legacy Liabilities

In 1992, the Pennsylvania Department of
Environmental Protection (DEP) issued Residual
Waste Management Regulations governing the
generation and management of non-hazardous
residual waste, such as coal ash. Following the
generation assel divestiture, Duguesne Light retained
certain facilities which remain subject to these
regulations. We have assessed our residual wasie
managemenit sites, and the DEP has approved our
compliance strategies. As of December 31, 2005,
we expecl the costs of compliance to be approximately
$4 million with respect {o sites we will continue to own.
These costs were recovered in the CTC.

Duguesne Light alsc owns the closed Warwick
Mine, located along the Monongahela River in Greene
County, Pennsylvania. This property had been used in
the electricity supply business segment. Duquesne
Light has been selling unused portions of the property
and plans to continue to do so. As of December 31,
2005, Duguesne Light's current estimated liability for
closing the Warwick Mine, including final site
reclamation, mine water treatment and certain health
care liabilities, is approximately $26 million.

These amounts are combined and included in
legacy liabilities on both Holdings and Duquesne
Light's consolidated balance sheets. Our operations
are subject lo environmental laws and regulation by
federal, state and locat authorities. Due to the inherent
uncertainties surrounding the development of federal
and state environmental and energy taws and
regulations, we cannot determine the impact such laws
may have on our existing and fulure facilities.

Discontinued Operations

AquaSource Inc.'s (formerly our waler resource
management subsidiary) former water and water-
reiated operations were, and remain, subject to the
Federal Safe Drinking Water Act, which provides for
uniform minimum national water quality standards, as
well as governmental authority to specify treatment
processes to be used for drinking water. AquaScurce's
former operations also were, and remain, subject to the

Federal Clean Water Act, which regulates the
discharge of pollutants into waterways. AquaSource is
aware of various compliance issues at its former water
and wastewater facilities attributable to the period of
time during which it owned these facilities. AquaSource
has agreed to indemnify the purchasers of these
facilities for certain pre-closing environmental liabilities.

Prior to divesting its former operations, AquaSource
entered into various consent agreements regarding
certain envircnmental compliance matters. In
connection with divesting its former operations,
AquaSource assigned these consent agreements to
the relevant purchasers. AquaSource has agreed to
indemnify the purchasers of its former operations for
certain pre-closing environmental liabilities.

As part of the transaction, we retained certain
obligations related to the business that was sold to
Aqua America, Inc., including responsibility for certain
existing litigation matters as well as a 10-year
indemnity for certain pre-closing environmental claims.
We purchased an environmenital liability policy to
mitigate this indemnity.

We do not believe that any of AquaScurce's
indemnity obligations described above will have a
material effect on Holdings' financial position, results of
operations or cash flows.

OTHER
Recent Accounting Pronouncements

On January 1, 20086, we adopted Statement of
Financial Accounting Standards (SFAS) No. 123R,
“Share-Based Payment (revised December 2004),”
using the modified prospective application method. The
use of this method will result in the recognition of
compensation cost for all equity awards we grant after
the time of adoption and the recognition of the
unvested portion of previously granted equity awards
that remain outstanding at the time of adoption-as the
reguisite service is rendered. The compensation cost
will be based on the grant-date fair value of the equity
award. The initial adoption of SFAS No. 123R was not
material to our financial statements.

We have applied Accounting Principles Board
Opinion No. 25 "Accounting for Stock Issued to
Employees” and provided the required pro forma
disclosures of SFAS No. 123 "Accounting for Stock-
Based Compensation” through December 31, 2005,

Proposed Accounting Standards

In July 2005, the Financial Accounting Standards
Board (FASB) issued proposed FASB Staff Position
No. 13-a “Accounting for a Change or Projected
Change in the Timing of Cash Flows Relating to
Income Taxes Generated by a Leveraged Lease



Transaction” (FSP No. 13-a). The proposed changes
mncluded in FSP No. 13-a are not yet in effect, bul are
expected to be issued in 20086, and to be effective for
the first arnual period beginning after December 15,
2006. As the December 2003 settlement with the
Internal Revenue Service (IRS) regarding DQE
Financial's structured lease and other similar
investments modified our tax benefits under these
teases, this proposed staff position, if issued in its
current form, would appiy to us and would require
recognition of the modified tax benefits from the
inception of the leases. As a result, upon adoption of
this standard, we would record an after-tax, cumulative
effect charge of approximately $85 million. We
previously disclosed that the earnings volatility of the
fease investments was removed as a result of the
selllement with the IRS, and the revised earnings of
$3 million to $4 million annually wouid be realized over
the remaining lives of these leases. After adopting this
staff position, the amount of the cumulative effect
charge initially recorded would be recognized as
additional iease earnings over the remaining lives of
these leases, which range from 23 to 31 years (with
early buy-out periods ranging from 7 to 18 years). Our
currenl and future cash flows would be unaffected by
the adoption of this proposed FASB Staff Position.

In July 2005, the FASB issued an exposure draft of
a proposed interpretation of FASB Statement No. 109
“Accounting for Uncertain Tax Positions.” The
proposed changes are nat yet in effect, but are
expected to be issued in the first quarter of 2006, and
to be effective for the first annual period beginning after
December 31, 2006. We currently have certain tax
disputes and are under audit by both the
Commonwealth of Pennsylvania and the IRS, as
outlined in Note 10 to the consolidated financial
statements. This proposed interpretation, if issued in its
current form, would apply to hoth Holdings and
Duquesne Light and would require recognition of a
cumulative effect upon adoption. We are currently
evaluating the overall impacl of this proposed
interpretation on both Holdings' and Duquesne Light's
financial stalements.

Pending Litigation
See Mtem 3, “Legal Proceedings,” for a discussion of
pending litigation.

Available Information

Annual Reports on Form 10-K, Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K, and
amendments to these reports for both Holdings and
Duquesne Light are availabie free of charge through

our website (www.duquesnelightholdings.com} when
they become available on the SEC website.

EXECUTIVE OFFICERS OF THE REGISTRANTS

Set forth below are the names, ages as of
December 31, 2005, and positions during the past five
years of the executive officers for Holdings and for
Dugquesne Light.

Ms. Hogel and Messrs. O'Brien, Belechak, Kaplan,
Fields and Schott are executive officers of hoth
Holdings and Duquesne Light. Messrs. Schmitt and
Wilson are executive officers only of Holdings.

Morgan K. O'Brien, age 45. At Holdings:
President and Chief Executive Officer since September
2001. Chief Operating Officer from August 2000 to
September 2001. Executive Vice President - Corporale
Development from January 2000 to August 2000.

At Duguesne Light: Director since June 1999,
President and Chief Executive Officer since August
2003.

Joseph G. Belechak, age 46. At Holdings: Senior
Vice President and Chief Operations Officer since
August 2003. Senior Vice President - Operations and
Customer Service from December 2002 to August
2003.

At Duquesne Light: Director since April 2003.
Senior Vice President and Chief Operations Officer
since August 2003, Senior Vice President - Operations
and Customer Service from October 2001 o August
2003. Vice President, Asset Management &
Operations from August 2000 to October 2001.

Maureen L. Hogel, age 45. At Holdings: Senior
Vice President and Chief Legal & Administrative Officer
since August 2003. Senior Vice President and Chief
Administrative Officer from December 2002 to
August 2003.

At Duquesne Light: Director since April 2003.
Senior Vice President and Chief Legal & Administrative
Oificer since August 2003. Senior Vice President and
Chief Administrative Officer from December 2002 to
August 2003, Senior Vice President - Human
Resources and Administration from October 2001
through November 2002. Vice President -
Development, Legal and Administrative Affairs from
January 2001 through October 2001.

Mark E. Kaplan, Age 44_ At Holdings: Senior Vice
President and Chief Financial Officer since September
2005.

Al Duquesne Light: Director, Senior Vice President
and Chief Financial Officer since October 2005.



Previously: Managing Director of CLJ Consulling
Group LLC {a management consulting firm) from 2004
until September 2005. From 1995 until 2004, served in
various capacities with Weirton Steel Corporation,
including as President and Chief Financial Officer,
Senior Vice President - Finance and Adminisiration,
and Vice President and Controller. Also a director of
WesMark Funds, an open-end, management
investment company.

William F. Fields, Age 55. At Holdings: Vice
President and Treasurer since December 2002. At
DQE Financial: Treasurer since December 2002,
President from June 2001 to August 2004.

At Duquesne Light: Vice President and Treasurer
since December 2002.

John R. Schmitt, Age 42. At Holdings: Vice
President since April 2005. At DQE Financial: Vice
President since August 2000. Also serves as Vice
President of DQE Systems and Duquesne Energy
Solutions.

Stevan R. Schott, age 42, At Holdings: Vice
President - Finance since September 2005. Senior
Vice President and Chief Financial Officer from August
2003 to September 2005. Vice President and
Controller from Qctober 2001 to August 2003.

Al Duquesne Light: Director from April 2003 to
Oclober 2005. Vice President - Finance since QOctober
2005. Senior Vice President and Chief Financial
Officer from August 2003 to October 2005. Vice
President and Controller from October 2001 to August
2003. Vice President - Finance and Cuslomer Service
from August 2000 to October 2001.

James E. Wilson, age 40. At Holdings: Vice
President - Corporate Development since September
2005. Senior Vice President and Chief Strategic
Officer from August 2003 to September 2005, Vice
President - Corporate Development and Rates from
December 2002 to August 2003. Vice President -
Corporate Development from Qctober 2001 lo
December 2002. Vice President and Controller from
March 2000 to October 2001,

At Duguesne Light: Director from April 2003 to
June 2004. Senior Vice President and Chief Strategic
Officer from August 2003 to June 2004. Vice President
- Corporate Development and Rates from December
2002 to July 2003. Vice President - Corporate
Development from October 2001 fo November 2002.
Vice President and Chief Accounting Officer from
August 2000 to October 2001.

Item 1A. Risk Factors.

We are subject to substantial governmental
regulation. If we receive unfavorable regulatory
treatment, our business could be negatively
affected.

Qur transmission and distribution businesses are
subject lo regulation by various federal, state and local
regulatory agencies that significantly affects our
operations. The PUC reguiates, among other things,
the rates we can charge retail cusiomers for the
delivery of electricity. In addition, the FERC regulates,
among other things, the rates that we can charge for
electricity transmission. We cannotf change
transmission or delivery rates without approval by the
applicable regulatory authority. While the approved
transmission and delivery rates are intended to permit
us to recover costs of service and earn a reasonable
rate of return, there is no guarantee that the rates
authorized by regulators will match our actual costs or
provide a particular return on capital at any given time.
Additionally, we initiated a $500 mitlion to $550 million
capital expenditure program for the years 2005 through
2007. While we will attempt to recover a portion of our
capital expenditures by passing these costs along to
our customers, there is a risk that governmental
regulation of the rates we may charge to customers will
prevent, hinder or delay our recovery of these capital
expendilures.

The FERC also regulates the rates that other
utilities charge to us for wholesale sales of electricity
and can change the rates that other utilities charge for
wholesale electricity sales. Since electric generalion is
now deregulated, we may nol be able to recover
increased costs associated with higher rates charged
to us by electric generation suppliers.

We also are required {o have numerous permits,
approvals and certificates from governmental agencies
that regulate our business. We are unable to predict
the impact of future regulatory activities of any of these
agencies on our business.

The Energy Policy Act of 2005 (the Energy Act)
went into effect on August 8, 2005. The Energy Act,
among other things, repeals the Public Utility Holding
Company Act of 1935 effective February 20086,
amends certain provisions of the Federal Power Act
and the Public Utility Regutatory Policies Act of 1978,
and expands the FERC's authority to review mergers
and acquisitions.

Changes in, or reinterpretations of, existing laws or
regulations, or the imposition of new laws or
regutations, may require us {0 change the way we
conduct our operalions or may result in substantial
costs lo us.



Shifting federal and state regulatory policies
impose risks on our operations.

Our operations are subjecl to regulatory policies
that are evolving as a result of various initiatives,
including initialives regarding the deregulation of the
production and sale of electricity and changes in
transmission regulation. Any new requirements arising
from these actions could lead to increased operating
expenses and capital expenditures, the amount of
which cannot be predicted at this time,

Delays, discontinuations or reversals of electricity
market restructurings in the markets in which we
operate, or may operate in the future, could have a
material adverse effect on our results of operations and
financial condition. For instance, al this time the PUC
has delayed the enactment of final rules that will apply
to the default generalion service to be provided by
Duguesne Light after the expiration of its POLR I
arrangements, which currently expire December 31,
2007. Al a minimum, these types of actions raise
uncertainty concerning the continued development of
competitive power markets.

Our financial obligations under the Seams
Elimination Charge Adjustment remain uncertain.

fn addition o the regulatory risks described above,
as a result of the FERC's regulatory efforts to
implement a new long-term rate design for public
utilities in the Midwest and Mid-Atlantic regions, and
specifically due to the FERC's elimination of the
regional through and out rates (RTOR) for certain
transmission services between the Midwest
Independent System Operator (MISO) and PJM, our
transmission and distribution businesses may not fully
recover their iransmission costs and may have costs
shifted to them from other transmission owners. A
transitional pricing mechanism called the seams
elimination charge adjustment (SECA) was put in place
through March 2006 in order lo compensate
transmission owners for the estimated revenue lost as
a result of the elimination of RTOR. The allocaticn of
SECA charges has not yet been resolved. Each PJM
pricing zone, including the Duquesne Light zone, has
been allocated a portion of the SECA based on
transmission services provided lo that zone in 2002
and 2003. In February 2005, the FERC issued an order
accepting certain compliance filings that implemented
the SECA for other (i.e., non-Duguesne Light) PJM
pricing zones, subject to refund and surcharge, as
appropriate, and set the case in its entirety for a formal
hearing. Also in February 2005, MISO filed with the
FERC proposed allocations of the SECAs 1o be
collected from other transmission owners in PJM
{including Duquesne Light).

Total SECA charges for the Duquesne Light zone
are currently expected to be approximately $39 million.
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In June 2005, the FERC accepted revised compliance
filings implementing SECA charges among load-
serving entities within the Duquesne Light zene. Under
that filing, Duquesne Light was allocaled approximately
$11 million of the SECA charges. The other load-
serving entilies in the Duquesne Light zone were
allocated the remainder of such charges. DLE's
allocation of SECA charges will depend on the amount
of load it serves; based on the December 31, 2005
load, DLE's allocation is expected to be approximately
$1.8 million.

The FERC is treating SECAs in the Duquesne Light
zone in the same manner it has treated the earlier
SECA filings, and has consolidated Duquesne Light's
filing with the on-going hearing for the other zones.
While we anticipate that the case may take over a year
to reach a final decision, we cannot predict when it
might be fully resotved,

The SECA charges must be paid by load-serving
entities within the Duquesne Light zone on a current
basis. in June 2005, Duguesne Light filed a request
with the PUC for permission to pass SECA charges
through to its POLR customers. This request was
granted, subject to disposition of any complaints filed
against the request, by the PUC in August 2005.
Duquesne Light put these charges into effect for
service beginning August 26, 2005. However, if the
FERC ultimately adopts a SECA level and allocation
method that differs from the proposed charges initially
accepted by the FERC for billing purposes, refunds or
surcharges will be used to compensate or charge the
appropriale entily for the difference between the
amounts initially accepted by the FERC and the
amounts ullimately determined to be just and
reasonable by the FERC. The final amount of our
SECA obligations therefore remains uncertain.

We may be required to make additional state tax
payments for adjustments proposed by the
Pennsylvania Department of Revenue.

Our state income tax returns are subject to review
by the relevant state taxing jurisdictions, the
Commonwealth of Pennsylvania being the most
significanl. The Pennsylvania Department of Revenue
{the "Departiment”) has issued assessments of
additional tax for 1999 through 2002 primarily to
include income of an out-of-state subsidiary as
Pennsylvania taxable income. If, as expected, the
Departiment asserts the same positions for 2003
through 2005, our total exposure for ali years, without
interest or penalty, could approximate $78 million (net
of associated federal benefit). We do not agree with
the Department on this matter, and have filed an
appeal for the 1999 tax year with the Pennsylvania
Commonwealth Court. The assessments for the 2000,



2001 and 2002 tax years have been appealed to
various administrative levels within the Commonwealth
of Pennsylvania. Ultimately, we expect all years
involved to be appealed to and decided at the
Pennsylvania Commonwealth Court.

it is.not possible to predict if, when or lo what extent
any state income tax adjustments ultimately proposed
for the period 1998 through 2005 will be sustained. The
ultimate resolution of these state tax issues, depending
on the extent and timing thereof, could have a material
adverse effect on cash flows for the period in which
they are paid.

We are subject to risks associated with our
POLR il obligations.

Duguesne Light's residential and small commercial
customers may choose to receive their electric energy
from an alternative generation supplier. If such
customers do nol choose an alternative generation
supplier, they will be served through Duquesne Light's
POLR, or provider of last resort, arrangements.
Residential and small commercial customers who
select an alternative generation supplier pay for
generation charges set by that supplier, and pay
Dugquesne Light both transmission and distribution
charges. In connection with these POLR Il
transactions, Duquesne Light retains the risk that such
customers will not pay for the POLR generation supply.
Duquesne Light procures the energy and capacity
needed to serve these residential and.small
commercial customers under a full-requirements
contract with Duquesne Power. Failure or delay by
" Duguesne Power lo provide the energy and capacity
anticipated in the contract could require Duquesne
Light to incur additional expenses to meet the needs of
its POLR Uil customers.

We are subiject to risks associated with
procuring energy and capacity for Duquesne
Light's smail customers and DLE's customers.

In addition to supplying the energy and capacity
needs of Duquesne Light's small customers, Duquesne
Power also has a full-requirements contract with its
affiliate DLE to provide all of its large commercial and
industrial customers’ energy and capacity needs.
During 2004 and 2005, Duquesne Power entered into
wholesale power purchase contracts that have been
structured primarily to begin and end during the POLR
IH time period. The net result of these transactions is
that, as of December 31, 2005, Duquesne Power has
secured a substantial portion of the combined
expected load obligation for its fuli-requirements
contracts with Duquesne Light and DLE through 2007.

Actual load may differ from expected load due to
weather, customer switching, economic and other

factors. If Duguesne Power did not have sufficient
supplies, Duguesne Power would be required to
procure the requirements in the energy markets. If
market prices were higher than the rates to be paid by
Duquesne Light and DLE to Duquesne Power under
the full-requirements contracts, Duguesne Power could
potentially be acquiring the energy or capacity at a
foss, and any such losses could have a material
adverse effect on our consclidated results of
operations and financial condition. Likewise, if
Duquesne Power has contracted for supplies in excess
of its needs, Duquesne Power could potentially be
selling energy or capacity at a loss, and any such
losses could have a material adverse effect on our
consolidated results of operations and financial
condition. Duquesne Power's energy commodity
contracts contain provisions designed to mitigate
potential losses by requiring that Duguesne Power post
collateral depending on ¢changes in energy or capacity
prices. Because Holdings guarantees these contracts,
any such collateral postings would reduce cash and/or
the availability under Holdings’ credit facility.

The pending acquisition of ownership interests
in the Keystone and Conemaugh generation
stations will subject us to risks that we do not
currently face.

The acquisition and ownership of an interest in a
generation station involves numerous risks, including:

« the plants’ ability to operate at expected
capacity factors;

« unforeseen operating problems and capital and
other expenditures, including unforeseen
environmental compliance costs;

+ equipment failures;

the ability to comply with applicable regulations;
unanticipated cosl increases;

labor force matters;

weather-related incidents;

the impact of changes in environmenital laws
and regulations; and’

= the ability to finance the acquisition.

Any of these factors could give rise to lost revenues
and/or increased expenses and/or capital
expenditures. In addition, the performance of an
invesiment in the Keystone and Conemaugh
generation stations will depend on:

e cost and availability of fuel; and

» changes in market prices of power.

Events or circumstances that adversely affect
our financial position could result in defaults under
our credit agreements.

Holdings and Duguesne Light are subject to
financial covenants contained in their respective credit



agreements. For instance, our credit agreement
requires us to maintain at afl times a ratio of
consolidated debt to consolidated capital of not more
than 0.85 to 1.0 and an interest coverage ratio, with
respect to each twelve-month period ending on the last
day of each fiscal quarter, of at least 2.0 to 1.0.
Duquesne Light's credit agreement requires Ouquesne
Light to maintain at all times a ratio of indebtedness to
total capitalization of not more than 0.65 to 1.0. As of
December 31, 2005 we were in compliance with those
covenants. However, any events or circumstances
(including any charges to earnings) which have an
effect, direcily or indirecily, of reducing our commeon
equity, increasing our indebtedness or reducing
interest coverage, in relative terms, could result in non-
compliance with these covenants. If we default under
our credit agreements, our lenders could elect to
declare all amounts borrowed o be immediately due
and payable, together with accrued and unpaid
interest; and/or terminate their commitments, if any, to
make further extensions of credit. Both credit
agreements include cross-default provisions that would
be triggered if the borrower or any of its subsidiaries
defaults on any payment due under any indebtedness
exceeding $50 million.

The cost of compliance with environmental laws
is significant. The costs of compliance with new
environmental laws and the incurrence of
environmental liabilities could adversely affect our
cash flow and profitability.

The operations of our subsidiaries are subject to
extensive federal, state and local environmental
statutes, rules and regulations relating to air quality,
water quality, waste management, natural resources,
site remediation, and health and safety. These
statutes, rules and regulations require us to commit
significant resources and funds to, among other things,
conduct site remediation and perform environmental
monitoring. We also may be required to pay significant
remediation costs with respect to third party sites in
connection with previously divested assets. If we fail to
comply with applicable environmental statutes, rules
and regulations, even if caused by factors beyond our
control, such failure could resutt in the assessment of
civil or criminal penalties and liabilities and the need to
expend significant sums to come into compliance.
Alleged violations of environmental laws and
regulations may require us to expend significant
resources defending ourselves against these claims.

New environmental statutes, rules and regulations,
or amendments to or new interpretations of existing
statutes, rules and regulations, could impose additional
or more stringent limitations on our operations or
require us to incur significant additional costs. Our
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current compliance sirategy may not successfully
address the relevant standards and interpretations of

the future.

Our operating results fluctuate on a seasonal
basis and can be adversely affected by changes.in
weather.

Our electric utility business is sensitive to variations
in weather conditions and significant variations from
normal weather patterns can have a materiat impact on
our operating performance. Historically, demand for
eleclricity is generally greater in the summer months
associated with cooling compared to other times of the
year, Accordingly, we have generated less revenues
and income when weather conditions are cooler than
usual in the summer.

Severe weather, such as lornadoes, hurricanes,
storms, ice and droughts, may cause outages and
property damage which may require us to incur
additional costs that may not be insured and thal may
not be recoverable from customers.

Also, while Duguesne Light's margin on residential
and small commercial customers was previously a
fixed dollar amount per megawatt-hour (MWh),
beginning in 2005, the margin has an element of
seasonality. Revenues per MWh, while fixed on an
annual basis through 2007, are lowest in the first and
fourth quarters reflecting the discount rate offered to
electric heating customers in the November through
April heating season. The revenues per MWh are then
higher in the remaining months. Similarly, costs per
MWh are expected to have a seasonal element, being
higher in the first and third quarters reflecting the peak
energy consumption in the heating and cooling
seasons. As a result, margins on residential and small
commercial customer energy supply are anticipated to
be higher in the second and fourth quarters.

We may be adversely affected by economic
conditions.

Periods of slowed economic activity generaily result
in decreased demand for power, particularly as
industrial customers reduce production during such
economic downturns, resulting in less consumption of
electricity. Additionally, a general downturn in overall
economic coenditions may result in an increased
number of bankruptcey filings by our customers, which
would restrict our ability to collect revenue from these
customers. As a consequence, recessions or other
downturns in the economy may result in decreased
revenues and cash flows for us.

Our insurance coverage may not be sufficient to
cover all casualty losses that we might incur.

We currently have insurance coverage for our
facilities and operations in amounts and with



deductibles that we consider appropriate. However,
there is no assurance that such insurance coverage
will be available in the future on commercially
reasonable terms. In addition, some risks, such as
weather-related casualties, may not be insurable. In
the case of loss or damage to property, plant or
equipment, there is no assurance that the insurance
proceeds, if any, received by us will be sufficient to
cover the entire cost of replacement or repair.

Our transmission facilities are interconnected
with the facilities of other transmission facility
owners whose actions may have a negative impact
on our operations.

Our transmission facilities are directly
interconnected with the transmission facilities of
contiguous ulilities and as such are part of an interslate
power transmission grid. The FERC has approved
certain Regional Transmission Organizations {RTOs)
that coordinate and have operational control of portions
of the interstate transmission grid. PJM and the other
regional transmission operators have established
sophisticaled systems that are designed to ensure the
reliability of the operation of {ransmission facilities and
prevent the operations of one utility from having an
adverse impact on the operations of the other utilities.
The systems put in place by PJM and the other RTOs
may not, however, always be adequate to preventl
problems at other utilities from causing service
interruptions in our transmission facilities. If we were to
suffer such a service interruption due to an unexpected
or uncontrollable event occurring on the system of
another utility, it could have a negative impact on our
business. Additionally, any changes in PJM policies or
market rules, including changes that may be under
consideration by the FERC, could adversely affect our
business, financial condition or results of operations.

Physical timitations in the electricity
transmission system may give rise to increases in
electric transmission congestion charges.

Energy pricing within PJM includes the costs or
benefits of transmission congestion experienced at
each location within the region. This is known as
locational marginal pricing (LMP). LMP recognizes that
the marginal price of electricity may be different at
varying locations on the system and at different times.
Differences in prices between two locations in the
region at the same time reflect physical limitations in
the transmission lines used to move power across the
system. These physical limitations may give rise to
increases in electric transmission congestion charges.
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We are dependent on our ability to cost-
effectively access capital markets. Our inability to
obtain capital on acceptable terms may adversely
affect our business. A reduction in our credit
ratings could increase our borrowing costs.

We rely on access 1o both short-term debt markets
and longer-term capital markets as a source of liquidity
and to satisfy our capitat requirements in excess of
cash flow from our operations. Any inability to maintain
our current credit ratings could affect, especially during
times of uncertainty in the capital markets, our ability to
raise capital on favorable terms that, in turn, could
impact our ability to manage our business. Moody's
Investors Service, Inc., Standard & Poor's Ratings
Services, and Fitch Ratings periodicaily assign credit
ralings on our debt and preferred securities. We raise
capital primarily by issuing senior-unsecured debt
(currently rated Baa3, BBB- and BBB-, respectively)
and bank borrowings. Duquesne Light raises capital
primarily by issuing first mortgage bonds (currently
rated Baa1, BBB+ and BBB, respeciively), preferred
stock (currently rated Ba1, BB+ and BBB-,
respectively), senior-unsecured debt (currently rated
Baa?, BBB- and BBB-, respectively) and bank
borrowings. Any downgrades in these ratings could
have a negative impact on our liquidity, our access o
capital markets, our costs of financing and could
increase the amount of collateral required by energy-
coniract counterparties. Capital market disruptions
could alse adversely affect our abilily to access one or
more financial markets.

Moody's Investors Service has also stated that our
rating could be impacted negatively if we diverge from
our current strategy of repositioning our business
around our core regulated utifity and make investments
in higher risk unregulated businesses that would
increase overall business risk. Additienalty, Moody's
Investors Service has noted that a rating downgrade
could also occur if there is @ sustained deterioration in
our cash flows or an increase in leverage resulting in
weaker credit metrics that would include the ratio of
funds from operations to consolidated debt being in the
low teens or below.

A rating is not a recommendation to buy, sell or hold
the notes, inasmuch as such rating does not comment
as to market price or suitabiiity for a particular investor.
The ratings assigned to the noles address the
likelihood of payment of principal and interest on the
notes pursuant to their terms. A raling may be subject
to revision or withdrawal at any time by the assigning
rating agency. Each rating should be evaluated
independentty of any other rating that may be assigned
to our securilies.



We may have difficulty retaining our aging utility
workforce or finding skilled personnel to replace
them.

Workforce demographic issues are a national
phenomenon that is of particular concern to the electric
utility industry. The median age of utility workers is
significantly higher than the national average.
Currently, nearly one-half of the utility workforce is age
45 or higher. As of December 31, 2005, the median
age of ulility workers at Duguesne Light was 51.37.
Consequently, the utility industry generally faces, and
we specifically face, the difficult challenge of finding
ways to retain our aging skilled workforce while
recruiling new talent in the hopes of decreasing losses
in criticat knowledge and skills due to retirements.
Mitigating these risks may require additiona! financial
commitments.

Labor disputes may have a material adverse
effect on our operations and profitability.

As of December 31, 2005, we, together with our
various subsidiaries, had approximately 1,600
employees. Of this total, approximately 1,400 were
employed by Duquesne Light. We collectively bargain
with a labor unjon that represents approximately 71%
of these Duquesne Light employees. When the current
collective bargaining agreement expires September 30,
2010, failure to reach an agreement could result in
strikes or other labor protests that could disrupt our
operations. If we were to experience a sfrike or work
stoppage, it would be difficult for us to find a sufficient
number of employees with the necessary skills to
replace these employees. We cannot assure you that
we will reach any such agreement or that we will not
encounter strikes or other types of conflicts with the
labor union of our personnel. Such labor disputes could
have an adverse effect on our business, financial
condition or results of operations, could cause us to
lose revenues and customers and might have
permanent effects on our business.

Qur revenues and results of operations are
subject to other risks beyond our control,
including, but not limited to, accidents, storms,
natural catastrophes and terrorism.

The lost revenues and cost of repairing damage to
our facilities due to storms, natural disasters, wars,
terrorist acts and other cafastrophic events may
exceed reserves and/or insurance coverage
established for repairs necessitaled by such evenls,
which may adversely impact our resulls of operations
and financial condition. We cannot assure you that our
facilities will not face damage or disruptions from these
or other events. In addition, in the current geopolitical
climate, enhanced concern regarding the risks of
terrorism throughout the economy may impact our
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operations in unpredictable ways. Insurance coverage
may not cover risks of this nature adequately or at all.

Changes in financial or regulatory accounting
principles or policies could affect our future
earnings or cash flows.

See ltem 1, “Proposed Accounting Standards,” for
further discussion.

We may experience a significant reduction in
our earnings as a resuit of the December 31, 2007
expiration or the earlier phase-out of certain tax
credits related to our synthetic fuel and landfill gas
projects.

In addition 1o operating five of the six synthetic fuel
ptants owned by an unrelated third parly, we also hold
a limited partnership interest in an entity that owns and
operates plants that produce and sell synthetic fuel.
These synthetic fuel projects are important contributors
to our earnings. We also produce Section 29 tax
credits from some of our landfill gas operations.

Section 29 tax credits are set to expire on
December 31, 2007. Once such tax ¢redits expire we
do not believe that there will be a market for the sale of
the synthetic-fuel. We cannot guarantee that we will be
able to bridge the 2008 earnings gap that will result
from the loss of earnings from our synthetic-fuel and
landfill-gas projects following the expiration of the iax
credits.

Section 29 tax credits are subject {0 a phase-oul
provision that could reduce cr eliminate the tax credits
if the average annual wellhead price per barrel of
domestic crude oil increases into an inflation-adjusted
phase-out range. The IRS publishes the phase-out
range in April for the previous year. We estimate that
for 2005 the tax credits would have begun to phase oul
when the annual average wellhead price of domestic
crude il exceeded $53 per barrel and would have
completely phased out if that price exceeded
approximately $66 per barrel. For 2005, the estimated
average wellhead price was approximately $50 per
barrel. The wellhead price per barrel of domestic crude
ol in recent years has averaged approximately 90% of
the New York Mercantile Exchange price per barrel of
domestic crude oil. We cannot predict the phase-out
range for future years.

If domestic crude oil prices stay at a high level in
2006 and/or 2007, the estimated annual tax credits to
be generated from DQE Financial's landfill gas
operations and its investment in a synthetic fuel
partnership of approximately $18 million, as well as
DES’ estimated annual after-tax earnings of
approximately $20 mitlion from its synthetic fuel
facilities management contract, may be substantially
reduced or eliminated. Based upon cur evaluation,



we have thus far determined not to enter into hedging
arrangements to reduce this potential exposure.

Natural gas prices are volatile, and a decline in
natural gas prices would significantly affect our
landfill gas business’ financial results and impede
its growth.

Our landfill gas-related revenue, profitability and
cash flow depend upon the prices and demand for
natural gas. The market for this commodity is very
volatile and changes in prices can affect our financial
results. Prices for natural gas may fluctuate widely in
response to refatively minor changes in the supply of
and demand for natural gas, market uncertainty and a

variety of additional factors that are beyond our control,

such as:

* weather conditions;

* technological advances affecting energy
consumption:

+ governmental regulations;

= proximily and capacity of pipelines and cther
transportation facilities; and

» the price and availability of alternative fuels.

Our significant indebtedness could adversely
affect our business.

At December 31, 2005, Holdings had total
indebtedness of approximately $399 million (including
approximately $838 million at Duguesne Light), which
could have important consequences. For example, i
could:

« make it more difficult for us to satisfy our
obligations related to any such indebtedness;

* increase our vulnerability to general adverse
economic and industry conditions;

* require us to dedicate a substantial portion of our
cash flow from operations to payments on our
indebtedness, thereby reducing the availability of
our cash flow to fund working capital, capital
expenditures, acquisitions and other general
corporate purposes;

+ limit our flexibility in planning for, or reacting to,
changes in our business and the industries in
which we operate;

+ place us at a disadvantage compared 1o
competitors that have less debt; and

* limit our ability io borrow additional funds or
refinance existing debt.

Any of these consequences could have a material
adverse effect on our ability to satisfy our
indebtedness. The indenture under which Duquesne
Light's first mortgage bonds are issued permits
Duquesne Light to issue additional first mortgage
bonds from time to time if certain financial
reguirements are salisfied. The terms of our credit
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agreements also do net prohibit us or our subsidiaries
from incurring additional indebtedness. As of
December 31, 2005, approximately $180 million of
unused commitments remain under Holdings' credit
agreements (including approximately $92 miflion at
Duguesne Light}, and our credit agreements would
permit additional borrowings. If new debt is added to
our and our subsidiaries’ current debt levels, the
leverage-related risks described above could intensify.

Our ability to pay dividends or service
indebtedness is largely dependent upon the
earnings of our subsidiaries and the distribution of
such earnings to us.

We are a holding company, and substantially all of
the assets shown on our consclidaled balance sheets
are held by subsidiaries. Our operating cash flow and
our ability to service our indebtedness depend on the
gperating cash flow of our subsidiaries and the
payment of funds by them to us in the form of
dividends or advances. Cur indebtedness is not
guaranteed by our subsidiaries and our subsidiaries
are separate and distinct legal entities. We hold no
assets and have no sources of revenue other than the
ownership interests in our subsidiaries and the right to
any dividends thereon and the right to receive
payments on any existing or future loans made fo our
subsidiaries.

Our subsidiaries are separate and distinct legal
entities and have no obligation to make payments on
their common stock, or to make any funds available for
such payment. Qur subsidiaries’ ability to make
dividend payments or other distributions to us may be
restricted by their obligations to holders of their
outstanding debt, their other creditors and holders of
their preferred and preference stock, and the
availability of earnings and the needs of their
businesses. For instance, no dividends or distributions
may be made on Duguesne Light's common stock if it
has not paid dividends on its preferred or preference
stock. Dividends on Duquesne Light stock may also be
effectively limited by the terms of certain financing
arrangements. Further, under Duquesne Light's
articles of incorporation, the aggregate amount of
common stock dividend payments or distributions may
not exceed certain percentages of net incame, if the
ratio of total common shareholder’s equity to total
capitalization is less than specified percentages. No
part of Duquesne Light's retained earnings was
restricled at December 31, 2005.

In addition, as discussed above, Duquesne Light is
regulated by the PUC, which generally possesses
broad powers to ensure that the needs of the utility
customers are being met. To the extent that the PUC
altempts to impose restriclions on the ability of
Duquesne Light to pay dividends to us, it could



adversely affect our ability to make payments on our
indebtedness or otherwise meet our financial
obligations.

In the event of a bankruptey, liquidation, winding-
up, dissolution, receivership, insolvency,
rearganization, administration or similar proceeding
relating to one of our subsidiaries, holders of such
subsidiaries’ indebtedness, trade creditors of such
subsidiaries and holders of such subsidiaries’ preferred
and/or preference stock will generally be entitled to
payment of their claim from the assets of those
subsidiaries before assets are made available for
distribution to us.

We cannot assure investors that future dividend
payments will be made, or if made, in what

amounts they may be paid.

Our Board of Directors regularly evaluates our
common stock dividend policy and sets the amount
each quarter. The level of dividends will continue 1o be
influenced by many factors, including, among other
things, our earnings, financial condition and cash flows
from subsidiaries, as well as general economic and
competitive conditions. We cannot assure investors
that dividends will be paid in the future, or that, if paid,
dividends will be at the same amount or with the same
frequency as in the past.

Because Duquesne Light is a wholly owned
subsidiary of Holdings, Holdings can exercise
substantial control over its dividend policy and
business and operations.

All of the members of Duquesne Light's board of
directors and ils executive officers are also officers of
Holdings. Among other decisions, the Duquesne Light
board is responsible for decisions regarding financing
and capital raising activities, and acquisition and
disposilion of assets. Within the limitations of
applicable taw, Duguesne Light's arlicles of
incorporation and subject to the covenants under its
outstanding debt instruments, the Duguesne Light
board of directors will base its business decisions on
its earnings, cash flow and capital structure, but may
also take into account the business plans and financial
requirements of Holdings and its other subsidiaries.

item 1B. Unresolved Staff Comments

Not applicable.

Ktem 2. Properties.

Our principal properties consist of Duguesne Light's
facilities for both fransmitting and distributing efectricity,
and supplemental properties and appurtenances,
iocated substantially in Allegheny and Beaver counties
in southwestern Pennsylvania. Substantially all of the
electric ulility properties are subject to a lien under the
Indenture of Mortgage and Deed of Trust dated as of
April 1, 1992.

Duquesne Light owns 527 substations, of which
over 60% are located on customer-owned fand and are
used to service that customer. Duquesne Light has 672
circuit-miles of transmission lines, comprised of
345,000, 138,000 and 69,000 volt lines. Street lighting
and distribution circuits of 23,000 volts and less include
approximately 16,420 circuit-miles of lines and cable.
These properties are used in the electricity delivery
business segment.

Our total investment in property, plant and
equipment (PP&E) and the related accumulaled
depreciation balances for major classes of property are
as follows:

Holdings PP&E and Related Accumulated
Depreciation

(Millions of Dollars)
as of December 31, 2005

Accumuliated Net
Investment Depreciation  Investment

Duquesne Light

electric plant $2,2358 $7385 $1,497.3
Fiber optic

network 329 9.2 23.7
Other energy

facililies 211 8.6 12.5
Landfill gas 19.0 11.9 7.1
Other - Holdings 6.8 53 1.5
Total $2,315.6 $7735 $1,542.1

{(Millions of Dollars}
as of December 31, 2004
Accumulated Net
Investment  Depreciation  Investment

Duquesne Light

electric plant $2,120.8 $ 7145 $1,406.3
Fiber optic

network 301 7.2 229
Other energy

facilities 283 10.4 17.9
Landfill gas 222 134 8.8
Other - Holdings 9.0 55 3.5
Total 52,2104 $ 7510 $1,459.4
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Duquesne Light electric plant includes:

(1) distribution poles and equipment; {2) lower voltage
distribution wires used in delivering electricity to
customers; (3} subslations and transformers; (4} high
vaoltage lransmission wires used in delivering electricity
lo substations; (5) meters and automated meter
reading assets; and (6) internal telecommunication
equipment, vehicles and office eguipment, primarily
used in our elactricity delivery business segment. The
fiber optic network owned by DQE Communications is
reported in our Communications business segment.
The other energy facilities and landfill gas equipment
are used in pur Energy Solutions and Financial
business segments, respectively. The other PP&E is
comprised of office furniture and fixtures.

ltem 3. Legal Proceedings.

We are involved in various legal proceedings and
environmental matters. We believe that the resolution
of such proceedings and matters, in total, will not have
a malterially adverse effect on our financial position,
results of operations or cash flows.

Item 4. Submission of Matters to a
Vote of Security Holders.

No malters were submitted to a vote of Holdings'
shareholders during the fourth quarter of 2005.

Pursuant to a written consent of the sole
stockholder dated October 31, 2005, the following
individuals were elected as the full board of directors of
Duquesne Light: Morgan K. O'Brien, Joseph G.
Belechak, Maureen L. Hogel and Mark E. Kaplan. All
10 outstanding shares of Duquesne Lighl common
stock were voted in favor of each individual.

Market for Registrants’ Common Equity,
Related Shareholder Matters and Issuer
Purchases of Equity Securities.

itern 5.

Information reiating to the market price for Holdings
common stock is set forth in Note 21 to the
consolidated financial statements hereto, and
incorporated herein by reference.

Holdings has continuously paid dividends on its
common stock since 1953. Dividends of $0.25 per
share were declared and paid quarterly for the last two
years. At January 31, 2006 there were approximately
45,300 holders of record of our common stock.
Holdings common stock is listed and traded on the
New York, Philadelphia and Chicago Stock
Exchanges.

Duquesne Light common stock is not publicly
traded; Holdings owns all 10 shares outstanding.
Quarterly dividends totaling $13 million and $58 million
were declared in 2005 and 2004. Duquesne Light paid
comman stock dividends of $20 million, $71 million and
$69 million in 2005, 2004 and 2003. During 2005
Duguesne Light embarked on a significant capital
expenditure program, and therefore has been retaining
more of its earnings than in prior years.

We have no program regarding the repurchase of
Holdings common stock. However, we repurchase
shares in connection with the issuance of so-called
“stock swap exercises” of employee stock oplions or
restricted stock in which shares are surrendered or
deemed surrendered to Holdings to pay the exercise
price and/or to salisfy tax withholding obligations. The
following table presents information with respect to
such repurchases that occurred during the quarter
ended December 31, 2005.

(a) {b) {c) {d)

Total Maximum
number number of
of shares shares that
purchased may yet be
as part of purchased
Total Average  publicly under {he
number price announced  pfans ar
of shares paid per plans or programs
Period purchased  share programs
Oct. 1-31 — § - — -
Nov, 1- 30 — § — — —
Dec. 1- 31 26,309 $16.50 -— —

Total 26,309  $16.50 — —_

For information regarding equity compensation
plans, see ltem 12.



Item 6. Selected Financial Data.

Duquesne Light Holdings

{Millions of Doltars, Except Per Share Amounts)

2005 2004 2003 2002 2001

Income Statement ltems
Total operating revenues (a) $ 9222 $ 8973 $ 9028 $1,026.0 $1,142.4
Operating income (b) 178.3 150.7 150.9 957 3.8
Income {loss) from continuing operations

before taxes, limited partners’ interest

and cumulative effect of change in

accounting principle (b) (c) 155.8 100.4 110.9 16.1 {(121.%)
Income tax expense (benefit) 53.0 20.6 17.7 (11.6) (77.4)
Income {loss) from continuing operations 112.9 87.2 93.2 26.7 (44.5)
Cumulative effect of change in

accounting principle {d) — — — (113.7) —
Earnings (loss) avaitable for common stock 114.2 87.0 175.5 {215.2) {153.9)
Basic EPS from continuing operations (e) 1.45 1.14 1.24 0.40 {0.80})
Basic EPS (e) 1.47 1.14 2.34 (3.28) (2.75)
Balance Sheet tems
Property, plant and equipment — net $1,542.1 $1,450.4 $1,4373 $1,4255 $1,431.5
Total assels 2,820.6 2,632.8 2,540.8 2,800.8 3,235.7
Capitalization
Common shareholders’ equity $ 6559 $ 6104 § 5754 § 4526 § 5085
Preferred and preference stock (f) 147.5 146.9 70.7 93.2 85.6
Duquesne Light obligated mandatorily

redeemable preferred securities (g) — — — 150.0 150.0
Long-term debt (g) (h) 957.8 958.0 977.5 1,082.0 1,184.5
Total Capitalization $1,761.2 $1,7153 $16236 §$1,777.8 $1,9286
Dividends declared per share $ 100 $ 100 $ 100 $ 134 % 1.68

(a} Total operating revenues increased in 2005, primarily due to the higher average generation rates charged, and the
increase in pipeline quality landfill gas sales. Total operating revenues declined from 2001 through 2004 due to the

collection of Duguesne Light's allocated CTC balance.

(b} Operaling income in 2005 was positively impacted by the $16.1 million increase in the fair value of certain derivative

energy contracts, the $13.2 million gain on assel sales, and was negalively impacled by the $6.7 million charge related to

an energy facility management project. (See Notes 3 and 4.) Resuits were negatively impacted by the $8.3 million
Sunbury acquisilion termination cost in2004. (See Note 3.) Resulls were negaltively impacted by asset impairment
charges of $30.2 million and $67.3 million and restructuring charges of $5.2 million and $27.9 militon in 2002 and 2001.

(See Note 9.}

(c) Results in 2005 were positively impacted by $24.1 million of gains on asset and investment sales. Results were negatively

impacted by investment impairment charges of $33.7 million and $61.7 million in 2002 and 2001.
(d} Holdings changed its method of accounting for goodwill and other intangible assets in 2002.

{e) Beginning in 2002, earnings per share were impacted by the public offering of approximately 17 million shares of common

stock.

(f) This reflects the 2004 issuance, at par, of $75 million of Dugquesne Light preferred stock. (See Note 15.)

{g) Adoption of SFAS No. 150 required reclassification to long-term debt.
{h) Proceeds from the sale of AquaSource were used to reduce long-term debt in 2003,
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Duquesne Light Company

(Millions of Dollars)

2005 2004 2003 2002 2001

Income Statement Items
Total operating revenues (a) $ 7924 $ 7893 $ 8061 $ 94486 §1,0536
Operating income (b) 147.3 141.7 1551 161.5 120.1
Net income 73.0 67.8 69.6 754 534
Earnings available for common stock 65.0 61.2 66.4 721 50.0
Balance Sheet ltems
Property, plant and equipment — net (c) $1,497.3 $1,406.3 $1,3827 $1,3649 §1,3449
Total assels (d) 21231 2,293.0 2,209.2 2.488.2 2,570.0
Capitalization
Common shareholder's equity (g) $ 630.6 $ 5314 $ 5301 $ 5210 § 5267
Non-redeemabile preferred and

preference stock {f} 146.5 145.9 69.7 £69.8 68.2
Company obligated mandatarily redeemable

preferred securities (g) — — — 150.0 150.0
Long-term debt (g) (h) 636.5 966.4 857.7 959.5 1,061.1
Total Capitalization $1,413.6 $1,633.7 $1,4575 $1,700.3 $1,806.0
Dividends declared (e) $ 130 § 580 $ 6850 $ 750 § 527

(a)

(b)

(c)
{d)
(e)

f
(g)
(h)

ltem 7,

Total operating revenues increased in 2005 due to the higher average generation rates charged under the POLR 1
arrangement, partially offset by a decline in large commercial and industrial customer retention. Total operating revenues
declined from 2001 through 2004 due to the collection of the allocated CTC balance.

Resulls were positively impacted by the $16.1 million increase in the fair value of certain derivative energy contracts in
2005. (See Note 4.) Results were negatively impacted by the $8.3 million Sunbury acquisition termination cost in 2004.
(See Note 3.) Resulls were negatively impacted by restructuring charges of $3.7 million and $10.8 million in 2002 and 2001.
(See Note 9.)

During 2005, Duguesne Light embarked on a significant capital expenditure program.

This reflects the repayment from Haldings, of a $250 million loan in 2005.

As a result of the significant capital expenditure program started in 2005, Duquesne Light has been retaining more of its
earnings. Dwring 2005, Duguesne Light received $82.5 million of equily contributions from Holdings.

This reflects the 2004 issuance, al par, of $75 million of Duguesne Light preferred stock. (See Note 15.)

Adoption of SFAS No. 150 required reclassification to long-term debt.

Duquesne Light used proceeds from the repayment of its loan to Holdings te reduce long-term debt in 2005. {See Note 14.)
Duquesne Light reduced its invesiment in the DQE Capital cash pool to reduce tong-term debt in 2003.

our transrnission infrastructure and our distribution

Management’s Discussion and
infrastructure, in each case using the most cost

Analysis of Financial Condition

and Resuits of Operations.

Unless otherwise stated, the terms “earnings” and
“loss” used in this ltem 7 refer to after-lax amounts.

BUSINESS STRATEGY

Our strategy is to continue to focus building on
successes al our core, regulated ulility business. Our
objective is to be an economical, reliable and safe
provider of electric energy to our customers while
creating shareholder value through opportunities
related lo our core business. We will maintain and
enhance our posilion as a safe and reliable provider
of electric energy by making prudent investments in
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efficient financing available. We will seek to recover
our increased costs of service and the cost of our
infrastructure investments in a manner that results in
reasonable rates for our customers while providing
the base for a fair return for our sharehoiders through
a stable stream of cash flows. Our business strategy
is summarized as follows:

Duguesne Light:

« Continue to make prudent investments in both our
transmission infrastructure and distribution
infrastructure.

» Maintain our high standards for reliability and
customer service.



« File a distribution rate case with the PUC.
s File a transmission rate case with the FERC.

Energy Supply Opportunities:

+ Continue to aclively manage supply reguirements
for both Duquesne Light's residential and small
commercial POLR 111 customers and DLE's
customers, through Duquesne Power or our other
unregulated subsidiaries, using sound risk
management policies.

+ Maximize large commercial and industrial
customer retention through our unregulated retail
electric generation supptier, DLE.

= Strategically align our unreguiated energy supply
subsidiaries outside Duquesne Light to provide
greater flexibility to capitalize on opportunities that
may arise.

* Proceed with closing the planned acquisition of
the interests in the Keystone and Conemaugh
power plants, providing a physical hedge lo
complement our portfolio of energy commodity
contracts for our supply plan.

+ Continuve to evaluate additional power plant
acquisitions.

Complementary Businesses:

* Focus on expanding landfill gas and related
businesses to capitalize on current markel
conditions utilizing our existing position within the
marketplace, while helping to sclve a growing
environmental challenge.

« ldentify and develop other unregulated
investments that are both closely aligned with our
business strategy and that provide reasonable
prospects for a fair return and moderate growth.

+ Continue to divest non-core investments that are
not consistent with our overall business strategy,
while maximizing sale proceeds.

Financing:
« Use the most cost efficient sources of funds to

finance the continued infrastructure investment,
proposed acquisition of power plant interests,
landfill gas investments and general corporate
purposes.

+ Continue to improve credit quality and maintain
acceptable levels of liquidity.

OVERVIEW OF BUSINESS SEGMENTS

Puguesne Light reports the following business
segments: (1} transmission and distribution of
electricity (electricity delivery business segment),

(2) supply of electricity by Duquesne Light (Duquesne
Light supply business segment), and {3) collection of
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transition costs {which were fully collected as of
December 31, 2005) (CTC business segment).

Holdings reports the following business segments:
(1) transmission and distribution of electricity
{electricity delivery business segment}, (2) supply of
electricity (which includes the Duquesne Light supply
business segment and, beginning in 2005, supply by
DLE} (electricity supply business segment), (3}
colleclion of transition costs (which were fully
collected as of December 31, 2005) (CTC business
segment), (4) DES' development, operation and
maintenance of energy facilities and, for a single
customer, synthetic fuel facilities {Energy Solutions
business segment), {5) DQE Financial's collection
and processing of landfill gas and management of
structured finance and alternative energy investments
(Financial business segment), and (6) DQE
Communications' operation, maintenance and
leasing of its fiber optic based network
{Communications business segment). We alsc reporl
an "all other” category to include our other
subsidiaries below the quantitative threshold for
disclosure. These subsidiaries provide corporate
administrative functions, financing, and insurance
services for our various affiliates.

Note 20 to the consolidated financial statements
shows the financial results of each principal business
segment in {abular form. Following is a discussion of
these results.

Electricity Delivery Business. In our continued
effort to provide a stable, reliable source of electric
energy for our customers, we have embarked on a
significant investment program to upgrade both our
transmission infrastruclure and our distribution
infrastructure. Capital expenditures relaled to the
program were approximately $150 million in 2005
and we expect to spend an additional $350 to $400
million through 2007. The cost of these infrastruclure
investments is to be funded through operating cash
flows, equity infusions from Holdings, bank debt and
the possible sale of low cost pollution control revenue
bonds {(PCRBs) in 2006 as part of our overall
financing plan. In addition, effective January 1, 2005
we successfully infegrated our tfransmission
operations into those of PJM as a part of our
commitment to ensuring reliability.

The net income from our regulated electricity
delivery business was lower in 20035, as expected,
due to higher operating costs related to customer
assistance programs, increased labor costs and the
realignment of certain revenues and expenses
related to ancillary energy services that are now
reflected in our supply segment. These changes
more than offset the increased revenue generaled
from favorable weather conditions during 2005. In



2006 we expect to file a distribution rate case with the
PUC and a transmission rate case with the FERC to
recover our increased costs of service and to receive
a fair return on our investments. Duquesne Light last
filed such rate cases in 1987.

Supply Busingss. The factors impacting the
Duquesne Light supply business segment have
significantly changed when compared to prior
periods. From the time that Duguesne Light sold its
generation assets in April 2000 through December
31, 2004, the default energy supply requirement for
alt customers had been met through a full
requirements contract with one supplier. From the
time that Duquesne Light completed its stranded cost
recovery (different by each rate class, but generally
during ihe 2002 to 2003 time period) through
December 31, 2004, Duguesne Light had earned a
margin on each megawatt-hour (MWh) supplied.

Effective January 1, 2005, residential and small
commercial customers remaining on POLR service
saw an average increase of 11.5% above their POLR
Hl generation rates, reflecting the increase in market
energy prices in the time since the POLR il rates
were established. Despite this increase in rales,
residential and small commercial customer retention
has increased to 75% in 2005 from 74% in 2004.

Also effective January 1, 2005, Duquesne Light
has been meeting its POLR Il energy supply
requirements for residential and small commercial
customers through Duguesne Power’s portfolio of
energy and capacity supply contracts with multiple
investment-grade counter-parties as well as through
transactions with PJM. This change in energy supply
strategy is designed to provide the opportunity to
earn a larger margin in the supply business. While
taking on increased commodity price risk, we have
decreased our supplier credit/default risk. The
increased commodily price risk has been managed at
a prudent level through the portfolio of energy
commodity contracts. Because some of these
contracts are not seltled at the Dugquesne Light zone,
the normal exemption is not applicable and they are
accounted for on a mark-to-market basis, with
changes in the fair value of these contracts recorded
currently in earnings unless certain hedge accouniing
criteria are met.

During the year ended December 31, 2005,
earnings were positively impacted by a $7.9 million
after-tax increase in the fair value of mark-to-market
derivative energy contracts, whose duration varies,
but extends no later than December 31, 2007. While
it is impossible to determine how the value of these
contracts will change during 2006 and 2007, the fair
value of these contracts will be zero by the latest
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expiration date of December 31, 2007. Contracts
accounted for as cash flow hedges differ from those
accounted for as mark-to-markel, in that the fair value
of these contracts is generally not recognized
currently in earnings, but rather as the contracts are
settied.

