UNITED STATES OF AMERICA

NUCLEAR REGULATORY COMMISSION

In the Matter o
| uquesng | |',"}1' Company

Beaver Valley Power Station. Docket Nos, 5C

Units 1 and 2 and 50412

Perry Nuclear Power Plant Unit 1 , Docket No. 50-44(

APPLICATION FOR TRANSFERS OF CONTROI
REGARDING OPERATING LICENSE NOS. DPR-66 AND
NPF-73 FOR THE BEAVER VALLEY POWER
STATION AND OPERATING LICENSE NPF.58
FOR THE PERRY NUCLEAR POWER PLAN'

INTRODUCTION AND BACKGROUND

I'he Duquesne Light Company ("Duquesne Light"), Ohio Edison C mpany
("Ohio Edison") and Pennsylvania Power ompany ("Penn Power") are the holders of

Facility Operating License No. DPR-66, dated July 2, 1976 ("Operating License
| ; | :

DPR-66"). Operating License DPR-65 authorizes the holders to possess the Beaver

Valley Power Station, Unit 1 (*Beaver Valley Unit 1) and authorizes huguesne Jight

to use and operate Beaver Valley Unit 1 in accordance with the procedures and limita

Hons set ?:lr{}l in '.}‘.( operating ll\ ensey
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Duquesne Light, Ohio Edison, The Cleveland Electric lluminating Company
("CEI") and The Toledc Edison Company (“TE") are the holders of Facility Operating
License No. NPF-73, dated August 14, 1987 ("Operating License NPF.73"), Operating
License NPF-73 authorizes the hoiders 1o possess the Beaver Valley Power Station,
Unit 2 ("Beaver Valley Unit 2*) and authorizes Duquesne Light to use and operate Bea-
ver Valley Unit 2 in accordance with the procedures and limitations set forth in the

operating license,

Dugquesne Light, CEL Centerior Service Company (*CSC"), Ohio Edison, OES
Nuclear Inc., Penn Power and the TE are holders of Facility Operatirg License No.
NPF-58, dated November 13, 1986 ("Operating License NPF-58"). The operating li-
cense authorizes the holders 1o possess the Perry Nuclear Power Plant, Unit No. 1
("Perry”) and authorizes CEI and CSC to use and operate Perry in accordance with the

conditions and requirements set forth in the operating license.

The purpose of this Application is to request the consent of the Nuclear Regula-
tory Commission ("NR") under 10 C.F.R. § 50.80 to the indirect transfers of control
of Duquesne Light's interests in the operating licenses for Beaver Valley Unit 1, Beaver
Valley Unit 2 and Perry that will occur under a proposed merger of DQE, Inc,
\"DQE") and Allegheny Power System, Inc. ("Allegheny Power"), Duquesne Light is
a wholly owned subsidiary of DQE; it owns a 47.50% interest in Beaver Valley Unit 1,
a 13.74% interest in Beaver Valley Unit 2, and a 13.74% interest in Perry. The merger

will result in the indirect transfer of control of the interests held by Duquesne Light in

the Beaver Valley and Perry operating licenses to Allegheny Power, which will be re-
named Allegheny Energy, Inc. ("Allegheny Energy"). A copy of the Joint Proxy




Statement and Prospectus (which includes as an exhibit a copy of the merger agree-

ment between Allegheny Power and DQE) is filed with this Application as Exhibit A .

Under the proposed merger, Duquesne Light will become an indirect whoily
owned subsidiary of Allegheny Energy. As a result of the merger, Duquesne Light and

Allegheny Power will achieve significant cost savings and efficiencies that will reduce

ties that they serve. The merger will therefore enhance Duquesne Light's financial re-

sources 1o possess its ownership interests in the Beaver Valley and Perry plants.

\

\

\

their operating costs to the benefit of their customers, shareholders and the communi- ‘
The merger will have no adverse affect on either the technical management or

operation of the Beaver Valley or Perry plants. The technical qualifications of Du-

quesne Light, the plant operator for Beaver Valley Units 1 and 2, wi'l be unaffected

since the technical management and nuclear organization of Duquesne Light currently

responsible for operating and maintaining Beaver Valley will remain responsible for

the plant's operation and maintenance after the merger. Similarly, the merger will

have no adverse affect on either the technical management or operation of the Perry

plant since CEIl and CSC, responsible for the operation and maintenance of Perry, are

not involved in the merger.

In addition to the NRC's review, the merger will be reviewed by other Federal
and state agencies, including the Federal Energy Regulatory Commission ("FERC"),
the Securities Exchange Commission ("SEC") and potentially the U.S. Department of
Justice and the Federal Trade Commission ("FTC"), and the Pennsylvania Public Util-
ity Commission. Among the issues that these agencies will consider are the competi-

tive aspects of the proposed merger. The NRC itself need not undertake any
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additional antitrust review with respect to the proposed indirect transfers of control

concerning the Beaver Valley Unit 2 and Perry licenses because approval of this appli-
cation - like the NRC's recent approval of the indirect transfers of control resulting
from the proposed merger of Ohio Edison and Centerior Energy ~ does not involve
the issuance of a license."” Therefore, as the NRC recently concluded in its review of
the Ohio Edison and Centerior Energy merger, the antitrust provisions of section 105¢

of the Atomic Energy Act do not apply ¥

Part I below sets forth the information required by 10 C.F.R. § 50.80 with re-
spect to the proposed transfers. Part I1 discusses the effective date for the license

transfers.

L INFORMATION FOR INDIRECT TRANSFERS OF CONTROL

A.  General Information Concerning Duquesne Light

1, Name and Address

Duquesne Light Company

411 Seventh Ave., 16-006

P.O. Box 1930

Pittsburgh, Pennsylvania 15320-1930

2. Description Of Busiziess

Following the merger, Duquesne Light will be an indirect wholly owned sub-

sidiary of Allegheny Energy. Its purpose will remain the same as it is now, which is to

¥ Beaver Valley Unit 1 is a section 104b plant, and therefore the NRC has no antitrust jurisdiction
with respect to Unit 1.

¥ See, e.g., Safety Evaluation by the Office of Nuclear Reactor Regulation Related to the Indirect
Transfers of Control of License Nos. DPR-66 and NPF-73 for Beaver Valley Power Station, Unit
Nos. 1 and 2, Docket Nos. 50-334 and 50412 at 3 (June 19, 1997),
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CNGage Pring ;,-all\ in the generat.on, teansmission, distribution and sale of electric en-
ergy in Pennsylvania to residential, commercial and industrial customers for their own

use and in Pennsylvania and elsewhere to wholesale customers for resale
Organization And Management

Duquesne Light is ~ and will remain after the merger - a corporation organized
and existing under the laws of the State of Pennsvlvania. All of Duquesne Light's di

rectors .m\i pring l}'d] othicers are citize:.s of the l'ml«'d States

I'he Board of Directors of Allegheny Energy will be composed of 15 directors:
DQE is to designate six of the directors and Allegheny Power is to designate nine of
the directors, Neither DQE nor Allegheny Power has determined who it wil! desig
nate to be directors, but each currently intends to nominate persons trom ariong the
members of its respective board of directors at the time of the merger. Additionally,
the merger agreement provides that the chairmarn of the Nuclear Review committee of

the new board shall be one of the six directors designated by DOE.

Following the proposed merger, Duquesne Light will not be owned, controlied

, g
or dominated by an alien, foreign corporation or f reign government. Duquesne

Light is not acting as an agent or representative of any other person in this request for

consent to the indirect transfer of control of the licenses

Technical (Jll.lllfh ations

I'he technical qualifications of Duquesne Light to operate Beaver Vallsy Units |

and 2 will be unchanged by the merger since the technical m inagement and nuclear




organization of Duquesne Light currently responsible for operating and maintaining
Beaver Valley will be responsible for the operation and maintenance of Beaver Valley
after the merger. The merger does not invelve any change to the Beaver Valley Nu-
clear orgatization responsible for operating the plant or the reporting relationships
within that organization. The Nuclear organization will continue to have clear and di-
cect lines of responsibility and authority. While specific individuals may over time
join or leave the nuclear staff and/or titles or responsibilities may change, the technical
and administrative abilities will remain essentially unchanged. Therefore, the technical
qualifications of Duquesne Light to carry out its responsibilities under the Beaver Val-
ley Unit 1 and Unit 2 Operating Licenses will remain unchanged and will not be ad-

versely affected by the proposed merger.

Tae proposed merger involves no change to either the management organiza-
tion or technical personnel of CEl and CSC responsible for operating and maintaining
Ferry. CEland CSC are not involved in the merger. Therefore, the technical qualifi-
cations of CEl and CSC to carry out their responsibilities under the Perry Operating
License will remain unchanged and will not be adversely affected by the proposed

merger.

C.  Financial Qualifications

After the proposed merger, Duquesne Light will continue to generate and dis-
tribute electricity and recover the cost of this electricity through rates authorized by
the Pennsylvania Public Utility Commission and by the FERC. Therefore, Duquesne

Light will continue to meet the definition of electric utility set forth in 10 CF.R. §



50.2. Accordingly, its financial qualifications are presumed by 10 C.F.R. § 50.33(f) and

no specific demonstration of financial aualifications is required.

We understand that in connection with recent mergers of other licensees, the
NRC has expressed interest in being kept informed of sul sequent asset transfers. 1f
this is a consideration in this merger, Duquesne Light is willing to commit to provide
the Director of the Office of Nuclear Reactor Regulation a copy of any application, at
the ume 1t is filed, to transfer (excluding grants of security interests or liens) from Du-
quesne Light to its proposed parent, or to any other affiliated ¢ ompany, facilities for
the production, transmission o: distribution of electric energy having a depreciated
book value exceeding ten percent of Duquesne Light's consolidated net utility plant, as

recorded on the its books of account.
D.  Decommuissioning Funding

NRC regulations require information show ing, "reasonable assurance . . . that

tunds will be available to decommission the facility." 10 C.F.R. § 50.33(k). Duquesne

Light has filed decommissioning reports with the NRC under 10 C.F.R. § 50.75(b) and
is providing financial assurance for decommissioning its respective ownership interests
in Beaver Valley Units 1 and 2 and Perry in accordance with those reports through ex-
ternal sinking trust funds in which deposits are made at least annually. After the

: 1 . ' ; - 1
merger, Duquesne Light will remain responsible for the decommissioning liabilities as-
sociated with its ownership interests in Beaver Valley and Perry and will continue 1«

tund its decommissioning trusts for those plants in accordance with NR( regulations.




E. Antitrust Considerations

1. Beaver Valley Unit 1 Is Not Subject To NRC Antitrust Review

Beaver Valley Unit 1 was licensed under section 104b of the Atomic Energy
Act. Nuclear plants licensed under section 104b are not subject to antitrust review by
the NRC. As stated by the NRC in its approval for the license transfer of the Calvert
Cliffs Nuclear Power Plant (also a section 104b plant):

The Calvert Cliffs Nuclear Power Plant received its con-
struction permit (CP) prior to enactment of Section 105 of
the Atomic Energy Act. Nuclear plants that receive CPs
prior to enactment of Section 105 in December 1970 were
issued 104b licenses rather than 103 commercial licenses and
were grandfathered for purposes of antitrust review, Con-
sequently, the staff is not conducting a significant change
antitrust review as a result of the proposed merger inve’ -
ing BGE and PEPCO,

61 Fed. Reg. 56,714, 56,715 (Nov. 4, 1990). Therefore, the NRC lacks antitrust juris-
diction to conduct any antitrust review with respect to the license transfer for Beaver

Valiey Unit 1.

2. No NRC Antitrust Review Is Required With
Respect To Beaver Valley Unit 2 and Perry

Beaver Valley Unit 2 and Perry were licensed under section 103 of the Atomic
Energy Act and therefore the NRC does have certain, limited antitrust jurisdiction
with respect to Beaver Valley Unit 2 and Perry. The Act, however, only provides for
an antitrust review in connection with a construction permit application and, where

there have been "significant changes" from the time of the construction permit, in
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connection with the initial operating license application. 42 U.S.C. § 2135(c). The leg-
islavive history of section 105¢ strongly reinforces its statutorv language that the anti
trust review provided for by section 105¢ is limited to the "initial application" for a
construction permit or operating license and not to "other applications that may be
filed during the licensing process."* Accordingly, no antitrust review is required with
respect to the indire - dtval ik 14 sonl 1 W PR
respect 1o the indirect transters ot control that would result trom he proposed merget

of DQE and Allegheny Power.,

In 1ts recent approval of the indirect transfers of control resuiting from the pro-

posed merger of Ohio Edison and Centerior Energy, the NRC has expressly rec 0g-

nized that no antitrust review ~ not even a no significant change review - is to be

undertaken with respect to an application for an indirect transfer of control of a li-
cense under 10 C.F. R, § 50.80. As stated by the NRC in the Beaver Valley Safets

Evaluation for the Ohio Edison and Centerior merger:

ee recognizes that applications may be amende
time, that there may be applications to extend or ret
a license, and also that the form of an Application tor a const
permit may be such that, from the applicant's standpoint, it
A I
mately ripens into the application for an operating license
phrases "an ¢ ", "an application for a license",
| the clarified and revised subsection
{rmit, tn
nse, or the initial application
i would constitute a new or substantially different
case may be, as detercnined by the Commission
phrases do not include, for the purpases of trigaering subsection

ylications which




The antitrust provisions of Section 105¢ of the Atomic En-
ergy Act apply to an application for a license to construct
or operate a facility licensed under Section 103 of the Act.
Although Firsiiinergy may become the holding company of
the licensees for the Beaver Valley facilities, i.e., may indi-
rectly acquire control of the licenses, it will not be perform-
ing activities for which a license is needed. Since approval
of the instant application would not involve the issuance of
a license, the procedures under Section 105¢ do not apply,
including the making of any "significant changes" determi-
nation. Therefore, there is no need to conduct any addi-
tional antitrust review.¥

Similarly here, the NRC's approva! of the instant application for indirect trans-
fer of control does not involve the issuance of a license. After the merger, Duquesne
will remain the licensee with respect to its interests in both the Beaver Valley and
Perry plants. Accordingly, no antitrust review is to be undertaken with respect to this

application, not even the making of a no "significant changes" determination.
PP

Additionally, no practical purpose would be served by conducting any type of
antitrust review here for the NRC has previously conducted an extensive antitrust re-
view with respect to the Perry license. This review resulted in comprehensive anti-
trust conditions being added to the Perry license to which Duquesne Light is subject.
See Operating License NPF-58, Conditions 2.C(3)a, 2.C(3)b, and Appendix C. In 1987
in connection with the issuance of the operating license for Beaver Valley Unit 2, the
NRC concluded that there had been no significant changes warranting further anti-
trust review with respect to Beaver Valley Unit 2, in large measure because of "the im-

plementatnon of the Davis-Besse/ Pcrry license conditions and the procompetitive

¥ Safery Evaluatxon by the Ofﬁcc of Nuclear Reactor Regulation Related to the Indirect Transfers
of Control of License Nos. DPR-66 and NPF-73 for Beaver Valley Power Station, Unit Nos. 1 and 2,

Docket Nos. 50-334 and 50-412 at 3 (June 19, 1997) (emphasis added).
10



etfect they have had on the planning and day-to-day operations of all CAFCO sys
tems.” 52 Fed Reg. 15,402, 15,403 (1987). Further, the NRC itself recently concluded
(in reviewing a proposed merger between CEl and TE) that the liceuse conditions
found in the Perry Operating License are "extensive and pro-competitive.” 59 Fed

Reg. 40,928, 40,929 (August 10, 1994).

Moreover, the competitive effects of the merger will be thoroughly reviewed by
other federal and state agencies reviewing the merger, including the FERC and the
Pennsylvania Public Utility Commission. The potential effect of the business mbi-
nation of DQE and Allegheny Power on competition will be one of the issues consid
ered by FERC in its review of the merger. The NRC's antitrust role is far more
limited than FERC's; the NRC does not possess plenary antitrust jurisdiction. See,

e.g., Houston Lighting & Power Co. (South Texas Project, Units Nos. 1 and 2).
1Y Aot OF Laghiting & FOWer L.0. |

5

CLI-77-13, 5 N.R.C. 1303 (1977). Therefore, consistent with Regulatory Guide 9.1,

Regulatory Staff Position Statement on Antitrust Matters, the NRC should not dupli-

cate FERC's role of evaluating the potential competitive effects of the merger.

n short, no additional antitrust review bv the NRC is required or warranted in

connection with its review of this application.

N relsm N1 Bart a
{ Cvalll

tne scope ot t!
sgneny lu'v\u 1S SUDjeCt

ended. L




Statement Of Purposes For The Transfer And The Nature Of The

Transaction Necessitating Or Making The License Transfer Desirable

The purpose of the merger is to achieve benefits for DOE's and Allegheny
Power's shareholders, customers and communities that would not be achievable if they
were to remain separate companies. The expected savings related to the merger are ap
proximately $ 1 billion over the first 10 years. The savings will come from the elimi
nation of duplicative activities, improved oper-ting efficiencies, lower capital costs,

and the combination of the companies' work forces.
G.  Restricted Data

This application does not contain any Restricted Data or other class:fied defense
information, and it is not expected tha' any will become involved in the licensed ac-
tivities. However, in the event that such information does become involved, Du-
quesne Light agrees that it will appropriately safeguard such information and will not
permit any individual to have access to Restricted Data until the Office of Personnel
Management (the successor to the Civil Service Commission) shall have made an inves.
tigation and reported to the NRC on the character, associations, and loyalty of the in-
dividual, and the NRC has determined that permitting such person to have access to

Restricted Data will not endanger the common defense and security of the United

States.

H. No Eovironmental Impact

The merger does not involve any change to the nuclear plant operations or

equipment and does not change any environmental impact previously evaluated in the




plant's Final Environmental Statement. Accordingly, this application involves no sig-

nificant environmental impact.

II.  EFFECTIVE DATE

The proposed merger of DQE and Allegheny Power requires the approval of
other federal and state regulatory authorities in addition to the NRC, such as FERC,
Approval by DQE's and Allegheny Power's shareholders is also required. Un:il all
necessary approvals have been obtained, the merger cannot be implemented. DQE
and Allegheny Power intend to consummate the merger as soox as reasonably possible
after all the necessary approvals have been obtained which are expected by May 1,
1998. Therefore, the NRC is requested to review this Application on a schedule that
will permit it to act on and provide its final consent to the proposed indirect transfers
of control that would be effectuated by the merger as promptly as possible and in any

event before May 1, 1998.
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CONCLUSION

For the foreg INE reasons, the NRC is rrqurm'd to consent to the indirect
Al i
transters of control that would be result from the merger of DQE and Allegheny
Power regarding the interests held by Duquesne Light in Operating Licenses Nos.
8 3 B f b
DPR-66 and NPF-73 for the Beaver Valley plant and operating license No. NPF-58 for
Perry plant.
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Subscribed and sworn to before me
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Notary Public
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EXHIBIT A

JOINT PROXY STATEMENT AND PROSPECTUS




e DQE Cherrington Zorporate Center

‘b 500 Cherrington Park'way
Coraopolis, PA 15108-3184
(412) 262-4700

June 25 1997
Dear Stockholder:

You are cordinlly invited to attend the annual meeting of stockholders (the “DQE Meeting™) o1 DQE,
Inc., a Pennsylvania corporation (“DQE"), to be held on August 7, 1997, at 11:00 a.m,, locai time, at the
Manchester Craftsmen's Guild Auditorium, 1815 Metropolitun Strect, Pittsburgh, Pennsylvania 15233,

At the DQE Meeting, vou will be asked to consider and vote cn a proposal to approve u business
combinatian (the “Merger”) between DQE and ¢ vorporation to be formed as a wholly owned subsidiary of
Allegheny Power System, Inc. (“APS™) which will result in DQE becoming a wholly owned subsidiary of
APS and each DQE stockholder receiving 1.12 shures (the “Exchange Ratio™) of APS common stock for
cach share of DQE common stock ("DQE Common Stock™). Upon consummation of the Merger, former
stockholders of DQE will own appioximately 42% of the outstanding shares of APS, which will have changed
its name to Allegheny Energy, "wc.

The Board of Directors of DQE has received the written opinion, dated the date of the Joint Proxy
Statement/Prospectus that accompanies this letter, of its financial advisor, Credit Suisse First Boston
Corporation, to the effect that, as of such date and based upon and subject 1o certain matters stated in such
opinion, the Exchange Ratio was fair to the holders of DQE Common Stock from a financial point of view,

YOUR BOARD HAS UNANIMOUSLY DETERMINED THAT THE MERGER IS IN THE BEST
INTERESTS OF DQE AND (TS STOCKHOLDERS. ACCORDINGLY, YOUR BOARD UNANI-
MOUSLY RECOMMENDS THAT STOCKHOLDERS VOTE FOR ITS APPROVAL,

More detailed information concerning the Merger, together with financial and other information
concerning the businesses of DQE and APS, is included in the enclosed Joint Proxy Statement/Prospectus. |
urge you to review this material carefully,

In addition, at the DQE Meeting, you will be asked to consider and vote upon a proposal to amend the
Amended Articies of Incorporation of DQE 1o cause Pennsylvania Busincss Corporation Law §§ 2541-2548
(the “Pennsylvania Coutrol Transactions Statute™) to be inapplicabie to DQE (the “Control Transactions
Amendment™); to elect four directors 1o the Board of Directors of DQE 10 serve until the annual meeting of
DQE's stockholders in the year 2000 (the “Director Proposal™); to consider and vote upon a proposal 1o
approve the appointment by the Board of Directors of DQE of Deloitte & Touche LLP as independent public
accountants to audit the books of DQE for the year ending December 31, 1997 (the “Accountant Proposal™),
and to consider and vote upon a proposal from a stockholder of DQE (the “Stockiiolder Proposal™), if
presented at the DQE meeting. Notwithstanding the approval of the Control Transactions Amendment by the
stockholders of DQE, DQE will not file the Control Transactions Amendment unti! all other conditions to the
Merger have been satisfied or waived. Therefore. even if there is stockholder approval of the Control
Transactions Amendment, if the Merger does not occur, the Control Transactions Amendment will not have
become effective, and DQE will remain subject to the Pennsylvania Coutrol Transactions Statute,

YOUR BOARD UNANIMOUSLY RECOMMENDS ADOFTION OF THE CONTROL TKANSAC-
TIONS AMENDMENT, THE DIRECTOR PROPOSAL AND THE ACCOUNTANT PROPOSAL AND
UNANIMOUSLY RECOMMENDS VOTING AGAINST THE STOCKHOLDER PROPOSAL.

The affirmative vote of a majority of the votes cast at the DQE Meeting is necessary for approval of the
Merger. The votes required with respect to the other matters to be acted upon at the DQE Meeting are
described in the attached Joint Proxy Statement/Prospectus



ceriificates until yvou el ese mater

In order that your shares may be represented at the DOE Meeting, vou are urged to complewe, sign, date

and promptly return the accompanyving Proxy in the enclosed enmvelope, whether or not vou plan to attend the
DOE Meeting. 1y ! DOQE M r i Py

i
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*::% DQE e comwen ovo

Coraopolis, PA 156108-3184
(412) 262-4700

NOTICE OF A vUAL MEETING OF STOCKHOLDERS
TO BZ HELD ON AUGUST 7, 1997

To the Swockholders of DQE, Inc.:

NOTICE IS HEREBY GIVEN that the annual meeting of stockholders (the “DQE Meeting") of
DQE, a Pennsylvania corporation (“DQE™), has been called by the Board of Directors of NQE (the “DQE
Board™) and will be held at the Manchester Craftsmen’s Guild Auditorium, 1813 M tropolitan Street,
Pittsburgh, Pennsylvania 15233 at 11:00 am., local iime, on August 7, 1997, 1o consider and vote upon the
following matters described in the accoripanying Joint Proxy Statement/Prospectus:

1. To consider and vole upon a proposal 1o adopt the Agreement and Plan of Merger,
dated as of April §, 1997 (the “Merger Agreement”), among DQE, Allegheny Power
Svstem, Inc., a Maryland corporation (“APS"), and AYP Sub, Inc., which is to be
formed as a Pennsylvania corporation and 4 wholly owned subsidiary of APS (“Merger
Sub"), pursuant to which Merger Sub will be merged with and into DQE and DQE will
becorae a wholly owned subsidiary of APS, and to approve the transactions provided for in
the Merger Agreement,

2. To consider and vote upon a proposal to amend the Amended Articles of Incorpora-
tion of DQE to make §§ 2541-2548 of the Pennsyiva~ii Business Corporation Law
inapplicable to DQE.

3. To elect four directors to the DQU Beard to serve until the annual meeting of
stockholders of DQE in the year 2000 or until their respective successors have been chosen
and qualified;

4. To consider and vote upon a proposal to approve the appointment, by the DQE
Board, of Deloitte & Touche LLP as independent public accountants 1o audit the books of
DQE for the year ending December 31, 1997,

5. To coasider and vote upon a proposa! from a stockholder of DQE, if presented at the
DQE Meeting, and

6. To transact such other business as may properly comie before the DQE Meeting or
anv adjournments or postponements thereof.

The Board of Directors of DQE has fixed the close ¢f business on June 16, 1997, as the record date for
the determination of stockholders entitled to notice of, and 10 vote at, the DQE Meeting, and only
stockholders of record at such time will be entitled to notice of, and to vote at. the DQE Meeting.

A form of Proxy and a Joint Proxy Statement/Prospectus contaming more detailed information with
respect 1o the matters to be considered at the DQE Meeting (including the Merger Agreement attached as
Appendix A thereto) accompany and form a part of this notice.

Whether or not you plan to attend the DQE Meeting, please proniptly complete sign, date and return the
enclosed Proxy in the enclosed addressed. postage-prepaid envelope. If you attend tne DQE Meeting and
desire 10 revoke your Froxy in writing and vote in person, vou may do so; in any event, & Proxy may be revoked
in & wriving delivered 1o the Corporate Secretary of DQE at any time before it is voted.

By Order of the Board of Directors

(5. s wp

DiIANE S. EISMONT
Corporate Secreiar

Coruapolis, Pennsylvania
June 23, 1997




The Proxy Solictter for DQE, Inc.:

Beacon Hill Partners, Inc.
S0 Broad Street
New York, NY 10004

Call Toll Free: 1-800-253-3814
Call Collect: 1-212-843-8500

YOUR VOTE IS IMPORTANT. PLEASE SIGN, DATE ANI RETURN YOUR PROXY.




Joint Proxy Statement
of

ALLEGHENY POWER SYSTEM, INC.

and
DQE, INC.

Prospectus

of
ALLEGHENY POWER SYSTEM, INC.

This Joint Proxy Statement/Prospectus is being furnished to stockholders of Allegheny Power System, Inc., a
Marylaad corporation (“APS™), in connection with the solicitation of proxies by the Board of Directors of APS from
holders of outstanding shares of common stock, par value §1.25 per share, of APS (“APS Common Stock™), for use at
the special meeting of stockholders of APS to be held on August 7, 1997 and at any adjournments or postponements
thereof (thze “APS Special Meeting™). This Joint Proxy Statement/ Prospectus is also being furnished to the stockholders
of DQL, Inc., a Pennsylvania corporation ("DQE™), in connection with the solicitation of proxies by the Board of
Directors of DQE (the “DQE Board") from holders of outstanding shares of common stock, no par value, of DQE
(“DQE € ~mimon Stock™) for use at the annual maeting of stockholders of DQE to be held on August 7, 1997 and at any
adjourny s or postponements thereof (the “° % Meeting,” and. together with the APS Special Meeting, the
“Stockholders Meetings™).

At the APS Special Meeting, the holders of APS Common Stock will be asked to consider and vole upon proposals
(1) to approve the issuance of shares of APS Common Stock contemplated by the Agreement and Plan of Merger, dated
as of April 5§, 1997 (the “Merger Agreement” ), among DQE, APS and AYP Sub, Inc., which is to be formed as a
Pennsylvania corporation and a wholly owned subsidiary of APS (“Merger Sub™) and (ii) to approve an amendment 1o
the Restated Charter of APS to change the name of APS to Allegheny Energy, Inc. The Merper Agreement is attached
as Appendix A to this Joint Proxy Statement/Prospectus and is incorporated herein by reference,

At the DQE Meeting, the holders of DQE Common Stock will be asked (1) to consider and vote upon a proposg! to
adopt the Merger Agreement and to approve the transactions contemplated by the Merger Agreement, (1) to consider
and vote upon a proposal 10 amend the Articles of Incorporation, effective January 5, 1989, as amended. of DQE (the
“DQE Articles") to cause the Pennsylvania Business Corporation Law §§ 2541 - 2548 (the “Pennsylvania Control
Transactions Statute™) 1o be inapplicable to DQE, (iii) to elect four directors 10 the DQE Board 10 serve until the annuul
meeting of stockholders of DQE in the year 2000, (iv) to consider and vote upon a proposal 1o approve the appointment of
Deloitte & Tou.he LLP as independent accountants of DQE for the year ending December 31, 1997, and (v) to consider
and vote upon a proposal from a stockholder of DQE, if presented at the DQE Meeting,

The Merger Agreement provides for the merger of Merger Sub with and into DQE (the “Merger™). DQE will be the
corporation surviving the Merger and wi!l become a wholly owned subsidiary of APS. Upon the Merger becoming
effective, each share of DQE Commeon Stock issued and outstanding immediately prior 1o such time (other than shares of
DQE Common Stock owned by APS, Merger Sub or any other direct or indirect subsidiary of APS and shares of DQE
Common Stock that are owned by DQE or any direct or indirect subsidiary of DQE. in cach case not held on behalf of
third parties, and which are not shares of DQE Common Stock held by Duquesne Light Company, a subsidiary of DQE,
to provide for redemp i n of such subsidiary's preference shares pursuant to the terms of such subsidiary’s 401(K) plan or
to provide benefits nnder another emplovee benefit plan of such subsidiary (collectively, the “Excluded Shares™)) will be
converted into the nght to receive, and become exchangeable for, 112 shares of APS Common Stock. See “The
Merger — Terms of the Merger.”

APS has filed a Registration Statement on Form S-4 (including exhibits and amendments thereto, the “Registration
Statement™) pursuant to the Securities Act of 1933, as an.ended (the “Securities Act”), covering the maximum number
of shares ot APS Common Stock estimated to be issuable upon consummation of the Merger. APS has registered
90,557,682 shares of APS Common Stock under the Registration Statement. This Joint Proxy Statement/Prospectus
constitutes the respective Proxy Statements of APS and DQE relating to the solicitation of proxies for use at their
respective Stockholders Meetings and the Prospectus of APS filed as part of the Registration Statement. The information
contained in this Joint Proxy Statement/Prospectus with respect to APS and its subsidiaries has been supplied by APS,
and the information with respect to DQE and its subsidiaries has been supplied by DQE. This Joimt Proxy
Statement/ Prospectus and the proxy cards are first being provided to holders of shares of APS Common Stock and DQE
Common Stock or or about June 30, 1997.