While previously Duguesne Light's margin on
residential and small commercial customers was a
fixed dollar amount per MWh, beginning in 2005 the
margin has an element of seasonality. Revenues per
MWh, while fixed on an annual basis through 2007,
are lowest in the first and fourth quarters reflecting
the discount rate offered to electric heating
customers in the November through April heating
season. The revenues per MWh are then higher in
the remaining months. Similarly, costs per MWh are
expected to have a seasonal element, being higher in
the first and third quarters reflecting the peak energy
consumption in the heating and cooling seasons. As
a result, margins on residential and smalf commercial
customer energy supply are anlicipated to be higher
in the second and fourth quarters.

For large business customers, effective
January 1, 2005, the POLR energy supply product is
a fluctuating hourly-priced service. Additionally,
through May 31, 2006, Duquesne Light offers a fixed-
price service whose rate reflects the results of a
competitive wholesale request-for-proposal. In
January 2006, Duquesne Light requested and
received approval from the PUC to extend the fixed-
price service offering for an additional year. This
offering will be subject to the results of another
competitive wholesale request-for-proposal to be
conducted. Duquesne Light continues to meet its
POLR energy supply requirement for large customers
through interactions with PJM and with full
requirements contracts, now with two investment-
grade suppliers. Because of the uncertainty inherent
in hourly-priced POLR service and the increase in the
fixed-price rates, POLR retention for large
commercial and industrial customers has decreased
from 58% in 2004 to 19% in 2005. As of December
31, 2005, the POLR retention rate for large
commercial and indusirial customers was less than
10%, and is expected {o remain at approximalely this
level throughout 2006.

Under the POLR Il arrangement that ended
December 31, 2004, Duguesne Light earned a
margin on each MWh sold to its large commercial
and industrial customers. During the twelve months
ended December 31, 2004, Duquesne Light earned
net income of $4.6 million in the supply business
related to sales to its large commercial and industrial
customers. Under the POLR Il arrangement that
became effective January 1, 2005, Duquesne Light



no longer earns a margin in the supply business on
these sales.

In response to the change in large customer
POLR service, DLE has begun to offer competitive
electric generation {(EGS}) service to customers in the
Duguesne Light service territory. Duquesne Power
manages the DLE supply requirements together with
the Duguesne Light residential and small commercial
customer POLR !l supply requirements.

2006 Supply Business Realignment. Effective
December 31, 2005, Duquesne Power was
transferred from Dugquesne Light to another Holdings
subsidiary. The operations of Duquesne Power will
only be reported as part of the Holdings electricity
supply segment beginning January 1, 2006. The
transfer of Duquesne Power was completed {o
strategically align our unregulaled businesses outside
of Duquesne Light in order to provide flexibility to
capitalize on future supply opportunities. The transfer
will effectively eliminate the net income included in
Duquesne Light's supply segment.

If this transfer had taken place on January 1,
2003, the net effect to Duguesne Light's earnings
would have been an increase of $0.1 million in 2003
and $6.0 million in 2004. Earnings in 2005 would
have decreased $27.2 million. In 2003, Duquesne
Power was just being formed and had minimal
activity. The 2003 increase would have been caused
by a decrease in other operaling and mainienance
expense. The 2004 increase would have been
caused by the removal of the acquisition termination
cost associated with the cancelled Sunbury
acquisition and other costs. The 2005 decrease
would have been caused primarily by the removal of
some revenue and an increase in operating
expenses, the effect of which would eliminate
Duguesne Power's margin on its sales {o Duguesne
Light and DLE.

Changes to the balance sheets would have been
immaterial in 2003 and 2004. There would be no
change to the 2005 balance sheet as the transfer
ook place at close of business on December 31,
2005.

Landfill Gas Business. Qur landfill gas business
(a part of our Financial business segment) is
comprised of investments in 20 landfif! sites around
the country and the ownership of Waste Energy
Technologies, LLC (WET), which was acquired in the
fourth quarter of 2004. WET has provided landfill gas
cellection system engineering, design and
construction services to the fandfill business for over
20 years. Our 20 sites are comprised of three that
currently produce pipeline quality gas sold at market

22

rates; five sites where unprocessed landfill gas
preduction is currently sold at significantly lower unit
prices than pipeline quality gas, but due to lower
operating costs and capital requirements, still provide
the opporlunity to earn modest returns, and 12
passive investment sites we do not project to be
invelved with beyond 2007 due to the scheduled
expiration of Section 29 tax credits.

We have made small, strategic capital
investments to maximize our existing production
capacities and improve the throughput of the landfill
gas processing sites we expecl to continue to
operate, and have focused cur efforts to sireamline
and minimize our operating costs. These sites also
have sufficient quantities of available gas to remain
viable beyond the expiration of Section 29 tax credits
on December 31, 2007.

We are a significant producer of pipeline quality
landfill gas in the United States. The majority of our
earnings from our landfill gas business are derived
from the three pipeline quality production sites. Qur
contract at one of these sites located in New York
City is scheduled to terminate on June 30, 2006; our
earnings for 2005 included $7.4 miliion related to this
site. We expect to operate our other two pipeline
quality landfill gas sites for approximately 15 more
years. In December 2005, we also enlered into a
price swap agreement for approximately 60% of our
anticipated 2006 pipeline gquality landfill gas sales in
order {o lock in the recent unprecedented increases
in natural gas prices.

We continue to evaluate opportunities to expand
this business. In December 2005, we eniered into a
joint venture agreement to develop a liquefied natural
gas application at one of our five fixed-price sites,
while at another of these sites we reached agreement
for the expansion of our existing gas rights and
extended the agreement through 2020. We will
continue to invest in new landfill gas sites, or expand
at existing sites that meet our investment criteria.

Energy Solutions Business. The primary
operations of this business segment in 2006 will be
the operation and maintenance of synthetic fue!
facilities for a single customer, from which we earn
fees based on production. Given that synthetic fuel
qualifies for Section 29 tax credits, which are set to
expire on December 31, 2007, we expect our
operation and maintenance of the synthetic fuel
facilities to cease at that time. In addition, Section 29
tax credits are subject to a phase-oul provision that
could reduce lax credits if the average annual
wellhead price per barrel of domestic crude oil
increases into an inflalion-adjusted phase-out range.
As such, it is possible that operations at these



facilities could be curtailed or terminated prior to
December 31, 2007,

Asset Divestitures. We conlinue lo divest
buginesses that we have determined not to be in line
with our core business strategies. In 2005 and 2004
our Financial business segment sold all or portions of
lax-advantaged limited partnership investments to
generate current cash benefits instead of increasing
Holdings significant tax credit carryforward position.
We also sold investments in two leveraged lease
transactions.

In 2005, our Energy Solutions business segment
entered into agreements lo ultimately sell our
invesiments in five energy facilily management
projects. We have closed on three of the projects in
2005 and anticipate closing the remaining two in
early 2006. These energy facility management
projects did not significantly contribute to the
earnings of the Energy Solutions business segment.

RESULTS OF OPERATIONS

Overall Performance

2005 Compared to 2004

Cur net income was $114.2 million, or $1.47 basic
earnings per share in 2005, compared o $87.0
million, or $1.14 basic earnings per share in 2004.
The average shares outstanding increased 1.3
million, or 1.7%, compared to 2004. Our income from
continuing operations was $112.9 million, or $1.45

basic earnings per share in 2005, compared to $87.2
million, or $1.14 basic earnings per share in 2004, an

increase of $25.7 million, or 28.5%.

Duguesne Light's earnings available for common
stock were $65.0 million in 2005, compared to $61.2
million in 2004, an increase of $3.8 miltion, or 6.2%.
Earnings from Dugquesne Light's supply business
segment increased $14.7 million from the pricr year,
primarily as a result of a $9.4 million after-tax
increase in earnings resulting from certain changes in
the fair value of the derivative energy contracts at
Duquesne Power since December 31, 2004, and a
$4.8 million after-tax charge included in the 2004
resuits related to the termination of the acquisition of
the Sunbury generation station. Earnings from the
electricity delivery business segment decreased
$10.6 million from the prior year, primarily as a resuit
of an increase in operating expenses, which includes
$3.9 million of additional afler-tax administrative
expenses previously borne by Holdings prior to the
sale of several non-complementary businesses.

Earnings from continuing operations at Holdings
were also affected by the following:
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» DES' earnings increased $13.2 million,
primarily as a result of $19.4 million in after-
tax gains on the sale of investments in three
energy facility management projects during
2005, partially offset by $6.7 million of charges
related to another energy facility management
project.

= FEarnings from DQE Financial increased $3.8
million, primarity as a result of a $4.9 million
increase in earnings from operations related
to pipeline quality landfill gas.

+ DQE Communications earnings increased
$0.8 million, as a result of increased revenues
from new and existing customers.

» Holdings earnings also include a $2.4 million
after-tax gain resulting from the settlement of
an inferest rate lock agreement during 2005,
the reduction of $3.9 million in after-tax
administrative costs discussed above, partially
offset by increased operating expenses
associated with the current IRS audit.

2004 Compared to 2003

Our 2004 earnings available for common stock
were $87.0 million, or $1.14 basic earnings per
share, compared to $175.5 million, or $2.34 basic
earnings per share, for 2003. The average shares
outstanding increased 1.4 million, or 1.9%.

Qur earnings from continuing operations available
for common stock were $87.2 million, or $1.14 basic
earnings per share, in 2004, compared to $82.8
million, or $1.24 basic earnings per share, in 2003,

Duquesne Light's eamnings available for common
stock were $61.2 million in 2004, compared to $66.4
millien in 2003. The $5.2 million decrease in earnings
at Duquesne Light is primarily due to the $4.8 million
after-tax charge for the write-off of deposits and
deferred costs related to the termination of the
Sunbury acquisition.

Earnings from continuing operations at Holdings
were also affected by the following:

» Earnings from DQE Financial decreased $6.8
million from 2003, primarily due to a $9.7 million
decrease in earnings from structured lease
investments primarily as a result of the IRS
settlement and a $7.0 million after-tax gain,
recognized in 2003, on the sale of an investment
in a natural gas operating partnership. These
decreases were partially offset by an $8.2 million
increase in earnings related to our landfill gas
business.

« Earnings from DES increased $2.4 million
primarily due to lower employee compensation
costs.




« Earnings from DQE Communications increased
$0.9 million primarily due o revenue growth from
new and existing customers.

The 2004 loss from discontinued operations was
$0.2 million, or zerc basic earnings per share,
compared to income of $82.7 million, or $1.10 basic
earnings per share, in 2003, The 2003 income
included a $66.6 miilion tax benefit related to the use
of capital losses generated in connection with the
sale of the AquaSource subsidiaries and an $11.5
million after-tax gain related to the increase in fair
value of AquaSource’s investor-owned utilities as a
result of the sale of these utilities to Aqua America,
Inc. (See Note 17.)

RESULTS OF OPERATIONS BY BUSINESS
SEGMENT

2005 Compared to 2004

Electricity Delivery Business Segment. This
segment reported $36.5 million of earnings in 2005,
compared to $47.1 million in 2004, a decrease of
$10.6 million or 22.5%. This decrease was primarily
due to increased operating expenses in 2005.

Operaling revenues are primarily derived from the
delivery of electricity, including related excise taxes.
Sales to residential and commercial customers are
primarily influenced by weather conditions. Warmer
summer and colder winter seasons lead to increased
customer use of electricity for cooling and heating.
Commercial sales also are affected by regional
development. Sales to industrial customers are
influenced by national and global economic and
competitive conditions.

The following table sets forth the MWh delivered
to eleciric utility custormers.

MWh Delivered
{(In Thousands}

2005 2004 Change
Residential 4,134 3,886 6.4%
Commercial 6,635 6.522 1.7%
Industrial 3,128 3,229 (3.1%)
13,897 13,637 1.9%

Operating revenues decreased $1.2 millicn, or
0.3%, compared to 2004. The decrease was primarily
due to ancillary services revenue being reported in
the Dugquesne Light supply segment in 2005. This
reclassification of ancillary revenue ($11.8 miliion in
2004} offset the $3.2 million of revenue collected in
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2005 to recover SECA charges. # also offset the
increased delivery revenues to residential and
commercial customers resulting from ihe higher
megawatt-hour (MWh) sales in 2005 due to the
warmer summer weather as compared to 2004.

Operating expenses consist primarily of costs of
operation and maintenance of the transmission
systems and distribution systems; meter reading,
billing and collection; customer service;
administrative expenses; and non-income taxes such
as gross receipts, properly and payroll taxes.
Operating expenses increased $13.5 million, or 8.2%,
compared to 2004. Following the sale of several of
Holding's non-complementary businesses,
approximately $6.5 million of additional costs were
borne by this segment in 2005 compared.to 2004,
Included in this amount was $3.4 million related to
insurance. Rising energy prices in 2005 placed a
strain on the budgets of the elderly and low-income
customers. Duquesne Light attempted to balance this
impact with sound business practices through
increased participation in customer assistance
programs. This had the effect of a $7.2 million
increase in uncollectible accounts expense. In
addition, $4.9 million of increased labor costs were
incurred in 2005. These increases were partially
offset by a $6.5 million decrease in the costs of
ancillary services, because the majority of this cost is
now being reported in the Duquesne Light supply
segment as a result of the POLR Il arrangement.

Depreciation and amortization expense includes
depreciation on property, plant and equipment and
amortization of intangibles. Depreciation and
amortization expense increased $4.8 million, or 7.7%,
compared lo 2004. The increase was primarily due to
$3.0 million of amortization expense recognized in
2005 relating to SECA, as discussed in the revenue
section above.

Dividends on preferred and preference stock
reflect the annual payments made to preferred and
preference shareholders. Preferred dividends
increased $1.4 million, or 21.2%, compared to the
prior year due to the $75 million of 6.5% preferred
stock issued in April 2004. Dividends on all issues of
Duquesne Light's preferred stock are included in
interest and other charges in the Holdings
presentation of the electricity delivery business
segment.

Duquesne Light Supply Business Segment. As
previously discussed, the factors impacting this
segment in 2005 have changed significantly
compared to the prior year. The following table
summarizes the earnings from this segment.



Eamings
(In Millions)
2005 2004  Change
Residential and small
commercial $19.0 $13.9 $5.1
Large commercial
and industrial — 4.6 (4.6)
Derivative energy
contracts 9.4 _ 9.4
Acquisition termination
cosl — (4.8) 4.8
Total Earmnings $284 $13.7 $14.7

Under the POLR li arrangement in 2004, the
margin on sales lo residential and small commercial
customers was a fixed dollar amount per MWh
supplied, while under the POLR Il arrangement in
2005, the margin on these customers is no longer
fixed.

The $5.1 million increase in the earnings from the
residential and small commercial customers reflects
the higher POLR IIf rates. Under the POLR i
arrangement, Duquesne Light earned a margin per
MWh on sales to large commercial and industrial
customers. However, there is no margin under the
POLR Il arrangement associated with these
customers, which accounts for a $4.6 million
decrease in earnings from 2004. In addition, some of
the energy contracts entered into by Ouquesne
Power are derivative instruments, the accounting for
which results in certain changes in the fair value of
these contracts being recorded currently in earnings.
As shown above, there was a $9.4 million increase in
earnings in 2005 resulting from certain changes in
the fair value of these energy contracts since
December 31, 2004. The results for 2004 included
the $4.8 million after-tax charge related lo the
termination of the Sunbury acquisition.

Operating revenues are derived primarily from the
supply of electricity to POLR retait customers. Retail
energy requirements fluciuate as the number of
customers choosing alternative generalion suppliers
changes. Energy requirements for residential and
commercial customers are also influenced by
weather conditions; temperature extremes lead to
changes in customer use of electricity for cooling and
heating. Commercial energy requirements are also
affected by regional economic development. Energy
reguirements for industrial customers are primarily
influenced by national and global economic
conditions.

in addition, operating revenues include, io a
lesser extent, the supply of electricity to wholesale
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cuslomers. Beginning in 2005, these sales are
primarily comprised of sates to DLE by Duquesne
Power under its full-requirements energy supply
contracl. In 2004, these sales primarily consisted of
short-term sales lo other utilities that were made at
market rates, and resulted primarily from excess daily
energy deliveries to Duquesne Light's eleclricity
delivery system.

The following tables set forth the MWh supplied.

MWh Supplied
{In Thousands)
2005
POLRI1 POLRII Total

Residential and

small commercial — 5,631 5,631
Large commercial
and industral g12 278 1,190
Total Retail 912 5,909 6,821
Wholesate 1,048
POLR Customers (MWh basis):
Residential and small commercial 75%
Large commercial and industrial 19%
MwWh Supplied
{fn Thousands)
2004

POLR! POLRII Total

Residential and

small commercial — 5,322 5,322
Large commercial
and industrial 1,622 2,121 3,743
Total Retail 1,622 7,443 9,065
Wholesale 3
POLR Customers (MWh basis):
Residential and small commercial 74%
Large commercial and industrial 58%

Operating revenues increased $9.3 million, or
2.1%, compared to 2004. The combination of the
higher average generation rate charged to residential
and small commercial customers under the POLR 1l|
arrangement and the addition of the ancillary services
revenue that is being reported in this segment in
2005 caused an approximate $51 million increase in
operating revenues in 2005 compared to the prior
year. This was augmented by an approximate
$12 million increase in retail revenue from increased
MWh sales due to the warmer summer weather that
occurred in 2005 and an increase in the number of
customers being served under the POLR Il



arrangement. In addition, there was an approximate
$39 million increase in wholesale sales of electricity
in 2005, due primarily to sales to DLE. As shown in
the tables above, there has been a significant
decrease in the MWh supplied to large commercial
and industrial cuslomers as a higher percentage of
these customers chose an alternative generation
supplier in 2005. This resulted in an approximate
$92 million decrease in aperating revenues
compared to 2004.

In 2005, operating expenses consisted of {i} costs
to obtain energy and capacity for Duguesne Light's
POLR service and to supply DLE, {ii) certain changes
in the fair value of derivative energy contracts, (iii)
administrative expenses at Duquesne Power, and (iv)
gross receipts lax. In 2004, operating expenses
consisted primarily of costs to ohiain energy for our
POLR service and gross receipts tax, both of which
fluctuated directly with operating revenues. Beginning
in the third quarter of 2004, operating expenses also
included administrative expenses at Duguesne
Power.

Operating expenses decreased $8.0 million, or
2.0%, compared to 2004. The primary reason for the
decrease was a $15,2 million decrease in purchased
power expense, primarily due lo certain increases in
the fair value of the derivative energy contracts.
Partially offsetting this decrease was a $2.7 million
increase in administrative costs, and increased gross
receipls taxes.

CTC Business Segment. Collection of the CTC
was completed in the third quarter of 2005, Changes
in revenue and expenses between 2005 and 2004
reflect the full collection of this regulatory asset in
2005.

Electricity Supply Business Segment. Earnings
from this segment include the results for the
Duguesne Light supply segment and, beginning
January 1, 2005, the resulls of Holdings’ unregulated
retail electric generation supplier, DLE.

The revenues and energy and capacity costs
relaling to the full-requirements contract between
Duquesne Power (which are included in the
Duguesne Light supply segment) and DLE are
eliminated and instead DLE’s retail sales lo its large
commercial and industrial customers are presented.
As a result, overall earnings and operating revenues
and expenses of this segment are substantially
unchanged from corresponding amounts discussed in
the Duquesne Light supply segment above.

The folfowing lables set forth the retail MWh
supplied to the electricity supply business segment
customers.
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MWh Supplied

(In Thousands)
2005 2004
Duguesne Light 6,821 9,065
DLE 932 ——
Total Retail 7,753 9,065

Energy Solutions Business Segment. This
segment reported income of $35.9 million in 2005,
compared to $22.7 million in 2004, an increase of
$13.2 million, or 58.1%. The increase is primarily due
to the $19.4 million of after-tax gains on the sale of
investments in certain energy facility management
projects partially offset by $6.7 million of charges
related to another energy facility management
project.

Operaling revenues are derived primarily from the
facility management services for synthetic fuel,
industrial and airport customers. Operating revenues
for 2005 increased $0.2 miliion, or 0.3%, compared
to 2004. Revenues for the synthetic fuel facilities
increased $3.2 million from 2004 due to an
approximate 5% increase in production. This
increase was partially offset by a cumulative
reduction to revenue recognized in 2005 relating to a
contract dispute with the counter-party of another
energy facility management project.

Operating expenses consist of the operating and
maintenance costs (o manage the facilities, as well
as general corporate overhead and other gains and
fosses associated with the operations of the facililies.
Operating expenses decreased $7.5 million, or
23.1%, compared to 2004, primarily due to the $13.2
million pre-tax gain on the sale of two energy facilities
in the fourth quarter of 2005, partially offset by a $3.9
million impairment charge associated with another
energy facility management project and a $3.3 million
increase in energy commodity costs related o the
energy facility operations.

Other income consists of income from an equity
investment in an energy facility operating partnership
{which was sold in the third quarter of 2005) and
various other gains and losses. Other income
increased $17.7 million from 2004 primarily as a
result of an $18 million pre-tax gain on the sale of our
equity investment as previously discussed.

Financial Business Segment. This segment
reported income of $30.2 million in 2005, compared
to $26.4 million in 2004, an increase of $3.8 million,
or 14.4%, primarily due to a $4.9 million increase in



earnings from operations related to pipeline quality
landfill gas.

Operating revenues are derived primarily from the
sale of landfill gas and landfill gas site-related
services. Operating revenues for 2005 increased
$16.2 miflion, or 49.4%, compared to 2004. The
increase is primarily the result of & $9.8 million
increase in pipeline quality landfill gas sales (as a
result of an approximate 35% increase in the average
price of pipeline quality landfill gas sold in 2005 as
compared to 2004) and a $6.6 million increase in
revenues related to the consclidation of WET for an
entire year in 2005 as a result of our purchase of the
remaining 50% interest in the company in the fourth
quarter of 2004.

Operating expenses consist of various costs to
operate and maintain the fandfill gas sites, as well as
expenses related to alternative fuel investments.
Operating expenses increased $8.9 million, or 21.9%,
compared to 2004, primarily due to a $5.8 million
increase in net operating expenses related to the
consclidation of WET, and increased royalty
expenses attributable to pipeline quality landfill gas
operations as a result of the increased revenues.

Other income consists of income from structured
leases and affordable housing and equity
investments, and various olher gains and losses.
Other income for 2005 increased $3.1 milfion, or
32.6%, compared to 2004, primarily due to
incremental net pre-tax gains of $5.9 million related
to the sales of various non-core investments during
2005, partially offset by a $2.4 million decrease in
other income in 2005 due to the full year effect in
2005 of the consolidation of the affordable housing
investments as described below.

The benefit from limited partners’ interest reflects
the portion of the losses related to the affordable
housing guarantee funds that are not owned by the
DQE Financial subsidiary as a result of the
consolidation of the affordable housing investments
effective March 31, 2004.

lncome taxes consist of our provision for federal
income taxes as weil as the tax credits generated
from our synthetic fuel limited partnership, landfill gas
and affordable housing investments. The income tax
benefit for 2005 decreased $10.7 million, or 43.1%,
compared to 2004, due to a $4.3 million decrease in
tax credits generated in 2005, primarily due to the
sale of 50% of our invesiment in the synthelic fuel
parinership as previously discussed, and the
increase in pre-tax earnings in 2005 as compared to
2004,

Communications Business Segment. This
segment reported income of $2.5 million in 2005,
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compared to $1.7 million in 2004, an increase of
$0.8 million, or 47.1%. The increase is primarily due
to increases in revenues from new and existing
customers.

Afl Other. The all other category reported a loss
of $19.6 million in 2005, compared to a loss of $24.2
million in 2004, an improvement of $4.6 million, or
19.0%. The improvement is primarily due {o a $2.4
million after-tax gain recorded at Holdings resulting
fram the favorable settlement of an interest rate lock
arrangement in 2005 and the reduction of $3.9 million
in after-tax administrative costs allocated to
Duquesne Light. These improvements were partially
offset by a $1.7 million after-tax increase in operating
expenses related to the current IRS audit.

2004 Compared to 2003

Electricity Delivery Business Segmenl. This
segment reported $47.1 million of earnings in 2004,
compared 1o $46.1 million in 2003, an increase of
$1.0 million, or 2.2%. This increase was primarily
due to higher revenue and lower inlerest and other
charges, partially offset by higher operating expenses
in 2004.

The following table sets forth MVWh delivered to
etectric utility customers.

MWh Delivered
{In Thousands)

2004 2003 Change

Residential 3,886 3,759 3.4%
Commercial 6,522 6,415 1.7%
Industrial 3,229 3,189 1.3%
13,637 13,363 2.1%

Operating revenues increased $6.3 million, or
1.9%, compared to 2003. The increase 15 primarity
due to a 2.1% increase in megawait-hours (MWh)
sales from 2003. Residential and commercial sales
increased compared to 2003, as the effect of the
hotter summer and the extra day due to leap year in
2004 more than offset the warmer 2004 winter.

In 2003, we recognized a $4.9 million charge
related to vacant leased office space. Operating
expenses increased by $7.4 million, or 4.7%,
compared to 2003 ($12.3 million after considering the
2003 lease charge). Reasons for this increase
include a $7.2 million increase In labor, pension and
other fringe benefit costs, a $1.7 million increase in
insurance costs, and a $1.7 million increase in billing
and collection costs.

Interest and other charges include interest on
long-term debt and other interest. Interest and other
charges decreased $14.2 million, or 23.5%, due to (i)



$200 million of debt retirements in late 2003, which
reduced interest expense by $11.6 million, and (i)
$151.5 million of 8.375% subordinated debenture
redemplions in the first six months of 2004, which
reduced interest expense $9.6 miliion. These
reductions were partially offset by the $7.1 million
increase in interest expense resulting from the
issuance of $200 million of 5.7% debl in May 2004.
Dividends on preferred and preference stock

increased $3.4 million, or 106.3%, due to the $75
million of 6.5% preferred stock issued in April 2004.

Duquesne Light Supply and Electricity Supply
Business Segments. In 2004, these segments
reported earnings of $13.7 million, compared with
$19.7 milion in 2003. The decrease of $6.0 million,
or 30.5%, is primarily due to the $4.8 million after-tax
charge ($8.3 million pre-tax} incurred by Duquesne
Power related to the termination of the Sunbury
acquisition.

The following tables set forth MWh supplied for
POLR customers.

MWh Supplied
(In Thousands)
2004
POLR | POLRII Total
Residential _— 2,886 2,886
Commercial 84 3,707 3,791
Industrial 1,538 850 2,388
Total 1,622 7,443 9,065
PCOLR Retention (MWh basis) 66%
MWh Supplied
{in Thousands)
2003
POLR | POLR I} Total
Residential 57 2,673 2,730
Commercial 242 4,110 4,352
Industrial 1.641 an 2,572
Total 1,940 7,714 9,654
POLR Retention (MWh basis) 72%

Operating revenues decreased $15.7 million, or
3.5%, compared to 2003, due to the 6.1% decline in
POLR MWh. The decline resulted from a higher
percentage of our commercial and industrial
customers choosing allernative generation suppliers.

Operating expenses decreased $13.7 million, or
3.3%, compared to 2003, primarily due to an $11.7
miflion decrease in purchased power expense. This
decrease was caused by the decline in the POLR
MWh supplied to customers.

28

CTC Business Segment. Operating revenues are
derived by billing electric delivery customers for
generation-related transition costs. Dugquesne Light
is allowed to earn an 11% pre-tax return on the net of
tax CTC balance. As revenues are billed to
customers on a monthly basis, we amortize the CTC
balance. The resulting decrease in the CTC balance
causes a decline in the return earned by Duquesne
Light.

This segment reported earnings of $0.4 million in
2004, compared to $0.6 million in 2003, a decrease
of $0.2 million, or 33.3%.

Energy Solutions Business Segment. This
segment reported earnings of $22.7 million in 2004,
compared to $20.3 million in 2003, an increase of
$2.4 million, or 11.8%. The 2004 results were
positively impacted by reductions in incentive
compensation costs paid to former executives of this
subsidiary.

Operating revenues increased $4.9 million, or
7.7%, compared to 2003. The increase was primarily
due to a $2.6 million increase in revenues related to
the energy facility operations, and a $2.0 million
revenue adjustment in 2003 related to a scate
catibration deficiency identified and corrected at one
of the synthetic fuel facifities.

Operaling expenses decreased $0.6 million, or
1.8%, compared to 2003, primarily due to a $4.2
million decrease in the incentive compensation costs
discussed above. This decrease was parlially offset
by increased energy commodity costs relaled to the
energy facility operations.

Financial Business Segment. This segment
reported earnings of $26.4 million in 2004, compared
to $33.2 million in 2003, a decrease of $6.8 miilion, or
20.5%. This decrease was due in part to a $9.7
million decrease in 2004 earnings recognized from
the structured lease investments as a result of the
IRS seltlement and a $7.0 million after-tax gain
recognized in 2003 on the sale of an investmentin a
natural gas operating parinership. The 2004
decrease was partially offset by a $4.0 million
increase in earnings related fo operations at the
Fresh Kills landfill site that were affected by the
setllement reached with the City of New York,
increased earnings from eguity investments, and
higher earnings from increased sales revenues
related to landfill gas.

Operaling revenues increased $5.0 million, or
18%, compared to 2003. The increase is the result of
a $3.4 million increase in landfill gas sales primarily
as a result of an 11.6% increase in average price and



a 9% increase in volumes of pipeline quality landfill
gas sold in 2004, as compared to 2003. In addition,
$1.6 million of revenues are included in the 2004
results that are related to the consolidation of
operations of WET as a result of our purchase of the
remaining 50% interest in the company in the fourth
quarter of 2004. Prior fo the purchase, we owned
50% of the company and accounted for the
investment using the equity method.

Operating expenses decreased $4.7 millien, or
10.4%, compared to 2003, primarily due to a $3.6
million decrease in operating expenses at the landfill
sites, and a $3.5 million decrease in expenses
refated to our limited partnership investment in a
synthetic fuel partnership as a result of the sale of
50% of our investment in this partnership in the fourth
quarter of 2004. In addition, there was a $1.7 million
decrease in fegal fees refaled to the settlement of the
Fresh Kills litigation. These decreases were partially
offset by a $2 4 million expense recognized for a fee
due under a contract with an unrelated party, and the
consolidation of $1.0 million in operating expenses
related to the purchase of WET,

Other income decreased $19.9 million, or 87.7%,
compared to 2003, primarily due to a $14.9 million
decrease in pre-tax earnings from the structured
lease inveslments as a result of the [RS settlement,
the 2003 pre-tax gain of $10.8 million related to the
sale of the investment in a natural gas partnership
previously discussed, and a $6.8 million decrease in
other income in 2004 due to the cansoclidation of the
affordable housing investments resulling from the
adoption of FASE Interpretation No. 46R,
"Consolidation of Variable Interest Entities” (revised
December 2003) (FIN 46R) {see below). These
decreases were partially offset by $5.9 million of pre-
tax earnings primarily from the debt forgiveness
related to the Fresh Kills settiement, a $3.8 miflion
increase in pre-tax earnings from equity investments,
and lower expenses related to the affordable housing
investments in 2004, as compared fo 2003.

As of March 31, 2004, we adopted FIN 46R and
accordingly consolidated the seven low-income
housing development guarantee funds in which a
BQE Financial subsidiary owns a 1% general partner
interest. The losses from these investmenis were
recorded in other income, and the benefit from limited
partners' interest reflects the portion of the losses
related to the affordable housing guarantee funds
that are not owned by the DQE Financial subsidiary.

The income tax benefit decreased $4.8 million, or
16.2%, compared to 2003, due primarily to a $2.9
million decrease in tax credits generated in 2004 from
our investment in the synthetic fuel partnership in
which we sold 50% of our investment in the fourth
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quarter of 2004, as discussed above, and a $2.4
million decrease in 2004 tax credits from the Fresh
Kills landfill site as the February 2004 settlement
reached with the City of New York eliminated our
ability to claim future {ax credits from this site.

Communications Business Segment. This
segment reported earnings of $1.7 million in 2004,
compared to $0.8 million in 2003, an increase of $0.9
million, or 112.5%. The increase is primarily due to
increases in revenues from new and existing
cuslomers.

All Other. The all other category reported a loss
of $24.2 million in 2004, compared with a $26.0
millien loss in 2003.

CRITICAL ACCOUNTING POLICIES
AND ESTIMATES

The preparation of financial statements in
conformity with accounting principles generally
accepted in the United States of America requires us
to make estimates and assumplions with respect to
values and conditions that affect the reported
amounts of assets and liabilities, and disclosure of
contingent assets and liabilities, at the date of the
financial statements. The reporled amounts of
revenues and expenses during the reporting period
also may be affected by lhe estimates and
assumptions we are required to make. We evaluate
these estimates on an ongoing basis, using historical
experience, consultation with experts and other
methods we consider reasonable in the particular
circumstances. Nevertheless, actual results may
differ significantty from our estimates.

In preparing our financial statements and related
disclosures, we have adopted the following
accounting policies which management believes are
particularly important to the financial statements and
that require the use of estimates and assumptions in
the financial preparation process.

Accounting for the Effects of Regulation.
Duquesne Light prepares its financial statements in
accordance with the provisions of SFAS No. 71,
“Accounting for the Effects of Certain Types of
Regulation,” which differs in certain respects from the
application of accounting principles generally
accepted in the United States of America by non-
regulated businesses. In general, SFAS No. 71
recognizes that accounting for rate-reguiated
enterprises should reflect the economic effects of
regulation. As a resulf, a regulated utility is required
to defer the recognition of costs {(a regulatory asset) if
it is probable that, through the rate-making process,



there will be a corresponding increase in future rates.
Accordingly, Duquesne Light defers certain costs,
which will be amortized over future periods. To the
extent that collection of such costs is no longer
probabie as a result of changes in regulation or
competitive position, the associated regulatory assets
are charged to expense. (See Note 1.)

Unbifled Electricity Revenues. Holdings and
Duquesne Light record revenues related to the sale
of electricity when delivery is made to customers.
However, the determination of such sales to
individual customers is based on the reading of their
melers, which Duguesne Light reads on a systematic
basis throughout the month. At the end of each
month, Holdings and Duguesne Light estimate the
amount of electricity delivered to customers since the
date of the last meter reading based on actual daily
meter reads or, alternatively, estimated daily use
based on rate-specific, statistically estimated, hourly
consumption patterns. Unbilled revenues are
estimated each month based on the rate class-
specific unbilled electricity sales and the
corresponding average retail rate.

Impairment of Long-Lived Assets and
investments. We evaluate long-lived assets
(including other intangibles) of identifiable business
activities and investments for impairment when
events or changes in circumstances indicate, in
management's judgment, that the carrying value of
such assets may not be recoverable. For long-lived
assets to be held and used, these computations use
judgments and assumptions inherent in
management’s estimate of undiscounted future cash
flows to determine recoverability of the assets. It is
possible that a computation under a "held for sale”
situation for certain of these long-lived assetls could
result in a significantly different assessment because
of market conditions, specific transaction terms or a
buyer's different viewpoint of future cash flows. For
investments, we considered our investee's cash on-
hand, financing abilities, customers, contracis and
overall ability to continue as a going concern.

Pension and Other Postretirement Benefit Plan
Assumptions. We provide pension benefit plans
covering substantially all of our full-time employees.
We also provide postretirement benefits for some
retired employees. The retiree medical benefits
terminate when retirees reach age 65. We account
for these benefits in accordance with SFAS No. 87,
“Employers’ Accounting for Pensions” and SFAS No.
1086, "Employers’ Accounting for Postretirement
Benefits Other Than Pensions.” We record amounts
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related to our pension and other postretirement
benefit plans based on actuarial valuations. Inherent
in those valuations are key assumptions including
discount rates, expected returns on plan assets,
compensation increases, and health care cost trend
rates. These actuarial assumptions are reviewed
annuaily and modified as appropriate. Changes in
these assumptions could have a significant effect on
our non-cash pension income or expense or on our
postretirement benefit costs. The effect of changes in
these assumptions is generally recorded or amortized
over future periods.

We discounted our future pension and other
postretirement plan obligations using a rate of 5.70%
as of Decemnber 31, 2005, compared to 5.75% as of
December 31, 2004. The discount rate is determined
by (i} considering the timing and amount of projected
future benefit payments and (i) using an outside
advisor to produce a yield curve mode! that
represents the yields on high-quality corporate
bonds. When applied to our projected future benefit
payments, this model determines the weighted-
average discount rate. Both the pension and other
postretirement plan obligations and related expense
increase as the discount rate is reduced.

The assumed rate of return on plan assets in the
pension plans is the weighted average of long-term
returns forecast for the type of investments held by
the plans. As the expected rate of return on plan
assets increases, the pension plan expense
decreases, however the postretirement plan expense
is unaffected as this plan has no assets. For 2003,
the assumed rate of return on plan assets in the
pension plans was 7.5%. We revised this assumption
to 8.0% for both 2004 and 2005 to more closely align
with our actual and expected long-term rate of return
on plan assets.

Due to changes in health care costs over recent
years, the health care trend assumption used in the
development of the fiscal 2006 expense will be
adjusted to better reflect the current and future cost
environment. The health care trend assumption
reflected in the December 31, 2005, SFAS No. 106
year-end disclosure, which will also be used in the
development of fiscal 2006 expense, is 9.50%,
decreasing 0.75% per year to an ultimate rate of
4.75% (reached in 2013).

We believe the assumptions used in recording
obligations under the plans are reascnable based on
our prior experience, market conditions, and the
advice of plan actuaries. See Note 12 to the
consolidated financial statements for information
about these assumptions, actual performance,
amortization of investment and other actuarial gains



and losses and calculated plan costs for the past
three years. .

As of December 31, 2005, the fair value of the
pension plan assets of $759.8 million represented
approximately 91% of the projected benefil obiigation
of our pension plans.

Our pension gain for 2005 was $0.4 million and
our expected pension cost for 2006 is $3.4 million.
Our expense or gain for actual pension benefits in
future periods will depend upon actual returns on
plan assets and the key assumptions we use for
future periods.

We were not required to make cash contributions
to our pension plans in 2005, nor will we be required
to do so in 20086, due to a sufficient credit balance as
determined by actuarial valuations. In accordance
with current funding rules, this credit balance can be
applied against the minimum funding requirements.
In January 2005, Duquesne Light met its obligation,
pursuant to the January 18, 2001 PUC order
regarding Duquesne Light’s final generation asset
sale proceeds accounting, by contributing $32.1
million to the pension plans. Also, in January and
February of 2006, Duguesne Light made aggregate
discretionary contributions of $20 million to the
pension plans.

Income Taxes. In accordance with SFAS No.
109, "Accounting for Income Taxes,” we use the
liability method in computing deferred taxes on all
differences between book and tax bases of assets
and liabilities. These book/tax differences occur when
events and fransaclions recognized for financial
reporling purposes are not recognized in the same
period for tax purposes. The deferred tax liability or
assel is also adjusted in the period of enactment for
the effect of changes in tax laws or rates. Qur overall
effective lax rate is significantly reduced by the
income tax credits generated from our synthetic fuel,
landfill gas and affordable housing investments.

We file a consolidated U.S. federal income tax
return with our subsidiaries, all of whom participate in
an intercompany lax sharing arrangement which
generally provides that taxable income for each
subsidiary be calculated as if it filed a separate
return.

Duquesne Light recognizes a regulatory asset for
deferred tax liabilities that are expected to be
recovered through rates. The difference in the
provision for deferred income taxes related to
depreciation of electric plant in service and the
amount that otherwise would be recorded under
generally accepted accounting principles is deferred
and included in regulatory assets on the consolidated
balance sheets. (See Note 1.}
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Derivative Instruments. In the normal course of
business, we have enlered into various contracts to
mitigate risks associated with fluctuations in market
prices of electricity supply, pipeline quality landfill gas
sales and interest rales that are accounted for as
derivatives under the provisions of SFAS No. 133,
"Accounting for Derivative Instruments and Hedging
Activities," as amended and interpreled. The
contracts are in compliance with a Board-approved
risk management palicy that permits transactions for
the prudent management of market related risks, and
precludes any speculalive transactions. The
contracts that are determined to fall within the scope
of SFAS No. 133, and that are required lo be
recorded at fair value, are included as derivative
assets and liabilities on the consolidated balance
sheets. Changes in fair value, except those related to
derivative instruments designated as cash flow
hedges, are accounted for using mark-to-market
accounting and are included currently in earnings in
each reporting period until the contracts are
ultimately settled.

Management's expectations and intentions are
key factors in determining the appropriate accounting
for a derivative instrument, and as a result, such
expectations and intentions are formally documented
at inceplion. Management continues to evaluate
these initial expectations and intentions as they relate
to the underlying contract on an ongoing basis. Cash
flow hedge accounting treatment may be used for
contracts used to buy or sell a commodity at a fixed
price for future delivery corresponding with
anticipated physical sales or purchases or to lock in
current intereslt rates on existing or planned debl
issuances. Fair value hedge accounting may be used
to hedge the risk that the fair value of specific asseis
and liabilities or specific firm commitments may
change between inception and anticipaied delivery
date. To the extent that the hedge is fully effective in
offsetting the transaction being hedged, there is no
impact on earnings prior lo settiement of the hedge.
in addition, we apply the normal purchases and sales
exemption, provided by SFAS No. 133, o certain
contracts. The normal purchases and sales
exemption provides thal no recognition of the
contract's fair value in the consolidaled financial
statements is required until the settlement of the
contract.

The fair values of contracts are estimated through
the use of valuation models using quoted market
prices, when available. Such estimates require
significant judgment as to assumplions and valuation
methodologies deemed appropriate by management.
Actual future results may vary from those



assumptions utilized in the valuation models. See
ltem 7A “Quantitative and Qualitative Disclosures
About Market Risk” for additional information

regarding the fair value of derivative instruments.

Contingent Liabilities. We establish reserves for
estimated loss contingencies when it is
management's assessment thal a loss is probable
and the amount can be reasonably estimated.
Reserves for contingent liabilities are based upon
management’s assumptions and estimates, advice of
iegal counsel, or other third parlies regarding the
probable outcomes of the matter. Should additional
information become known, or circumstances change
with respect to the likelihood or amount of loss
indicating that {he ultimate outcome wiil differ from
the estimates, revisions to the estimated reserves for
contingent liabilities would be recognized in income in
that period. Such contingent liabilities include, but are
not limited to, restructuring liabilities (see Note 9),
income tax matters (see Note 10), and other
commitmenls and contingencies (see Note 13).

LIQUIDITY AND CAPITAL RESOURCES

Our cash and temporary cash investments
increased $16.5 million, or 26.3%, from $62.7 million
at December 31, 2004 to $79.2 million at December
31, 2005. Duguesne Light had a $135.8 million
investment in the DQE Capital cash pool at
December 31, 2004, exited the cash pool during
2005, and as of December 31, 2005, had cash of
$76.1 million. We require cash principally for day-to-
day operations, energy purchases, debt service,
capital expenditures and dividends. We have
historically financed our cash needs primarily from
cash from operations, debt and equity issuances,
asset sales and bank or commercial paper
borrowings. Duquesne Light has historically financed
its cash needs with cash from operations, capital
contributions received from Holdings, debt issuances,
and bank or commercial paper borrowings.

Cash Flows from Operating Activity. Cash flows
from operaling activities at Hoidings were $119.7
million in 2005, compared to $178.3 miliion in 2004,
Cash flows from operating activities at Duquesne
Light were $81.9 million in 2005, compared to $112.2
million in 2004. Net cash provided from operating
activities in 2005 was reduced by the $32.1 million
conlribution Duquesne Light made to its pension
plans in the first quarter of 2005.
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Cash Flows from Investing Activily, |n 2005, 2004
and 2003, Duquesne Light's capital expenditures
were $153.9 million {with $21.7 million of this amount
reflected as a non-cash increase in accounts
payable), $83.5 million and $76.1 million for electric
utility construction. In addition, Holdings' incremental
capital expenditures were $3.7 million, $2.9 million
and $1.9 million in 2005, 2004 and 2003 relating to
our other business lines and other investments.

Buring 2005, we received $61 million of proceeds
from dispositions of investments/assets, primarily
leverage lease investments and energy facility
management projecis.

Duquesne Light received $250 million from
Holdings as repayment of an intercompany note
during 2005, and exited the DQE Capital cash pool.

Cash Flows from Financing Activity. During
August 2005, Holdings issued $200 miflion of 5.5%
senior notes due August 15, 2015 and $120 million of
6.25% senior notes due August 15, 2035. Proceeds
were used to repay the $250 million intercompany
loan with Duquesne Light and approximately $37
million of variable rate borrowings under Holdings'
credit facility. The remaining balance was used for
general corporate purposes. As of December 31,
2005, Holdings had $40 million of borrowings
outstanding under the revolving credit facility.

Duquesne Light used the proceeds received from
the repayment of Holdings' intercompany loan plus
available cash to purchase at par upon mandatory
tender $320.1 million of variable rate Pollution
Control Revenue Refunding Bonds (PCRBs) wilh
maturity dates ranging from 2020 to 2033. This
purchase was in accordance with SFAS 140,
“Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities,” and is
presented on Duquesne Light's balance sheet as an
extinguishment of debt, because Duquesne Light is
the primary obligor of the PCRBs. Duquesne Light
plans to sell all of the PCRBs at future dates to
refinance higher cost securilies, fund infrastructure
investments, and for general corporate purposes.

Holdings paid cash dividends on common and
preferred stock of $67.1 million, $66.0 million and
$64.4 million in 2005, 2004, and 2003. These
amounts are net of the cash received back from our
shareholders who participate in our dividend
reinvestment plan.

Duguesne Light paid cash dividends on common
and preferred stock of $28.4 million, $76.9 million,
and $72.8 million in 2005, 2004 and 2003. During
2005, Duquesne Light embarked on a significant
capital expenditure program, and began retaining
more of its earnings than in prior years. Also during



2005, Holdings contributed $82.5 miltion to Duguesne
Light Company in support of the capital expenditure
program.

Financing Plan

We estimate that for the period from 2006 through
2007, Duquesne Light's capital expenditures will be
approximately $350 to $400 million for electric utility
construction related to transmission and distribution
infrastructure. During 2006 through 2007, Holdings is
expected to spend approximately $200 million to
$250 millian, primarily related to investments in the
Keystone and Conemaugh power slations (including
acquisition cosls} and landfill gas facilities.

We plan to issue debi and equity securities and to
borrow under our credit facilities to provide equity
contributions to Duquesne Light and to fund our
investments. Duguesne Light plans to use a
combination of parent equity contributions, sale of
debt securities and credit-facility borrowings to fund
its capital expenditures and cash needs.

On October 18, 2005, we filed a shelf registration
statement for up to $400 million of preferred stock,
common stock, stock purchase contracts, stock
purchasge units, warrants and debt securities, to be
issued from time to time. Our ability to issue such
securities wili depend on, among other things, market
demand, interest rates, and corporate strategy. We
expect to use a substantial portion of the registered
securities during 2006 to fund our planned
expenditures.

Liquidity

We believe thal cash on hand, access to debt and
equity capital markets, and bank borrowing capacity
continue to provide sufficient resources to fund our
ongoing operating requirements, capital expenditures
and investmenis.

Available cash at all subsidiaries, including
Duquesne Light, has historically been deposited in
the DQE Capital cash poal. Duguesne Light's
investments in or withdrawals from this cash pool
have been reflected as cash flows from investing
activities on its consolidated statements of cash
flows. Duguesne Light began investing its cash
outside of the cash pool during the fourth quarter of
2005.

Banik Credit Facilities. Prior to July 27, 2005
Holdings and Duquesne Light maintained unsecured
credit facitities (Prior Revolvers) expiring in
September 2007, Holdings for $175 million and
Duquesne Light for $100 million. On July 27, 2005
the Prior Revolvers were amended and extended to
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July 2010 {2005 Revolvers). Holdings 2005 Revolver
was for $200 million and Duquesne Light's 2005
Revolver was for $100 million. Both 2005 Revolvers
permit borrowings at interest rates of LIBOR (plus a
margin of 0.40% {o 1.00%) or an alternate base rate,
as defined in the credit facilities. Bath 2005 Revolvers
have commitment fees applicable to the remaining
available amount. Interest rates and commitment
fees are based on the borrower’s then-current senior
unsecured credit rating. Both 2005 Revolvers are
subject to cross-default if the borrower or any of its
subsidiaries defaults on any payment due under any
indebtedness exceeding $50 million. Undrawn
amounts under both 2005 Revolvers are fully
available for the issuance of letters of credil.

Under our Prior Revoivers and 2005 Revolvers,
we are subject to financial covenants requiring each
of Holdings and Duquesne Light to maintain a debt-
to-capitalization ratio of not more than 65%, as
defined in the facilities. In addition, Holdings is
required lo maintain a minimum interest coverage
ratio of 2-to-1, as defined in the facilities. As of
December 31, 2005, we were in compliance with the
applicable covenants.

As of December 31, 2005, our total borrowing
capacity under gur 2005 Revolvers and the use of
this borrowing capacity were as follows:

Committed LLOCs  Available

Capacity Borrowed Issued Capacity

Holdings $200.0 $ 40.0 $71.4 $ 886
Duquesne

Light 100.0 — 8.2 91.8

Total $300.0 $ 40.0 $79.6 $180.4

During 2005, the maximum amount of credit
facility borrowings outstanding was $50 million (all at
Holdings), the average daily borrowings were $4.8
million and the weighted average daily interesi rate
was 4.2%. As of December 31, 2005, Holdings had
$18.2 million of outstanding letters of credit (LOCs)
(including $12.7 million at Duquesne Light) unrelated
to the credil facilities.

On January 31, 2006, Hoidings and Duguesne
Light amended their credit facilities, increasing the
borrowing capacity of each by $50 million. As of
January 31, 2006, our total borrowing capacity under
our credit facilities and the use of this borrowing
capacity were as follows:



Committed LOCs  Available

Capacity  Borrowed  Issued Capacity

Hoidings $250.0 $60.0 $76.4 $113.6
Duquesne

Light 150.0 — 8.2 141.8

Total $400.0 $60.0 $84.6 $255.4

In addition, as of January 31, 20086, Holdings had
$18.2 million of outstanding LOCs (including $12.7
million at Duquesne Light) unrelated to the credit
facilities.

Current Maturities of Long-Term Debt. None of
Duquesne Light's long-term debt is scheduled to
mature before 2008. The Holdings™ current maturities
represent scheduled principal payments on other
long-term debt.

Ratings Triggers. Holdings and its subsidiaries do

not have material liquidity exposures caused by a
ratings downgrade helow “investment grade” that

Contractual Obligations and Commitments

wouid accelerate the due dates of borrowings or
cause collateral to be posted under Duquesne
Power’s power purchase agreements. Under one of
its surety bond agreements, Holdings has a
requirement to post letters of credit in the event its
debt ratings fall below investment grade. At
December 31, 2005, the lelters of credit posting
requirement would have been approximately $28
million if our ratings had been below investment
grade.

OFF-BALANCE SHEET ARRANGEMENTS

Except for the guarantees discussed in Note 13,
neither Holdings nor Duquesne Light has any
material off-balance sheet arrangements. As a wholly
owned subsidiary of Holdings, Duquesne Light is
involved in various transactions with affiliates. (See
Notes 1 and 18.)

As of December 31, 2005, we have certain contractual cbligations and commitments that extend into and
beyond 2006, the amounts of which are set forth in the following table:

Payments Due By Period

{Millions of Dollars)

Less than More than
Total 1Year 1-3Years 3-b Years 5 Years
Short-Term Borrowings $ 40.0 § 40.0 P — 3 — P —
Long-Term Debt - Principal
Duguesne Light 637.9 — 40.0 — 547.9
Holdings and Other Affiliates (a) 321.6 0.3 0.6 0.6 320.1
Long-Term Debt - Interest
Duguesne Light 389.9 38.2 74.2 71.2 206.3
Holdings and Other Affiliates 323.6 18.6 371 370 230.9
Energy Commeodity Conlracts 799.4 421.7 377.7 — —
Operating Leases
Dugquesne Light 23.8 4.6 8.1 7.6 3.5
Other Affiliates 3.1 0.5 1.1 1.0 0.5
IRS Settlement Payment 53.6 53.6 — — —
Landfill Gas Contractual Obligation 7.4 7.4 — — —
Legacy Liability Obligations — Duquesne Light 29.8 1.6 2.4 2.0 23.8
Restructuring — Duguesne Light 0.8 0.8 — — —
Total $2,630.9 $587.3 $541.2 $119.4 $1,383.0
{a} Inciudes current maturities.
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RATE MATTERS

Distribution Rate Case and Transmission Rate
Case

As a regulated utility, Duquesne Light may only
change its distribution rates or transmission rates by
applying, through the rate case process, to the PUC
or the FERC for approval. The qoal of arate case is
o establish customer rates such that the utility
{i) recovers its costs of providing the service,

(i) recovers its costs of investing in the transmission
and/or distribution infrastructure, and (iii) earns a
reasonable and fair return on that investment. During
a rate case, the utility must prove that its proposed
rate increase is needed by showing its costs during a
given lest year. The utility's costs and expenditures
are reviewed and challenged during this process. A
rate.case also considers a utility’s rate of return on its
investment, as well as its costs of financing, in order
to derive its annual revenue requirement. The rates
ultimately set are intended to give the utility a
reasonable chance o achieve its revenue
requirement.

Since customer choice was instituted in
Pennsylvania in 1996, rate caps have prevented
recovery of any new investment in transmission and
distribution. The last Duquesne Lighl rate case
involving fransmission and distribution costs dates
back to 1987. Our transmission and distribution rate
freeze expired at the end of 2003. Duquesne Light
expects to file a request for a distribution rate
increase with the PUC in March 2006. The PUC has
nine months from the date of the filing to render a
decision. If approved, the new distribution rates are
expected to go into effecl in January 2007. Duquesne
Light cannot predict the amount of the rate increase
that will ultimately be approved by the PUC. We also
plan to file a transmission rate case with the FERC
later in 2006.

Seams Elimination Charge Adjustment

See ltem 1A. Risk Factors, “Our financial
obligations under the Seams Elimination Charge
Adjustrent remain uncertain.”

FORWARD-LOOKING STATEMENTS
The preceding sections of “Management’s
Discussion and Analysis of Financial Condition and
Results of Operations™ contain forward-looking
staternents, the resuits of which may materially differ
from those implied due 1o known and unknown risks
and uncertainties, some of which are discussed
below.
¢ (ash flow, earnings, earnings growth,
capitalization, capital expenditures and
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dividends will depend on the performance of
Holdings' subsidiaries, and board policy.
Demand for and pricing of electricity and landfill
gas, changing market conditions, and weather
conditions could affect earnings levels.
Duquesne Light's earnings will be affected by
the number of customers who choose to receive
etectric generation through POLR I}, by our
ability lo negotiate appropriate terms with
suitable generation suppliers, and by the
performance of these suppliers.

Projected POLR supply requirements will
depend on POLR customer retention, which in
turn may depend on market generation prices,
as well as the marketing efforts of competing
generation suppliers.

Distribution rate base and earnings will depend
on the ultimate structure of our distribution rate
case, which in turn will be subject to PUC review
and approval. Transmission rate base and
earnings will depend on the ultimate struciure of
our transmission rate case, which in furn will be
subject to FERC review and approval. Earnings
will also be affected by rate base, equity and
aflowed return levels.

RTO rules and FERC-mandated transmission
charges could affect earnings.

Changes in electric energy prices could affect
earnings as the fair value of our energy
commodity contracts fluctuaies.