THE SECURITIES TO BE ISSUED PURSUANT TO (HIS JOINT PROXY STATEMENT/PROSPECTUS
HAVE NOT BEEN AVPROVED OR DISAPPROVED BY THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION NOR HAS THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION PASSED UPON
THE ACCURACY OR ADEQUACY OF THIS JOINT PROXY STATEMENT/PROSPECTLUS,

ANY REPRESENTATION TO THE CONTRARY 1S A CRIMINAL OFFENSE,

The drte of this Joint Proxy Statement/Prospectus is June 25, 1997



AVAILABLE INFORMATION

Each of APS and DOQL 1s subject 10 the informational requirements of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), and, in accordance therewith, files reports, proxy statements and
other information with the Securities and Exchange Commission (the “SEC™). The reports, proxy stalements
and other information filed by APS and DQE with the SEC can be inspected and copied at the SEC's public
reference room located at Room 1024 Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549, and
at the public reference facilities in the SEC's regional offices located at: 7 World Trade Center, 13th Floor,
New York, New York 10048, and Suite 1400, Citicorp Center, 500 West Madison Street, Chicago, inois
60661. Capies of such material can be obtained at prescribed rates by writing 1o the Securities und Exchange
Comnzission, Public REeference Section, 450 Fifth Street, N.W., Washington, D.C. 20549 and can be accessed
electronically on the SEC's Web site at http://www.sec.gov. The shares of APS Common Stock are listed on
the New York Stock Exchange (the "NYSE"), the Chicago Stock Exchange (the “CSE"), the Pacific
Exchange, Inc. (the “PEI") und the Amsterdam Stock Exchange (the “AMSE"): and the shares of DQE
Common Stock are listed on the NYSE, the CSE and the Phuladelphia Stock Exchange (the “PHSE"), As
such, the periodic reports, proxy statements and other information filed by APS and DQE may be inspected at
the offices of those exchanges as follows: (1) the NYSE, at 20 Broad Street, New York, New York 10005
(1) the CSE, at One Financial Place, 444 LaSalle Street, Chicago, Hlinois 60605; (iii) with respect to APS,
the PEL, at "1 Pinc Street, San Francisco, California 94101; (iv) with respect to APS, the AMSE, at
Bevrsplein §, P.O. Box 19163, 1000 GD Amsterdam, The Netherlands;, and (v) with respect to DQE, the
PHSE, at 1900 Market Street, Philadelphia, Pennsylvania 19103,

This Joint Proxy Statement/ Prospectus is also being furnished to holders of DQE Common Stock for the
purposes of electing four directors to the Board of Directors of DQE and of considering and voting upen
certain other matters. Certain information with respect to these proposals 1s being furnished only 10 the
halders of DQE Common Stock. See “Other Information for th: DQE Meeting." which is included only in
the Joint Proxy Statement/Prospectus being mailed to holders of DQE Common Stock.

APS has filed a Registration Statement with the SEC under the Securities Act with respect 10 the shares
of APS Common Stock issuable upon consummation of the Merger. This Joint Proxy Statement/ Prospectus
does not contain all of the information set forth in the Registration Statement, certain parts of which are
omitted in accordance with the rules and regulations of the SEC. The Registration Statement, including any
amendments, schedules and exhibits thereto, is available for inspection and copying as set forth above
Summaries of the coutracts or ovher documents refcrred 1o herein are summaries of the material provisions
thereof and are not necessarily complete and in each instance reference is made to the copy of such contract or
other document filed as an exhibit to the Registration Statement.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

This Joint Proxy Statement/Prospectus incorporates documents by reference that are not presented
herein or delivered herewith. Documents relating to APS, excluding exhibits to such documents unless such
exhibits are specifically incorporated by refe once in such documents, are svailable without charge upon
request (o Eileen Beck, Secretary, Allegheny Power System, Inc., 10435 Downsville Pike, Hagerstown,
Maryland 21740. Telephone requests may be directed to Eileen Beck, Secretary, at (301) 790.3400.
Documents relating to DQE, excluding exhibits to such documents unless such exhibits are specifically
incorporated by reference herein, are available without charge upon reguest to Diance Eismont, O orporate
Secretary, DQE Inc., Box 68, Pittshurgh, Pennsylvania 15230-0068. Telephone requests may be directed to
Diane Eismont, Corporate Secretary, at (412) 393-6080. In order to ensure timely delivery of any such
document, any request should be made by July 31, 1997,

The following documents filed with the SEC by APS (File No. 1-267) are incorporated herein by
reference: (a) APS’ Annual Report on Form 10-K for the year ended December 31, 1996 (the 1996 APS
10-K"); (b) APS’ Current Report on Form 8-K, dated April 5, 1997 and (¢) APS' Quarterly R:port on Form
10-Q for the quarter ended March 31, 1997




The following documents filed with the SEC by DQE (File No. 1-10290) are incorporated herein by
reference: (a) DQE's Annual Report on Form 10-K for the fiscal vear ended December 31, 1996 (the 1996
DQE 10-K™); (b) DQE's Quarterly Report on Form 10-Q for the quarter ended March 31, 1997; (¢) DQE's
Current Report on Form 8-K, dated April U, 1997; and (d) the description of DQE Common Stock contained
in DQE's Registration Statement on Form 8-B/A-1, dated May 1, 1995,

All documents filed by either APS or DQE pursuant to Section 1 a), 13(c), 14 or 15(d) of the
Exchanne Act subscquent to the date hereol and prior 1o the date of the a; - icable Stockholders Meeting and
any adjournment or postponement thereof shall be deemed to be incorporated herein by reference and to be a
part hereof from the date of such filing. Any statement contained herein or in a document incorporaied or
deemed to be incorporated herein by reference shall be deemed 10 be modified or superseded for purposes
hereof 1o the extent that a statement contained herein or in any other subsequently nled do sumeat which also
is, of is deemed 10 be, incorporated herein by reference modifies or supersedes such stacsment. Any such
statement so modified or superseded shall not be deemed 1o constitute a part hereof, except as so modified or
superseded.

No person is authorized to pive any information or to make any representatioas not contained in this Joint
Proxy Statement/Prospectus or in the documents incorporated herein by reference in connection with the
solicitation and the offering made hereby and, if given or made, such information or representation should not
be relied upen as having been authorized by APS or DQE. This Joint Proxy Statement/Prospectus does not
constitute an offer 1o sell, o a solicitation of an offer to purchase, the securities offered by this Joint Proxy
Statement/ Prospectus, or the solicitation of a proxy from any person, in any jurisdiction in which it is unlawful
1o make such offer, solicitation of an offer or proxy solicitation. Neither the delivery of this Joint Proxy
Statemc 1t/ Prospectus  nor any distribution of the securitics made under this Joint Proxy State-
ment/Prospectus hereunder shall, under any circumstances, create an implication that there has been no
change in the affairs of APS or DQE since the date of this Joint Proxy Statement/ Frospectus other than as set
forth in the documents incorporated Lerein by reference.
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tan Street, Pittsburgh, Pennsylvania 15233, Only holders of record of DQE Common Stock at the close of
business on June 16, 1997 (the “DQE Record Date™) will be entitled to vote at the DQL Mecung. On
June 16, 1997, there were 77,408,557 shares of Coramon Stock, no par value, of DQE (“DQE Commaon
Stock”) outstanding and entitled 10 vote. Each share of DQE Common Stock is entitled 1o one voie,

The affirmative vote of o majonty of the votes cast at the DQE Meeting is necessary for the adoption of
the Merger Agreement and approval of the transactions contemplated thereby. With respect to the election of
directors of DQE, the four persons receiving the highest number of votes will be elected as direcion of DQL.
The affirmutive vote of a majority of the voles cast at the DQE Meeting is necessary for adoption of the
Control Transactions Amendment, the Accountant Progosal and the Stockholder Proposal.

Stackholders of DQE have cumulative voting rights with respect to the election of directors of DQE.

Holders of preferred stock or otlier capital stock of Duquesne Light or any of the other subsidiaries of
DQE will not have voting rights with respect 1o any of the matiers to be acted upon at the DQE Meceting. The
terms of such preferred stock or other capital stock will not be affected by the Merger.

As of June 16, 1997, directors and executive atiicers of DQE and their affiliates benelicially owned an
aggregate of 633,161 shares of DQE Common Stock (including shares which may be accuired within 60 days
upon exercise of stock options) or less than 1% of the shares of DQE Common Stock outstanding on such
date. The directors and executive officers of DQE have indicated their intention 1o vote their shures of DQE
Common Ste_k in favor of adoption of the Merger Agreement and approval of the transactions contemplated
thereby. The directors and executive officers of DQE have also indicated their intention 1o vote their shares of
DQE Common Stock in faver of the directors nominated by the DQE Board and in favor of the Control
Transactions Amendment and the Accountant Proposal and against the Stockholder Proposal

Fot additionz) information relating to the Stockholders Meetings, see “The Siockholders Meetings ™

The Merger

This section describes certain aspects of the Merger. The following dsenption does not purport to be
complete and is qualified in its entirety by reference 1o the Merger Agreement, which is attached as
Appendix A to this Joint Proxy Statement/Prospectus and is incorporated herein by reference. All holders of
DQL Zommon Stock and holders of APS Common Stock are wrged to read the Merger Agreement in its
entirety.

General

The Merger Agreement provides for @ business combination of APS und DQE in which DQE will
become a wholly owned subsidiary of APS and each issued and outstanding share of DQE Common Stock
will be converted into the right to receive, and become exchangeable for, 1.12 shares of APS Common Stock
(the “Exchange Ratio™). Upon consummation of the Merger. holders of DQE Common Stock immediately
prior to the Merger will own approximately 42% of the outstanding shares of APS Common Stock afier the
Merger (based on the number of shares of APS Common Stock and DQE Common Stock outstunding as of
June 1, 1997, and June 16, 1997, respectively).

Terms of the Merger

Sybject to the satisfaction of the conditions set forth in the Merger Agreement, Merger Sub will be
merged with and into DQE, and the holders of shares of DQE Common Stock (other than shares of DQE
Common Stock owned by APS, Merger Sub or uny other direct or indirect Subsidiary (as detined below ) of
APS and shares of DQE Common Stock that are owned by DQE or any direct or indirect Subsidiary of DQE,
in each case not held on behall of third parties, and which are not shares of DQE Common Stock heid by
Dugquesne Light, to provide for redemption of Duguesne Light's preference shares pursuant to the terms of
Dugquesne Light's 401 (k) plan or to provide benefits under another employee benefit plan of Duguesne Light
(collectively, the “Excluded Shares”)) will be 1ssued APS Common Stock in a transaction intended to qualify
gs a “pooling of interests” for accounting purposes and as a reorganization within the meaning of
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Holders of DO Common Stock should NOT send the

certificates to the Exchange Agent until

receive transmittal materials from the Exchange Agent. Holders of APS Commor Stock will not exchange

their certificates




Reasons tor the Merger, Recommendations of the Boardy of Directors — APS

The APS Board Las determined unanimously that the Merger Agreement and the transactions
contemplated thereby are advisable for, fuir to, and in the best interests of, APS' stechholders. Accordingly,
the APS Board has unanimously approved the Merger Agreement and unanimously recommends that the
stockholders of APS vote FOR approval of the issuance of the shares of APS Common Stock as
contemplated by the Merger Agreement. The recommendation of the APS Board is based on a number of
strategic, operating and financial factors as described in “The Merger — Rzasons for the Merger: Recommen-
dations of the Boards of Directors — APS™

Reasons for the Merger, Recommendations of the Boards of Directors — DQE

The DQFE Board has determined unanimously that the terms of the Merger are fair to, and in the best
interests of, stockholders of DOQE and has unanimously approved the Merger Agreement and the transac-
tions contemplated thereby and unanimously recommends that the stockholders of DQE vote FOR adoption
of the Merger Agreement. The recommendation of the DQE Board is based on a number ol strategic,
operating and finuncial factors us described in “The Merger — Reasons for the Merger, Recommendations of
the Boards of Directors — DQE." In considering the recommendation of the DQE Board, holders of DQE
Common Siock should be aware that certain members of DQE's management and the DQE Board have ather
interests in the Merger in addivion 10 the imerests which holders of DQE Common Stock have generally. The
DQE Board was aware of these other interests and considered them, among other matters, in approving the
Merger Agreement and the transactions contemplated thereby, including the Merger. See “Interests of
Certain Persons in the Merger™ and “The Merger — Management and Operations Following the Merger.™

Opinions of Financial Advisors
APS

Merrill Lynch & Co. (“Merrill Lynch™) has delivered 1o the Board of Directors of APS ("APS Board™)
its written opimion, d=ted as of the date of this Joimt Proxy Statement/Prospectus, 1o the effect that, as of such
date, the Exchange Ratio was fair from a financial point of view 1o the holders of APS Common Stock See
“The Merger - - Opinions of Financial Advisors — APS ™ A copy of the opinion of Merrill Lynch, dated as of
the date of this Joint Proxy Statement/Prospectus, which sets forth the assumptions made, procedures
““llowed, matters considered and limitations on the scope of the review by Merrill Lynch in rendering its
opinion, is attached as Appendix B to this Joint Proxy Statement/Prospectus. Holders of APS Commaon
Stock are urged to, and should, read Merri!! Lynch's opinion in its entirety.

DOF

Credit Suisse First Boston Corporation (“CSFB") has acted as financial advisor to DQE in connection
with the Merger and has rendered to the DQE Bourd a written opinion, dated the date of this Jomt Proxy
Statement/Prospectus, to the effect that. as of such dute and based upon and subject to certain matters stated
in such opinion, the Exchange Ratio was fair to the holders of DQE Common Stock from a financial point of
view. The opinion of CSFB is directed 10 the DQE Board and relaies only to the fuirness of the Exchange
Ratic from a tinancial point of view, does not address any other aspect of the proposed Merger or any related
transaction and does not constitute @ recommendation to any stockholder as 1o how any stockhoider should
vate 4t the DQE Mecting. Sec “The Merger — Opinions of Financial Advisors — DQE." A copy of the
opinion of CSFR, dated the date of this Joint Proxy Statement/Prospectus, which describes the procedures
followed, assumptions made, matters considered and limitations on the review undertaken in connection with
such opinion, is attached hercto as Appendix € and should be read carefully and in its entirety.

Managen.ent and Operations Following the Merger
i

The Merger Agreement provides that, from and after the Effective Time, the APS Board will be
composed of 13 dirsctors. of which six will be designated by DQE and nine will be designated by APS pnior to
the Effective Time. in each case 1o serve until their successors have been duly elected or appointed and




qualified or until then carlier death, resignation or removal in accordance with the APS Charer and the
Bylaws of APS ("APS Bylaws"). As of the date hereof, neither DQE nor APS has detzrmined whom it will
designate 10 be directors of APS following the Effective Time, but each of DQE and APS currently intends to
nominate persons from among the members of their respective boards of directors at the Effective Time. In
addition, the Merger Agreement provides that, following the Effective Time, the chairmen of certain
committees of the APS Board will be selected from among the DQE designees and the chairmen of other
commitiees will be selected from among the APS designces. See “Interests of Certain Persons in the
Merger — Directors and Officers.”

The Merger Agreement further provides that, from and after the Effective Time, Alan J. Noia will be the
Chairman and Chief Exccutive Gfticer of APS and David D. Marshall will be the President and Chief
Operating Officer of APS.

The Merger Agreement also provides that, from and afier the Effective Time, APS' corporate
headquarters will remain in Maryland and substantial operations of Subsidiaries of APS, including the
Surviving Corporation, will remain in the Pittsburgh, Pennsylvania area. See “The Merger — Management
and Operations Following the Merger.”

The Merger Agieement

This section describes certain aspects of the Merger Agreement. The following description does not
purport (o be complete and is qualified in its entirety by reference 1o the Merger Agreement, which is attached
as Appendix A 10 this Joint Proxy Statement/Prospectus and is incorporated herein by reference. Al holders
of DQE Common Stock and APS Common Stock are urged 1o read the Merger Agreement in its entirety,

Represemations and Warranties

The Merger Agreement contains various representations and warranties of DQE, APS and Mcrger Sub.
certain of which are qualified by a material adverse effect standard. See “The Merger Agreement —
Representations and Warranties.”

Conduct of Business Pending the Merger

The Merger Agreement provides tl at during the period of time from the date of the Merger Agreement
until the Effective Time, unless approved in writing by the other party or unless expressly contemplated by the
Merger Agreement, the Stock Option Agreement, dated as of April 5, 1997, between DQE and APS (the
“Stock Option Agreement”), the respective budgets of DQE and APS (which have been submitted by DQE
to APS and by APS to DQE), or as required by applicable Law (as defined under “— Madification or
Amendment; Waiver of Conditions; Extension™), cach of DQE and APS will, among other things. conduct its
and its Subsidianies’ businesses in the ordinary and usual course, will not puy dividends in excess of certain
prescribed amounts and will not take any action or omit to take any action that would prevent the Merger from
qualifying for “pooling of interests” accounting treatment or as a “reorganization” within the meaning of
Section 368(a) of the Code. See “The Merger Agreement — Conduct of Business Pending the Merger,
Certain Covenants; Acquisition Proposals — Interim Operaticns™ for a discussion of restrictions on APS,

DQE and their respective Subsidiaries with respect to the car suct of their businesses prior to the Effective
Time.

Acquisition Proposals

The Merger Agreement also provides that, ¢ ept as contemplated by the budgets submitted by DQE to
APS and by APS 10 DQE and except us expressly contemplated by the Merger Agreement. neither DQE nor
APS nor any of their respective Subsidiaries will. and DQE and APS will not authonze or permit their
officers, directors, employees, agents or other reprisentatives retained by them or any of their Subsidiaries,
respectively, (i) to soligit, initiate or encourage, or take any other action designed to facilitate, directly or
indirectly, any inquiries or the making of any proposal with respect to & merger, reorganization, share
exchange, consolidation or similar transaction involving, or, other than in the ordinary course of business, any
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purchase of all or any significant portion of assets or any equity secunties of. DQE or APS, as upplicable, or of
any of their respective Subsidiaries (any such proposal or offer being referred 10 as an “Acguisition Proposal”
and any such transaction or purchase being referred 1o as an “Acquisition Transaction™) or (i) to participate
in any discussions or negotiations relating to any Acquisition Proposal or Acquisition Transaction. In certain
situations the terms of the Metger Agreement will not prohibit either DQE or APS (A) from furnishing
information with respect to it and its Subsidiaries 1o any person pursuant to a customary confidentiality
agreement and (B) from participating in negotiations regarding such Acquisition Proposal. See “The Merger
Agreement — Conduct of Business Pending the Merger, Certain Covenants; Acquisition Proposals —
Acquisition Proposals.™

In addition, the Merger Agreement provides that, except as expressly permitied by the Merger
Agr sement, neither the APS Board nor the DQE Board, as applicable, nor any commitiee thereof will
(i) withdraw or modify, or propose publicly to withdraw or modify, in a manner adverse 10 the other party to
the Merger Agreement, the approval or recommendation by such board of directors or such commitiee of the
Merger or the approval and adoption of the matters relating to the Merger to be considered at the APS Special
Mueting. in the case of APS, and the DQE Meeting. in the case of DQE: (ii) approve or recommend, or
propose publicly 15 approve or recommend, any Acquisition Proposal other than the Merger; or (iitj cause or
permit APS or DQL, as applicable, 10 enter into any letter of intent, agreement in principle, acquisition
agreement or other similar agreement or understanding (cach, an “Acquisition Agreement”) related to any
Acquisition Proposal. Notwithstanding the foregoing provisions of the Merger Agreement. in “ertain situations
the proscribed actions may be taken. APS and DQE have also each agreed in the Merger Agreement 1.at in
situations in which it is permitted to enter into an Acquisition Agreement, it will not enter into a binding
Acquisition Agreement until at least the sixteenth business day after it has provided the notice 1o \PS or
DOE, as applicable, required by the Merger Agreement. The Merger Agreement also provides thit if any
party receives an Acquisition Proposal it will immediately advise the other party orally and in writing of such
Acquisition Proposal, any request for information, the material terms and conditions of such request or
Acquisition Proposal and the identity of the Person making such request or Acquisition Proposal. In additior,
APS and DQE have agreed that if either has received an Acquisition Proposal it will keep the other party
reasonably informed of the status and details of any such Acquisition Proposal. See “The Merger Agrec-
ment — Conduct of Business Pending the Merger, Certain Covenants; Acquisition Proposals.”

Conditions

The respective obligations of DQE, APS and Merger Sub 1o effect the Merger are subject to the
satisfaction or waiver at or prior to the Effective Time of a number of conditions, including the following:
(i) approval of the Merger Agreement by holders of DQE Common Stock and by APS as the sole stockholder
of Merger Sub and the approval of the issuance of APS '“ymmon Stock as contempiated by the Merger
Agreement by holders of APS Common Stock; (ii) the authorization for listing on the New York Stock
Exchange (the “NYSE") upon official notice of issuance of the shares of APS Common Stock (o be 1ssued in
the Merger; (ili) expiration or termination of the waiting period under the Hart-Scott-Rodino Antitrust
Improvements Act, as amended, and the rules promulgated thereunder (the “"HSR Act’"). and the receipt of
all necessary Governmental Consents (as defined under “The Merger Agreement -— Conditions™} having
been obtained on terms not reasonably likely to have a Material Adverse Effect (as defined under “The
Merger Agreement — Representations and Warranties” ) on either DQE or AFS; (i1v) there being no statute,
rule, regulation, judgment, decree, injunction or other order in effect that restrains, enjoins or otherwise
prohibits consummation of the transactions contemplated by the Merger Agreement: (v) APS and DQE
having received from APS’ independent accounting firm a letter to the effect that the Merger will qualify for
“pooling of interests™ accounting treatment; (vi) APS and DQE having obtained the consent or approval of
cach person whose consent or approval is required 1o consummate the transactions contemplated by the
Merger Agreement and the Stock Option Agreement under any contract to which APS or DQE or any of their
Subsidiaries is a party, (vii) APS and DQE having received the opinions of their respective counsels to the
effect that the Merger will be treated for federal incon.c tax purposes as a reorganization within the meaning
of Section 368(a) of the Code, and that each of APS, Merger Sub and DQE will be a party to that
reorganization within the meaning of Section 368(b) of the Code; (vili) APS having receiverd an Affiliate
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In the event of termination of the Merger Agreement and the abandonment of the Merger, the Merper
Agreement (other than certuin provisions of the Merger Agreement relating to expenses and conhidentiality
and other than as described below under “The Merper Agreement — Certain Termination Fees™) will
become void and of no effect with no liability 10 any party thereto (o7 any of its directors, officers employees,
agents, legal und financial advisors or cther representatives), provided, however, ¢xcept as otherwise provided
therein, no such (ermination will relieve any party thereto of any lability or damag :s resulting from any breach
of the Merger Agreement,

If the Merger is terminated under certain specified circumstances, certain termination fees are pavable by
one party 1o the other. See “The Merger Agreement — Certain Termination Fees.”

Stock Options

At the Effective Time, each outstanding option to purchase DQE Common Stock (a “DQE Option™)
under DQE's Long-Term Incentive Savings Plan, DRSPP and 1996 Stock Plan for Non-Employee Directors
and the Performance Incentive Program for DQE und its Subsidiaries (the “DQE Stack Plans™), whether
vested or unvested, will be deemed to constitute an optica 1o scquire, on the sume terms and conditions as
were applicable under such | Optior the same number of shares of APS Common Stock as the holder of
such DQL Option would have veen « ntitled 1o receive pursuant to the Merger had such holder exercised such
option i full immediately prior to the Effective Time, a1 a price per share of APS Common Stock equal 10
(v) the aggregate exercise price for DQE Common Stock otherwise purchasable pursuant 10 such DQE
Option divided by (z) the number of full shares of APS Common Stock deemed purchasable pursuant to such
DQE Option. In addition, pursuant to the Merger Agreement, APS has agreed to assume. effective as of the
Effective Time, each DQE Option in accordance with the terms of the DQE Stock Plan under which it was
issued and the stock option agreement by which it is evidenced. See “The Merger Agreement — Stock
Options.”

Nuclear Matiers

The Merger Agre=ment provides that, at least quarterly prior to the Effective Time, DQE, upon request
by APS, will cause its President — Generation Group and its Chief Nuclear Officer 1o attend a meeting of the
APS Board and provide APS' directors with such ori! ard written information concerning the Nuciear
Facilities and DQE's nuclear generation program as such directors and/or the Chief Financial Officer of APS
may reasonably request. In addition. prior 1. the Effective Time, APS is entitled to designate one person who
will be a director of APS or will be a person expert in nuciear matters to attend and participate in each
meeting of the Nuclear Review Committee of the DQE Board. See “The Merger Agreement — Nuclear
Matters.”

Certain Regulatory Matters

Under the HSR Act, certain transactions, including the Merger, may not be consummated unless certain
waiting period requirements have been satishied. APS and DQE will eacii file a Premerger Notification and
Report Form (a **Notification and Report Form™ ) pursuant 10 the HSR Act with the Antitrust Division of the
Department of Justice (“DOJ™) and the Federal Trade Commussion (“FTC™). At uny time before or after
the Effective Time. the FTC. the DO or others could take action under the antitrust laws with respect to the
Merger, including seeking to enjoin the consummation of the Merger, to rescind the Merger or 10 reguire
divestiture of substantial assets of APS or DQE. There can be no assurance that a challenge 1o the Merger on
antitrust grounds will not be made or, if such a challenge is made, that it would not be successful.

In addition. DQI and/or APS are or may be required to file natices with, and to obtain the approval and
consents o', the SEC pursuant to the PUHCA, the Federal Energy Regulitory Commission (“FERC™)
pursuant to the Federal Power Act of 1920, as amended (the “Power Act”), the Nuclear Regulatory
Commussion (“NRC") pursuant (o the Atomic Energy Act of 1954, as amended (“AEA™), the Pennsylvania
Public Utility Commission (“PAPUC") and the Maryland Public Service Commussion (the "MPSC"). See
* Certain Regulatory Matters.”




Interests of Certuin Persons in the Merper

Certean members of the management of DQE and the DOIL Bourd whe huve interests in the Merper in
addition 16 thelr interests s holders of DQE Common Stock participated in the negotintion of the terms of the
Merger Agreement. The DQi: Board considered these interests in reaching ity conclusion that (he Merper
Agreement and the trunsactions conteriplated therehy are fuir 1o and in the best interests of DOL and iy
stockholders, customers and emiployoes and the communities which 1 BeIVES

Directors and Officers

The Merger Agreement provides that the APS Board will, upon consummation of the Merger, he
composed of 18 directors, of which six wili be designated by DQE and nine will be designuted by APS
Pursy 1 1o the Merger Agreement, ufier the Filective Time, Alan J. Noia will be Chairman wnd Chief
Executive Officer of APS and David D, Matshall will be Presidert and Chiel Opetiting Ofticer of APS

Severance Agreements

DQE has entered into severance dgreements with 13 officers of DQE and its ufliliates, inclading seven
executive officers of DOL. See “Interests of Certain Persons in the Merger — 8¢ e Agreements

DOE Long-Term Incentive Plan

Upan the adoption of the Merper Agrecment by the holders of DQLE Commaon Stock, certain options o
purchase shares of DQE Commaon Stock held by DQE officers wili vest pursuant 1o the terms of the DQL
Stock Plan under which they were grunied. See “Interests of Certain Persons in the Merger — DQE, Ing
Long-Term Incentive Plan "

Director and Officer Indemnification and Insirance

Pursuant 1 the Merger Agreement, APS has agreed that from and after the Effective Time it will
mdemnify and hold harmless each present and former director and officer of DQE wi eny of iis Subsidiaries
(when acting in such CAPAgity) aguinst any costs or expenses tincluding reasonuble atorncy fees),
Judgments, fines, losses, claims, damages or liabilities incurred in connection with any claim, saion. suil,
proceeding or investigation, whether owil, eriminal, administrative or investigative, arising vt of matters
CAISting or occurting at or prior to the Effective Time, whether asserted or claimed PHor o, at or alier 1he
Effective Time, 1o the fullest extent that DQE or such Subsidiary is permitted under the faw of its jurisdiction
of incorporation and the Articles of Incorporation of DQE, effecti.e January 5, 1989, us amended (the “DQLE
Articles™) und the Bylaws of DQE (the "DQE Bylaws") i» efMect on the date of the Merger Agreemen 1o
mdemnify such person. In addition. the Merger Agreement proides that the Surviving Corpeation will
maintain DOE's existi g officers’ and directors' liability msuronce (&0 Insurar o) for a penod of six
years alter the Effective Time so long as the annual premium therefor o hoL i excess of 200% of the last
annual premium pald prior 1o the date of the Merger Apreement (the ‘Current Premium™); provided,
however, that if the existing D&O Insarance expires, is terminated or canceled uring such six=year period. the
Surviving Corporation will use s reasonable eflorts 1o obtain as much D&O Insarunce as can be obtained for
the remainder of such period for a premium not in excess (on an unnualized bavis) of 200% of the Current
Premium

Accounting Treatment

Consummuytion of the Merger is conditioned upon the receipt by each of APS and DQE of a letier from
s independent public accountents, Price Waterhouse LLP and Deloitte & Touche, respectively, stating tha
the Merger, in it respective opimons, will qualify as a “pooling of interests” for accounting purposes. See
“The Merger Agreement — Conditions " Under this method of accounting, APS will restu.c its consolidated
hnancial statements at the Effactive Time 10 include the gssets. liabihties, stockholders' equity and results of
operations of DQE. 1t is unticipated that, upon consummation of the Merger, the fiscal vear of the combined
company will be the calendar year. See “"Accounting Treatment ™
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Resule of APS Common Stock

The shares of APS Common Stock issuable to stockholders of DQE in connection with the Merger will
be frecly transferable by the holders thereol eacept for those shares held by Kulders who may be deemed to be
“affilimes” of DQE. See “Resale of APS Common Stock.”

Dividends

11 is presently anticips'cd that, following the Effective Time, the current §1.72 annual dividend per share
of APS Commaon Stock will be maintained of increased, subjeet to evaluation from time 1o time by the APS
Board based on APS' results of operations, financial condition, capital requirements, future business prospects,
regulatory environment and such other considerations as the APS Board deems relevant. However, no
assurance can be given that such dividend will be maintained or increased.

Certuin Feders! Income Tax Conseguences

The Merger is intended to qualify for federul income tax purposes as a reorganization within the meaning
of Section 368(a) of the Code. Assuming the Merger so qualifies as o reorganization within the meaning of
Section 368 (a) of the Code, in general, no guin of lo.s will be recognized by holders of DQE Common Stock
with respect thereto on the surrender of theit DQE Common Stock in exchange for APS Common Stock,
excepl with respect 10 cash received in lieu of fractional shares, and no gain of loss will be recognized by APS
of DQE. Under the Merger Agreement it is u condition precedent 1o the respective obligations of APS and
DQE 10 consummute the Merger that cach of APS and DQE will have received an opinion of its tespective
counsel, dated as of the Closing Date (as defined in the Merger Agreement ), to the effect that the Merger will
sonstitute & reorganization within the meaning of Section 368 () of the Code and that each of DQE, APS and
Merger Sub will be a party 1o the reorganization within the meaning of Section 368(b) of the Code. For a
further discussion of the federal income tax consequencas of the Merger, see “Certain Federal Income Tax
Consequences of the Merger.”

Certuin Related Agreements
Stock Option Agreement

In connection with the Merger Agreement and the Merger, APS and DQE entered into the Stock Option
Agreement, pursuant to which DQE granted to APS an option (the “Option”) to purchase up 1o 15,379,007
shares of DQE Common Stock under certain circumstances at ar initial cash price per share of DQE
Common Stock equal 10 $27.850. The Stock Option Agr.ement provides that in no event will the number of
shares of DQE Common Stock for which the Option is exercisable exceed 19.9% of DQE Common Stock
issued and outstanding at the time of exercise. See “Certain Related Agreements - Stock Option
Agreement.”

APS may exercise its Option, in whole of in part, if, but only if, a Triggering Event (as defined under
“Certain Related Agreements — Stock Option Agreement”) has occurred prior 1o the occurrence of an
Exercise Termination Event (as defined under “Certain Ralated Agreements — Stock Option Agreement™ ).
provided thst APS sends DQE a written notice of such exercise within 180 days following the first such
Triggering Event. See “Certain Related Agreements — Stock Option Agreement.”

The Stock Option Agreement also provides that APS may require DQE to repurchase the Option from
APS in cerain circumstances. See “Certain Related Agreements — Stock Option Agreement.” The Stock
Option Agreement further provides that the Total Profit (as defined under “Certain Related Agreements —
Stock Ontion Agreement™) of APS in such repurchase will not exceed $20.000,000. See “Certain Related
Agreemeats — Stock Option Agreement.”

Letter Agreement

APS and DQE have also entered into a Letter Agreement, dated April 5, 1997 (the “Lettes
Agreement”). The Letter Agreement provides thal, in certain circumstances upon a termination of the
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Merger Apreement. APS will pas a fee 10 DQL of up 1o $20.000,000, baused upon the difference between the
markel value of 19.9% of the outstunding shures of APS Common Stock on the dute of an appilcable
termination and the market value of such shares on April 4, 1997, See “Ceruin Reluted Agreements — Letter
Agreement.”

Certain Effects of the Merger on the Rights of Holders of DQE Common Stock

Holders of DOE Common Stock who ruceive APS Common Stock pursvant 1o the Merger will have
certuin rights as stockholders of APS that are different from those rights they had as stockholders of DQE. For
4 companison of certain provisions of the APS Charter, the APS Bylaws and the MGCL with the DOL
Articles, the DQE Bylaws and the PBCL, wee “Comparison of Certain Rights of the Holders of APS
Common Stock and DQL Common Stock ™

APS Charter Amendment

The APS Bourd has determined thut the Charter Amendment is sdvisable for APS whether or not the
Merger is effectuated. Stockholders of APS should not be affected in any wauy by this change of name.
Further, stockhalders of APS will not be required 1o tuke any sctions. following the APS Special Meeting, 1o
effect the Churter Amendment. stock certificaies representing shares of APS Common Stock will not need 1o
be exchanged for new stock certificates. The APS Board unanimously recommends that the holders of APS
Common Stock vote FOR the Charter Amersment, See “The APS Charter Amendment

Amendment to the DOE Articles

The DQE Board has determined that the Control Transactions Amendment, which would amend the
DQE Articles to make the Pennsylvania Control Transactions Statute inapplicable 10 DQE, is advisable for
DQE. DQE does not believe holders of DQE Common Stock would be entitled 1o any rights under the
Pennsylvania Control Transactions Statute ux o result of the Merger. but because there is no controlling
precedent interpreting this portion of the Pennsylvania Control Transactions Statute, DQE is recommending
the Control Transactions Amendment in order 1o remove any possible uncertainty or legal challenge I the
Pennsylvania Control Transactions Statute were applicable 1o the Merger, holders of DQE Common Stock
would have the night fullowing the Merger 1o demand payment for the fair value of their DQE Common Stock
as determined in accordance with the Pennsylvania Control Transactions Statute. Such payments could
adversely affect the ability of APS and DQE 10 account for the Merger as a “pooling of inlerests” for
accounting purposes. Notwithstanding the approval of the Control Transactions Amendment by the stock-
holders of DQE, DQE will not file the Control Transactions Amendment until all of the conditions 10 the
Merger have been satisfied or waived. Therefore. even if there is stockholder approval of the Control
Transactions Amendment, if the Merger does not occur, the Control Transuctions Amendment will not have
become effective, and DQE will remair subject 1o the Pennsylvania Control Transactions Statute. A copy of
the Control Transactions Ajvendment is attached as Appendix E (o this Joint Proxy Statement/Prospectus
The DQE Board unanimously recommends that the holders of DQE Commaon Stock vote FOR the Control
Transactions Amendmg it




COMPARATIVE STOCK PRICES

APS Common Stock and DOE Common Stock are cach listed on the NYSEL as well us on certain other
exchanges. APS is listed under the symbol “AYP" and DOE is listed under the symbal “DQE™. The following
table sets forth, for the periods indicated, the high and low sale prices per share of APS Comman Stock and
DQE Common Stock as reported on the NYSE Composite Trunsactions Tape during the periods hsted.

AP ol
Lummon Stuck Lomman Stach

Calendar Quarter Wigh  lee  dgh Lew
1998

First Quarter .. .. bt ahol B W Fok e ) ol e & § 4 70 4 $24'% 2% $22'% $19%

Socond QUERMEr . .. ..\ . Lo 8% 22 28 21%

R I 7 i35 455 -8-90 4 0 30 4644 & 3 A9ty e s geenimaioy 26 2T 26" 23

DRI BRI+ -5 s wrimarls 5o b uu Arww s v v s wun < rsiord = - R 28 107, 26/
19%

First QUamer . ... ....ooooiiiiiiiiiin e I KIS 2% vy 2%

Second Quarter 2 S Bt £ DL b A e e 1.2 a 31 Ry b 32 24,

Third Quarter .. ... ... ... (X 1y . , 1 pL 2% 27

RouPth QUBHOE: . o0 cxs 850 60 4w y woun v o A% 2% 0% g
1907

First Quarter ... .....ooovviiniiies Sk o & P ciriiiee W% 20 294 2%

Second Quarter (through June 24, 1997) .. .. .. .. 30'% 25, 20V, 26

On April 4, 1997, the last trading day b.fore the public announcement of the Merger Apreement, the
closing prices of APS Common Stock and DQE Common Stoct as reported on the NYSE Composite
Transuctions Tape were $29.75 per share and $27.125 per share, respectively. Bused on the Exchunge Ratie
the pro forma equivalent per share value of DQE Common Stock on April 4, 1997, was $32.32 per shure. The
pro forma equivalent per share velue of DQE Common Stock on any date equals the closing sule price of APS
Common Stock on such date. as reported on the NYSE Composite Transaction Tape, multiplied by the
Exchange Ratio

On June 24, 1997, the closing sale prices of APS Common Stock and DQE Common Stock as reported
on the NYSE Composite Transactions Tape were $26.4375 per share und §28 per share ($29.61 on u pro
forma equivalent per share basis), respectively.

Holders of shares of DQE Common Stock and APS Common Stock are urged to obtain current
quotations for the market prices of APS Common Stock and DQE Common Stock,

No assurance can be given as 10 the market prices of APS Common Stock or DQE Common Stock a
the Effective Time. The Exchange Ratio is fixed in the Merger Agreement. As a result, the market value of
APS Common Stock that holders of DQE Common Stock will receive upon consummation of the Merger
may vary significantly from the market value of the shares of APS Common Stock that holders of DQE
Common Stock would receive if the Merger were consummated and holders of DQE Common Stock received
shares of APS Common Stock on the date of this Joint Proxy Statement/Prospectus.




SELECTED UNAUDITED HISTORICAL AND PRO FORMA COMBINED FINANCIAL DATA

Tae following table presents selected historical Snancial data of APS and DQL und selecied unaudited
pro forma combined financial data afier giving effect 1o the Merger as a “poaling of interests  APS' and
DQE's selected historical duta for each of the five years in the period ended December 31, 1996 und the three
months ended March 31, 1997 have been derived from financial statements filed with the SEC. The pro forma
combined financial data are presented for illustrative purposes only and are not necessarily indicative of the
finanelal position or operating results that would have occurred or that will secur upon consummation of the
Merger. The pro forma combined financial data do not give effect 1o any cost savings which may result from
the integrution of APS" and DQE's aperations. Additionally, the pro forma combined financial dats do not
include any trunsaction costs reluting 1o the Merger, nor do they consider any rearganization costs thut might
occur as u result of the Merger. The following selected financial data should be read in conjunction with the
notes thereto and with the related historical and pro forma combined financial statements and notes thereto
incorporated by relerence or included herein. See “Avalluble Information.” “Incorporation of Certain
Information by Reference” and “Unaudited Pro Forma Combined Financial Information of APS and DQE ™

Selected Historical Financial Data

APS
Three Months
th. il Yenr Luded Decombier 11,
w 1040 1004 1994 1901 1003

(Dollars in Millions, Except Per Share Amounts)
Income Statement Data

Total Revenue . § 615 $2.22% $2.318  $2,185  $2.041 $1.963
Operating Expenses . . A9 ALY 1 863 1,802 1,676 1 607
Income from Operations (¢) .. ... 124 391 422 iK1 174 156
Income before Cumulative Effect

of Accounting Change . ... .. 78 210 240 220 216 204
Cumulative Effect of Accounting

Change {(8) ... ..cocooivinyn — - — 43 - -
Net Income {(¢) ............. $ 7% $ 210 § 240 § 263 $ 26 § 204
Earnings Per Share before Effect

of Accounting Change " $ 064 $17% 3200 S1K S 1R $ 183
Cumulative Effect of Accounting

Change (a) i - — 0.37 — -
Earnings Per Share afier Effect of

Accounting Change § 064 $1.73 $200 $22 S$18 $ 1)
Dividends Declared Per Share of

APS Common Stock sy $ 043 § 169 $ 168 $ 164 § 163 $ 161

Balance Sheet Datu

Total Assets = $6.018 $6,619 $6.447 $6.362 $5.04¢ $5,039
Capitalization

Long-Term Deht . - 2,307 $2,397 $2.273 2179 $2.008 $1.982

Preferred/ Prefervace Stock | 170 170 170 325 276 278

Comman Sharcholders’ Equity 2,202 2. 168 2,130 2,059 1,956 1 K2R

Total Capitalizaion . $4.679 $4.736  $4.573  $4.56)  $4.240 54088

Book Value Per Share of APS

Common Stock . ‘ : $18.04 $17.80 $17.65 $17.26 $16.62 $16.08
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Selected Historienl Financigl Duts

Income Statement Date
Total Revenue .. ... ..ooooov oo Y

Operating Expenses ... .. .

Income from Operations. . ... ..

Income before Cumulative Effect
of Accounting Chunges .

Cumulative Effect of Aecoummg
Changes (8) . .
Net Income

Eamings Per Share be{on Lﬂm
of Accounting Changes

Cumulative Effect of Accouming
Chunges (8) ... ... ..

Earnings Per Share after Effect of
Accounting Chanpes .

Dividends Declared Per Share of
DQE Common Stock . .

Balance Sheet Data
T R
Capitalization
Long-Term Debt . .......... ..
Preferred/ Preference Stock . .
Common Sharcholders’ Equity

Total Capitalization., .. .. ...,

Book Value Per Share of DQE
Common $106K . i «civiviiis

DOE
Theee Montin
. o 9} Vewr | oded December M,
1007 o, jous ) o0 19}
(Dotlars in Millions, Except Per Share Amounis)
$ 30 $1,22§ $1.220 $1.224 $1.181 §1,183
220 923 ROk 907 870 KoY
74 02 i n kIR 144
45 179 | 157 14 142
o - — - i -
§ 4s $ 179 $ 171 $ 157 § 144 $ 142
$ 058 $ 32 $ 220 $ 1.9% $ 1M $ 178
$ -~ § - § - $ - § 004 $ ~
$ 058 $ 202 $ 220 $ 198 $ 1Kl $ 178
$ 0.3 $ 1.30 $ 1.2) $ 113 § 10K § 103
§4.623 $4.610 §$4.459 64,4207 $4.550 $1.77%
$1.402 $1.440 $1.40) $1.378 $1417 $1.413
204 223 71 95 133 132
1,409 1,392 1,320 1277 123 1,171
$1.03¢ $3.0858 $2.801 $2.750 $2.781 $2.716
£18.22 $18.01 $17.13 $16.27 $15.47 $14.75
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Selected Unsudited Pro borma Financial Datg

APS and DO
' Three Months
i, Yesr Lnded December 31,
1997 109 1998 1044
(Dolinrs in M Except Per Share Amounts and
Creentages )
Income Statement Data (b)
Tolal Rovenue .. ........oooiiiviiinniisiinins 8 008 § 3546 § 3535 8 3.9
Operating Expenses . ... ...............ooo00iin0, 666 2,718 2,618 2,561
Income from Operat ms (¢) ... ... .. .. ... . ... 243 K28 897 817
Net income(¢) ... .. ..... s i e e 1Yy 303 409 381
Eamings Per Share (d) ........................ $ 087 $ 189 § 198 § 1KS
Dividends Per Share of Common Stock (d) ... § 038 $ 14 $ 14) L
Dividend Payout Ratio (f) ...................... _ 75 4% 91.0% - -
Equivalent DQE Pro Forma Per Share Data
Eurnings Per Share (¢) ... ..., ... ... ... § 064 § 212 § 2 $ 207
Dividends Per Share of Common Stock (¢) . ... ... § 043 $ 168 $ 188 § 1.8
Balance Sheet Data (b)
Total Assets . ... $11,269 $11,290 $10,94) $10819
Capitalization
Long<Term Debt .. ...... ... .......ooi'viv... $ 3,700 $ 1817 § 1674 8 185
Preferred/ Preference Stock ... T 104 393 24| 268
Common Sharcholders’ Equity ... ......... .. .. 3621 3,535 3429 1,308
Total Capitalization. ... ... .. ... .. .. . § 7,724 $ 7,765 RERRE T 7129
Book Value Per Share of Common Stock (d) .. .. . $ 170 $ 1696 $ 1652 $ 1596
Equivalent DQE Pro Forma Per Share Data
Book Value Per Share of Common Stock (¢) ... .. $ 1945 $ 190  § 1550  $ 1788

Notes (0 Selected Unaudited Historical and Pro Forma Combincd Financial Data

(a)

(b)

(¢)

(d)

(e}

(n

The 1994 amount of $43 million ($.37 per share) represents the cumulative effect of & change in APS'
accounting to provide for the accrual of revenue for services rendered but unbilled. The 1993 amount of
$3 million ($.04 per share) represents DQE's net cumulative effect for changes in accounting for the
adoption of “Statement of Financial Accounting Standards No. 109, Income Taxes” ($8.0 million) and
the cumulative effect of accounting for maintenance costs by aceruing over the pericds between outages
for anticipated expenses of scheduled major fossil generating station outages ($5.4 million).

The revenues, expenses, assets, liabilities and equity of APS and DQE have been reclassified where
appropriate 1o conform to the presentation expected to be nsed by the combined company in the future.
See “Unaudited Pro Forma Combined Financial Injormatiun of APS and DQE."

Income/carnings for the year ended December 31, 1996 and December 31, 1995 include pretax charges
of $103.¢ million and $23.4 million, respectively, related 10 restructuring activities.

Pro forma per common share amounts give effect 10 the conversion of each share of DQE Common
Stock outstanding into 1.12 shares of APS Common Stock. See “The Merger Agreement” and
“Unaudited Pro 'orma Combined Financial Information of APS and DQE.™

Represents the pro forma equivalent of one share of DQE Common Stock calculated by multiplying ine
pro forma information by the Exchange Ratio.

Calculated by dividing the current annual dividend rate of APS per share by pro forma earnings per share.
The §1.72 current dividend rate per share represents the dividend rate APS expects 10 maintain or
increase following the Merger. However, no assurance can be given that such dividend rete will be
maintained or increased.
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THE STOCKHOLDERS MEETINGS

General
APS

This Joint Proxy Statement/Prospectus is being furnished to holders of APS Common Stock in
connection with the solicitation of proxies by the APS Board for use at the APS Special Meeting. 10 be held
on August 7, 1997, and any adjournments of posiponements thereol, 1o consider and vote upon (i) the
approval of the issuance of APS Common Stock conemplated by the Merger Agreement and (i) the
approval of the Charter Amendment, and 1o transact such other business s may properly cone before the
APS Special Meeting of any adjournments of posiponements thereof.

The APS Board has unsnimously approved the Mergar Agreement and the Charter Amendment and
unanimously recommends that APS stockholders vote FOR the approval of the issuance of shares of APS
Common Stock pursuant to the Merger Agreement and vote FOR the Charter Amendment.

Lach copy of this Joint Proxy Statement/Prospectus mailed 1o holders of APS Common Stock 18
accompanied by a form of proxy for use al the APS Special Mecting

DOE

This Joint Proxy Statement/ Prospectus is also being furnished to holders of DQE Comman Stock n
connection with the solicitation of proxies by the DQE Board for use wt the DQE Meeting, to be held on
Auguet 7, 1997, and any adjournments or postponements thereof, (1) 10 consider und vote upon the adoption
of the Merger Agreement and approval of the transactions contemplated thereby, (i) 1o consider and vole
upon the approval of the Control Transactions Amendment, (iil) to elect four directors 1o the DQE Board 10
serve until the annual meeting of stockholders of DQE in the year 2000, (iv) 1o consider and vote upon the
approval of the Accountant Proposal, (v) to consider and vote upon the Stockholder Propesal if presented at
the DQE Meeting and (vi) 10 transac* such other business as may properly come before the DQE Meeting or
any sdjournments or posiponements thereol,

The DQE Bourd has unanimously approved the Merger Agreement and unanimously recommends that
stockholders of DOQE voie FOR the adoption of the Merger Agreement and approval of ihe transactions
contemplated thereby, The DQE Board unanimously recommends that stockholders of DQE vote FOR the
Control Transactions Amendment, vote FOR the directors nominated by the DQE Board for election to the
DQE Board, vote FOR the Accountant Proposal and vote AGAINST the Stockholder Proposal.

Each copy of this Joint Proxy Statement/Prospectus mailed 1o holders of DQE Common Stock is
accompanied by a form of proxy for use ut the DQE Meeting.

This Joint Proxy Statement/Prospectus is also furnished 10 DQE stockholders as a prospectus in

connection wiih the issuance by APS of shares of APS Common Stock contemplated by the Merger
Agreement.

Date, Place and Time

The APS Special Meeting will be held at Howard Johnson of Hagerstown, 1718 Underpass Way,
Hagerstown, Maryland 21740 on August 7, 1997 at 1:00 p.m, local time.

The DQE Meeting will be held at the Manchester Craftsmen’s Guild Auditorium, 1815 Metropolitan
Strect, Pittsburgh, Pennsylvania 13233 on August 7, 1997 at 11:00 a.m., local time
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Record Dates
APS

The Executive Commitiee of the APS Board has fined the Close of business on June 30, 1997 us the APS
Record Dute for the determination of the holders of APS Common Stock entitled 1o receive notice of und to
vole at the APS Special Meeting und at any adjournments or postponements thereof.

DQE

The DQE Board has fixed the close of business an June 16, 1997 as the DQE Fecord Dute for the
determination of the halders of DQE Common Stack entitled 10 receive notice of and 1o vote ul the DQE
Meeting and at any adjournments or postponements thereol.

Votes Required
ArS

As of June 1, 1997, there were 122,111,567 shares of APS Common Stock issued and outstanding. Each
share of APS Common Stock outstanding on the APS Record Date is entitled 1o one vote upon each matter
properly submitted ut the APS Special Meeting. The aftirmative vote of & majority of the votes cast at the
APE Specia) Meenng is necessary for the approval of the issuance of tie shares of APS Common Stock
contemplited by the Merger Agreement. The affirmative vote of & majority of the total number of shares of
APS Common Stock outstanding is necessury for approval of the Charter Amendment.

Under the rules of the NYSE, in order to approve these proposals, the total number of votes cast
(whether for or against) with respect 10 such matter must be in excess of 0% of the outstanding shares of
APS Common Stack. Abstentions will be counted as present for the purposes of determining whether a
Quarum is present. Any abstention or broker non-vote will have the effect of reducing the uggregate number of
shares of APS Common Stock voting and the number of shares of APS Common Stock requited to approve
the issuance of shares of APS Common Stock contemplated by the Merger Agreement. With respect 1o 1he
Charter Amendment, any abstention or broker non-vote will have the same effect as u negative vote. Under
the rules of the NYSE, brokers who hold shares in street name for customers will not have authority 1o vote
cither on the issuance of shares of APS Corimon Stock contemplated by the Merger or on the Charter
Amendment, unless they receive specific instructions from beneficial owners.

As of Ju e 1, 1997, directors and executive officers of APS and their affiliates beneficially owned an
aggregate of 75,272 shares of APS Common Stock (including shares which may be acquired within 60 days
upon exercise of employee stock options), or less than 0.1% of the shares of APS Comamon Stock outstanding
on such date. The directors and executive officers of APS huve indicated their intention 1o vote their shares of
APS Common Stock in favor of approval of the issuance of the shares of APS Common Stock comemplated
by the Merger Agreement and in favor of approval of the Charter Amendment.

As of June 16, 1997, the directors and executive officers of DQE owned no shares of APS Common
Stock.

See "~ Interests of Certain Persons in the Merger.”

bor

As of June 16, 1997, there were 77,408 557 shares of DQY Common Stock issued and outstanding. Other
than with respect 10 the election of directors, each share of DQE Common Stock outstanding on the DQE
Record Date 1= entitled 10 one vote upon each mutter properly submitted at the DQE Meeting. The affirmative
vote of a majonity of the voles cast at the DQE Meeting is necessary for the adoption of the Merger
Agreement and the approva! of the transactions contemplated thereby. With respect 1o the election of
directors, the four persons receiving the highest number of votes will be elected as directors. The affirmative
vole of a majority of the voles cast at the DQE Meeting 1s necessary for the adoption of the Control
Transactions Amendment, the Accountant Proposal and the Stockhalder Proposal.
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Stockholders of DQE have cumulative voting rights with respect 1o the eleciion of directors of DQE
Cumulative voting entitles each stockholder of DQL 10 as many votes as is equal 10 the number of whols
shares of DQE Common Stock held by sugh stockholder, multiplied by the number of directors 1o be elected
Each stockholder may cust all of those votes for a single nominee of may distribute them among 1wo or more
nominees

Holders of preferred stock or cupital stock of Duguesne Light of any of the other subsidiaries of DQE will
not have voting rights with respect 1o any of the matters 1o be acted upon al the DQL Meeting. The terms of
such preferred stock or other capital stock will not be affected by the Merger.

The presence in person of by prosy al the DQE Mecting of the holders entitled to vote o mijority of the
outstanding shares of DQE Common Stock Is necessury 10 constitute a quorum for the transaction of business.
Abstentions will be counted as present for the purposes of determining whether a quorum is preseit. Any
abstention or broker non-vote will have (1) the effect of reducing the aggregate number of shares of DQE
Common Stock required 1o adopt (a) the Merger Agreement and approve the transactions reguired thereby,
{(b) the Accountant Proposal and (¢) the Stockhalder Proposal, and (11) ho effect on the election of directors
of DQE. Under the rules of the NYSE, brokers who hold shares in street name for customers will huve no
authority 1o vote on the Merger, the Control Transactions Amendment or the Stockholder Proposal, unless
they receive specific instructions from beneficiul owners. Such orokers, however, may vote in the election of
directors of on the Accountas,t Proposal without having received specific instructions from beneficial owners

As of June 16, 1997, directors and executive officers of DQE and its affiliates beneficially owned an
aggregite of 633,161 shares of DQE Common Stock (including shares which may be acquired within 60 duys
upon exercise of employee stock options) of less than 1% of the shares of DQE Common Stock outstanding on
such date. The directors and executive officers of DQE have indicated their intention to vote their shares of
DQE Common Stock in favor of adoption of the Merger Agreement and approval of the transactions
contemplated thereby. The directors and executive officers of DQE have also indicuted their intention 10 vole
their shares of DQE Common Stock in favor of the directors nominated by the DQE Board, the Control
Transactions Amendment und the Accountent Proposal and against the Stackholder Proposal,

As of June 1. 1997, directors and executive officers of APS owned no shares of DQE Common Stock. See
“Interests of Certain Persons in the Merger”

Voting and Revocation of Proxies

Shares of APS Common Stock and DQE Common Stock represented by a proxy properly signed and
received @t or prior 1o the appropriate Stockhalders Meeting, unless subsequently revoked, will be voled in
sccordance with the instructions thereon If & proxy is signed and returned without indicating any voting
instructions, shares of APS Common Stock represented by the proxy will be voted FOR the proposal to
approve the issuance of shares of APS Common Stock contemplated by the Merger Agreement and will be
voted FOR the proposal to adopt the Charter Awendment, and shares of DQE Common Stock represented
by # proxy properly signed and received will be voted FOR the proposal to adopt the Merger Agreement and
1o approte the transactions contemplated thereby, FOR the election as a director of DOQE of each of the
persons nominated for director of DQE by the DQE Board, FOR the Control Transactions Amendment,
FOR the Accountant Proposal and AGAINST the Stockholder Proposal. Votes for election of directors will
be cumulated selectively (at the discretion of the holders of such stockholder's proxy) among those nominees
for director for whom the stockholder has not withheld authority to vole. Any proxy given pursuant 1o this
solicitation may be revoked by the person giving it at any time before the proxy is voted by filing a duly
executed revocation with the Secretary of APS, for stockholders of APS, or with the Corporate Secretary of
DQL. for stockholders of DQE, prior 10 or at the approprate Stockholders Meeting or, ‘n the case of
stockhiolders of APS, by the execution of & subsequent proxy in favor of another person. All written notices of
revocation and other communicaiions with respect 1o revocation of APS proxies should be addressed as
follows: Allegheny Power System, Inc., 10435 Downsville Pike. Hagerstown, Maryviand 21740, Attention:
Secretary. All written notices of revocation ana other communications with respect 1o revocation of DQL
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converied into the right 1o recei e, and become exchangeable for, 1,12 shares of APS Common Stock. Each
outstunding share of APS Comm n Stoch will remain outstanding and be unuffected by the Merger. As a
result of the Merger, holders of DQE Common Stock tmediately priof to the Merger will own approximately
42% of the outstanding APS Common Stock after the Merger (based on the number of shures of APS
Common Stock and DQE Commion Stock outstanding as of June 1, 1997, and June 16, 1997, respectively).

Terms of the Merger

At the Effective Time, APS, Merger Sub and DQE will consummate the Merger in whick Merger Sub
will be merged with und into DQE, and the separate corporuic existence of Merger Sub will thereupon cease.
DQE, as the Surviving Corporation, will be a wholly owned subsidiary of APS and will continue 10 be
governed by the luws of the Commaon ealth of Fennsylvania. The Merger Agreement provides thit the articles
of incorporation of DQE in effect immediutely prior 1o the Effective Time will remain the articles of
incorporation of the Surviving Corporation. The Merger Agreement provides that the byluws of Merger Sub in
effect at the Effective Time shall be the bylaws of the Surviving Cotporation following the Merger.

At the Effective Time, cach issued und outstanding share of DQE Common Stock (other than the
Excluded Shares) will be converied into the rght 1o receive, and become exchangeable for, 1,12 shares of
APS Common Stock, and the right, if anv, 1o receive cash in lieu of any fractional share into which such
shures of DOE Comman Stock Fuve been converted (as described below) and uny distribution or dividend
with @ record date after the Effeciive Time, in each case without interest, By virtue of the Merger, the
Excluded Shares shall ceuse 1o be outstanding and shall be canceled und retired without payment of any
consideration

If at uny time during the period between the date of the Merger Agreement and the Effective Time there
is 4 chunge in the number of shares of APS Common Stach of securities convertible or exchangeable into or
exercisable for shares of APS Common Stock issued and outstunding as o result of a reclassification, stock
split, stock dividend or distribution, or “ther similar transaction, the Exchange Ratio will be equitably
adjusted.

No fractional shares of APS Common Stock will be issued in the Merger Instead. the Merger
Agreement provides that esch holder of DQE Common Stock who would otherwise have been entitled to
receive a fractional share of APS Common Stock will e entitled 10 receive, in lieu thereof, cash representing
such holder's proportionate interest in a share of APS Cammon Stock, based on the closing price of such
shares as reported in The Wall Street Journal. New Yook City edition, on the trading day immediately prior to
the Effective Time.

The DQE DRSPP provides that dividends on DQL Common Stock of plan participants will be used to
purchase shares of DQE Common Stock w* market value and also permits participants 1o invest in additional
shares of DQE Common Stock through optional cash payments. The DQE DRSPP credits whole shures and
fractional shares of DQE Common Stock to panticipants’ accounts. At the Effective Time. all shares of DOE
Commaon Stock credited 1o participants’ accounts under the DQE DRSPP will be converted into a number of
shares of APS Common Stock determined by maltiplving the number of such shares of DQE Common Stock
by the Exchange Ratio. All such shares of APS Common Stock will be heid in the participunts’ accounts, with
individual participunts’ uccounts in the DQE DRSI'P being credited with fractional shares of APS Common
Stock,

Effective Time

The Merger will become effective ut the time wher the Fennsylvama Articles of Merger have been duly
filed with the Dy partment of State of the Commanwenlth of Pennsylvania as provided in Section 1927 of the
PBCL.

Exchange of Certificates

Pursuant to the Merger Agreement, promptly after the Effective Time. the Surviving Corporation will
cause the Exchange Agent to mail to cach holder of DQE Common Stock (other than holders of the
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posting by such pernon af & bond in customany amount as indemnity aguinst any clom that may be made
agwnst i owith respect 10 such DQE Certificate, the Exchange Agent will issue in exchange for such lost,
stolen or destroyed DQE Certificate the shares of APS Common Stock and any cash payable and any unpaid
dividends or other distributions in respect of APS Common Stock pursuant 10 the Merger Agreement upon
due surrender of and delivery pursuant 1o the Merger Agreement in respect of the DQE Common Stock 10
which such Certificate relates.

HOLDERS OF DOE COMMON STOCK SHOULD NOT SEND THEIR CERTIFICATES TO THE
EXCHANGE AGENT UNTIL TRANSMITTAL MATERIALS ARE RECEIVED FROM THE EX-
CHANGE AGENT. HOLDERS OF APS COMMON STOCK WILL NOT EXCHANGE THEIR
CERTIFICATES,

Appraisal Rights

Holders of APS Common Stock will not be entitled 1o any dissenters’ or appraisal rights under the
MGCL as @ result of the matters 10 be voted upon at the APS Soecial Meeting. Holders of DQE Common
Stock will not be entitled 1o uny dissenters’ or appraisal rights under the merget and appraisal rights provisions
of the PBCL as @ result of any of the matters to be voted on ut the DQE Mecting.

Pursuant 1o the terms of the Merger Agreement, DQE has agreed that the provisions of the Pennsylvania
Contral Transactions Stutute will be inapplicable to DQE at the Effective Time. DQE belioves that the
Pennsylvania Control Transactions Statute is inapplicable to the Merger even if the Control Transactions
Amendment is not approved. but in the absence of controlling legal precedent 1s seeking approval of the
Control Transuctions Amendment, In the event that the Control Transactions Amendment wete not approved
und the Pennsylvania Control Transactions Statute were applicable 1o the Merger, APS could have the right
not to consummate the Merger, although APS and DQE have not determined how 10 proceed under such
circumstunces. If applicable, the Pennsylvania Control Transactions Statute provides, in effect, thut any holder
of DQE Common Stack who ohjects 1o the Merger will be entitied 1o the rights and remedies provided in the
Pennsylvania Control Transactions Statute. In connection with their consideration of the Merger, holders of
DQE Common Stock are being asked to approve the Contral Transactions Amendment.

The Pennsylvania Control Transactions Statute provides, among other things, that any holder of shares of
& corporation subject 1o the statute (as DQE is today) thut hecomes the subject of a control transaction (as
defined in the Pennsylvania Control Transactions Statute) who shall object 10 the transaction shall be entitled
te the nights and remedies provided by the Pennsylvania Control Transactions Statute. A control transaction is
the acquisition, subject 1o certain specified exemptions, of voting power over voling shares entitled 1o cast ul
lea.t 20% of the votes that all stockholders would be entitied to cast in an clection of directors. The controlling
persan is required to give prompt notice that a control transaction has oceurred to each stockholder of record
and a Pennsylvania court, accompanied by a petition requesting that the court determine the fair value of the
voting shares. The Pennsyivania Control Transactions Statute also sets out procedures to be follov =d for
determining such fair value for holders of voting shares 10 receive such payment

Although DQE does not believe the Pennsyvivania Contral Transactions Statute s applicable 1o statutory
mergers, such as the Merger, it could have the effect of deterring an acquisition by any person of 20% or more
of the shares of DQE Common Stock with~ut acquiring. or offering 1o aequire, all of the shares of DQE
Comnmon Stock. Notwithstanding the approval of the Control Transactions Amendment by the stockholders
of DQE, DQE will not file the Contral Transactions Amendment until all other conditions 1o the Merger have
been satislied or waived. Therefore, even if there is stockholder approval of tlhe Control Transactions
Amendment, if the Merger does not occur, the Control Transactions Amendment will not have become
effective, and DQLE will remain subject to the Pennsylvania Control Transactions Statute.