The amount and timing of any debt reduction or
refinancing will depend on the avaiiability of
cash flows and appropriate replacement or
refinancing vehicles.

The amount and timing of any securities
issuance {debt or equity} will depend on
financial market performance and the need for
funds.

The credit ratings received from the rating
agencies could affect the cost of borrowing,
access o capital markets and liquidity.
Changes in synthetic fuel plant operations
owned by a single customer could affect DES'
earnings.

Competition, operating costs and gas prices
could affect earnings and expansion plans in our
landfill gas business, as well as the anticipated
operating life of our landfill gas sites.

Earnings with respect to synthetic fuei
operations, landfill gas and affordable housing
investments will depend, in part, on the
continued availability of, and compliance with
the requirements for, applicable federal tax
credits. The availability of synthetic fuel and
landfill gas tax credits depends in part on the
average well-head price per barrel of demestic
crude oil.



» Demand for dark fiber will affect DQE
Communications’ earnings.

+ The final resolution of proposed adjustments
regarcing stale income tax liabilities (which
could depend on negotiations with the
appropriate authorities) could affect financial
position, earnings, and cash flows.

¢ Overall performance by Holdings and its
affiliates could be affected by economic,
competitive, regulatory, governmental and
technological factors affecting operations,
markets, products, services and prices, as well
as the factors discussed in Holdings' SEC filings
made lo date.

Quantitative and Qualitative
Disclosures About Market Risk.

ltern 7A.

Market risk represents the risk of financial loss
that may impact our consolidated financial position,
results of operations or cash flows due to adverse
changes in market prices and rates.

Both Holdings and Duquesne Light have potential
market risk exposures to inferest rate risk and
credit/default risk. Holdings also faces the risks
related to commodity prices and the potential of
Section 29 tax credit phase-out. Holdings and
Duquesne Light have risk management procedures
to monitor and assist in controlling these market risks
and may use derivative and other instruments o
manage some of these exposures,

Interest Rate Risk.

Currently, neither Holdings nor Duguesne Light
have any variable interest rate debt outstanding. As
of December 31, 2004, the variable interest rate deb}
for Holdings and for Duguesne Light was $320.1
million, which represented approximately 33.5% of
both Holdings' and Duquesne Light's tong-term debt.
This variable rate debt was low-cost, tax-exempt debt
with an average variable interest rate of 1.6% for the
year ended December 31, 2004. A 10% increase in
interest rates would have affected both Holdings’ and
Duguesne Light's variable rate debt obligations by
increasing interest expense by approximately
$0.6 million for the year ended December 31, 2004.
We manage our interest rate risk by retiring and
issuing debt from time {o time and by maintaining a
range of maturity dates. A 10% reduction in interest
rates would have increased the market value of fixed-
rate debt by approximately $47.2 million for Holdings
and $27.9 million for Duguesne Light as of December
31, 2005 and approximately $29 million far both
Holdings and Duquesne Light as of December 31,
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2004. Such changes would not have had a significant
near-term effect on our fulure earnings or cash flows.

Commeodity Price Risk.

We are exposed to commaodity price risk arising
from market price fluctuations in electricity supply and
for sales of pipeline quality landfill gas. We manage
these risks by entering into various fixed price
contracts as part of cur overall board approved risk
management strategy.

Electricity Supply. We mitigate this risk by
entering into energy commodity contracts, principally
through Duquesne Power, for anticipated electricity
supply obligations within a range of probabilities
based on historical customer retention rates and
switching trends along with projected forward energy
prices.

The energy commodity contracts have primarily
been structured to begin and end during the POLR.II
time period. The net result of these transactions is
that, as of December 31, 2005, Duquesne Power had
secured a substantial portion of the combined
expected load obfigation for its full-requirements
contracts with Duquesne Light and DLE.

If Duguesne Power does not enter into contracts
for the remaining portion of its anticipated obligations,
it will acquire the necessary supply through spot
market purchases, and will therefore be exposed to
market risk. Assuming Dugquesne Power were to
make such spot market purchases, we performed a
sensitivity analysis using a hypothelical 10% change
in the projected forward market prices of electricity
supply in our valuation model. The analysis indicated
that such market movements would change the
projected cost of acquiring electricity supply by
approximately $13 million as of December 31, 2005
and approximately $12 million as of December 31,
2004 for the POLR I period through 2007. The
projected forward market prices used in our valuation
mode! are derived from broker quotes for the
applicable delivery points for both on-peak and off-
peak power. QOur valuation model seasonalizes
annual or quarterly prices based on historical trends.
Actual cosls in the future may differ significantly from
our analysis, however, based on changes in the
timing and amount of commodity price fluctuations
and our actual exposures.

The fair value of the sale contracts and certain
purchase contracts that are classified as derivative
instruments, is recorded as derivative assets or
liabilities in the consolidated financial statements.

The derivative energy contracts are exposed to
commuodity price risk based on price changes in the
forward energy market. Therefore, as the forward
market prices change, so will the fair value of these



contracts. A hypothetical 10% change in the
projected forward market prices of electricity supply
would increase or decrease the fair value of our
derivative energy contracts by approximately

$13 million (including $2 million related to our mark-
to-market energy contracts) as of December 31, 2005
and approximately $20 million (all mark-to-market
energy confracts) as of December 31, 2004. The
amounts related to our mark-to-market energy
contracts would also result in an increase or
decrease to purchased power expense.

As a result of fixed POLR prices for our residential
and small commercial customers through December
31, 2007, and customers being able to initiate
switches to and from POLR service, we have an
additional risk of loss. Specifically, customers could
opt for POLR service in a period of high energy
prices or leave POLR service for an alternative
generation supplier in a pericd of low energy prices.
Significant changes in customer switching behavior
could cause Duquesne Power’s energy supply
portfolio to be disproportionale to its full requirements
obligations to Duquesne Light and DLE. Accordingly,
Duquesne Power could be required to purchase or
sell power in periods of high or low prices which
could result in a loss.,

During the third quarter of 2005, one alternative
supplier notified Duquesne Light that their customers
would be returning to POLR service beginning in the
fourth quarter of 2005. Had these cuslomers been
served under the POLR arrangement during 2005,
the POLR retention for residential and small
commercial customers would have increased
approximaltely one percentage poini. Now that these
customers have returned to POLR service, one
alternative supplier serves essentially all of the
residential customers that are not currently on POLR
service. This supplier recently announced a
significant! increase in its rates. Should all of these
residential customers return to POLR service, the
POLR retention for residential and small commercial
customers would increase approximately ten
percentage points,

Landfill Gas Sales. Revenues from our pipeline
quality landfill gas operations are based on current
market prices of natural gas as calculated by the
terms of the individual contracts. Recent increases in
natural gas prices over historical levels have resulted
in the realization of increased profits from this line of
business. In order to mitigate this exposure to
fluctuations in market prices of natural gas, during
2005 we entered into a cash flow hedge for a portion
of our anticipated 2006 sales. For the remaining
anticipated 2006 sales, a hypothetical 10% change in
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the projected forward market prices of natural gas in
our valuation mode! would not materially change
projected revenues from pipeline quality landfill gas
for 2006. The forward market prices used in our
valuation model are derived from quoted market
prices for the applicable pricing points. Actual costs in
the future may differ significantly from our analysis,
however, based on changes in the timing and amount
of commeodity price fluctuations and our actual
exposures.

Credit/Default Risk.

Our credit risk is the exposure to the possibility of
economic toss that would occur as a result of
nonperormance by counter-parties of their
contractual obligations.

Dugquesne Power has entered into fixed-price
energy contracts and unforced capacity credit
agreements. As of December 31, 2005 all of the
suppliers are investment grade.

As of December 31, 2005, Duquesne Power has
contracted to purchase from one supplier
approximately 37% and 33% of the notional values of
the energy commodity contracts for the years ended
December 31, 2006 and 2007. Duquesne Power has
also contracted to purchase from one additional
supplier approximately 27% of the notional value of
the energy commodity contracts for 2007. No other
supplier represents as much as 20% for each of the
respective years.

Duquesne Power's energy commodity contracts
conlain cerfain provisions designed to mitigate
potential losses by requiring collateral to be posted
by either party depending on changes in energy or
capacity prices. As of January 31, 20086, no collateral
was required to be posted under these contracts.

Duquesne Light purchases energy and capacity,
beginning January 1, 2005, under a full-requirements
contraci from two investment grade suppliers for sale
to iis large commercial and industrial customers
receiving fixed-price POLR [l service. Duquesne
Light's coniracts only require coliateral to be posted
by the counter-party. As of January 31, 2006, no
collateral was required to be posted under these
contracts.

In addition to collateral postings, supplier defauit
risk is further mitigated by accelerated damage
payment terms. If a supplier fails to deliver the
contracted power, we may exercise our right to force
the supplier to compensate us for the difference
between the market price and the contracted price of
power. If such supplier would fail to make the
accelerated damage payments, the supplier would be
in default and we would be permitted to apply any



funds due that supplier against our excess energy
costs.

Other than farge commercial and industrial POLR
)l customers on hourly-priced service, Duguesne
Light is obligated to serve its POLR lll customers at
fixed rates. Duquesne Power is als¢ contractually
obligated to serve its customers, Duquesne Light and
DLE, at fixed rates. If an energy supplier to
Duguesne Light or Duguesne Power were to default
onits contract, we could potentially be acquiring
energy and/or capacity at a cost in excess of our
revenues, resulting in a loss, i the collateral
provisions were not sufficient to cover such excess.

If this would occur it is uncertain, under the
current PUC-approved POLR Il arrangement, that
‘Duquesne Light could pass any additional costs
related to these energy and capacity purchases on to
its customers.

Tax Credit Phase-Out.

Section 29 tax credits are subject to a phase-out
provision that reduces tax credits as the average
annual wellhead price per barrel of domestic crude oil
increases into an inflation-adjusted phase-out range.

The 2005 phase-out range will be calculated using
inflation rates published in 2006 by the IRS, but
based on the average wellhead price to date we do
not anticipate that there will be a phase-out of tax
credits in 2005. There was no phase-out in 2004,

If domestic crude ol prices stay at a high tevel in
2006 andfor 2007, the estimated annual tax credits to
be generated from DQE Financial's landfill gas
operations and investment in a synthetic fuel
partnership of approximately $18 million, as weli as
Dugquesne Energy Solutions’ estimated annual after-
tax earnings of approximately $20 million from its
synthetic fuel facilities management contract may be
substantially reduced or eliminaled. However, due to
significant levels of tax credit carry-forwards existing
al Holdings, the potential phase-out of DQE
Financial's tax credits in 2006 and 2007 would not
adversely impact our cash flow in those years. Based
upon our evaluation, we have thus far determined not
to enter into hedging arrangements to reduce this
potentiat exposure.

In addition, as of December 31, 2005, we have
certain tangible and intangible assets related to DQE
Financial's landfill gas operations with a net book
value of approximately $5.4 million that may become
impaired if domestic crude oil prices continue to
increase in the future. As of December 31, 2006, we
have no net book value related to synthetic fuel
assels or investments,

ltem 8. Consolidated Financial Statements
and Supplementary Data.

REPORTS OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Dugquesne Light Holdings, Inc.:

We have audited the accompanying consolidated
batance sheets of Dugquesne Light Holdings, inc. and
subsidiaries (the "Company”} as of December 31,
2005 and 2004, and the related consolidated
statements of income, common shareholders' equity,
comprehensive income and cash flows for each of
the three years in the period ended December 31,
2005. Our audits also included the financial
statement schedules listed in the Index at ftem 15,
These financial statements and financial statement
schedules are the responsibility of the Company's
management. Our responsibility is o express an
opinion on the financial statements and financial
statement schedules based on our audits.

We conducted our audits in accordance with the
standards of the Public Company Accounting
Oversight Beard (United States). Those standards
require that we plan and perform the audit to obtain
reasonable assurance about whether the financial
statements are free of material misstatement. An
audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the
financial statements. An audit also includes
assessing the accounting principles used and
significant estimates made by management, as well
as evaluating the overall financial statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.

in our opinion, such consalidated financial
statements present fairly, in all material respects, the
financial position of Duquesne Light Holdings, Inc.
and subsidiaries al December 31, 2005 and 2004,
and the results of their operations and their cash
flows for each of the three years in the period ended
December 31, 2005, in conformity with accounting
principles generally accepted in the United States of
America. Alsg, in our opinion, such financial
statement schedules, when considered in relation to
the basic consolidated financial statements taken as
a whole, present fairly, in all material respects, the
information set forth therein.




We have also audited, in accordance with the
standards of the Public Company Accounting
Oversight Board (United States), the effecliveness of
the Company's internal control over financial
reporting as of December 31, 2005, based on the
criteria established in Internal Controt—Integrated
Framework issued by the Commiltee of Sponsoring
Organizations of the Treadway Commission and our
report dated March 6, 2006 expressed an unqualified
opinion on management’s assessment of the
effectiveness of the Company's internal control over
financial reporting and an unqualified opinion on the
effecliveness of the Company’s internal control over
financial reporting.

s/ Deloitte & Touche LLP

Pittsburgh, Pennsylvania
March 6, 2006

To the Board of Directors and Shareholder of
Duquesne Light Company:

We have audiled the accompanying consolidated
balance sheets of Duguesne Light Company and
subsidiaries (the “Company”) as of December 31,
2005 and 2004, and the related consolidated
statements of income, common shareholder’s equity,
comprehensive income and cash flows for each of
the three years in the period ended December 31,
2005. Qur audits also included the financial
statement schedule listed in the index at Item 15.
These financial stalements and financial statement
schedule are the responsibility of the Company's
management. Our responsibility is to express an
opinion on the financial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with the
standards of the Public Company Accounting
Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain
reasonable assurance about whether the financial
statements are free of material misstatement. An
audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the
financial statements. An audit also includes
assessing the accounting principles used and
significant estimates made by management, as well
as evaluating the overall financia! statement
presentation. We believe that our audits provide a
reasonable basis for our opinion.
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In our opinion, such consolidated financial
statements present fairly, in all material respects, the
financial position of Duquesne Light Company and
subsidiaries at December 31, 2005 and 2004, and
the results of their operations and their cash flows for
each of the three years in the period ended
Pecember 31, 2005, in conformity with accounting
principles generally accepted in the United States of
America. Also, in our opinion, such financial
statement schedule, when considered in relation to
the basic consolidated financial statements taken as
a whole, presents fairly, in all material respects, the
information set forth therein.

We have also audited, in accordance with the
standards of the Public Company Accounting
QOversight Board (United States), the effecliveness of
the Company's internal control over financial
reporting as of December 31, 2005, based on the
criteria established in Infernal Control—Integrated
Framework issued by the Commiltee of Sponsoring
Organizations of the Treadway Commission and our
report dated March 6, 2006 expressed an unqualified
opinion on management's assessment of the
effectiveness of the Company's internal control over
financial reporting and an ungualified opinion on the
effectiveness of the Company's internal control over
financial reporting.

Is! Deloitte & Touche LLP

Pittsburgh, Pennsylvania
March 6, 2006



Duquesne Light Holdings, Inc.
Consolidated Statements of Income

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

2005 2004 2003

Operaling Revenues:
Retail sales of electricity $772.6 $ 761.8 $780.8
Other 149.6 135.5 122.0

Total Operating Revenues 9222 897.3 902.8
Operating Expenses:
Purchased power 366.8 382.0 3837
Other operating and maintenance 2501 224.4 221.8
Acquisition termination cost {Note 3) — 8.3 —
Depreciation and amortization 82.3 834 87.3
Taxes other than income faxes 54.0 48.5 481
Other (Note 3) (9.3) — —

Total Operating Expenses 743.9 746.6 7519
Operating Income 178.3 150.7 150.9
Investment and Cther Income 40.1 12.7 344
Inierest and Other Charges {62.6) (63.0) (74.4)
Income from Continuing Operations Before Income Taxes

and Limited Partners' Interest 155.8 100.4 110.9
Income Tax Expense (53.0) (20.6) (17.7)
Benefit from Limited Pariners’ Interest 10.1 7.4 —
Income from Continuing Operations 112.9 87.2 93.2
income (L.oss) from Discontinued Operations — 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 Common Shares Cutstanding 77.7 76.4 75.0
Basic Earnings Per Share of Common Stock:
Earnings from Continuing Operations $ 145 $ 1.14 5 1.24
Earnings from Discontinued Operations 0.02 — 1.10
Basic Earnings Per Share of Common Stock $ 1.47 $ 1.14 $ 2.34
Riluted Earnings Per Share of Common Stock:
Earnings from Continuing Operations $ 145 $ 1.14 $1.22
Earnings from Discontinued Operations 0.02 — 1.07
Diluted Earnings Per Share of Common Stock $ 1.47 $ 1.14 $ 2.29
Dividends Declared Per Share of Common Stock $ 1.00 $ 1.00 $ 1.00

See notes to consolidated financial statements.
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Duguesne Light Holdings, Inc.
Consolidated Balance Sheets

{Millions of Dollars)
As of December 31,

Assets 2005 2004
Current Assets:
Cash and temporary cash investments $ 79.2 $ 627
Receivables:
Electric customers 76.2 75.8
Unbilled electric customers 321 31.3
Other 271 26.5
Less: Allowance for uncollectible accounts (21.1} (18.1)
Tolal Receivables — Net 1143 1158.5
Materials and supplies {at average cost) 18.1 14.6
Derivative instruments 43.3 0.8
Deferred income taxes - nel 28.9 —
Other 8.4 27.2
Discontinued operalions 1.7 —
Total Current Assets 293.9 220.8
Long-Term Investments:
Leases 505.8 5121
Gas righls and related investments 9.9 16.9
Affordable housing 315 429
Other 2.7 8.0
Total Long-Term Investments 549.9 579.9
Property, Plant and Equipment;
Electric plant in service 2,176.7 2,052.9
Construction work in progress — electric 59.1 67.9
Fiber oplic network 329 30.1
Other energy facilities 211 28.3
Landfill gas equipment 19.0 22.2
Other 6.8 9.0
Gross property plant and equipment 2,315.6 2,210.4
Less: Accumulated depreciation and amortization (773.5) {751.0)
Property, Plant and Equipment — Net 1,542.1 1,4590.4
Other Non-Current Assets:
Reguiatory assets 300.0 2851
Prepaid pension cost 31.2 26.1
Intangible assets 524 16.3
Other 51.1 35.2
Total Other Non-Current Assets 434.7 372.7
Total Assets $2,820.6 $26328

See notes 1o consolidated financial statements.
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Duguesne Light Holdings, Inc.
Consolidated Balance Sheets

(Millions of Dollars)
As of December 31,

Liabilities and Capitalization 2005 2004
Current Liabilities:
Short-term debt and current debt maturities $ 403 $ 0.2
Accounts payable 93.0 1.7
Accrued laxes 64.6 338
Accrued compensation 20.0 18.1
Common stock dividends 20.0 18.5
Pension liability 200 —
Accrued interest 15.9 9.8
Other 422 33.7
Discontinued operations 2.5 34
Total Current Liabilities 318.5 210.2
Non-Current Liabilities:
Deferred income taxes — net 451.4 408.2
Deferred income 2.8 12.3
Pension liability 92.8 629
Other postretirement benefits 40.7 38.1
Legacy liabilities 298 321
Other §8.0 105.7
Total Non-Current Liabilities 705.5 659.3
_Limited partners’ interest 35.4 48.0
Commitments and contingencies {Note 13)
Capitalization:
Long-term debt 957.8 958.0
Preferred and Preference Stock:
{aggregate involuntary liquidation value of $149.8 and $151.0):
Preferred stock of subsidiaries 136.6 136.6
Preference stock of subsidiaries 13.3 14.5
Total preferred and preference stock before deferred
employee stock ownership plan (ESOP) benefit 149.9 151.1
Deferred ESOP benefit (2.4) {4.2)
Total Preferred and Preference Stock 147.5 146.9
Common Shareholders’ Equity:
Common stock — no par value {(authorized —

187,500,000 shares; issued — 126,929,154 shares) 1,200.5 1,208.7
Retained 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 (Note 12) {1.8) (2.6)
Accumulated other comprehensive loss {10.3) —

Total Common Sharehoclders’ Equity 655.9 610.4
Total Capitalization 1,761.2 1,7156.3
Total Liabilities and Capitalization $ 2,820.6 $26328

See notes to consolidated financial statements.
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Duquesne Light Holdings, Inc.
Consolidated Statements of Cash Flows
(Millions of Dollars)
Year Ended December 31,
2005 2004 2003

Cash Flows From Operating Activities:

Net income $114.2 $ 870 $1759
Adjustments to reconcile net income to net cash

provided by operating aclivities:

Depreciation and amortization 82.3 83.4 87.3
Bad debt expense 19.3 12.0 10.8
Derivative instruments (8.8) — —
Impairment of long-lived assets 3.9 — —
Acquisition termination cost - 8.3 —
Capital lease and investment amortization 4.2 8.0 13.0
fnvestment income (6.2) (8.2) (20.8)
Gain on disposition of investments/assets {37.5) — (12.1)
Deferred taxes 17.4 92 (134.0)
Pension contribution (32.1) — —
Other {18.4) {7.0) {8.7)
Changes in working capital other than cash {Note 19) (16.0) {(9.0) (11.9)
Discontinued operations (2.6) {5.4) (24.6)
Net Cash Provided from Operating Activities 119.7 178.3 74.9
Cash Flows From Investing Activities:
Proceeds from disposition of investments/assets 61.0 13.3 21.4
Long-term investments (1.9) {0.2) (3.7)
Acquisitions — (8.4) —_
Capital expenditures (135.9) (86.4) {(78.0)
Other (0.1) (5.0) 6.4
Discontinued operations 1.0 {12.9) 194.9
Net Cash (Used in) Provided from Investing Activities {75.9) (99.6) 141.0
Cash Flows From Financing Activities:
Issuance of long-term debt obligations 320.0 200.0 —
Reductions of long-term debt obligations {320.1) {254.5) (204.8)
Issuance of preferred slock — 731 —
Revolving credit facility borrowings, net 40.0 — —
Dividends on common and preferred stock (Note 16) (67.1) (66.0) {64.4)
Repurchase of common and preferred stock — (0.9) {6.0)
Other (0.1) 8.7 {0.6)
Discontinued operations — {8.2) (0.2)
Net Cash Used in Financing Activities (27.3} (49.8) (276.0)
Net increase {(decrease) in cash and temporary cash investments 16.5 289 (60.1}
Cash and temporary cash investments at beginning of year 62.7 33.8 93.9
Cash and temporary cash investments at end of year $ 79.2 $ 62.7 $ 338

Supplemental Cash Flow Information

Cash paid during the year:
Interest (net of amount capitalized) $ 442 $ 46.0 $ 67.7
Income taxes paid (refunded) $ 347 $ (5.6) 3 86.1

See notes to consolidated financial statements.
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Duquesne Light Holdings, Inc.

Consolidated Statements of Comprehensive Income
{Millions of Dollars)

Year Ended December 31,
2005 2004 2003
Net income $114.2 $ 870 $175.9
Other comprehensive loss:
Unrealized holding losses on securities, net of tax of $—, $—
and ${0.3) — — (0.4)
Unrealized holding gains on interest rate hedging instruments,
net of tax of $3.0, $—and $— 4.2 —_ —
Unrealized holding gains on cash flow hedging instruments,
net of tax of $6.4, $— and $— 9.1 — —
Minimum pension liability adjustment, net of tax of $(16.8), ¥—
antg $-- (23.6) — —
Gther comprehensive loss {10.3) — (0.4}
Reclassification adjustment for holding loss, net of tax — — 0.7
Comprehensive income $103.9 $ 87.0 $176.2
See notes to consolidated financial statements.
Duquesne Light Holdings, Inc.
Consolidated Statements of Common Shareholders’ Equity
Accumulated
Other
Common Retained Treasury Unearned Comprehensive
Stock Eamings Stock Compensation Income Total
Balances at December 31, 2002 $1,2191 $452.9 $(1.219.1} F — $(0.3) $452.6
Net Income — 175.9 — — — 175.9
Dividends on common stock ($1/share) — {75.0) — — - {75.0)
Issuance of treasury stock (10.4) — 29.4 {3.4) — 15.6
Other comprehensive income — — — — 0.3 0.3
Deferred incentive payments 1.5 - — — 1.5
Other 5.2 (0.7} — — — 4.5
Balances at December 31, 2003 $1.215.4 $553.1 ${1,189.7) $(3.4) $ — $575.4
Net Income — 87.0 — — — 87.0
Dividends on common stock ($1/share) — (76.5) — — —_ (76.5)
Issuance of treasury stock (6.8) - 324 0.8 — 26.4
Preferred stock issuance costs {1.9) — — — — (1.9}
Balances at December 31, 2004 $1,206.7 $563.6 ${(1.157.3) $(2.6) $ — $610.4
Net Income — 114.2 — — — 114.2
Dividends on common stock ($1/share) — (77.7) — — — (77.7)
Issuance of ireasury stock (6.4} — 244 0.8 — 18.8
Other comprehensive loss —_ — — (10.3) (10.3}
Other 0.2 (0.1) 0.4 — — 0.5
Balances at December 31, 2005 $1,200.5 $600.0 ${1,132.5) $5(1.8) $(10.3} $655.9

See noles to consolidated financial statements.
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Duqguesne Light Company
Consolidated Statements of Income

{Milfions of Dollars)
Year Ended December 31,

2005 2004 2003
Retail sales of electricity $723.2 $761.8 $ 780.8
Other 69.2 275 253
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) — 83 —
Depreciation and amortization 71.8 714 76.4
Taxes other than income taxes 49.3 47.9 514
Total Operating Expenses 645.1 647.6 651.0
Operating lncome 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 Mandatorily Redeemable Preferred
Securities Dividend Requirements (Note 14) — — (6.3)
Income Before Income Taxes 115.5 1121 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 $ 66.4

See notes to consolidated financial statements.
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Duquesne Light Company
Consolidated Balance Sheets

{Millions of Dollars)
As of December 31,

Assets 2005 2004
Current Assets:
Cash and temporary cash investments $ 76.1 $ —
investment in DQE Capital cash pool — 135.8
Receivables:
Electric customers 72.5 758
Unbilied electric customers 28.9 311
Other 9.9 10.1
Less: Allowance for uncoliectible accounts {20.8) {17.9)
Total Receivables - Net 90.5 99.1
Affiliate Receivables:
L.oan receivable from parent — 250.0
Other 3.3 1.8
Tolal Affiliate Receivables 33 251.8
Materials and supplies (at average cost) 18.1 14.6
Deferred income taxes - net 14.4 ~—
Other 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 22.2 256
Property, Plant and Equipment:
Electric ptant in service 2176.7 2,0529
Construction work in progress 59.1 67.9
Gross property, plant and equipment 2,235.8 21208
Less: Accumulated depreciation and amorlization {738.5) (714.5)
Property, Plant and Equipment — Net 1,497.3 1,406.3
Other Non-Current Assets:
Regulatory assets 300.0 2951
Prepaid pension cost 31.2 26.1
Pension intangible asset 42.7 58
Other 20.6 258
Total Other Non-Current Assets 394.5 352.8
Total Assets $2,123.1 $2,293.0

See notes to consolidated financial statemenis.
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Duquesne Light Company
Consolidated Balance Sheets

{Miilions of Dollars)
As of December 31,

Liabilities and Capitalization 2005 2004
Current Liabilities:
Accounts payable $ 4638 $ 857
Payable to affiliates 42.6 44
Pension liability 20.0 —
Accrued compensation 17.9 17.0
Accrued interes 9.3 9.6
Other 12.7 14.2
Total Current Liabilities 149.3 130.9
Non-Current Liabilities:
Deferred income taxes — net 336.6 323.1
Pension liabifity 92.8 62.9
Other postretirement benefits 40.7 38.1
Legacy liabilities 29.3 321
Other 60.3 72.2
Total Non-Current Liabilities 560.2 528.4
Commitments and Contingencies (Note 13)
Capitalization:
Long-term debt 636.5 956.4
Preferred and Preference Stock:
{aggregate involuntary liquidation value of $148.8 and $150.0):
Non-redeemable preferred stock 135.6 1356
Non-redeemable preference stock 13.3 14.5
Total preferred and preference stock before deferred ESOP benefit 148.9 150.1
Deferred ESOP benefit (2.4) {4.2)
Total Preferred and Preference Stock 146.5 145.9
Common Shareholder’s Equity:
Common stock {authorized — 90,000,000 shares;
issued and outstanding — 10 shares) — —
Capital surplus 568.9 486.4
Retained earnings 88.2 46.0
Accumulated other comprehensive loss (26.5) (1.0}
Total Commeon 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 consglidated financial statements.
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Duquesne Light Company
Consolidated Statements of Cash Flows

{Millions of Dollars)
Year Ended December 31,

2005 2004 2003
Cash Flows From Operating Activities:
Net income $ 730 $ 678 $ 696
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation and amortization 71.8 71.4 76.4
Bad debt expense 19.1 11.9 10.2
Derivative instruments {16.1} — —
Acquisition termination cost - 8.3 —
Deferred laxes 12.6 3.5 (27.0)
Pension contribution (32.1) — —
Other (8.0) 41 0.7
Changes in working capital other than cash (Note 19) (38.4) {54.8) {52.1)
Net Cash Provided from Operating Activities 81.9 122 V7.8
Cash Flows From Investing Activities:
Construction expenditures (132.2) (83.5) (76.1)
Investment in DQE Capital cash pool 135.8 {66.7) 276.8
Colfection of loan to parent {Note 14) 250.0 — e
Other {1.6) (7.3) 0.4
Net Cash Provided from (Used in) Investing Activities 252.0 {157.5} 201.1
Cash Flows From Financing Activities:
Issuance of long-term debt obligations — 200.0 —
tssuance of preferred stock, net — 73.1 —
Reductions of long-term debt obligations (320.1) (150.0) (202.8)
Net borrowings under affiliate demand note 7.8 — —
Equity conlributions from parent 82.5 — —
Dividends on common and preferred stock (28.4} (76.9) (72.8)
Other 0.4 {0.9) (3.3)
Net Cash (Used in) Provided from Financing Activities (257.8) 45.3 (278.9)
Net increase in cash and temporary cash investments 761 — —
Cash and lemporary cash investments at beginning of year — — —
Cash and temporary cash investiments at end of year $ 76.1 3 — F -
Supplemental Cash Flow Information
Cash paid during the year:
Interest {net of amount capitalized) $ 45.0 $ 35.0 $ 456
-Income taxes (Nota 18) $ 26.0 $ 84.0 $ 945

See notes to consolidated financial statements.
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Ducgueshe Light Company
Consolidated Statements of Comprehensive Income

{Millions of Dollars)

Year Ended December 31,

2005 2004 2003
Netincome $73.0 5678 $696
Cther comprehensive (loss) income:
Unreatized holding gains on securities, net of tax of
$(1.2), $0.2 and $1.6 {1.9) 0.4 23
Unrealized holding gains on cash flow hedging
instruments, net of tax of $5.5, 5— and $— 7.8 — —
Minimum pension liabifity adjustment, net of tax of
${16.8), $— and $— {23.6) — —
Other comprehensive (loss) income (17.7) 0.4 2.3
Comprehensive income $553 $68.2 $71.9
See noles to consolidated financial statements.
Duquesne Light Company
Consolidated Staterment of Common Shareholider’s Equity
Accumttlated
Other
Capital Retained Comprehensive
Surplus Earnings Loss Total
Balances at December 31, 2002 $483.3 $41.4 $(3.7) $521.0
Net Income — £69.6 — 69.6
Dividends on common stock — (65.0) — (85.0)
Dividends on preferred and preference stock {See Note 15) — (3.2) — (3.2)
OCther comprehensive income - — 2.3 23
Other 5.3 0.1 — 54
Balances at December 31, 2003 $488.6 5429 $(1.4) $530.1
Net Income — 678 — G7.8
Dividends on common stock — (58.0) — {58.0)
Dividends on preferred and preference stock {See Note 15) — (6.6) — (6.6)
Other comprehensive income — — 0.4 0.4
Preferred stock issuance costs (1.9) — — (1.9}
Other (0.3} {0.1) — (0.4)
Balances at December 31, 2004 $486.4 $46.0 $(1.0) $531.4
Net Income — 73.0 — 730
Dividends on common stock - (13.0) - {13.0)
Dividends on preferred and preference stock (See Note 15) — (8.0) — (8.0)
Transfer subsidiary to parent — {9.9) (7.8) (17.7)
QOther comprehensive income — - (17.7) (7.7
Equity contributions from parent 82.5 — — 82.5
Other - 0.1 — 0.1
Balances at December 31, 2008 $568.9 $88.2 3 (26.5) $630.6

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL
STATEMENTS

The following Notes present information on both
Duquesne Light Holdings, Inc. {(Holdings) and
Dugquesne Light Company (Duquesne Light).
information on Holdings and its subsidiaries (not
including Duguesne Light and its subsidiaries) shall
not be deemed to be included as part of Duquesne
Light's Notes. Specifically, information on the Energy
Solutions, Financial and Communications business
segments, the all other category, and discontinued
operations is not so included.

References in the Notes to "we,” “us™ and "our”
are to Heoldings and its subsidiaries, collectively.

1. Accounting Policies

CONSOLIDATION

Holdings is an energy services heolding company.
Our subsidiaries include those discussed below.

The consolidated financial statements of Holdings
and Duquesne Light include their accounts and their
wholly and majority owned subsidiaries. The equity
method of accounting is used for 20% to 50%
interests in other companies. Under the equity
method, original investments are recorded at cost
and adjusted by our share of undistributed earnings
or losses of these companies. All material
intercompany balances and transactions have been
eliminated in the consolidation.

In addition, effective March 31, 2004, we
consolidate variable interest entities for which we are
the primary beneficiary in accordance with Financial
Accounting Standards Board {FASB) Interpretation
No. 46R, "Consolidation of Variable Interest Entities”
{revised December 2003) (FIN 46R), regardless of
the ownership percentage held by us.

Continuing Operations

Duqguesne Light is an electric utility engaged in the
suppiy (through its provider-of-last-resort service
(POLRY)), transmission and distribution of eleciric
energy.

Duquesne Power, LLC (formerly Buquesne
Power, L.P.), an unregulated subsidiary, maintains a
portfolio of energy commodity contracts to provide
full-requirements energy supply contracts for both (i)
Duquesne Light's residential and small cornmercial
POLR customers and (ii) Duquesne Light Energy,
LLC's large commercial and industrial customers.
These energy commaodity contracts are with
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unrelated parties and include payment guarantees
from Holdings. This entily was a subsidiary of
Dugquesne Light until December 31, 2005, at which
time ownership was {ransferred to another Holdings
subsidiary. The transfer of Duguesne Power, at
recorded book value, was completed to strategically
align our unregulated businesses oulside of
Duquesne Light in order to provide flexibility to
capitalize on future supply cpportunities. The transfer
will effectively eliminate the net income included in
Duquesne Light's supply segment. The Holdings
supply segment will not be affected by the
realignment.

Duquesne Light Energy, LLC (DLE) s an
unregulated, competitive, retail electric generation
supplier that offers cuslomized solutions tailored to
meet its customers’ specific electricity needs. DLE's
primary focus is on the large commercial and
industrial customer market segment in Duquesne
Light's service territory.

Duquesne Erergy Solutions, LL.C (DES) is an
energy facilities management company that provides
energy outsourcing solutions including operation and
maintenance of synthetic fuel and energy facilities.
During 2005, DES sold three investiments in on-site
energy facility management projects.

DQE Financial Corp. owns, operates and
maintains landfilf gas collection and processing
systems, and is an investment and portfolio
management organization focused on structured
finance and alternative energy investments.

DQE Communications, Inc. owns, operates and
maintains a high-speed, fiber optic based
metropolitan network, and leases dark fiber from the
network to commercial, industrial and academic
customers.

DQE Capital Corporation provides financing to
Holdings for use with its affiliates.

Discontinued Operations

During 2003, AquaSource, Inc. {formerly our
water resource management subsidiary) completed
the sale of its assets, pursuant to agreements
entered into in 2002. We sold the propane distribution
business of our subsidiary, Pro Am, Iinc. in December
2002. (See Note 17.)

BASIS OF ACCOUNTING

Holdings and Duquesne Light are subject to the
accounting and reporting requirements of the
Securities and Exchange Commission (SEC).
BPuquesne Light's electricity delivery business is also
subject to regulation by the Pennsylvania Public
Utility Commission (PUC) and the Federal Energy



0 Regulatory Assets as of December 31,

Regulatory Commission (FERC) with respect to rates
for delivery of electric power, accounting and other
matters.

As a result of Duquesne Light's PUC-approved
reslrucluring plan in 1998, the electricity supply
segment does not meet the criteria of Statement of
Financiai Accounting Standards (SFAS) No. 71,
“Accounting for the Effects of Certain Types of
Regulation.” Pursuant to the PUC’s final restructuring
order, and as provided in the Pennsylvania Electricity
Generation Customer Choice and Competition Act
{Customer Choice Act), generation-retated transition
costs were being recovered through a competitive
transition charge (CTC) collected in connection with
providing transmission and distribution services. This
collection period ended in the third quarter of 2005
when the remaining CTC balance was collected from
the last customer class. The electricity delivery
business segment continues to meet SFAS No. 71
criteria, and accordingly reflects regulatory assets
and liabilities consistent with cost-based ratemaking
regulations. The regulatory assels represent probable
future revenue, because provisions for these costs
are currently included, or are expected to be
included, in charges to electric utility customers
through the ralemaking process. (See Note 2.)

{Millions of Doltars)

2005 2004
Regulatory tax receivables $2247 $218.5
Unamortized debt costs 48.3 493
Transition costs — 47
Deferred employee costs 11.5 113
SECA charges {a) 6.4 -—
Other 8.6 11.3
Total $300.0 $295.1

{a) Seams elimination charge adjustment

The majority of these assets are currently being
recovered over a period of approximately 30 years
and are not earning a rate of return.

The preparation of financial statements in
conformity with accounting principles generally
accepted in the United States of America requires
management to make eslimates and assumptions
with respect to values and conditions thal affect the
reported amounts of assets and liabilities, and
disciosure of contingent assets and kabilities, at the
date of the financial statements. The reported
amounts of revenues and expenses during the
reporting period also may be affected by the
estimates and assumptions management is required
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to make. Management evaluates these estimates on
an ongoing basis, using historical experience and
other methods considered reasonable in the
particular circumstances. Nevertheless, actual results
may differ significantly from these estimates.

CUSTOMER CONCENTRATIONS

Duquesne Light's electric utility operations provide
service to approximately 587,000 direct customers in
southwestern Pennsylvania (including in the City of
Pittsburgh), a territory of approximately 800 square
miles.

DES relies on a single customer, who owns
several synthetic fuel facilities for substantially all of
its revenues and earnings.

REVENUES FROM UTILITY SALES

Duquesne Light's meters are read monthly, and
electric utility customers are billed on the same basis.

. Revenues reflect actual cuslomer usage in an

accounting period, regardless of when billed.

Electricity sales revenue includes related excise
and other taxes, primarily gross receipts taxes, that
are collected from ratepayers and remilted to the
appropriate taxing agency. These taxes are reccrded
in a taxes payable account at the time of sale and as
an expense in taxes other than income taxes. The
payable is relieved when payment is made to the
appropriate taxing agency. The excise and other
taxes recorded in Holdings revenue were
approximately $42 million, $42 million and $43 million
in 2005, 2004 and 2003 and $39 million, $42 million
and $43 million at Duguesne Light for the same
period.

OTHER OPERATING REVENUES

Duquesne Light's other operating revenues
include rental fees from third parties who have cable
or other equipment attached to its utility poles and
transmission towers, or who have cable included in
its underground ducts. Also included are transmission
fees charged to others that use Duquesne Light's
transmission system and late payment and other
customer fees. Duquesne Light's other operating
revenues also include short-term sales to other
utilities made at market rates resuiting from excess
daily defiveries to Duquesne Light's electricity
delivery system, and in 2005, sales of electricity from
Duguesne Power to Duquesne Light Energy under its
full requirements contract, which are eliminated in
consalidation at Holdings.

Holdings’ other operating revenues also include
revenues from the sale of landfill gas and landfill gas
site related services, revenues from facility



management services for synthetic fuel, industrial
and airport customers and revenues from the rental
of dark fiber from our fiber optic based network.

OTHER INCOME

Duguesne Light's other income consists primarily
of interest income from the loan receivable from
Holdings, until ils repayment in the third quarter of
2005, and the investment in the DQE Capital cash
pool (discussed below) until November 2005. This
interest income is eliminated in the consolidated
statements of income of Holdings with the associated
interest expense of Holdings and DQE Capital. Gains
or losses resulting from the disposition of certain
assels are also included here.

Holdings other income consists primarily of
income from long-term investments, and various
other gains or losses, including gains and losses
related o the disposition of certain assets. On March
31, 2004, we adopted FIN 46R and began
consolidating seven low-income housing
development guarantee funds, in which we own 2 1%
general partner interest. Beginning April 1, 2004, the
results of these seven funds are included in our
consolidated results and are reflected as a decrease
in other income offset by the benefit from limited
partners’ interest,

STOCK-BASED COMPENSATION

We continue to account for stock-based employee
compensation using the intrinsic value method under
the recognition and measurement principles of
Accounting Principles Board (APB) No. 25,
“Accounting for Stock Issued to Employees,” and
related interpretations. Accordingly, compensation
cost is measured as the excess, if any, of the quoted
market price of Holdings common slock at the date of
the grant over the amount an employee must pay to
acquire the stock and is spread over the vesling
period, as applicable. For stock-based compensation
with specified performance criteria, compensation
costis generally recognized as the excess, if any, of
the quoted market price of Holdings common stock at
the date the specified criteria are met, over the
amount an employee must pay to acquire the stock,
and is spread over lhe vesting period, as applicable.
The following tables illustrate the effect on reported
income and earnings per share if we had applied the
fair value recognition provisions of SFAS No. 123,
“Accounting for Stock-Based Compensation,” as
required under SFAS No. 148, "Accounting for Stock-
Based Compensation — Transition and Disclosure —
an amendment of FASB Statement No. 123."
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Duquesne Light Holdings
{Millions of Dollars, Except Per Share Amounts)
Year Ended December 31,
2005 2004 2003

Reported net income $114.2 $87.0 $1759
Add:
Stock-based
compensation
determined under
the intrinsic value
method for all option
awards, net of tax 0.9 1.1 0.6
Deduct:
Stock-based
compensation
determined under
the fair value
method for all option
awards, net of tax (2.2}

(0.9) (0.5)

Pro forma net income $112.9 $87.2 $176.0

Basic earnings
per share;
Reported
Pro forma

$2.34
$2.34

$1.47
$1.45

$1.14
$1.14

Diluted eamings
per share:
Reported
Pro forma

$2.29
$2.30

$1.47
$1.45

$1.14
$1.14

Duquesne Light Company
(Millions of Dollars)
Year Ended December 31,
2005 2004 2003

Reported net income $73.0 $67.8 $69.6
Add:

Stock-based

compensation

determined under

the intrinsic value

method for all option

awards, net of tax 0.3 0.4 0.2

Deduct:
Stock-based
compensation
determined under
the fair value
method for all option
awards, net of tax {0.4)

(1.4) (0.3)

Pro forma net income $71.9 $67.8  $69.5




DEPRECIATION AND AMORTIZATION

Depreciation expense of $71.0 million, $69.3
million and $70.9 million was recorded at Holdings in
2005, 2004 and 2003. Depreciation expense of $64.1
million, $61.6 million and $60.0 million was recorded
at Duguesne Light in 2005, 2004 and 2003.
Depreciation of property, plant and equipment is
recorded on a straight-line basis over the estimated
remaining useful lives of properties, which is
approximately 30 years for both the transmission and
distribution portions of electric plant in service.
Depreciation of other property, plant and equipment
is recorded on a straight-line basis over the estimated
useful lives of properties, which are between 3 and
30 years.

Amortization expense of $11.3 million, $14.1
million and $16.4 million was recorded at Holdings in
2005, 2004 and 2003. Amortization expense of $7.7
million, $9.8 million and $16.4 million was recorded at
Duguesne Light in 2005, 2004 and 2003.
Amortization of gas rights and depreciation of related
property is on a siraight-line basis over the estimated
remaining useful lives. Amaortization of transition
costs represents the difference between CTC
revenues billed to customers (net of gross receipts
tax) and the allowed 11% pre-tax return on the
unrecovered net of tax transition cost balance.
Amortization expense of $4.7 million, $9.1 million and
$15.7 million was recorded at Duquesne Light refated
to the CTC in 2005, 2004 and 2003. SECA is
amortized as i is billed to customers, with $3.0
million of amortization recorded at Duquesne Light in
2005.

EARNINGS PER SHARE

Basic earnings per share are computed on the
basis of the weighted average number of common
shares cutstanding. Diluted earnings per share are
computed on the basis of the weighted average
number of common shares outstanding, pius the
effect of the outstanding Employee Stock Cwnership
Plan shares, Holdings preferred stock, stock options
and other types of stock-based compensation
discussed in Note 12, unless the inclusion of these
shares would be anti-dilutive. The treasury stock
method is used in computing the dilutive effect of
stock options. This method assumes any proceeds
obtained upon the exercise of eptions would be used
to purchase common stock at the average market
price during the period. The following table presents
the numerators and denominators used in computing
the Holdings diluted earnings per share.
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Holdings Diluted Earnings Per Share for the Year
Ended December 31,
(Millions of Dollars)

2005 2004 2003

Income from

continuing operations  $1129 $87.2 3932
Less: Preferred dividends - — 04
Earnings from

continuing operations

for common stock 112.9 872 92.8
Dilutive effect of:

ESOP dividends 1.1 1.2 1.4

Preferred stock

dividends — 0.4 0.8
Diluted Earnings

from Continuing

Operations for

Common Stock $114.0 $888 $950

{Millions of Shares)
2005 2004 2003

Basic average shares T7.7 76.4 75.0

Dilutive effect of:
ESOP shares 0.8 0.8 1.2
Holdings preferred stock — 0.5 14
Performance share
awards and stock options — 0.3 —

Diluled average shares 78.5 78.0 776
Diluted Earnings

Per Share from

Continuing Operations  $1.45 $1.14  $1.22

Note: In 2005, 2004 and 2003, 0.2 miliion, 0.2 million and
1.4 million options are not included because the exercise
price of these options exceeds the average stock price.

TEMPORARY CASH INVESTMENTS

Temporary cash investments are short-term,
highly liquid investments with original maturities of
three or fewer months. They are stated at cost, which
approximates market. We consider temporary cash
investments to be cash equivalents.

DQE CAPITAL CASH POOL

As of December 31, 2005, Holdings and its
subsidiaries, excluding Duquesne Light, participate in
a cash pool arrangement with their affiliate DQE
Capital. Through this arrangement, available cash is
deposited with DQE Capital and inferest is earned
daily at a market rate. DQE Capital from time ta time
lends funds from the pool, on a demand basis, to
Holdings which, in turn, makes loans and/or capital
contributions to its other subsidiaries to provide funds
for capital expenditures, new investments or
operating expenses. An investor in the pool'is entitled




to withdraw its investment at any time, and, to the
extent that sufficient cash is not then on deposit,
DQE Capital would have lo demand full or partial
repayment by Holdings of the loan to it. In order to
repay DQE Capital, Holdings may be required to
borrow under its revolving credit facility. (See Note 8.)
If the amount of the facility would be insufficient to
satisfy this repayment, Holdings would be required o
acecess the equity or debt markets. Until November
2005, Duquesne Light participated in the cash pool
arrangement and its investment in the pool was
shown on its consolidated balance sheets as
investment in DQE Capital cash pool.

RECEIVABLES

Receivables on the consolidated balance sheets
are comprised of outstanding billings for electric
customers, other utilities, and amounts related to
unbilled revenues. In addition, Duquesne Light has
certain transactions with affiliates that give rise to
receivables. {See Note 18.) At Holdings, receivables
include the outstanding billings of our other business
lines.

INVESTMENT IN HOLDINGS STOCK

As of December 31, 2005 and 2004, the fair
market value of Duquesne Light's investment in
Holdings common stock was $19.7 million and $22.8
million, and the cost of the investment was $24.6
million in both years. This invesiment is eliminated in
the consolidated balance sheets of Holdings with the
related shares and cost reflecled as treasury stock.

This investment was in a continuous unrealized
toss position for more than 12 months as of
December 31, 2005, with a total unrealized loss of
$4.9 million. If the unrealized loss is determined to be
other than temporary, it will be written off and an
impairment charge will be recognized on the
statement of income.

PROPERTY, PLANT AND EQUIPMENT

The asset values of Duquesne Light's utility
properties are stated at original construction cost,
which includes labor costs, related payroll taxes,
pensions and other fringe benefits, as well as
administrative costs. Also included in original
construction cost is an allowance for funds used
during construction {AFC), which reprasents the
estimated cost of debt and equity funds used to
finance construction.

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

Substantially all of the electric utility properties are
subject to the lien of Duguesne Light's first mortgage
indenture.

We review long-lived assets for impairment
whenever events or changes in circumstances
indicate that the carrying amount of an asset may not
be recoverable. Recoverability of assets to be held
and used is measured by a comparison of the
carrying amount of an asset to future net cash flows
expected to be generated by the asset. If such assets
are considered to be impaired, the impairment
recognized is measured by the amount by which the
carrying amount of the assets exceeds the fair value
of the assets.

GOODWILL AND INTANGIBLE ASSETS

We account for acquired goodwill and other
intangible assets in accordance with SFAS No. 142,
“‘Goodwill and Other Intangible Assets,” which
requires that goodwill and intangible assets with
indefinite useful lives not be amortized but, instead,
be tested at least annually for impairment, and more
frequently if certain indicators appear.

in November 2004, as a result of our purchase of
the remaining 50% interest in Waste Energy
Technology, LLC (WET), we allecated amounts to
separately identifiable intangible assets for customer
related intangibles and certain covenant not-to-
compete contracts with estimated lives between
2 and 14 years. We also allocated amounts for
goodwill and the WET trade name which have
indefinite usefui lives. {See Note 7.}

INCOME TAXES

In accordance with SFAS Neg. 109, “Accounting for
Income Taxes,” Holdings and Duquesne Light use
the liability method in computing deferred taxes on all
differences between book and tax bases of assets
and liabilities. These book/tax differences occur when
events and transactions recognized for financial
reporting purposes are not recognized in the same
period for tax purposes. The deferred tax liability or
asset is also adjusted in the peried of enactment for
the effect of changes in tax laws or rates. Valuation
allowances are provided against deferred tax assets
for amounts which are not considered “more likely
than not” to be realized. Holdings' overall effective tax
rate is significantly reduced by the income tax credits
generated from our synthetic fuel, landfill gas and
affordable housing investments.



We file a consolidated U.S. federal income tax
return with our subsidiaries, all of whom participate in
an intercompany tax sharing arrangement which
generally provides that taxable income for each
subsidiary be calculated as if it filed a separate
return. The federal tax liability for Duquesne Light is
reflected in payable to affiliates on its consolidated
balance sheets. (See Note 18.)

Duquesne Light recognizes a regulatory asset for
deferred tax liabilities that are expected to be
recovered through rates. The difference in the
provision for deferred income taxes related {o
depreciation of electric plant in service and the
amaount that otherwise would be recorded under
generally accepted accounting principles is deferred
and included in regulatory assets on the consolidated
balance sheets.

PENSION AND OTHER POSTRETIREMENT
BENEFITS

See Note 12 for a discussion of the accounting for
pension and other postretirement benefits.

CONTINGENT LIABILITIES

Holdings and Duguesne Light establish reserves
for estimated loss conlingencies when it is
management’s assessment that a loss is probable
and the amount can be reasonably estimated.
Reserves for contingent liabilities are based upon
management’s assumptions and estimates, advice of
legal counsel, or other third parties regarding the
probable outcomes of the matter. Should additional
information become known, or circumstances change
with.respect to the likelihood or amount of loss
indicating that the ultimate outcome will differ from
the estimates, revisions o the estimated reserves for
contingent liabilities would be recognized in income in
that-period. Such contingent liabilities include, but are
not limited to, restructuring liabilities (see Note 9),
income tax matters (see Note 10}, and other
commitments and contingencies (see Note 13).

GUARANTEES

in the normal course of business, Holdings and
certain subsidiaries enter into various agreements

providing financial or performance assurance to third

parties on behalf of certain subsidiaries. Such
agreements include, for example, guarantees, stand-
by letters of credit and surety bonds. These
agreements are-entered info primarily to support or
enhance the creditworthiness otherwise attributed to
a subsidiary on a stand-alone basis, thereby
facilitating the extension of sufficient credit to
accomplish the subsidiaries’ intended business
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purposes. To determine if there is a liabifity, and its
fair value, we use a probabilistic model o assess the
possibilities of future payments under the
indemnifications. We discount these future cash
payments using estimated interest rate values and, if
necessary, record a liabiiity. (See Note 13.}

DERIVATIVE INSTRUMENTS

Holdings and Duquesne Light account for
derivative instruments in accordance with SFAS No.
133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended and interpreted. Our
derivative instruments consist of energy purchase
and sale contracts, inlerest rate lock agreements and
a nalural gas price swap agreement. A Board-
approved risk management policy permits
transactions for the prudent management of market
related risks, and precludes any speculative
transactions. All derivative instruments that do not
qualify for accrual accounting under the normal
purchase and sale exemptlion are recorded at fair
value as derivative assets and liabilities.

When a derivative instrument is entered into,
management also determines if the derivative
qualifies as either a cash flow hedge (a hedge of
variable cash flows of a single transaction or a group
of similar transactions) or as a fair value hedge (a
hedge of the fair value of specific assets and
liabilities or specific firm commitments), in
accordance with SFAS No. 133. This process
includes formally documenting (i) the hedging
relationships and its risk-management objective and
strategy for undertaking the hedge transactions, (ii)
the hedging instrument, (iii) the hedged item or
transaction, (iv} the nature of the risk being hedged,
(v} how the hedging instrument’s effecliveness in
offsetting the hedged risk will be assessed, and (vi} a
description of the method of measuring
ineffectiveness. Management also formally assesses,
both at the hedge’s inception and on an ongoing
basis, whether the derivatives that are used in
hedging transactions are highly effective in offsetting
changes in cash flows or fair values of hedged items.

Changes in the fair value of a derivative
designated as a cash flow hedge that is determined
to be highly effective are recorded in the statement of
comprehensive income, net of tax, and are
recognized in garnings as the hedged item affects
income. The ineffective portion of the change in fair
value of a derivative instrument that qualifies as a
cash flow hedge is recognized currently in earnings.
Changes in the fair value of a derivative designated
as a fair value hedge that is determined to be highly
effective, along with the corresponding gain or loss



on the hedged item, are recognized currently in
earnings.

When it is delermined that a derivative has
ceased to be a highly effective hedge, hedge
accounting is discontinued prospectively. When
hedge accounting is discontinued for cash flow
hedges, the derivative asset or liability remains on
the consolidated balance sheet at Hs fair value, and
gains and losses that were in accumulated other
comprehensive income are recognized in earnings as
the hedge transactions affect income. When hedge
accounting is discontinued for fair value hedges, the
derivative asset or liability remains on the
consolidated balance sheet at its fair value and the
hedged asset or liability is no longer adjusted for
changes in its fair value. {See Note 4).

DIVIDENDS

Holdings’ practice has been for its subsidiaries fo
dividend their earnings on a gquarterly basis, if cash is
available. In addition, special dividends are declared
periodically related to proceeds from asset sales and
other special circumstances. During the years ended
December 31, 2005, 2004 and 2003, Duguesne Light
deciared cash dividends on common stock of
approximately $13 million, $58 miillion and $65 million
to Holdings. Duquesne Light also declared a $17.7
million non-cash dividend to Holdings in 2005 related
to the transfer of a subsidiary. During 2005 Duquesne
Light embarked on a significant capital expenditure
program, and therefore has been retaining more of its
earnings than in prior years. (See Note 16.)

RECLASSIFICATION

The 2004 and 2003 consolidated financial
statements have been reclassified to conform with
the 2005 presentation.

RECENT ACCOUNTING PRONOUNCEMENTS

Accounting for Conditional Asset Retirement
Obligations

In December 2005, we adopted Financial
Interpretation No. 47, "Accounting for Conditional
Asset Retirement Obligations —~ an interpretation of
FASB Statement No. 143" (FIN 47), which clarifies
that the term “conditional asset retirement obligation”
réfers to a legal obligation to perform an asset
retirement activity. This interpretation afso states that
the fair value of a liability for the conditional asset
obligation should be recognized when incurred. The
initial adoption of FIN 47 was not material to our
financial statements.
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Share-Based Payments

in December 2004, the FASB issued SFAS No.
123R, "Share-Based Payment {revised December
2004)," which will eliminate the use of APB No. 25.
SFAS No. 123R requires entities to recognize the
cost of employee services received in exchange for
awards of equity instruments based on the grant-date
fair value of those awards. This standard is effective
at the beginning of the first fiscal year that begins
after June 15, 2005, The initial adoption of SFAS No.
123R was not material to our financial statements.

2. Rate Matters

Buquesne Light customers may choose to receive
their electric energy from an alternative generation
supplier; otherwise they will be served through
Duquesne Light's POLR arrangements. Customers
who select an alternative generation supplier pay for
generation charges set by that supplier, and pay
Duquesne Light both transmission and distribution
charges.

COMPETITIVE TRANSITION CHARGE AND
POLRIAND Ii

The POLR | arrangement began in early 2000 in
conjunction with Dugquesne Light's divestiture of its
generation assets and was designed to be an income
neutral arrangement. As of December 31, 2005,
although the CTC has been fully collected, a few
industrial customers under special contracts continue
to recelve electric generation through Duguesne
Light's POLR | supply arrangement. Unti
December 31, 2004, POLR customers from whom
the CTC had been fully coliected received their
generation supply through POLR Il. Duquesne Light
earned a margin per MWh supplied under POLR 1.

In connection with POLR I, Duquesne Light
accepted a rate freeze for generation, transmission
and distribution rates. The rale freeze fixed
generation raies for retaif POLR i customers through
December 31, 2004, and continued the transmission
and distribution rates for all customers at then-current
levels through 2003.

POLR N

Currently, most customers who do not choose an
alternative generation supplier are served through
Duguesne Light's POLR Il plan, which became
effective January 1, 2005. Under POLR Il residential
and small commercial customers receive electric
supply through December 31, 2007 at fixed rates



approximately 11.5% above POLR !l generation
rates. For our large commercial and industrial
customers, the current POLR |l supply options are
either a fixed price service based upon the results of
a competitive request-for-proposal process (available
through May 31, 2008), or an hourly price service that
passes through real-time spol market electricity
prices. Duquesne Light receives an adder as
compensation for costs and risks invotved in
providing energy to these customers. In January
2006, Duquesne Light requested and received
approval from the PUC to extend the fixed-price
service offering for an additional year. This offering
will be subject to the results of another compelitive
wholesale request-for-proposal to be conducted.

There are certain safeguards in our POLR Il
arrangements and our energy commodity contracts
designed to mitigate losses in the event that suppliers
default on their performance under the arrangements.
Contractually, both Duguesne Power and Duguesne
Light have various credit enhancements to address
market exposure, e.g., collateral may be required to
be posted by their counterparties depending on
changes in energy or capacity prices. In addition {o
collateral postings, supplier default risk is further
miligated by accelerated damage payment terms. If a
supplier fails to deliver the contracted power, we may
exercise our right to force the supplier to compensate
us for the difference between the market price and
the contracted price of power. If such supplier would
fail to make the accelerated damage payments, the
supplier would be in defauit and we would be
permitted to apply any funds due that supplier against
our excess energy costs.

Other than iarge commerciaf and industrial POLR
{ll customers on hourly-priced service, Duquesne
Light is obligated to serve its POLR Ill customers at
fixed rates. Duquesne Power is also contractuaily
obligated to serve its customers, Duquesne Light and
DLE, at fixed rates. If an energy supplier to
Duquesne Light or Duguesne Power were to default
on its contract, we could polentially be acquiring
energy and/or capacity at a cosl in excess of our
revenues, resulting in a loss, if the contractual
provisions were not sufficient to cover such excess,
If this were to occur it is uncertain, under the current
PUC-approved POLR Il arrangement, that Duguesne
lLight could pass any additional costs related to these
energy and capacity purchases onlo its customers.

Seams Elimination Charge Adjustment

Effective January 1, 2005, concurrent with the
beginning of POLR 1ll, Duquesne Light joined PJM,
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becoming {along with other electric generation
suppliers) a load-serving entity within PJM.

As previously reported, the FERC has issued a
series of orders eliminating the regional through and
out rates (RTOR) for certain transmission services
between the Midwest Independent System Operalor
(MISO) and PJM effective December 1, 2004. A
fransitional pricing mechanism called SECA has been
put in place through March 2006 in order to
compensate transmission owners for the estimated
revenue lost as a result of the elimination of the
RTOR. Total SECA charges for the Duquesne Light
zone are expected to be approximately $39 miilion.
The FERC has accepted revised compliance filings
implementing SECA charges among load-serving
entities within the Duquesne Light zone. Under that
filing, Duguesne Light was allocated approximately
$11 million of the SECA charges. The other load-
serving entities in the Dugquesne Light zone were
allocated the remainder of such charges. DLE's
alfocation of SECA charges will depend on the
amount of load it serves; based on the December 31,
2005 load, DLE's allocation is expected to be
approximately $1.8 millien.

The SECA charges must be paid by load-serving
entities within the Duquesne Light zone on a current
basis. In June 2005, Duquesne Light filed a request
with the PUC for permission to pass SECA charges
through to its POLR cuslomers. This request was
granted, subject to disposition of any complaints filed
against the request, by the PUC in August 2005.
Duquesne Light put these charges into effect for
service beginning August 26, 2005. However, if the
FERC ultimately adopts a SECA level and allccation
method that differs from the proposed charges
initially accepted by the FERC for billing purposes,
refunds or surcharges will be used to compensate or
charge the appropriate entity for the difference
between the amounts initially accepted by the FERC
and the amounts ultimately determined to be just and
reasonable by the FERC. The final amount of our
SECA obligations therefore remains uncertain.

Distribution Rate Case and Transmission Rate
Case

As a regutated utility, Duquesne Light may only
change its distribution rates or transmission rates by
applying, through the rate case process, to the PUC
or the FERC for approval. The goal of a rate case is
to establish customer rates such that the utility
(i} recovers its costs of providing the service,

(i) recovers its costs of investing in the transmission
and/or distribution infrastructure, and (iii) earns a



reasonable and fair return on that investment. During
a rate case, the utility must prove that its proposed
rate increase is needed by showing its costs during a
given test year. The utilily's costs and expenditures
are reviewed and challenged during this process. A
rale case also considers a utility's rate of return on its
investment, as well as its costs of financing, in order
to derive its annual revenue requirement. The rates
ultimately set are intended to give the utility a
reasonable chance to achieve its revenue
requirement.

Since customer choice was instituted in
Pennsylvania in 1996, rate caps have prevented
recovery of any new investment in transmission and
distribution. The last Duquesne Light rate case
invalving transmission and distribution costs dales
back to 1987. Qur transmission and distribution rate
freeze expired at the end of 2003,

3. Acquisitions and Dispositions

In September 2005, DQE Financial sold its
investment in a leveraged lease involving a gas
processing facility, received $9.9 million in cash and
recorded a pre-tax loss of $1.3 milfion in other
income on Holdings consclidated statement of
income.

In August 2005, DES entered into agreements {o
sell its investments in up to six on-site energy facility
rnanagement prejects to DTE Energy Services for
expected aggregate cash proceeds of between $35
and $40 million, subject to working capital
adjustments. In 2005, DES closed on the sale of
three of the energy facility management projects,
received $34.6 million in cash and the assumption by
the buyer of certain lease related liabilities and
recognized pre-ltax gains of $18.0 miilion in other
income and $13.2 million recorded as a reduction to
other operating expenses on Holdings consolidated
statement of income.

In October 2005, DES agreed to terminate the
agreement to sell one of the six energy facility
management projects entered into in August 2005.
The termination of this agreement does not materially
change the total expected proceeds resuiting from
these sales. Subsequent lo the termination of the
agreement, we determined based on future expected
cash flows associated with the project that the fair
value of the long-lived assets was less than the
carrying value of the assets. Therefore, we have
recorded a $3.9 million impairment charge in ather
operating expenses on Holdings consolidated
stalement of income in 2005.
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In October 2004, DQE Financial sold 50% of a
limited partnership investment in a synthelic fuel
partnership and received $0.8 million in cash at
closing and recognized a pre-tax gain in other income
on Heldings consolidated statement of income.
During 2005, DQE Financial received $3.4 million in
additional cash sales proceeds related to the sale,
and has recognized an additional pre-tax gain in
other income on Holdings consolidated statement of
income. Additional sale proceeds may be received
through December 2007, but are contingent upon the
generation of qualified tax credits related to synthetic
fuel production of the partnership.

In September 2004, DQE Financial sold an
investment in a landfill gas operation; received
$2.9 million of cash at closing; and recognized a pre-
tax loss of $2.1 million in other income on Haldings
consolidated statement of income. A portion of the
sale was contingent upon a favorable ruling from the
Internal Revenue Service (IRS) on the qualification of
the tax credits to be generated. In August 2005,
DQE Financial determined that no additional
proceeds were to be received related to the
contingent portion of this sale, and therefore
recognized an additional pre-tax loss of $3.1 million
in other income on Holdings consolidated statement
of income related to the basis in the assets that were
subject to the contingent portion of the sale.

In January 2005, DQE Financial sold its
investment in a natural gas operating partnership
for $12.7 million in cash and recognized a pre-tax
gain of $7.1 milfion in other income on Holdings
consolidated statement of income.

In November 2004, DQE Financial acquired the
remaining 50% membership interest in WET for $8.4
million in cash (net of cash received of $0.9 million).
Prior to November 15, 2004, DQE Financial owned a
50% membership interest in WET with a net book
value of $9.0 million and accounted for the
investment using the equity method of accounting.
The results of operations for WET have been
included in the consolidated financial statements
since the acquisition date,

In November 2004, DQE Financial agreed to an
early termination of a leveraged lease, received net
proceeds of $9.6 million and recorded a pre-tax gain
of $1.3 million in other income on Holdings
consolidated statement of income.

In October 2003, Duquesne Power announced an
agreement to purchase WPS Resources
Corporation's (WPS) Sunbury generation station for
approximatefy $120 million. When the PUC ordered
that the POLR 1l period would end December 31,
2007 (instead of 2010), Dugquesne Power terminated



the Sunbury acquisition agreement on September 30,
2004, and recorded an $8.3 million pre-tax ($4.8
million after-tax) charge related to the write-off of
deferred costs and deposits made.

In 2003, DQE Financial sold a limited partnership
investment in a natural gas operating partnership for
$18.5 million and recognized a pre-tax gain of $10.8
million in other income on Holdings consolidated
statement of income. DQE Enterprises received
$2.5 million for the sale of stock in three publicly
traded companies and recognized a pre-tax gain of
$1.0 million in other income on Holdings consolidated
statement of income. Duquesne Light sold its 50%
investment in a small mining operation for $1.4
million ($1.0 million of which was a note receivable),
which resulted in a pre-tax gain of $0.6 million
recognized in other income on its consoclidated
statement of income.

4. Derivative Instruments

The following table summarizes the derivative
assets, liabilities and related accumulated other
comprehensive income (AQCI) that are included in
the consolidated balance sheets for Holdings as of
December 31, 2005, and for both Holdings and
Duquesne Light as of December 31, 2004:

December 31, 2005
{Millions of Dollars)

AOCI
Expected
to be Re-
classified
AQCI, to Eamings
Assels Liahilities net in 2006
Mark-to-Markel:
Energy contracts  $42.9 $29.2
Cash Flow Hedges:
Energy contracts 15.8 — $7.8 $5.4
Interest rate lock — — 4.2 0.2
Natural gas price
swap 2.2 — 1.3 1.3
Total $60.9 $20.2 $13.3 $6.9
December 31; 2004
{Millions of Dollars}
Assets Liabilities
Mark-to-Market:
Energy contracts $0.8 $0.7
Total $0.8 $07
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Energy Contracts

Duquesne Power is responsible for providing all of
the energy requirements for both (i) residential and
small commercial POLR customers and (i} any
customers with whom DLE contracts. To meet this
obligation, Duquesne Power entered into energy
commodity contracts with multiple investment-grade
suppliers for a substantial portion of our expected
customer requirements. These purchase contracts
are designed to provide for the delivery of energy as
needed to supply customer usage. The energy
commodily contracts have primarily been structured
to end by December 31, 2007.

The accounting for these contracts considers the
provisions of SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activilies,” as
amended and interpreted. Under the terms of the
contracts, some of the energy purchases are
delivered to the Duquesne Light zone as defined by
PJM. These purchases qualify for the normal
purchase and sale exemption under SFAS No. 133
and are reflected as purchased power expense in the
consolidated statements of income at their wholesale
price upan delivery to us. As of December 31, 2005,
the remaining notional value of these contracts was
$372.7 million.

We also entered into certain purchase contracls
that are for delivery 1o points other than the
Duquesne Light zone within PJM, Because these
conltracts are not seltled at the Duquesne Light zone,
they do not qualify for the normal purchase and sale
exemption and are recorded in the consolidated
financial statements at fair value. Subsequent
changes in the fair value of these contracts are
recorded currently in earnings uniess certain hedge
accounting criteria are met. The remaining notional
amount of these contracts as of December 31, 2005,
is $405.3 million. This includes contracts with
aggregate notional values of $139.3 million that have
been designated as cash flow hedges. To the extent
the hedges are determined to be effective, and
certain olher criteria are met, the changes in the
value of these contracts are included in the staterment
of comprehensive income, net of deferred laxes.
Amounts recorded in the statement of comprehensive
income related to cash flow hedges will be
recognized in earnings as the related contracts are
settled.

We enlered into sates contracts maturing through
2007 that are accounted for on a mark-lo-market
hasis. The remaining notional amount of these sales
contracts was $300.0 million as of December 31,
2005. These contracts were entered into primarily for



the purpose of offsetting volatility associaled with the
mark-to-market accounting for the purchase contracts
maturing in 2006 and 2007, as described above. We
record the revenue associated with our mark-to-
market contracls on a net basis in purchased power
expense in our consolidaled statements of income.

The change in the net derivative assets, for
contracts not accounted for as cash flow hedges, of
$13.6 million for the year ended December 31, 2005,
has been recorded as an offset lo purchased power
expense in the consolidated stalements of income for
both Holdings and Duquesne Light. In addition, for
the year ended December 31, 2005, a benefit of $2.5
million refated to hedge ineffectiveness of energy
conlracts has been recorded as an offsel to
purchased power expense in the consolidated
statements of income for both Holdings and
Duquesne Light.

Duquesne Power also contracted to secure
unforced capacity credits for the POLR }Ii period with
notional amounts of $21.4 million for 2006 and 2007.
The capacity contracts were evaluated under SFAS
No. 133 and deemed not o be derivalive
instrumenis.

Interest Rate Locks

In anticipation of the August 2005 issuance of
$320 million of senior unsecured debt, Holdings
entered into a series of interest rate lock agreements
during the second quarter of 2005 to hedge exposure
to interest rate fluctuations for $250 million of the
senior unsecured debt. These agreemenis were
designated as cash flow hedges under SFAS No.
133. Holdings settled the rate lock agreements in
conjunction with the issuance of the debt and
received $7.4 million in cash, which will be
recognized as a reduction of interest expense over
the term of the debt. Holdings recognized a $0.1
million reduction of interest expense related to the
interest rate lock agreements in 2005.

On February 9, 2005, we entered into an interest-
rate lock agreement for $100 million of senior
unsecured debt that we originally planned to issue in
the first quarter of 2005. The interest-rate lock was
designated as a cash flow hedge under SFAS No.
133. Changes in our cash requirements resulted in
the postponement of the debt offering. On March 30,
2005, we unwound the interesl-rate lock agreement,
resulting in a $4.0 million pre-tax gain that was
recorded in other income on Heldings consalidated
slatements of income.
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Natural Gas Price Swap

Revenues from our pipeline quality landfill gas
operations are based on current market prices of
natural gas as calculated by the terms of the
individual conlracts. In order to mitigate this exposure
to fluctuations in market prices of nalural gas, in
December 2005, we entered into a price swap
agreement which exchanges the floating price for a
fixed price thal has been designated as a cash flow
hedge under SFAS No. 133, for a portion of our
anticipated 2006 sales. No amounts related to hedge
ineffectiveness have been recorded in the
consolidaled statements of income in 2005.

5. Long-Term Investments

DQE Financial participates in selected structured
and leveraged lease transaclions and maintains
investments in landfill gas rights and equity
investments in alternative fuel, natural gas reserve
and affordable housing partnerships. Atso, Duguesne
Light holds an investment in Hoidings stock. (See
Note 1.)

Leases

As of December 31, 2005, we maintain
investments in seven structured lease transactions
involving a waste-to-energy facility, high-speed
ferries and electric generating equipment. In
September 2005, we sold our investment in a
leveraged lease involving a gas processing facility.
In November 2004, we had agreed to an early
termination of an existing leveraged lease involving
mining equipment. {See Note 3.) The remaining
leases expire in various years beginning in 2029
through 2037. Holdings recognized $5.8 million and
$5.9 million of pre-tax lease income, with associated
tax expense of $2.0 milion and $2.1 million, for the
years ended December 31, 2005 and 2004, related to
these leases. In 2003, we reached an agreement with
the IRS regarding the tax treatment of our leases.
{See Note 10.)

The aggregate structured lease investiment
represents approximalely 20% of the total aggregate
transaction. The remaining 80% was financed by
nan-recourse debt, which is substantially defeased.
Equity in these transactions is protected by a
combination of defeasance accounts, letlers of credit
and lessee guarantees.



Net Lease Investments as of December 31,

(Millions of Dollars)
2005 2004

Renlals receivable — net $593.7 $601.0
Estimated residual value —_ 8.0

Less: Unearned Income (87.9) (96.9)

Lease investments 505.8 5121
Less: Deferred taxes {239.7} (238.6)
Net Lease Investments $ 266.1 $273.5

Gas Rights and Refated Investments

Cur gas rights and related investments represent
investments in landfill gas rights at 20 landfills and
lirited partnership investments. The following table
illustrates the net hook values of these investments
on Holdings consolidated balance sheels as of
December 31, 2005 and 2004.

{Millions of Dollars)

2005 2004

Landfil gas rights, net $ 91 $12.3
Landfill gas equily investment 0.8 —
Natural gas equity investment — 4.6
Total $9.9 $169

Landfill gas rights are amortized on a straight-line
basis over the estimated remaining useful life,
Holdings recognized amortization expense of $3.2
million, $4.2 million and $2.8 million for the years
ended December 31, 2005, 2004 and 2003 related io
the landfill gas rights.

We also own a limited partnership interest in a
synthetic fuel operating partnership, with no book
value as of December 31, 2005 and 2004.

Affordable Housing
Our affordable housing investments include equity
invesiments in affordable housing guarantee funds.

6. Property, Plant and Equipment

Property, plant and equipment at Duquesne Light
includes: (1) distribution poles and equipment;
(2) lower voltage distribution wires used in delivering
electricity to customers; (3) substations and
transformers; (4} high voltage transmission wires
used in delivering electricity to substations;
{5) meters and automated meter reading assets; and
(6) internal telecommunication equipment, vehicles
and office equipment, primarily used in the electricity
delivery business segment.
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Property, plant and equipment at Holdings
consists of energy facilities used in our Energy
Solutions business segment, the fiber optic network
used in our Communications business segment and
landfill gas equipment used in our Financial business
segment.

Neither the adoption, nor the continued
application, of accounting standards related to asset
retirement obligations had a material impact on our
financial statements.

7. Intangible Assets

Pension

As a result of the recognition of an additional
minimum pension liability in 2005 and 2004, we
recorded a corresponding $42.7 million and $5.8
million intangible asset on both Holdings and
Duguesne Light's consolidated balance sheets as of
December 31, 2005 and 2004. If the required
additional minimum pension liability changes in the
future, the amount of the intangible asset will also
change. (See Note 12.)

Purchased Intangibles

As a resuit of the purchase price allocation related
to DQE Financial's purchase of WET in November
2004, a portion of the purchase price has been
allocated fo intangible assetfs with both definite and
indefinite lives, including goodwill, on Holdings
consolidated balance sheets as follows.

Purchased Intangibles as of December 31,
{Millions of Dollars)

2005 2004
Amortized intangible assels:
Contract intangibles $50 %50
Less: Accumulated amortization  (0.9) —
Net amortized intangible assets 4.5 50
Goodwill and unamoriized
intangible assets:
Goodwill 4.6 49
Other 0.6 0.6
Net Purchased Intangibles $97 $105

Intangible Assets Subject to Amortization.
Intangible assets with definite lives are subject to
amortization over their estimated useful lives. The
assels included in this category are related to existing
customer relationships for both construction and
operations customers and covenants not-to-compete
in the employment contracts with WET's key



executives. The weighted average useful life is
approximately 13 years. The amaortization expense
related to these intangibles was $0.5 million for the
year ended December 31, 2005. Estimated
aggregate amortization expense for each of the
succeeding five years is $0.4 million.

Goodwill and Indefinite Lived Intangible Assets.
Goodwill is the cost of an acquisition over the fair
value of the net assets acquired. The other indefinite
lived intangible asset relates to the WET trade name.
These assets are nol amortized, but are evaluated for
impairment at least annually. During 2005, we
finalized the purchase price allocation of WET, which
resulted in the reduction of amounts classified as
goodwill by $0.3 miltion.

8. Short-Term Borrowing and
Revolving Credit Arrangements

On January 31, 2006, Holdings and Duquesne
Light amended their revolvers, increasing the
borrowing capacity of each by $50 million. Holdings’
revolver capacity is now $250 million and Duquesne
Light's is now $150 million. All other terms of the
revolvers remain in effect.

Prior to Juiy 27, 2005, Holdings and Duquesne
Light maintained unsecured credit facilities (Prior
Revolvers) expiring in September 2007, Holdings for
$175 million and Duquesne Light for $100 million. On
July 27, 2005, the Prior Revolvers were amended
and extended to July 2010 (2005 Revolvers).
Holdings 2005 Revolver was for $200 million and
Duquesne Light's 2005 Revolver was for $100
million. Both 2005 Revolvers permit borrowings at
interest rates of LIBOR (plus a margin of 0.40% to
1.00%) or an alternate base rate, as defined in the
credit facilities. Both 2005 Revolvers have
commitment fees applicable to the remaining
available amount. Interest rates and commitment
fees are based on the borrower's then-current senior
unsecured credit rating. Both 2005 Revolvers are
subject to cross-defauli if the borrower or any of its
subsidiaries defauits on any payment due under any
indebtedness exceeding $50 million. Undrawn
amounts under both 2005 Revolvers are fully
available for the issuance of letters of credit.

Under our Prior Revolvers and 2005 Revolvers,
we are subject to financial covenanis requiring each
of Holdings and Duquesne Light to maintain a debt-
to-capitalization ratio of not more than 65%, as
defined in the facilities. In addition, Holdings is
required to maintain a minimum interest coverage
ratio of 2-t0-1, as defined in the facilities. As of

62

December 31, 2005, we were in compliance with the
applicable covenants.

As of December 31, 2005, our total borrawing
capacity under our 2005 Revolvers and the use of
this borrowing capacity were as follows:

Committed LOCs  Available
Capacity Borrowed Issued Capacity
Holdings $200.0 $ 40.0 $71.4 $88.6
Duquesne
Light 100.0 — 8.2 91.8
Total $300.0 $ 40.0 $79.6 $180.4

Holdings. As of December 31, 2005, we had $40
million of short-term debt outstanding and $0.3 million
of current debl maturities. During 2005, the maximum
amount of credit facility borrowings outstanding was
$50 milion, the average daily borrowings were $4.8
million and the weighted average daily interest rate
was 4.2%. As of December 31, 2005, we had $18.2
million of eutstanding letters of credit (LOCs)
urrefated to the credit facilities.

As of December 31, 2004, we had no short-term
debt outstanding and $0.2 million of current debl
maturities. During 2004, the maximum amount of
bank loans outstanding was $120 million, the amount
of average daily borrowings was $18.6 million and
the weighted average daily interest rate was 2.3%.

Duguesne Light. As of December 31, 2005,
Duquesne Light had no short-term debt outstanding
or current debt maturities. During 2005, there were
no bank loans or short-term borrowings outstanding.
As of December 31, 2005, we had $12.7 million of
ouistanding LOCs unrelated to the credit facilities.

As of December 31, 2004, Duquesne Light had no
short-lerm debt outstanding or current debt
maturities. During 2004, the maximum amount of
bank loans outstanding was $120 million, the amount
of average daily borrowings was $18.6 million and
the weighted average daily interest rate was 2.3%.

9. Restrucfuring Charges

In 2001, we recorded a pre-tax restructuring
charge of $27.9 million (including $10.8 million at
Duguesne Light) related to (1) the consolidation and
reduction of certain administrative and back-office
functions through an involuntary termination plan;
{2) the abandonment of certain office facilities; and
(3) the write-off of certain leasehold-improvements
refated to those office faciiities. Approximately 170
employees (96 at Duguesne Light) were terminated
in connection with this restructuring.



In 2002, we recorded a pre-tax restructuring
charge of $4.2 million (including $3.7 million at
Duquesne Light) related to further consolidation and
centralization of certain administrative functions. The
2002 restructuring charge primarily included
severance costs for 20 executive, management,
professional and administrative personnel {14 at
Duguesne Light), who were terminaled in connection
wilh this restructuring.

The following table summarizes the restructuring
activities for the Holdings 2001 and 2002
restructuring plans.

Holdings Restructuring Liability
{Millions of Dollars)

Employee
Termination Lease
Benefits  Costs  Total
Balance,

December 31,2002{(a) $ 83 § 48 $131
Adjustments 0.6 (1.2) {0.6)
Payments (5.6) {1.8) {7.4)
Balance,

December 31, 2003 (a) 3.3 1.8 51

Adjustments {0.8) 0.7 (G.1)
Payments (0.9} (1.1) (2.0}
Balance,

December 31, 2004 {a) 1.6 1.4 3.0

Adjustments {0.8) (0.1} (0.9}
Payments {0.6) (0.7) {1.3)
Balance,

December 31,2005(a) $02 $06 § 08

(a} Excludes $2.3 million, $0.9 million, $¢.1 million and zero
of restructuring liabilities as of December 31, 2002,
2003,.2004 and 2005 that are included in discontinued
operations.

The Holdings $0.8 million combined remaining
restruciuring liability as of December 31, 2005 is
included in other current liabilities on the consolidated
balance sheets. We believe that the remaining
provisiorn is adequate fo complete the restructuring
plan. We expect that the restructuring liability will be
paid on a monthly basis through 2006.

The following table summarizes the restructuring
aclivities for the Ququesne Light 2001 and 2002
restructuring plans.
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Duquesne Light Restructuring Liability
{Mitlions of Dollars)

Employee
Termination Lease
Benefits Costs Tolal
Balance,

December 31, 2002 $49 %19 §68
Adjustments {0.2) — (0.2)
Paymenls (3.0) (0.3) {3.3)
Balance,

December 31, 2003 1.7 1.6 3.3
Adjustments 0.1 — 0.1
Payments {0.8) ({0.3) {0.9)
Balance,

December 31, 2004 12 1.3 2.5
Adjustments {0.4) — (¢.4)
Payments {0.6) (0.79) {1.3)
Balance,

December 31, 2005 $02 %06 $08

The Duquesne Light $0.8 million combined
remaining restructuring liability as of December 31,
2005 is included in other current liabilities on the
consoclidated balance sheets. Duguesne Light
believes that the remaining provision is adequate to
complete the restructuring plan and expects that the
restructuring liability will be paid on a monthly basis
through 2006,

10. Income Taxes

The IRS has audited all federal corporate tax
returns for years through 1997 and these years are
closed. In December 2003, we reached a settlement
agreement with the IRS regarding DQE Financial's
structured lease transactions and other similar
invesiments that had been under review as a resuit of
an IRS audit. The tax liability assaciated with
the settlement was determined for the years 1994
through 1987. In addition, treatment of the structured
lease transactions has been agreed to for all future
years affected by the transactions. As a result of the
confidential agreement, achieved through the IRS'
fast lrack settiement program, we agreed {o make
additional cash payments for the tax years 1999
through 2002 of $84.3 million, net of the $12.4 million
tax benefit associated with the interest due. We paid
$48.6 million in December 2003. There was no
earmings impact in 2003 from this resolution, The
balance, including interest, due to the IRS, of $53.6
million and $50.9 million as of December 31, 2005
and 2004 is included in accrued taxes on the
Holdings consolidated balance sheets.



Section 29 of the Internal Revenue Code provides
tax credits through 2007 for the production and sale
of non-conventional fuels, including solid synthetic
fuels and landfill gas. Holdings recognizes Section 29
credits from DQE Financial's landfill gas operations
and an investment in a synthetic fuel partnership.

To qualify for the Section 29 tax credits from
synthetic fuel, the synthetic fuel must meet three
primary conditions: (i) there must be a significant
chemical change in the coal feedstock, (i) the
product must be sold to an unaffiliated entity, and (i)
the production facility must have been placed in
service before July 1, 1998. In recent years the
synthetic fuel industry has been the focus of
increased scrutiny by the IRS. Most recently the IRS
has heightened its review of the “placed in service”
dates of synthetic fuel plants, and some producers
have indicated that the IRS has challenged whether
their plants were placed in service by the required
date in order to qualify for Section 29 tax credits.

The IRS is currently auditing the 1998 through
2002 tax years. During that period, one of our
subsidiaries constructed and operated six synthetic
fuel facilities, which were subsequently sold in the
year 2000 to a third party. DES currently cperates
five of these six facilities under an agreement with the
third party purchaser. In July 2005, the IRS issued a
Notice of Proposed Adjustment in which it asserted
that five of these six facilities were not placed in
service by the required June 30, 1998 date and,
therefore, the Section 29 tax credits for these five
facilities should be disallowed. In February 2006, the
IRS indicated In a letter to us, that upon further
review, they have concluded that all six facilities were
placed in service by the required June 30, 1998 date,
Their letter also indicated that they would be
withdrawing their Notice of Proposed Adjustment.

The synthetic fuel partnership that DQE Financial
has invested in was audited by the IRS for the tax
years 1998 through 2001. All of the relevant criteria
for claiming the Section 29 credit from solid synthetic
fuels has been accepted by the IRS.

During 2003, we sold the remainder of our
investment in AquaSource. Due to this divestiture,
capital Josses were generated which were carried
back against prior capital gains. In 2003, the results
of discontinued operations reflect the tax benefit of
approximately $67 million resulting from the
carryback claim.

Our state income tax returns are subject lo review
by the relevant taxing jurisdictions, Pennsylvania
being the most significant. The Pennsylvania
Department of Revenue has issued assessments of
additional tax for 1999 through 2002 primarily to
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include income of a Duquesne Light out of siate
subsidiary corporation in Pennsylvania taxable
income. Although treatment of taxable income related
to the out-of-state subsidiary remains in dispute, in
January 2006, we reached a tentative settlement with
the Pennsylvania Department of Revenue an all other
matters disputed in our 1997 through 2003 tax
returns. Pursuant to the terms of this agreement,
Duquesne Light will withdraw refund claims in excess
of assessments and pay an immaterial amount of
cash. The result of this agreement reduces our total
nel exposure for the tax years at issue by
approximately $18 million. If, as expected, the
Department asserls the same positions related to the
out of state subsidiary for 2003 through 2005,
Duquesne Light's total exposure for all years, without
interest or penalty, could approximate $78 million (net
of associated federal benefit). Our cash flow
exposure related to this issue should ultimately be
reduced by approximately $10 million due to refunds
currently held by the state that could be applied
against this issue. Ultimately, Duquesne Light
expects all years involved to be appealed to and
decided at the Pennsylvania Commonwealth Court.

It is not possible to predict if, when or to what
extent any state income tax adjustments ultimately
proposed for the period 1999 through 2005 will be
sustained. Duquesne Light does not believe that the
ultimate resolution of its state tax issue for this period
will have a material adverse effect on its financial
position or results of operation. However, the
resolution, depending on the extent and timing
thereof, could have a material adverse effect on cash
flows for the period in which they are paid.

In connection with the above examinations, both
Holdings and Duquesne Light have established tax
reserves, which are included primarily in other current
and non-current fiabilities on the consolidated
balance sheets. We believe these reserves are
adequate in relation lo the above matters. We
regularly assess the likelihood of additional
assessments resulting from these and subsequent
years' examinations. Once established, reserves are
adjusied only when there is more information
available or when an event occurs that necessitates a
change to the reserves.



Duquesne Light Holdings

Deferred Tax Assets (Liabilities) as of
December 31,

{Millions of Dollars)

Income Tax Expense Reconciliation

{Millions of Dollars)
Year Ended December 31,

2005 2004 2003
Computed federal
income tax
statutory rate (35%}) $54.6 §35.1 $38.8
Increase (decrease) in
taxes resulting from:
State income taxes,
net of federal
income tax benefits 8.3 4.7 52
Tax credits (20.7) (25.7) {31.3)
MNon-deductible
expenses 28 2.2 2.5
Other 8.0 4.3 2.5
Total fncome Tax
Expense $53.0 %206 $17.7

2005 2004
Restructuring charges
and impairments & 32 $ 40
Tax credit carryforward (a) 1211 118.3
Capital loss carryforward 17.5 17.5
Legacy liabilities 12.0 12.3
Pension and benefit costs 48.6 43.5
Other 32.6 26.0
Deferred tax assets 235.0 221.6
Property depreciation {276.5) (276.4)
Lease invesiments {239.7) (238.6)
L.oss on reacquired debt
unamortized {19.2) (15.8)
Regulatory assets (93.0) (80.7)
Derivative instruments {16.2) —
Other {12.9) {8.5)
Deferred tax liabilities {657.5) {629.8)
Net $ (422.5)  $(408.2)

(a)} The 2005 amount includes $57.5 miflion of general
business tax credit carryforwards that expire in varying

amounts between 2012 and 2025,

Income Tax Expense (Benefit)

(Millions of Dollars)
Year Ended December 31,

Duquesne Light Company
Deferred Tax Assets (Liabilities) as of
December 31,

{Millions of Dollars)

2005 2004
Pension and benefit costs $ 48.0 § 427
Legacy liabilities 12.0 12.3
Other 18.9 16.1
Deferred tax assets 78.9 71.1
Property depreciation (281.2) (281.0)
Loss on reacqguired debt
unamortized {19.2) {15.8)
Regulatory assets (93.0) (90.7)
Other (7.7} {6.9)
Deferred tax liabilities {401.1} (394.2)
Net $(322.2) $(323.1)

2005 2004 2003

Current:
Federal $ 26.6 $ 41 $142.8
State 8.0 7.3 89

Deferred:
Federal 15.0 10.3 (132.9)
State 2.4 (1.1) (1.1)
Income Taxes $ 53.0 $ 20.6 $ 17.7

Total income taxes differ from the amount
computed by applying the statutory federal income
tax rate to income before income taxes, as set forth

in the following table.

Income Tax Expense

(Miilions of Dollars)
Year Ended December 31,

2005 2004 2003

Current:
Federal $ 239 $ 338 $ 63.3
State 6.0 7.0 9.1

Deferred:
Federal 10.3 4.5 (26.4)
State 23 (1.0) {0.6)
Income Taxes $ 425 $ 443 3 454




Total income laxes differ from the amount
computed by applying the statutory federal income
tax rate to income before income taxes (after
deducting dividends on preferred and preference
stock), as set forth in the following table.

Income Tax Expense Reconciliation

{Millions of Dollars)
Year Ended December 31,

2005 2004 2003

Computed federal

income tax

statutory rate

{35%) $37.7 $369 §$39.1
increase (decrease)

in taxes resulting

from:
State income taxes,

net of federal

income tax benefits 6.3 4.5 5.6
Non-deductible

expenses 2.8 2.2 1.1

Tax credits {0.2) {0.3) (0.2}
Other (4.1) 1.0 {0.2)

Total Income

Tax Expense $425 $443 $454

11. Leases

We lease office buildings and other property and
equipment.

Duquesne Light Holdings
Capital Leases as of December 31,
{Millions of Dollars)

2005 2004
Electric plant $10.1 $101
Less: Accumulated
amortization {(8.8) (8.3)
Capital Leases — Net $1.3 $1.8

Summary of Rental Expense

{Millions of Doliars)
Year Ended December 31,

2005 2004 2003

Operating leases $9.2 %114 $145
Amortization of capital

leases 0.5 0.5 04
Interest on capital

leases 0.2 0.2 1.1

Total Rental

Expense $99 $121 §$16.0
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Future Minimum Lease Payments
(Millions of Dollars)

Operating Capital
Year Ended December 31, Leases Leases
2006 $51 $0.7
2007 4.6 0.8
2008 4.6 —
2009 4.5 —
2010 4.1 —
2011 and thereafter 4.0 —
Total $26.9 $1.5
Less: Amount representing
interest 0.2
Present value $13

Duquesne Light Company

Capital Leases at December 31,
{Millions of Dollars)

2005 2004
Electric plant $10.1 $101
Less: Accumulated
amortization (8.8) (8.3)
Capital Leases — Net $ 13 $ 18

Summary of Rental Expense
{Millions of Dollars}
Year Ended December 31,

2005 2004 2003

Operating leases $ 6.0 $72 %114
Amortization of capital

leases 0.5 0.5 04
Interest on capital

leases 0.2 0.2 1.1

Total Rental

Expense $ 67 $79 $129

Future Minimum Lease Payments
(Millions of Dollars)

Operating Capital
Year Ended December 31, Leases Leases
2006 $46 $0.7
2007 4.1 0.8
2008 4.0 —
2009 1.0 —
2010 36 —
2011 and thereafter 3.5 —
Total $23.8 $1.5
Less: Amount representing
interest 0.2
Present value $1.3




Future minimum lease payments for operating
leases are related principally to certain corporate
offices. Future minfmum capital fease payments
relate to g building.

12.  Employee Benefits

PENSION BENEFITS

We maintain several qualified retirement plans
and one unqualified plan to provide pensions for all
eligible full-time employees. Upon retirement, an
eligible employee receives a monthly pension based
on his or her length of service and compensation.
The cost of funding the pension plan is determined by
the unit credit actuarial cost method. Our policy is to
record this cost as an expense and to fund the
pension plans by an amount that is at least equal to
the minimum funding requirements of the Employee
Retirement Income Security Act of 1974, but which
does not exceed the maximum tax-deductible amount
for the year. Pension costs charged (credited) to
expense or construction were $(0.4) million for 2005,
$2.3 million for 2004 and ($2.0) million for 2003.

During 2005, we approved amendments {o the
pension plans which broadened the cash balance
feature in the qualified plans, and updated the pasl
service window period used in the calculation of
pension benefits. These amendments caused an
increase in the projected benefit obligation of $10.6
million as of December 31, 2005. As of Decermber 31,
2005, we changed our assumption regarding the age
at which certain terminated vested participants would
elect to receive benefits under our pension plans
based on our expectation that our historical
experience would continue. The result was an
increase in the projected benefit obligation of
approximately $49 million.

fn January 2005, Duquesne Light met its
obligation, pursuant to the January 18, 2001 PUC
order regarding Duquesne Light's final generation
asset sale proceeds accounting, by contributing
$32.1 million to the pension plans. We made no cash
contributions to our pension plans in 2004. In January
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and February of 2006, Duquesne Light made
aggregate discretionary contributions of $20 million to
the pension plans.

POSTRETIREMENT BENEFITS

In addition to pension benefits, we provide ceriain
health care benefits and life insurance for some
retired employees. The life insurance plan is non-
contributory. Participating retirees make
contributions, which may be adjusted annually, to the
health care plan. Health care benefits terminate when
retirees reach age 65. We fund actual expenditures
for obligations under the plans on a “pay-as-you-go”
basis. We have the right to modify or terminate the
plans.

We accrue the actuarially determined costs of the
postretirement benefits over the period from the date
of hire until the date the employee becomes fuily
eligible for benefits. We have elected to amortize the
transition obligation over a 20-year period.

The healih care trend assumption used in the
development of the fiscal 2005 expense was 9.5%,
decreasing each vear to an ultimate rate of 4.75%
{reached in 2015). The health care trend assumption
reflected in the December 31, 2005, SFAS No. 106
year-end disclosure, which wilt also be used in the
development of fiscal 2006 expense, is 9.5%,
decreasing 0.75% per year to an ultimate rate of
4,75% (reached in 2013). A 0.95% spread between
the discount rate (5.7% for 2006 expense) and the
ultimate health care cost trend rate will be
maintained.

We use a December 31 measurement date for all
of our pension and postretirement plans. All of our
plans for postretirement benefits, other than
pensions, have no plan assets. The following tables
apply to both Holdings and Puquesne Light, and
provide a reconciliation of the changes in the pension
and postretirement plans' benefit obligations and fair
value of plan assets over the two-year period ended
December 31, 2005, a statement of the funded status
as of December 31, 2005 and 2004, and a summary
of assumptions used in the measurement of our
benefit obligations:



Funded Status of the Pension and Postretirement Benefit Plans as of December 31,
(Miltions of Dollars)

Pension Postretirement
2005 2004 2005 2004
Change in benefit obligation:
Benefit obligation at beginning of year $750.3 $694.0 $ 527 $ 526
Service cost 8.9 8.1 14 1.1
Interest cost 42.6 42.2 34 3.0
Plan participants’ contributions — — 0.5 0.5
Actuarial loss (gain) 62.4 43.5 (2.4} (0.5)
Benefits paid (38.4) (37.5) 4.7 (4.0)
Plan amendments 10.6 — — —
Benefit obligation at end of year 836.4 750.3 50.9 52.7
Change in plan assets:

Fair value of plan assets at beginning of year 715.8 679.0 — —
Actual return on plan assets 50.3 74.3 —_ —
Plan participants’ contributions — — 0.5 0.5
Employer contributions 321 — 4.2 3.5
Benefits paid (38.4) {37.5) (4.7) {4.0)
Fair value of plan assets at end of year 759.8 715.8 — —
Funded status (76.6) (34.5) (50.9) (52.7)
Unrecognized net actuarial loss (gain) 455 (21.9) 0.1 29
Unrecognized prior service cost 326 25.4 52 6.2
Unrecognized net transition obligation - — — 4.9 5.5
Accrued benefit gain (cost) $ 15 $ (31.0) $(40.7) $(38.1)

The following table summarizes the presentation of the accrued benefit cost related to the pension plans on the
consolidated balance sheets of both Holdings and Duquesne Light as of December 31,

{Millions of Dollars)

2005 2004

Prepaid pension cost $31.2 $26.1
Pension intangible assets 427 58
i?ension liability {112.8) (62.9)
Accumulated other comprehensive income 40.4 —
Accrued pension plans benefit gain {(cost) $ 15 $(31.0)

The accumulated benefit obligation for all defined benefit pension plans was $810.0 million and $719.8 million

as of December 31, 2005, and 2004.

Information for Pension Plans with an Accumulated Benefit Obligation in Excess of Plan Assets as of
December 31,
(Millions of Dollars}

2005 2004
Projected benefit obligation $769.0 $ 683.0
Accumulated benefit obligation 751.3 661.6
Fair vatue of plan assets 638.5 598.8
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Weighted-Average Assumptions Used to Determine Projected Benefits Obligation as of December 31,

Pension Postretirement
2005 2004 2005 2004
Discounti rate 5.70% 5.75% 5.70% 5.75%
Assumed change in compensation levels 4.00% 4.00% — —
Ultimate health care cost trend rate — — 4.75% 4.75%

Weighted-Average Assumptions Used to Determine Net Pericdic Benefit Cost for the Years Ended

December 31,

Pension Benefits

Posiretirermnent

2005 2004 2005 2004
Discount rate 5.75% 6.25% 5.75% 6.25%
Expected tong-term return on plan assets 8.00% 8.00% —_ —
Rate of compensalion increase 4.00% 4.00% — —
Ultimate heaith care costs frend raie — — 4.75% 5.00%
Components of Net Periodic Pension Cost for the Years Ended December 31,
) {Millions of Dollars)
2005 2004 2003

Service cost $ 89 $ 81 $ 6.8

Interest cost 42.6 42.2 416

Expected return on plan assets {55.3) (51.7) (50.5)

Amortization of unrecognized net transition obligation — 0.8 1.2

Amortization of prior service cost 3.4 3.4 26

Amortization of actuarial gain — (0.5) (3.7}

Net periodic pension (gain) cost $ (0.4) $ 23 $ (2.0)
Components of Net Periodic Postretirement Cost for the Years Ended December 31,

{Millions of Dollars)
2005 2004 2003

Service cost $1.4 $1.1 $15

Interest cost 34 3.0 29

Amortization of unrecognized net transition obligation 0.7 0.7 0.7

Amortization of prior service cost 1.0 1.0 —

Amortization of net loss 0.4 — —

Net periodic postretirement cost $6.9 $5.8 351

Effect of a One Percent Change in Health Care Cost Trend Rates as of December 31, 2005

One Percent

(Millions of Dollars)
One Percent

Increase Decrease
Effect on tota! of service and interest cost components of net
pericdic postretirement health care benefit cost $0.5 $(0.4)
Effect on the health care component of the accumulated
postretirement benefit obligation 3.5 (3.2)
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Expected Rate of Return On Plan Assets and
Investment Policy

We used an 8.00% expected long-term rate of
return on plan assets in determining the 2005 net
periodic benefit cost. We developed the long-term
rate of return using a building block approach, taking
into account the target asset class aliocations
contained in the table below as well as the
investment management mix. Under this approach,
current market factors such as inflation, interest rates,
asset class risks and asset class returns are
evaluated and considered before long-term capital
market assumpflions are defermined. Long-term
historical returns and relationships between the asset
classes are reviewed to verify reasonability and
appropriateness. The long-term rate of return is
established through this building block approach with
proper consideration of diversification to reduce
volatility of expected return.

Target Investment

Asset Category Allocation

25% - 70%
25% - 55%
0% - 15%
0% -10%

Equity securities

Fixed income securities
Real estate investments
Other investments

Pension Plan Assets

The pension plan weighted-average asset
allocations by asset category are as follows:

Plan Assets as of December 31,

Asset Category 2005 2004
Equity securities 60.5% 57.2%
Fixed income securities 25.5% 30.8%
Real estate investments  11.4% 10.5%
Other investments 2.6% 1.5%

Total 100.0% 100.0%

Pension plan assets as of December 31, 2005
and 2004, do not include any common stock of either
Holdings or Duquesne Light.

Expected Benefit Payments for Future Years

The following benefit payments (shown net of
postretirement plan parlicipants’ contributions), which
reflect expected future service as appropriate, are
expected to be paid:
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(Millions of Dollars)

Year Pension Postretirement
2006 $39.7 $34
2007 41.3 3.6
2008 434 3.8
2009 455 41
2010 487 4.5
2011 -2015 293.1 253

RETIREMENT SAVINGS PLANS

There are separate 401(k) retirement savings
plans for cur management and IBEW.represented
employees.

The Holdings 401(k) Retirement Savings Plan
provides for employer contributions that vary by
Holdings subsidiary. These contributions may include
one or more of the following: a participant base
match, a participant incentive match and automatic
contributions. The incentive match was achieved in
2004 and 2003 but not in 2005. We are funding our
automatic and matching contributions to this plan
through an ESOP established in December 1991,
(See Note 15.) Compensation costs charged to
expense or canstruction related to the 401(k) plan
were $0.9 million, $1.3 million and $0.9 million in
2005, 2004 and 2003 at Holdings and $0.7 million,
$1.2 million and $0.5 million in 2005, 2004 and 2003
at Duquesne Light.

The Dugquesne Light 401(k) Retirement Savings
Plan for IBEW Represented Employees provides that
Duquesne Light will match employee contributions
with a base match and an additional incentive match
{paid in Heldings common stock), if certain targets
are met. The incentive match was achieved in 2004
and 2003 but not in 2005. Duquesne Light
recognized compensation expense of $0.4 milflion,
$1.0 million and $0.3 million in 2005, 2004 and 2003
related to this plan.

STOCK OPTIONS

in 2004, our shareholders approved amendmenis
to the Holdings 2002 Long-Term Incentive Plan (the
2002 Plan). Under the Amended Incentive Plan the
aggregate number of shares of common stock
authorized for issuance increased from 2,690,468 to
3,690,468, and of this total, up to 700,000 shares,
versus 500,000 shares under the previous terms,
may be issued as restricted shares. Additionally, the
amendments expanded the eligibility provisions to
permit the grant of all types of awards available under
the Amended Incentive Pian to non-employee
directors, added a provision permitting grants of
unresfricted shares of common stock to be made to
non-employee directors as part of the regular



compensation package of non-employee directors
and/or Board Chairman, Vice Chairman, and
Committee Chairman, and eliminated the provisions
of the 2002 Plan requiring only specific stock option
grants to non-employee directors. The Amended
Incentive Plan also includes restricted stock units as
another type of award that may be granted, permits
Haldings to change how dividend equivalent
accounts and dividends accumulated on restricted
shares are paid, and authorizes dividend equivalent
accounts to be estabtlished in connection with
performance awards.

The original 2002 Plan became effective as of
January 1, 2002, and replaced ihe prior Long-Term
Incentive Plan (the Prior Plan). Under the 2002 Pilan,
management may grant stock option awards,
alternative stock appreciation rights and dividend
equivalent accounts; restricted share awards;
performance awards; and beginning in 2004, as
described previously, restricted stock unit awards.
Stock options awarded to efigible employees will be
granted at an option price not less than 100% of the
fair markel value of our common stock on the date of
grant. All stock oplions to directors wiil be granted at
an option price equal to 100% of the fair market value
of our common stock on the date of grant. Any stock
options granted prior to January 1, 2002 are not
affected by the adoption of the 2002 Plan, and are
administered according to the Prior Pian. No new
options may be granted under the Prior Plan. The
2002 Plan will terminate on December 31, 2011.

No stock oplion awards were granted in 2005 or
2004 to either employees or non-employee directors.

Miltions of Options

During 2003, 34,232 Holdings stock options were
issued 1o non-employee directors, and as of
December 31, 2003, were fully vested.

During December 2002, 774,500 stock options
were granted to employees under the 2002 Plan with
an exercise price of $15.015 per share. Due to
cancellations, forfeitures, and exercises, only
154,411 of these options remain outstanding as of
December 31, 2005, all of which are exercisable and
fully vested. They will expire on December 15, 2012.
No compensation expense related to the December
2002 grant was recognized at either Holdings or
Duquesne Light in 2005. Compensation expense
refated to the December 2002 grant of $0.4 miilion
was recognized in 2004, of which $0.1 million was
recorded at Duquesne Light.

During December 2001, 787,300 stock oplions
were granted to employees under the Prior Plan with
an exercise price of $18.90 per share. Due to.
cancellations, forfeitures, and exercises, only
161,714 of these options remain as of December 31,
2005, all of which are exercisable, fully vested, and
expire on December 10, 2011. No compensation
expense related to this award was recognized in
2004 or 2005. In 2003, compensation expense
related to the December 2001 grant of $0.2 million
was recognized.

The following tables summarize the transactions
of our stock option plans for the three-year period
ended December 31, 2005, and certain information
about outstanding stock options as of December 31,
2005:

Weighted Average Price

2005 2004 2003 2005 2004 2003
Options outstanding, beginning of year 0.9 2.0 2.5 $20.53 %2439 $24.48
Options granted — — — — — 16.23
Options exercised {0.1) {0.4) — 15.16 24.55 38.77
_Ontions canceledfforfeited (0.3) {(0.7) (0.5) 17.34  29.32  23.02
_Options outstanding, end of year 0.5 0.9 2.0 2310 2053  24.39
Options exercisable, end of year 0.5 Q.7 1.1 2310 22.93 30.73
Shares available for future grants, end of year 2.6 2.4 1.3

No stock appreciation rights (SARS) were issued during 2005, 2004 or 2003. As of December 31, 2005, 2004
and 2003, previously issued SARS were outstanding in connection with 88,719; 115,107; and 607,734 of options
outslanding with weighted average exercise prices of $39.03, $39.53 and $38.56. No SARS were exercised in
2005. During 2004 and 2003, 147,247 and 37,755 SARS were exercised.
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Outstanding

Exercisable

Number of Average Weighted Number of Weighted
Options Remaining Average Options Average
Exercise Price Range (In Millions} Life Exercise Price (In Millions} Exercise Price
{In Years)
Under $20 0.4 6.5 $16.12 0.4 $16.12
$20- %30 — — — — —
$30 - $40 — — — — —
Over 340 0.1 4.2 $42 57 0.1 $42.57
Options, End of Year 0.5 0.5

The fair value of the options granted during 2003
was estimated on the date of grant using the Black-
Scholes option pricing model. The estimated
weighted average assumptions used and the fair
values are as follows:

2003
Expected dividend yield 6.16%
Risk-free interest rate 3.34%
Expected stock price volatility 30.91%
Expected term until exercise (years) 10.0
Weighted average fair value $2.40

OTHER STOCK-BASED COMPENSATION

On January 1, 2003, 58,500 shares of Holdings
stock were issued to officers as part of a performance
award, As of December 31, 2005, alf shares were
forfeited as Holdings' total sharehaolder return (TSR)
did not achieve its required TSR rank against the
TSR of its peer group.

On November 10, 2003, 198,417 shares of
nonvested Holdings stock with voting and dividend
rights were issued to officers of Holdings. In 2005, an
additional 14,000 shares were issued to officers of
Holdings. The right to the shares is subject to
continued employment, An equal portion of the lotal
shares for each issuance are earned each year over
the vesting period ending on December 31, 2006.
Due to forfeitures, only 200,417 shares remain as of
December 31, 2005, of which 127,178 shares are
vested. The market value of the nonvested slock at
the grant dates was charged to stockholders’ equity
and reflected as unearned compensation on the
consolidated balance sheets of Holdings. This
unearned compensation will be charged evenly to
expense over the vesting period. In 2005 and 20604,
total compensation expense of $1.1 million and $1.0
million was recognized, of which $0.6 million and
$0.5 million was recorded at Dugquesne Light.
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On November 10, 2003, 387,400 shares of
Holdings stock were issued to the same officers
under a performance-based deferred stock unit
award. In 2005, an additional 33,367 of Holdings
shares were issued under the same award. Due to
forfeitures, only 396,567 shares remain to be earned
as of December 31, 2005. The right to the shares is
subject to the achievement of specified performance
goals related to earnings per share (EPS) from
continuing operations and TSR over the defined
performance periods. The EPS performance period
commenced on January 1, 2004 and ends on
December 31, 2006. The TSR performance period
commenced on October 20, 2003 and ends on
December 31, 2006. At the end of the performance
period, shares may vest within a range of 0% to
100%, with no more than 50% of the shares subject
to each performance target. Holdings did not record
compensalion expense for the deferred stock unit
award in 2003, 2004 or 2005.