The foregoing description of the Pennsvivania Control Transactions Statute is qualified in its entirety by
reference 1o the text of the Pennsylvania Control Transactions Statute which is attached as Appendin D to this
Joint Proxy Statement/ Prospectus.
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Background of the Merger

The electric wtility industry throughout the United Stutes is in the carly stages of dramatic changes that
are intended to bring competition to what has been, since the elecine indusiry’s inception, 4 collection of
regional monopolies. These changes have been brought about in pant through the adoption of the Energy
Policy Act of 1992 and through orders 888 and 889 of the FERC. In addition. in Pennsylvania, where DQE
has all of 1is electnie utility business and APS has a substantial porticn of its eleetric utility business, the trend
to bring about competition led to the enactment in late 1996 of the Electncity Generaticn Customer Chaice
and Competition Act, 66 Pa. Cons. Stat. § 2801 ¢ seq (the "Pennsylvania Restructuring Legislation™), which
provides, among other things, for a phase in of competition for retail electric customers in Pennsvlvania and an
opportunity for recovery of certain capital costs (“stranded costs™) incurred by utilities in @ regulated
environment that are not likely to be recoverable through prices charged in a competitive environment. In light
of these developments, both the APS Koard and the DQE Board have been engaged in reviews of steps they
might take 1o best position thewr respective companies 10 take advantage of the chunges oceurring in the
electric utility industry.

In late 1996, the chiel executive officers of APS and DQL met on several occasions und had several
phone conversations 1o discuss o possible combination between APS and DQE. As o result of these contucts,
APS and DQE agreed i December of 1996 1o commence & process of due diligence and to determine if o
mutually desirable transaction could be agreed upon. These early contacts concluded with understandings that
APS wis open 1o the iden of negotiating an exchange ratio that would give holders of DQE Common Stock a
premium 1o its market truding price, that the board of directors of the combined compuny could include
representation from the DQE Board approximately equivalent 1o the percentage ownerhip of DQE
stockholders in the combined company after the Merger and that APS saw a good fit for DQE management in
APS after the Merger

An initial meeting of APS and DQE managements and their respective legal and financial advisors was
held in late December 1996, at which time important areas of due dilinence were identificd and a subsequent
mutual due diligence presentation was scheduled. After this December meeting, APS and DQE began the
organization of due diligence information regarding their respective companies for review by the other. In mid-
Junuary 1997, the senior managements of APS and DQE met and each gave a business overview presentation
10 the other party and its legal and financial advisors and responded to questions. Thereafier, representatives of
APS and DQE performed financial, operating and legal due diligence investigations on the other party and
throughout January through April 1997, negotiated the legal und financial terms of the Merger. In addition,
APS retained legal counsel experienced in nuclear-related mutters, & firm of consulting nuclear engineers and
a retired nuclear utility executive to assist APS in its due diligence investigation of the Nuclear Facilities

The negotiations of the terms of the Merger Agreement focused most intensely upon the rumber of
shates of APS Common Stock inte which each share of DQE Commoun Stock would be converted in the
Merger, the status of events concerning the Nuclear Facilities, whether contractual lunguage relating 10 an
adverse regulatory or operating event at the Nuclear Facilivas thut does not give rise to & matenul adverse
eflect on DOE should give APS a right nat to consummate the Merger or result in a reduction in the
Exchange Ratio, the circumstances under which the terms of regulate  approvals could give APS, or APS
and DQE, a nght not to consummate the Marger, the cl.cumstances under which termination fees would be
payable and the amount of those fees, and the circumstances under which either party cowd negotiate with a
third party regarding an altlernative merger proposal of terminate the Merger Agreement 1o acoept such a
proposul. During the week of March 31, 1997, an understanding with respect to potentially mutually aprecable
positions on the principal issues was reached, and thercafier documentation was finulized, due dil'ger ce was
compizted and the APS Board and the DQE Board cach approved the Merger und related matters ot
respective meetings held late in the day on April A, 1997, following presentations from their respective senior
managements and their legal and financial advisors (including des“riptions of the Merper Agreement by their
respective legal advisors) and after having received the fairness opinions of their respective financial advisors
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The forepoing discussion of the infarmation snd fuctors which were given weight by the DQLE Board i
not intended 1o be exhaustive but is believed to include all matenal factors considered by the DL Board The
DQL Bourd did not assign speci’ = weights 10 the foregoing fuctors and individual Directors may have given
different weig! 's 10 different tactors, After considering all such factors, the DQL Bourd unanimously approved
the Merger Agreement and unanimously recommends 1o its stockholders that they approve the adoption of the
Merger Agreement and the trunsuctions contempluted thereby.

THE DOE BOARD UNANIMOUSLY RECOMMENDS THAT DOQE STOCKHOLDERS VOTE
FOR ADOPTION OF THE MERGER AGREEMENT AND APPROVAL OF THE TRANSACTIONS
CONTEMPLATED THERERY,

Synergies

APS and DCE have jointly studied the estimated synergies ansing out of o combination of their companies.
The companies estimated that the Merger could resull in savings of approximately 81 billion over the 10-veur
period from (99% 1o 200K, taking nto account the costs estimated 1o be necessary 10 schieve such synergies. The
suvings are expecied 1o come from elimination of duphcate activities (including lubor and comporate and
administrative programs ), improved operating efliciencies and lower capital costs. The lnbor reductions would be
uchieved fram u combination of reduced hinng, mtrition and targeted voluntary reduc’ on programs.

Holders of APS Common Stack or DQE Common Stock should note that the analyses employved in
developing these savings estimates were based upon various assumptions that involve judgments with respect
10 economic conditions, inflation rates, regulatory treatment, weather conditions, financial market conditions.
interest rates and other factor: which are each difficult 10 predict and beyond the contral of DQE and APS.
Acordingly, although the APS Board and DQE Board believe that reasonable assumptions were used 1o
develop these estimates of synergies, there can be no assurance that these estimates will approximate the
future experience of the combined company or the extent 1o which it can realicc these synergies. See “The
Merger — Cautionary Statement Concerning Forward-Looking Statements

Opvions of Financial Advisors

Ars

On April 4, 1997, Merrill Lynch delivered its orul opinion 16 the APS Board, which was subsequertly
confirtued in a weatten opinion dated as of thar date and as of the date of this Joint Proxy State
ment/ Prospectus (th “Nerrill Lynch Opinion™), to the effect that, as of such dates, and based upon the
assumptions made. matters considered and himits of review set forth in such opinion, the Excharge Rutio was
fwir w holders ov APS Curmmon Stock from a financial point of view.

A cnpy of the Merrill Lynch Opinion, dated as of the date of this Joint Proxy Statement/ Prospectus, which
sets forth the assumptions made, matters considered and certain limitations on the scope of review undertahen by
Merrill Lynch, is attached as Appendin B 1o this Joint Prevy Statement/ Prospectus. Holaers of APS Common
Stock are urged to, and should, read such opinion in its entirety. The Merrill Lynch Opinion is directed only to
the fairness of the Exchange Ratio from a financial point of view to the holders of AP'S Common Stock and does
not constitute a recommendation (o any APS stockholder as to how such stockholder should vote at the APS
Special Meeting. The summary of the Merrill Lynch Opinion set forth in this Joint Proxy Statement/ Prospectus
is qualified in its entirety by reference (o the full text of such opinion.

In urniving at the Mernill Lynch Opinion, Mernill Lynch, among other things: (1) reviewed APS' Annual
Reports, Form 10-Ks and related financial information for the three-fiscal-year period ended December 31,
1996 and certain other fiings made with the SEC, including proxy statements, Form §-Ks and registration
statements, during the lust three years: (2) reviewed DQE's Annual Reports, Form 10-Ks and reluted
financial informution for the three-fi cal-year penod ended December 31, 1996 and certain other filings made
w..h the SEC including proxy statements, Form §-Ks and registration statements, during the lust three years:
(3) reviewed certain information, including financial forecasts, relating to the business, earnings, cash flow,
assets and prospects of APS and DQE furnished to Merrill Lyrch by APS and DQE; (4) conducted
discussions with members of semor management of APS and DQE concerning their respective businesses.
regulatory environments, prospects and strategic obiectives, (5) reviewed the market prices and valuation
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In connection with its review, CSEH did not assume any responsthility for independent vertication of wny
of the information provided 10 or otherwise reviewed by CSEB (including the infarmation contained in this
Joint Proay Staterment/Prospectus) and relied on soch information being complete and accurate in all
materil respects. With respect to the financial forecasts, CSFR assumed that such forecasts were reasonably
prepared on bases reflecting the best currently availuble estimates and judgments of the managements of DQL
and APS us 10 the future financial performance of DQL and APS. CSFH also assumed, with the consent of
the DQE Board and based upon the views of the management of, and regulutory counsel for, DQL, that, in the
course of obtaining the necessary regulutory and third-party consents for the Merger, no restriction will be
imposed that will have a material adverse effact on the contemplated benelits of the Merger. CSFB was not
requested to conduct, and did not conduct, an independent evaluation of apprisal of the assets or liabilities
(contingent ot otherwise ) of DQE or APS, nor was CSFB furnished with any such evaluatic as or appraisals.
CSFB's opinion was necessanly based upon information availuble 1o CSFB, and financial, economic, market
and other conditions as they existed and could be evaluated, on the date of its opinion, CSFR did not express
any opinton as 1o the actual value of the APS Common Stock when issued pursuant 1o the Merger or the
prices #t which the APS Common Stock will trade subsequent 1o the Merger. In connection with its
engagement, CSER was not reguested 1o, and did not, solicit third-party indications of interest in acquiring ull
or any part of DQE Although CSFB eviluated the Exchange Ratio from a financial point of view, CSFB was
not requested to, and did not, recommend the specific consideration payable in the Merger, which
consideration was determined through negotiation between DOQE and APS. No other limitations were imposed
by DQE on CSFB with respect 1o the investigations made or procedures followed by CSFB in rendering ity
upinion.

In preparing its opinion to the DQE Bourd, CSFB performed a vanety of linuncial and comparative
analyses, including those described below, The summary of CSFB's analyses set forth below does not purport
1o be a complete description of the analyses underlying CSFB's apinion, The preparation of u Jairness opimion
15 4 complex analytic process involving various determinations as 1o the most appropriate and relevant methods
of financial analyses and the application of those methods 1o the particulur citcumstances and, therefore, such
an opinion 1s not readily succeptible to summary description. In arriving at its opinion, CSFB made qualitative
judgments as 1o the significance and relevance of each analysis and factor considered by it. Ace~: lingly,
CSFB believes that its analyses must be considered as o whole and that selecting portions of 1ts analyses and
fctors, without considering all analyses and factors, could create a misleading of incomplete view of the
processes underlying such analyses and its opinion. In its analyses, CSFB made numerous assumptions with
respect 1o DQE. APS, industry performance, regulatory, peneral business, economic, market und financial
conditions and other matiers, many of which are beyond the control of DQE and APS. No company,
transaction or business used in such analyses as a comparnison s identical 1o DQE, APS or the Merger, nor 1
o9 evaluation of the results of such analvses entircly mathematical: rather, such analyses involve complex
considerations and judgments concerning financial and operating characteristics and other factors that could
@ioct the acquisition, public trading or o her values of the companies, business segments or transactions being
analyzed The estimates contained in such analvses and the ranges of valuations resulting from any particular
analysis are not necessarily indicative of . ctual values or predictive of future results or values, which may be
significuntly more or less favorable than those suggested by such anslyses. In addition. analyses relating 1o the
value af businesses or securities do not purport to L appraisals or 1o reflect the prices at which busingsses ot
securities may actually be sold. Accordingly, such anaisses and estimates are inherently subject to substantial
uncertamnty. CSFB's apimon and financial ana'yses were only one of many factors considered by the DQE
Board in its evaluation of the propesed Merger and should not be viewed as determinative of the views of the
DQE Board or managoment with respect 1o the Exchange Ratio or the Merger,

The following is & summary of the material financial analyses presented by CSFB t the DQE Board at
the meeting of the DQE Board held on April 4, 1997

Discounted Cash Flow Analysis.  CSFB estimated the present value of the future streams of after-tax
trec cash flows that could be produced through fiscal 2006 by each of DQE's business sepments (ie.,
Duquesne Light; Montauk: and Duguesne Enterprises, DQE Energy Partners and DQE Energy Services (the
“ther Unregulated Businesscs™)), based upon internal estimates of DQE management, as adjusied after
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consultation with DOQE manapement. Ranges of estimated terminal values, when applied, were caleulated
using either terminal mubtiples of aperating cash flow ("OCF") or perpetuity growth rates. The free cash flow
streams and estimated termunal values were then discounted to present value using various discount rates
depending upon the business segment analyzed. For Duguesne Light (excluding Duguesne Light's generation
equipment investment ), terminal OCF multiples of 6 5x 10 7.0x and discount rates ranging from .75% 1o
£.25% were utilized For Duguesne Light's generation equipment investment, discount rates ranging from
13.0% 10 1 3.5% were utilized over the investment's remaining fised life. For Moniauk, perpetuity growth rates
of (35%) to (10%) and discount rates ranging from 12.0% to 12.5% were utilized. CSFB also analyzed
Montauk's corrent investment portfolio (assuming no additional investments), utilizing discount rates of
10.0% 10 14.0%. The Other Unregulated Businesses were valued business by business, utilizing perpetuity
growth rates of (0.8%) 10 7.0% and discount rates ranging from 9.25% 10 23.0%, depending upon the particular
business. The Other Unreguluted Busineswes olvo were anulyzed taking into account only current businesses
and those planned by the end of fiscal 199, This analysis indicated an emerprise reference range of
approsimaately $2.9 billion to $3.2 billon for Duguesne Light and an overall enterprise reference range for
DOL of approsimately $3.8 billion *5 $3.9 billion.

CSFB also performed a discounted cash flow analysis of APS' electric utilities ousinesses (consisting of
West Penn Power Company ("West Penn”), The Potomae Edison Company (“Potone Edison”) und
Manongahels Power Compuny (“Monongaheld™)) (vollectively, the “APS Eleetric Utility Businesses™),
Allegheny Generating Company and AYP Capital, Inc. ("AYP Capital™) based upon internal estimates of
APS management, us adjusted sfer consultation with DOE management. Ranges of estimated terminal
vilues were calculsied by applying multiples of terminal year 2006 OCF of 6.5x 10 7.0x 10 the APS Electric
Utility Businesses, 8.0x 1o & 5x 10 Allegheny Generating Company and 10.0x 10 11.0x to AYP Capital The
ufter-tun free cash flow streams and estimated terminal values were then discounted 10 present vilue using
discount rates ranging from 7.78% 10 8 28%. This analysis indicated an unterprise reference range for APS of
approximately $6.1 billion 10 §6 6 billion.

Selected Companies Analvsis.  CSFB compared certain financial and operating information of Duguesne
Light 10 corresponding data of the following selected publicly traded companies in the electric utility industiry:
APS; Cinergy Corporation, DTE F jergy Company; GPU, In¢; New England Electric System, Ohio Edison
Company; PECO Energy Company, and PP&L Resources, Inc. (the “Duquesne Comparables™). CSFR
compared adjusted market values (equity market value plus nei debt and other orporate adjustments) as &
multiple of, among other things, estimated calendar 1997 OCF and operating income, and compared equity
market values as o multiple of net income and book value. Estimates for the Duquesne Comparables were
based on estimates of selected investment banking firms, and estimates for Dugquesne Light were based on
internal estimates of DQE management, as adyusted after consultation with DQE management. All multiples
were based on closing stock prices on April 1, 1997, Applying u range of sclected multipies for the Dugquesne
Comparables of estimated calendar 1997 OCF, operating income, net incume and book value of 5.7x 10 6.7x,
9.5x 10 10.0x, 11.0x 10 12.0x and 1.3x 10 1.5, respectively, to corresponding financial data of Duguesne Light
resulted in an enterpnse reference range for Duquesne Light of approximately $2.8 billion 10 §3.1 bullion
CSFB did not derive an enterprise reforence range for Montauk, the Other Unregulated Businesses or
Duguesne Light's gencration equipment investment based on this unalysis since there were no publicly traded
companies dirgctly comparable 10 Montauk, the Other Unregulated Businesses or such investment

CSTB also compared certain financia! and operating information of the APS Electric Utility Businesses
and Allegheny Generating Compuny 1o corresponding data of the following selecied publicly traded
companies in the elecinie utility industry: American Electne Power Company, Inc.: Caroling Power & Light
Company; Dominion Resources Ing.: NIPSCO Industries Inc.; OGE Energy Corp.. and PP&L Resources,
Inc. (the “APS Comparables™), CSFB compared adjusted market values as @ multiple of, among other
things. estimated calendar 1997 OCF and operating income, and compared equity market values as a multiple
of net ingome and book value. Estimates for the APS Comparables were based on estimaies of selected
investment banking firms ana esumates for APS were based on internal estimates of APS management, as
adjusted after consultation with DQE munagement. All multiples were based on closing stock prices on
April 1, 1997 Applying & range of selected multiples for the APS Comparables of estimatnd calendar 1997
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OCFE, operating ingome, net income and book vidue of 6.2¢ 10 678, 908 10 1008, 1205 to 1308 und L5 o
LA, respeetively, 1o corresponding tinancisl duta af the APS Electric Utiliny Businesses und 7.5x 1o 8 83, 955
10 10,5, 1208 10 13,08 and 1.8 10 L8, respectively, to corresponding fimancial duta of Allegheny Generating
Company, resulted in an overall enterprise reference range for the APS Eleeine Utiliy Businesses and
Allegheny Generating Company of approximately $6.0 billion 10 §6.5 bilhon. CSFB did not derive an
enterprise reference runge for AYP Capital bused on this analysis singe there were no publicly traded
companies directly comparable 1o AYP Capital

Selected Transactions Analvsis  Using publicly avallable information, CSFB analyzed the purchase
prices and implied transaction multiples paid or proposed to be paid in the following selected transuctions in
the electric wtility industry (aequiror/target): Western Resources, Inc./ Kansas City Power & Light Company;
The Brooklyn Union Gas Company/Long Island Lighting Company; Ohio Edison Company /Centerior
Energy Corporation; Delmarva Power & Light Company/Atlantic Energy 1nc: MidAmerican Engrgy
Company/IES Industries In¢.; Enron Corparation/ Portland General Corporation; Kansas City Power & Light
Company/UtihiCorp United Inc.. WPL Holdings, Tnc./IES Industries Inc. und Interstate “ower, Public
Serviee Company of Colorado/Southwestern Public Service Company, Union Electnie Company/CIPSCO
Incorpor vied: PECO Energy Company/PP&L Resources, Inc.: and Wisconsin Energy Corpatation/ Northern
States Power Compuny (the “Selected Transactions”). CSFR compured adjusted purchase prices as
multiple of latest 12 months OCF and operating income, and o npared purchase prices us a multiple of net
income and book value. All multiples were bused on historical financial information available at the tme of
announcement of the transaction. Applying o range of selected multipies for the Selecied Transactions of the
latest 12 months OCF, operating income, net income and book value of 6.5x 10 7.5x, 10.5x 10 115 145 10
155 and 1.7x (o 1.9x, respectively, 1o corresponding financial data of Duguesne Light resulted in an
emerprise reference range for Duquesne Light (excluding Duguesne Light's generation equipment invest-
ment) of approximately $3.3 bilhon to $3.6 billion. CSFB did not derve an enterprise reference range for
Montauk. the Other Unregulated Businesses or Duguesne Light's generation equipment investment based on
this analysis since there were no transactions which involved companies directly comparable 1o Montauk, the
Other Unregulated Businesses ot such investment.

Agpregate Reference Ranges.  On the basis of the valuation methodologies employed in the analyses
described above, CSFB derived an aggregate enterprise and per share equity reference range for DQE of
approximately $3.7 billion 10 $4.1 billion, or approximately $30 32 10 $35.04 per fully diluted common share,
and an aggregate enterprise and per share equity reference range for APS of approximately $0.0 billion to §6.6
billion, or approximately $27.32 10 $31.91 per fully diluted common share,

Relative Contribution Analysis. CSFB analvzed the relative contributions of DQE and APS 1o the
estimated revenues, OCF, operating income, net income, book value and 10tal assets of the pro forma
combined company for fiscal 1997, This analysis indicated that, in fiscal 1997, DQE would contribute
approximately 33%, 37%, 26%, 40%, 39% and 41% of the revenues, OCF, operating income, r2t income, book
value and total assets, respectively, of the pro forma combined company, and APS would contribute
approximately 67%, 63%, 74%. 60%, 61% and $9% of the revenues, OCF, opzrating income, net income, book
value and total ussets, respectively, of the pro forma combined company. Based on the Exchange Ratio,
current holders of DQE and APS would own approximately 42% and $8%, respectively, of the combined
company upon consummation of the Merger.

Pro Forma Merger Analysis.  CSFB aralyzed the potential pro forma effect of the Merger on the EPS of
APS during fiscal yeurs 1997 through 1999 This analysis indicated that the Merger could be dilutive to APS’
EPS in fiscal vears 1997 and 1998 and acoretive 10 APS' EPS in fisc 1l year 1999, The actuul results achieved
by the combined company may vary from projected results and the vanations may be material.

Pursuant 1o the terms of CSFB's engagement, DQE has agreed 10 pay CSFB for its services in
connection with the Merger an aggregate financial advisory fee of $8.65 million. DQE also has agreed 1o
reimburse CSFB for reasonable out-of-pocket expenses incurred by CSFR in performing its services, including
the fees and expenses of legal counsel and any other advisor retained by CSFB. and 10 indemnify CSFB und
certain related persons and entities against certain liabilities, including habilities under the federul securities
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liws, arising oot of CSFR's engagement. CSEB has in the past provided hinancial services 1o DOE unreluted 10
the proposed Merper, for which services CSFB has received compensation.

In the ordinary course of its business, CSFR and its afMilintes may actively trade the debt and equity
secutities of both DQE and AFS for their own accounts and for the accounts of customens and, accardingly,
may at any time hold & long or shor position in such securities.

Management and Operations Following the Merger

The Merger Agreement provides that, fram and after the Effective Time, the APS Board will be
composed of 15 directors and that, immediately prior to the Effective Time, DQE will designate six of such
directors, ard APS will designate nine of such directors, and that all such designated directors will be the
directors of APS from and after the Effective Time until their successors have heen duly elected or appointed
and qualified or umtil their carlier death, resignation of removal in accordunce with the APS Charter and the
APS Bylaws. Although as of the date hereof, neither DQE nor APS has determined whom it will designate to
he dircetars of APS following the Effective Time, cach of DQE und APS currently intends to nominate
persons from amang the members of its board of directors at the Effective Time. In addivion, the Merger
Agreement provides that following the Effective Time four of the six directors of APS designated by DQL
pursuant to the Merger Agreement will be the chairmen of the following committees of the APS Board:
Nucleuar Review: New Business: Finance. and Employee and Community Relutions, and that four of the nine
directors of APS desy anted by APS pursuant 1o the Merger Agreement will be the chairmen of the following
commitiees of the APS Board: Audit: Management Feview; Nominating: and Beaelis.

The Merger Agreoment further provides (hat, from and after the Effective Time, Alan J. Noia will be the
Chairman and Chiel Executive Officer of APS und David D. Marshall will be the President aad Chief
Operating Officer of APS.

The Merger Agreement also provides that. from and afier the Fffective Time, APS' corporate
headquarters will remain in Maryland and substantial operations of APS Subsidiaries, including the Surviving
Corporation, will remain in the Pittsburgh, Pennsylvania area,

Cautionary Statement Concerning Forward-Looking Statements

Certain matters discussed in this Joint Proxy Statement/ Prospectus contain forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1998 The forward-looking statements
relate 10 anticipated financial performance, management's plans and ohjectives for future operations. business
prospects, market conditions und other matters. The Private Securities Litigation Reform Act of 1995 provides
a sale harbor for forward-looking statements. In order 1o comply with the terms of that safe harbor, APS and
DQE note that a variety of fagtors could cause the actual results of the combined company 1o differ materially
from the anticipated results expressed in such forward-looking statements. The following discussion is
intended to identify certuin fuctors thut could cause future outeomes 10 differ materially from those set forth in
the forward-looking stutements contained in this Joint Proxy Statement/ Prospectus.

Forward-looking stutements include the information concerning possible or assumed future results of
operations of APS and DQE set forth under “~ Opinions of Financial Advisors," “— Reasons for the
Merger. Recommendations of the Boards of Directors,” and = Synergies " Readers are cautioned that such
forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause
the actual results, performance or achievements of APS and DQE 1o be materially different from any future
results, performance or achievements expressed or implied by such forward-looking statements Such factors
may aflect APS', DQE's or the combined company's operations, markes, products, services and prices, Such
factor include, umong others, the following: general economic and business conditions: industry capacity
changes in technology, changes in political. social and economic conditions: regulatory matters; integration of
the operations of APS and DQE; regulatory conditions 1o the combination; the loss of any significant
customers. changes 1n business sirategy or development plans; the speed and degree to which competition
enters the clecine utility industry: state and federal legislative und regulatory initiatives that increase
competition, affect cost and investment recovery and have an impact on rate structures, industrial, commercial
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and resictential growth in the service termtonies of APS and DQL; the weather and other natural phenomens
the timin, ~nd exteat of chunges in commaodity prices und interest rates: and prowih in opportunities for
Subsidiunes of APS and DQL.

THE MERGER AGY + TENT

This section describes certain aspects of the Merger Agree - 2ot This section is not a complete description
of the Merger Agreement and s qualified tn its entirety by reference to the Morger Agreement, which (s
attached as Appendix A 1o this Joint Proxy Statement /Prospectus and is incorporated herein by reference. All
holders of DQE Common Stock and APS Common Stock are wrged 10 read the Merger Agreement in ity
entirety.

Kepresentations and Warranties

it he Merger Agreement contains various representations and warranties of DQE, APS and Merger Sub,
cortwa of which are qualified by u Muterial Adverse Effect (as defined below) standard. Pursuant to the
Merger Agreement, DQE represents and warrants 10 APS and APS represents and warrants 1o DQE
regarding. umong others, the following matters: (1) the corporate existence and capitalization of it and s
respective Subsidiurivs. (11) corporute power and suthority 10 execute, deliver and perform its obligations
under the Merger Agreement and the Stock Option Agreement and to consummate the Merger, (i) the
execcution, aelivery and performance of the Merger Agreement and the Stock Option Agreement, and the
consummation of the Merger and the other transactions contemplated by the Merger Agreement and the
Stock Option Agreement, will not vialsie any law, rule, regulation, any governmental of non-governmenti;
permit of license or the organizational documents of it e of its Subsidiaries and the making or provision of all
required filings and notices with or 1o any governmental or regulatory authority, agency, commission, body o
other governmenwl entity (“Governmental Entiny™): (Iv) consents, regisirations, approvals, permits o
authorizations required by any Governmental Entity, including filings with applicable utility commissions. the
SEC, ihe FERC und the NRC; (v) its financial statemenis; (vi) the conduet of its and its Subsidiuries’
businesses since December 31, 1996 (vii) pending or threatened civil. criminai of administrative actions,
suits, claims, hearings, investigations ot proceedings and oblige s and liabilities of it or any of its Affiliates
(as that term is defined under Rule 145 of the Sccurities Act of 1933, as amended (the “Securities Act™), and
for the purposes of applicable interpretations regarding the “pouling-of-interests™ method of accounting)
(viil) its bonus, deferred compensation, pension, retirement, profit-sharing, thrift, savings, employee stock
ownership, stock bonus, stock purchase, restricted s ck, stock option, employment, termination, severance,
compensation, medical, health or other plan, agreement, policy or arrangement that covers employees.
directors, former employees or former directors of AFS, DQE or their respective Subsidiaries (“Compensa-
tion and Benefit Plans™); (ix) compliance with all Laws: (x) with respect 10 DQE, the inapplicability of any
“fair price,” “maoratorium.” “control share acquisition” or other similar anti-tukeover statute or regulation,
including the Pennsylvania Control Transactions Statute (each, a “Takeover Statute™): (xi) environmental
matiers; (xii) the absence of any action that would prevent APS from accounting for the Merger as a “pooling
of interests” or prevent the Merger and the other transactions contemplated by the Merger Agreement from
qualifying as a “reorganization” within the meaning of Section 368(a) of the Code, (xili) tax matiers:
(xlv) labor matters: (xv) the adequacy and maintenance of insurance coverage for all insuruble risks:
(xvi) intellectunl property rights and infringements on intellectual property rights. (xvii) its and its
“subsidiary companies’ " and “affiliates’' " (as such terms are defined in the PUHCA) status as o regulated
utility: with respect 1o DQE, that it is an exempt holding company under Section 3(a) (1) of the PUHCA
and, with respect 1o APS, that it is a registered holding company under the PUHCA: and (xviii) with respect
10 DQE, that its Nuclear Facilities have conducted their operations in compliance with all applicable laws and
that insurance coverages consistent with industry practice are maintained.

“Material Adverse Effect” is defined in the Merger Agreement 1o mean, with respect 1o any person, a
material adverse effect on the financial condition, properties, operations, business or results of operations of
such person and 1ts Subsidiaries 1aken as a whole: provided. however, that any such effect resulting from any
change in law, rule, or regulution promulgated by (i) the United States Congress, (ii) the SEC with respect 1o
the PUHCA., (iii) the Pennsylvania State Legislature or the PAPUC or (iv) the FERC, or any interpretation
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of ary such law, rule of regulation, of the application of the Pennsylvania Restructuring Ler  wion, tal
affects both DQE and its Subsidiaries, taken us 4 whole. and APS und its Subsidiaries, tuken u . whole, is
considered only when determining if @ Material Adverse Effect has occurred 10 the extent that such effect on
one such party exceeds such effect on the other party.