On January 1, 2004, 56,427 shares of Holdings
common stock were granted to non-officers of
Holdings under a performance-based restricted stock
unit award. As of December 31, 2005, due to
forfeitures, only 52,380 shares remain to be earned.
These shares are earned based upon Holdings' TSR
rank against the TSR of its peer group, as defined,
over a three-year performance period ending
December 31, 2006. Holdings did nol record
compensation expense related to this award in 2004
or 2005,

On June 3, 2004 and June 2, 2005, under the
Amended Incentive Plan, 2,500 shares of Holdings'
nonvested stock with voting and dividends rights
were granted to each of the then eight non-employee
directors for a total of 20,000 shares awarded at each
grant date. The shares vest over a two-year period
ending on June 3, 2006 and June 2, 2007. On July
14, 2005 an additicnal 2,282 shares of Holdings
nonvested stock were granted to a new non-
employee direcior. These shares vest over a two-



year period ending July 14, 2007. The market value
of the nonvested stock at the grant dates was
charged to stockholders’ equity and reflected as
unearnad compensation on the consolidated balance
sheets of Holdings. This unearned compensation will
be charged evenly to expense over the vesting
periods. In 2005 and 2004, total compensation
expense recognized on these shares was $0.3 million
and $0.1 million.

Cn both June 3, 2004 and June 2, 2005, under
the Amended Incentive Plan, 3,897 shares of
Holdings common stock were issued to non-
employee directors. In 2005 and 2004, the total
compensation expense recognized on these shares
was $0.1 million and $0.1 milion.

13. Commitments and Contingencies

GUARANTEES

As part of DQE Financial's investment portfolic in
seven affordable housing funds, we have received
fees in exchange for guaranteeing a minimum
defined vyield to third-party investors. We entered into
these transactions between 1995 and 1999 because
of thesattractive risk/reward characteristics available
to guarantors. This group of guarantees will expire by
2015. In the event the underlying affordable housing
properties do not generate the necessary minimum
yield before their expiration, we will make cash
payments necessary to achieve the minimum vield.
The original amount guaranteed was approximately
$250 million, and has declined as investors have
earned the guaranteed returns. We estimate the
maximum potential amount of undiscounted future
payments that we could be required to make under
the guarantees if the investors earn no future returns
was $38.6 miltion at December 31, 2005,

In connection with the sale of six synthetic fuel
facilities in 2000 by our indirect subsidiary, Duguesne
Energy, Inc., we agreed o guarantee the subsidiary's
obligation under the sales agreement to indemnify
the purchaser against breach of warranties,
representations or covenants. The guaraniee
generally extends up to six years or otherwise as
stipulated under statute of limitations, based on the
expiration of the underlying warranty, representation,
or covenant. We have determined our exposure to be
limited, as both legal and factual representations and
warranties have been primarily imited to matters
within the conirol and knowledge of our subsidiary.
As such, no liability has been recorded on the
consolidated balance sheets.

In connection with DES’s sale of an investment in
an energy facility management project, DES provided
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the buyer with a guarantee that DES will repay a
portion of the purchase price if the counterparty to the
management confract terminates the contract for
convenience, as defined by the agreement (the
Repayment Guarantee). As of December 31, 2005,
the maximum Repayment Guarantee amount is
approximately $3.6 million. The Repayment
Guarantee is reduced daily, based on the passage of
time, through January 1, 2016, at which time the
Repayment Guarantee expires. The estimated
liability for the fair value of the Repayment Guarantee
is not material.

Holdings has guaranteed portions of the
obligations of Dugquesne Power under its energy
commodity contracts in order to use Holdings'
stronger credit prefile to obtain better pricing and
contract terms for Duguesne Power. In general, if
Duquesne Power is required to make a payment
under these contracts and fails to do so, Holdings
would be required to make such payment. The
noticnal value of the coniracts (and consequently the
guarantee amounts) changes as additional energy
commodities are bought or sold, and as Duquesne
Power pays for its energy commodity deliveries. As of
December 31, 2005, the maximum amount of
Holdings' payment guarantee related to the purchase
and capacity obligations totaled $687.1 million, or
approximately 86%, of the total remaining notional
value under these contracts. In addition, Holdings
guarantees Duquesne Power's obligations o deliver
energy under the energy sales contracts, to the
extent that Duguesne Power would be obligated to
compensate the counterparty for the difference in the
counterparty’s cost to procure the energy and the
contract price. As of December 31, 2005, no
guarantee amount has been recorded as a liability on
the consclidated balance sheets. In addition,
Holdings posts collateral on behalf of Duguesne
Power as needed under the energy commodity
contracts. As of December 31, 2005, no collateral
was outstanding.

In conjunction with certain transactions, primarily
divestitures, we provide routine indemnifications
(e.g., retention of previously existing environmental,
tax and employee liabilities) whose terms range in
duration and often are not explicitly defined. Where
appropriate, an obligation for such indemnifications is
recorded as a liability. Because the obligated
amounts of these types of indemnifications often are
not explicitly stated, the overall maximum amount of
the obligation under such indemnifications cannot be
reasonably estimated. Other than obligations
recorded as liabilities at the time of divestiture,




historically we have not made significant payments
for these indemnifications.

EMPLOYEES

Duquesne Light is a party to a labor contract
with the International Brotherhood of Electrical
Workers, which represents more than 71% of
Duquesne Light's approximately 1,400 employees.
This contract expires in September 2010.

LEGAL PROCEEDINGS

Shareholder Class Action. In October and
November 2001, a number of putative class action
lawsuits were filed by purported shareholders of
Holdings against Holdings and David Marshall, our
former chairman, chief executive officer and
president, in the United States District Court for the
Western District of Pennsylvania. These cases were
consolidated under the caption In re DQE, inc.
Securities Litigation, Master File No. 01-1851 (W.D. .
Pa.), and the plaintiffs filed a second consolidated
amended complaint on April 15, 2002. The complaint
alleged violations of Section 10(b) of the Securities
Exchange Act of 1934 (the "Exchange Act”) and Rule
10b-5 promulgated thereunder, and Section 12{a)(2)
of the Securities Act of 1933 (the “Securities Act”).
The complaint also alleged coniroiling person liability
under Section 20(a) of the Exchange Acl and Section
15 of the Securities Act. The complaint alleged that
between December 6, 2000 and April 30, 2001, the
defendants issued a number of materially false and
misleading statements concerning investments made
by our subsidiary, DQE Enterprises, inc., and the
impact that these investments would have on our
current and fulure financial resulis.

in March 2005, we reached an oral agreement in
principle with counsel for the plaintiffs to setile ail
claims of the class and sub-class. In October 2005,
the court approved a settlernent of all claims of the
class and sub-class. The seltlement was covered in
full by our insurance.

SECTION 29 TAX CREDITS AND SYNTHETIC
FUEL

Holdings recognizes Section 29 credits from DQE
Financial's landfill gas operaltions and an investment
in a synthetic fuel partnership. DES operates
synthetic fuel facilities for a single customer, earning
fees based on production.

Section 29 tax credits are subject to a phase-out
provision thal could reduce tax credits as the average
annual wellhead price per barrel of domestic crude oil
increases into an inflation-adjusted phase-out range.
For 2044, the tax credit would have begun to phase-
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out if the annual average welihead price per barrel of
domestic crude oil exceeded $51.35 per barre! and
would have been comptetely phased out if the annual
average wellhead price of domestic crude oil reached
$64.47 per barrel. The 2005 inflation adjustment has
not been published by the IRS, but based on the
prices of oil during the year, we do not believe that a
phase-out of the credit for 2005 will occur. We cannol
predict the leve! of domestic crude oil prices for 2006,
nor whether a phase-cut of the credit is likely to
occur.

Absent any efforts to mitigale markel price
exposure, if domestic crude oil prices continue to stay
at a high level in 2006 and/or 2007, tax credits and
net income may be reduced substantially due to the
phase-out. Based on our evaluation, as of December
31, 2005, we have not entered into hedging
arrangements to reduce this exposure.

During 2005, we recorded $20.2 million of Sectlion
29 tax credits on Holdings consolidated statement of
income. In addition, as of December 31, 2005, we
have certain tangible and intangibie assets related to
DQE Financial's landfill gas operafions with a net
book value of approximately $5.4 million that may
become impaired if domestic crude oil prices
continue to increase in the future. As of December
31, 2005, we have no net book value related to
synthetic fuel assets or investments.

OTHER
Proposed Acquisition

On November 14, 2005, Holdings Inc. entered into
a Purchase and Sale Agreement o acquire Atlantic
Cily Electric Company's (ACE) combined 108
megawalt ownership interests in the Keystone and
Conemaugh coal-fired power plants. The aggregate
purchase price is approximately $176 million, subject
to adjustments based on, among other things, the
transaction's ultimate closing date. Currently, the
closing is anticipated to occur in mid-2006, subject to
approvals from the New Jersey Bureau of Public
Utilities, the Pennsylvania Public Utility Commission
(PUC) and other regulatory entities. Both Keystone
and Conemaugh are jointly owned by ACE and a
consortium of other companies. Holdings will be
acquiring ACE's undivided 2.47% interest, or 42
megawaits, in Keystone and undivided 3.83%
interest, or 66 megawalts, in Conemaugh, plus
related inventories, equipment and other property.

Legacy Liabilities
In 1992, the Pennsylvania Department of
Environmental Protection (DEP) issued Residual



Waste Management Regulations governing the
generation and management of non-hazardous
residual waste, such as coal ash. Following the
generation asset divestiture, Duquesne Light retained
cerlain facilities that remain subject to these
regulations. As of December 31, 2005, we have
assessed our residual waste management sites, and
the DEP has approved our compliance strategies. As
of December 31, 2005 and 2004, the expected costs
of compliance were approximately $4 million and $5
million with respect to sites we continue to own.
These costs were recovered in the CTC,

Duguesne Light also owns the closed Warwick
Mine, located along the Monongahela River in
Greene County, Pennsylvania. This property had
been used in the electricity supply business segment.
Duquesne Light has been selling unused portions of
the property and will continue to do so. As of
December 31, 2005 and 2004, Duquesne Light's
estimated liability for closing the Warwick Mine,
including final site reclamation, mine water treatment
and certain healthcare liabilities, was approximately
$26 million and $27 million.

These amounts are combined and included in
legacy liabilities on both Holdings and Duquesne
Light's consolidated balance sheets.

Biscontinued Operations

AquaSource's former water and water-related
operations were, and remain, subject to the Federal
Safe Drinking Water Act, which provides for uniform
minimum nationat water quality standards, as well as
governmental authority to specify treatment
processes to be used for drinking water.
AguaSource's fermer operations were also, and
remain, subject to the Federal Clean Water Act,
which regulates the discharge of pollutants into
waterways. AguaSource is aware of various
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compliance issues at its former water and wastewater
facilities aliributable to the period of time during
which it owned these facilities. AquaSource has
agreed to indemnify the purchasers of these facilities
for certain pre-closing envircnmental liabilities.

Prior to divesting its former operations,
AquaSource entered into various consent
agreements regarding certain environmentat
compliance matters. In connection with divesting its
former operations, AquaSource assigned these
consent agreements lo the relevant purchasers.
AguaSource has agreed to indemnify the purchasers
of its former operations for certain pre-closing
environmental liabilities.

As part of the transaction, we retained cerlain
obligations related to the business that was sold to
Aqua America, Inc., including responsibility for certain
existing litigation matters as well as a 10-year
indemnity for certain pre-closing envircnmental
claims. We purchased an environmental liability
policy to mitigate this indemnity. We also had a
maximum three-year indemnity obligation for certain
other pre-closing liabilities that was limited by a
$15 million indemnity cap. Because Aqua America
had not made the minimum required threshold of
indemnification requests during the first year after
closing, this indemnity obligation was reduced to a
$7.5 million cap over a two year period. We have
notified Aqua America that with the passage of the
second anniversary of the closing of the transaction,
the indemnification has terminated, and no further
claims can be made under the indemnity obligation.

We do not believe that any of AquaSource's
indemnity obligations described above will have a
material effect on Holdings' financial position, results
of operations or cash flows.



14. Long-Term Debt

Long-Term Debt as of December 31,

{Millions of Dollars)
Principal Outstanding

Interest Rate Maturity 2005 2004

Duquesne Light first mortgage bonds (a) 57%-6.7%  2008-2032 $540.0 $540.0
Duquesne Light pollution controt notes (b) {c) Adjustable 2020-2033 — 3201
Dugquesne Light poliution control notes (b) 4.05%-4.35% 2011-2013 97.9 97.9
Holdings' senior hotes 55%-6.25%  2015-2035 320.0 —
Holdings miscellaneous 1.6 1.8
Less: Unamortized debt discount and premium - net (d) (1.4) {1.6)
Current maturities (0.3) (0.2)
Total Long-Term Debt $957.8 $958.0

(a) Excludes iirst mortgage bonds issued to secure poliution control notes.

(b} Secured by an equal principal amount of first morigage bonds.

{c) These adjustable interest rates averaged 2.4%, 1.6% and 1.1% in 2005, 2004 and 2003,

{d} Relates to Duguesne Light debt.

Holdings. As of December 31, 2005, maturities of
long-term debt outstanding for the next five years
were $0.3 million, $0.3 million, $40.3 million, $0.3
million, and $0.3 million in 2006 through 2010.

Total interest and other charges were $62.6
million in 2005, $63.0 million in 2004 and $74.4
million in 2003. Interest costs attributable to debt
were $55.3 million, $57.2 milliocn and $65.4 million in
2005, 2004 and 2003. Included in the interest costs
attributable fo debt is $3.1 million in 2004 and $12.6
million in 2003 related lo the 8 3/8% Monthly Income
Preferred Securities (MIPS). Of the inlerest costs
attributable to debt, $0.7 million, $0.8 million and $0.5
million in 2005, 2004 and 2003 were capitalized as
AFC. Debt discount or premium and related issuance
expenses are amortized over the lives of the
applicable issues. (See Note 1.)

As of December 31, 2005, the fair value of long-
term debt, including current maturities, estimated on
the basis of quoted market prices for the same or
similar issues, or current rates offered for debt of the
same remaining maturities, was $988.0 million. The
principal amount, excluding unamaortized discounts
and premiums, is $959.5 million as of December 31,
2005.

As of December 31, 2005 and 2004, we were in
campliance with all of our debl covenants.

During August 2005, Holdings issued $200 miltion
of 5.5% senior notes due Augusl 15, 2015 and $120
million of 6.25% senior notes due August 15, 2035.
Proceeds were used to repay the $250 million
intercompany loan with Duquesne Light and
approximately $37 million of variable rale borrowings
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under Holdings' credit facility. The remaining balance
was used for general corporate purposes.

In October 2004, DQE Capital fully redeemed its
$100 million of 8.375% Public Income Notes, due
2039, at par. A $1.9 million after-tax charge reiated to
the write-off of the unamortized, original issue costs
was recorded.

Duquesne Light As of December 31, 2005,
maturities of fong-term debt outstanding for the next
five years were zero in 2006 and 2007, $40.0 million
in 2008 and zero in 2009 and 2010.

Tolal interest and other charges were $48.0
million 2005, $46.2 million in 2004 and $54.1 million
in 2003, Interesl cosls attributable to debt were $47.4
million, $45.6 million and $53.1 million in 2005, 2004
and 2003. Included in the interest costs altributable to
debt is $3.1 milion in 2004 and $6.3 rnillion in 2003
related to the MIPS. Prior to the July 2003 adoption
of SFAS No. 150, MIPS dividend requirements were
shown separately on the consoclidated statements of
income, Of the interest costs attributable to debt, $0.7
million in 2005, $0.8 million in 2004 and $0.5 million
in 2003 were capitalized as AFC. The unamortized
debt discount is amortized over the lives of the
applicable issues. (See Note 1.)

As of December 31, 2005, the fair value of long-
term deht, including current maturities, estimated on
the basis of quoted market prices for the same or
similar issues, or current rates offered for debt of the
same remaining maturities, was $665.2 million. The
principal amount, excluding unamortized discounts



and premiums, is $637.9 million as of December 31,
2005.

In the third quarter of 2005, Duguesne Light used
the proceeds received from the repayment of the
Holdings' intercompany loan plus available cash to
purchase at par upon mandatory tender $320.1
million of variabie rate Pollution Control Revenue
Refunding Bonds with maturity dates ranging from
2020 to 2033. The purchased bonds are presented
as extinguished debt in conformity with SFAS No.
140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities."
The bonds have not been sold as of December 31,
2005.

In May 2004, Duquesne Light issued $200 million
of 5.7% first mortgage bonds (due 2014). Proceeds
were used to redeem $75 million of MIPS, repay $40
million of outstanding revolving credit facility
horrowings and replenish working capital.

During 2004, pursuant to the terms of MIPS,
Duquesne Light redeemed $151.5 million of its

8 3/8% Subordinated Deferrable Interest Debentures,

Series A, due May 31, 2044 (Subordinated
Debentures) held by Duquesne Capital, L.P., a
special purpose subsidiary of Duquesne Light.
Duquesne Capital simultaneousty redeemed $150
million principal amount of its MIPS.

In August 2003, Duquesne Light redeemed at par
$100 million principal amount of its 7 3/8% first
mortgage bonds due 2038.
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15. Preferred and Preference Stock

In May 2003, the FASB issued SFAS No. 150,
“Accounting for Certain Financial instruments with
Characteristics of both Liabilities and Equity.” This
standard requires that an issuer classify a financial
instrument that falls within its scope as a liability, or
as an asset in some circumstances. This standard
was adopted effective July 1, 2003.

Holdings Series A Preferred Stock {(Holdings
preferred stock) fell within the scope of SFAS No.
150 due to its mandatory conversion feature, and the
fact that the monetary value of the obligation was
based solely on a fixed monetary amount that is
known at inception. Dividends paid on the stock were
classified as interest and other charges, rather than
dividends, effective July 1, 2003.

Prior to the adoption of SFAS No. 150, Holdings
preferred stock was reflected as preferred stock on
the consolidated balance sheets of Holdings. Upon
adoption, we began classifying Holdings preferred
stock as both current and non-current liabilities based
upon conversion dates.

As of December 31, 2005 and 2004, zero and
66,149 shares of Holdings preferred stock with
recorded values of zero and $6.6 million were
outstanding. These balances reflect (i) the
conversions in 2005 and 2004 of 66,149 and 76,984
shares and (ii) the repurchase of 8,667 shares for
$98.00 per share in 2004.



Preferred and Preference Stock as of December 31,

{Millions of Dollars)

2005 2004
Call Price
Per Share Shares Amount Shares Amount
Preferred Stock Series of Subsidiaries:
Duquesne Light 3.75% (&) $51.00 148,000 $ 74 148,000 $ 74
Duquesne Light 4.00% (a) 51.50 549,709 275 549,709 275
Duquesne Light 4.10% {a) 51.75 119,860 6.0 119,860 6.0
Duquesne Light 4.15% (a) 51.73 132,450 6.7 132,450 6.7
Duquesne Light 4.20% (a) 51.71 100,000 5.0 100,000 5.0
Duquesne Light $2.10 (a) 51.84 159,400 8.0 159,400 8.0
Duguesne Light 6.50% {a) 50.00 1,500,000 75.0 1,500,000 75.0
EnviroGas 6.5% (b) — 10 1.0 10 1.0
Total Preferred Stock of Subsidiaries 136.6 136.6
Preference Stock Series of Subsidiaries:
Duguesne Light Plan Series A {c) 374,615 13.3 408,609 14.5
Deferred ESOP benefit {2.4) (4.2)
Total Preferred and Preference Stock 147.5 146.9

(a} 4,000,000 authorized shares; $50 par value; cumulative; $50 per share involuntary liquidation value.

(b) 1,500 authorized shares; $100,000 par value; $100,000 involuntary liquidation value; if declared, holders entitled to 6.5 %
annual dividend each September; $100,000 redemption price per share. EnviroGas is a DQE Financial subsidiary.

(c) 8,000,000 authorized shares; $1 par value; cumulative; $35.50 per share liguidation value; annual dividends of $2.80 per

share.

In April 2004, Duquesne Light issued 1.5 million
shares of 6.5% non-convertible preferred stock
($50 par and liquidation value), receiving net
proceeds of approximately $73 million. The holders of
the preferred stock are entitled to cumulative
quarterly dividends beginning on July 1, 2004. This
stock is callable at par, plus accrued dividends, on or
after April 1, 2009.

The Duguesne Light preferred stock ranks senior
to Duquesne Light preference and common stock as
to payment of dividends and the disiribution of assets
-on liguidation, dissolution or winding-up of Duquesne
Light.

Holders of Dugquesne Light's preferred stock are
entitted to cumulative quarterly dividends. If four
quarterly dividends on any series of preferred stock
are in arrears, holders of the preferred stock are
entitled to elect a majority of Duguesne Light's board
of directors until all dividends have been paid.

Holders of Duquesne Light's preference stock are
entitled to receive cumulative quarterly dividends, i
dividends on all series of preferred stock are paid. If
six quarterly dividends on any series of preference
stock are in arrears, holders of the preference stock
are entitled to elect two of Duquesne Light's directors
until all dividends have been paid. As of
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December 31, 2005, Duguesne Light had made all
dividend payments.

Qutstanding Duquesne Light preferred stock is
generally callable on notice of not fess than 30 days,
at stated prices plus accrued dividends. The
outstanding preference stock is callable at the
liquidation price plus accrued dividends. None of the
Duquesne Light preferred or preference stock issues
has mandatory purchase requirements.

Preferred and preference dividends of Holdings
and its affiliates included in interest and other
charges were $8.0 million, $6.9 million and $3.5
million in 2005, 2004, 2003. Total preferred and
preference stock had involuntary liguidation values of
$149 .8 million and $151.0 million, which exceeded
par by $12.9 million and $14.1 mitlion as of December
31, 2005 and 2004.

Preferred and preference dividends of Duquesne
Light were $8.0 million, $6.6 million and $3.2 million
in 2005, 2004 and 2003, Total preferred and
preference stock had involuntary liquidation values of
$148.8 million and $150.0 million, which exceeded
par by $12.9 million and $14.1 million as of
December 31, 2005 and 2004,

Woe have an Employee Stock Ownership Plan
{ESOP} to provide matching contributions for the
Holdings 401(k) Retirement Savings Plan. {See



Note 12.) We issued and sold 845,070 shares of
Dugquesne Light preference stock, plan series A, to
the trustee of the ESOP. As consideration for the
stock, we received a note valued at $30 million from
the trustee. The preference stock has an annual
dividend rate of $2.80 per share, and each share of
the preference stock is exchangeable for the greater
of one and one-half shares of Holdings common
stock or $35.50 worth of Holdings common stock.
Dividends on the preference stock and cash
contributions from Holdings are used to fund the
repayment of the ESOP note. We made cash
contributions of approximately $0.2 million, $0.5
million and $0.3 million for 2005, 2004 and, 2003.
These cash contributions were the difference
between the ESOP debt service and the amount of
dividends on ESOP shares ($1.1 million, $1.2 million
and $1.3 million in 2005, 2004 and 2003). As shares
of preference stock are allocated to the accounts of
participants in the ESOP, we recognize
compensation expense, and the amount of the
deferred compensation benefit is amortized.

16. Equity
Holdings.

Changes in the Number of Shares of Holdings
Common Stock Qutstanding as of December 31,

(Millions of Shares)

2005 2004 2003

January 1 77.0 754 74.3
Issuances 1.0 1.6 1.1
December 31 78.0 77.0 75.4

Once all dividends on Holdings preferred stock
have been paid, dividends may be paid on Holdings
common stock as permitted by law and as declared
by the board of directors. Since we are a holding
company, substantially all of the assets shown on our
consolidated balance sheets are held by our
subsidiaries. Accordingly, our earnings and cash
flow, and our ability to meet our obligations, are
largely dependent upon the earnings and cash flows
of such subsidiaries and the distribution or other
payment of such earnings to us in the form of
dividends, loans or advances, and repayment of
luans and advances from us. Our subsidiaries are
separate and distinct legal entities and have no
obligation to pay any amounts due on our securities
or to make any funds available for such payments.
Qur subsidiaries’ ability to make dividend payments
or other distributions to us may be restricted by their
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obligations to holders of their outstanding debt and
preferred securities and to their creditors, the
availability of earnings and the needs of their
businesses.

No part of the retained earnings of Holdings was
restricted at December 31, 2005.

During 2005, we paid total common stock
dividends of $78.7 million (including $1.2 million paid
to Duquesne Light}, and of this amount, $10.4 million
was reinvested to purchase approximately 570,000
shares of treasury stock for those shareholders who
participated in our Dividend Reinvestment and Direct
Stock Purchase Pian (DRIP).

Also during 2005, we issued approximately
199,000 shares of treasury stock for purchases made
by shareholders under our DRIP and 352,244 shares
as a result of the conversion of Holdings preferred
stock.

During 2004, we paid total common stock
dividends of $76.1 million (including $1.2 million paid
to Duquesne Light), and of this amount, $10.5 million
was reinvesled to purchase approximately 556,000
shares of treasury stock for those shareholders who
participated in our DRIP.

Also during 2004, we issued approximately
191,000 shares of treasury stock for purchases made
by shareholders under our DRIP and 406,000 shares
as a result of the conversion of Holdings preferred
stock.

During 2003, we paid total common stock
dividends of $75.1 million {including $1.2 million paid
to Duguesne Light), and of this amount, $10.7 million
was reinvested to purchase approximately 737,000
shares of treasury stock for those shareholders who
participated in our DRIP,

Also during 2003, we issued approximately
241,000 shares of treasury stock for purchases made
by shareholders under ocur DRIP and 72,794 shares
as a result of the conversion of Holdings preferred
slock.

When treasury stock is issued, the difference
between the market price of our common stock, or
lhe option exercise price, and the average cost of the
treasury stock causes an increase or decrease in the
value of common stock on the consolidated balance
sheets.

Accumulated other comprehensive income
consists of unreatized holding gains and losses on
interest rate and cash flow hedging instruments and
adjustments to the minimum pension liability.

Duquesne Light. In July 1989, Duquesne Light
became a wholly owned subsidiary of Holdings,
whose common stock replaced the outstanding



shares of Duquesne Light's common stock, except
for the 10 shares Holdings owns.

Payments of dividends on Duquesne Light
common stock may be restricled by obligations ta
holders of its preferred and preference stock,
pursuant to its Restated Articles of incorporation. No
dividends or distributions may be made on Duguesne
Light's common stock if it has not paid dividends on
its preferred or preference stock. Dividends may also
be effectively limited by the terms of certain financing
agreements. Further, the aggregate amount of
common stock dividend payments or distributions
may not exceed certain percentages of net income, if
the ratio of total common shareholder's equity to total
capitalization is less than specified percentages.

No part of Duquesne Light's retained earnings was
restricted at December 31, 2005.

During 2005, 2004 and 2003, Duguesne Light
paid dividends on common stock to Holdings of
$20 million, $71 million and $69 million.

During 2005, Holdings made equity coniributions
to Duquesne Light totaling $82.5 million.

Accumulated other comprehensive income
consists of unrealized gains or losses on availabie for
sale investments and adjustments to the minimum
pension liabifity.

17. Discontinued Operations

Pursuanl to agreements entered into as well as
our subsequent sale of our investments in
AquaSource and Pro Am, these subsidiaries have
i;een reflected as discontinued operations in the
consolidated financial statements.

AQUASOURCE

In July 2003, AquaSource closed the sale of ils
investor-owned water utilities (and certain related
contract operations) to Aqua America for a purchase
price of approximatety $178 million in cash, after
working capital and purchase price adjustments,
including the one described below. Agua America
atso assumed $10.4 million of debt associated with
the business.

Unable to resolve purchase price adjustment
issues regarding rate base and customer
connections, AquaSource and Aqua America agreed
to arbitrate their dispute. In August 2004, the
arbitration panel found in Aqua America's favor,
reducing the final purchase price by approximately
$12 million. The resulting payment to Aqua America
had been reserved for, and accordingly did not have
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a material adverse effect on our financial position or
results of operations. -

In May 2004, AguaSource repurchased the
minority interest held by an unrelated party for
approximately $8.2 million.

Due to the earlier than anticipated closing of this
sale, we were not required to make certain
expenditures, thereby increasing the net recorded
value of AquaSource by approximately $11.5 million
after-tax, which was recorded in June 2003. The
2003 income also included a $66.6 million tax benefit
reiated to the use of capilal losses generated in
connection with the safe of the AquaSource
subsidiaries. (See Note 10.)

In 2003, AquaSource sold various other
operations for $17_7 million, though subsequent
purchase price adjustments reduced the net amount
to $16.3 million. Of the total purchase price, $3.3
million was in the form of a personally guaranteed
promissory note, which was paid in full in January
2005. Also during 2003, we spent approximately
$16.8 million for water utility construction prior to the
sale of AquaSource.

In connection with the assignment of certain rights
to a previous construction contract, AquaSource
received $1.7 million in January 2006 in settlement of
a receivable that had been previously fully reserved.
This amount is included on Holdings' consolidated
balance sheet as a current asset from discontinued
operations as of December 31, 2005.

PRO AM

On December 13, 2002, we sold Pro Am's
propane distribution business to Ferrellgas Partners,
L.P., for approximately $42 million, $32 million of
which was paid in cash at the closing. We received
an unsecured note for the remaining $10 million,
which matured on December 13, 2003. We have
collected $9.4 million in full settlement of this note.

The following table summarizes income statement
data from discontinued operations:



{Millions of Dollars)
Year Ended December 31,

2005 2004 2003

Revenues $— $ — $415
Operating Results,

net of tax of $—,

$0.5, and $1.8 $— $(09 3%$(1.5
Gain from sale,

net of tax of $0.8,

$0.4, and ${71.6) 1.3 0.7 84.2
Income {Loss) from

Discontinued

Operations $13 §$(0.2) §827

18. Duquesne Light Transactions
With Affiliates

As a wholly owned subsidiary of Holdings,
Duquesne Light has various transactions with its
parernt company and affiliates.

Duquesne Light generally pays quarterly
dividends to Holdings. During 2005, Duquesne Light
embarked on a significant capital expenditure
program, and began retaining more of its earnings
than in prior years. As of December 31, 2005 and
2004, Duquesne Light's dividend payable to Holdings
was zerc and $7 million and was included in payable
to affiliates on Duguesne Light's consolidated
balance sheets.

Duquesne Light participates in a tax sharing
arrangement with Holdings o provide, among other
things, for the payment of taxes for periods during
which Holdings and Duguesne Light are included in
the same consolidated group for federal tax
purposes. Duquesne Light shares in the consolidated
tax liability to the extent of its income or loss for the
year. (See Note 10.) As of December 31, 2005 and
2004, Duguesne Light's tax liability to {receivable
from) Holdings under this arrangement was $(6.0)
million and ${2.8) million and was included in payable
to affiliates on Dugquesne Light's consolidated
balance sheets.

Following the sale of generation assets in 2000,
Duquesne Light loaned $250 million of the sale
proceeds to Holdings. Duquesne Light recorded
interest mcome from Holdings on this note until its
redemption in 2005. On January 1, 2002, the interest
rate charged on the note was lowered to reflect then-
current market rates. The PUC had questicned this
decrease, and in February 2006 we reached an
agreement with the PUC, requiring Holdings to
contribute approximately $27.6 million to Duquesne
Light, which represents the difference in interest that

81

would have been charged to Holdings had this
interest rate not been lowered.

Duquesne Light participated in a cash pool
arrangement with DQE Capital, until November 2005,
and earned interesl income on available cash that
was deposited with DQE Capital. As a holder of
Holdings common stock, Duquesne Light receives
dividend income from Holdings.

Duguesne Light charges an adminisirative fee to
Holdings and its affiliates based on an allocation
method that considers the cost of actual or estimated
services performed and other expenses incurred on
behalf of Holdings or its affiliates. Following the sale
of several of Holdings' non-complementary
businesses, administrative cost allocations to
affiliates is lower in 2005 as compared to 2004 and
2003.

Duquesne Light collects pole and duct revenue
from its communications affiliate and pays the same
affiliate for the rental of communication fiber.
Duquesne Light purchases energy for its internal use
from Duquesne Light Energy, and colfects
transmission revenues from the same affiliate.

During 2005, Duguesne Light's former subsidiary,
Duquesne Power, made wholesale sales of energy to
Duquesne Light Energy and incurred interest
expense to Holdings on a working capital note. On
December 31, 2005, Duguesne Light made a $17.7
million non-cash dividend to Holdings through the
transfer of its subsidiary, Duquesne Power. This
entity was subsequently distributed to another
Holdings subsidiary. This transfer will effectively
eliminate the net income included in Duguesne
Light's supply segment. As of December 31, 2005,
Duguesne Light's payable to Duquesne Power for
energy supplied under the full-requirements contract
was $46.2 million and was included in payable to
affiliates on Duquesne Light's consolidated balance
sheets.

Certain of Duquesne Light's revenues and
expenses relate to transactions with Holdings and its
affiliates, including the following:



{Millions of Dollars}
Year Ended December 31,

2005 2004 2003
Revenues and Other
Income:
Interest income $101 $143 %156
Dividend income
from Holdings
commaon stock 1.2 1.2 1.2
Wholesale energy
sales 451 — —
Transmission
revenue 1.8 — —
Duct and pole
rental revenue 1.2 1.1 1.1
Expenses:
Administrative cost
allocations (a)  $(2.0) $(8.3) $(6.9)
Interest on
Powet’s note
with Holdings 1.0 — —
Rental of
communication
fiber 0.5 04 0.2
Company use
energy 1.5 — —

(a) Allocated labor charges include the associated
fringe benefits, including pension and health
care costs.

19. Supplemental Cash Flow Disclosure

Non-cash investing activity in 2005 at both
Holdings and Duquesne Light consisted of a $21.7
million increase in accounts payable related to
construction expenditures. Non-cash financing
activity in 2005 at Duguesne Light consisted of a
$17.7 million non-cash dividend of a subsidiary to
Holdings. The subsidiary’'s balance sheet consists
primarily of derivalive assets and liabilities and the
related deferred tax liabilities and accumulated other
comprehensive income.

Non-cash activily related to the pension plans in
2005 consisted of a $5.1 million increase in prepaid
pension costs, a $36.9 million increase in pension
intangible assets, a $82.4 million increase in pension
liabilities, a $16.8 million decrease in deferred income
taxes and a2 $23.6 million decrease in accumulated
other comprehensive income.

Non-cash activity related to the pension plans in
2004 consisted of a $4.5 million increase in prepaid
pension costs, a $5.8 million increase in pension
intangible assets and a $10.3 millicn increase in
pension liabilities.
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Non-cash activity related to the pension plans in
2003 consisted of a $4.7 million increase in prepaid
pension costs and a $4.7 million increase in pension
liabilities.

Holdings Changes in Working Capital Other than
Cash (a) for the Year Ended December 31,

{Millions of Dollars)

2005 2004 2003
Receivables ${(16.1) $(101) § 11
Other current assets 6.6 34 8.9
Accounts payable {20.4) (11.2) (2.8)
Other current
liabilities 13.9 8.9 (19.1)
Total $(16.0) $(9.0) $(11.9)

(a) The amounts shown exclude the effects of
acquisitions, dispositions and restructuring

charges.

Dugquesne Light Changes in Working Capital
Other than Cash (a) for the Year Ended December
31,

{Millions of Dollars)

2005 2004 2003
Receivables $(18.7) $ (5.7) $ 128
Other current assets (4.3) 3.4 (4.5)
Accounts payable {20.7) (3.8) {26.0}
Other current
liabilities 5.3 {48.7) (34.4)
Total $(38.4) §$(54.8) ${52.1)

(a} The amounts shown exclude the effects of
restructuring charges and the transfer of the
subsidiary.

20. Business Segments and Related
Information

Duquesne Light reports the following business
segments: (1) transmission and distribution of
electricity (electricity delivery business segment),

(2) supply of electricity by Duguesne Light (Duquesne
Light supply business segment), and (3) collection of
transition costs (which were fully collected by
December 31, 2005) (CTC business segment).

Holdings reports the following business segments:
(1) transmission and distribution of electricity
{eleclricily delivery business segment), (2) supply of
eleclricity {(which includes the Duquesne Light supply
business segment and, beginning in 2005, supply by
DLE) (electricity supply business segment), (3)
colltection of transition costs (which were fully
collected by December 31, 2005} (CTC business
segment), (4) DES' development, operation and



maintenance of energy facililies and, for a single (Communications business segment). We also report

customer, synthetic fuel facilities (Energy Solutions an “all other” category to include our other
business segment), (5) DQE Financial's collection subsidiaries below the quantitative threshold for
and processing of landfill gas and management of disclosure. These subsidiaries provide corporate
structured finance and alternative energy investments administrative functions, financing, and insurance
{Financial business segment), and {6) DQE services for our various affiliates.

Communications’ operation, maintenance and
leasing of its fiber optic based network

Duquesne Light Company
Business Segments for the Twelve Months Ended December 31, 2005

(Millions of Dollars)

Duquesne
Electricity Light

Delivery Supply CTC Consolidated

Operating revenues $ 3435 $4438 $51 $ 7924
Operating expenses 178.2 394.8 03 573.3
Depreciation and amortization expense 67.1 — 4.7 71.8
Operating income 98.2 49.0 0.1 147.3
Other income - net 15.9 0.3 —_ 16.2
Interest and other charges 47.0 1.0 — 48.0
Income before income taxes 67.1 48.3 0.1 1156.5
Income tax expense 22.6 19.9 — 42.5
Net Income 445 28.4 0.1 73.0
Dividends on preferred and preference stock 8.0 — — 8.0
Earnings available for common stock $ 365 3 284 3 0.1 $ 650
Assets $2,123.1 $ —  — $2,123.1
Capital expenditures $ 153.9 3 — § — $ 1539
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Duquesne Light Company

Business Segments for the Twelve Months Ended December 31, 2004

{Millions of Dollars)

Duquesne
Electricity Light

Delivery Supply CTC Consolidated
Operating revenues $ 3447 $4345 $ 101 3 7893
Operating expenses 164.7 402.8 0.4 567.9
Acquisition termination cost — 83 — 8.3
Depreciation and amortization expense 62.3 — 9.1 71.4
Operating income 117.7 23.4 0.6 141.7
Other income - net 16.6 — — 16.6
Interest and other charges 46.2 — —_ 46.2
Income before income taxes 88.1 23.4 06 112.1
income iax expense 344 9.7 0.2 44.3
Net Income 53.7 13.7 04 67.8
Dividends on preferred and preference stock 6.6 — — 6.6
Earnings available for common stock $ 471 $ 13.7 $ 04 3 612
Asseis $2,287 1 $ 1.2 $ 47 $2,293.0
Capital expenditures $ 834 $ 0.1 $ — $ 835

Business Segments for the Twelve Months Ended December 31, 2003

(Millions of Dollars)
Duguesne
Electricity Light

Delivery Supply CTC Consolidated
Operating revenues $338.4 $450.2 $ 175 $806.1
Operating expenses 157.3 416.5 038 574.6
Depreciation and amortization expense 60.7 — 15.7 76.4
Operating income 120.4 33.7 1.0 155.1
Other income - net 20.3 — — 20.3
Interest and other charges 60.4 — — 60.4
income before income taxes 80.3 33.7 10 115.0
Income tax expense 31.0 14.0 04 45.4
Net Income 49.3 19.7 0.6 69.6
Dividends on preferred and preference stock 3.2 — — 3.2
Earnings available for common stock $ 46.1 $19.7 $ 06 $ 66.4
Assets $2.200.8 $ — $ 84 $2,209.2
Capital expenditures $76.1 $ — $ — $ 76.1
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Duquesne Light Holdings

Business Segments for the Twelve Months Ended December 31, 2005

(Millions of Dollars)

Electricity  Electricity Energy Communi- All Elimina-  Consoli-
Delivery Supply cic Solutions Financial cations Other tions dated
Operating revenues $ 3435 $451.4 $51 $68.6 $49.0 $ 95 $§ — $(49) & 9222
Qperating expenses 178.2 402.4 0.3 250 49.6 3.8 7.2 (4.9} 661.6
Depreciation and
amoartization expense 67.1 — 4.7 1.7 59 2.1 0.8 —_— 82.3
Operating income (loss) 98.2 49.0 0.1 41.9 {6.5) 3.6 {8.0) — 178.3
Other income — net 15.9 0.4 —_ 19.1 12.6 0.2 6.2 (14.3) 40.1
Interest and other charges 55.0 11 —_ 0.1 0.1 — 19.6 (13.3) 62.6
Benefit from limited
partners’ interest — — — — 101 - - —_ 10.1
Income (loss) before
income taxes 59.1 48.3 0.1 60.9 16.1 38 (21.4) (1.0} 165.9
Income {ax expense
{benefit) 22.6 19.9 —_ 25.0 (14.1} 1.3 (1.8} 0.1 53.0
Income (loss) from
continuing operations  $ 365 $ 284 $0.1 $359 $30.2 $ 25 $(19.6) $(1.1) § 1129
Assets (a) $2,100.1 $ 68.1 $ — $17.9 $573.9 $29.9 $29.0 $ — $2,818.9
Capital expenditures $ 153.9 $ — $ — $ 01 $ 04 $3.2 $ — $ — $ 157.6
(a) Excludes discontinued operations assets.
Business Segments for the Twelve Months Ended December 31, 2004
(Millions of Dollars)
Electricity  Electricity Energy Communi- Al Elimina- Consoli-
Delivery Supply CTC Solutions  Financial cations Other tions dated
Operating revenues $ 3447 $434.5 $10.1 $68.4 $ 328 $ 8.1 $ 04 $ (1.7 $ 897.3
Operating expenses 164.7 402.8 0.4 325 40.7 33 12.1 (1.6} 654.9
Acquisition termination cost — 83 — — — — - — 83
Depreciation and
amortization expense 62.3 — 9.1 1.9 7.3 1.9 0.9 — 83.4
Operating income (loss) 17.7 234 0.6 34.0 (15.2) 29 {12.6) (0.1) 150.7
Other income - net 16.6 — — 14 9.5 0.1 1.3 (16.2) 127
Interest and other charges 52.8 — — 0.1 0.1 —_ 26.0 {16.0) 63.0
Benefit from limited
partners’ inlerest — — — — 7.4 — — — 7.4
Income (loss) befare
income taxes 815 234 0.6 353 1.6 3.0 {37.3) (0.3) 107.8
Income tax expense
(benefit) 34.4 9.7 0.2 12.6 {24.8) 1.3 {13.1) 03 20.6
Income (loss) from
continuing operations $ 471 § 137 $ 0.4 $227 3 264 $ 1.7 $(24.2) $ (08 § 87.2
Assels : $1,879.5 $ 11 $ 47 $32.6 $604.4 $28.6 $ 819 § — $2.632.8
Capital expenditures $ 834 $ 01 $ — $ Q.1 $ 09 $19 $ — $ — $ 864
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Duquesne Light Holdings

Business Segments for the Twelve Months Ended December 31, 2003

(Millions of Dollars)

Electricity  Electricity Energy Communi- All Elimina- Consoli-
Delivery Supply cTe Solutions Financia! calions Other tions dated

‘Operaling revenues $338.4 $4502 $ 175 $63.5 $27.8 $ 67 $03  g(18) $902.8
Operating expenses 157.3 416.5 0.8 331 454 37 8.6 (0.8) 664.6
Depreciation and

amortizalion expense 60.7 — 157 2.1 6.4 1.8 a6 — 87.3

Operating income (loss) 120.4 33.7 1.0 283 (24.0) 1.2 (8.9) {0.8) 150:9

Other income - net 20.3 — — 1.8 20.4 — 0.7 {(17.8) 34.4
Interest snd other charges 63.6 — — 0.2 1.8 — 255 {16.7) 74.4
Income-{loss) before

income taxes 771 337 1.0 28.9 36 12 (33.7) (1.9} 110.9
Income tax expense

(benefil} 31.0 14.0 0.4 9.6 {29.6) 0.4 {8.1) — 17.7
lncome (loss) from

continuing operations 46.1 19.7 086 20.3 332 0.8 (25.6) {1.8) 93.2
Dividends on preferred

stock — — — — — — 0.4 — 0.4
Earnings (loss) from

continuing operations

avaitable for common

stack, $ 4641 $ 197 $ 0.8 $203 $332 $ 08 $(26.0) $ {(1.9) $ 928
Assels $1,866.6 3 — $ 84 $34.2 $572.1 $30.0 $295 $ — $2,540.8
Capital expenditures $ 76.1 $ — $ — $ 04 03 $ 1.0 % 02 $ — $ 780
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21.  Quarterly Financial Information {Unaudited)

Summary of Selected Quarterly Financial Data

Duquesne Light Holdings

{Millions of Dollars, Except Per Share Amounts)

2005 (a) First Quarter  Second Quarter  Third Quarter  Fourth Quarter
Operating revenues $218.7 $221.9 $263.3 $218.3
Operating income 47.1 387 58.8 337
Income from continuing operations 34.6 (b) 216 43.5 (b) 13.2 (b)
Income (loss) from discontinued operations 0.4 (0.1) 0.1 09
Net income 35.0 21.5 43.6 14.1
Basic earnings (loss) per share:

Conlinuing operations 0.45 0.28 0.56 0.17

Discontinued operations — —— — 0.01

Total 0.45 0.28 0.56 0.18
Stock price:

High 19.17 19.25 19.43 17.40

Low 17.43 17.30 17.17 16.14
2004 (a) First Quarter Second Quarter Third Quarter  Fourth Quarter
Operating revenues $217.1 $218.9 $242.8 $218.5
Operating income 35.2 36.4 40.2 {c) 389
Income from continuing operations 2.7 23.0 23.4 19.1
Income (loss) from discontinued operations 0.1 0.4 0.2 (0.9)
Net income 21.8 23.4 236 18.2
Basic earnings (loss) per share:

Continuing operations 0.29 0.30 0.31 0.25

Discontinued operations — 0.01 — (0.01)

Total 0.25 0.31 0.31 0.24
Stock price:

High 20.44 19.70 19.62 19.25

Low 18.05 17.71 17.96 17.01

{a} The guartedy data reflect seasonal weather variations in the electric utility’s service territory. Stock prices reflect New York

Stock Exchange data.

(b) First quarter results include a $8.3 million increase in the fair value of certain derivative energy conlracts at Duquesne Light
and a $4.6 million gain on the sale of an investment at DGE Financizal. Third quarter results include a $11.7 millicn gain on
the sale of an energy facility management project at DES and an $6.5 million increase in the fair value of certain derivative
energy contracts at Duquesne Light. Fourth quarter results include a $7.8 million gain on the sale of two energy facility
management projects at DES, a $3.7 million decrease in the fair value of certain derivative energy contracts at Duquesne
Light and $6.7 million of charges related to an energy facility management project.

{c) Third quarter results include a pre-tax charge of $8.3 million at Duquesne Light for the write-off of deposits and deferred
costs related to the termination of the acquisition of a generation station. (See Note 3.)
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Duquesne Light Company

(Milliens of Dollars)

2005 {a) First Quarter Second Quarter Third Quarter  Fourth Quarter
Operating revenues $1915 $ 189.9 $2258 $185.2
Operating income 42.6 (b) 323 52.5 (b) 19.9 (b)
Net income 219 14.6 273 9.2
2004 (a) First Quarter  Second Quarter Third Quarter  Fourth Quarter
Operating revenues $1946 $1938 $213.1 $ 187.8
Operating income 36.6 36.2 34.9 (c) 34.0
Net incame 17.8 18.3 17.0 14.7

{a) The quarterly data reflect seasonal weather variations in our service territory.

(b)

First guarter results include a $8.3 million increase in the fair value of certain derivative energy contracts. Third quarter

results include an $6.5 million increase in the fair value of certain derivative energy contracts. Fourth quarter results include
a $3.7 miliion decrease in the fair value of certain derivative energy contracts.

(c)

Third quarter results include an $8.3 million pre-tax charge for the write-off of deposits and deferred costs related to the

termination of the acquisition of a generation station. {See Note 3.}

ltem 9. Changes In and Disagreements
With Accountants On Accounting
and Financial Disclosure.
None.
item 9A. Controls and Procedures,

Disclosure Controls and Procedures

Management of both Holdings and Duquesne Light,
with the participation of each entity’s Chief Executive
Officer and the Chief Financial Officer, has evaluated
their respective disclosure controls and procedures (as
defined in Rule 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended) as of
the end of the period covered by this reporl. Each
entity’s Chief Executive Officer and the Chief Financiai
Officer have concluded that these controls and
procedures are effective to ensure that the information
required to be disclosed in Holdings' and Duquesne
Light's reports under the Securities Exchange Act of
1934 is recorded, processed, summarized and
reported within the time periods specified in the rules
and forms of the SEC.

Management’s Report on Internal Control Over
Financial Reporting

Management of both Holdings and Duguesne Light
is responsible for establishing and maintaining
adequate internal control over financial reporting.
These internal control systems are designed to provide
reasonable assurance to each entity's management
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and board of directors regarding the preparation and
fair presentation of published financial statements.

All internal control systems, no matter how well
designed, implemented, and execuied have inherent
limitations. Therefore, even those systems determined
to be effective can provide only reasonable assurance
with respect to financial statement preparation-and
presentation.

Management of both entities assessed the
effectiveness of their respective internal control over
financial reperting as of December 31, 2005. In making
these assessments, each entity used the criteria set
forth by the Committee of Sponsoring Crganizations of
the Treadway Commission (COSO) in /nternal Control-
Infegrated Framework. Our assessment included
reviewing the documentation of our controls, evaluating
their design effectiveness, and testing their operating
effectiveness. Based on our assessment,
management of each entity believes that, as of
December 31, 2005, the respective entity’s internal
control over financial reporting is effective based on
those criteria.

The independent auditors for Holdings and
Duguesne Light have issued the below attestation
reports on each entity’s assessment of its internal
controf over financial reporting.

Changes in Internal Control Over Financial
Reporting

There has been no change in Holdings' or
Duquesne Light's internal control over financial

reporting that occurred during the fourth quarter that
has materiaily affected, or is reasonably likely to



materially affect, such internal control over financial
reporting.

REPORTS OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Duquesne Light Holdings, Inc.:

We have audited management's assessment,
included in the accompanying Management's Report
on Internal Control Over Financial Reporting, that
Duquesne Light Holdings, Inc. and subsidiaries (the
“Company”) maintained effeclive internal controf over
financial reporting as of December 31, 2005, based on
the criteria established in Infernal Control—integrated
Framework issued by the Commiltee of Sponsoring
Organizations of the Treadway Commission. The
Company's management is responsible for maintaining
effective internal control over financial reporting and for
its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to
express an opinion oh management's assessment and
an opinion on the effectiveness of the Company's
internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the
standards of the Public Company Accounting
Oversight Board (United States). Those standards
reguire that we plan and perform the audit to oblain
reasonable assurance about whether effective internal
contro! over financial reporting was maintained in all
material respects. Our audit included obtaining an
understanding of internal control over financial
reporting, evaluating management's assessment,
testing and evaluating the design and operating
effectiveness of internal control, and performing such
other procedures as we considered necessary in the
circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company's internal control over financial reporting
is a process designed by, or under the supervision of,
the company's principal executive and principal
financial officers, or persons performing similar
functions, and effected by the company's board of
directors, management, and other personnel lo provide
reasonable assurance regarding the reliability of
financial reporting and the preparation of financial
statements for external purposes in accordance with
generally accepted accounting principles. A
company's internal control over financial reporting
includes those policies and procedures that (1) pertain
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to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide
reasonable assurance that transaclions are recorded
as necessary to permit preparation of financial
statements in accordance with generally accepted
accounting principles, and that receipts and
expenditures of the company are heing made only in
accordance with authorizations of management and
directors of the company; and (3) provide reasonable
assurance regarding prevention or limely detection of
unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on
the financial statements.

Because of the inherent limitations of internal
control over financial reporting, including the possibility
of collusion or improper management override of
controls, material misstatements due to error or fraud
may not be prevented or delecled on a timely basis.
Also, projections of any evaluation of the effectiveness
of the internal control over financial reporting to future
periods are subject to the risk that the controls may
become inadequate because of changes in condilions,
or that the degree of compliance with the policies or
procedures may deteriorale.

In our opinion, management's assessment that the
Company maintained effective internal control over
financial reporting as of December 31, 20085, is fairly
stated, in all material respects, based on the criteria
established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations
of the Treadway Commission. Also in our opinion, the
Company maintained, in all material respects, effective
internal control over financial reporting as of December
31, 2005, based on the criteria established in Infernal
Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the
Treadway Commission.

We have also audited, in accordance with the
standards of the Public Company Accounting
Oversight Board {(United States), the consolidated
financial statements and financial statement schedules
as of and for the year ended December 31, 2005 of
the Company and our report dated March 6, 2006
expressed an unqualified opinion on those financial
statements and financial statement schedules,

s/ Deloitte & Touche LLP

Pittsburgh, Pennsylvania
March 6, 2006



To the Board of Directors and Shareholder of
Duguesne Light Company:

We have audited management's assessment,
included in the accompanying Management’s Report
on Internal Control Over Financial Reporting, that
Duquesne Light Company and subsidiaries (the
“Company”) maintained effeclive internal control over
financial reporting as of December 31, 2005, based on
the crileria established in Internal Control—Integrated
Framework issued by the Commitiee of Sponsoring
Organizations of the Treadway Commission. The
Company's management is responsible for maintaining
effective internai control over financial reporting and for
its assessment of the effectiveness of internal control
over financial reporting. Our responsibility is to
express an opinion on management's assessment and
an opinion on the effectiveness of the Company's
internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the
standards of the Public Company Accounting
Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal
control over financial reporting was maintained in all
material respects. Our audit included obtaining an
understanding of internal control over financial
reporting, evaluating management's assessment,
testing and evaluating the design and operating
effectiveness of internal control, and performing such
other procedures as we considered necessary in the
circumstances. We believe that our audit provides a
reasonable basis for aur opinions.

A company's internal control over financial reporting
is a process designed by, or under the supervision of,
the company's principal executive and principal
financia! officers, or persons performing similar
functions, and effected by the company's board of
directors, management, and other personnel to provide
reasonable assurance regarding the reliability of
financial reporting and the preparation of financial
statements; for external purposes in accordance with
generally accepted accounting principles. A
company's internal control over financial reporting
includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide
reasonablé assurance that transactions are recorded
as necessary to permit preparation of financial
statements in accordance with generally accepted
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accounting principles, and that receipts and
expenditures of the company are being made only in
accordance with authorizations of management and
directors of the company; and (3} provide reasonable
assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on
the financial statements.

Because of the inherent limitations of internal
control over financial reporting, including the possibility
of collusion or improper managemenrt override of
controls, material misstatements due to error or fraud
may not be prevented or detected on a timely basis.
Also, projections of any evaluation of the effectiveness
of the internal control over financial reporting to future
periods are subject to the risk that the controls may
beceme inadequate because of changes in conditions,
or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, management's assessment that the
Company maintained effeclive internal control over
financial reporting as of December 31, 2005, is fairly
stated, in all material respects, based on the criteria
eslablished in Infernal Conlrol—Integrated Framework
issued by the Cammittee of Sponsoring Organizations
of the Treadway Commission. Also in our opinion, the
Company maintained, in all material respects, effective
internal control over financial reporting as of December
31, 2005, based on the criteria established in Infernal
Control—Integrated Framework issued by the
Commitlee of Sponsoring Organizations of the
Treadway Commission.

We have also audited, in accordance with the
standards of the Public Company Accounting
Cversight Board {United States), the consolidated
financial statements and financial statement schedule
as of and for the year ended December 31, 2005 of the
Company and our report dated March 6, 2006
expressed an unqualified opinion on those financial
statements and financial statement schedule.

Is/ Deloitte & Touche LLP

Pittsburgh, Pennsylvania
March 6, 2006



Item 9B. Other Information.

None.

ltem 10. Directors and Executive
Officers of the Registrants.

information relating to Holdings' executive officers
and Duquesne Light's executive officers and directors
is set forth in Part | of this Report under the caption
“Executive Officers of the Registrant.” All other
information about Holdings required under this tem 10
1s set forth in and incorporated by reference from the
2006 Proxy Statement. All other information about
Duquesne Light required under this Item 10 is set forth
in and incorporated by reference from Exhibit 99.1.

Because Holdings lists its common stock on the
New York Stock Exchange (NYSE), Holdings' Chief
Executive Officer is required to make, and has made,
an annual certification to the NYSE stating that he was
not aware of any violation by Heldings of the corporate
governance listing standards of the NYSE. Holdings’
Chief Executive Officer made his annua! certification to
that effect to the NYSE as of June 8, 2005. Because
Duquesne Light lists only debt and preferred securilies
on the NYSE, it is not required to make such annual
certifications.
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Both Holdings and Duquesne Light have filed, as
exhibits to this combined Annual Report on Form 10-K,
the Chief Executive Officer and Chief Financial Officer
certifications required under Section 302 of the
Sarbanes-Oxley Act of 2002 regarding the quality of
our public disclosure.

Item 11. Executive Compensation.

information relating to executive compensation for
Holdings is set forth in and incorparated by reference
from the 2006 Proxy Statement. Information refating to
executive compensation for Duquesne Light is set forth
in and incorporated by reference from Exhibit 99.1.

Security Ownership of Certain
Beneficial Owners and Management,

Item 12,

Information relating to the ownership of Holdings
equity securities by Holdings’ directors, officers and
certain beneficial owners is set forth in and
incorporated by reference from the 2006 Proxy
Statement.

Information relating te the ownership of Holdings
equity securities by Duguesne Light directors, officers
and certain beneficial owners is set forth in and
incorporated by reference from Exhibit 99.1.



Equity Compensation Plan Information

0 The following table gives informalion about our common stock that may be issued upon the exercise of options,
warrants and rights under all of our existing compensation plans as of December 31, 2005;
(a) {b) {c)
Plan Category Number of securities to Weighted average Number of securities
be issued upon exercise exercise price of remaining available for
of outstanding options, outstanding options, future issuance under
warrants and rights (1) warrants and rights equity compensation

plans (excluding
securities reflected in
column (a) {2)

Equity compensation
plans approved by 1,130,602 $23.10 2,622,280

security holders

Equily compensation
plans not approved by —
security holders

Total 1,130,602 $23.10 . 2,622,280

(1) Includes 352,373 shares of common stock issuable upon exercise of oplions granted under our prior Long-Term
incentive Plan (discontinued in 2002) and 199,631 shares of common slock issuable upon exercise of options granted
under our current Incentive Plan. Reflects 363,200 and 33,367 deferred stock units awarded in 2003 and 2005, which
may or may not be earned depending on our achieving cumulative {otal shareholder return and eamings per share
goals through 2006. Awardees may eam up to 100% of the amounts awarded. Reflects 52,390 restricted stock units
awarded in 2004, which may or may nol be earned depending on our achieving cumulative tota) shareholder return
goals through 2006. Awardees may eam up to 100% of the amounis awarded. Reflecls 186,417, 20,000; and 36,292
restricted shares issued in 2003, 2004 and 2005.

“ (2) All of these shares are available under our cuirent Incentive Plan,




item 13. Certain Relationships and
Related Transactions.
None.
Item 14. Principal Accounting Fees

and Services.

Information regarding Deloitte & Touche LLP's
fees and services is set forth in and incorporated by
reference from the 2006 Proxy Statement. Such fees
and services apply 1o Deloitte & Touche LLP's work
for all of Holdings’ consclidated subsidiaries,
including Duguesne Light.

Exhibits and Financial Statement
Schedules

Hem 15.

(a){1) The following information is set forth in Part I,
ltem 8:

Reports of Independent Registered Public
Accounting Firm.

Holdings Consolidated Statements of Income for the
Three Years Ended December 31, 2005.

Holdings Consolidated Balance Sheets, December
31, 2005 and 2004.

Holdings Consolidated Statements of Cash Flows for
the Three Years Ended December 31, 2005.

Holdings Consolidated Statements of Comprehensive
Income for the Three Years Ended December 31,
2005.

Holdings Consolidated Statements of Common
Shareholders’ Eqguity for the Three Years Ended
December 31, 2005.

Dugquesne Light Consclidated Statements of Income
for the Three Years Ended December 31, 2005.

Duguesne Light Consolidated Balance Sheets,
December 31, 2005 and 2004.
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Duquesre Light Consolidated Statements of Cash
Flows for the Three Years Ended December 31,
2005.

Duguesne Light Consolidated Statements of
Comprehensive Income for the Three Years Ended
December 31, 2005.

Duguesne Light Consolidated Statements of
Common Shareholder's Equity for the Three Years
Ended December 31, 2005.

Notes to Consolidated Financial Statements.

(a)(2) The following financial statement schedules are
filed here as a part of this Report:

Scheduie for the Three Years Ended December 31,
2005:
| - Condensed Financial Information of Registrant
(Holdings)
I - Valuation and Qualifying Accounts {Holdings)
Il - Valuation and Qualifying Accounts (Duquesne
Light)

The remaining schedules are omitted because of
the absence of the conditions under which they are
required or because the information called for is
shown in the financial statements or notes to the
consolidated financial statements.

(a)(3) Exhibits are set forth in the Exhibit Index below,
incorporated here by reference. Documents other
than those designated as being filed here are
incorporated here by reference. Documents
incorporated by reference to a Holdings Annual
Report on Form 10-K, a Quarterly Report on Form
10-Q or a Cusrent Report on Form 8-K are at
Securities and Exchange Commission File

No. 1-10290. Documents incorporated by reference
to a Duguesne Light Arnual Report on Form 10-K, a
Quarterly Report on Form 10-Q or a Current Report
on Form 8-K are at Securities and Exchange
Commission File No. 1-856,

The Exhibits include the management contracts and
compensatory plans or arrangements required to be
filed as exhibits to this Form 10-K by Item
601(b){10)(iii) of Reguiation S-K.




(b} Exhibits Index.

Exhibit No.

341

3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

3.10

3

41

43

Description

Holdings Articles of Incorporation effective January 5,
1989.

Holdings Articles of Amendment effective April 27,
1989.

Holdings Articles of Amendment effective February 8,
1893.

Holdings Articles of Amendment effective May 24,
1994,

Holdings Articles of Amendment effective April 20,
1995.

Holdings Articles of Amendment effective September
30, 2003.

Heoldings Staterment with respect to the Preferred Stock,
Series A (Convertible).

Duquesne Light Restated Articles of Incorporation
currently in effect.

Holdings By-Laws, as amended through September 30,
2003, and as currently in effect.

Dugquesne Light By-Laws, as amended through
October 13, 2003, and as currently in effect.

Form of Duquesne Light Statement with respect to the
6.50% Preferred Stock.

Indenture of Mortgage and Deed of Trust dated as of
April 1, 1992, between Duguesne Light Company and
JP Morgan Chase {a restatement of the Indenture in its
entirety as amended through 2004).

Indenture dated as of August 16, 2005 between
Holdings and J.P. Morgan Trust Company, National
Assaociation, as Trustee.

Form of 2015 Senior Note.
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Methed of Filing

Exhibit 3.1 to the Holdings Form 10-K
for the year ended December 31,
1989,

Exhibit 3.2 to the Holdings Form 10-K
for the year ended December 31,
1989.

Exhibit 3.3 to the Holdings Form 10-K
for the year ended December 31,
1992.

Exhibit 3.4 1o the Holdings Form 10-K
for the year ended December 31,
1994.

Exhibit 3.5 to the Holdings Form 10-K
for the year ended December 31,
1995.

Exhibit 3.6 to the Holdings Form 10-K
for the year ended December 31,
2002.

Exhibit 3.1 to the Holdings Form 10-
Q for the quarter ended September
30, 1997.

Exhibit 3.1 to the Duguesne Light
Form 10-Q for the quarter ended
June 30, 1999.

Exhibit 3.1 to the Holdings Form 10-
Q for the quarter ended September
30, 2003.

Exhibit 3.1 to the Duguesne Light
Forrm 10-Q for the quarter ended
September 33, 2003.

Exhibit 3.3 to Registration Statement
(Form S-3) No. 333-112929.

Exhibit 4,1 to the Holdings Form 10-K
for the year ended December 31,
2004.

Exhibit 4.1 to the Holdings Form 8-K
dated August 17, 2005.

Exhibit 4.2 to the Holdings Form 8-K
dated August 17, 2005.



4.4

4.5

4.6

47

4.8

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

Form of 2035 Senior Note.
Form of Officer's Certificate for the 2015 Senior Note.
Form of Officer's Certificate for the 2035 Senior Note.

indenture, dated as of August 1, 1999, from DQE
Capital Corporation and Holdings to The First National
Bank of Chicago, as Trustee.

Form of Note.

Deferred Compensation Plan for Directors of Duquesne
Light Company, as amended to date.

Restated Pension Service Supplement Program.

Duquesne Light Charitable Giving Program, as
amended.

Severance Agreement dated December 23, 2003 for
Morgan K. O’Brien, with a schedule listing substantially
identical agreements with Joseph G. Belechak,
Maureen L. Hogel, Stevan R. Schott and James E.

Wilson.

Schedule to Exhibit 10.4 listing substantially identical
agreements with Joseph G. Belechak, Maureen L.
Hogel, Mark E. Kaplan, Stevan R. Schott and James E.

Wilson.

Employment Agreement dated as of September 14,
2001 between Holdings and Morgan K. O'Brien.

Non-Competition and Confidentiality Agreement dated
as of September 14, 2001 for Morgan K. O'Brien.

Non-Competition and Confidentiality Agreement dated
as of Auguslt 17, 2000 for William F. Fields.

Non-Competition and Confidentiality Agreement dated
as of August 1, 2000 for Joseph G. Belechak.
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Exhibit 4.3 to the Holdings Form 8-K
dated August 17, 2005.

Exhibit 4.4 to the Holdings Form 8-K
dated August 17, 2005.

Exhibit 4.5 to the Heldings Form 8-K
dated August 17, 2005.

Exhibit 4.1 to the Form 8-A of DQE
Capital Corporation and Holdings,
filed September 16, 1999.

Exhibit 4.2 to the Form 8-A of DQE
Capital Corporation and Holdings,
filed September 16, 1999,

Exhibit 10.1 to the Holdings Form
10-K for the year ended December

31, 1992,

Exhibit 10.2 to the Holdings Form
10-K for the year ended December
31, 2004.

Exhibit 10.6 to the Hotdings Form
10-K Annual Report for the year
ended December 31, 2001.

Exhibit 10.11 to the Holdings Form
10-K for the year ended December
31, 2003.

Filed here.

Exhibit 10.8 to the Holdings Form
10-K for the year ended December
31, 2001.

Exhibit 10.13 to the Holdings Form
10-K for the year ended December
31, 2001.

Exhibit 10.7 to the Holdings Form
10-K for the year ended December
31, 2004,

Exhibit 10.7 to the Duguesne Light
Form 10-K for the year ended
December 31, 2001.



10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19
10.20

10.21

10.22

10.23

Non-Competition and Confidentiality Agreement dated
as of April 2, 1997 for Maureen L. Hogel.

Schedule to Exhibit 10.9 listing substantially identical
agreements with Mark E. Kaplan, Stevan R. Schott and
James E. Wilson.

Form of Stock Option Agreement for Officers (with
change in control)

Form of Stock Option Agreement for Officers

Form of Deferred Stock Unit Agreement for Officers

Form of Performance Share Agreement for Officers

Form of Restricted Stock Agreement for Officers

Form of Stock Option Agreement for Directors

Form of Restricted Stock Agreement for Directors

Description of Executive Benefits

Description of Directors’ Fees and Plans

Holdings’ Amended and Restated $200 Million Credit
Agreement dated as of July 27, 2005.

Increasing Lender Agreement between Holdings and
Union Bank of California, N.A., dated January 31, 2006,
modifying Holdings' Amended and Restated $200
Million Credit Agreement, together with a schedule
listing substantially identical agreemenits with the other
lenders.

Accession and Amendment Agreement between
Holdings and Keybank National Association, dated
January 31, 2006, including Keybank as a lender under
Holdings’ Amended and Restated $200 Million Credit
Agreement.
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Exhibit 10.8 to the Duquesne Light
Form 10-K for the year ended
December 31, 2001.

Filed here.

Exhibil 10.11 1o the Holdings
Form 10-K for the year ended
December 31, 2004.

Exhibit 10.12 to the Holdings
Form 10-K for the year ended
December 31, 2004.

Exhibit 10.13 to the Holdings
Form 10-K for the year ended
December 31, 2004.

Exhibit 10.14 to the Holdings
Form 10-K for the year ended
December 31, 2004.

Exhibit 10.15 to the Holdings
Form 10-K for the vear ended
December 31, 2004.

Exhibit 10.16 to the Holdings
Form 10-K for the year ended
December 31, 2004.

Exhibit 10.17 to the Holdings
Form 10-K for the year ended
December 31, 2004.

Filed here.

Exhibit 10.19 to the Holdings
Form 10-K for the year ended
December 31, 2004.

Exhibit 10.1 to the Holdings Form 10-
Q for the quarter ended June 30,
2005.

Filed here.

Filed here.



10.24

10.25

10.26

10.27

10.28

10.29

121
12.2

231

23.2

311
31.2
313
31.4
321
32.2
32.3
324
99.1

Duquesne Light's Third Amended and Restated
$100 Miltion Credit Agreement dated as of July 27,
2005.

Increasing Lender Agreement between Duquesne Light
and JPMorgan Chase, N.A_, dated January 31, 2006,
modifying Duquesne Light's Third Amended and
Restated $100 Million Credit Agreement, together with
a schedule listing substantially identical agreements
with the other lenders.

Accession and Amendment Agreement belween
Duquesne Light and Keybank National Association,
dated January 31, 20086, including Keybank as a lender
under Duguesne Light’s Third Amended and Restated
$100 Million Credit Agreement.

POLR Agreement, daled as of September 24, 1899 by
and between Duquesne Light Company and Orion

Power Holdings, Inc.

Amended and Reslated POLR Il Agreement by and
between Duquesne Light Company and Orion Power
MidWest, L.P., dated as of December 7, 2000.

Purchase and Sale Agreement by and between Atlantic
City Electric Company and Holdings dated November
14, 2005.

Holdings' Ratio of Eamnings.
Duquesne Light's Ratio of Earnings.
Subsidiaries of the registrants.

Consent of Independent Registered Public Accounting
Firm regarding Holdings.

Consent of Independent Registered Public Accounting
Firm regarding Duquesne Light.

Section 302 Certification of Holdings' CEO.
Section 302 Certification of Holdings' CFO.
Section 302 Certification of Duguesne Light's CEQ.
Section 302 Certification of Duquesne Light's CFO.
Section 906 Certification of Holdings’ CEQ.
Section 906 Certification of Holdings' CFO.
Section 906 Certification of Duquesne Light's CEO.
Section 906 Certification of Duguesne Light's CFO.

Information regarding Buquesne Light direclors,
executive compensalion and security ownership.
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Exhibit 10.2 to the Duquesne Light
Form 8-K dated July 27, 2005.

Filed here.

Filed here.

Exhibit 2.2 to the Holdings Form 8-K
dated September 24, 1999.

Exhibit 10.11 to the Duquesne Light
Form 10-K for the year ended
December 31, 2000.

Exhibit 10.1 to the Holdings Form 8-K
daled November 14, 2005.

Filed here.
Filed here.
Filed here.
Filed here.

Filed here.

Filed here.
Filed here.
Filed here.
Fited here.
Filed here.
Filed here.
Filed here,
Filed here.
Filed here.



Copies of the exhibits listed above will be furnished, upon request, 1o holders or beneficial owners of any class of
0 our stock as of January 31, 2006, subject to payment in advance of the cost of reproducing the exhibits
' requested.

SCHEDULE |

Condensed Financial Information of Registrant (Parent Company)

Duquesne Light Holdings, Inc.
Schedule | - Condensed Financial information of Registrant (Parent Company)
Statements of Income

(All Amounts in Milfions,
Except Per Share Amounts)
Year Ended December 31,

2005 2004 . 2003
Operating Expenses:

Operating and administrative $ 69 $ 47 $ 13
intercompany administrative expenses — 6.6 5.8
Depreciation and amortization 0.8 0.8 1.7
Total Operating Expenses 7.7 12.1 8.8
Operating Loss (7.7} (12.1) (8.8)
Other thcome — net 51 — (0.5)
. intercompany Interest Expense (11.3) {23.8) (24.1)
Interest and Other Charges (7.5) (0.4} {0.3)

Loss Before Income Taxes and Equity in Income of
Unconsolidated Subsidiaries (21.4) {36.3) (33.7)
Income Tax Expense (29.8) (15.6) {83.7)
Equity in Income of Unconsolidated Subsidiaries 165.4 138.9 293.3
Net Income 114.2 87.0 175.9
Dividends on Preferred Stock — — 0.4
Earnings Available for Common Stock $114.2 5 870 $175.5
Average Number of Common Shares Qutstanding 717 76.4 75.0
Basic Earnings Per Share of Common Stock $ 1.47 $ 114 $ 2.34
Diluted Earnings Per Share of Common Stock $ 1.47 $ 114 $ 2.29
Dividends Declared Per Share of Common Stock $ 1.00 $ 1.00 $ 1.00

See notes 1o condensed financial statements.




Duquesne Light Holdings, Inc.

Schedule | - Condensed Financial Information of Registrant (Parent Company)

Balance Sheets

{Millions of Dollars)

As of December 31,

Assets 2005 2004
Current Assets:
Cash and temporary cash investments $ — $ 0.1
Receivables — 13.2
Receivables — unconsolidated subsidiaries 1.0 11.8
Notes receivable - unconsolidated subsidiaries 7.8 —_
Deferred income taxes — net 18.1 —
Derivative instruments 22 —
COther 0.1 0.1
Total Current Assets 29.2 25.2
Investments in Unconsolidated Subsidiaries (Note 2) 1,047.2 943.6
Other Non-Current Assets:
Deferred income taxes — net 117.3 137.1
Other 9.0 54
Total Other Non-Current Assets 126.3 142.5
Total Assets $1,202.7 $1,111.3
Liabilities and Capitalization
Current Liabilities:
Short-term debt $ 400 5 —
Accounts payable 0.5 0.2
Accounts payabie — unconsolidated subsidiaries 44.9 24.6
Noles payable — unconsolidated subsidiaries 557 384.5
Income taxes payable 56.2 32.7
Common stock dividends 200 197
Other 8.8 227
Total Current Liabilities 226.1 484.4
Total Non-Current Liabilities 0.7 16.5
Commitments and Contingencies
Capitalization:
Long-term debt 320.0 —
Commeon Shareholders’ Equity:
Common stock — no par value (authorized —

187,500,000 shares; issued - 126,929,154 shares) 1,200.5 1,206.7
Retained 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 (1.8) (2.6)
Accumulated other comprehensive income (10.3) —

Total Common Shareholders’ Equity 655.9 610.4
Total Capitalization 975.9 610.4
Total Liabilities and Capitalization $1,202.7 $1,111.3

See notes to condensed financial statements.
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Duquesne Light Holdings, inc.

Schedule | - Condensed Financial Information of Registrant (Parent Company)

Statements of Cash Flows

(Millions of Daollars)
Year Ended December 31,

2005 2004 2003
Net Cash Provided from Operating Activities $123.3 $ 816 $100.7
Cash Fiows From Investing Activities:
Loans to unconsolidated subsidiaries, net (7.8) —_ -
Investments in unconsolidated subsidiaries {85.0) — {7.1)
Return of capital from unconsolidated subsidiaries 10.0 179.5 —
Capital expenditures — — {0.2)
Net Cash (Used in) Provided from Investing Activities (82.8) 179.5 (7.3}
Cash Flows From Financing Activities:
Issuance of long-term debt obligations 320.0 — —
Borrowings from unconsolidated subsidiaries 96.8 17.0 66.1
Repayments of unconsolidaled subsidiary borrowings (425.6) (210.2) (94.4)
Revolving credit facility borrowings, net 40.0 — —
Dividends on common and preferred stock {67.1) (66.0) (64.4)
Other (4.7) (1.8) (0.7)
Net Cash Used in Financing Activities {40.6) (261.0) (93.4)
Net (decrease) increase in cash and temporary cash investments (0.1) 0.1 —
Cash and temporary cash investments at beginning of year 0.1 — —
Cash and temporary cash investments at end of year $ — & 01 3 —
Supplemental Cash Flow Information
Dividends received from unconsolidaled subsidiaries $ 971 $114.0 $103.5
Cash paid during the year:
interest $ 136 $ 2486 § 242
Income taxes paid (refunded) $ 28.4 3 (20.4) $ 809

See notes to condensed financial statements.
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Duquesne Light Holdings, Inc.
Schedule | - Condensed Financial Information of Registrant (Parent Company)
Notes to Condensed Financial Statements

1. Basis of Presentation

Pursuant to rules and reguiations of the Securities and Exchange Commission, the unconsolidated condensed
financial statements of Duquesne Light Holdings, Inc. {Holdings} da not reflect all of the infarmation and notes
normally included with financial statements prepared in accordance with accounting principles generally accepted
in the United States of America. Therefore, these financial stalements should be read in conjunction with the
consolidated financial statements and related notes included in ltem 8 in Holdings' annual report on Form 10-K.

Accounting for subsidiaries — Haldings has accounted for the earnings of its subsidiaries under the equity
method in the unconsolidated condensed financial statements.

income taxes — Income taxes are computed for Holdings in accordance with Statement of Financial Accounting
Standards No. 109, “Accounting for Income Taxes”, and reflect the assets and liabilities of Holdings on a stand-
alone basis. Holdings also records the effect of filing consolidated federal tax returns with its subsidiaries.

2. Restricted Net Assets of Subsidiaries

As of December 31, 2005, Holdings' proportionate share of net assets from subsidiaries which may not be
transferred to Holdings in the form of loans, advances or cash dividends without the consent of a third party was

$234.3 million.
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SCHEDULE il

Valuation and Qualifying Accounts

For the Years Ended December 31, 2005, 2004 and 2003
Reserve deducted from the Asset to which it applies: Allowance for uncollectible accounts

Description

DUQUESNE LIGHT HOLDINGS
Year Ended December 31, 2005
‘Year Ended December 31, 2004

Year Ended December 31, 2003

DUQUESNE LIGHT COMPANY

Year Ended December 31, 2005
Year Ended December 31, 2004

Year Ended December 31, 2003

(Millions of Dollars)

Additions
Balance at Chargedto Charged to Balance
Beginning  Costs and Other atEnd
of Year Expenses  Accounts (a) Deductions (b) _of Year
$18.1 $193 $3.3 $19.6 $21.1
19.9 12.0 4.2 18.0 18.1
21.7 10.8 36 16.2 19.9
$17.9 $19.1 $3.2 $19.4 $20.8
19.9 11.9 4.1 18.0 17.9
21.7 10.2 3.6 15.6 19.9

Notes: {a) Recovery of accounts previously written off.
(k) Accounts receivable written off.
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SIGNATURES

o Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behaif by the undersigned, thereunto duly authorized.

Duquesne Light Holdings, Inc.
(Registrant)

Date: March 7, 2006 By: /s Morgan K. O'Brien
(Signature)
Morgan K. O'Brien
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

s/ Morgan K. O'Brien President, Chief Executive Officer and Director March 7, 2006

Morgan K. O'Brien

/sl Mark E. Kaplan Senior Vice President and Chief Financial Officer March 7, 2006

Mark E. Kaplan

/s! Susan S. Betta Controller March 7, 2006

Susan S. Betta (Principal Accounting Officer)

/s/ Pritam M. Advani Director March 7, 2006
0 Pritam M. Advani

s/ Doreen E. Boyce Director March 7, 2006

Doreen E. Boyce

/s! Robert P. Bozzone Director March 7, 2006

Robert P. Bozzone

Director

Charles C. Cohen

/s/ Sigo Falk Director March 7, 2006

Sigo Falk

/s/ Joseph C. Guyaux Director March 7, 2006

Joseph-C. Guyaux

s/ David M. Kelly Director March 7, 2006

David M. Kelly

_Is/ Steven S. Rogers Director March 7, 2006
Steven S. Rogers
fsf John D. Turner Director March 7, 2006

John D. Turner
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1834, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Duquesne Light Company
{Registrant)

Date: March 7, 2006 By: /s/ Morgan K. O'Brien
(Signature)
Morgan K. O'Brien
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

s/ Morgan K. O'Brien Director, President and Chief Executive Officer  March 7, 2006
Morgan K. O'Brien

/s/ Mark E. Kaplan Director, Senior Vice President and March 7, 2006
Mark E. Kaplan Chief Financial Officer

/sf Susan S. Betta Controller March 7, 2006
Susan S. Betta (Principal Accounting Officer)

{s/ Joseph G. Belechak Director March 7, 2006

Joseph G. Belechak

/s! Maureen L. Hogel Director March 7, 2006

Maureen L. Hogel
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EXHIBIT 12.1
DUQUESNE LIGHT HOLDINGS AND SUBSIDIARIES

Calculation of Ratio of Earnings to Fixed Charges and Preferred and Preference Stock Dividend
Requirements
(Millions of Dollars})
Year Ended December 31,

2005 2004 2003 2002 2001

Fixed Charges:
Interest on long-term debt $ 542 $ 552 $ 53.1 $ 553 $ 623
Other interest 1.1 20 12.3 13.3 256
Portion of lease payments representing

an interest factor 3.1 3.9 4.9 3.2 3.1
Dividend requirement (a) 8.0 6.6 9.5 15.8 16.0

Total Fixed Charges $ 66.4 $ 677 § 798 $ 8786 §107.0
Earnings:
Income (loss) from continuing operations $112.9 $ 87.2 $ 932 $ 267 $(44.5)
Income taxes 53.0 20.6 7.7 (11.6) (77.4)
Fixed charges as above 66.4 67.7 79.8 87.6 107.0

Total Earnings $232.3 $175.5 $190.7 $102.7 § (14.9)
Ratio Of Earnings To Fixed Charges

and Preferred and Preference Stock

Dividend Requirements 3.50 2.59 2.39 1.17 {0.14) (b)

(@) Includes annual dividend requirements of $12.6 million for the Monthly Income Preferred Securities (MIPS) per year for
2002 and prior. For 2003, only $6.3 million is included for the period January 1 — June 30. From July 1, 2003 untif their
redemption in 2004, MIPS dividends were included with interest on long-term debt due to the adoption of SFAS No. 150.

{6 In order to achieve a ratio of earnings to fixed charges and preferred and preference stock dividend requirements of one
to one, Total Earnings would need to increase by approximately $122 million.
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EXHIBIT 12.2
DUQUESNE LIGHT COMPANY AND SUBSIDIARIES

Calculation of Ratio of Earnings to Fixed Charges and Preferred and Preference Stock Dividend
Requirements

{Millions of Doltars}
Year Ended December 31,

2005 2004 2003 2002 2001
Fixed Charges:
Interest on long-term debt $ 474 $ 4586 $ 531 $ 55.2 $ 623
Other interest 1.3 1.4 1.5 2.2 0.7
Company obligated mandatorily
redeemabie preferred securities
dividend requirement (a) — — 6.3 12.6 12.6
Portion of lease payments representing
an interest factor 20 25 3.9 1.9 341
Dividend requirements 8.0 6.6 3.2 3.3 34
Total Fixed Charges $ 58.7 $ 56.1 $ 68.0 $ 75.2 $ 821
Earnings:
Net Income $ 73.0 $678 $ 696 $ 75.4 $ 534
Income taxes 42.5 44.3 454 48.9 308
Fixed charges as above 58.7 56.1 B8.0 75.2 82.1
Total Earnings $174.2 $168.2  $183.0 $199.5 $166.3

Ratio Of Earnings To Fixed Charges
and Preferred and Preference Stock
Dividend Requirements 297 3.00 2.69 2.65 2.03

(a)From July 1, 2003 until their redemption in 2004, dividends on the monthly income preferred securities were
inciuded with interest on long-term debt due to the adoption of SFAS No. 150.
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Woe consent fo the incorporation by reference in Registration Statement No. 33-60966 on Form S-3, Post Effective
Amendment No. 3 to Registration Statement No. 33-29147 on Form S-8, Registration Statement Nos. 33-66488.
and 33-72582 on Form S-8, Post Effective Amendment No. 1 to Registration Statement Nos. 33-46773 and 33-
87974 on Form S-8, Amendment No. 1 to Registration Statement No. 333-32433 on Form S-4, Amendment No. 1
to Registration Statement Nos. 333-80377 and 333-80377-1 on Form $-3, Amendment No. 2 to Registration
Statement Nos. 333-85612 and 333-85612-01 on Form S-3, Registration Statement No. 333-127459 on Form
5-3, Registration Statement Nos. 333-102812 and 333-118324 on Form S-8, Registration Statement No. 333-
127702 on Form $-3, and Registration Statement No. 333-128024 on Form S-3 of our reports dated March 6,
2006, relating to the consolidated financial statements and financial statement schedules of Duquesne Light
Holdings, Inc. and management's report on the effectiveness of internal control over financial reporting, appearing
in the Annual Report on Form 10-K of Duquesne Light Holdings, Inc. for the year ended December 31, 2005.

/sf Deloitte & Touche LLP

Pitisburgh, Pennsylvania
March 6, 2006
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EXHIBIT 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorparation by reference in Amendment No. 1 to Registration Statement No. 333-112929 on
Form S-3, Registration Statement No. 33-52782 on Form S-3, Registration Statement No. 33-63602 on Form S-3,
Registration Statement No. 333-72408 on Form S-3, and Post Effective Amendment No. 1 to Registration
Statement Nos. 33-53563 and 33-53563-01 on Form S-3 of our reports dated March 6, 20086 relating to the
consolidated financial statements and financial statement schedufe of Duguesne Light Company and
management's report on the effectiveness of internal control over financial reporting, appearing in the Annual
Report on Form 10-K of Duquesne Light Company for the year ended December 31, 2005.

/s! Deloifte & Touche LLP

Pittsburgh, Pennsylvania
March 6, 2006

108



Attachment III-F-1¢
As filed with the Securities and Exchange Commission on February 18, 2004.
Registration No. 333-112929

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549 BLe usSH 266278
Form S-3
REGISTRATION STATEMENT
AND
POST-EFFECTIVE AMENDMENT NO. 1
UNDER
THE SECURITIES ACT OF 1933

L ]
Duquesne Light Company
(Exact name of registrant as specified in its charter)
Pennsylvania 25-0451600
(State or other jurisdiction of incorporation or organization) {LR.S. Employer ldentification No.}
411 Seventh Avenue
Pittsburgh, Pennsylvania 15219
. {412) 393-6000
(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices)

William F. Fields
Vice President and Treasurer
Duquesne Light Company
411 Seventh Avenue
Pittsburgh, Pennsylvania 15219
(412) 393-1206

(Name, address, including zip code, and telephone number, including area code, of agents for service)

Copies to:
1. Anthony Terrell, Esq. M. Douglas Dunn, Esq.
Catherine C. Hood, Esq. Robert B. Williams, Esq.
Dewey Ballantine LLP Milbank, Tweed, Hadley & McCloy LLLP
1301 Avenue of the Americas 1 Chase Manhattan Plaza
New York, New York 10019 New York, NY 10005
(212) 259-8000 (212) 530-5000

Approximate date of commencement of proposed sale to the public: From time 1o time after the effective date of this Registration Statement as
determined by market conditions.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment plans, please check the following box.
O

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursnant to Rule 415 under the Secuiities Act of
1933, other than securities offered only in connection with dividend or interest reinvestment plans, pleasc check the following box.

If this Form is filed to register additional securities for 2n offering pursuant to Rule 462(b) under the Securities Act, please check the following box and
list the Securities Act registration statement number of the eariier effective registration statement for the same offering. O

If this Form is a post-effective amendment filed pursuant 1o Rule 462(c) under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlicr effective registration statement for the same offering. I

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. O




CALCULATION OF REGISTRATION FEE

Amount Proposed maximum Proposed maximum
Title of cach class of to be apgregaie aggregate Amount of
securities 10 be registered registerad price per unit* offering price* registration-fee
First Mortgage Bonds
Preferred Stock .
$200,000,000 100% $200,000,000 $25.340

* Inserted solely for the purpose of calculating the registration fee.

Pursuant to Rule 429 under the Securities Act of 1933, 25 amended (the “Securities Act”), the prospectus contained in this registration statement will-be used as a
combined prospecius in connection with this Registration Statement and Registration Statement No. 333-72408 which was originally fled on October 29, 2001 and
became effective, as amended, on March 29, 2002 (the “Prior Registration Statement™) under which $100,000,000 in principal amount of first mertgage bonds
remain wnsold. This Registration Statement is a new registration statement and alse constitutes Post-Effective Amendment Na. 1 to the Prier Registration
Statement. Such Post-Effective Amendment will become effective concurrently with the effectiveness of this Registration Statement in accordance with Section

B(e) of the Sccurities Act

The registrant hereby amends this Registration Statement on such date or dates as may be necessary to defay its effective date until the registrant shall file a
further amendment which specificatly states that this Registration Statement shall thereafter become effective in accordance with Scction 8(a) of the Securities Act
of 1933 or until this Registration Statement shall become effective on such date as the Cemmission, acling pursuznt te said Section 8{a), may determine.




securities in anv urisdiction in which the offer or sale 1s not nermitted.

The information in this Prospectus is not complete and may be changed. We may not seli these securities until the regisiration statement filed with the
Securities and Exchange Commissioh is effective. This Prospectus is not an offer to sell these securities and it is not soliciting aa offer io sell these

Subject to Completion
Preliminary Prospectus dated February 18, 2004

PROSPECTUS

$300,000,000

Duquesne Light Company

First Mortgage Bonds
Preferred Stock

Duquesne Light Company may offer from time to time its First Morigage Bonds or Preferred Stock, up to an
aggregate amount of $300,000,000.

One or more supplements to this prospectus will indicate the amount and terms of each issue of securities.

Duquesne Light may sell the securities to or through underwrilers, dealers or agents or directly to one or more
purchasers. The applicable prospectus supplement will describe each offering of the securities.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved
of these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is
a criminal offense.

The date of this prospectus is , 2004,
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IMPORTANT INFORMATION ABOUT THIS PROSPECTUS

This prospectus is part of a “shelf” registration statement that Duguesne Light filed with the United States
Sccurities and Exchange Commission, or the “SEC.” We may sell the securities described in this prospectus from
time to time in one or more offerings, up to a total of $300 milion in principal amount. This prospectus only
provides you with a general description of the securities. Each time we offer securities, we will provide a
supplement to this prospectus that comtains specific information about the terms of the securities then being offered,
The.supplement may also add, update or change information contained in this praspectus.

In addition 1o the information contained in this prospectus and applicable supplement, this prospectus
incorporates by reference important business and financial information about Duquesne Light that is not included in
or delivered with this prospectus. See “AVAILABLE INFORMATION.” You may obtain copies of documents
containing such information from us, without charge, by either calling or writing to us at:

Duquesne Light Company
411 Seventh Avenue
P.O. Box 1930
Piutsburgh, Pennsylvania 15230-1090
Attention: Corporate Secretary
Telephone: 412-393-6000

You should rely only on the information contained or incorporated by reference in this prospectus and the
applicable supplement. We have not authorized any other person to provide you with different information. You
should not assume that the information contained or incorperated in this prospectus as of any time after the date of
this prospectus or, if later, the date of ar incorporated document, is accurate because our business, financial
condition or results of operations may have changed since that date.

We are not making an offer to sell any securities in any jurisdiction where an offer or sale is not permitted.



AVAILABLE INFORMATION

Duquesne Light files annval, quarterly and other reports with the SEC pursuant to the Securities Exchange
Act of 1934, as amended (the “Exchange Act™). You may read and copy these reports at the SEC’s poblic reference
room at 450 Fifth Street, NW., Washington, D.C. 2054%9. You may obtain information on the operation of the
public reference rooms by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site
(http://www.sec.gov.) that contains Duguesne Light’s reports filed with the SEC.

Duquesne Light incorporates by reference into this prospectus:

*  Dugquesne Light's most recent Annual Report on Form 10-K filed by Duquesne Light with the SEC
pursuant to the Exchange Act and

+ all other documents filed by Duquesne Light with the SEC pursuant to Section 13(a), 13(c};, 14 or
15(d) of the Exchange Act after the filing of Duquesne Light’s most recent Annual Report and before
the termination of the offering made by this prospectus: provided, however, that we are not
incorporating any information furnished under Item 9 or Item 12 of any Current Report on Form §-K,

and all of these documents are decmed to be a part of this prospectus from the date of filing these documents. The
documents incorporated or deemed to be incorporated in this prospectus by reference are sometimes called the
“Incorporated Documents.” Any statement contained in an Incorporated Document may be modified or superseded
by a statement in this prospectus or in any prospectus supplement or in any subsequently filed Incorporated
Document. The Incorporated Documents as of the date of this prospectus are:

+  the Annual Report on Form 10-K for the year ended December 31, 2002; and

e the Quarterly Reports on Form 10-Q for the periods ended March 31, 2003, June 30, 2003 and
September 30, 2003,

Duquesne Light Holdings, Inc. {formerly DQE, Inc.}, the sole shareholder of Duquesne Light, maintains an
Internet site (hitp://www.duquesnelight.com) that contains information concerning Duguesne Light Holdings and iis
affiliates including Duquesne Light. The information contained at the Internet site of Duquesne Light Holdings is
not incorporated in this prospectus by reference, and you should not consider it a part of this prospectus.

A WARNING ABOUT FORWARD-LOOKING STATEMENTS

Statements contained in this prospectus, inciuding the documents that are incorporated by reference, that
are not historical facts are forward-looking stateraents as defined in the Private Securities Litigation Reform Act of
1995, These forward-looking statements include information about plans, objectives and strategies and possible
future results of our operations, as well as the assumptions upon which these statements are based. Also, when we
use any of the words “believes,” “expects,” “anticipates” or similar expressions, we are making forward-looking
statements. Actual results or performance may differ materially from those contemplated by the forward-looking
statements due 10 a number of known and unknown risks and uncertainties, many of which are beyond our control.
Demand for electric utility service, as well as change in market and weather conditions, will affect cash flows,
returns on investments and earnings levels. Energy prices will affect the number of customers using our provider-
of-last-resort service, which in turn will affect earnings. Overall performance will also be affected by economic,
compeltitive, regulatory, governmental and technological factors affecting operations, markets, products, services,
and prices, as well as the factors discussed in our SEC filings made to date. We refer to the documents identified
above under “AVAILABLE INFORMATION” for a discussion of these and other risks and uncertainties.



DUQUESNE LIGHT COMPANY

Duquesne Light Company was formed under the laws of Pennsylvania by the congolidation and merger in
1912 of three constituent companies. As part of a corporate recrganization, Duquesne Light became a wholly
owned subsidiary of Duquesne Light Holdings in July 1989. Duguesne Light is engaged in the supply (through its
provider-of-last-resort service), transmission and distribution of electric energy, providing electric service to
customers in Allegheny County {including the Ciuty of Piusburgh), Beaver County and to a limited extent,
Westmoreland County, Pennsylvania. This represents a service territory of approximately §00 square miles. The
principal executive office of Duquesne Light is located at 411 Seventh Avenue, Pittsburgh, Peansylvania 15219. Its
telephone number is 412-393-6000. '

USE OF PROCEEDS

Duquesne Light is offering up to $300 million aggregate principal amount of its First Mortgage Bonds and
Preferred Stock. Duquesne Light intends to apply the net proceeds from the sale of the securities to refinance
existing debt of Duquesne Light, for capital expenditures and for other corporate purposes. Duquesne Light will
determine the timing and amounts of any sales of the securities in light of markel conditions. The applicable
prospectus supplement will describe the use of proceeds of each series of securities.

DESCRIPTION OF THE FIRST MORTGAGE BONDS

General

Duquesne Light may issue the Bonds in ane or more series, or in one or more tranches within a series, as
fully registered bonds, without coupons, under an Indenture of Mortgage and Deed of Trust, dated as of April 1,
1992 (the “Original Mortgage™), between Duquesne Light and JPMorgan Chase Bank {successor by merger to The
Chase Manhaltan Bank, successor in trust to Mellon Bank N.A.), as trustee (the “Trustee™). The Original Mortgage,
as amended and supplemented from time 1o time, is hereinafter referred to as the “Morigage.” The terms of the
Bonds wiil include those stated in the Mortgage and those made part of the Mortgage by the Trust Indenture Act of
1939, as amended. The following summary is not complete and is subject in all respects to the provisions of, and is
qualified in its entirety by reference to, the Mortgage and the Trust Indenture Act. Duquesne Light has filed the
Mortgage as well as the form of supplemental indenture to establish a series of Bonds, as exhibits to the registration
statement of which this prospectus is a part. Capitalized terms used under this heading which are not otherwise
defined in this prospectus have the meanings set forth in the Mortgage. Wherever particular provisions of the
Mortgage or terms defined therein are referred to, those provisions or definitions are incorporated by reference as a
part of the statements made in this prospectus and those statements are qualified in their entirety by such reference.
References (o article and section numbers, uniess otherwise indicated, are references to article and section numbers

of the Original Mortgage.

In addition to the Bonds, other debt securities may be jssued under the Mortgage, without any limit on the
aggregate principal amount, on the basis of Property Additions, Retired Securities, cash and Class “A” Bonds. (See
“—-Issuance of Additional Mortgage Securities.””) The Bonds and all other debt securities issued under the
Mortgage are collectively referred to as the “Mortgage Securities.” The Bonds will be entitled to the benefit of the
Mortgage equally and ratably with ali other Mortgage Securities issued under the Mortgage.

The applicable prospectus supplement or supplements will describe the following terms of the Bonds of
each series or iranche:

s the title of such Bonds;
* any limit upon the aggregate principal amount of such Bonds;
#  the person to whom interest on such Bonds will be payable on any interest payment date, if other than

the persons in whose names such Bonds are registered at the close of business on the regular record
date for such interest payment date;



e thedate or dates on which the principal of such Bonds is payable or the method of determination
thereof and the right, if any, to extend such date or dates;

¢ the rale or rates at which such Bonds will bear interest, if any, or the method by which such rate or
rates, if any, will be determined, the date or dates from which any such interest will accrue, the interest
payment dates on which any such interest will be payable, the right, if any, of Duquesne Light to defer
or extend an interest payment date, the regular record date for any interest payable on any interest
payment date and the basis of computation of interest;

o the place or places where, subject {0 the terms of the Mortgage as described below under “~—Payment
and Paying Agents,” the principal of and premium, if any, and interest, if any, on such Bonds will be
payable and where, subject to the terms of the Mortgage as described below under ““—Registration and
Transfer,” such Bonds may be presented for registration of transfer or exchange and the place or places
where notices and demands to or upon Duquesne Light in respect of such Bonds and the Mortgage
may be served; the Security Registrar and Paying Agents for such Bonds; and, if such is the case, that
the principal of such Bonds will be payable without presentation or surrender;

+ any period or periods within which, date or dates on which, the price or prices at which and the terms
and conditions upon which such Bonds may be redeemed, in whole or in part, at the option of
Duquesne Light;

« the obligation or obligations, if any, of Duquesne Light to redeem or purchase any of such Bonds
pursuant to any sinking fund or other mandatory redemption provisions or at the option of the holder,
and the period or periods within which, or date or dates on which, the price or prices at which, and the
terms and conditions upon which such Bonds will be redeemed or purchased, in whole or in part,
pursuant to stich obligation, and applicable exceptions to the requirements of a notice of redemption in
the case of mandatory redemption or redemption at the option of the holder;

+ the denominations in which any such Bonds will be issuable if other than denominations of $1,000-and
any integral multiple of such amount;

e if such Bonds are to be issued in global form—

» any limitations on the rights of the registered holder or holders of such Bonds to transfer or
exchange the same or to obtain registration of transfer thereof,

* any limitations on the rights of beneficial owners of such Bonds to obtain certificates therefor,
and

» the identity of the depository and any other matters incidental to such Bonds; and
o any other terms of such Bonds not inconsistent with the provisions of the Mortgage.

Payment and Paying Agents

Except as may be provided in the applicable prospectus supplement, Duguesne Light will pay interest, if
any, on each Bond on each interest payment date to the person in whose name such Bond is registered (the
registered holder of any Mortgage Security being called a “Holder”) as of the close of business on the regular record
date relating to such interest payment date; provided, however, that Duguesne Light will pay interest at maturity
(whether at stated maturity, upon redemption or otherwise, “Maturity”) to the person to whom principal is paid.
However, if there has been a default in the payment of interest on any Bond, such defaulted interest may be payable,
at Duquesne Light’s option, to the Holder of such Bond as of the close of business on a date selected by the Trustee
which is not more than 15 days and not less than 10 days before the date proposed by Duquesne Light for payment
of such defaulted interest or in any other lawful manner not inconsistent with the requirements of any securities



exchange on which such Bond may be listed; if the Trustee deems such manner of payment practicable. (See
Section 307.)

Unless otherwise specified in the applicable prospectus supplement, Duguesne Light will pay principal of
and premium, if any, and interest on the Bonds at Maturity upon presentation of the Bonds at the corporate trust
office of JPMorgan Chase Bank in New York, New York, as paying agent for Duquesne Light. Duquesne Light
may change the place of payment on the Bonds, may appoint one or more additional paying agents (including itself)
and may remove any paying agent, all at its discretion. (See Section 602.)

Registration and Transfer

Unless otherwise specified in (he applicable prospectus supplement, Holders may register the transfer of
Bonds, and may exchange Bonds for other Bonds of the same series and tranche, of authorized denominations and
having the same terms and aggregate principal amount, at the corporate trust office of JPMorgan Chase Bank in
New York, New York, as security registrar for the Bonds. (See Sections 109, 503 and 504.) Duquesne Light may
change the place for registration of transfer of the Bonds, may appoint one or more additional security registrars
(including Duquesne Light) and may remove any security registrar, all at its discretion. (See Section 602.}) Except
as otherwise provided in the applicable prospectus supplement, no service charge will be made for any transfer or
exchange of the Bonds, but Duquesne Light may require payment of a sum sufficient to cover any tax or other
governmental charge that may be imposed in connection with any registration of transfer or exchange of the Bonds.
Duquesne Light will not be required to issue and no security registrar will be required to register the transfer of or to
exchange (1) any Bond during a period of 15 days before giving any notice of redemption or (2) any Bond selected
for redemption in whole or in part, except the unredeemed portion of any Bond being redeemed in part. (See

Section 305.)

Redemption

The applicable prospcetus supplement will set forth any terms for the optional or mandatory redemption of
Bonds, Except as shall otherwise be provided in the applicable prospectus supplement with respect © Bonds
redeemable at the option of the Holder, Bonds will be redeemable only upon notice by mail (¢xcept as otherwise
permitied in the Mortgage} not less than 30 nor more than 60 days before the date fixed for redemption. (See
Sections 109, 503 and 504.) If less than all the Bonds of a series, or any tranche thereof, are to be redeemed, the
particular Bonds (o be redeemed will be selected by such method as shall be provided for any particular series, or in
the absence of any such provision, by such method as the Security Registrar deems fair and appropriate. (See

Section 503.)

Any notice of redemption at the option of Duquesne Light may state that such redemption will be
conditional upon receipt by the Trustee, on or before the date fixed for such redemption, of money sufficient 1o pay
the principal of and premium, if any, and interest, if any, on such Bonds and that if such money has not been so
receijved, such notice will be of no force and effect and Duquesne Light will not be required to redeem such Bonds.

{See Section 504.)

While the Original Mortgage contains provisions for the maintenance of the Mortgaged Property, it does
not contain any provisions for a maintenance or sinking fund, and, except as may be provided in the applicable
prospectus supplement, there will be no provisions for any such funds for the Bonds.



Security
General

Except as otherwise contemplated below under this heading and under “—Issuance of Additional Mortgage
Securities,” and subject to the exceptions discussed under ““—Release of Property” and “---Deleasance,” all
Outstanding Mortgage Securities, equally and ratably,

»  will be secured by the lien of the Mortgage on properties of Duquesne Light used in the generation (if
any), purchase, transmission, distribution or sale of electric energy, and

»  will enjoy the benefit of Class “A”™ Bonds (as defined below) delivered to the Trustee as the basis for
the authentication and delivery of an equal principal amount of Mortgage Securities.

Lien of the Morigage

General. Except as discussed below, the Mortgage constitutes (subject to the exceptions referred to below)
a first mortgage len on the properties of Duquesne Light used in the generation (if any), purchase, transmission,
distribution or sale of eleciric energy and on any other property which Duquesne Light may from time to time
subject to such lien after the date of this prospectus. The Mortgage does not constitute a lien on property expressly
excepted from the lien of the Mortgage and property released from the lien of the Mortgage. At the date of this
prospectus, Duquesne Light does not own any facilities related to the generation of electric energy, all of such
facilities having been divested in 2000. At the date of this prospectus, there are no liens prior to the lien of the
Mortgage other than Permitted Liens and certain other liens permitted to exist.

The Moitgage provides that all property (other than excepted property) used in the generation (if any),
purchase, transmission, distribution or sale of electric energy and acquired by Duquesne Light after the date of the
Original Mortgage will be subject to the lien of the Mortgage except as otherwise described in “—Consolidation,
Merger, Transfer of Assets.” In addition, after-acquired property may be subject to vendors’ liens, purchase money
mortgages and other liens thereon at the time of acquisition thereof, including the lien of any Class “A” Mortgage,
and in certain circumstances, to liens attaching to such property prior to the recording and/or filing of an instrument
specifically subjecting such property to the lien of the Mortgage.

Without the consent of the Holders, Duquesne Light and the Trustee may enter into supplemental
indentures to subject to the lien of the Mortgage additional property, whether or not used in the electric utility
business (including property which would otherwise be excepted from such lien). (See Section 1401} Such
property would thereupon constitute Property Additions (so long as it would otherwise qualify as Property Additions
as described below) and be available as a basis for the issuance of Mortgage Securities. (See “—Issuance of
Additional Mortgage Securities.”)

Excepted Property. The lien of the Mortgage does not cover, among other things, cash and securities not
paid, deposited or held under the Morigage; contracts, leases and other agreements of all kinds, contract rights, bills,
notes and other instruments, accounts receivable, claims, certain intellectual property rights and other general
intangibles; automobiles, other vehicles, movable equipment, aircraft and vessels; all goods, wares and merchandise
held for sale in the ordinary course of business; nuclear fuel; fuel, materials, supplies and other personal property
consumable in the operation of Duquesne Light's business; computers, machinery and equipment used exclusively
for corporate administrative or clerical purposes; coal, ore, gas, oil, minerals and timber mined or extracted from the
land; electric energy, gas, steam, water and other products generated, produced or purchased; leasehold interests;
and all property that is located outside of the Commonwealth of Pennsylvania and the States of Ohio and West
Virginia. (See Granting Clauses.)

Properties held by subsidiaries of Duquesne Light, as well as propertics leased from other Persons, are not
subject to the lien of the Mortgage.



Permitted Liens. Permitted Liens include tax liens and other governmental charges which are not
delinquent and which are being contested in good faith, construction and materiaimen’s liens, certain judgment
liens, easements, reservations and rights of others (including governmental entities) in, and defects of title in, certain
property of Duquesne Light, certain leasehold interests, and certain other liens and encumbrances. (See Granting
Clauses and Section 101.)

Trustee's Lien. The Trustee will have a lien, prior to the lien on behalf of the holders of Mortpage
Securities, upon Mortgaged Property, for the payment of its reasonable compensation and expenses and for
indemnity against certain liabilities. (See Section 1107.)

Class “A™ Bonds; Class “A" Morigages

The term “Class ‘A’ Bonds™ means bonds or other obligations now or hereafter issued and outstanding
under and secured by any Class “A” Mortgage. The term “Class ‘A’ Mortgage” means a mortgage or deed of trust
or similar indenture entered into by another corporation which is subsequently merged into or consolidated with
Duquesne Light and, in connection with such merger or consolidation, is assumed by Duquesne Light and
designated a “Class ‘A’ Mortgage” in accordance with the Mortgage. Al the date of this prospectus, there 15 no
Class “A” Mortgage on any property of Duquesne Light.

Class “A” Bonds to be made the basis for the authentication and delivery of Mortgage Securities will be
delivered 1o, and registered in the name of, the Trustee or its nominee and will be owned and held by the Trustee,
subject to the provisions of the Mortgage, for the benefit of the Holders of all Mortgage Securities Outstanding from
time to time. Such Class "A” Bonds will mature on the same dates, and in the same principal amounts, as such
Mortgage Securities. Class “A” Bonds are not required to bear interest and will contain mandatory redemption
provisions correlative to any mandatory redemption provisions of such morigage securities.

Any payment by Duquesne Light of principal of or premium or interest on Morigage Securities
authenticated and delivered on the basis of the delivery to the Trustee of Class “A” Bonds (other than by application
of the proceeds of a payment in respect of such Class “A” Bonds) will, to the extent thereof, be deemed to satisfy
and discharge the obligation of Duquesne Light, if any, to make a payment of principal, premium or interest, as the
case may be, in respect of such Class “A” Bonds which is then due. (See Section 702.)

The Trustee may not sell, assign or otherwise transfer any Class “A” Bonds except to a successor trustee
under the Mortgage. (See Section 704.) At the time any Mortgage Securities which have been auvthenticated and
delivered upon the basis of Class “A” Bonds cease to be Qutstanding (other than as a result of the application of the
proceeds of the payment or redemption of such Class “A” Bonds), the Trustee will surrender to, or upon the order
of. Duguesne Light an equal principal amount of such Class “A” Bonds having the same Stated Maturity and
mandatory redemption provisions as such Mortgape Securities. (See Section 703.)

When no Class “A” Bonds are Qutstanding under a Class “A” Mortgage except for Class “A” Bonds
delivered to and held by the Trustee, then, at the request of Duquesne Light and subject to satisfaction of certain
conditions, the Trustee will surrender such Class “A” Bonds for canceltation, the related Class “A™ Mortgage will be
satisfied and discharged, the lien of such Class “A” Morigage on Duquesne Light's property subject thereto will
cease to exist and the priority of the lien of the Mortgage, as to such property, will be increased accordingly. (See
Section 707.)