Conduct of Business Pending the Merger; Certain Covenants; Acquisition Proposals
Interim Operations

The Merger Agreement provides thut during the period of time from the date of the Merger Agreement
until the Effective Time, unless approved in writing hy the other party or unless expressly contemplated by the
Merger Agreement, the Stock Option Agreement, the respective budgets of DQE and APS (which have been
submitied 1o the other party), or as required by applicable Law: (i) each of DQE and APS will conduct its
and its Subsidianies’ businesses in the ordinary and usual course and, 10 the exient consisient therewith, each
of DQE and APS will use its and its respective Subsidiaries’ best efforts to preserve its business organization
and maintain it existing relations and goodwill with customers, suppliers, creditors, regulators, lessors,
employees and business associates; (i1) each of DQE and APS will not (A) issue, sell, pledge, dispose of or
encumber any capitul stock owned by it in any of its respective Subsidianies; (B) amend its articles of
incorporuion, charter or bylaws: (C) split, combine or reclassify its outstanding shares of cenital stock;
(D) declare, set aside or pay any dividend payable in cash, stock or property in respect of any capital stock
other than dividends from its direet or indirect wholly owned Subsidiaries, other than (x) in the case of DQE,
regular quarterly cash dividends not in excess of $0.34 per share of DQE Common Stock (which amount may,
al the election of DQE, be increased by not more *han 6.5% per year beginning in the 1997 fiscal year of
DQE) and regulur quarterly cash dividends on the preferred and preference stock of its Subsidiaries and
(y) in the case of APS, regular quarteriy cash dividends not in excess of $0.43 per share of APS Common
Stock (which amount may, at the election «i APS, be increased by not more than 6.5% per vear beginning in
the 1997 fiscal year of APS) and regular quarterly cash dividends on the preferred shares of Subsidiaries of
APS; or (E) repurchase, redeera or otherwise acquire (except for (x) mandatory sinking fund obligations
existing on the date of ' - Merger Agreement and (yv) redemptions, purchases, acquisitions or issuances
required by the respective terms of any DQE Stock Plans, in the case of DQE, or APS Stock Plans, in the
case of APS, or any dividend rei~ <= *~ plans in effect on the date of the Merger Agreement in the ordinary
course of the operation of suchk » .« permit any of its Subsidiaries to purchase or otherwise acquire, any
shares of its capiial stock or any s. ; *.¢s ¢overtible into or exchangeable or exercisable fcr any shares of its
apital 2tock: (i) each of DQE and APS will not and will not permit any of its Subsidiaries 10 (A ) issue, sell,
dledge, dispose of or encumber any shares of. or securities convertible into or exchangeable or exercisable for,
ar options, warrants, calls, commitments or rights of any kind to acquire, any shares of its capital stock of any
class ar any other pronerty or assets (other than (x) in the case of DQE, shares of DQE Common Stock
issuable pursuant 1o opuons outstanding on the date of the Merger Agreement under the DQE Stock Plans or
upun conversion of the Preferred Stock of DQE (the “Preferred Shares™) and additional « ptions or rights to
acquire shaes of DQE Common Stock required by the terms of any DQE Stock Plan as in effect on the date
of the Merger Agreement in the ord  ary course of the operation of such DQE Stock Plan, (v) in the case of
APS. shares of APS Common Stock issuable pursuant to options outstanding under the APS Stock Plans and
additional options or rights to acquire shares of APS Common Stock required by the terms of any APS Stock
Plan as in effect on the date of the Merger Agreement in the ordirary course of the operation of such AT'S
Stock Plan, and (z) issuances of securities in connection with grants or awards of stock-based compensation
made in accordunce with the terms of the Merger Agreement); (B) other than in the ordinary and usual
course of business. und except for long-term indebtedness incurred in connection with the refinancing of
existing indebtedness either at its maturity or at a lower ccst of funds, transfer, lease, license, guarantee, sell,
morigage. pledge. dispose of or encumber any other property or assets (including capital stock of any of its
Subsidianes) or incur or modify any matenial indebtedness or otner liability; (C) make any commitments for,
make or authorize any capital expenditures other than (x) capital expenditures not in excess of $25,000,000 in
the aggregate incurred in connection with the repair or replacement of facilities destroved or damaged due to
casualty or accident (whether or not covered by insurance ), (y) as required by Law, or (2) in amounts less
than $5,000,000 individually and $15.000,000 in he aggregate; or (D) make any acquisition of, or investment
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in. assels or stock of any other person or entity in eacess of $15,000,000 in the agg  wate. () either DQE nor
APS or any af their respective Subsidianies will ierminate. establish, adopt, enter inle 1 ake any aew grants or
awards of stock-hased compensation or other benefits under, amend or otherwise n adify any Compensation
and Benefit Plans or increase the salary, wage, bonus or other compensation of .ny directors, officers or
employees except (A) for grants or awards 10 its or its respective Subsidiarics’ directors, officers and
‘. employees uncer existing Compensation and Benefit Plans in such amounts ard on such terms as are
consistent with past practice, (B) in the normal and usual course of business (which shall include normal
. periodic performance reviews and related compensation and benefit increases, annual reestablishment of
Compensation and Benefit Plans and the provision of individual Compensation and Benefit Plans consistent
with past practice for aewly hired or appointed officers and employees and the adoption of Compensation and
Benefit Plans for employees of new Subsidiaries in amounts and on terms consistent with past pructice) or
(C) for actions necessary 1o satisfy existing contractual obligations under Compensation and Benefit Plans
existing as of the date of the Merger Agreement; (v) each of DQE and APS will consult with the other prior
to settling or compromising, or permitting any of their respective Subsidiaries o settle or compromise, any
material claim or litigation, and neither DQE nor APS or any of their respective Subsidiaries will, except in
the ordinary and usual course of business, modify, amend or terminate any of its material contracts or waive,
release or assign any material rights or claims: (vi) neither DQE nor AV'S or any of their respective
Subsidiaries will make any tax election or permit any insurance policy naming it as a beneficiary or loss-
payable payee to be canceled or terminated except in the ordinary and usval course of business, and
(vi)) neither DQE nor APS or any of their respective Subsidiaries will take any action or omit to take any
action that would prevent the Merger from qualifying for * pooling of interests”™ accounting treatment O s a
“reorganization” within the meaning of Section 368(a) of the Code or that would ciuse any of their respective
representations and warranties in the Merger Agreement to becor.: untrue in any material respect.

Aear don Proposals

7+ Merger Agreement provides that, except as contemplated by the budgets submitted by DQE to0 APS
any > \PS to DQE and except as expressly contemplated by the Merger Agreement, neither DQE nor APS
or any of their respective Subsidiaries will, ard DQE and APS will not authorize or pormit their officers.
directors, employees, agents o, other representatives retained by them or any of their Subsidiaries, respec-
tively, to (i) solicit, initiate or encourage, or take any other action desipned to facilitate. directly or indirectly,
any inquiries or the making of any Acquisition Proposal or (ii) participate in any discussions or negotiations
relating to any Acquisition Proposal or Acquisition 'i ransaction. The Merger Agreement does not prohibit
either DQE or APS, at any time prior to the obtaining of the necessary vote of the DQE stockholders to
effectuate the Merger, in the case of DQE, or the necessary vote of APS stockholders 1o effectuate the
Merger, in the case of APS, from (1) furnishing information with respect 1o 1t and its Subsidiaries o any
person pursuant o @ customary confidentiality agreement (us determined by the party receiving such
Acquisition Proposal after consultation with its outside counsel) and (i) participating in negotiations
regarding such Acquisition Proposal. if the DQE Board or the APS Board, as applicable, determines in good
faith, based on the advice of outside counsel, that it is necessary to do so 10 avoid a breach of its duties under
state corporate Law applicable 1o the conduct of directors of DQE or APS, as applicable, 1n response 10 an
Acquisition Proposal which was not solicited by it or which did not otherwise result from a breach of these
provisions of the Merger Agreement, subject to such party's compliance with the provisions of the Merger
Agreement which relate 1o disclosure of Acquisition Proposals, which are discussed in the third succeeding
paragraph below,

In addition, the Merger Agreement provides that, except as expressly permitted by the Merger
Agreement, neither the DQE Board nor the APS Board, as applicable, or any commitiee thereof, will
(i, withdraw or modify, or propose publicly 10 withdraw or modify, in @ manner adverse 10 the other pany o
the Merger Agreement. the upproval or recommendation by such board of directors or such committee of the
Merger or the adoption and approval of the matters relating to the Merger to be considered at the DQE
Meeting, in the case of DQE, and the APS Special Meeting, in the case of APS, (ii) approve or recommend,
or propose publicly to approve or recommend, any Acquisition Proposal other than the Merger, or (1) cause
or permit DQE or APS, as applicable, to enter into any Acquisition Agreement, related to any Acquisition
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Proposal. Notwithstanding the provisions of thy Merger Agreement described in the previous sentence, in the
event 'l prior to the obtaining of the necessary vote of the stockholders of DOQE 1o efiectuate the Merger, in
the case of DQL, or the necessary vole of the stockholders of APS 1o eflectuate the Merger, in the case of
APS, there exists a Superior Proposal (us defined below) and the DQE Board or the APS Board, as
apphcable, determines thut there is not a substantial probabilit y that the necessary vote of the stockholders of
DOE 10 effectuate the Merger or the necessary vate of the stockholders of APS 10 effectuate the Merger, as
apphcable, will be obtained due to the existence of such Superior Proposal, the DQE Board or the APS Board,
as applicable. may. subject 1o the terms of the Merger Agreement described in this und the following
sentences, withdraw or modify its approval or recommendation of the Merger or the approval of the matters to
be considered at the DQE Meeting, in the case of DQE, and the APS Special Meeting., in the case of APS,
and the DQE Board or the APS Board. as applicable, may (subject 1o the terms of the Merger Agreemeat
deseribed in this und the following sentences) approve or recommend such Superior Proposal or terminate the
Merger Agreerent, but only if (a) the party secking (o terminate is not in material breach of any of the 1erms
of the Merger Agreement, (b) the board of directors of the party seeking to terminate authorizes DQL or
APS. as applicable, 10 enter into o binding written Acquisition Agreement concerning an  Acquisition
Transaction thut constitutes & Superior Proposal and the party seehing (o terminate notifies the other party in
writing that .1 intends to enter into such an Acquisition Agreement, attaching such Acquisition Agreement to
such natice and specifsing any material terms and conditions not included in the Acquisition Agreement and
further identifying the party maki g the Superior Proposal, (¢) the other party does not make, within fifteen
business davs of receipt of written notification from the party secking to terminate of such porty’s intention to
enier into a binding Acquisition Agreement for a Superior Proposal, an offer that the board of directors of such
party believes. in good faith after consultation with its financial advisors, is at least as favorable. from &
financial point of view, to its stockholders as the Superior Proposal, aad (d) the party seeking 1o terminate
prior 1o such termination pays to the other party in immediately available funds any fees required to be paid
pursuant 1o the provisions of the Merger Agreement. Each of DQE and APS has agreed in the Merger
Agreement (A) that it will not enter into a binding Acquisition Agreement until at least the sixteenth business
day after 1t has provided the notice 1o DQE or APS, as applicable, required by the Merger Agreement and
(B) 10 notify APS or DQE, as applicable, promptly. if its intention 1o enter imo the written Acquisition
Agreement referred 10 in its no.ification changes at any time afier giving such notification.

A “Superior Proposal” is defined in the Merger Agreement to mean. in respect of DQE or APS, as
applicable, uny proposal made by a third party 10 acquire, directly or indirectly, for cansideration consisting of
cash and/or securities, more than 50% of the equity securities of DQE or APS. as the case may be, entitled 1o
vole generally in the election of directors or all or substantially all the assets of DQE or APS, as the case may
be, and otherwise on terms which the board of directors of such party determines in its good faith judgment
(N} {based on the writien opinion of a finuncial advisor of nationally recognized reputation (which opinion wiil
be provided o the other party ) ) 1o be more fuvorable from a financial point of view 1o its stockholders after
consideration of the Merger and the transactions contemplated by the Merger Agreement and for which
financing. to the extent required. is then committed, (v) to be more favorable 1o suci: party alter consideration
of the Merger und the transactions contemplated by the Merger Agreement after tuking into account any
udditional constituencies (including stockholders) and pertinent factors permitted under the laws of the
Commaonwealth of Pennsylvania or the laws of the State of Maryland, as apphicable, and (z) to constitute a
transaction that is reasonably likely to be consummated on the terms set forth, taking into account all legal,
finuncial. regulatory and other aspects of the proposal.

The Merger Agreement also provides that 1f any party receives an Acquisition Proposal it wiil
immediately udvise the oiher party orally and in writing of such Acquisition Pronosal, any request for
information. the material terms and conditions of such request or Acquisition Proposal and the identicy of the
Person making such request or Acquisition Proposal. Ir addition, DQE and APS have agreed that if either has
received un Acguisition Proposal it will keep the other party reasonably informed of the status and details of
any such Aequisition Proposal.

The Merger Agreement further provides that nothing contained in the Merger Agreement will prohibit a
party from taking and disclosing to s stockhalders o position comemplated by Rule 14e-2(a) under the
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Securitics Exchange Act of 1934, us amended (the “Exchange Act”) with respect 1o an Acquisinon Proposal
by means of a tender or exchange offer,

Conditions .

~ The respective obligations of DQE, APS und Merger Sub to effect the Merger are subject 1o the
: satisfaction or waiver at or prior 10 the Effective Time of cach of the following conditions: (i) the Merger
i Agreement having been duly approved by holder. +f shares of DQE Common Stock and by APS as the sole
. stockholder of Merger Sub and the issuance of APS Common Stoek pursuant 10 the Merger having bee duly
I approved by the holders of APS Common Stock, (i) the shares of APS Common Stock issuable to holders of
| DQE Common Stock pursuant to the Merger Agreement having been authorized for listing on the NYSE
| upon official notice of issuance; (iii) the waiting period applicable 10 the consummation of the Merger under
the HSR Act having expired or been terminated and, other than the filing of the Pennsylvania Articles of
Merger, ull filings required 1o be made prior to the Effective Time by DQE or APS or any of their respective
Subsidiaries with, and all consents, approvals and authorizations required to be obtained prior to the Effective
Time by DQE or APS, or any of their respective Subsidiaries, from uny Governmental Entity (collectively,
“Governmental Consents”™) in connection with the execution and delivery of the Merger Agreement and the
consummation of the transactions contemplated by the Merger Agreement having been made or obtained (us
the case may be) and having become Final Orders (as defined under “— Termination™), and such Final
Orders not, individually or in the aggregate, containing terms that would huve, o be reasonably likely 1o have,
a Material Adverse Eficct on DQE or a Material Adverse Effect on APS (excluding, alter the Effcetive Time,
DQE und its Subsidiaries); (iv) no court or Governmental Entity of competent jurisdiction having enacted,
| issued, promulgated, enforced or entered any Order, and no Governmental Entity having instituted any

proceeding seeking uny such Order, (v) the Registration Statement, of which this Joint Proxy Statement/

Prospectus is a part, having become effective under the Securities act and no stop order suspending such

effectiveness having been issued and no proceedings for that purpose huving been initiated or been threatened
! by the SEC: (vi) APS having received all state securities and “blue sky™ permuts and other authorizations
" necessary to consummate the transactions contemplated by the Merger Agreement; and (vii) APS and DQE
having received from APS' independent accounting firm a letter 1o the effect that the Mevger will qualify for
“pooling of interests” accounting treatment.

In addition, the obligations of APS and Merger Sub to effect the Merger are also subject to the satisfaction
or waiver by APS, prior 1o the Effective Time, of the following conditions: (i) the representations and warranties
of DQE set forth in the Merger Agreement being true and correct in all material respects as of the date of the
Merger Agreement and as of the Closing Date, including the representation by DQE relating to the absence of
any change in the financial condition, properties, business or results of operations of DQE that would be
reasonably likely to have a Material Adverse Effect on DQE and its Subsidiaries (except to the extent any such
representation or warranty expressly speaks as of an earlier dute), and APS having received a certificate signed
on behalf of DQE by an executive officer of DQE to such effect: (ii) DQE having performed in all material
respects al! obligations required to be performed by it under the Merger Agreement at or prior 10 the Closing
Date. and APS having received a certificate signed on behali of DQE by an executive officer of DQE to such
effect; (iii) DQE having obtained the consent or approval of each person whose consent or approval is regusa
1o consummate the transactions contemplated by the Merger Agreement and the Stock Option Agreement
under any contract to which DQE or any of its Subsidiaries is a party, except those for which the failure to obtain
such consent or approval. individually or in the aggregate, is not reasonably likely to have a Material Adverse
Effect on DQE or is not reasonably likely to materially adversely affect the ability of DQE to consummate the
transactions contemplated by the Merger Agreement: (iv) APS 'aving received the opinion of Sullivan &
Cromwell 1o the effect that the Merger will be treated for Fede ! income tax purposes as a “reorganization”
within the meaning of Section 368 (1) of the Code. and that each of APS, Merger Sub and DQE will be a party
' to that reorganization within the meaning of Section 368(b) of the Code: (v) APS having received a letter from
cach of DQE's Affiliates. making certain representations and assurances in connection with the resale of APS
Common Stock received pursuant 1o the Merger Agreement and the transactions contemplated thereby (each
an “Affiliates Letter”) from cach person identified as an affiliate of DQE n accordance with the provisions of
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the Merger Agreement: (vi) APS having teceived from its independent public accounting firm and DQE's
mndependent public accounting firm customan “comlor”™ ktters.

Further, the obligation of DQE 10 effect the Merger is also subjeet 10 the satisfaction o waiver by DQL,
prior 1o the Effective Time, of the following conditions: (i) the representations and warranties of APS and
Merger Sub set forth in the Merper Agreement being true and correct as of the date of the Merger Agreement
und as of the Closing Date, including the representation by APS relating 10 the absence of any change in the
financial condition, properties, business or results of operations of APS that would be reasonably likely to have
@ Material Adverse Effect on APS und its Subsidiaries (except to the extent any such representation and
warranty expressly speaks as of an carlier date). and DQE having received a certificute signed on behalf of
APS by an exccutive officer of APS und Merger Sub 1o such effect; (ii) each of APS and Merger Sub having
performed in all material respects all obligations required to be performed by it under the Merger Agreement
at or prior to the Closing Date, and DQE having received u certificate signed on behall of APS and Merger
Sub by an executive officer of APS 10 such effect; (iii) APS having obtained the consent or approvil of each
person whose consent or approval will be required in order 1o consummate the transactions contemplated by
the Merger Agreement and the Stock Option Agreement under any contract to which APS or any of its
Subsidiaries is a party, except those for which failure 10 obtain svch consents and approvals, individually or in
the aggregate, is not reasonably likely to have a1 Muterial Adverse Effect on APS or is not reasonahbly likely to
matenally adversely affect the ability of APS to consummate the transactions contemplated by the Merger
Agreement: (iv) DQE having received the opinion of LeBoeuf, Lamb, Greene & MacRae, L.L.P. 1o the effect
that the Merger will be treated for Federal income tax purposes as a reorganization within the meaning of
Section 368(a) of the Code. and that cach of APS, Merger Sub and DQE will be a party 1o that
reorganization within the meaning of Section 368(b) of the Code. and (v) DQE having received from its
independent public accounting firm und APS' independent accounting firm customary “comfort” letters.

Each of the foregoing conditions 1o the Merger, including the receipt of opinions with respect 1o the
federal income tax consequences of the Merger, may be waived solely at the discretion of the party waiving
such condition. In the event that any such waiver occurs after the respective stockholders have approved the
issuance of APS Common Stock, in the case of APS, or the Merger Agreement, in the case of DQE, at their
respective Stockholders Meetings, APS or DQE, as the case may be, may seek to re-solicit the approval of its
respective stockholders. If either party waives the condition relating to the receipt of an opinion with respect to
the federul income tax consequences of the Merger it will recirculate a revised version of this Joint Proxy
Statement/Prospectus to disclose the waiver of this condition, to disclose material risks to its stockholders as a
result of the waiver of this condition, if any, and to disclose any related material disclosures. In addition, each
party would re-solicit the approval of its respective stockholders in the event that it waived the condition
relating to the receipt of an opinion with respect to the federal income tax consequences of the Merger and the
tax consequences of the Merger are, at such time, materially different from the tax consequences described
under “Certain Federal Income Tux Consequences of the Merger.”

Modification or Amendment: Waiver of Conditions: Extension

The Merger Agreement provides that, subject 1o the provisions of applicable Law, the parties to the
Merger Agreement may modify or amend the Merger Agreement, by written agreement executed and
delivered by duly authorized officers of the respective parties. The Merger Agreement ulso provides that the
conditions to each of the parties’ abhgations 1o consummate the Merger are for the sole benefit of such party
and at any time prior to the Effective Time such party niay waive such conditions in whole or in part or extend
the time for the performunce of any of the obligations or other acts of the other parties thereto to the extent
permitted by applicable Law.

Termination

The Merger Agreement may be terminated and the Merger may be abandoned at any time prior 10 the
Effective Time (a) by mutual written consent of DQE. APS and Merger Sub by action of the DQE Board and
the APS Board or (b) by action of the DQE Board or the APS Bourd if (i) the Merger has not been
consummuited by the Termination Dute (provided that the Termination Date will automatically be extended
for six months if, on the Termination Dute: (A) any of the conditions relating to regulatory consents has not
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heen satishicd of waived, (B) cuch of the other conditions 1o the consummuation of the Merger hus been
satisficd or waived or can readily be satistied, and (C) any Governmental Consent that his not vet been
obtained is being pursued diligently and in good fath), (i) any Governmeatal Consent will have heen made
or obtained by action by the relevant Governmental Entity that has not been reversed. stayed, enjoined. set
aside, annulled or susperJded, with respect 1o which any waiting period prescribed by law before the
transactions contemplated by the Merger Agreument may be consummated has expired, and as to which o)
conditions 16 the consummation of such transactions prescribed by law, regulation ur order have been satistied
(“Final Orders™) which contain terms or conditions that would cause any of the conditions relating to
regulatory consents not 1o be satisfied, (i) any Order permunently restraining, enjoining or otherwise
prohibiting the Merger has become final and non-appealable, (iv) the necessary vote of DQE's stockholders 1o
effectuate the Merger has not been obtained at the DQE Mecting, including any adjournments thereof, or
(v) the necessary vote of APS' stockholders to effectuate the Merger has not been obtained at the APS
Special Meeting, including any adjourninents thereof. The Merger Agreement provides that the right to
terminate the Merger Agreement pursuant to clause (i), (1), (iv) or (v) above will not be available 10 any
party that has breached in any material respect its obligations under the Merger Agreement in any manner
that has contributed 1o the failure of the Merger to be consummated.

Further, the Merger Agreement may be terminated and the Merger may be abandoned at any time prior
to the Effective Time by action of the DQE Board: (a) subject 10 and in accordance with the termination
provisions of the Merger Agreement relating to Acquisition Proposals (see “The Merger Agreement —-
Conduct of Business Pending the Merger; Certain Covenants; Acquisition Proposals = Acquisition Propos-
als™ ) or (b) if (i) the APS Board has withdrawn or adversely modified its approval 2t recommendation of the
Merger Agreement or failed 1o reconfirm its recommendation of the Merger Agieement after 1 written request
by DQE 1o do so, (ii) there has been a material breach by APS or Merger Sub of any representation,
warranty, covenant or agreement contained in the Merger Agreement that is not curable or. if curuble, is not
cured within 30 days after written notice of such breach is given by DQE 1o the party committing such breach,
or (i) APS or any of its affiliates, representatives or agents takes any of the actions that would be proscribed
by certain provisions of the Merger Agreement which restrict APS' conduct with respect to Acquisition
Proposals (see “The Merger Agreement — Conduct of Business Pending the Merger; Certain Covenants;
Acquisition Proposals — Acquisition Proposals™)

In addition, the Merger Agreement may be terminated and the Merger may be abandoned at any time
prior 1o the Effective Time by action of the APS Roard: (a) subject to and in accordance with the termination
provisions of the Merger Agreement relating 'o Acquisition Proposals (see “The Merger Agreement —
Conduct of Business Pending the Merger, Certain Covenants; Acquisition Proposals — Acquisition Propos-
als™); or (b) if (i) the DQE Board has withdrawn or adversely modified its approval or recommendation of
the Merger Agreement or failed 10 reconfirm its recommendation of the Merger Agreement after & written
request by APS 10 do so, (ii) there has been @ material breach by DQE of any representution. warranty,
covenant or agreement contained in the Merger Agreement that is not curable or, if curable. is not cured
within 30 days afier writien notice of such breach is given by APS to the party committing such breach. or
(iti) DQE or any of its «ffiliates, representatives or agents takes any of the actions that would be prascribed by
certain provisions of tue Merger Agreement which restrict DQE's conduct with respect to Acquisition
Proposals (see “The Merger Agreement — Conduct of Business Pending the Merger, Certain Covenants;
Acquisition Proposals — Acquisition Proposais™).

In the event of termination of the Merger Agreement and the abandonment of the Merger, the Merger
Agreement (other than certain provisions of the Merger Agreement relating to expenses and confidentiulity
and other than us described below under “The Merger Agreement — Certain Terminution Fees™) will
become void und of no effect with no lability of any party thereto (or any of its directors, officers, employees,
agents, legal and financial advisors or other representatives ). provided, however, except us otherwise provided
in the Merger Agreement, no such termination will relieve any party thereto of any liability or dumages
resulting from any breach of the Merger Agreement.
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Certain Termination Fees

The Merger Agreement provides that in the event that it is terminated (4) by DQE pursuant to the
provisions of the Merger Agreement permitting DQE 1o terminate the Merger Agreement under certain
circumstances when  Snperior Proposal exists, (b) by APS following (i) the DQE Board having withdrawn
or adversely modified its approval or recommendation of the Merger Agreement or failing to reconfirm its
recommendation of the Merger Agreement after a writien request by APS 1o do so, or (i) DQE or any of its
afliliates, representatives or agents having taken any  the actions that would be proscribed by certain
provisions of the Merger Agreement which restrict DQE 's conduct with respect 1o Acquisition Proposals, or
(¢) by DQE or APS pursuunt 10 the provisions of the Merger Agreement permitting them to terminate if the
necessary vote of the stockholders of DQE to effectuate the Merger has not been obtained at the DQE
Meeting, then DQE will promptly pay APS in wddition 1o any amount, not 10 exceed $20,000,000. paid and/or
payable by DQE 10 APS pursuant to the Stock Option Agreement, a termination fee (the “DQE Initial
Termination Fee") equal to the sum of (x) the charges and expenses incurred by APS or Merger Sub in
connection with the Merger Agreement and the Stock Option Agreement and the transactions contemplated
by the Merger Agreement und the Stock Option Agreement up 10 a maximum amount of $10,000,000 and
(¥) an amount equal 1o $50.000,000 less the sum of (1) the amount paid pursuunt 10 clause (x) above and
(11) the amount not 10 exceed $20,000,000 paid and/or payable by DQE to APS pursuant to the Stock Option
Agreement. The Merger Agreement provides that in no event will the amount payable pursuant 10 the
previous sentence exceed $50.000,000. In addition, if the Merger Agreement is terminated (A ) at a time when
the DQE Initial Termination Fec is payuble 10 APS or (B) at a time when the approval of DQE stockholders
bus not been obtained at the DQE Meeting and at any time within two years after such termination DQE
consummates & Material Acquisition Transaction (as defined below) with any person other than APS or a
Subsidiary of APS, then DQE will pay APS an additionul termination fee (the “Further Termination Fee") of
$50.000,000. For a discussion of the terms of the Stock Option Agreement, see “Certain Related Agree-
ments — Stock Option Agreement.”

A “Material Acquisition Transaction™ is defined in the Merger Agreement 1o mean, with respect 1o APS
or DQE, any Acquisition Transaction or senes of related Acquisition Transactions involving a merger or
consolidation of such party or forty pereent or more of its voting power, equity interests or assets (in each case
directly or indirectly ).

The Merger Agreement also provides that in the event that it is terminated (a) by APS pursuant to the
provisions of the Merger Agreement permitting APS to terminate the Merger Agreement under certain
circumstances when 4 Superior Proposal exists, (b) by DQE following (i) the APS Board having withdrawn
of adversely modified its approval or recommendation of the Merger Agreement or failing to reconfirm its
recommendation of the Merger Agreement after a written request by DQE 1o do so, or (ii) APS, or any of its
affilates, representatives or agents having taken any of the actions that would be proscribed by certain
provisions of the Merger Agreement, which restrict APS’ conduct with respect 1o Acquisition Proposals, or
{¢) by DQE or APS pursuant to the provisions of the Merger Agrsement permitting them 10 terminate if the
necessary vole of the stockholders of APS has not been obtained at the APS Special Meeting, then APS will
promptly pay DQE in addition 1o any amount. not to exceed $20.000,000, paid and/or payable by APS 1o
DQE pursuant 1o the Letter Agreement, a termination fee (the “APS Initial Termination Fes") equal to the
sum of (x) the charges and expenses incurred by DQE n connection with the Merger Agreement and the
Stock Option Agreement and the transactions contemplated by the Merger Agreement and the Stock Option
Agreement up to & maximum amount of $10.000,000 and (y) an amount equal to $50,000.000 less the sum of
(1) the anwount puid pursuant to clause (x) and (11) the amount, not 1o exceed $20.000,000, paid and/or
payable by APS to DQE pursuant to the Letter Agreement, The Merger Agreement provides that in no event
will the amount payable pursuant to the previous sentence exceed $50,000.000. In addition, if the Merger
Agreement is terminated (A) at a time when the APS Initial Termination Fee is pavable to DQE or (B) at a
time when the approval of APS’ stockholders has not been obtained at the APS Special Meeting and at any
time within two years after such termination APS consummates @ Material Acquisition Transaction with any
person other than DQE or a Subsidiary of DQE. then APS will pay DQE the Further Termination Fee. For a
discussion of the werms of the Letier Agreement. see “Certain Related Agreements — Letter Agreement.”
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Expenses

The Merger Agreement provides that except as provided therein with respect 10 certain expenses
described below and except as provided with respect 10 expenses in the event of termination of the Merger
Agreement, the Surviving Corporation will pay all charges and expenses, including those of the Exchange
Agent, in connection with *ae exchange of shares, and APS has agreed to reimburse the Surviving Corporation
for such charges and exicnses. The Merger Agreement also provides that, whether or not the Merger is
consummated, all costs nd expenses incurred in connection with the Merger Agreement and the Stock
Option Agreement and the Merger and the other transactions contemplated by the Merger Agre=ment and the
Stock Option Agreement will be paid by the party incurring such expense, except that expenses incurred in
connection with the filing fee for the filings under the HSR Act, the Registration Statement of which this
Joint Proxy Statement/Prospectus forms a part and printing and mailing this Joint Proxy State-
ment/Prospectus and such other expenses as the parties may agree will be shared equally by APS and DQE.

Stock Options

Pursuant to the Merger Agreement, at the Effective Time each outstanding DQE Option under the DQE
Stock Plans, whether vested or unvested, will be deemed 1o constitute an option 1o acquire, on the same terms
and conditions as were applicable under such DQE Option, the same number of shares of APS Common
Stck as the holder of such DQE Option would have been entitled (o receive pursuant to the Merger had such
holder exercised such option in full immediately prior to the Effective Time (rounded down to the nearest
whole number), at a price per share of APS Common Stock (rounded up to the nearest whole cent) equal 1o
(y) the aggregate exercise price for the shares of DQE Common Stock otherwise purchasable pursuant 1o
such DQE Option divided by (z) the number of full shures of APS Common Stock deemed purchasable
pursuant to such DQE Option. In addition, pursuant 10 the Merger Agreement, APS has agreed to assume,
effective as of the Effective Time, each DQE Option in accordance with the terms of the DQE Stock Plan
under which it was issued and the stock option agreement by which it is evidenced.

Nuclear Matters

The Merger Agreement provides that, at least quarterly prior to the Effective Time, DQE, upon request
by APS, will cause its President — Generation Group and its Chief Nuclear Officer to attend a meeting of the
APS Board and provide APS' directors with such oral and written information concerning the Nuclear
Facilitics and DQE's nucloar generation program as such directors and/or the Chief Financial Officer of APS
may 1easonably request, including, but not limited to, information relating to safety matters, regulatory
matters, refueling plans, outages, planned and pending capital expenditures and DQE’s relations with co-
cwners of the Nuclear Facilities. In additicn, prior to the Effective Time, APS will be entitled to designate one
person who will be a director of APS or will be a person expert in nuclear matters reasonably acceptable to
DQE, to attend and participate in each meeting of the Nuclear Review Committee of the DQE Board.

Certain Regulatory Provisions

Pursuant to the Merger Agreement, DQE and APS cach have agreed to, and to cause their respective
subsidiaries to, discuss with each other any changes in its or its respective subsidianes’ regulated rates or
charges (other than pass-through fuel rates or charges), standards of service or accounting from those in effect
on the date of the Merger Agreement, and to consult with the other prior to making any filing (or any
amendment thereto), or effecting any agreement, commitment, arrangement cr consent, whether written or
oral, formal or informal, with respect thereto, other than in connection with rate filings pending as of the date
of the Merger Agreement.

In addition, pursuant to the Merger Agreement, DQE and APS have agreed that neither DQE nor APS
will, nor will DQE or APS permit any of their respective subsidiaries to, take any action that would impair the
ability of APS to obtain the approvals under the PUHCA for the transactions contemplated by the Merger
Agreement.

Further, pursuant to the Merger Agreement, DQE and APS have agreed that they will cause their
respective Pennsylvania utility subsidiaries 1o file in a timely manner with the PAPUC 4 restructuring plan 10
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implement direct access to o competitive market for eleciric generation pursuant 10 the Pennsylvania
Restructunng Legiclation.

New York Stock Exchange Listing; De-Listing of DQF Common Stock

APS will file a listing application with the NYSE covering the shares of APS Common Stock to be issued
in connection with the Merger. The obligations of APS and DQE to consummate the Merger are subject to
the condition that the shares of APS Common Stock 10 be 1ssued to the holders of DQE Common Stock in
connection with the Merger be approved for listing on the NYSE, subject only 1o official notice of issuance.
DQE Common Stock will be delisted from the NYSE, the CSE and the PHSE and deregistered under the
Exchange Act as soon as practicable following the Effective Time.

CERTAIN REGULATORY MATTERS
HSR Act

Under the HSR Act and the rules promulgated thereunder, certuin transactions, including the Merger,
=ay not be consummated unless centain waiting period requirements have been satisfied. APS and DQE each
will file a Notification and Report Form pursuant to the HSR Act with the DOJ and the FTC. A1 any time
before or after the Effective Time, the FTC, the DOJ or others could take action under the antitrust laws with
respect to the Merger, including seeking to enjoin the zonsummation of the Merger, 1o rescind the Merger or
to require divestiture of substantial assets of APS or DQE. There can be no assurance that a challenge to the
Merger on antitrest grounds will not be made or, if such a challenge is made, that it would not be successful.

Fed~ ' Power Act

1203 of the Power Act provides that no public utility shall sell or otherwise dispose of the whole of
at - subject to the jurisdiction of the FERC or directly or indirectly merge or consolidate its facilities
. those of any other person or purchase, acquire or take any security of any other public utility without first
having obtained an order authorizing it froin the FERC. The approval of the FERC is required to consummate
the Merger. Under Section 203 of the Power Act, the FERC will approve a merger if it finds the merger to be
“consistent with the public interest.” The FERC may grant its order on such terms and conditions as it finds
necessary or appropriate to secure the maintenance of adequate service and coordination in the public facilities
subject to its junsdiction. In December 1996, the FERC issued a policy statrment which updated and clarified
its procedures, criteria and policies concerning public utility mergers .ur the purpose of providing greater
certainty and expedition in its analysis of mergers. The FERC announced that it would generally take into
acrount three factors in analyzing proposed mergers: the cffect on competition, the effect on rates and the
effect on regulation. DQE and APS will file a soin: application before the FERC seeking approval of the
Merger.

PUHCA

APS is registered as a holding company under the PUHCA. Pursuant to Section 3(a)(!) of the
PUHCA, DQE is a holding company exempt from all of the provisions of the PUHCA except for
Section 9(a) (2) thereof. APS is required to obtain SEC approval under Section 9(a) (1) of th PUHCA in
connection with the Merger. DQE is not required 1o obtain SEC approval. An application for approval of the
Merger will be fiied by APS.

Under the applicable standards of the PUHCA, the SEC is directed to approve the Mcrger unless it finds
that (i) the Merger would tend towards interlocking relations or a concentration of _ontrol which is
detrimental to the public interest or the interest of investors or consumers, (i) the consideration to be puid in
connection with the Merger is not reasonable or does not bear a fair relation to the sumis invested in or the
earning capacity of the utility assets underlying the securities 1o be acquired, (iii) the Merger would unduly
complicate the capital structure of APS’ holding company system or would be detrimeatal to the proper
functioring of APS' holding company system or (iv) the Merger would be unlawful pursuant to an appropriate
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state law. To approve the Merger, the SEC must also find that the Merger would \end towards the economical
and efficient development of an integrated public utility system and would otherwise conform to the PUHCA's
integration and corporate simplification standar s,

Following the Merger, APS will continue to be a registered holding company under the PUHCA and
therefore, following the Merger, stockholders of DQE will own stock in a regulated holding company pursuant
1o the PUHCA. The PUHCA imposes restrictions on the operations of registered holding company systems.
Among these are requirements that certain securities issuances, as well us acquisitions of securities, sales and
acquisitions of utility assets and acquisitions of interests in any other business, be approved by the SEC. The
PUHCA also limits the ability of registered holding companies to engage in nan-utility ventures and regulates
holding company system service companies and the rendering of services by holding company affiliates to the
system’s utilities. The SEC has authority under the PUHCA 10 preclude the payment of dividends by APS
and the payment of dividends by DQE 10 APS under certuin circumstances. DQE and APS recognize that the
divestiture of certain of the existing nonutility operations of DQE is a possibi'ity, but APS will request in its
PUHCA application that it be allowed to retain the nonutility operations of DQE, or, in the alternative, that
the question of divestiture be deferred. If divestiture s ultimately required, the SEC historically has allowed
companies sufficient time 1o accomplish divestiture in a manner that protects stockholder value. Following the
Merger, DQE will no longer be exempt as a public utility holding company under the PUHCA.

In June 1995, the stafl of the SEC published a report which recommended changes to the PUHCA,
including a reccommendation to Congress to repeal the entire act. Bills were introduced in the last Congress 10
repeal the PUHCA, but did not pass. Similar bills have been iniioduced in the 105th Congress. However,
neither APS nor DQE can predict what changes, if any, will be made to the PUHCA as a result of these
activities.

Nuclear Regulatory Commission

Duquesne Light owns a 13.74% interest in Perry Unit 1, a 47.50% interest in Beaver Valley 1 and a
13.74% interest in Beaver Valley 2. Pursuant to agreements with the co-owners, a subsidiary of Duquesne
Light operates Beaver Valley | and Beaver Valley 2. Duquesne Light holds NRC licenses with respect to its
ownership interests in and operating responsibilities for these nuclear units. The AEA currently provides that
licenses may not be transferred or in any manner disposed of, either voluntarily or involuntarily, directly or
indirectly, unless the NRC finds that such transfer or disposition is in accordance with the AEA and consents
in writing. Pursuant to the AEA, Duquesne Light will seek approval from the NRC to the full extent required
1o reflect that, after the Merger, Duquesne Light, although continuing to own the identical pre-Merger shares
of the Nuclear Facilities, will become an indirect operating subsidiary of APS.

Pennsylvania Public Utility Commission

DQE is a Pennsylvania corporation and is the parent corporation of Duquesne Light, a Pennsylvania
public wtility providing electric service 10 the public in Pennsylvania. APS’ subsidiarics own significant
generating units in Pennsylvania. APS’ subsidiary West Penn is @ Pennsylvania public utility providing elecing
service 1o the public in Pennsylvania. Pursuant to the laws of Pennsylvania. anproval of the PAPUC is
required for any public utility to be acquired by or to be transferred to any person or corporation, including a
wransfer by way of merger. The PAPUC will approve transfers if the PAPUC finds or determines that such
transfer is necessary or proper for the service, accommodation, convenience or safety of the public. In addition,
under the Pennsylvania Restructuring Legislation, the PAPUC may investigate the effect of mergers on the
proper functions of & competitive retail electricity market. Duquesne Light and West Penn Power Company
will file appropriate applications seeking any required or necessary approval of the PAPUC.

In connection with the Pennsylvania Restructuring Legislation, APS and DQE will each file restructunng
plans with the PAPUC. Each such plan will set forth proposals for the transition to customer choice and
recovery of stranded costs.
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provide it with a higher charge for costs in excess of market. West Penn and Duguesne Light will each lile ity
restructuring plan on August |, 1997 in which it will address this issue.

Emcrging lssues Task Force

Members of the Emerging Issues Task Foree of the Financial Accounting Standards Board (the “Tusk
Force™) have discussed issues related 1o the impact of changes in the regulatory environment for electric
utilities. These changes have resulted from initiatives which are intended to ultimately change the pricing of
the generation of electricity (but not of its transmission or distribution) to competitive pricing. Although the
arrangements vary from state 1o state, the regulators are expected 1o provide (or are providing, such as in the
Per.nsylvania Restructuring Legislation) for & transition period for the generation of electricity from a fully
regulated to a competitive environment. During these trunsition periods, mechanisms are being provided for a
utility 1o recover certain sssets and other costs associated with its generation operations priof to (and, in some
cases, subsequent 10) the change, while at the same time the price of electricity generated after the change
will be based on market rates. During this transition period and thereafier, for the foreseeable future, the
transmission and distribution portions of a utility's operations are expected 1o continue 10 be cost of service
based rate regulated.

The Task Force is considering how to identify the regulatory assets attributable to that portion of
business which under SFAS 101 wouid require write-ofl, assuming SFAS 71 s no longer applicable to the
generation portion of a utility's operations. The Task Force is also considering a threshold question of whether
application of SFAS 71 1o the generation facilities of a utility is appropriate during the transition period, or
whether SFAS 101 requires that regulatory accounting principles no longer be applied

There can be no assurances as to how ‘he Task Force will resolve these issues. As disclosed above under
“— SFAS No. 71" a determination that SFAS No. 71 is inapplicable would have significant adverse
conseguences 10 West Penn and Duquesne L.ight,

INTERESTS OF CERTAIN PERSONS IN THE MERGFR

Certain members of the management of DQE and the DQE Board who have imerests in the Merger that
are in addition to their interests as holders of DQE Common Stock have participated in the negotiation of the
terms of the Merger Agreement and the transactions contemplated thereby.

Directors and Officers

The Merger Agreemcnt provides that from and afier the Effeciive Time, the APS Board will be
composed of 13 directors and that immediately prior to the Effective Tinve, DQE will designate six of such
directors, and APS will designate nine of such dircctors, and that all such designated directors will be the
directors of APS from and afier the Effective Time until their successors have been duly elected or appointed
and qualified or umtil their earlier death, resignatior. or removal in accordance with the APS Charter and the
APS Bylaws. Although as of the date hereof, neither DOE nor APS has determined who it will designate to be
directors of APS following the Effective Time, each of DQE and APS currently intends to nominate persons
from among the members of its respective boards of dircctors at the Effective Time. In addition, the Merger
Agreement provides that four of the six directors of APS designated by DQE pursuant to the Merger
Agreement will be the chairmen of the following commitiees of the APS Board: Nuclear Review; New
Business; Finance; and Employee and Community Relations, and that four of the nine directors of APS
designated by APS pursuant to the Merger Agreement will be the chairmen of the following committees of
the APS Board: Audit; Management Review; Nominating; and Benefits

Severance Agreements

DOE and its affiliates have entered into severance agreements (the “DQE Severance Agreements™) with
David D. Marshall, Victor A. Rogue, Gary L. Schwass and James D. Mitchell, and vith nine other officers of
DQE or its affiliates, providing benefits upon a Change in Control (as defined below). The DQE Severance
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Agreements provide for payiieis and certiun other benelits 10 the officer if the officer's employment is
terminated by the oflicer ahier a Conitructive Discharge (as defined below ), or is terminated by DQL for any
reason other than death, disabii'y or cause at any time during the period that begins on the dete of a € hange
of Contrul and ends 36 months after the closing of the transactions giving nse 1o such Change in Control. The
payment will be a lump sum amoant equal 10 (i) three times the officer’s vurrent annual base pay and target
bonus opportunity at the time of the termination, (ii) an amount intended 1o compensate the officer for the
loss of long-term incentive benefits, and (iii) the amount of forfeitures, if any, and expected contributions for
the 36 months following the termination under DQE's 401 (k) Plan. In addition, the officer will receive a lump
sum payment equal to the aciuarial value of the vacess of (x) the benefits payable to the officer under the
Retirement Plan of DQE and the Supplemental Executive Retirement Plan of DQE (the “Retirement
Plans™). assuming threc additional years of participation by the officer in the Retirement Plans, over (y) the
actual benefit payuble 1o the officer under the Retirement Plans. Medical, disability and life insurance benefits
also wiil continue for the same 36-month period. The officer also 15 entitled 1o such puyments and benefits if
the empioye: voluntinly terminates his or her employment in the thirteenth month following the closing of
the transact on giving rise to the Change in Control, provided that the 36 month payment arJ benefit period
would be reduced 1o 24 mont'is and payments and benefits would be reduced, if necessary, 10 avoid the excise
tax under Section 4999 of the Code.

The officer wul also be entitled to @ tax gross-up payment if (1) it is determined that any pavment (and
the value of any beuefits) received or to be received under his or her DQE Severance Agreement would be
subject 10 the excise tax imposed by Section 4999 of the Code and (ii) the payments (and the value of any
benefits) 1o be received in excess of 300% of the base amount (as that term is defined in Section 280G of the
Code) exceeds 10% of the total payments and benefits due pursuant to the DQE Severance Agreements.
Utherwise, the payments and beneits received or 1o be received pursuant to the DQE Severance Agreements
will be reduced to an amount which will not be subject 1o such eacise tax,

“Change in Control” is defined in the DQE Severance Agreements as. among other things. the public
announcement of a transaction approved by the DQE Board involving a merger of DQE other than a merger
1 which the outstanding voting securities of DQE immediately prior to the merger continue 10 represent a
least 80% of the outstanding voting securities of DQE or the surviving entity immediately after the merger.
The Merger constitutes such a merger and therefore the public announcement of the DQE Board's approval of
the Merger constituted a Change in Centrol for purposes of the DQE Severance Agreements, unless and until
the Merger is abandoned. “Constructive Discharge” is defined in the DQE Severance Agreements as, among
cther things, (1) a requirement that the officer be based at any office or location more than 50 miles from
Pittsburgh, Pennsylvania, other than an office or location within 35 miles of DQE's or Duquesne Light's
principal executive offices: (ii) the reduction of the officer's compensation or benefits, unless pant of a
reduction for ull executive officers of DQE, Duquesne Light or any parert thereof; (iii) the muterial failure of
DQE to comply with the terms of the officer's DQE Severance Agreement; or (iv) prior to the closing of the
transaction giving rise to the Change in Control, a material decrease in the employvee's positions, titles,
authornty or duties.

If the employment of all officers with DQE Severance Agreements had been terminated as of the date of
this Joint Proxy Statement/Prospectus, the aggregate cost to DQE under the DQE Severance Arreements
would not exceed $20,000,000,

DQE, Inc. Long-Term Incentive Plen

The DQE. Inc. Long-Term Incentive Plan (the “Incentive Plan™) provides long-term incentive
compensation in the form of stock options (with or without stock appreciation rights and dividend
equivalents). Severul officers of DQE have been awarded options pursuant 1o the Incentive Plan, some of
which are not currently exercisable and/or subject to forfeiture. Under the terms of the Incentive Plan, upon
the occurrence of certain events, including the adoption of the Merger Agreement by the holders of DQE
Common Stock, all stock optinns and stock appreciation rights become immediately exercisable. In addition,
an option holder whose employment is terminated within one year of such stockholder approval, for any reason
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other than disability, retirement or death, has & penod of three months following suzh termination 1o exercise
such option (but in no event luter than the onginal expiration date of such option).

11 all such stock options and stock appreciation nghts become immediately exercisuble after the DQL
Meeting, the aggregate benefit 10 the holders of all such stock options and stock appreciation rights based on
current values would not exceed $500,00C

Director and Officer Indemnification and Insurance

Pursuant 1o the Merger Agreement, APS has agreed that, from and afier the Effective Time, 1t will
indemnify and hold harmiess cach present and former director and officer of DQE or any of its Subsidiaries
(when acting in such capacity), against any costs or expenses (including reasonable attorneys’ fees),
judgments, fines, losses, cluims, damages or labilities incurred in connection with any claim, action, suit,
proceeding or investigation, whether civil, eriminal. administrative or investigative, arising out of matters
existing or occurring at or prior to the Effective Time, whether asserted or claimed prior 10, at or after the
Effective Time, 1o the fullest extent that DQE or such Subsidiary is permitted 10 indemnify such person under
the law of its jurisdiction of incorporation and the DQE Articles and DQE Bylaws in effect on the date of the
Merger Agreement. In addition, the Merger Agreement provides that the Surviving Corporation will maintain
DQE's existing D&O Irsurance for @ period of six years after the Effective Tirae so long as the annual
premium therelor is not in excess of 200% of the Current Premium; provided, however. that if the existing
D&O Insurunce expires or is terminated or canceled during such six-year period, the Surviving Corporation
will use its reasonable ¢fforts 1o obtain as much D&O Insurance as can be obtained for the remainder of such
period for & premium not in excess (on an annualized basis) of 200% of the Current Premium,

ACCOUNTING TREATMENT

Consummation of the Merger is conditioned upon the receipt by each of APS und DQE of a letter from
APS' independent public accountaut stating that the Merger, in its opinion, will qualify as a “pooling of
interests” for accounting purposes, it being understood that APS' independent accounting firm may rely on a
letter from DQE's independent accounting firm with respect to the eligibility of DQE and its subsidiaries for
such accounting treatment. See “The Merger Agreement — Conditions” and “Unaudited Pro Forma
Combined Financial Information of APS and DQE."

APS and DQE believe t.iat the Merger will qualify as a “pooiing of interests” for ac.ounting and financial
reporting purposes, and have been so advised by Price Waterhouse LLP and Deloitte & Touche, their
respective independent public accountants, based on information through the dute hereof. Under this method
of accounting, APS will restate at he Effective Time its consolidated financial statements 1o include the
assets, liabilities, stockholders' equity and results of operations of DQE. It s anticipated that upon
consummation of the Merger, the fiscal year of the combined company will be the calendar year.

RESALE OF APS COMMON STOCK

The shares of APS Common Stock issuable 1o stockholders of DQE in connection with the Merger have
been registered under the Securities Act. Such shares may be traded freely and without restriction by those
stockholders not deemed to be “affiliates” of APS or DQE as that term is defined in the rules under the
Securities Act. “Affiliates” are generally defined as persons who control, are controlled by or are under
common control with DQE at the time of the DQE Mecting. Shares of APS Common Stock received by
those stockholders of DQE who are deemed to be “afliliates” of DQE may be resold without registration us
provided for by Rule 144 or 145, or as otherwise permitted, under the Securities Act. This Joint Proxy
Statem :nt/ Prospectus does not cover any resales of APS Common Stock received by affiliates of DQE. or by
certain of their family members or related interests.

Pursuant to the Merger Agre.ment, each of DQE and APS have agreed 1o deliver to the other a letter
identifving all persons whom such party believes 1o be, as of the date of their respective Stockholders
Meetings. “afliliates” of such party for purposes of Rule 145 under the Securities Act. Each of DQE and APS
51

e amaaaie
l



e

i e e T ——— e e

T T

has agreed 10 use its best efforts 10 cause each person who is identified as an “affiliate” in the letter referred 1o
above to deliver 10 APS prior 1o the date of their respective Stockholders Mectings aa Affiliates Letier
providing that cach such person will agree not 1o sell, pledge, transfer or otherwise disnose of the shares of
APS Common Stock 10 be received by such person in the Merger except in compliance with the applicable
provisions of the Securiiies Act and, if the Merger qualifies for “pooling of interests” acccunting treatment,
until such time as financial results covering at least 30 days of combined operations of APS and DQE shall
have been published.

DIVIDENDS

1t is presently anticipated that, following the Effective Time, the current $1.72 annual dividend per share
of APS Common Stock will be maintained or increased, subject 1o evaluation from time to time by the APS
Board baseu on APS’ results of operations, financial condition, capitul requirements, future business prospects,
regulatory environment and such other considerations as the APS Board deems relevant. However, no
assurance can be giver that such dividend will be muintained or increased,

DQE's current annual dividend is equal to $1.36 per share of DQE Common Stock. 1t has been DQE's
practice w hmit its dividend pavout such that dividends do not exceed 60% of earnings. Pursuant to the
Merger Agreement, DQE has agreed to coordinate with APS the declaration, setting of record dutes und
payment dates of dividends on DQE Common Stock so that hulders of DQE Common Stock do not receive
dividends on both DQE Common Stock and APS Common Stock received in the Merger in respect of any
calendar quarier, or fail o receive a dividend on either DQE Common Stock or APS Common Stock received
in the Merger in respect of any calendar quarter,

CERTAIN FEDERAL INCOME TAX CONSEQUENCES OF THE MERGER

The following summary discusses the material federal income tax consequences of the Merger. The
summary is based upon the Code, applicable Treasury Regulations thereunder and administrative rulings and
judicial autharity as of the date hereof. All of the fuiegoing are subject to change, possibly with rctroactive
effect, and any such change could affect the continuing validity of the discussion. The discussion assumes that
holders of shares of DQE Common Stock hoid such shares as a capital asset. Further, the discussion docs not
address the tax consequences that may be relevant 1o @ particular stocknolder subject to special tresiment
under certain federal income tax laws, such as dealers in securities, banks, insurance companies, tax-exempt
organizations. non-United S.ates persons, stockholders who acquired shares of DQE Common Stock through
the exercise of options or otherwise as compensa‘ion o. through a tax-qualified retirement plan, and holders of
options and performance <hare units granied under DQE's benefit plans. This discussion does nat address any
consequences ansing under the laws of any state, 1ocality or foreign junisdictiop, nor does it address the eficct
of the Merger on DQE or APS in respect of any asset as to which unrealized gain is required to be recognized
for U.S. federul income tax purposes at the end of each taxable year under a mark-to-market system.

Neither DQE nor APS has requested a ruling from the Internal Revenue Service (“IRS™) with regard to
«y of the federal income wa consequences of the Merger, and the opinions of counsel as to such federal
incomse tax consequences referred to below will not be binding on the IRS.

General

As of the date hereof, it is intended that the Merger will constitute a “‘reorganization” pursuant to Section
368 (u) of the Code and that for federal income tax purposes no gain or loss will be recognized by APS, DQE
or Merger Sub. The respective obligations of the parties to consummate the Merger are conditioned on (i) the
receipt by APS of an opinion of Sullivan & Cromwell dated the Closing Date confirming that the Merger will
qualify as u reorganization within the meaning of Section 368 (a) of the Code and that each of APS, DQE and
Merger Sub will be a party to the reorganization within the meaning of Section 368(b) of the Code, and
(i1} the receipt by DQE of an opinion of LeBoeuf, Lamb, Greene & MacRue, L.L.P. dated the Closing Date
confirming that the Merger will qualify as a reorganization within the meaning of Section 368 (a) of the Code
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und that cuch of APS, DQE and Merger Sub will be a party to the reorganization within the meaning of
Section 368(b) of the Code. These conditions may be waived at the sole discretion of the party waiving the
, condition. Such opinions will be based upon, among other things, (1) representations of DQE, APS and
i certain stockholders of DQE customarily given in transactions of this type and (11) the assumption that the
Merger will be consummated in accordance with the terms of the Merger Agreement. DQE and AT'S expect
1o receive such opinions prior to closing, but have not yet received such opinions. I either party waives the
condition relating to the receipt of an opinion with respect 1o the federal income tax consequences of the
Merger it will re-circulste a revised version of this Joint Proxy Statement/Prospectus to disclose the waiver of
3 this condition, to disclose material risks to its stockholders as a result of the waiver of this condition, if any,
' and to disclose any related material disclosures. In addition, cach party would re-solicit the approval of its
‘ rezpective stockholders in the event that it wawved the condition relating 1o the ieceipt of an opinion with
respect 10 the federal income tax consequences of the Merger und the tax consequences of the Merger ure, o
such time, materially different from the tax consequences of the Merger described below,

The discussion below summarizes the respective opinions of Sullivan & Ciomwell and LeBoeuf, Lamb,
Greene & MacRae, L.L.P. with respect to the material federal income tax consequences of the Merger, and is
subject 10 the significant assumptions contained in such opinions. Such assumptions are set forth in the
respective opinions of Sullivan & Cromwell and LeBoeul, Lamb, Greene & MacRae, L.1.P. which are set
forth respectively as Exhibits 8<a and 8-b 10 the Registration Statement of which this Joint Proay
Statement/ Prospectus forms a part. Stockholders are urged to read such opinions in their entirety.

Consequences to DQE Stockholders

Under the reorganization provisions of the Code, no guin or loss will be recognized by holders of DQE
Common Stock with respect thereto as a rasult of the surrender of their shares of DQE Common Stock in
exchange for shares of APS Common Stock pursuant 1o the Merger (except as discussed below with respect
to cash received in licu of fractional shares). The aggregate tax basis of the shares of APS Common Stock
received in the Merger (including any fractional shares of APS Common Stock deemed received) will be the
same as the aggregate tax basis of the shares of DQE Common Stock surrendered in exchange therefor in *he
Merger. The holding period of the shares of APS Common Stock received {including the holding period of
fractional shares of APS Common Stock deemed received) will include the holding period of shares of DQE
Common Stock surrendered in exchange thereior.

Fractional Shares

If a holaer of shares of DQE Common Stock reczives cash in lieu of a fractional share interest in APS
Common S:tock in the Merger such fractional share interest will be treated as having been distributed 1o the
holder, and such cash emount will be treated as received in redemption of the fractional share interest. Under
Section 202 of the Code, if such redemption is “not essentially equivalent to a dividend™ after giving effect 1o
the constructive ownership rules of the Code, the huider will generally recognize capital gain or loss equal to
the cash amount received for the fractional share of APS Common Stock reduced by the portion of the
holder's tax basis in shares of DQE Common Stock surrendered that is allocable to the fractional share
interest in APS Common Stack. Under these rules, a minority stockholder of DQE should recognize capital
gin or loss on the receipt of cash in lieu of a fractional share interest in APS Common Stock. The capital gain
or loss will be long term capital gain or loss if the holder's holding period in the fractional share interest is
more than one year.

Consequences to DQE, APS, Nerger Sub and Holders of APS Common Stock

None of DQE, AP” or Merger Sub or the holders of APS Common Stock will recognize gain or loss as @
result of the Merger

THE PRECEDING DISCUSSION DOES NOT PURPORT TO BE A COMPLETE ANALYSIS OR
DISCUSSION OF ALL POTENTIAL TAX EFFECTS RELEVANT TO THE MERGER. THUS, DQE
STOCKHOLDERS ARE URGED TO CONSULT THEIR OWN TAX ADVISORS AS TO THE
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SPECHIC TAX CONSLOUEMNCES 10O THEM OF THI MERGER, INCLUDING TAN RETURN
REPORTING REQUIREMENTS, THE APPLICABILITY AND EFFECT OF FEDERALL, STATI
LOCAL, AND OTHER APPLICARLE TAN LAWS AND THE FFFECT OF ANY PROPOSED
CHANGLES IN THE TAXN LAWS

CERTAIN RELATED AGREEMENTS

Stock Option Agreemen
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the adjustment and the denominator of which 1s equa! to the number ol shares of DQE Commen Stock
purchasable ahier the adjustment

The Stock Option Agreement also provides that APS may require that DQE repurchase the Option fram
APS. The Stock Option Agreement provides that upon the occurrence of & Triggering Event that occurs prior
to an Exercise Termination Event, (i) at the request of APS, delivered in writing within 180 days of such
occurrence (or such later period as provided in the Stock Option Agreement under certain circumstances in
connection with the obtaining of regulatory approvals or avoidance of lability under Section 16(b) of the
Exchange Act) DQE will repurchase the Option from APS, as a whole or in part, at a price (the “Option
Repurchase Price”) equal 1o the number of shares of DQE Common Siock then purchasable upon exercise of
the Option multiplied by the amount by which the market/offer price (us defined below) exceeds the Option
Price and (i) at the request of APS, delivered in writing within 180 days of such occurrence (or such later
period as provided in the Stock Option Agreement under certain circumstances in connection with the
obtaining of regulatory approvals or avoidance of liability under Section 16(b) of the Exchange Act), DQE
will repurchase such number of Option Shares from APS as APS shall designate at a price (the “Option
Share Repurchase Price”) equil 10 the number of shares designated multiplied by the market/offer price. The
term “murket/offer price™ is defined in the Stock Option Agreement to mean the highest of (x) the price per
share of DQE Common Stack at which a tender or exchange offer for DQE Common Stock has been mude,
(v) the price per share of DQE Common Stock 1o be paid by any third party pursuant 1o an agreement with
DQE and (2) the average closing price for shares of DQE Common Stock on the 10 consecutive trading days
on the NYSE immediately preceding the delivery of the written notice stating that APS elects to require DQE
10 repurchase the Option and/or any Option Shares in accordance with the Stock Option Agreement (each
such notice, # “Repurchase Notice™). In the event that & tender or exchange offer is made for DQE Common
Stock or an agreement is entered into for a merper or ¢o solidation involving consideration other than casn,
the value of the securities or other property issuable or deliverable i exchange for DQE Common Stock will
be determined by a nationally recognized invesiment banking firm selected by DQE.

In the event that APS requests the repurchase of the Option in part, DQE will deliver with the Option
Repurchase Price a new Stock Option Agreement evidencing APS' night to purchase that number of shares of
DQE Common Stock purchasable pursuant to the Option at the time of delivery of the Repurchase Notice
minus the number of shares of DQE Common Stock represented by that portion of the Option then being
repurchased.

The Stock Option Agreement provides that the Total Profit of APS will not exceed $20,000,000 and, if it
otherwise would exceed such amount, APS, at its Lole elestion, will either (a) reduce the number of shares of
DQE Common Stock subject to the Optinn, (b) deliver 1 DQE for cancellation Option Shares previously
purchased by APS, (¢) puy cash to DQE. or (d) any combination thereof, so that APS’ actually realized
Total Profit does not exceed $20.000,000 after taking into account the foregoing actions

As defined in the Stock Option Agreement, the term “Total Profit”™ means the aggregate amount (before
taxes) of the following: (i) (x) the amount received by APS pursuant 1o DQE's repurchase of the Option (or
any portion thereof) or any Option Shares pursuant 1o the Stock Option Agreement, less. in the case of any
repurchass of Option Shares, (v) APS' purchase price for such Option Shares, as the case may be.
{it) (x) the net cash amounts received by APS pursuant 10 the sale of Option Shares (or any other securities
into which such Option Shares are converted or exchanged) 10 any unaffiliated party, less (v) APS’ purchase
price of such Option Shares, and (iii) any Notional Total Piofit (as detined below).