Tssuance of Additional Mortgage Securities

General

The aggregate principal amount of Mortgage Securities that may be authenticated and delivered under the
Mortgage is unlimited.- {See Section 301.) Bonds of any series may be authenticated and delivered from time to
time on the basis of, and in an aggregate principal amount not exceeding:

¢ 70% of the Cost or fair value (as defined in the Mortgage) of Property Additions (as described below)
to Duquesne Light {whichever is less) which do not constitute Funded Property (generally, Property
Additions which have been made on the basis of the authentication and delivery of Mortgage
Securities, the release of Mortgaged Property or the withdrawal of cash, which have been substituted
for retired Funded Property or which have been used for other specified purposes) after certain
deductions and additions, primarily including adjustments to offset property retirements;

+ the aggregate principal amount of Retired Securities (as described below), but if Class “A” Bonds had
been made the basis for the authentication and delivery of such Retired Securities, only if the related

Class “A™ Mortgage has been discharged;
« the amount of cash deposited with the Trustee; and

»  the aggregale principal amount of Class “A” Bonds issued and delivered to the Trustee.

(See Article Four.)

Property Additions includes any property that is owned by Duguesne Light and subject w the lien of the
Mortgage except {with certain exceptions) goodwill, going concern value rights or intangible property, or any
property the cost of acquisition or construction of which is properly chargeable to an operaling expense account of
Duguesne Light. (See Section 104.)

Retired Securities means, generally, Mortgage Securities which are no longer Outstanding under the
Mortgage, which have not been retired by the application of Funded Cash and which have not been used as the basis
for the authentication and delivery of Morigage Securities, the release of property or the withdrawal of cash. (See
Section 101.)

Net Earnings Test

In general, the issuance of Mortgage Securities on the basis of Property Additions or cash is subject to
Adjusted Net Earnings of Duquesne Light for 12 consecutive months within the preceding 18 months being at least
twice the Annual Interest Requirements on all Mortgage Securities ai the time outstanding, new Mortgage Securities
then applied for, all outstanding Class “A” Bonds other than Class “A™ Bonds held by the Trustee under the
Mortgage, and all other indebtedness (with certain exceptions) secured by a lien prior to the lien of the Mortgage,
except that no such nel earnings requirement need be met if the additional Mortgage Securilies (o be issued are 10
have no Stated Interest Rate prior to Maturity, Adjusted Net Earnings are calculated before, among other things,
provisions for income taxes; depreciation or amortization of property; interest on any indebtedness and amortization
of debt discount and expense; any non-recurring charge to income of whatever kind or nature (including without
limitation the recognition of expense due to the non-recoverability of investment), whether or not recorded as an
extraordinary item in Duquesne Light's books of account; and any refund of revenues previously collected or
accrued by Duquesne Light subject to possible refund. Adjusted Net Earnings also do not take inio account profits
or losses from the sale or other disposition of property, or exiraordinary items of any kind or nature, whether items
of revenue or expense. (See Sections 103 and 401.)



In general, the interest requirement with respect 1o variable interest rate indebiedness, if any, is determined
with reference to the rate or rates in effect on the date immediately preceding such determination or the rate 1o be in
elfect upon initial authentication. With respect to Mortgage Securities of a series subject o a periodic offering (such
as a medium-term note program), the Trustee will be entitled to receive a certificate evidencing compliance with the
nel earnings requirements only once, at or before the time of the first authentication and delivery of the Morigage
Securities of such series. (See Article Four.)

Duquesne Light is not required to satisfy the net earnings requirement prior to issuance of Mortgage
Securities on the basis of Retired Securities or on the basis of Class “A” Bonds if such Class “A"” Bonds have been
authenticated and delivered under the related Class “A” Mortgage on the basis of retired Class “A” Bonds. {See
Article Two of Supplemental Indenture No. 20.)

Bonds Issuable

At December 31, 2003, the amount of net Property Additions {as recorded at Cost) available 1o be used as
ihe basis for the authentication and delivery of Mortgage Securities was approximately $95 million; and, at that date,
the aggregate principal amount of Retired Securities available to be so used was approximately $514 million. Such
Property Additions and Retired Securities would permit, and the net earnings requirement would not prohibit, the
authentication and delivery of approximately $580 million in aggregate principal amount of Mortgage Securities
bearing interest at any reasonably foreseeable rate. Duguésne Light will determine at the time of issuance of the
Bonds of each series whether such Bonds will be authenticated and delivered on the basis of Property Additions or

Retired Securities.

Release of Property

Unless an Event of Default has occurred and is continuing, Duquesne Light may obiain the release from the
lien of the Mortgage of any Funded Property, except for cash held by the Trustee, upon delivery to the Trustee of an
amount in cash equal to the amount, if any, that the Cost of the property to be released (or, if less, the fair value of
such property at the time it became Funded Property) exceeds the aggregate of:

(1} the principal amount (subject to certain limitations described below) of obligations
sccured by purchase money mortgage upon the property 1o be released delivered 1o the Trustee;

(2 the Cost or fair value to Duquesne Light (whichever is fess) of certified Property
Additions not constituting Funded Property after certain deductions and additions, primarily including
adjustments to offset property retirements (except that such adjustments need not be made if such Property
Additions werc acquired or made within the 90-day period preceding the release);

(3) an amount equal to 10/7ths of the principal amount of Mortgage Securities Duquesne
Light would be entitled to issue on the basis of Retired Securities (with such entitlement being waived by
operation of such release);

{4 the principal amount (subject to certain limitations described below) of obligations
secured by purchase money mortgage upon the property released, and/or an amount in cash, delivered to
the trustee or ather holder of a lien prior to the lien of the Mortgage;

(5) an amount equal to 10/7ths of the principal amount of Mortgage Securities delivered to
the Trustee (with such Mortgage Securities to be canceled by the Trustee); and

{6} any laxes aad expenses incidental (o any sale, exchange, dedication or other disposition
of the property 10 be released. (See Section 803.)
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The use of obligations securcd by purchase money mortgage as a credit in connection with the release of
“ property, as described in clauses (1) and (4) above, is subject to the following limitations:

(x) the aggrepate credit which may be used as described in clauses (1) and {4) above in
respect of any property being released may not exceed 75% of the fair value of such property; and

{v) no such obligations may be so used if the aggregate credit in respect of such obligations
to be used as described in clauses (1} and (4) above plus the aggregate credits used by Duquesne Light
pursuant to said clauses (1) and (4) in connection with all previous releases of property on the basis of
purchase money obfigations theretofore delivered to and then held by the Trustee or the (rustee or other
holder of a prior lien shall, immediately after the release then being applied for, exceed 40% of the sum of
(A) the apgrepate principal amount of Mortgage Securities then Quistanding and (B) the aggregate
principal amount of Class “A” Bonds then Quistanding other than Class “A” Bonds then held by the
Trustee; except that for purposes of the calculation contemplated in this clause {y) any obligations secured
by a purchase maoney mortgage which limits obligations secured thereby to a principal amount of 70% of
the cost or fair value to the issuer (whichever is less) of the property subject thereto and which contains a
cross-default to the Mortgage will not be taken into account. (See Section 803 of Mortgage and Article

Two of Supplemental Indenture No. 20.)

As used in the Mortgage, the term-“purchase money mortgage” means, generally, a lien on the property
being released which is retained by the transferor of such property or granted to one or more other persons in
connection with the transfer or release thereof, or granted to or held by a trustee or agent for any such persons, and
may include liens which cover property in addition io the property being released and/or which secure indebtedness
in addition to indebtedness to the transferor of such property. {See Article Two of Supplemental Indenture No, 20.)

Property that is not Funded Property may generally be released from the lien of the Mortgage withowt
depositing any cash or property with the Trustee as long as:

o s the aggregate amount of Cost or fair value to Duquesne Light (whichever is less) of afl Praperty
Additions which do not constitute Funded Property (excluding the property to be released) after certain
deductions and additions, primarily including adjustments to offset property retirements, is not less
than zero or

« the Cost or fair value to Duquesne Light {whichever is less) of property to be released does not exceed
the aggregate amount of the Cost or fair value to Duguesne Light {whichever is less) of Property
Additions acquired or made within the 90-day period preceding the release. (See Section 804.)

The Mortgage provides simplified procedures for the release of property which has been released from the
lien of a Class “A™ Mortgage, minor properties and property taken by eminent domain, and provides for dispositions
of certain obsolete property and grants or surrender of certain rights without any release or consent by the Trustee.
(See Sections 805, 807 and 808.)

If any property released from the lien of the Morigage continues (o be owned by Duguesne Light after such
release, the Mortgage will not become a lien on any improvement, extension or addition to such property or

renewals, replacements or substitutions of or for any part or parts of such property. (See Section 810.)

Withdrawal of Cash

Unless an Event of Default has occurred and is continuing and subject to certain limitations, cash held by
the Trustee may, generally, either:

+  be withdrawn by Duquesne Light—

+ to the extent of the Cost or fair value to Duguesne Light (whichever is less) of Property
Additions not constituting Funded Property, after certain deductions and additions, primarily
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including adjustments to offset retirements (except that such adjustments need not be made if
such Property Additions were acguired or made within the 90-day period preceding the
withdrawal),

* in an amount equal to 10/7ths of the aggregate principal amount of Mortgage Securities that
Duquesne Light would be entitled to issue on the basis of Retired Securities (with the
entitlement to such issuance being waived by operation of such withdrawal} or

* in an amount equal to 10/7ths of the aggregate principal amount of any Outstanding Mortgage
Securities delivered to the Trustee; or

¢  beapplied, upon the request of Duquesne Light, to—

+ the purchase of Mortgage Securities (at prices not exceeding 10/7ths of the principal amount
thereof) or :

* the payment at Stated Maturity or redemption of Mortgage Securities (see Section 806);

provided, however, that cash deposited with the Trustee as the basis for the authentication and delivery of Martgage
Securities, as well as cash representing a payment of principal of Class “A” Bonds, may only be withdrawn in an
amount equal 1o the aggregate principal amount of Mortgage Securities Duguesne Light would be entitled to issue
on any basis (with the entitlement to such issuance being waived by operation of such withdrawal}, or may, upon the
request of Duquesne Light, be applied to the purchase, redemption or payment of Mortgage Securities at prices not
exceeding, in the aggregate, the principal amount thereof {see Sections 405 and 702).

Consolidation, Merger, Transfer of Assets

Duquesne Light may consolidate with or merge into any other corporation or convey, transfer or lease the
Mortgaged Property as, or substantially as, an entirety to any Person only if:

» the terms of the transaction will fully preserve the len and security of the Mortgage and the rights and
powers of the Trustee and the Holders;

« the corporation formed by such consolidation or into which Dugquesne Light is merged or the Person
which acquires by conveyance or transfer, or which leases, the Mortgaged Property as or substantially
as an entirety is a corporation organized and existing under the laws of the United States of America or
any State or Territory thereof or the District of Columbia (the “Successor Corporation™), and the
Successor Corporation executes and delivers to the Trustee a supplemental indenture that:

e in the case of a consolidation, merger, conveyance or other transfer, or in the case of a lease if
the term thereof extends beyond the last stated maturity of the Morlgage Securities then
Qutstanding, contains an assumption by the Successor Corporation of the due and punctual
payment of the principal of and premium, if any, and interest, if any, on the Mortgage
Securities and the performance of all of the covenants and conditions of Duquesne Light
under the Mortgage and

» in the case of a consolidation, merger conveyance or other transfer, which contains a grant,
conveyance, transfer and mortgage by the Successor Corporation confirming the lien of the
Mortgage on the Mortgaged Property and subjecting to such lien all property thereafier
acquired by the Successor Corporation which shall constitute an improvement, extension or
addition to the Mortgaged Property or a renewal, replacement or substitution of or for any part
thereof, and, at the election of the Successor Corporation, subjecting to the lien of the
Mortgage such cther property then owned or thereafler acquired by the Successor Corporation
as the Successor Corporation shall specify; and



* inthe case of a lease, such lease is made expressly subject to termination by Duquesne Light or by the
Trustee at any time during the continuance of an Event of Default. (See Section 1301.)

Unless, in the case of consolidation, merger, conveyance or other transfer described in the preceding
paragraph, the Successor Corporation elects otherwise, the Mortgage will not become and be a lien upon any of the
properties then owned or thereafter acquired by the Successor Corporation except properties acquired from
Duquesne Light in or as a result of such transaction and improvements, extensions and additions to such properties
and renewals, replacements and substitutions of or for any part of such properties. (See Section 1303.)

Nothing in the Morigage prevents any consolidation or merger after the consummation of which Duquesne
Light would be the surviving or resulting corporation or any conveyance, transfer or lease, subject to the lien of the
Mortgage, of any part of the Mortgaged Property which does not constitute the entirety, or substantially the entirety,
of the Mortgaged Property. Unless, in the case of a consolidation or merger described in the preceding sentence, a
supplemental indenture otherwise provides, the Mortgage wilt not become or be a lien upon any of the properties
acquired by Duquesne Light in or as a result of such transaction or any improvements, extensions or additions to
such properties of any renewals, replacements of substitutions of or for any part thereof.

Modification of Mortgage

Modifications Withour Consent

Without the consent of any Holders, Duguesne Light and the Trustee may enter into one or more
supplemental indentures for any of the following purposes:

1o evidence the succession of another Person to Duquesne Light and the assumption by any such
successor of the covenants of Duquesne Light in the Mortgage and in the Morigage Securities;

e 10 add one or more covenants of Duquesne Light or other provisions for the benefit of all Holders or

for the benefit of the Holders of, or to remain in effect only so long as there shall be outstanding,
Mortgage Securities of one or more specified series, or one or more tranches thereof, or to surrender

any right or power conferred upon Duquesne Light by the Mortgage;

¢ to correct or amplify the description of any property at any time subject to the lien of the Mortgage, or
better to assure, convey and confirm to the Trustee any property subject or required to be subjecied to
the lien of the Mortgage, or (o subject to the lien of the Mortgage additional property;

* 1o change or eliminate any provision of the Morigage or to add any new provision to the Mortgage,
provided that if such change, elimination or addition adversely affects the interests of the Holders of
the Mortgage Securities of any series or tranche in any material respect, such change, elimination or
addition will become effective with respect to such series or tranche only when no Mortgage Security
of such series or tranche remains outstanding under the Mortgage;

* 10 establish the form or terms of the Mortgage Securities of any series or tranche as permitied by the
Mortgage;

e o provide for the authentication and delivery of bearer securities and coupons appertaining thereto
representing interest, if any, thereon and for the procedures for the registration, exchange and
replacement thereof and for the giving of notice to, and the solicitation of the vote or consent of, the
holders thereof, and for any and all other matters incidental thereto;

¢ 1o evidence and provide for the acceptance of appointment by a successor trustee or by a co-trustee or
separate trustee;

* 10 provide for the procedures required to permit the utilization of a noncertificated system of
registration for all, or any series or tranche of, the Mortgage Securities;
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* o change the place where—

s the principal of and premium, if any, and interest, if any, on the Morigage Securities of any
series, or any tranche thereof, will be payable,

» any Mortgage Sccurities of any series, or any tranche thercof, may be surrendered for
registration of transfer,

* Mortgage Securities of any series, or any tranche thereof, may be surrendered for exchange or

» notices and demands to or upon Duquesne Light in respect of the Mortgage Securities of any
series, or any tranche thereof, and the Mortgage may be served; or

* 10 cure any ambiguity, to correct or supplement any provision therein which may be defective or
inconsistent with any other provision therein, or to make any changes to the provisions thereof or to
add other provisions with respect to matters and questions arising under the Mortgage, so long as such
other changes or additions do not adversely affect the interests of the Holders of Mortgage Securittes
of any series or tranche in any material respect. (See Section 1401.)

Without limiting the generality of the foregoing, if the Trust Indenture Act is amended after the date of the
Original Mortgage in such a way as (o require changes to the Mortgage or the incorporation therein of additional
provisions or 50 as to permi changes to, or the elimination of, provisions which, at the date of the Original Mortgage
or at any time thereafter, were required by the Trust Indenture Act to be contained in the Mortgage, Duquesne Light
and the Trustee may, without the consent of any Holders, enter into one or more supplemental indentures to
evidence or effect such amendment. (See Section 1401.)

Modifications Requiring Consent

Except as provided above, the consent of the Holders of not less than a majority in aggregate principal
amount of the Mortgage Securilies of all series then Qutstanding, considered as one class, is required for the purpose
of adding any provisions to, or changing in any manner, or eliminating any of the provisions of, the Mortgage
pursuant to one or more supplemental indentures. However, if less than all of the series of Mortgage Securities
Outstanding are directly affected by a proposed supplemental indenture, then the consent only of the Holders of a
majority in aggregate principal amount of Outstanding Mortgage Securities of all series so directly affected,
considered as one class, will be required; and if the Mortgage Securities of any series have been issued in more than
one tranche and if the proposcd supplemental indenture directly affects the rights of the Holders of one or more, but
less than all, such tranches, then the consent only of the Holders of a majority in aggregate principal amount of the
Outstanding Mortgage Securitics of all tranches so directly affected, considered as one class, will be required. No
such amendment or medification may, without the consent of cach Holder of the Outstanding Mortgage Securities of

each series or tranche directly affected thereby,

s change the Stated Maturity of the principal of, or any installment of principal of or interest on, any
Mortgage Security, or reduce the principal amount thereof or the rate of interest thereon {or the amount
of any installment of interest thereon) or change the method of calculating such rate or reduce any
premium payable upon the redemption thereof, or reduce the amount of the principal of a Discount
Security that would be due and payable upon a declaration of acceleration of maturity or change the
coin or currency (or other property) in which any Mortgage Security or any premium or the interest
thereon is payable, or impair the right to institute suit for the enforcement of any such payment on or
after the Stated Maturity thereof (or, in the case of redemption, on or after the redemiption date);

e permit the creation of any lien ranking prior to the lien of the Mortgage with respect to ail or
substantially al} of the Morigaged Property or terminate the lien of the Mortgage on all or substantiatly
all of the Mortgaged Property, or deprive such Holder of the benefit of the security of the lien of the
Mortgage;
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e reduce the percentage in principal amount of the Quistanding Mortgage Securities of such series or
tranche, the consent of the Holders of which is required for any such supplemental indenture, or the
consent of the Holders of which is required for any waiver of comphance with any provision of the
Mortgage or of any default thereunder and its consequences, or reduce the requirements for quorum or
voting; or

¢ modify certain of the provisions of the Morigage relating to supplemental indentures, waivers of
certain covenants and waivers of past defaults.

A supplemental indenture which changes or eliminates any covenamt or other provision of the Mortgage which has
expressly been included solely for the benefit of the Holders of, or which is to remain in effect only so long as there
shall be Outstanding, Mortgage Securities of one or more specified series, or one or more tranches thercof, or
modifies the rights of the Holders of Mortgage Securities of such series or tranches with respect 1o such covenant or
other provision, will be deemed not to affect the rights under the Morigage of the Holders of the Mortgage Securities
of any other series or tranche. (See Section 1402.)

Voting of Class “A” Bonds

The Mortgage provides that the Trustee will, as holder of Class “A” Bonds, attend such meetings of
bondholders under the related Class “A”™ Mortgage, or deliver its proxy in connection therewith, as relate to matters
with respect to which it, as such holder, is entitled to vote or conseni. The Mortgage provides that, so long as no
Event of Default as defined in the Mortgage has occurred and is continuing, the Trustee will, as holder of Class “A”
Bonds, vote all Class “A” Bonds Ouistanding under such Class “A” Mortgage then held by it, or consent wiih
respect thereto, proportionately with what the Trustee reasonably believes will be the vote or consent of the holders
of all other Class “A” Bonds Qutstanding under such Class "A" Mortgage the holders of which are eligible to vote
or consenl. However, the Trustee will not vote in favor of, or consent to, any amendment or modification of a Class
“A" Mortgage which, if it were an amendment or modification of the Mortgage, would require the consent of
Holders of Mortgage Securities as described under “—Modification of Mortgage,” without the prior consent of
Holders of Mortgage Securitics which would be required for such an amendment or modification of the Mortgage.
(See Article Seven of the Mortgage.)

Waiver

The Holders of at least a majority in aggregate principal amount of all Mortgage Securities may waive
Duquesne Light’s obligations to comply with certain covenants, including Duquesne Light’s obligation to maintain
its corporale existence and properties, pay taxes and discharge liens, maintain certain insurance and to make such
recordings and filings as are necessary to protect the security of the Holders and the rights of the Trustee, provided
that such waiver occurs before the time such compliance is required. The Holders of at least a majority of the
aggregate principal amount of Outstanding Mortgage Securitics of all affected series or tranches, considered as one
class, may waive, before the time for such compliance, compliance with Duquesne Light’s obligations 10 maintain
an office or agency where the Mortgage Securities of such series or tranches may be surrendered for payment,
registration, transfer or exchange, and compliance with any other covenant specified with respect o Mortgage
Securities of such series or tranches. (See Section 609.)

Events of Default
Any of the following events will constitute an “Event of Default” under the Morigage:
» failure to pay interest on any Mortgage Security within 60 days after the same becomes due;

« failure to pay principal of, or premium, if any, on any Mortgage Security within 3 business days after
its Maturity;

» failure to perform, or breach of, any covenant or warranty of Duquesne Light in the Mortgage (other
than a covenant or warranty a default in the performance of which or breach of which is deait with
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elsewhere under this paragraph) for a period of 60 days after there has been given to Buquesne Light
0 by the Trustee, or 1o Duquesnc Light and the Trustee by the Holders of at least 25% in principal

amount of Outstanding Mortgage Securities, a writien notice specifying such default or breach and
requiring it to be remedied and stating that such notice is a “Notice of Default,” unless the Trustee, or
the Trustee and the Holders of a principal amount of Mortgage Securities not less than the principal
amount of Morigage Securities the Holders of which gave such notice, as the case may be, agree in
writing to an extension of such period prior (o its expiration; provided, however, that the Trustee, or the
Trustee and such Holders, as the case may be, will be deemed to have agreed to an extension of such
period if corrective action has been initiated by Duquesne Light within such period and is being
diligently pursued;

o certain events relating to reorganization, bankrupicy and insolvency of Duguesne Light or appointment
of a receiver or trustee for its property; and

» the occurrence of a matured event of default under any Class “A™ Mortgage; provided that the waiver
or cure of any such event of default and the rescission and annulment of the consequences thereof shall
constitute a waiver of the corresponding Event of Default under the Mortgage and a rescission and

annulment of the consequences thereof. (See Section 1001.)

Remedies
Acceleration of Maturity

If an Event of Default occurs and is continuing, then the Trustee or the Holders of not less than 25% in
principal amount of Morigage Securities then Qutstanding may declare the principal amount (or if the Mortgage
Securitics are Discount Securitics, such portion of the principal amount as may be provided for such Discount
Securities pursuant to the terms of the Morigage) of all of the Morigage Securities together with premium, if any,

o and accrued interest, if any, thereon to be immediately due and payable.

At any time after such declaration of the maturity of the Mortgage Seccurities then Outstanding, but before
the sale of any of the Mortgaged Property and before a judgment or decree for payment of money shall have been
obtained by the Trustee as provided in the Mortgage, the Event or Events of Default giving rise to such declaration
of acceleration will, without further act, be deemed to have been waived, and such declaration and its consequences

will, without further act, be deemed 10 have been rescinded and annutled, if
e Dugquesne Light has paid or deposited with the Trustee a sum sufficient to pay—
» all overdue interest, if any, on all Mortgage Securities then Outstanding;

* the principal of and premium, if any, on any Mortgage Securities then Quistanding which
have become due otherwise than by such declaration of acceleration and interest thereon at
the rate or rates prescribed therefor in such Mortgage Securities; and

e all amounts due to the Trustee as compensation and reimbursement as provided in the
Mortgage; and

= any other Event or Events of Default, other than the non-payment of the principal of Mortgage

Securitics which shall have become due solely by such declaration of acceleration, shail have been
cured or waived as provided in the Mortgage. (See Sections 1002 and 1017.}

Possession of Mortgaged Property

Under certain circumstances and to the extent permitted by law, if an Event of Default occurs and is
. continuing, the Trustee has the power to take possession of, and to hold, operate and manage, the Morigaged
Property, or-with or without entry, sell the Mortgaged Property. If the Mortgaged Properly is sold, whether by the
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Trustee or pursnant to judicial proceedings, the principal of the Outstanding Mortgage Securities, if not previously
due, will become immediately due, together with premium, if any, and any accrued interest. (See Sections 1003,
1004 and 1005.)

Right 10 Direct Proceedings

If an Event of Default occurs and is continuing, the Holders of a majarity in principal amount of the
Mortgage Securities then Qutstanding will have the right to direct the time, method and place of conducting any
proceedings for any remedy available lo the Trustee or exercising any Irust or power conferred on the Trustee,
provided that (a) such direction does not conflict with any rule of law or with the Mortgage, and could not involve
the Trustee in personal liability in circumstances where indemnity would not, in the Trustee’s sole discretion, be
adequate and (b) the Trustee may take any other action deemed proper by the Trustee which is not inconsistent with
such direction. (See Section 1016.)

Limitarion on-Right to Institute Proceedings

No Holder of any Mortgage Security will have any right to institute any proceeding, judicial or otherwise,
with respect to the Mortgage for the appointment of a receiver or for any other remedy thereunder uniess

(a) such Holder has previously given to the Trustee written notice of a continving Event of
Default;

{b) the Holders of not less than a majority in aggregate principal amount of the Mortgage
Securities then Quistanding have made written request to the Trustee to institute proceedings in respect of
such Event of Default and have offered the Trustee reasonable indemnity against costs and liabilities
incurred in complying with such request; and

(c) for sixty days after receipt of such notice, the Trusiee has failed Lo institute any such
proceeding and no direction inconsistent with such request has been given to the Trustee during such sixty-
day period by the Holders of a majority in aggregate principal amount of Mortgage Securities then
Outstanding.

Furthermore, no Holder will be entitled to institute any such action if and to the extent that such action would disturb
or prejudice the rights of other Holders. (See Section 1011.)

No Impairment of Right 1o Receive Payment

Notwithstanding that the right of a Holder to institute a proceeding with respect to the Mortgage is subject
to certain conditions precedent, each Holder of a Mortgage Secwity has the right, which is absolute and
unconditional, to receive payment of the principal of and premium, if any, and interest, if any, on such Mortgage
Security when due and to institute suil for the enforcement of any such payment, and such rights may not be
impaired without the consent of such Holder. {See Section 1012.)

Neotice of Default

The Trustee is required to give the Holders notice of any default under the Mortgage to the extent required
by the Trust Indenture Act, unless such default shall have been cured or waived, except that no such notice to
Holders of a default of the character described in the third item under “—Events of Default” may be given until at
least 45 days after the occurrence thereof. (See Section 1102.) The Trust Indenture Act currently permits the
Trustee to withhold notices of default (except for certain payment defaulisy if the Trustee in good faith determines
the withholding of such notice to be in the interests of the Holders.
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Indemnification of Trustee

As a condition precedent to certain actions by the Trustee in the enforcement of the lien of the Morigage
and institution of action on the Bonds, the Trustee may require adequate indemmnity against costs, expenses and
liabilities to be incurred in connection therewith. (See Sections 10{{ and FI01.)

Additional Remedies

In addition to every other right and remedy provided in the Mortgage, the Trustee may exercise any right or
remedy available to the Trustee in its capacity as owner and holder of Class “A” Bonds which arises as a result of o
default or matured event of default under any Class “A” Mortgage, whether or not an Event of Default under the
Mortgage has occurred and is continuing. (See Section 1020.)

Remedies Limited by State Law

The laws of the various states in which the Mortgaged Property is located may limit or deny the ability of
the Trustee or security holders to enforce certain rights and remedies provided in the Mortgage in accordance with

their terms.

Defeasance

Any Mortgage Securities, or any portion of the principal amount thereof, will be deemed to have been paid
for purposes of the Morigage, and, at Dugquesne Light's election, the entire indebtedness of Duquesne Light in
respect thereof will be deemed to have been satisfied and discharged, if there has been irrevocably deposited with
the Trustee, in trust:

(a) money in an amount which will be sufficient; or

{b) in the case of a deposit made prior to the Maturity of such Mortgage Securities, Eligible
QObligations, which do not contain provisions permitting the redemption or other prepayment theréof at the
option of the issuer thereof, the principal of and the interest on which when due, without any regard to
reinvestment thereof, will provide monies which, together with the money, if any, deposited with or held by
the Trustee, will be sufficient; or

(c) a combination of {(2) and (b) which will be sufficient, to pay when due the principal of
and premium, if any, and interest, if any, due and to become due on such Mortgage Securities or portions
thereof. (See Section 901.)

For this purpose, Eligibte Obligations include direct obligations of, or obligations unconditionatly guaranteed by, the
United States of America, entitled to the benefit of the full faith and credit thereof, and certificales, depositary
receipts or other instruments which evidence a direct ownership interest in such obligations or in any specific
interest or principal payments due in respect thereof and such other obligations as shall be specified in an
accompanying prospectus supplement.

The Morigage will be deemed to have been satisfied and discharged when no Mortgage Securities remain
outstanding thereunder and Duquesne Light has paid or caused to be paid all other sums payable by Duquesne Light
under the Mortgage.

The right of Duquesne Light to cause its entire indebtedness in respect of the Mortgage Securities of any
series to be deemed to be satisfied and discharged as described above will be subject to the satisfaction of conditions

specified in the instrument creating such series.
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Duties of Trustee; Resignation; Removal

The Trustee will have, and will be subject to, all the duties and responsibilities specified with respect to an
indenture trustee under the Trust Indenture Act. Subject to such provisions, the Trustee will be under no obligation
10 exercise any of the powers vested in it by the Indenture at the request of any holder of Indenture Securities, unless
offered reasonable indemnity by such holder against the costs, expenses and liabilities which might be incurred
thereby. The Trustee will not be required to expend or risk its own funds or otherwise incur personal financial
liability in the performance of its duties if the Trustee reasonably believes that repayment or adequate indemnity is
not rcasonably assured to it.

The Trustee may resign at any time by giving written notice thereof to Duquesne Light or may be removed
at any time by Act of the Holders of a majority in principal amount of Mortgage Securities then Outstanding
delivered to the Trustee and Duquesne Light. No resignation or removal of the Trustee and no appointment of a
successor trustee will become effective untit the acceptance of appointient by a successor trusiee in accordance
with the requircments of the Mortgage. So long as no Event of Default or event which, after notice or lapse of time,
or both, would become an Event of Default has occurred and is continuing, if Duquesne Light has delivered to the
Trustee a resolution of its Board of Directors appointing a successor trustee and such successor has accepted such
appointment in accordance with the terms of the Mortgage, the Trustee will be deemed 10 have resigned and the
suceessor will be deemed to have been appointed as trustee in accordance with the Mortgage. (See Section 1110.)

Evidence to be Furnished to Trustee

Compliance with Mortgage provisions is evidenced by written statements of Duquesne Light officers or
persons selected or paid by Duquesne Light. In certain cases, opinions of counsel and certification of an engineer,
accauntant, appraiser or other expert (who in some cases must be independent) must be furnished. In addition, the
Trust Indenture Act currently requires that Duquesne Light give the Trustee, not less often than annually, a brief
statement as 1o Duquesne Light’s compliance with the condilions and covenants under the Mortgage.

DESCRIPTION OF THE PREFERRED STOCK

Duquesne Light may offer additional shares of preferred stock in one or more series. Duquesne Light's
Reslated Articles of Incorporation (“Restated Articles’™) authorize the Company to issue up to:

e 4,000,000 shares of preferred stock, $50 par value per share (the “Preferred Stock™), of which
1,209,419 shares were outstanding at December 31, 2003;

= 8,000,000 shares of prefercnce stock, $1.00 par value per share {the “Preference Stock™}, of which
438,243 shares were outstanding at December 31, 2003; and

+ 90,000,000 shares of common stack, $1.00 par value per share (the *Common Stock™), of which 10
shares were outstanding and held by Duquesne Light Holdings at December 31, 2003.

The new shares of Preferred Stock which may be offered by this prospectus are called the “New Preferred Stock”.
The Preference Stock and the Common Stock, together with any other class of stock which may be authorized in the
future and which ranks junior to the Preferred Stock as to dividends or assets, are hereinafter called, collectively,
“Junior Stock™.

The rights and privileges of holders of Duquesne Light’s capital stock are governed by the Company’s
Restated Articles and By-Laws and the Pennsylvania Business Corporation Law, or BCL. Certain provisions of the
Restated Articles are summarized below. This summary is not complete and is subject in all respects to the
provisions of, and is qualified in its entirety by reference to, the Restated Articles. Duquesne Light has filed the
Restated Articles, as well as a form of amendment to establish a series of New Preferred Stock, as exhibils to the
registration statement of which this prospectus is a part. Capitalized terms used under this heading which are not
otherwise defined in this prospectus have the meanings set forth in the Restated Articles.
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General

The Board of Directors is authorized to divide the Preferred Stock into series and, as 10 each series, to
determine the designation and number of shares of such serics and the relative rights and preferences of the shares of
such series, as described in the following paragraph. These divisions and determinations will be set forth in one or
more amendments Lo the Restated Articles adopted by the Board of Directors. All shares of Preferred Stock will be
of equal rank, regardless of series, and will be identical except as otherwise provided in the amendments to the
Restated Articles establishing the respective series of Preferred Stock.

The prospectus supplement relating to each series of New Preferred Stock offered by this prospectus will
describe the relative rights and preferences of the shares of such series as set forth in the amendment to the Restated
Articles, namely;

¢ the designation and number of shares of such series;

» the annual dividend rate of such sertes, and the date from which dividends will commence to accrue;

o  the redemption price or prices of such series and the terms and conditions on which such shares may be
redeemed;

o the sinking fund provisions, if any, for the redemption or purchase of shares of such series;

s the preferential amount or amounts payable upon shares of such series in the event of the voluntary or
involuntary liquidation of the Company;

¢ the voting rights, if any, of such series in addition to those described or referred to under “Voting
Rights” below;

s the terms and conditions, if any, upon which shares of such series may be converted and the class or
classes or series of shares of the Company into which such shares may be converted; and

«  such other terms, limitations and relative rights and preferences, if any, of shares of such series as the
Board of Directors may lawfully determine under the laws of the Commonwealih of Pennsylvania,

Dividend Rights

The halders of each series of the Preferred Stock at the time outstanding are entitled to receive, if and when
declared payable by the Board of Directors out of legally available funds, a dividend in cash at, but not ¢xceeding,
the fixed dividend rate for the particular series, payable quarterly. Dividends on each series of the Preferred Stock
shall be cumulative, so that in no event may any dividend be declared or paid upon or set apart for, or any
distribution be made or ordered in respect of, Junior Stock, nor may any moneys or other consideration be set aside
for or applied to the purchase or redemption of Junior Stock, unless all dividends on each of the then outstanding
series of the Preferred Stock for all past quarterly dividend periods have been paid, or declared and a sum sufficient
for the payment thereof set apart, and the full dividend thereon for the then current quarterly dividend period has
been or concurrently is being paid or declared. Any dividends declared or paid on the Preferred Stock in an amount
less than full cumulative dividends accrued or in arrears upon all Preferred Stock cutstanding will, if more than one
series is outstanding, be divided between the different series in proportion to the aggregate amounts which would be
distributable to the Preferred Stock of each series if full cumulative dividends to the next preceding quarterly
dividend date were declared and paid thereoa.

The applicable prospectus supplement will set forth the dividend rate and dividend payment dates for each
series of New Preferred Stock.
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Liguidation Rights

In the event of any liquidation, dissolution or winding up of the Company, the holders of the Preferred
Stock of each series are entitled to receive in cash the fixed liquidation price for such series plus, if such action is
voluntary, the fixed liquidation premium, if any, for such series, together in all cases with an amouni equal to all
dividends accrued or in arrears to the date fixed for such payment, before any distribution to the holders of any
Junior Stock. If upon any such liquidation, dissolution or winding up, the assets distributable among the holders of
Preferred Stock are insufficient to permit the payment of the full preferential amounts, then assets shall be
distributed among the holders of all series of Preferred Stock outstanding ratably per share in proportion to the full
preferential amounts per share to which they are respectively entitled. A consolidation or merger of the Company,
or a sale or transfer of all or substantially all of its assets or a purchase or redemption of any of its stock, will not be
a liquidation, dissolution or winding up within the meaning of this section.

The fixed liquidation price for all series of Preferred Stock outstanding at the date of this prospectus is $50
per share; the fixed liquidation premium payable on any voluntary liquidation, dissolution or winding up of the
Company is an amount equal to the then redemption price for shares of the respective series.

The applicable prospectus supplement will set forth the fixed liquidation price for each series of New
Preferred Stock.

Redemption; Repurchases

The Company, al its option, may at any time or from time to time redeem the whole or any part of the
Preferred Stock or of any series thereof at the applicable redemption price for each such series to be redeemed.

The applicable prospectus supplement will set forth the optional redemption prices for each series of
Preferred Stock. Such prospectus supplement will also set forth the terms of any sinking fund for the redemption or
purchase of shares of each series of New Preferred Stock as well as the applicable redemption or purchase prices.

Notice of any proposed redemption of any shares of Preferred Stock shall be given by mailing a copy of
such notice to the holders of record of the shares of Preferred Stock to be redeemed, at their respective addresses
then appearing on the books of the Company, not less than 30 nor more than 90 days prior to the date designated for
such redemption and by publishing such notice as specified in the Restated Articles; provided that if notice of
redemption is published as so specified, then mailing of notice as aforesaid is not a condition precedent (o the
redemption, and failure so to mail such notice or any defect in the mailing thereof will not affect the validity of the

redemption proceedings.

In the case of the redemption of less than al} of the shares of any series of the Preferred Stock at the time
outstanding, the shares to be redeemed shall be determined by lot or in another impartial manner determined by the
Board of Directors.

From and after the date fixed for redemption, unless the Company fails to provide funds sufticient for such
redemption, all dividends on the shares cailed for redemption will cease to accrue; and from and after that date,
unless the Company has so failed to provide funds, or from and after the date of the earlier deposii by the Company
with a bank or trust company having specified minimum capital requirements, in trust for the benefit of the holders
of the shares of Preferred Stock so called for redemption, of all funds necessary for such redemption as aforesaid
{provided in the latter case that notice of such deposit has been given or provided for), all rights of the holders of the
shares s0 called for redemption as stockholders of the Company will cease, except only the right 10 receive the
redemption price of such shares when due, and such shares will be deemed to be no longer outstanding.

The Company may not redeem or purchase any of its Preferred Stock so long as dividend arrearages exist
on owmstanding Preferred Stock of any series unless the redemption or purchase offer is made applicable to all
Preferred Stock outstanding. Where purchases are made, the price paid may not exceed the current redemption price
applicable 1o the shares purchased. Any shares of Preferred Stock redeemed, purchased or otherwise acquired shall
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forthwith be cancelled and restored to the status of authorized but unissued shares of Preferred Stock without series
designation.

Voting Rights
The holders of the Preferred Stock have no voting rights except as follows:
o asdescribed under “Restrictions on Certain Corporate Action” below;

e as may be provided with respect to any particular serics by the Board of Directors (other than any
series outstanding at the date of this prospectus); and

» if dividends payable on any of the Preferred Stock are in default in an amount equal to four or more
quarterly dividends per share, then the holders of the Preferred Stock of all series voting together as a
class are entitled to elect the smallest number of directors necessary to constitute 2 majority of the
Board of Directors until such time as all arrears in dividends on the Preferred Stock and the current
dividend thereon have been paid or declared and set apart for payment.

+ under Pennsylvania law, the holders of shares of Preferred Stock of all affecied series will be entitled
to vote, together as a single class, with respect to any merger or consolidation which would effect any
change in the Restated Articles if such holders would have been entitled 10 a class vote with respect (o
such change if such change had been accomplished as an amendment to the Restated Articles rather

than by merger or consalidation.

_ On any matter on which the holders of the Preferred Stock are entitled to vote, they are entitled (o one voie
per share except in the election of directors, as described below. So long as the holders of the Preferred Stock have
the right to elect directors, the holders of the Common Stock voting separately as a class are entitied to elect the
remaining directors; provided, however, that the holders of the Preference Stock of all series voting together as a
class are entitled to elect two of such remaining directors if dividends payable on any series of the Preference Stock
are in default in an amount equal to 1% times the annual dividend rate per share.

In all elections for directors by class vote of the holders of the Preferred Stock or the Preference Stock,
every holder of such class of stock entitled to vote has the right to multiply the number of votes to which such
stockholder is otherwise entitled by the number of directors for the election of whom he is entitled to vote at such
meeting, and such stockholder may cast the whole number of such voles for one candidate or may distribute them
among any two or more candidates. The candidates receiving the highest number of votes up to the number of
directors to be elected by such class shall be elected. The holders of the Common Stock do not have such

cumulative voting rights.
Restrictions on Certain Corporate Action

Alteration of Rights; Creation of Prior Stock

So long as any shares of the Preferred Stock are outstanding, the Company will not, without the consent of
the holders of at least two-thirds of the outstanding shares of Preferred Stock,

» adversely amend, alter or repeal any rights, preferences, or powers of any of the outstanding Preferred
Stock; or

= creale or authorize any stock ranking prior to the Preferred Stock as to dividends or assets, or issue any

shares of any such stock more than 180 days after the vote of the Preferred Stock authorizing or
creating such shares.
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Additional Preferred Stock; Restrictions on Issuance, on Merger, on Unsecured Debt

So long as any shares of the Preferred Stock are outstanding, the Company will not, wnhoul the consent of
the hoiders of at least a majority of the outstanding shares of Preferred Stock,

s create or authorize any shares of the Preferred Stock in addition to the 4,000,000 shares authorized at
the date of this prospectus, or any other stock ranking on a parity with the Preferred Stock as to
dividends or assets;

* issuc any shares of Preferred Stock or any shares of stock ranking on a parity with the Preferred Stock
as to dividends or assets, unless, after giving effect (o such issuance and the elimination of any
indebtedness or Preferred Stock, or stock ranking prior to or on a parity with the Preferred Stock as to
dividends or assets, to be retired in connection with such issvance,

the “consolidated income of the Company and its subsidiaries available for interest
charges”, as defined below, for any period of 12 consecutive calendar months within
the 15 calendar months immediately preceding, is at least one and one-half times the
sum of (i) the aggregate annual interest charges on all indebtedness of the Company
and its subsidiaries, consolidated (excluding inter-company items), to be outstanding

-and (it) the aggregale annuat dividend requirements on all Preferred Stock and any

prior or parity stock to be outstanding. The earnings of any property acquired during
or after the period of computation or to be acquired in connection with the 1ssuance
of such additional shares, if capable of being scparately determined or estimaled,
may be included as if such property had been owned for the whole of the period; and

the “Common Stock Equity” of the Company, as defined below, is not less than the
aggregate amount payable on involuntary dissolution, iiquidation or winding up of
the Company in respect of all shares of Preferred Stock or prior or parity stock to be
outstanding, [If, for the purpose of meeting this requirement, it is nccessary to take
into consideration any earned surplus of the Company, the Company may not
thereafter pay any dividends on shares of its Common Siock which would reduce the
Common Stock equity to an amount less than the aforesaid amount payable upon
involuntary dissolution, liquidation or winding up;

s merge or consolidate with or into any other corporation or sell, lease or dispose of all or substantially
all of its assets, unless such action or the issuance or assumption of securities in connection therewith
shall have been ordered, permitted or approved by the SEC under the Public Utility Holding Company
Act of 1935, as amended (“PUHCA™), or by any successor commission or regulatory authority of the
United States (but this clause does not apply to the purchase or acquisition by the Company of
franchises (including franchises and rights granted by corporate charter) or assets of another

corporation); or

=  issue Or assume any securities representing unsecured indebtedness for purposes other than

the refunding of outstanding unsecured indebtedness of the Company;

the reacquisition, redemption or other retirement of indebtedness pursuant 1o
authorization by the SEC under PUHCA or by any successor commission or other
regulatory authority of the United States; or

the reacquisition, redemption or other retirement of all outstanding Preferred Stock
or prior or parity stock;

if immediately after such issuance or assumption the total principal amount of the Company's
outstanding unsecured securities would exceed 20% of the aggregate of (i) the principal amount of the
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Company’s secured indebtedness iheén outstanding and (i1} the capiial stock and earned and capital
0 surplus of the Company plus any premivms on any class of capital stock of the Company then carried
on its books.

Restrictions on Junior Stock Payments

So long as any shares of the Preferred Stock are outstanding, the Company will not declare or pay any
dividends on any shares of junior Stock, other than dividends payable in shares of Junior Siock, or make any other
distribution on Junior Stock, or purchase or redeem or otherwise acquire for value any shares of Junior Stock, other
ihan by the issuance in exchange therefore, or by the application of the proceeds of the issuance and sale of Junior
Stock, each such declaration, payment, distribution, purchase or acquisition being hereinafter referred 10 as a “Junior
Siock Paymenlt”, in contravention of the following restrictions, namely:

¢ no Junior Stock Payment will be declared or made in an amount which, together with all other such
Junior Stock Payments declared or made in the 12 months” period ending on (and including} the date

of the declaration or making of such Junior Stock Payment, would in the aggregate exceed 50% of the
*consolidated net income of the Company and its subsidiaries available for dividends on junior stock”,

as defined, for a period of 12 consecutive calendar months within the 15 calendar months immediately
preceding the declaration or making of such Junior Stock Payment, if, after giving eifect to such
payment, the ratio (hereinafter referred to as the capitalization ratio) of the Common Stock equity of
the Company to its “total capitalization”, as defined befow, would be [ess than 20%; and

*  no Junior Stock Payment shall be declared or made in an amoun! which, together with all other such
Junior Stock Payments declared or made in the 12 months’ period ending on (and including) the date
of the declaration or making of such Junior Stock Payment, would in the agpregate exceed 75% of the
“consolidated net income of the Company and its subsidiaries available for dividends on junior stock™
for a period of 12 consecutive calendar months within the 15 calendar months immediately preceding

0 the declaration or making of such Junior Stock Payment, if, after giving effect to such payment, the
capitalization ratio would be 20% or more, but less than 25%.

No Restrictions if Preferred Stock to be Retired

The foregoing restrictive provisions will not apply if, in connection with any matter specified
therein, provision is to be made for the redemption or retirement of all the outstanding Preferred Stock.

Certain Defined Terms

“Consolidated income of the Company and its subsidiaries availabte for interest charges”, as defined in the
Restated Articles, means generally gross operating revenues and other income of the Company and its subsidiaries
consolidated (excluding profits and losses from sales of capital assets or from the reacquisition of securities, and
related taxes), after deducting

« all operating expenses not including (1)} interest charges on outstanding securities, (2) charges for
amortization of debt and stock discount or premium and expense or (3} charges for amonization of
electric plant acquisition adjustments and amortization of adjustments of cost of property, or charges to
reserves or expense In respect of any thereof; and

+ the amount, if any, by which the expenditures for ordinary repairs and maintenance and charges for
depreciation are less than an amount equal to 15% of the consolidated gross operating revenues (afier
deducting from such operating revenues an amount equal to the cost of electric energy and steam
purchased and resold and rental expense for certain utility facilities, all on a consolidated basis).

"Consolidated net income of the Company and its subsidiaries available for dividends on junior stock”, as

defined in the Restated Articles, means generally an amount equal to the "consolidated income of the Company and
its subsidiaries available for interest charges”, as defined above, after adding back interest charged 10 construction
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and then deducting interest on outstanding sécurities of the Company and its subsidiaries and charges for
amortization of debt and stock discount or premium and expense and all dividends paid or accrued upon any shares
of Preferred Stock or any class of stock ranking prior to or on a parity with the Preferred Stock as 1o dividends; bu:
there is not deducted any write-off or charge-off against surplus of expenses in connection with the issuance,
redemption or retirement of securities, including any amount paid in excess of the principal amount or par or stated
value of securities redeemed or retired.

"Common Stock equity”, as defined in the Restated Articles, means generally the aggregate of the par value
of the outstanding shares of Common Stock of the Company, plus capital surplus and earned surplus. For this
purpose, the surplus accounts are adjusted 1o eliminate

¢ the amount, if any, by which the expenditures of the Company for ordinary repairs and maintenance
and charges for renewals, replacements, retirements and depreciation are less than an amount equal to
15% of the gross operating revenues of the Company (after deducting from such operating revenues an
amount equal 10 the cost to the Company of electric energy and steam purchased and resold and rental
expease of the Company for certain utility facilities for the period August 1, 1947 to the last day of the
third month preceding the date as of which the computation is made),

e the excess, if any, of recorded valie over original cost of utility plant and certain other amounis shown
as assels as a result of accounting convention; and,

» the excess, if any, of the aggregate amount payable on involuntary dissclution, liquidation or winding
up upor all outstanding shares of Preferred Stock over the aggregate stated or par value of such shares.

"Total capitalization” of the Company, as defined in the Restated Articles, means generally the aggregate of

¢ the Common Stock equity,

s the principal amount of all outstanding indebtedness of the Company maturing more than 12 months
after the date of issue or assumplion thereof and

* the par value of, or stated capital represented by, and any premiums carried on the books of the
Company in respect of, the outstanding shares of all classes of stock of the Company other than the
Common Stack.

Other Provisions

The holders of Preferred Stock have no preemptive or subscription rights. There are no sinking fund
provisions applicable to any series of Preferred Stock outstanding at the date of this prospectus. When issued, the
New Preferred Stock will be fully paid and non-assessable.

Transfer Agent, Registrar

We will act as transfer agent for the New Preferred Stock. In addition, Wells Fargo Shareowner Services,
St. Paul, Minnesota will also be a transfer agent for the New Preferred Stock. The registrars for the New Preferred
Stock will be Mellon Bank, N.A., Pittsburgh, Pennsylvania and Wells Fargo Shareowner Services.

PLAN OF DISTRIBUTION
Duquesne Light may sell the Bonds or Preferred Stock being offered hereby in one or more of the
following ways from time to time: (1) directly 10 one or a limited number of institutional purchasers, (2) through

agents, (3) through underwriters and/or (4) through dealers.

The applicable prospectus supplement or a supplement thereto will set forth the terms of the offering of
each series of securities, including the names of any agents, underwriters or dealers, the purchase price of the
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securities and the net proceeds to Duguesne Light from such sale, any underwriting discounts or commissions and
other items constituting underwriters” compensation, the imtial public offering price and any discounis or
concessions allowed or realiowed.

If Duquesne Light uses underwriters to sell securities, the underwriters will acquire such securities for their
own account and resell them from time to time in one or more transactions, including negotiated transactions, at a
fixed public offering price or at varying prices determined at the time of sale. Such securities may be offered to the
public either through underwriting syndicates represented by managing underwrilers or by underwriters without a
syndicate. Unless otherwise set forth in the applicable prospectus supplemeni, the obligations of the underwriters o
purchase such securities will be subject to certain conditions precedent, and the underwriters will be obligated 1o
purchase all of such securities if any of such securities are purchased, except thal, in certain cases involving a default
by one or more underwriters, less than all of such securities may be purchased, The initial publie offering prices and
any discounts or concessions allowed or reallowed or paid to dealers may be changed from time to time.

If Duquesne Light uses one or more agents to sell securities, the agents will be named, and any
commissions payable by Duquesne Light to such agents will be set forth, in the applicable prospectus supplement.
Unless otherwise indicated in the applicable prospectus supplement, any such agent will act on a best efforts basis
for the period of its appointment.

If so indicated in the applicable prospectus supplement, Duquesne Light will authorize agents, underwriters
ar dealers to solicit offers by certain specified institutions to purchase the securities at the public offering price set
forth in such prospectus supplement or supplement pursuant to delayed delivery contracts providing for payment and
delivery on a future date specified in such prospectus supplement. Such contracts will be subject only to those
conditions set forth in the applicable prospectus supplement and such prospectus supplement will set forth the
commissions payabie for solicitation of such contracts.

Any agents, underwriters or dealers participating in the distribution of the securities may be deemed to be
underwriters and any discounts or commissions received by them on the sale or resale of the securities may be
deemed to be underwriting discounts and commissions under the Securities Act of 1933, as amended (the “Securities
Act™.  Agenis and underwriters may be entitled under agreements entered into with Duquesne Light 1o
indemnification by Duquesne Light against certain liabilities, including liabilities under the Securities Act and other
securities laws, or lo contribution with respect to payments that the agents or underwriters may be required to make
in respect thereof.

Unless otherwise provided in the applicable prospectus supplement relating to a series of securities,
Duquesne Light does not intend 1o apply for the listing of the securitics on a national securities exchange, but any
agents, underwriters or dealers participating in the distribution of the securities may make a market in the securities,
as permitted by applicable laws and regulations. Any such underwriters, dealers or agents would not be obligated {0
do so, however, and could discontinue making a market at any time without notice. No assurance can be given ag 10
the liquidity of any trading market for the securities.

Any agents, underwrilers or dealers or agents participating in the distribution of the securities, and/or
affiliates thereof, may engage in transactions with and perform services for Duguesne Light and its affiliates in the
ordinary course of business.

EXPERTS

The consolidated financial statements and the related financial statement schedule incorporated in this
prospectus by reference from Duquesne Light's most recent Annual Report on Form 10-K have been audited by
Deloitte & Touche LLP, independent audilors, as stated in their report, which is included in such Annual Report and
also incorporated herein by reference (which report expresses an unqualified opinion and includes an explanatory
paragraph relating to the change in accounting for unbilled revenues), and have been so incorporated in reliance
upon the report of such firm given vpon their authority as experts in accounting and auditing.
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VALIDITY
The validity of the securities will be passed upon for Duquesne Light by Dewey Ballantine LLP, special
counsel for Duquesne Light, and by Douglas L. Rabuzzi, Assistant General Counsel of Duquesne Light, and lor any
agents, underwriters or dealers by Milbank, Tweed, Hadley & McCloy LLP. Dewey Ballantine LLP and Milbank,
Tweed, Hadley & McCloy LLP may rely upon the opinion of Mr. Rabuzzi as 1o matiers of Pennsylvania law.
PENNSYLVANIA TAXES

Debt securities owned by individuals residing in Pennsylvania are subject to the 4 mijlls (34.00 an each
$1,000 of principal amount) Pennsylvania corporate loan tax.
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PART II. INFORMATION NOT REQUIRED IN PROSPECTUS

Item 14. Other Expenses of Issuance and Distribution.

The following table sets forth an estimate of the expenses to be incurred by Duquesne Light in connection
with the issuance and distribution of the securilies being registered, other than underwriting discounts and

COmmissions:

Securities and Exchange Commission registration fee ..., $25,340°
PriNENE XPENSES -.ocooiivrirercceie et reee s s s st s s cete e r s e $20.000
Trustees’ charges, including authentication ..., 510,000
Accounting fees and EXPENSES .o..cvvivieeicnieve et $50,000
Legal fees and expenses ........... $250,000
Rating agency fees .....cooernnnnee. $100,000
MESCEIANEOUS (.1ece e et vt eat e cereemce e recets v raes oo maabe e taees $12,500
TOAL oot e e e $467,840

* Actual amount

Itemn 15. Indemnification of Directors and Officers.

Under the Sixth Article of the Restated Articles of the Company and under Article II, Section 12 of the
By-Laws of the Company, to the fullest extent that the laws of the Commonwealth of Pennsylvania, as now or as
hereafter amended, permit elimination or limitation of the liability of direciors, no director of the Company shall be
persenally liable for monetary damages for any action taken, or any failure to take action, as a director.

Under Article 1I, Section 1! {the “Indemnification By-law”} of the By-Laws of the Company, the directors
and officers of the Company are cach entitled to be indemnified against reasonable expenses, including attorneys’
fees, and liabilities paid or incurred by them in connection with any actual or threatened claim, action, suit or
proceeding, civil, criminal, administrative, investigative or other, whether brought by or in the right of the Company
or otherwise, by reason of the fact that they are or were serving at the request of the Company as a director, officer,
employee, fiduciary or other representative of another corporation, partnership, joint venture, trust, employee benefit
plan or other entity, except that no such right of indemnification shall exist with respect to an action brought by a
director or officer against the Company other than a suit for indemnification. Such indemnification shall include the
right to have expenses incurred by such person in connection with an action paid in advance by the Company prior
to final dispesition of such action, subject to such conditions as may be prescribed by law.

Section 1746(b) of the Pennsylvania Business Corporation Law prohibits indemnification in any case
where the act or failure to act giving rise to the claim for indemnification is determined by a court lo have
constituted willful misconduct or recklessncss.

The Indemnification By-Law provides that it shall not be deemed exclusive of any other rights, whether
existing now or later, of indemnification which a person seeking indemnity may be entitled under any agreement,
By-Law or charter provision, vote of stockholders or directors or otherwise. Also, under the By-Laws, the Company
may purchase insurance to protect itself and any person eligible to indemnification against any liability or expense .
asserted or incurred against such person in connection with any action, whether or not the Company would have the
power to indemnify against such liability or expense by law or under the Indemnification By-Law. ;

The Company is insured under the director and officer liability insurance program of its parent, Duguesne
Light Holdings, which provides coverage for the directors and officers of the Company and all s subsidiaries with
respect to certain liabilities which may be incurred in connection with their service to the Company or any of its
subsidiaries, including liabilities arising under the Securities Act of 1933, as amended. This insurance provides

II-1




reimbursement to the Company and its subsidiaries up 1o policy limits for amounts paid to directors and officers
pursuant to the indemnification provisions summarized above.

Item 16. List of Exhibits.

Reference is made to the Exhibit Index on page [I-4 hereof, such Exhibit Index being incorporated by such
reference in this Item 16.

ftem 17. Undertakings.

The undersigned registrant hereby undertakes:

(1} to file, during any period in which offers or sales are being made, a post-effective
amendment to this Registration Statement:
(1) 1o include any prospectus required by Section 10(a)(3) of the Securities Act;
(i} to reflect in the prospectus any facts or events arising after the effective date of

this Registration Statement (or the most recent post-effective amendment thereof) which,
individually or in the aggregate, represent a fundamental change in the information set forth in this
Registration Statement. Notwithstanding the foregoing, any increase or decrease in the volume of
securities offered (if the total dollar value of securities offered would not exceed that which was
registered) and any deviation from the low or high end of the estimated maximum offering range
may be reflected in the form of prospectus filed with the Commission pursuant to Rule 424(b} if,
in the aggregate, the changes in volume and price represent no more than 20 percent change in the
maximum aggregate offering price set forth in the “Calculation of Registration Fee™ table in the
effective registration statement; and

(it} to include any material information with respect to the plan of distribution not
previously disclosed in this Registration Statement or any material change to such information in
the Registration Statement;

provided, however, that paragraphs (1)(i) and (1)(ii} do not apply if the information required to be included
in a post-effective amendment by those paragraphs is contained in periodic reports filed with or furnished
1o the Commission by the registrant pursuant to Section 13 or Section 15(d) of the Exchange Act that are
incorporated by reference in this Registration Statement;

2) that, for the purpose of determining any hability under the Securities Act, each such
post-effective amendment shall be deemed 1o be a new registration statement relating o the securities
offered therein and the offering of such securities at that time shall be deemed 1o be the initial bona fide

offering thereof;

3 1o remove from registration by means of a post-effective amendment any of the securities
being registered which remain unsold at the termination of the offering; and

{4) that, for purposes of determining any liability under the Securities Act, each filing of the
registrant’s annual report pursuant to Section 13(a) or 15(d) of the Exchange Act that is incorporated by
reference in this Registration Statement shall be deemed to be a new registration statement relating 10 the
securities offered therein, and the offering of such securities at that time shall be deemed to be the initial
bona fide offering thereof.

Insofar as indemnification for liabilities arising under the Securities Act may be permitted 1o directors,
officers and controlling persons of the registrant pursuant to the provisions described in [tem 15 above, or otherwise,
the registrant has been advised that in the opinion of the SEC such indemnification is against public policy as
expressed in the Securities Act and is, therefore, unenforceable. In the event that a claim for indemnification against
such liabilities {other than the payment by the registrant of expenses incurred or paid by a director, officer or
controlling person of the registrant in the successful defense of any action, suit or proceeding) is asserted against the
registrant, by such director, officer or controlling person in connection with the securities being registered the
registrant will, unless in the opinion of its counsel the matter has been scutled by controlling precedent, submit 10 a
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court of appropriate jurisdiction the question whéther such indemnification by it is against public policy as
o expressed in the Securities Act and will be governed by the final adjudication of such issue,
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POWER OF ATTORNEY

Each director and/or officer of the registrant whose signature appears below hereby appoimts Morgan K.
O’Brien, Stevan R. Schott and William F. Fields, each of them severally, as his or her true and lawful attorney-in-
fact and agent to sign in his or her name and behalf, in any and all capacities staied below, and o file with the
Securities and Exchange Commission, any and all amendments, including post-effective amendments, to this
registration statement, and the registrant hereby also appoints each such person as its attorney-in-fact and agent with
like authority to sign and file any such amendments in its name and behalf.

SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the registrant certifies that it has reasonable
grounds to believe that it meets all of the requirements for filing on Form S$-3 and has duiy caused this registration
statement to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Piusburgh, and
Commonwealth of Pennsylvania, on February 16, 2004.

Duquesne Light Company
(Registrant)

By: /s/ Stevan R. Schout
(Signature and Title}

Pursuant to the requirements of the Securities Act of 1933, this registralion statement has been signed
below by the following persons in the capacities indicated on February 16, 2004,

Signature Title

/s/ Morpan K. O'Brien

Morgan K. O’Brien

/s/ Stevan R. Schott

Stevan R. Schou

Is/ Susan S. Mullins

Susan S. Mullins

Is/ Joseph G. Belechak

Joseph G. Belechak

fsi Maureen L. Hogel

Maureen L. Hogel

s/ James E. Wilson

James E. Wilson
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President, Chief Execative Officer and Director
(Principal Executive Officer)

Senior Vice President, Chief Financial Officer
and Director
(Principal Financial Officer)

Controller
(Principal A ccounting Officer)
Director

Director

Director



DUQUESNE LIGHT COMPANY
REGISTRATION STATEMENT
ON FORM 5-3
EXHIBIT INDEX

Exhibit
No. Description and Method of Fifing
1.1 Proposed form of Selling Agency Agreement (including To be filed by amendment or
form of Terms Agreement), subsequent Form §-K.
[2 Proposed form of Underwriting Agreement To be filed by amendment or
subsequent Form §-K.
3.1 Restaled Asticles of Incorporation of the Company, Exhibi1 3.1 to the Company’s
effective June 30, 1999 Form 10-Q Quarterly Report for
the quarter ended June 30, 1999
32 By-Laws of the Company, effective October 13, 2003 Exhibit 3.1 to the Company’s 10-Q
Quarterly Report for the quarter
ended Seplember 30, 2003.
33 Form of Statement with respect to series of Preferred Stock Filed herewith.
4.1 Indenture of Mortgage and Deed of Trust dated as of Exhibit 4.3 to Registration
April 1, 1992, securing Duquesne Light Company’s First Staternent (Form S-3) No. 33-
Collateral Bonds. 32782
4.2 Supplemental Indentures Supplementing said Indenture of

Mortgage and Deed of Trust -

*Supplemental Indenture No. 1. Exhibit 4.4 1o Registration
Siatement {Form S-3) No.

33-52782.

*Supplemental Indenture No. 2. Exhibit 4.4 to Registration
Statement (Form S-3) No.

33-63602.

*Supplemental Indenture No, 3. Exhibit 4.4 10 Registration
Statement {Form S-3) No.

33-63602.

*Supplemental Indenture No. 4. Exhibit 4.4 10 Registration
Statement (Form S-3) No.

33-63602.

*Supplemental Indenture No. 5. Exhibit 4.6 to Company's Form
10-K Annual Report for the year
ended December 31, 1993.



Exhibit
No.

Pescription and Method of Filing

*Supplemental Indenture No. 6.

*Supplemental Indenture No. 7.

*Supplementat Indenture No. 8.

*Supplemental Indenture No. 9.

*Suppicmental Indenture No. 10.

*Supplemental Indenture No. 11.

*Supplemental Indenture No. 12.

*Supplemental Indenture No. 13.

*Supplemental Indenture No. 14,

*Supplemental Indenture No. 15.

*Supplementai Indenture No. 16.

*Supplemental Indenture No. 17.

*Supplemental Indenture No. 18.
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Exhibit 4.6 to the Company’s
Form {0-K Annual Report for the
year ended December 31, 1993,

Exhibit 4.6 to the Company’s
Form 10-K Annual Report for the
year ended December 31, 1993

Exhibit 4.6 1o the Company’s form
10-K Annual Report for the year
ended December 31, 1994,

Exhibit 4.6 to the Company’s form
10-K Annual Repaort for the year
ended December 31, 1994

Exhibit 4.4 to the Company’s
Form t0-K Annual Report for the
year ended December 31, 1995,

Exhibit 4.4 to the Company’s
Form 10-K Annual Report for the -
year ended December 31, 1995,

Exhibit 4.4 10 the Company’s
Form 10-K Annual Report for the
year ended December 31, 1995,

Exhibit 4.3 to the Company’s
Form 10-K Annual Report for the
year ended December 31, 1996.

Exhibit 4.3 to the Company’s
Form 10-K Annual Report for the
year ended December 31, 1997.

Exhibit 4.3 10 the Company’s
Form 10-K Annual Report for the
year ended December 31, 1999,

Exhibit 4.3 to the Company’s
Form 10-K Annual Reporn for the
year ended December 31, 1999,

Exhibit 4.2 to Registration
Statement (Form 5-3)
No. 333-72408.

Exhibit 4.2 10 Registration
Statement (Form §-3)
No. 333-72408.



Exhibit

No.

43

4.4

51

52

8.1

12.1

12.2

23.1 (a)

23.1 (b}

232

25.1

Description and Method of Filing

*Supplemental Indenture No. 19,
Proposed form of Supplemental Indenture No. 20
establishing the series of Bonds.

Proposed form of Officer's Certificate with forms of fixed
and floating rate bonds attached.

Opinion of Douglas L. Rabuzzi, Esq. as to the legality of
the securities.

Opinion of Dewey Ballantine LLP as to the legality of the
securities.

Opinion of Douglas L. Rabuzzi, Esq. as to certain
Pennsylvania tax matters.

"Calculation of Ratio of Earnings to Fixed Charges

Calculation of Ratio of Earnings to Fixed Charges and
Preferred Stock Dividends

Consent of Douglas L. Rabuzzi
Consent of Dewey Ballantine LLP

Independent Auditors’ Consent

Statement of Eligibility of Mortgage Trustee

Previously filed as indicated and incorporated herein by reference.
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Exhibil 4 to Registration Statement
(Form 8-A) No. 001-00956.

Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith as part of Exhibit
5.1,

Exhibit 12.1 to the Company’s
Annual Report on Form 10-K for
the year ended December 31, 2002
and exhibit to the Company’s
Quarierly Report on Form 10-Q for
the quarter ended September 30,

2003.

To be filed by amendment.

Filed herewith as pari of Exhibit
5.1

Filed herewith as part of Exhibit
5.2,

Filed herewith.

Filed herewith.



Exhibit 3.3
DUQUESNE LIGHT COMPANY

Statement with respect to the $ Preferred Stock
(Cumulative, $50 Par Value, $ [Involuntary] Liguidation Value)

In compliance with the requirements of Section 1522 of the Pennsylvania
Business Corporation Law of 1988, as amended, DUQUESNE LIGHT COMPANY, a
Pennsylvania corporation, hereby certifies under its corporate seal as follows:

(1) The name of the Company is Duguesne Light Company.

) At a meeting of the Board of Directors of the corporation duly

called and held on , at which a quorum was present and acting

throughout, the Board adopted the following resolutions establishing a series of Preferred
Stock of the corporation designated as $ Preferred Stock and determining the
voting rights, preferences, limitations and special rights thereof:

RESOLVED, that pursuant to the authority expressly vested in the Board
of Directors of Duquesne Light Company by the Restated Anrticles of the
Company, this Board of Directors hereby (i) establishes a new series of Preferred
Stock consisting of shares and having the terms and provisions presented
to this meeting, such terms and provisions being incorporated into this resolution
by reference and deemed to be a part hereof and (ii) directs that such terms and
provisions be attached as an exhibit to the statement required by Section 1522 of
the Pennsylvania Business Corporation Law of 1988, as amended, to be filed with
the Department of State of the Commonwealth of Pennsylvania with respect to the
$ Preferred Stock; and

RESOLVED FURTHER that the proper officers, or any of them, of the
Company be, and they hereby are, authorized and empowered to execute, with
such changes as any such officer may deem necessary, under the corporate seal of
the Company, and cause to be filed with the Department of State of the
Commonwealth of Pennsylvania a statement with respect to the $
Preferred Stock in accordance with Section 1522 of the Pennsylvania Business
Corporation Law of 1988, as amended; and



(3)  The aggregate number of shares of the $ Preferred Stock
established by the resolutions set forth in (2) above is shares. No additional
shares of such series have been established and designated in any prior statements filed
under Section 1522 of the Pennsylvania Business Corporation Law, as amended (or any
corresponding provisions of prior law) or in any provisions of the Restated Articles, as
amended, of the Company.

Gy The resolutions set forth in (2) above were adopted by the Board gf

Directors of the corporation at a meeting held on 200_; and the terms and

provisions of the § Preferred Stock presented to and approved at such meeting,
and incorporated into such resolutions by reference, are attached hereto as Exhibit A.

IN TESTIMONY WHEREOF, the undersigned corporation has caused

this Statement to be signed by a duly authorized officer thereof this day of
,200_.
DUQUESNE LIGHT COMPANY
By
Name:
Title:
Filed in the Department of State on the day of , 200_.

Secretary of the Commonwealth



Exhibit A

DUQUESNE LIGHT COMPANY

$ PREFERRED STOCK

There shall be established out of the authorized and unissued shares of
Preferred Stock, of the par value of $50 per share, of Duquesne Light Company (the
“Corporation”) a new series of Preferred Stock consisting of _____ shares and having the
designation, voting rights, preferences, limitations and special rights set forth below:

1. Designation. This series of Preferred Stock shall be designated as
the “$ Preferred Stock.”

2. Dividend Rate. The fixed dividend rate for the § Preferred
Stock shall be § per share per annum. Dividends on the $ Preferred
Stock shall commence to accrue and be cumulative from the date of the initial
issue of shares of such series and shall be payable (if and when declared) on the
— days of , , and in each year, commencing .
200_.

3. Redemption,

[Optional redenption provisions, if any}

4. Sinking Fund Redemption.

[Sinking fund provisions, if any.]

5. Ligmdation. The fixed {voluniary or involuntary} hiquidation price
for the $ Preferred Stock shall be § per share together with dividends
accrued or in arrears thereon.

6. Additional Voting Rights.

[Additional voting rights, if any.]



Exhibit 43

DUQUESNE LIGHT COMPANY
TO
JPMORGAN CHASE BANK

Trustee

Supplemental Indenture No. __

Datedasof ____ ,200_

Supplemental to the Indenture of Mortgage
and Deed of Trust dated as of Aprii I, 1992

Establishing 2 series of Securities designated
First Mortgage Bonds, Series _
and
Amending certain provisions of said
Indenture of Mortgage and Deed of Trust




SUPPLEMENTAL INDENTURE No. __ dated as of , 200_, between
DUQUESNE LIGHT COMPANY, a corporation duly organized and existing under the laws of
the Commonwealth of Pennsylvania (hereinafter sometimes called the “Company™), and
JPMORGAN CHASE BANK, a New York banking corporation and successor by merger to
The Chase Manhattan Bank, successor in trusi to Mellon Bank, N.A., trustee (hereinafter
sometimes called the “Trustee”), under the Indenture of Mortgage and Deed of Trust, dated as of
April 1, 1992 (hereinafter called the “Original Indenture”), this Supplemental Indenture No. __
being supplemental thereto. The Original Indenture and any and all indentures and instruments
supplemental thereto are hereinafter sometimes collectively called the “Mortgage.”

Recitals of the Company

The Original Indenture was authorized, executed and delivered by the Company to
provide for the issuance from time to time of its Securities (such term and all other capitalized
terms used herein without definition having the meanings assigned to them in the Original
Indenture), to be issued in one or more series as contemplated therein, and to provide security for
the payment of the principal of and premium, if any, and interest, if any, on the Securities.

The Original Indenture has been recorded in the Recorders’ Offices of the various
counties of Pennsylvania as follows:

In Allegheny County in Mortgage Book Vol. 12068, page &;

In Beaver County in Mortgage Book Vel. 1208, page 520;

In Greene County in Mortgage Book Vol. 100, page 174,

In Washington County in Mortgage Book Vol. 1873, page 1,

In Westmoreland County in Mortgage Book Vol. 2862, page 221;

and has also been recorded in the Office of the Clerk of County Commission of Monongahela
County, West Virginia, in Deed of Trust Book Vol. 672, page 129, the Office of the Clerk of
County Commission of Hancock County, West Virginia, in Deed of Trust Book Vol. 293, page
46, the Recorder’s Office of Belmont County, Ohio, in Mortgage Book Vol. 586, page 273, the
ecorder’s Office of Columbiana County, Ohio, in Mortgage Book Vol. 318, page 289, the
Recorder’s Office of Jefferson County, Ohio, in Mortgage Book Vol 65, page 675, the
Recorder’s Office of Lake County, Ohio, in Mortgage Book Vol -711, page 217, and the
Recorder’s Office of Monroe County, Ohio, in Mortgage Book Vol. 129, page 301.

The Company has heretofore executed and delivered to the Trustee Supplemental
Indentures for the purposes recited therein and for the purpose of creating series of Securities as
set forth in Schedule A hereto.

The Company desires to establish a series of Securities to be designated “First Mortgage
Bonds, Series _”, such series of Securities to be hereinafter sometimes called “Senes No, __ .7

By virtue of Section 2 of Article Two of Supplemental Indenture No. 15, dated as of
November 1, 1999, the Holders of the Securities of Series Nos. 10 through 22 are deemed to
have consented to the amendments to the Original Indenture set forth therein, the Quistanding
Secunties of such series having an aggregate principal amount of $417,985,000; by virtue of
Article Two of Supplemental Indenture No. 18, dated as of Apnl 1, 2002, the Holders of the



Securities of Series No. 23 are deemed to have consented to such amendments to the Original
Indenture, the Outstanding Securities of such series having an aggregate principal amount of
$200,000,000; by virtue of Article Two of Supplemental Indenture No. 19, dated as of April 15,
2002, the Holders of the Securities of Series No. 24 are deemed to have consented to such
amendments to the Original Indenture, the Outstanding Securities of such series having an
aggregate principal amount of $100,000,000; at the date of the execution and delivery of this
Supplemental Indenture No. 20, the aggregate principal amount of Securities of all series
Outstanding under the Indenturc is $757,985,000; and the aggregate principal amount of the
Securities of Series Nos. 10 through 24 is $717,985,000, which is more than a majority in
principal amount of all Securities Outstanding. Accordingly, the Company now desires to effect
the amendments to the Oniginal Indenture set forth in Section 2 of Article Two of Supplemental
Indenture No. 15 in accordance with Sections 1402 and 1403 of the Original Indenture.

The Company has duly authorized the execution and delivery of this Supplemental
Indenture No. ___ 1o establish the Securities of Series No. __ and has duly authorized the issuance
of such Secunties and to make the amendments to the Original Indenture referred to above; and
all acts necessary to make this Supplemental Indenture No. __ a valid agreement of the
Company, and to make the Securities of Series No. __ valid obligations of the Company, have
been performed.

NOW, THEREFORE, THIS SUPPLEMENTAL INDENTURE NO.
WITNESSETH, that, in consideration of the premises and of the purchase of the Securities by
the Holders thereof, and in order to secure the payment of the principal of and premium, if any,
and interest, if any, on all Securities from time to time Outstanding and the performance of the
covenants comtained therein and in the Mortgage and to declare the terms and conditions on
which such Securilies are secured, the Company hereby grants, bargains, sells, releases, conveys,
assigns, transfers, mortgages, pledges, sets over and confirms to the Trustee, and grants to the
Trustee a security interest in, the following:

Granting Clause First

All right, title and interest of the Company in and to property (other than
Excepted Property), real, personal and mixed and wherever situated, in any case
used or to be used in or in connection with the generation, purchase, transmission,
distribution or sale by the Company of electric energy (whether or not such use is
the sole use of such property), including, without limitation, (a) all lands,
easements, servitudes, licenses, permits, rights of way and other rights and
interests in or relating to real property or the occupancy or use of the same; (b) all
plants, generators, turbines, engines, boilers, fuel handling and transportation
facilities, air and water pollution control and sewage and solid waste disposal
facilities and other machinery and facilities for the generation of electric energy;
(c) all switchyards, lines, towers, substations, transformers and other machinery
and facilities for the transmission of electric energy; (d) all lines, poles, conduits,
conductors, meters, regulators and other machinery and facilities for the
distribution of electric energy; (e) ail buildings, offices, warehouses and other
structures; and (f) all pipes, cables, insulators, ducts, tools, computers and other
data processing and/or storage equipment and other equipment, apparatus and
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facilities and all other propeirty, of whatever kind and nature, ancillary to or
otherwise used or to be used in conjunction with any or all of the foregoing or
otherwise, directly or indirectly, in furtherance of the generation, purchase,
transmission, distribution or sale by the Company of elecinic encrgy;

Granting Clause Second

Subject to the applicable exceptions permitted by Section 810, Section
1303 and Section 1305 of the Original Indenture, all property (other than
Excepted Property) of the kind and nature described in Granting Clause First
which may be hereafter acquired by the Company, it being the intention of the
Company that all such property acquired by the Company after the date of the
execution and delivery of this Supplemental Indenture No. __ shall be as fully
embraced within and subjected to the Lien hereof-as if such property were owned
by the Company as of the date of the execution and delivery of this Supplemential

Indenture No. __;
Granting Clause Fourth

All other property of whatever kind and nature subjected or intended to be
subjected to the Lien of the Mortgage by any of the terms and provisions thereof;

Excepted Property

Expressly excepting and excluding, however, from the Lien and operation
of the Mortgage all Excepted Property of the Company, whether nhow owned or
hereafter acquired;

TO HAVE AND TO HOLD all such property, real, personal and mixed, unto the
Trustee forever;

SUBJECT, HOWEVER, to Permiuted Liens and to Liens which have been granted by
the Company to other Persons prior to the date of the execution and delivery of the Ornginal
Indenture and subject also, as to any property acquired by the Company afier the date of
execution and delivery of the Griginal Indenture, to vendors’ Liens, purchase money mortgages
and other Liens thereon at the time of the acquisition thereof (including, but not limited to, the
Lien of any Class “A™ Mortgage), it being understood that with respect to any of such property
which was at the date of execution and delivery of the Original Indenture or thereafter became or
hereafter becomes subject to the Lien of any Class “A™ Mortgage, the Lien of the Mortgage shall
at all times be junior and subordinate to the Lien of such Class “A” Morigage;

IN TRUST, NEVERTHELESS, for the equal and proportionate benefit and security of
the Holders from time to time of all Outstanding Securitics without any priority of any such
Security over any other such Security;

PROVIDED, HOWEVER, that if, after the right, title and interest of the Trustee in and
to the Mortgaged Property shall have ceased, terminated and become void in accordance with
Article Nine of the Original Indenture, the principal of and premium, if any, and interest, if any,
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on the Securities shall have been paid to the Holders thereof, or shall have been paid 1o the
Company pursuant to Section 603 of the Original Indenture, then and in that case the Morigage
and the estate and rights thereby granted shall cease, terminate and be void, and the Trustee shall
cancel and discharge the Mortgage and execute and deliver to the Company such instruments as
the Company shall require to evidence the discharge thereof; otherwise the Mortgage shall be
and remain in full force and effect; and

THE PARTIES HEREBY FURTHER COVENANT AND AGREE as follows:

ARTICLE ONE

Twenty- Series of Securities

There is hereby created a series of Secunties designated “First Mortgage Bonds,
Series _", which series shall constitute Series No. ___. The form and terms of the Securities of
Series No. __ shall be established in or pursuant to an Officer’s Certificate. The Securities of
Series No. __ shall be initially authenticated and delivered in the aggregate principal amount of
$___ ., butshall not be limited in aggregate principal amount.

ARTICLE TWO
Amendmenis
The Original Indenture is hereby amended as set forth in Schedule B hereto.
ARTICLE THREE
Miscellaneous Provisions

This Supplemental Indenture No. __ is a supplement to the Mortgage. As supplemented
by this Supplemental Indenture No. __, the Mortgage is in all respects ratified, approved and
confirmed, and the Mortgage and this Supplemental Indenture No. __ shall together constitute
one and the same instrument. '



IN WITNESS WHEREQF, the parties hereto have caused this Supplemental
Indenture No. __ to be duly executed, and their respective corporate seals to be hereunto affixed
and attested, all as of the day and year first above written.

DUQUESNE LIGHT COMPANY

By:

Vice President and Treasurer

Attest:

Secretary

JPMORGAN CHASE BANK, Trustee

By:

Vice President

Attest:

Authorized Officer



COMMONWEALTH OF PENNSYLVANIA )
} 8.
COUNTY OF ALLEGHENY )

On the day of , 200_, before me personally came William F. Fields, to me
known, who, being by me duly sworm, did depose and say that he is a Vice President and the
Treasurer of Duquesne Light Company, the corporation described in and which executed the
foregoing instrument; that he knows the seal of said corporation; that the seal affixed to said
instrument is such corporate seal; that it was so affixed by authority of the Board of Directors of
said corporation, and that he signed his name thereto by like authority.

Notary Public
COMMONWEALTH OF PENNSYLVANIA )
) ss.:
COUNTY OF ALLEGHENY )
On the day of , 200_, before me personally came Kent M. Christman, lo me

known, who, being by me duly swom, did depose and say that he is a Vice President of
JPMorgan Chase Bank, the banking corporation described in and which executed the foregoing
instrument; that he knows the seal of said banking corporation; that the seal affixed to said
instrument is the seal of said banking corporation; that it was so affixed by authority of the Board
of Directors of said banking corporation, and that he signed his name thereto by like authority.

Notary Public



CERTIFICATE OF PRECISE RESIDENCE

I hereby certify that the precise residence of JPMorgan Chase Bank is One Oxford
Centre, Suite 1100, Pittsburgh, Allegheny County, Pennsylvania.

Authorized Signatory of JPMorgan Chase Bank

, 200_



Supplemental
Indenture No.

Dated as of

l

April 1, 1992

i QOctober t, 1992
3 December [, 1992
4 March 30, 1993
5 June 1, 1993

6 hune 1, 1993

7 Angust 1, 1993
8 March 21, 1992
9 Ccicber 1, 1994
10 March 22, 1995
Il June I, 1995
12 September 1, 1995
13 March 22, 1996
14 March 17, 1997
5 November 1, 1999
15 November 1, 1999
15 November 1, 1999

' Asof December 31, 2003.

Securities of
Series No.

Series
Designation

1

3

None

None

None

None
None
10

12

Secured Medium-
Term Notes, Series
B

First Collateral
Trust Bonds,
Series C

First Collateral
Trust Bonds,
Pollution Control
Series D

None

First Collateral
Trust Bonds,
Series B

First Collateral
Trust Bonds,
Pollution Control
Series F

First Collateral
Trust Bonds,
Poliution Control
Series G

None

First Collateral
Trust Bonds,
Pollution Control
Series H

None

First Collateral
Trust Bonds,
Series |

First Mortgage
Bonds, Series J
None

Nane

First Martgage
Bonds, Poliution
Control Series K1
First Mortgage
Bonds, Pollution
Control Series K2
First Mortgage
Bonds, Pollution
Control Series K3

Authorized

$400.000.000

$400,000,000

$47,925.000

None
$300,000,000

$25,000,000

$20,500.000

None
$75,500,000

None

$923,000,000

$685,000,000

None

Nane
549,500,000

$13,500,000

$33,955,000

Schedule A

Principal Amount
Issued'

$400.000.000

$400,000,000

$47,925,000

None
$300,000,000

$25.000,000

$20,500.000

None
$75,500,000

None

$923.000.000

$685.000,000

None

None
$49 500,000

$13,500.000

$33,935.000

Ou[szanding'

None

$40.000.000

None

Nane
None

None

None

None
None

None

None

None

MNone

Nene
$49.500.000

$13.500.000

$33,955.000



Supplemental

Securities of

Indenture No. Dated as of Sertes No,
15 November 1, 1999 13
i5 November 1, 1999 14
15 November 1, 1999 15
15 November I, 1999 16
15 November 1, 1999 17
15 November I, 1999 18
15 November 1, 1999 19
i5 November 1, 1999 20
15 November !, 1999 21
15 November 1, 1999 22
I6 None
17 April 1, 2001 None
18 April 1, 2002 23
i9 April 15,2002 24

' As of December 31, 2003.

Series
Designation

First Mortgage
Bonds, Pollution.
Control Senes L]
First Mortgage
Bonds, Polfution
Control Series L2
First Mortgage
Bonds, Pollution
Control Series L3
First Mortgage
Bonds, Pollution
Control Series M1
First Montgage
Bonds, Pollution
Contro} Series M2
First Morigage
Bonds, Pollution
Control Series M3
First Mortgage
Bonds, Poltution
Control Series M4
First Morigage
Bonds, Pollution
Control Series M3
First Mortgage
Bonds, Poliution
Contral Series N1
First Mortgage
Bonds, Pollution
Control Series N2
None
None
First Mortgage
Bonds, Series O
First Mortgage
Bonds Series P
Totals

Authorized

$21,500,000

$20,500,000

$4.635,000

$25,000,000

$13,700.,000

$18.000,000

$44,250,000

$75.500,000

$50.000,000

$47,925,000

None
None
$200.000,000

$100,000.000

$3.594,910.00
0

Principal Amoun
lssued'

$21,500,000

$20,500,000

$4,655.000

$25,000,000

$13,700,000

$18,000,000

$44.250,0600

$75,500,000

$50,000,000

$47.925,600

None
None
$200.,000,000
$100,000,000

$3,594,910,000

Ouistanding'
$21,500,000

$20,500,000

$4.655.000

$25.000.000

$13.700,000

$18.000,000

344,250,000

$75.500,000

$50.000,000

$47.925.000

None
MNone
$200.000,000
$100.000.000

$757.985.000



Schedule B

Amendments to Original Indenture

SECTION 1. “Stated Interest Rate”.

The definition of “Stated Intercst Rate™ in Section {01 of the Original Indenture is
hereby amended to read as follows:

“Stated Interest Rate” means a rate (whether fixed or variable) at which an
obligation by its terms is stated to bear simple interest. Any calculation or other
determination to be made under this Indenture by reference to the Stated Interest Rate on
an obligation shall be made (a) if the Company’s obligations in respect of any other
indebtedness shall be evidenced or secured in whole or in part by such obligation, by
reference to the lower of the Stated Interesi Rate on such obligation and the Stated
Interest Rate on such other indebtedness and (b) without regard to the effective interest
cost to the Company of such obligation or of any such other indebtedness.

SECTION 2. “Cost”.

The definition of “Cost” in Section 104 of the Original Indenture is hereby
amended to read as follows:

Except as otherwise provided in Section 803, the term “Cost” with respect to
Property Additions shall mean the sum of (i) any cash delivered in payment therefor or
for the acquisition thereof, (i} an amount equivalent to the fair market value in cash (as
of the date of delivery) of any securities or other property delivered in payment therefor
or for the acquisition thereof, (iii) the principal amount of any obligations secured by
prior Lien (other than a Class A Mortgage) upon such Property Additions outstanding at
the time of the acquisition thereof, (iv) the principal amount of any other obligations
incurred or assumed in connection with the payment for such Property Additions or for
the acquisition thereof and (v) any other amounts which, in accordance with generally
accepted accounting principles, are properly charged or chargeable to the plant or other
property accounts of the Company with respect to such Property Additions as part of the
cost of construction or acquisition thereof, including, but not limited to, any allowance
for funds used during construction or any similar or analogous amount; provided,
however, that, notwithstanding any other provision of this Indenture,

(x) with respect to Property Additions owned by a successor
corporation immediately prior to the time it shall have become such by
consolidation or merger or acquired by a successor corporation in or as a result of
a consolidation or merger (excluding, in any case, Property Additions owned by -
the Company immediately prior to such time), Cost shall mean the amount or
amounts at which such Property Additions are recorded in the plant or other
property accounts of such successor corporation, or the predecessor corporation
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from which such Property Additions are acquired, as the case may be,
immediately prior to such consolidation or merger;

(y) with respect to Property Additions which shall have been acquired
(otherwise than by construction) by the Company without any censideration
consisting of cash, securities or other property or the incurring or assumption of
indebtedness, no determination of Cost shall be required, and, wherever in this
Indenture provision is made for Cost or fair value, Cost with respect to such
Property Additions shall mean an amount equal to the fair value to the Company
thereof or, if greater, the aggregate amount refiected in the Company’s books of
account with respect thereto upon the acquisition thereof; and

(z) in no event shall the Cost of Property Additions be required (o
reflect any depreciation or amortization in respect of such Property Additions, or
any adjustment to the amount or amounts at which such Property Additions are

recorded in plant or other property accounts due to the non-recoverability of
investment or otherwise.

SECTION 3. “Purchase Money Mortgage”.

Section 101 of the Original Indenture is hereby amended to add a definition of the
term “purchase money mortgage” as follows:

“Purchase money mortgage” means, with respect to any property being
acquired or disposed of by the Company or being released from the Lien of this
Indenture, a Lien on such property which

a. is taken or retained by the transferor of such property to secure all
or part of the purchase price thereof;

b. is granted to one or more Persons other than the transferor ‘which,
by making advances or incurring an obligation, gives value to enable the grantor
of such Lien to acquire rights in or the use of such property;

c. is granted to any other Person in connection with the release of
such property from the Lien of this Indenture on the basis of the deposit with the
Trustee or the trustee or other holder of a Lien prior to the Lien of this Indenture
of obligations secured by such Lien on such property (as well as any other
property subject thereto);

d. is held by a trustee or agent for the benefit of one or more Persons
described in clause (a), (b) and/or (c) above, provided that such Lien may be held,
in addition, for the benefit of one or more other Persons which shall have
theretofore given, or may thereafter give, value to or for the benefit or account of
the grantor of such Lien for one or more other purposes; or

€. otherwise constitutes a purchase money mortgage or a purchase
money security interest under applicable law;
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and, without limiting the generality of the foregoing, for purposes of this Indenture, the
term “purchase money mortgage” shall be deemed to include any Lien described above
whether or not such Lien (x) shall permit the issuance or other incurrence of additional
indebtedness secured by such Lien on such property, (y) shall permit the subjection 1o
such Lien of additional property and the issuance or other incurrence of additional
indebtedness on the basis thereof and/or (z} shall have been granted prior to the
acquisition, disposition or release of such property, shall attach to or otherwise cover
property other than the property being acquired, disposed of or released and/or shall
secure obligations issued prior and/or subsequent to the issuance of the obligations
delivered in connection with such acquisition, disposition or release. '

SECTION 4. Limitations on Purchase Money Mortgages.

(a) The proviso to clause (d) in Section 803 of the Original Indenture is
hereby amended to:

(1) (A) delete therefrom clause (x) and

(B) redesignate clauses (y) and (z) therein as clauses (x) and (y),
respectively; and

(2) delete therefrom clause (y); and

(b) Sectiont 803 is further amended in accordance with Section 14010 of the
Original Indenture, to:

(1) add thereto a new clause (y) reading as follows:

“(y) no obligations secured by purchase money mortgage shall be used as
a credit in connection with the release of property hereunder, if the aggregate
credit in respect of such obligations to be used by the Company pursuant {o
subclause (i) and subclause (iv) of this clause {d) plus the aggregate credits used
by the Company pursuant to said subclause (i} and subclause (iv) in connection
with all previous releases of property from the Lien hereof on the basis of
purchase money obligations theretofore delivered to and then held by the Trustee
or the trustee or other hotder of a Lien prior to the Lien of this Indenture shall,
immediately after the release then being applied for, exceed forty per centum
(40%) of the sum of (A) the aggregate principal amount of Securities then
Outstanding and (B) the aggregate principal amount of Class “A” Bonds then
Outstanding other than Class “A” Bonds delivered to and then held by the
Trustee;” and

(2) add the following paragraph immediately after the second ful!
paragraph of such Section:

Anything herein to the contrary notwithstanding, there shall not be taken
into account for purposes of the calculation contemplated in clause (y) in the
proviso to clause (d) of the first paragraph of this Section any obligations secured
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by purchase money mortgage with respect to which there shall have been
delivered to the Trustee:

(%) an Officer's Certificate (i) if any obligations shall then be
outstanding under such purchase money mortgage - and/or additional
obligations are permitted to be issued thereunder, either (A) stating that
the terms of such purchase money mortgage, as then in effect, do not
permit the issuance of obligations thereunder on the basis of property
additions in a principal amount exceeding seventy per centum (70%) of
the balance of the cost or fair value of such property additions (o the issuer
thereof (whichever shall be less) after making deductions and additions
similar to those provided for in Section 104, or (B} in the event that the
statements contained in clause {(A) above cannot be made, stating that such
issuer has irrevocably waived its right to the authentication and delivery of
obligations under such purchase money mortgage (1) on any basis, in a
principal amount equal to the excess of (I) the aggregate principal amount
of obligations, if any, then outstanding under such purchase money
mortgage which were jssued on the basis of property additions or on the
basis of the retirement of obligations which were issued {whether directly
or indirectly when considered in light of the successive issuance and
retirement of obligations) on the basis of property additions over (II) an
amount equal to seventy per centum (70%) of the aggregate Dolfar amount
of property additions certified as the basis for the issuance of such
obligations then outstanding and (2) on the basis of property additions, in
a principal amount exceeding seventy per centum (70%) of the balance of
the cost or fair value thereof to such issuer (whichever shall be less) after
making deductions and additions similar to those provided for in Section
104 and (ii) stating either (A) that the obligations secured by such
purchase money mortgage delivered to the Trustee or to the trustee or
other holder of a Lien prior to the Lien of this Indenture as the basis for
such release of property contain a provision for mandatory redempiion
upon the acceleration of the maturity of all Outstanding Securities
following an Event of Default {whether or not such redemption may be
rescinded upon the rescission of such acceleration) or (B) that so long as
such obligations are held by the Trustee or the trustee or other holder of
such a pror Lien, an Event of Default under this Indenture constitiles a
matured event of default under such purchase money mortgage {provided,
however, that the waiver or cure of such Event of Default hereunder and
the rescission and annulment of the consequences thereof may constitute a
cure of the corresponding event of default under such purchase money
mortgage and a rescission and annulment of the consequences thereof);

and

(y) an Opinion or Opinions of Counsel to the effect that (i) if
any obligations shall then be outstanding under such purchase money
mortgage and/or additional obligations are permitted to be issued
thereunder, to the effect either (A) that the terms of such purchase money
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mortgage, as then n effect, do not permii the issuance of obligations
thereunder upon the basis of property additions in a principal amount
exceeding sevemy per centum (70%) of the balance of the cost or the fair
value thereof to the issuer of such obligations (whichever shall be less)
after making deductions and additions similar to those provided for in
Section 104, or, if such is not the case, (B} that the waivers contemplated
by clause (x){(i)(B) above have been duly made and (i) to the effect either
{A) that the obligations secured by such purchase money mortgage
delivered to the Trustee or to the trustee or other holder of a Lien prior 1o
the Lien of this Indenture as the basis for such release of property contain
a provision for mandatory redemption upon an acceleration) of the
maturity of all Outstanding Securities following an Event of Default
(whether or not such redemption may be rescinded upon the rescission of
such acceleration) or (B) that, so jong as such obligations are held by the
Trustee or the trustee or other holder of such a prior Lien, an Event of
Default under this Indenture constitutes a matured event of default under
such purchase money morigage (provided, however, that the waiver or
cure of such Event of Default hereunder and the rescission and annuiment
of the consequences thereof may constitute a cure of the cormresponding
event of default under such purchase money mortgage and a rescission and
annulment of the consequences thereof).
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SECTION 5. “Fair Vaiue”.

Section 101 of Original Indenture is hereby amended to add a definition of the
term “fair value” as follows:

“Fair value”, with respect to property, means the fair value of such property as
may be determined by reference to (a) the amount which would be likely to be obtained
in an arm’s-length transaction with respect to such property between an informed and
willing buyer and an informed and willing seller, under no compulsion, respectively, 10
buy or sell, (b) the amount of investment with respect to such property which, together
with a reasonable return thereon, would be likely to be recovered through ordinary
bustness operations or otherwise, (c} the Cost, accumulated depreciation and replacement
cost with respect to such property and/or (d) any other relevant factors; provided,
however, that (x) the fair value of property shall be determined without deduction for any
Liens on such property prior to the Lien of this Indenture {except as otherwise provided
in Section 803) and (y) the fair value to the Company of Property Additions shall not
reflect any reduction relating to the fact that such Property Additions may be of less value
to a Person which is not the owner or operator of the Mortgaged Property or any portion
thereof than to a Person which is such owner or operator. Fair value may be determined,
without physical inspection, by the use of accounting and engineering records and other
data maintained by the Company or otherwise available to the Engineer certifying the

same.
SECTION 6. Limitations on Requirements for Net Earnings Certificate.

(1) The proviso to clause (i) of subsection (b) of Section 404 of the Onginal
Indenture is hereby amended to read as follows:

provided, however, that no Net Earnings Certificate shall be required to be
delivered; and

(ii)  The proviso to clause (ii) of subsection (b} of Section 402 of the Original
Indenture is hereby amended to read as follows:

provided, however, that no Net Earnings Certificate shall be required to be
delivered if there shall be delivered an Officer’s Certificaie to the effect
that such Class “A” Bonds were authenticated and delivered under the
related Class “A” Mortgage on the basis of retired Class “A” Bonds; and




RECORDING INFORMATION

Allegheny County, Pennsylvania
Office of Recorder of Deeds
Recorded

Mortgage Book Volume

Beaver County, Pennsylvania
Office of Recorder of Deeds
Recorded

Mortgage Book Volume

Greene County, Pennsylvania
Office of Recorder of Deeds
Recorded -

Mortgage Book Volume

Washington County, Pennsylvania
Office of Recorder of Deeds
Recorded

Mortgage Book Volume

Westmoreland County, Pennsylvania
Office of Recorder of Deeds
Recorded

Mortgage Book Volume

Beimont County, Ohio
Office of Recorder
Received

Recorded

Mortgage Book Volume

Columbiana County, Ohio
Office of Recorder
Recorded

Official Records Volume

Jefferson County, Ohio
Office of Recorder
Received

Recorded

Official Records Volume



Lake County, Ohio
Office of Recorder
Recorded

Official Records Volume

Monroe County, Ohto
Office of Recorder
Received

Recorded

Official Records Volume

Hancock County, West Virginia
Office of Clerk of County Commission
Recorded

Deed of Trust Book

Monongahela County, West Virginia
Office of Clerk of County Commission
Recorded

Deed of Trust Book
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DUQUESNE LIGHT COMPANY

OFFICER’S CERTIFICATE

(Under Section 301 of the Indenture of Mortgage and Deed of Trust,
dated as of April 1, 1992)

Establishing Series of Securities Designated

First Mortgage Bonds, Series __

200_




DUQUESNE LIGHT COMPANY

OFFICER’S CERTIFICATE
(Under Section 301 of the Indenture,
dated as of April 1, [992)

I, William F. Fields, a Vice President and the Treasurer of DUQUESNE LIGHT
COMPANY (the “Company™), in accordance with Section 301 of the Indenture of Mortgage and Deed of
Trust, dated as of April 1, 1992, as amended and supplemented (the “Indenture”, capitalized 1erms used
herein and not defined herein having the meanings specified in the Indenture), of the Company (o
JPMorgan Chase Bank (successor by merger to The Chase Manhattan Bank, successor in trust to Mellon
Bank, N.A.), trustee (the “Trustee™), do hereby establish for the series of Securities established in
Supplemental Indenture No. __, dated as of , 200_ the terms and characteristics set forth in this
Officer’s Certificate, this Officer’s Certificate being deemed to be a part of such Supplemental Indenture.

PART I

Set forth below in this Part 1 are the terms and characteristics of the aforesaid series of
Securities referred to in clauses (a) through (1) in the second paragraph of Section 301 of the Indenture
(the lettered clauses set forth herein corresponding to such clauses in said Section 301).

(a) the title of the Securities of such series, being Sertes No. __ under the Indenture,
shall be “First Mortgage Bonds, Series _" (the Securities of such series, for purposes of this Officer’s
Certificate, being sometimes hereinafter called the “Bonds™);

(b) the aggregate principal amount of Bonds which may be authenticated and
delivered under the Indenture shall not be limited;

(c) interest on the Bonds shall be payable to the Person or Persons in whose names
the Bonds are registered at the close of business on the Regular Record Date for such interest. except as
otherwise expressly provided in the form of bond attached hereto and hereby authorized and approved;

(d) the principal of the Bonds shall be payable on ;

(e) the Bonds shall bear interest at the rate of percent ( S} per
annum; interest on the Bonds shall accrue from , 200_ or the most recent date to which interest has
been paid or duly provided for; imterest on any Bonds shall be payable on

. of each vyear (each an “Interest Payment Date™), commencing , 200_: and

the Regular Record Date with respect to each Interest Payment Date shall be the date 15 calendar days
immediately preceding such Interest Payment Date whether or not such day is a Business Day;

() the corporate trust office of JPMorgan Chase Bank in New York, New York shall
be the place at which (i) the principal of, premium, if any, and interest, if any, on the Bonds at Maturity
shall be payable upon presentment, interest prior to Maturity to be paid as specified in the form of bond
attached hereto, (ii} registration of transfer of the Bonds may be effected, (iii) exchanges of Bonds may be
cffected and (iv) notices and demands to or upon the Company in respect of the Bonds and the Indenture
may be served; and JPMorgan Chase Bank shall be the Security Registrar and a Paying Agent for the
Bonds; provided, however, that the Company reserves the right to change, by one or more Officer's
Certificates supplemental to this Officer’s Certificate, any such place or the Security Registrar or such



Paying Agent; and provided, further, that the Company reserves the right to designate, by one or more
Officer’s Certificates supplemental to this Officer’s Certificate, its principal corporate office in
Pittsburgh, Pennsylvania as any such place.or itself as the Security Registrar;

(g)
(h)
(i)

thereof;
6
(k)
)
(m)
(n)
(0)
)
(@

[Optional Redemption Provisions],
[Mandatory Redemption Provisions];

the Bonds shall be issued in denominations of $___ and any integral multiple

inapplicable;
mapplicable;
inapplicable;
inapplicable;
inapplicable;
inapplicable;
inapplicable;

the Bonds are initially to be issued in global form, registered in the name of Cede

& Co., as nominee for The Depository Trust Company (the “Depositary”). Such Bonds shalt not be
transferable or exchangeable, nor shall any purported transfer be registered, except as follows:

(i)

(11)

such Bonds may be transferred in whole, and appropriate registration of transfer
effected, if such transfer is by such nominee to the Depositary, or by the
Depositary to another nominee thereof, or by any nominee of the Depositary to
any other nominee thereof, or by the Depositary or any nominee thercof o any
successor securities depositary or any nominee thercof; and

such Bonds may be exchanged for definitive Bonds registered in the respective
names of the beneficial holders thereof, and thereafter shall be wransferable
without restriction, if:

(A)  the Depositary, or any successor sccurities depositary, shall have notified
the Company and the Trustee that it is unwilling or unable to continue (o
act as securities depositary with respect to such Bonds and the Trustee
shall not have been notified by the Company within ninety (90) days of
the identity of a successor securities depositary with respect to such
Bonds; or

(B)  the Company shall have delivered to the Trustce a Company Order o the
effect that such Bonds shall be so exchangeable on and after a date
specified therein;



il being understood that any such registration of transfer or exchange shall be effected in accordance with
Section 305 of the Indenture;

(r) inapplicable;

(s) no service charge shall be made for the registration of transfer or exchange of the
Bonds; provided, however, that the Company may require payment of a sumn sufficient to cover any tax or
ather governmental charge payable in connection with such registration of transfer or exchange; and

(t) inapplicable.
PART 11

Set forth below in this Part Il are additional terms of the Bonds, as contemplated by
clause (u) in the second paragraph of Section 301 of the Indenture.

(a) the Bonds shall have such further terms as are set forth in the form of bond
attached hereto as Exhibit A.

(b) if the Company shall make any deposit of money and/or Government Obligations
with respect to any Bonds, or any portion of the principal amount thereof, as contemplated by Section 901
of the Indenture, the Company shall not deliver an Officer’s Certificate described in clause (z) in the first
paragraph of said Section 901 unless the Company shall also deliver to the Trustee, together with such
Officer’s Certificate, either: ’

(1) an instrument wherein the Company, notwithstanding the satisfaction and
discharge of ils indebtedness in respect of such Bonds, shall assume the
obligation (which shall be absolute and unconditional) to irrevocably deposit
with the Trustee or Paying Agent such additional sums of money, if any. or
additional Govermment Obligations (meeting the requirements of Section 9G1), if
any, or any combination thereof, at such time or times, as shall be necessary,
together with the money and/or Government Obligations theretofore so
deposited, to pay when due the principal of and premium, if any, and interest due
and to become due on such Bonds or portions thereof, all in accordance with and
subject to the provisions of Sections 901 and 903 of the Indenture; provided.,
however, that such instrument may state that the obligation of the Company to
make additional deposits as aforesaid shall be subject to the delivery o the
Company by the Trustee of a notice asserting the deficiency accompanied by an
opinion of an independent public accountant of nauonally recognized standing,
selected by the Trustee, showing the calculation thereof {(which opinion shall be
obtained at the expense of the Company); or

(ii) an Opinion of Counsel to the effect that the Holders of such Bonds, or portions
of the principal amount thereof, will not recognize income, gain or loss for
United States federal income tax purposes as a resull of the satisfaction and
discharge of the Company’s indebtedness in respect thereof and will be subject to
United States federal income tax on the same amounts, at the same times and in
the same manner as if such satisfaction and discharge had not been effected.

(c) [Additional Covenants, if any]



IN WITNESS WHEREOF, I have executed this Officer’s Certificate this day of ,200_

Name: William F. Fields
Title:  Vice President and Treasurer



Exhibit 5.1

[Letterhead of D. Rabuzzi, Esq.]

February 17, 2004

Duquesne Light Company
411 Seventh Avenue
Pittsburgh, PA 15219

Ladies and Gentlemen:

I am Assistant General Counsel of Duquesne Light Company (the
“Company”). Thave acted as counsel to the Company in connection with the Company’s
proposed issuance and sale from time to time of up to $300,000,000 in aggregate amount of
its Preferred Stock (the “Preferred Stock™) and its First Mortgage Bonds (the “Bonds”), as
contemplated by the Registration Staterment on Form S-3 (the “Registration Statement™)
proposed to be filed by the Company with the Securities and Exchange Commission on or
about the date hereof for the registration of the Preferred Stock and the Bonds under
Securities Act of 1933, as amended (the “Act’™), and for the qualification of the Indenture of
Mortgage and Deed of Trust, dated as of April 1, 1992, to JPMorgan Chase Bank (successor
by merger to The Chase Manhattan Bank, successor in trust to Mellon Bank, N.A.), as
trustee (the “Mortgage Trustee™), as heretofore amended and supplemented and as (o be
further supplemented by one or more supplemental indentures relating to the Bonds (such
Indenture, as so amended and supplemented, being hereinafter called the “Morigage™),
under the Trust Indenture Act of 1939, as amended (the “Trust Indenture Act™). The
Bonds will be issued under the Mortgage.

L, or attorneys under my supervision, have examined the Company’s
Restated Articles of Incorporation and such corporate records, certificates and other
documents and have reveiwed such questions of law as I have considered necessary or
appropriate for purposes of the opinions expressed below. Based on such examination
and review, [ advise you as follows:

I am of the opinion that the Company is a corporation presently subsisting
under the laws of the Commonwealth of Pennsylvania, with full corporate power and
authority to own its properties and conduct its business as described in the Registration
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Staternent, and that the Company is duly qualified to do business as a foreign corporation in
good standing in all other jurisdictions in which it owns or leases substantial properties or
in which the conduct of its business requires such qualification.

(a)

(b)

(©)

(d)

I am also of the opinion that when:

the Registration Statement, as it may be amended, has become effective
under the Act,

the Company's Board of Directors, or a duly authorized committee
thereof, has taken such action as may be necessary to establish the relative
rights and preferences of the Preferred Stock of each series and authorize
the Company’s issuance and sale thereof on the terms set forth in or
contemplated by the Registration Statement, as it may be amended, and
any prospectus supplement relating to Preferred Stock,

a statement establishing such series of the Preferred Stock has been filed
with the Department of State of the Commonwealth of Pennsylvania in the
form and manner required by law, and

the Preferred Stock of such series has been issued and delivered for the
consideration contemplated by, and otherwise in conformity with, the acts,
authorizations and documents referred to above,

the Preferred Stock of each series will be legally issued, fully paid and non-assessable.

(a)

(b)

(c)

I am further of the opinion that when:

the Registration Statement, as it may be amended, has become effective
under the Act and the Mortgage shall have been qualified under the Trust
Indenture Act;

the Company’s Board of Directors or a duly authorized Committee

thereof, has taken such action as may be necessary to authorize the
issuance and sale by the Company of the Bonds of such series on the
terms set forth in or contemplated by the Registration Statement, as i may
be amended, and any prospectus supplement relating to the Bonds of such
series, and to authorize the proper officers of the Company to take such
other action as may be necessary in connection with the consummation of
the issuance and sale of the Bonds from time to time; and

the specific terms of each Bond of such series shall have been determined
within the authorizations referred to above, and each Bond shall have been
duly executed and authenticated by the Mortgage Trustee and issued, sold
and delivered by the Company to the purchasers thereof against payment
therefor, all as contemplated by, and in conformity with, the acts,
authorizations and documents referred to above,



February 17, 2004
Page 3

the Bonds of each series will be legally issued, valid and binding obligations of the
Company, subject to laws relating to or affecting the enforcement of creditors’ rights,
including, without limitation, bankruptcy and insolvency laws, and to general
principles of equity.

I am further of the opinion that the statements contained under
“PENNSYLVANIA TAXES” in the prospectus contained in the Registration Stalement
are accurate as of this date.

I hereby authorize and consent to the use of this opinion as Exhibit 5.1 to
the Registration Statement and the references to me in the Registration Statement and in
the prospectus constituting a part thereof.

In rendering their opinion, Dewey Ballantine LLP may rely upon this
opinion as to all matters of Pennsylvania law addressed herein as if this opinion were
addressed directly to them.

Very truly yours,

/s/ D.L. Rabuzzi

/s/ Douglas Rabuzzi