The term “Notional Total Profit” with respect 1o any numbe~ of shares as to which APS may propose 10
exercise the Option shall be the Total Profit determined as of the dute of sucn proposal assuming that the
Option was exercised on such dute for such number of shares and assuming that such shares, together with all
other Option Shares held by APS and its affiliates as of such date, were sold for cash at the closing market
price for the Common Stock as of the close of business on the preceding trading day (less customary
brokerage commissions ).
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Letter Agreement

APS and DQL ha ¢ also entered into the Letter Agreement in connection with the Merger Agreement.
The Letter Agreement provides that in the event that the Merger Agreement is terminuted (x) by APS
purscant 1o provisions of the Merger Agreement permitting APS 19 terminate the Merger Agreement under
certain circumsiances when a Superior Proposal exists, or (y) by DQE following (i) the APS Board having
witharawn or adversely modified its approval or recommendation of the Merger Agreement or [ailing 10
reconfirm its recommendation of the Merger Agreement after & written request by DQE 10 do so, or (ii) APS
or any of its affiliates or represertatives or agents having taken any of the actions that would be proscribed by
certain provisions of the Merger Agreement which restrict APS' conduct with respect to Acquisition
Proposals, or (z) by DQE or APS pursuant to the provisions of the Merger Agreement pernutting them to
terminate the Merger Agreement if the necessary vote of the stockholders of APS 10 effectuate the Merger
nas not been obtained at the APS Speciul Meeting, then APS will pay 10 DQE the amount, if any, by which
(1) 0.199 multiplied by the number of shares of APS Common Stock outstanding at the close of busir»ss on
the business day immediately prior to such termination (such date, the “Determination Date™) multiplied by
the average daily closing price of APS Common Stock on the NYSE on the ten NYSE trading duys ending on
tie Determination Date, as reported in the New York City edition of The Wall Street Jowurnal, exceeds

(2) $719.870,422; provided that the amount payable pursuant to the Letter Agreement will not exceed
$20,000,000.
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APS AND DOF

] ENALUDITED PRO FORMA COMBINED BALANCE SHEET (e) (1)
At March 31, 1997
(in thousands of §)

Al'S DOE Total
Reclassified Reclassi Pro Forma Adjusted
Balance(d) Bulunce(d) Adjustments Balance
LAABILITIES AND CAPITALIZATION
Current Liabilities:
Current maturities and sinking fund
,. T R R S PP $ 95400 $ 107,146 - $ 202,546
‘, Short-term debl . ... . e 133,746 930 —_— 134,676
i Accounts payable ... ... ... ..o ‘ 123,745 73919 — 197,664
? Acerued labilities ..o - 27,689 13.213(b) 40,902
f Dividonds declared . ... oooviivriaienaians — 28,709 - 28,709
Taxes accrued:
| Federal and state income tax. ... . . 46,182 (7,102) — 39,080
'| Other .. ... IR o o A e b R sk 41,909 694 - 42,603
F Interest agerved. .. ... . 41441 26,550 - 69 991
_. Deferred power costs e e B e SR 23,937 1,901 - 25,840
“ Restruccuring liability ., ... ........ ..., 19,296 - - 39,296
1 P ety S O e 69,674 949 — 70,623
Total Current Liabilities. ... ........ $ 617330 § 261387 § 13,213 $ §91.930
Non-Current Liabilities:
| Deferred income tuxes —net. .. ... ...... $1.013,995 $ 768,258 $ (9313)(b) § 1,788 887
| 15,947 (¢)
. Deferred investment tax credits. ... ........ 139,468 104,096 243,564
, Capital lcese obligations ... ... 3,781 24,150 — 27,931
' Regulatory hiabilives . . ........ ..o 92,093 — — 92,003
1 Deferred income ... .. .. R — 180,835 - 180,815
Other ............. £ & e 6T & 71,395 248,687 - 320,082
Total Non-Current Liablities . ... ... $1,320.732 $1,326.026 § 6,634 $ 2,653,392
Commitments and Contingencies .. .. .. . .- - - -
Capitalization:
Long-term Debt and QUIDS .. ... ... . $2.307,107 $1.402.280 — $ 3,709,393
Preferred ard Preference Stock of
Subsidiarnes:
Preferred ard Preference Siock........ ... 170,086 242,605 -— 412,691
Deferred ESOP benefit ... ...oovvvviviies — (18.931) — (18,931)
Total Preferred and Preference Stock
of Subsidiaries .. ................ 170,086 223,674 — 193,760
Common Stockholders’ Equity:
COMIION BEOOE oo < s o van v samsoms s dnnss $ 15263 § - $ - $ 152,639
Other paid-in capital .. ... ... 00 1,035,825 987,413 - 2,023,238
Retained sarniags ... oo 1,013,866 796,429 (13,128)(b) 1,819,646
2241 (c)
Treasury stock (0t COSt) . .o vivenissnnreas — (374.613) — (374,633)
Total Common Stockholders’ Equity ... $2,202,330  §1.409.209 $§ 9351 $ 3.620.890
Total Capitalization ..., ............ $4.679.523 $3.035,169 % 93351 $ 7.724.043
Total Liubilities and Capitalization . ... $6.617.585  $4.622.582 $ 29,198 $11.269.365
ST s Pe———————— pr ey

See Notes 10 Unaudited Pro Forma Combined Financial Infermation
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UNAUDITED PRO FORMA COMBINED INCOME STATH MENT(e)
For the three months ended Ma oh 31, 1997

(in thousands of §)

Operating Revenues

N }

{

OUperating Expenses

Operating Income

)

Earnings

Dividend




APS snd DQLE

UNAUDITED PRO FORMA COMBINED INCOME STATEMENT (e),()
For the year ended December 31, 1996

(in thousands of §)
APS DOE
Reclussified Reclassified Pro Forma Adjusted
Falance(d) Balance (d) Adjustments otal
Operating Revenues
' Sales of Electricity:
Residential .. ... 0cvovooriireiininnicniaens $ 932238 § 404,153 $ 3905 (a) $1,340,323
ORI -+ -+ 0704 14 ¥4 3 4fis T 4 230 Ak Fasa s 492,726 480,666 — 979,392
T I e I S S T A L T e 752,905 189,527 — 942,432
Wholesale and other ... ...cooiviviiniinay 74,260 857 - 75,117
Bulk power transactions, net .. ............. 74 "90 58,046 = 132,836
Total Sales of Electricity ............ 2,326916 1,139,279 3,905 3,470,100
e O R o S S S 2.068 73,994 — 76,062
Total Operating Revenues ... ....... $2.328984 $1,213,273 $ 3,905 $3,546,162
Operating Expenses
Fuel and purchased power . ................ $ 698902 8 236,678 — $ 935,580
Other OPErating . . .. ....oovvviviniiioonns 299817 291,829 — 591,646
MARINIEBANCE . . oo rcerneinnins T 243314 78,386 $(4,566)(b) 318,657
1,523 (c)
Deferred power costs, net. . ....o.oovviivon 15,621 (4,528) - 11,093
Res:ructuring charges and asset wmc~oﬂ' ..... 103,865 - — 103,865
Depreciation and amortization. . ............ 263,246 222,928 - 486,174
Taxes other than income . . ...vovv ooy 185,373 85,974 — 271,347
Totai Operating Expenses .......... $1.810,138  § 911,267 $(3.043) $2,718,362
Operating Income . ... ..........0........... $ 518846  § 302,006 $ 6,948 $ 827,800
Other IDCOMB, MOt .. . v cv v ensinvininssn 9.882 74,790 — 84,672
Interest and other charges . ............. ... 188,334 110,270 — 298,604
Income before income taxes ............... 340,394 266,526 6,948 613,868
Income taxes ............coo0enn it 130,347 87,388 1,621 (a) 220,645
1,895 (b)
(606)(c)
NetIneome .. .......ooovveiienianns $ 210,047 $ 179,138 § 4038 $ 393223 :
Average Number of Shares of Common Stock
Outstanding (Thousands of Shares) .. .. ... .. 121,141 77,349 9,282 207,772
Eurnings
: Earnings per share of common stock ... ...... $ 1.73 $ 2.32 $ 1.89
Dividends
Dividends declared per share of
L T R S RS o $ 1.69 $ 1.30 $ 1.47(h)

See Notes to Unaudited Pro Forma Combined Financial Information
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AP'S

RECLASSIFYING BALANCE SHEET (d)

At March 31, 1997

(in thousands of §)
AlS Reclassitivd
historical Reclassiicutions HKulunce
ASSETS
Current Assets:
Cash and temporary cash investments ... ..., ..., . $ 2480 $ - § 24804
Receivables:
Electric customer accounts receivable, net ... ... . . 290,237 - 290,237
Other receivables ., .. .............. e e 14,692 - 14.692
Total Receivables — Net ... ... ... ... ....... 304,929 — 204929
Materials and supplies (at average cost)
T T R B N A 73,289 - 73,289
Operating and construction T 83,744 — 83,744
Totul Materials and Supplies ... ... ... ... .. 157,033 — 157,033
PO MR . a3 37 5 Ko LD o kg 6 o 68,119 - 68,119
Deferred income taxes ... 52,129 — 52,129
Other current assets ... ..., .. Rhdi ok 4 Tk 8 e % e 14,840 - 14 840
Total Current Assels . .. ............... P IeAL $ 621854 — $ 621854
Long-Term Investments:
Subsidiaries consolidated — excess of cost over book
equity at acquisition ... ... ... L seee 3 130N $(15.077) $ -
Benefit plans’ investments ... ... ... ... 65,670 - 65,670
EIEOE o § .7 s s 3wt hal o 5 L Eesgre vk W o R i ¥R O s 4,448 15,077 19,525
Total Long-Term Investments . ............... § 85,195 - $ 85,195

Property, Plant and Equipment:
At original cost property, plant and equipment ... ... ..
Less: Accumulated depreciation and amortization . . . ..

Tatal Property, Plant and Equipment — Net . . .
Other Non-Current Assets:
Regulmory assets .. ... ................

Towal Other Non-Current Assets . .............
Total Assets .. ....... N 7o T e AN e e

$ 8243825
(2.976.531)

$ 8,243,825
(2.976,531)

§ 5.267.294

§ 551674
52,440
39,128

§ 5.267.294

§ 531674
52,440
39,128

§ 643242

§ 643242

$ 6617585

$ 6,617,585
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RECLASSIFYING BALANCE SHEET (d)
At March 31, 1997

Al'S

(in thousands of §)
APS Reclussified
{historical) Reclassitications Balwace
LIABILITIES AND CAPITALIZATION
Current Linbilities:
Current maturities and sinking fund requirements ... ... $ - § 95400 § 95400
Eharttorm GOt .« iy r iy A T T 133,746 - 133.746
Long-term debt due within one year. .. ... .. 95,400 (95,400) -—
ASConts PRYEBIB. . .\ . - iiiua v iR aa s e 123,745 -~ 123,745
Taxes asccrued:
Federal and state ineome s ..o oo 46,182 — 46,182
1 (1.1 A ST 41,909 - 4] 908
Inierest accrued | - 43.44| -_— 431441
Defotred powor 0OBIS . . i ... civiisrniasaiiviniiains 23,937 - 23937
Restructuring hability ... ... ....... . 19,296 - 39.296
OMher. . e L 69.674 > 69,674
Total Current Liabilities . . .. $ 617,330 $ - $ 617,330
Non-Current Liabilities:
Deferred income taxes — net ... ... .. o $1.013,995 $ — $1.013,995
Deferred investment tax credit . .. .. ..o cie o — 139,468 139 468
Capital lease obligations .. ... ... - 3,781 3,781
Unamortized investment credit ... ... oo ivnvinia 139,468 (139,468) -
Regulatory Habilities . ..o £.093 - 92.093
] P A AL S 75,176 (3.781) 71,395
Total Non-Current Liabilities ... ..... .. $1.320,732 N — $1.320,732
Commitments and Contingencies .. ... — - -
Capitalization:
Long-term Debt and QUIDS Tt e e B T $2,307,107 - $2,307,107
PRral SOk . . . iy 170.086 — 179,086
Common Stockbolders’ Equity:
COMMOn BOCK- « +.«.x v« 5.0 vin 057 L e 152,639 — 152,639
Other paid-in opital . . ..« civcoverma i ireian 1,035,825 - 1,035,825
Retained CAMMIOES .+ < i vvunvinrrenss 1.013.866 — 1,013.866
Total Common Stockholders’ Equity ... ......... 2.202.330 - $2,202,330
Totnl Capltalizstion. . .. v\ . cnivvininseicenis $4.679,523 - $4.679.523
Total Liabilities and Capitalization . ... ...... .. $6.617 583 $ — $6.617,585
P e Sarommmm——
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APS

RECLASSIFYING INCOME STATEMENT (d)
For the three months ended March 31 1997
(in thousands of §)

APS Reclassified
(historical) Reclussificutions Baluuce
Operating  Revenues
Sales of Electricity:
T [ O $257913 $ - $257.013
COMMEIEIA) .« i i i it et s as e n e e 123 88¢ — 120,886
DOMIBEIIE . oo o b s g ith n sy £ ek T s 4 b s 182,270 - 182,270
Wholesale and other . ... ... ... . ... ... ... ... 20,238 (295) 19,940
Bulk power transactions, net ... ... . vz e s Bl 5 g 30,676 (11,993) 18,683
Total Sales of Electricity ... .. ............... 614980 (12.288) 602,692
T S e im bl - 12,288 12,288
Total Operuting Reveruwes ... ... ... ... . . $614,9%0 $ - $614,950
Operating Expenses
o R I SRS N SO L I $140.465 $(140.465) $ -
Purchased power .. ... .. T LY P e 50,583 (50,583) -
Fuel and purchased power ... .. ... . .. . 140,465 191,048
50,583
Other operating ... .. ... .. ... ... . 72825 - 72,825
Maimlenance. .. ..o o 61,480 - 61,480
Deferred power costs, net .. ............... ... (2,083) — (2,083)
Depreciation and amortization ... .............. . ... . ... 68,782 - 68,782
Taxes other than income . ... ............. ... .. .. ... ... 48,656 — 48,656
Federal and state income taxes .. ............. ... ..., .. 50178 _ (50,178) -~
Total Operating Expenses. . ........... ... .. ...... $490.886 $ (50,178) $440,708
Operating Income ... .. ... $124.094 $ 50178 $174.272
Other income. net . AT o 896 906 1,802
Allowaace for other lh.m horrmncd Iunds uwd dunng
SOMBIPRCUON .« - . ousc s ivn e an sad 6 dm o dn e n dme aenon o 1,150 (1,150) —
Towal Other Income and Deductions . .. .. T 2.046 (244) 1,802
Interest and other charges ... .. ... .. .. ... .. I A - 48 549 48,549
Interest on long term debt .. ... ... L ey 43,380 (43,380) -
Other InIerest . . . . 3833 (3.833) -
Allowance for borrowed funds used during construction. . . . . (965) 965 -
Dividends on preferred stock of subsidiaries .. . ... s 2301 2,301) -
Total Interest Charges and Preferred Dividends ... .. 48,549 — 48,549
Income before income taxes. . ... .. ... N L T T 77.591 49934 127,528
ERCOME LINES . . oo 5T hh e sk os Cn s 2 on e —_ 49 934 499134
Net lncome || .. g e ey $ 77.591 $ — $ 77.391
ey == ==
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APS

RECLASSIFYING INCOME STATEMENT (d)
For the year ended December 31, 1996
(in thousands of §)

APS
(historical) Reclussifications

Reclassified

Hulance

Operating Revenues
Sales of Electricity:
Residential . ... ... A S By e e $ 932,235 - 932,238
T e L R S R e S A SIS 492,726 — 492726
Industeial ........... T e R fea T A ! 752,905 - 752,905
VROIOREIE BB OADEP ey s v ean iy ma ey s N e b 74,260 — 74,260
Bulk power transactions, Bet .. .. ...y 75,523 $ (03 74.790
Towal Sales of Electricity .. .oooovvineviiriiians 2,327,649 (733) 2326916
BT v ota o 655 o0 vpk a4 T T T A I T A TR T — 2.068 2,068
Total Operating Revenues . ................... $2,27,649 $ 1338 2,328,984
Operating Expenses
T R v T T IR R e Ty § 513210 $(513,210) -
POOBENE POVT - o ¢ cvv g caxs ceis AN e b sy e 184,357 (184,357) -
Fuel and purchased power ... ... 0. R 1 — §13.210 698,902
184,357
1,335
Other OPETatNG . . .. ... o vvviiricrariareineeees \ 299817 — 299,817
LGOI . s« v ey nsrt o vinma il pwseda8 i bamaensonsos 243,314 — 243314
Deferred power costs, net ... ............. L i TN 15,621 — 15,621
Restructuring charges and asset write-off . ........... ... 103,865 - 103,865
Depreciation and amortization . . ... ooiiii oo 263,246 - 263,246
Taxes other than iNCOME . . . .. ... cvvivrinnervrrarens 185,373 — 185,373
Federal and state inCOME LAXES . . .o covveonrorenrnen. 127,992 (127,992) —_
Total Operating Expenses. . ............. coeer $1.936,7935 $(126,657) 1,810,138
Operating Income ... ... ... $ 390,854 $ 127,992 S18.846
Allowance for other than borrowed funds used dunng
construction .. .. ........ e P T KA d 3,157 (3,157) —
Other income, N . .........co.cnns PRNY EOR 4,370 8.512 9.882
Total Other lncome and Deductions. . ........... 150 2,385 9,882
Interest and other charges .. .. ..........coiiiiiiiiinn - 188,334 188,334
Interest on long term debt B S O e 166,387 (166,387) -
R I T T R o L e 15,398 (15,398) —
Allowance for borrowed funds used dunng construction. . . (2,731) . 131 -
Dividends on preferred stock of subsidiaries ............ 9,280 (9.280) -
Total Interest Charges and Preferred Dividends . .. 188,334 - 188.334
Income before income tAXES - .. ....vii i ieann 210,047 130,347 340394
JNCOME TAXES © . o ot i i - 130,347 130.347
T R SR PN AP N G § 210,047 $ - 210,047
Pt e ——— p———— p———



APS

RECLASSHYING INCOME Si0TEMENT (d)
For the year ended December 3, 1993

Cin thousands of §)
AbS Rectissitied
(Eituticnt) Hectasabticntings Haduner
Operating Revenues ‘
Sules of L., vty |
Residential ... ... T TPT VLT F e $ 026,960 - § 926966 |
CommeMbil . i o R e e s 491,696 — 491 696 |
Industrigl .. R TP vl € b ey o bl 770,281 - 281 |
Wholesale and other . ... ... 06,147 - 66,147
Bulk poswer trunsuctions, net L . §K.151 - §K,181
Total Sales of Bleetrigny .. ..., . 2048211 - 2318211
BRI -t Uity o 0 4 E 9 1 W 00y 2 S - - e
Totul Operatng Resenues $2.318.211 - 20821
Operating hmm
Poul. . ...... T8 § SOK.SA (SOK.831) $ -
Purchused pu\\e ol S Rbe A A . 178,103 (17%,103) - |
Fuel and pehased power ... - S0K.533 686,636 |
178,103 |
Other oper.ang . .. .. : : Snde 200,501 - 200,501
Muintenance . TP PR 44T - 249,477
Delerred power costs, m-| - o x5 : 47,796 - 47,796
Restructuring churges and usset wmc-ull ....... . 23440 — 23,440
Depreciation snd amortization .. . 256,316 - 256,316
Tanes other than income ... 184,729 — 184,729
“ederal and state ineome Wxes oL 154,203 $(1584.20%) -~
Totul Onerating Expenses. . ................. §1.893.09% §(154.203) §1.738.895
Operating Income oy & @I $ 154,203 § 576,316 |
Allowanee for ether Jhan hunowcd Iund« uwd durin;
T Y A 4473 (4473) -
Other income. net i VI ey vis 62 7140 13,370
Total Other lm.omc und l)cduwum. . 10,697 2.673 13,370
Imerest und other charpes i et ORI - 193,118 193,118
Interest on long term debt . _ NS 3 167,199 (167,199) -
Other interest . ... ... .. . 14417 (14.417) o
Allowance for borrowed funds uwd dmmg sumtrwtwn ; (ANY i —
Dividends on preferred stock of subsidiuries ... . 15,218 (18.21%) -
Total Interest Charges and Preferred Dimdcmh . 193118 - l93 118
Income before mgome taves ... ‘ 29092 186,876 196 568
Income tases ... i et VA E T an R 3 Ty i3 - 156876 156,876
A A L a 1
Netldneome ... ... .. cooivniiiininn ., § 230492 $ $ .39.&9‘







DOk
RECLASSIFYING BALANCE SHEET (d)

At March 41, 1997
(in thousands of §)
DQE Reclessitied
Abistorical)  Reclassifications
ASSETS
Current Assets:
Cash and temporary cash investments ... . . $  6ESY - § IR6RSY
Receivables:
Electric customer uccounts receivable, net 47,6558 (19,869) 77,786
Other utility receivables R IR s kR 16,534 (16,534) -
Other receivables . . ... .. .............. ....... - 34,465 16,534 50,999
Less: Allowance for uncollectible accounts o L19.869) 19.K69 ~
Total Receivables — Net ... 128,785 - 128,784
Materials and supplies (at uverage cost):
T S A : 19.114 - 19,114
Operating and construction .., : £1.77% - §1.778
Total Materials and Supplies ... ... .. . 70,892 - 20,892
Voopaid tanes . ... ... .. » - 46K a6k
Other current assets B K430 (1,800) 6,630
Total Current Assets ... . . oo 8 594964 § (13) 8 smen
Long-Term lnvestments:
Benefit plans’ investments ... 8 - 8§ 1 s am
Afforduble housing . ... ............. ... .. ... ..., 145,662 - 155,662
Leveraged leases .. ... ... . .. .. ... e 193,654 - 193,654
Other leases ... ...... ........... Ln ks gL F e 4 bt st} §7.119 - 87,119
Gas PESErvVes . ... 77,885 -— 77,858
Other investments ... ..., .. .. N KT ‘i 209 — 61,209
Total Long-Term Investments . .. ... . . . . § §75499 $ 1,332 $ 57683
Property, Plant and Equipment:
At original cost Property, plant und equipment ... . . § - § 4799658 § 4,799,648
Electric plant in service .. .. o 4,288,761 (4,285,761) —
Construction work in progress .. .. ... .. 44,340 (44,340) -
Property held under capitsl leases ... ... . .. ... .. 100,036 (100,036) -
Property held for future use .. ...................... 190,824 (190,824) -
- o P U T N RS SN [N PF 178.6%4 (178.694) —
Gross property, plant #nd equipment .. ... ... ... ... § 4,799,655 § - § 4,799,655
Less: Accumulated depreciation and amontization ... _(2.018,710) - (2,018.710)
Total Property, Plant and Equipment — Net ... § 2780945  § = § 2,780945
Other Non-Crrrent Assets:
Regulatory assets .. ... . P L ciiaees § 628226 $ (B3F6Y7) 8 541,359
Unamortized loss reacquired debr .. ... - 83,867 §3.867
L A T T S SR 45 04K - 45 048
Total Other Non-Current Assets . . oo 8 67117 S - $ 671,174
Total Assets . ................. Ry $ 4622582 s - $ 4162?_1582
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RECLASSIFYING BALANCE SHEET (0)
At March 31, 1997
(in thousands of §)

nok Reclussited
(historicnl) Keclussiticutions Hulunce

LIABILITIES AND CAPITALIZATION

Current Linbilities:
Notes puyable N | 930 §  (930) )
Current muwmm and :mklng fund rcqutrcmenu S 107 146 - 107,146
Shortterm debt ... i v ha IR R A KON S0 — 930 930
Accounts pu_whk. Vo TR _ s S Y K0.620 (6,707) 73919
Acorued Nabilivies .. 41,124 (13,435) 27,689
Dividends declared L T R R e 28,708 - 26,700
Tuxes anecrued.
Federal and state income tux o e U e e - (7,002) (7.102)
Other. . . ... T o N S et - 94 694
Interest secrued T 1 o T A . - 26,550 26,550
Deferred power costs P s O - 1,903 1,901
Other.. . ... ST . 2 K82 (1.903) = 94y
Total Current Lwlumien. ST PR . § 2617 $ - $ 261,387
Non-Current Linhilities:
Deferred income axes == nat .. ... .o 8 T6R2SK $ - $ 768,258
Deferred investment tux credits ... - 104,096 - 104,096
Capital lease obligations . . .. .. . T S = ) 24,150 — 24,150
T N PR S 180,838 - 180,838
e O P NPT 248 687 - 248,687
Total Non-Current Liabilities ........ . ... .. .. . §1,326,026 $ - $1.226,020
Commitments and Contingencies . - - -
Capitalization:
Long-term Debt and QUIDS oo $1.,402.286 $ - $1,402.286
Preferred and Preference Stock o( smm.m-
Preferred and preference stock . . .. . canluiarots — 242,608 242,605
Non-redeemable preferred tlock ey N YR e 213,608 (213,608) -
Non-redeemable preference stoek ... ... ... o 25,997 28,997) —
Toual preferred und preference stucl. bctcm. dclemd
emplovee stock ouncnh\p plan (ESOP) benefit .. ... .. 242,608 — 242,608
Deferred ESOP benefit o1 o (18.931) - (18.931)
Total Preferred und Pnferencc Stock of
Subsidiaries ... ..., ... , iaeeas 8 223474 $ — $ 223674
Common Stockholders’ Lqunv
Common stock . . T e i ey A .. § egr413 $(9%7.413) $ -
Olherpaud-mc.lpnul B L LT I e Rt s - 9K7.413 987413
Retained earmings .. ... ..., S 706,420 - 706,420
Treasury steck (at cost) (32318, 7’4 shum:) S (374.633) - (174.633)
Total Common Stockholders’ Equity ... ... .. $1.409.209 $ — $1,400,200
Total Capitalizatvon . .. .. .. : oo 33035169 $ - §3.035,169
Total Liubilities and Cupﬂuhunoﬂ A ARy §4.622.582 $ - $4.622.582
e Pt m
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DGE
RECLASSIFYING INCOME STATEMENT (d)

For the year ended December 31, 1998
(in thousands of §)

oy 1
o) Mestienton et

Operating Revenues
Sales of Elecinicity:
Residential ... ... .. . . . $ 41429) § 16585 8 418946
Commerclal .. ... ... ... .. ... ! 491 .7%9 1,991 493,780
Industeiad . 190,680 1.588 192,274
Provision for doubtful wecounts ... ... . .. . .. .. {13,430) 13,430 —
Wholesale and other . ... ... ... ... ... ... ; - LA BSS
Bulk power transactions. net S - §1.117 §1,117
Customer Revenues. .. ......................... 1083339 70,633 1,183,972
Electricity sales to other wtiliies ... ... ... . 55,903 (85963) ok
Towl Sules of Electnienty .. ... ................. 1,139,302 14,670 1,183,972
Other. ... I 80860 (15,703) 65,157
Total Operating Revenues P %R 4 8 N e Ay $1,220,162 § (1L03Y)  $1.219120
Operating Expenses
Fuel und purchased power .. ... ... ... § 231968 $ (4Rd6) $ 227922
Other operating . ... .. ..o oo 202,997 (2.273) 290,724
Maintenance ... .. K516 - 81,516
Deferred power costs, net .. A Ebhe > o Al e - - 6,086 6,086
Depreciation und amortization .. eI D v Ewa s 202,558 - 202,558
Taxes other than income . .. .. ... K8.65% - KE,658
Totul Operating Expenses. ... ... ... .. $ 897,697 § (1,033) § 896,664
Operating Income ) Mk o ey En ke e e § 322465 ) - § 322465
Other income, net ... ... .. 52314 - §2,314
Interest und other charges .. . ... .. . 107,455 — 107,855
Income before income taxes ... 267,224 — 267,224
BOCOME BB . v ccv vttt et s e e r e ettt 96.661 - Y6661

Netdneome .. ... .......................... % l?OiMS z — z l70i563
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RECLASSIFYING INCOME STATEMENT (4
For the veur ended December 3], 1994

{in thousands of §

Operating Revenues

Operating Expenses

!

Operating Income

{)




NOTES TO UNAUDITED PRO FORMA COMBINED FINANCIAL INFORMATION
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Siee und Classiticntion of the Bourd of Ditectors
Ars

Except where a corporation hus no outstanding stk of haus fewer than three stockholders, Section 2-402
of the MGCL provides that every corporation shall have a1 least three directors, (he precise number of
directors 1o be specified in the corporation’s churier until such number is changed by the corporation’s bylaws.
The APS Charter provides that the number of directors of APS may be changed from time to time in the
manner provided by the APS Byluws. The APS Byluws provide thut the number of directors of APS may be
changed from time 1o time by the APS Board, but in tio event will the APS Board be compased of more than
15 members of less than three members. As of the date of this Jont Proxy Statement/ Prospectus. APS has
nine directors. At the Eflective Time, the APS Board will be composed of 15 members.

All of the directors of APS serve until the next annual meeting of stockholders and until their suceessors
are duly elected and qualified.

DeE

The DQE Articles provide that the number of directors of DOQL will be determined from time 1o time by
the DQE Board by u resolution adopted by o majority vote of the Disinterested Directons (as defined below
under ' Election und Removal of Directors; Filling of Vacancies on the Bourd of Directots — DQE").

The DQE Articles also provide that the DQE Board is divided into three classes, with each direetor
serving for a term of three years, Each year, the term of one ¢lass of the DQE Bourd expires. As of the dute of
this Joint Proxy Statement/Prospectus, DQE has nine directors, of whom four had been elected for terms
expiring in 1997, three had been elected for 1erms expiring in 1995, and two had been elected for terms
expiring in 1999,

Election and Removal of Directors; Filling of Vacancies on the Board of Directors
APS

The APS Charter provides for cumulative voting in the election of directors. whereby each stockholder
entitled to vote in the election of directors is entitied 10 the number of votes equal 1o the number of shaves of
such stock held by him inultiplied by the number of directors 10 be elecied, und such votes may be ¢ast for a
single director or may be disiributed among any two or more of the directors standing for election.

Pursuant 10 Section 2-406 of the MGCL, subject 1o certuin restrictions, stockholders may remove
directors either with or without cause by the affirmative vote of & majority of all the votes entitled to be cast in
the election of directors However, if a corporation has cumulative voting for the election of directors, and less
than the entire board of directors is removed, a director may not be removed withoul cause if the votes cast
against his removal would be sufficient 1o elect him if then cumulatively woted at an election of the entire
board of directors. Pursuant 10 Section 2-407 of the MGCL. stockholders of o corporation may clect «
successor 10 fill a vacancy on a beard resulting from the removal of o director. As provided in the APS Byiaws,
vacuncies, except for vacancies caused by an increase in the number of directors, muy be filled by & mujority of
the remaining directors, whether of not sufficient 1o constitute a quorum: vagancies resuling fram an increase
in the number of directors may be filled by a majority of the APS Bourd. Under the MGCL. o direcior clected
by @ baard of directors serves until the next annual meeuing of stockholders und until 4 successor is elected and
qualifies.

DQE
Section 1758(c) of the PBCL provides for cumulative voting in the election of diregtors

Section 1726 of the PBCL provides that, unless otherwise provided in a byvlaw udopted by u corporation’s
stockholders, uny director or all of the direciors of 8 corporation may be removed from office without cuuse by
the vote of the stockholders entitled 1o elect directors, unless the board of directars is clussified and such
Classilication wus effected by a bylaw adopted by the stockholders. The PBCL provides that, unless a
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1o dischatging their fiduciary duties, the directors of # corparation individually, commitiees of the boyrd,
and the bourd of directors s o whole may, pursuant 1o Section 1715 of the PBCL, in cansidering the best
interests of the corporation, consider 10 the extent they deem appropriate: (i) the eflects of any action on the
corporation’s shareholders, employees, suppliers. customers, creditors and the communities in which the
corporation is located, (i) the shori-term and the long-term interests of the corporution and the possibility
that such interests may be best served by the independence of the corporation, (iil) the resources, intent and
conduct (past, stated and potential) of any person seeking 10 acquire control of the vorpotation, and (iv) all
other pertinent fucton. Section 1718 further relieves the bourd of directors from any duty 1o regard uny
interest (including uny corpotute interest) us dominating of controlling, und explicitly states that the bosrd of
directors need not render inapphicable or muke o determination under the provisions of the PRCL reluting 1o
(1) control acquisitions, (i) business combinations, (iti) control share acquisitions. or (iv) disgorgement
following uttempts 1o wequire control of the corporation. With respect 1o un wequisition of potentidl or
proposed ucquisition for control of o corporation, Section 1718 explicitly stutes that actions by directors are
subject 1o the same stundurd of conduet for directors that is applicable 10 all other conduct, and wiso
estublishes o presumption that actions with respect 10 un aequisition, or a potential or proposed acquisition of
control, to which u majority of disinterested directors shall have nssented, satisly the directons’ standards of
care under the PBCL unless it is proved by clear and convineing evidence that the “disinteresied directomn”
(as defined in the PBCL) did not assent 1o such action in good faith afier reasonuble Ivestigation

Meetings of Stockholders
APrS

Pursuant 1o tne APS Bylaws, special meetings of the stockholders muy be called for any purpose by the
Chairman of the APS Board. the President, the APS Bourd or the Executive Commitiee of the APS Board.
and must be called by APS’ Seerctary, President or uny director at the writien request of stockhalders holding
4 majonty of the issued and outstunding stock of APS entitled 10 vote ut the meeting. Any request by the
stockholders must state the purpose or purposes of the meeting. On June S, 1997, the APS Byluws were
amended 1o provide that unless the APS Board or the Executive Committee of the APS Board determine
atherwise, the business of any special meeting will be limited to the purpose or purposes for which such special
maeting is called, and no other proposals or matiers will be considered. The APS Charter and the APS Bylaws
both provide that u quorum consists of the presence, in person or by proxy, of & majority of the issued and
outstanding shares entitled 10 vole at the meeting, except as otherwise provided by law or the APS Bylaws.
The APS Charier provides that, notwithstanding any other provision of law requiring action to be wken or
authorized by the affirmative vote of the holders of a majorits or other designated proportion of the shares of
APS. action taken by APS will be valid if taken or authorized by the affirmative vote of the holders of a
majority of the total number of shares outstanding and entitled 10 voie thereon.

bor

Section 1755 of the PBCL allows special meetings of shareholders to be called wt any time by the board
af directors, by shareholders entitled 10 cast at least 20% of the votes that all shareholders are entitled 1o cust
al such special mecting (unless the corporation’s articles of incorporation provide otherwise) or by such
officers or other persons s may be authorized by the corporation’s bylaws. The DQE Bylaws provide that
special meetngs of the stockholders may be called at any time by the Chairman of the DQE Bourd, the
President or by the DQE Board, and (10 the extent permitied by the PBCL) shall be called a1 the whniten
request of stockholders owning at least 20% of the shares of DOE capital stock entitled 1o be vored at the
mecting (which request shull state the purpose of the proposed meeting). Other than as provided in
Section 1755 of the PBCL, under Section 2521 of the PBCL, the stockholders, with the exception of an
“interested stockholder™ (as that term is defined in Section 2583 of the PBCL with respect (o meetings the
purpose of which is 10 @pprove certain business combinations), of a Registered Corporation (defined in the
PRCL generally #. & don.estic corporation that has & class or series of shares entitled 1o vote generally in the
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election of directors of the comatation repistered under the Exchange Act) do not have the nght 1o call @
spectal meeting

Section 17586 of the PRCL provides that, unless otherwise stuted i u byluw adopied by the stockholders,
a yuorum consists of the presence of stockholders entitled 10 cast at least @ majority of the voles that «ll
stockholders are entitied 1o cast on a particular matter. However, pursuant 10 Section 2423 of the PBCL, the
baurd of directors of & Registered Corporation may adopt or change a bylaw related 10 o quorum. The DQE
Bylaws provide that the presence, either in person or by proxy, of a majority of outstanding shares of capital
stock entitled 1o vote constitutes & quorum,

Action by Written Consent
APS

Under Section 2-508 of the MGCL., stockholders may take any action required o permitied to be tuken
1 o meeting withoul & meeting anly by unanimous written consent signed by each stockholder entitled 10 vote
on such matter und o written waiver of any right 1o dissent signed by each stockholder entitled to notice of the
meeting but not entitled to vote at it. The APS Charter provides thut a change in the terms of any of the
outstanding APS Common Stock may be made upon the consent in writing, or by vote al o meeting of
stockholders called for that purpose, of the holders of @ majority of the outstanding AP'S Commaon Stock.

boE

Under Section 2524 of the PSCL, the stockholders of a Registered Corporation may act without u
meeting by less than unanimour written consent if such action is permitied by such corporation’s articles of
incorporation. The DO Articles provide that any action thut could be taken at a meeting of stockholders may
be tuken without a meeting by tie written consent of stockholders who would have been entitled to cast the
minimum number of votes thut would be necessary to wuthorize the uction at o meeting at which all
stockholders entitled 1o vote thereon were present and voting

Stockholder Proposals and Stockhulder Nominations of Directors
APS

The APS Bylaws provide that siockhalder proposals and nominations for election of directors may be
made at any annual or special meeting of stockholders only if advance notice of the proposal hus been timely
given in accordance with the APS Bylaws, and such proposals or nominations are otherwise proper for
consideration under applicable Law, the APS Charter and the APS Bylaws. The APS Bylaws provide that 4
stockholder must deliver notice of any proposal of the name of any person to be nominated for election as a
director of APS to AP'S' Corporate Secretary at APS' principal executive office not less thun 60 nor more than
90 days nrior 1o the date of the meeting. In the event that the dute of the meeting is first publicly o wnouneed or
disclosed less than 70 days prior to the date of the meeting, such notice must be given not more than ten gays
after the date of the announcement of disclosure. Public notice will be deemed to have been given more than
70 davs in advance of the annual meeting of APS if APS has previously disclosed. in the APS Bylaws or
otherwise. that the annual ineeting in each year is 1o be held on a determinable date. unless and until the APS
Board determines 10 hold the meeting on a different date. With respect to a proposal, the stockholder must
deliver with the notice of the proposal the text of the proposal 1o be presented, a brief written statement of the
reasons why such stockholder favors the proposal and must set forth such stockholder’s name and address, the
number and class of afl shares of each class of stock of APS beneficially owned by such stockholder and uny
matenal inerest of such stockholder in the proposal (other than as @ stockholder). With respect to o
nomination of u person for the APS Board, the stockholder must deliver with the notice & writien statement
setting forth the name of the person 1o be nominated, the number and class of all shares of each class of stock
of APS beneficially owned by such person, the information regarding such person required by certain sections
of Regulation S-K adopted by the SEC (or the corresponding provisions of any regulation subsequently
adopted by the SEC applicable to APS), such person’s signed consent 10 serve as a director of APS if elected,
and such stockholder's name and address and the number and class of all shares of each class of stock ol APS
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benchicially owned by such stackholder The Chatman of the meeting will have the night 1o determing
whether such notice has been duly given and. if 11 has not, may direct that proposals and nominees not b

considered  For information with respect 1o presenting matters al special meetings, see e Megtings of
Stockholders — APS

DQE

Pursuant 1o the DQE Articles, any stockhalder of record entitled 10 vote in an election of directors may
nominate o candidate for election us o director of DQE upon written notice of the namingtion 1o the DQE »
Corporate Secretary not later than 120 duys in advange of the meetng at which the election will be held, such
notice serting forth. () the name and address of the stockholder who intends 1o make the nominadon and of
the person or persons 1o be nominated. (b) u representation that the stockholder is @ holder of record of stock
of DQE entitled 1o vote at such meeting und intends (o appear in person of by proxy at the meeting to
nominute the person or persons specified in the notice; (¢) a deseription of all arrangements of understandings
between the stockholder und cach nominee and any other person or persons (naming such person or persons)
putsuant 10 which the nomination of neminations ure 10 be made by the stockholder: (d) such other
information regarding each nominee proposed by such stockholder as would be required 1o be included 1n a
proxy statement filed pursuant 1o the proay rules of the SEC, had the nominee been nominated by the DQE
Board, und (¢) the consent of each nominee 10 serve us o director of DQE if so elected,

Amendment of Charter and Byluws
APS

Under Section 2-604 of the MGCL, un amendment of a corporate churter requires & resolution by the
board of directors setting forth the proposed amendment and declaring it udvisable, und approval by the
stockholders of the corporation by the affirmative vote of two-thirds of all voles entitled 1o vote on the matier,
unless the charter provides otherwise. The APS Charter provides that any sction by the stockholders of APS
requires approval b, the holders of a4 majority of the outstunding shures of APS. See v Meetings of
Stockholders — APS ™

Section 2-109 of the MGCL provides that the power 1o adopt, alter and repeal o cotporution’s bylaws
shall be vested in the stockholders, except te the extent thut  corporation's charter ot bylaws confer this power
on the corporation's bourd of directors. The APS Charter provides that a majority of the APS Board has the
power to make, alter and repeal the APS Bylaws, except that the power 10 alier the APS Bylaws to divide the
bhoard ino separate clusses having different tenures is reserved to APS’ stockholders.

DOE

Under Section 1912 of the PBCL, amendmenis 10 a corporation’s articles of incorporation may be
proposed for adoption either by u resolution of the bourd of directors setting forth the proposal or, unless
otherwise provided by the corporation's articles of incorporation, by petition of the stockholders entitled to cast
at least 10% of the votes that all stockholders are entitled 10 cas: on the proposal. The right of the stockholders
10 propose an amendment 1o @ carporation’s articles of incorporation does not apply 1o a Regisiered
Corporation. In either case, any proposal to amend the articies of incorporation must be approved by the
afirmative vote of a majority of the votes c=st by all stockholders entitied 1o vote on such proposal, unless the
articles of incorporation or the PBCL requites approval by a greater proportion of votes. Further, if proposed
amendment would uuthorize a board of directors to determine the relative nights us between senes of preferred
or special classes of stock, adversely alter the preferences, limitations or special rights (other than preemptive
rights or the nght 1« vole cumulatively) of the “hares of u class or serics. authorize a new class or series of
shares with 4 preference as 1o dividends or assets senior 1o an existing cluss of shares, or increase the number
of authorized shares of any class or senes having a preference as 1o dividends or asseis which is seniar 10
anather class or series of shares, then the holders of the outstanding shares of the class or series shall have the
right 1o vote as a cluss in respect of the amendment. the bylaws or articles of incorporation of the carporation
notwithstanding. and the aniendment must be approved by @ majority of votes cast in cach such class vote
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are identical to the urticles of incorporation of such constituent comatation, provided that, the articles of
incorporation need not be identicul 10 the extent that stackholder approval would not be required 1o amend the
corporation’s ariicles of incorporation generally, (B) cuch share of such constituent corporation outstunding
immediately prior 1o the merger or consolidation will continue as, or be converted into (excepl as otherwise
agreed 1o by the holder thereol), an identical shure of the surviving or new corporation; and (C) such plan
provides that the stockholders of such constituent corporation will hold in the aggregate s es of the surviving
or new corporation having a majority of the votes entitled to be cast generally in an wection of directors;
(it) prior to the adoption of such plan, another corporation that is & party 1o such plan owns K0% or more of
the outstanding shares of each class of such constituent corporation so long as, in the case of 4 Registered
Corporation, the adoption is consistent with the provisions of the PBCL relating 10 business combinations with
interested stockholders, or (ill) no shares of the constituent corporation have been issued prior 10 the adoption
of the plan of merget by the board of directors pursuant 1o Section 1922 of the PBCL (reluting 1o 4 plan of
merger) In certain ¢ircumstances. 1o approve a “business combination” (as defined in the DQE Articles), the
DQE Articles require the affirmative vote of (1) the holders of at least 0% of the DQE Voting Stock and
(1) & majonity of the voling power of DQE Voting Stock not beneficially owned by s DQE Interested
Stockholdet, voting 1ogether as « single class. See "= Fuir Price und Anti<Greenmuil Provisions in the
Charner Documents - DQL "

Appraisul and Dissenters’ Rights
APS

Under Section 3202 of the MGCL, & stockhoider of a Maryland corporation has, subject 10 certuin
limitations, the right 10 demand and receive the fuir value of such stackholder's stock from the corporation if-
(1) the corparation consolidates or merges with another corporation: (1) the stockholder's stack is acquired in
u share exchange; (1) the corporation trunsfers all or substantially all of its ussets in & manner thit requires
corporute action under Section 3108 of the MGCL (relating 1o mergers, consolidations, transfers of assets
and share exchanges): (iv) unless permitted 10 do so by its charter (which the APS Charter does), the
corporation amends its churter 8o as 1o alter the contruct rights, us expressly set forth in the charter, of
outstanding stock and substantially adversely affects the stockholder's rights or (v) the transaction involves u
business combination between the corporation and an Interested Stockholder (defined gencrally in the MGCL
as uny person that is the beneficial owner, directly or indirectly, of 1en percent or more of the voting power of
the outstanding voting siock of the corporation). Unless the transaction involves a business combination
between the corporation and an imeresied stockholder, the right 10 receive fair value does not exist (A) if the
stockholder's stock is listed on a national securities exchange or is designated as & national market system
secunty on an interdealer quotation system by the Nutionul Association of Securities Dealers, Inc., or (B) if
the stock io that of & successor in @ merger, unless, among other things, (%) the merger alters the contract
rights of the stock as expressly sct forth in the corpuration’s charter, without such charter reserving the right 1o
do so, or (y) the stock is 10 be changed or converted inio something other than either the stogk in the
successor or cush, serip, or other rights or interests ansing out of provisions for the treutment of fractiony
shares of stock in the successor.

DOE

Secuon 1571 of the PBCL provides that stockholders of a corporution have appraisal rights with respect
o specified corporate uctions, including: (1) @ plun of merger, consolidation, division, shure exchange or
conversion. (1) certain amendments 10 its articles of incorporation in which dispatate treatment is accorded to
the holders of shares of the same cluss or series; und (iii) a sale or transfer of al) or substantially all of such
corporation’s assets. However, in no ¢vent are appraisal rights afforded 1o the holders of shaies thit are either
listed on a national securities exchange or held of record by more than 2.000 stackholders unless (A) shares
converted by a nlan are not converted solely into shares of the acquiring, surviving, new or other corporation
and cash in lieu of 1ractional shares: (B) the shares are a preferred or special class of stock, unless the articles
of incorporation. of such corporation, the plan, or the 1erms of the transuction entitle all holders of the shares of
such class o vote therean and require fur the adoption thereof the affirmative vote of 4 majority of the votes

LT]













Indemnification of Officers and Direct:
ars

Section 2-418 of the MGCL requires u corporation (unless its charter provides otherwise, which the APS
Charier does not) 10 indemnify u director or officer who has been successful, on the merits of otherwise, in the
defense of any proceeding to which he is made a party by a reason of his service in that capacity. Section 2-41%
permits a corparation 1o indemnify ity present and former direcions and officers, among others, against
Judgments, penalties, fines, settlements and reasonable expenses (including attorney's fees) actually incurred
by them in connection with any proceeding to which they may be made o purty by reason of their service in
those or other capacities unless it is extablished that (a) the aet or omission of the director of officer was
material 10 the matter giving rise 10 the proceeding und (1) was commitied in bd fuith or (1) was the result of
active and deliberate dishonesty, (b) the director or officer actuully received an improper person: ' benefit in
money, Property of services or (¢) in the cuse of any enminal proceeding, the director of ollicer hud reasonable
cause 10 believe that the aet or omission was unlawful. However, under the MGCL, @ Marylund corporation
may not indemnify for an adverse judgment in o suit by o: in the right of the corporation of in which the
director was found 1o have received an improper personal benefit, unless a court so orders und then only for
expenses. In addition, the MGCL permits u corporation 1o udvance reasonable expenses to o director o officer
upab the corporation’s receipt of (a) a written aflirmation by the director or ofticer of his good fuith belief thai
he hus met the standard of conduct necessary for indemnification by the corporution as authorized by (he
MGCL and (b) o written statement by of on his behall 10 repay the amount paid or reimbursed by the
corparution if it shall ultimately be determined that the standurd of conduct was not met,

The APS Bylaws provide that APS will indemnify any person who was of is & party of is threatened with
being mude a party 1o any action, suit, or proceeding, including appeuls (other than an wction, suit or
proceeding by or in the right of APS), by reascn of being a director, officer or emplovee of APS or serving ut
the request of APS in a similar capacity for another entity, against expenses (including attormeys’ fees),
Judgments, decrees, fines, penalties and amounts paid in settement actuully and reasonably incurred by the
person in connection with such proceeding if the person acted in good fuith and in @ manner he reasonably
believed 1o be in or not opposed 1o the best interests of the corporation, and, with respect 1o any erisnina
uction or proceeding, had no reasonable cuuse to believe that the conduct was unlawlul. The APS Bylaws
further provide thit APS will indemnify any person who, by reason of being a director, officer or employee of
APS or serving at the request of APS in a similar capacity for another corporation, is or wis & party of is
threatened with being made o purty 1o any action, suit or proceeding, including appesls, by or in the right of
APS 10 precure a judgment in its favor, ugainst all expenses actually and reasonably incurred (including
attorneys’ fees) in connection with the defense or settlement of such uction, suit or proceeding. APS will also
indemnify such person for any amounts paid in settlement of such action, suil or proceeding. up 1o the amount
thut would have reasonably been expended in such person's defense, if such action had been prosecuted 1o
conclusion. However, indemnification in the case of an action brought by or in the right of APS will be mude
only if the person acted in good faith and ‘n a manner he reasonably believed to be in or not opposed 1o the
best interests of APS and no such indemnified party shall have been finally adjudged 10 be lable for
negligence or misconduct in the performance of his duty to APS, except that a court may order indemnifica-
tion despite an adjudication of liability if it deems such indemnification proper in view of all the
citvumstances. Other provisions of the APS Charter provide for indemnification as permitted by the MGCL.

Consistent with Section 2-405.2 of the MGCL und Section $-349 of Courts and Judicia) Proceedings
Article, the APS Charter provides that directors and officers are not liable 10 APS or its stockholders for
monetary damages for breach of their fiduciary duties, provided that director and officer liability is not
eliminated (1) 10 the extent that it is proved that the person actually received an improper benefit or prolit in
muoney, property or services, 10 the extent of the improper money, property or services actually received, or
(1) 10 the extent that a judgment or final adjudication adverse 1o the person is entered in a proceeding based
on u fhinding in the proceeding that the person's action, or failure 1o act, was the result of agtive and deliberate
dishonesty und was material 10 the cause of action adjudicated in the proceeding
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ol 4 DOL Interesied Stockholder, requites the approval of 80% of DQE Voting Stack. voting topether as o
single cluss, und the approval of a mugoniny of the shares of DQE Vouing Stock, other than those benaficially
owned by DQL Interested Stockholders, voting as o class. Mowever, if (1) the transaction is approved by
majority of Disinterested Directors, of (1) the per-share consideration received by halders of common stock
satisfies the fair price eriteria specified in the DQE Articles, the approval described above is not required, and
such transaction will require only such affirmative vote, if any, as may be required by law, by any other
provision of the DQE Articles or by any agreement with any national securities exchange.

Contlict-of<dnterest T ransuctions
APS

Under Section 2419 of the MGCL, o contragt or transaction between (1) u votporation and any of its
directors, of (1) @ corporation and any other entity in which any of iy directors has 4 material finangial
interest, s not void or voidable colely because of o common directorship or interest. (he presence of the
direciorn at the meeting of the board o o committee of the board that suthorizes the contract of transuction or
the counting of the vuie of the director lor the authorization, if (x) the fuct of the common directorship ot
interest ix hnown of disclosed and either (A) a majority of the disinterested directors on the bourd or
commitiee upprove the contract or tramsuction, or (B) the majority of the shares entitled 1o vote, other than
those owned of record or benehiciully owned by the interested director, upprove the contract of transaction, of
(v ) the contract or trunsaction is (uir and reasonable 10 the corporation.

The APS Charter provides that, in the absence of fraud, the fuct that a director has an interest in a
trunsaction or contrunet with APS or an interest in any entity that engages in & transaction of enters into o
contract with APS, will not affect or invahdate the contract if authorized, ratilied ot approved by the APS
Board or the stockholders of APS. The APS Charter further provides that o director will not be liable 1o
account o APS for any prohit mude on any such contraet of trunsuction if the contract of transaction has
received the authonization, approval of ratification of the APS Bouard or the stockholders of APS

hoE

Under Section 172K of the PBCL, unless the bylaws of the corporai.an provide otherwise, transactions
berween a corporation and one or more of s directors or officers of between o corporation and any other entity
in which one or more directors or oflicers hus a financial interest are not void or voiduble, solely due 1o the
existence of such relationship, the presence ut or purticipation in the meeting of the board of directors that
authorizes thit transact sn o the counting of such persons’ vetes, if: (1) the material facts are disclosed as 10
the relationship or interest or are known 10 the board of directors und # majority of the disinterested directors
approves the trensaction; (1) the matertal fucts are disclosed as 10 the relationship or interest and the
transuction is specifically approved in good faith by a vote oi the stockholders; or (i) the contract is fair 10 the
corporation gt the time authorized

THE APS CHARTER AMENDMENT

The APS Board has determined that the Charter Amendment is advisable for APS whether or not the
Murger s effectuamed. The APS Board believes that the name “Allegheny Encrgy. Inc.” more accurately
deseribes the fogus of the combined company and the path that APS will take whether or not the Merger is
consummated The APS Bourd believes thut Allegheny Energy, Inc. is u more accurate description of «
cempany that intends 1o provide its gustomers with @ wide array of energy products and services. Stockholders
of APS should not be affected in any way by this chunge of name. Assuming the Charter Amendment is
upproved at the APS Special Meeung, stockholders of APS will not be raquired 10 tuke any further setion 1o
effect thie Charter Amendment, stock certificates representing shares of APS Common Stock will not need 10
be exchunged for new stoch certihicates The APS Board unanimoushy recommends that the holders of APS
Common Stock vote FOR the Charter Amendment,
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IPirecton' Fees and Mlans

Direcrors of DOFE who are not employees are vompensated for their DQE Board service by a combination
of DOL Common Stock und cash. They receive an annual retainer of $15.000 in cush for serviee 10 DQE und
ity alliliates, payable in twelve monthly installments, and 250 shares of DQLE Common Stock, payable in April
of each year Each director ulso receives a fee of §$1.000 for each DQE Bourd and commitiee meeting
atiended. For service as Lead Directors in 1996, Messrs. Bozzone and knoell each received 263 shares of
DQE Common Stock and $5,021 in cash. Dr. Berg received a fee of $1.000 per meeting for three meetings he
attended as a director of Chester Engineers, Ing. which i the time was an afliliste of DQE. Directors who are
employees of DQE or uny of its uffiliates do not receive fees for their services as directon,

In February of 1996, the DQE Board authorized a study of outside director pension programs. After a full
review, the Duguesne Light Board voted to terminate the Duguesne Light Outside Directors’ Retirement Plan
(the “Directon’ Retirement Plan™) for individuals who become non-employee ditectors after August 27, 1996
and 1o freeze the plan for current non<employee directors of DQE as of December 1, 1996, Directors of DQL
and Duquesne Light who retired prior to August 27, 1996 will continue 10 receive their monthly benefits under
the Directors’ Retiremen Plan which are equal to the month'y retuiner in effeet at the tume of retirement from
the DQE Board for o period equal 1o the 1otul months of serviee on the DQL Board and the board of direciors
of Duguesne Light but no longer than 120 months As n result of the termination of the Directors' Retitement
Plan. new non<employee directors will not be entitled 1o benefits under thut plan, and curtent non-employee
directors of DQE and Duguesne Light will accrue no additional retitement benefits for services ufier
December 1, 1996, In full satisfaction of their accrued benelits under the Dirvetors' Retitement Plan, current
direcrons of DQL received, as of December 31, 1996, shure: of DQE Common Stock and cash equal in value
1o the actuarial value of such accrued benefits. Such actuarial value was determined assuming a 5% per annum
increase in the unnual retwiner, future unnual increases in the value of DQE Common Stock of 6.5%,
dividend yield of 4 8%, and an after-tax discount rate of &.8% per annum. In the case of current directors with
bess than 1en years” service, all or 4 portion of the shures received ure subject 10 u vesting schedule. The vesting
schedule 1x the sume as the vesting schedule 1o which benefits under the Directors’ Retirement Plan were
subject, e, 50% vesuing after five years of service plus an additional 10% vesting in yeuars six through ten.

In order 1o increase directors’ stock-based compensation and thus strengthen the link between directors’
compensation und stockholder interests, the DQE Board adopted a new stock plan under which new non-
emplovee directors of DQE will euch receive up 1o 4,150 shares of restricted DQE Common Stock that will
vest i the rate of 50% after five years ol service as a director plus an additional 10% per year in years six
through ten. Unvested shures are forfeited if the recipient ceases 10 be u director

Each director of Lruguesne Light under the age of 72 who i not an employee may clect under a directors’
deferred compensation plan to defer receipt of a percentuge of his or her director's remuneration until afier
termination of servige as a director. Delerred compensation may be received in one to ten annual installments
commencing. with certain exceptions, on the 15th day of Junuary of the vear designated by the director
Interest aecrues quarterly on all deferred compensuation at a rate equal to o specified bunk’s prime lending rate
Dr. Berg and Mr. Mehrabian elected 10 paruicipate in the plan for 1996,

As part of its overall program 1o promote charitable giving, DQE and Duguesne Light have a Charitable
Giving Program for all directors funded by life insurance policies on the directors owned by Duquesne Light
Directors of DQE are paired. and upon the death of the second of the two directors, DQE will donate up 10
five hundred thousund dollars each 10 one or morg qualifying charable organizations recommended by each
of the two disectors and reviewed and approved by the Employment and Community Relations Committee of
the DQE Bourd A director of DQE must huve service of 60 months or more on tie DQE Board in order 1o
qualify for the full donution amount, with service of less than 60 months qualifying for an incremental
donation. The program does not resull in any matenal cost to DQE.
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DOLE provides Business Travel Insutance 10 ity non-emplesee directons as part of its Business Travel
Insurance Plan for Management Emplovees. In the event of accidenta! death or dismemberment, benehits of
up 1o $400,000 per individual are provided. The program does not result in any material cost 10 DQE

The DQE Board and 1ts Committees

There were twelve regulur meetings and four special mectings of the DQE Board during 199¢
Atiendance by the directors at DQE Board meetings and commitiee meetings in 1996 averaged 98 9% No
director failed 1o attend at least 75% of the DQE Board mectings and commitiee meetings of the DQE Board.

The DQE Board has standing commitiees which meet periodicully including the Audit, Compensation,
and Non ating Committees of the DQE Board which ure described helow and o Finance Commitiee.

Actions taken by any committee of the DQE Board are reported 1o the full DQE Board

Audit Commitiee

The Audit Committee of the DQE Board is composed of four directors who are not employees of DQE.
Members are Drs. Berg and Mehrabian and Messrs. Bozzone and Springer. The principal responsibilities of
the Audit Committee of the DQF Board include recommending the independent public accountants and
reviewing the DQE financiul stutements and the reluted report of the independent public accountants; the
results of the annual audit performed by the accountunts; the DQE system of internal accounting control. and
the adequucy of the internal audit function. The Audit Committee of the DQE Board met four times dunng
1996

Compensation Commiittee

The Compensation Commitiee of the DQE Bourd, composed of three non-empiovee directors, makes
recommendations 10 the DQE Board regarding compensation and benefits provided 10 executive oflicers and
members of the DQE Board and the establishment or amendment of various employee benefit plans, The
members of the Compensation Committee in 1996 were Dr. Boyee and Messrs. Bozzone and Falk. The
Compensation Committee of the DQE Board met three times during 1996,

Nominating Commitiee

The Nominating Committee of the DQE Board reconimends to the DQE Board DQE candidates for
clection and reclection 10, of 10 fill vacancies on, the DQE Board. The Nominuting Committee of the DQE
Board considers nominees recommended to it in wrting by stockholders and sent to the Corporate Secretary
of DQE. Members of the Nominating Committee of the I’)E Board are Messrs. Fulk, Knoell, and Springer.
The Nominating Committee of the DQE Board met once during 1996,
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(5) Represents the difference between the exercise price of the options or SARs and the fair market value of
DQE Common Stock on the NYSE on the date of exercise.

(6) The numbers st forth include options/SARs previously granted (including those granted in 1996) but
not yet earned. The number 10 be earned will be based on individual performance and could range from
eers 1o the following numbers for the named officers, respectively: 49,986 ($181,998); 49,986
($181,995); 33,379 (3102,686); 26,391 ($68,499); 21,919 ($67.999); and 0 ($0). These options may be
earned by the officer over future periods from one to three years as established with each option grant.

{7) Reprusents the difference between the exercise price of the options or SARs and the fair market value of
DQE Commaon Stock on the NYSE on December 31, 1996

(8) Deceased April 1997,

Retirement Plan

DQE and its Subsidiaries maintain tax-qualified and non-qualified defined benefit pension plans and
arrangements that cover the named executive officers, umong others. The following tabie illustrates the
estimated annual straightlife annuity benefits payable at the normal retirement age of 65 to manugement
employees in the specified earnings classifications and years of service shown:

PENSION PLAN TABLE

Highest
Consecuting
ihvesY eur

Average
Compensation § 10 15 20 28 0 s

$125,000 $10000  § 20000 $ 31000 $41000 $ 51,000 0§ 59000 $ 65000
$150,000 $12000  §$ 25000 §$ 37000 § 50000 $ 62000 $ 72000 § 79,000
$175,000 $15000 § 29000 § 44000 § 59000 $ 74000 § 85000 § 93,000
$200,000 $17.000  $ 34000 $ 51000 $ 65000 $ 85000 $ 98,000  $108,000
$300,000 $26000  § 52,000 § 78000 104000  $130,000  $149000  $165.000
$400.000 §35000  § 70,000  §105000  $140000  $175000  $201,000  $221,000
$500.000 $44000 5 BR000  S132000  $176.000  $220,000  $252,000  $277,000
$600,000 $53.000  $106,000  $159000  $212.000  $265.000  $I04.000  $334,000
$700,000 $62.000  $124000  SIX6,000  $248000  $310000  $356,000  $391,000
$800.000 S7TL,000  $142000  $213,000  $284,000 $155000  $407.000  $447,000
$900,000 $80.000  $160,000  $240,000  $320,000  $400,000  $459.000  $504,000
$950,000 $85000  §169.000  $253.000  $338000  $422.000  $485000  $332,000

Compensation utilized for pension formula purposes includes salary and bonus reported in columps (¢)
and (d) of the Summary Compensation Table and stock option compensation prior to March !, 1994. An
emplovee who has at least five years of service has a vested interest in the retirement plan. Benefits are
received by an employee upon retirement, which may be as early as age 55, Benefits are reduced by reason of
retirement if commenced prior to age 60 or upon election of certain options under which benefits are payable
o survivors upon the death of the emplovee. Pension amoun:s set forth in the above table reflect the
integration with social security of the tax-qualified retirement plans. Retiremen: benefits are also subject to
offset by other retirement plans under certain conditions

The credited vears of service for Messrs. Marshall and Schwass, and Ms. Green (recently deceased),
are 19, 22 and 17, respectively. The current five-year covered compensation and current vears of credited
service of Messrs. Rogue, Mitchell, and von Schack, respectively, ure $199.231 and 4; $138.241 and 16; and
$833,396 and 32.
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The DOQE Board unanimously recommends that stockholders

approve the appcintment of Deloitte & Touche as independent accountants
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Management's Statement in Opposition

[he DO} Board ol rect mmends that stackholders vote AL \l\\l the adoption ol the stog kholder’

proposal




and other affected constituencies. Even in light of the Merper Agreement. the staggered board remuins
pecessary. The consummation of the Merger is not guaranteed, and the initiation of a hostile bid could deprive
stockholders of the value of the Merger by creating undue confusion if the DQE Board is replaced.

A staggered board also protects stockholder value since it provides director continuity and stability by
ensuring that at least same experienced directors are on the DQE Board and preventing the sharp changes in
policies, strategies, and operations which could occur in a hostile takeover.

See the chart under "~ Performance Graph" for a companison of DOQE's five-vear cumulative total
return. DQE has continued 10 outperform the industry as represemed by the S&P Electrics Index and has
achieved a very respectable performance as measured against the outstanding performance of the S&P 500
Index.

Because of their value, staggered boards are still in common use in utilities and other companies in
Vennsylvania und other states.

A staggered board has worked well for DQE over the years. 1t was first approved by Duquesne Light
stockholders in 1987, ten years ago. It was originally passed by DQE stockhalders in 1989 and was reaffirmed
in 1992 and 1993 when this same stockholder proposal was defeated on two separate occasions.

The DQE Board has considersd the merits of the stockholder proposal and, on balance, belicves
stockholders are better served by keeping a staggered board.

The DQE Board asks for your support to keep this protection for your stock value in place.

Other Matters

Any person who is a holder or beneficial holder of DQE Common Stock on the Record Date will receive,
frec upon request, a copy of DQE's Annual Report on Form 10-K for the year ended December 31, 1996 (the
“DQE 10-K") as filed with the SEC. Requests must be made in writing to the Corporate Secretary of DQE,
Box 68, Pittsburgh, PA 15230-0068.

Note that the Audited Financial Statements and the Notes 1o the Audited Financial Statements from the
DQE 10-K are embodied in DQE's 1996 Annual Report to Sharcholders, which was previously mailed to all
holders of DGE Common Stock.

EXPERTS

The consolidated financial statements of APS at December 31, 1996 and 1995 and for each of the three
years in the period ended December 31, 1996, incorporated by reference in this Joint Proxy State-
ment/Prospectus and the financial statement schedules incorporated by reference in the Registration
Statement have been so incorporated in reliunce on the report of Price Waterhouse LLP, independent public
accountunts, given on the suthority of swid firm as experts in auditing and accounting.

The consoliduted financial statements and schedules of DQE as of December 31, 1996 and 1995 and for
the yeers ended December 31, 1996, 1995 and 1994, incorporated by reference in this Joint Proxy
Staiement/Prospectus have been audited by Deloitie & Touche LLP, independent auditors. Such financial
statements are incorporated herein by reference in reliance upon such reports given upon their authority as
experts in uccounting und auditing

VALIDITY OF SHARES

The validity of the APS Common Stock to be issued pursuant to the Merger will be passed upon for APS
by Sullivan & Cromwell
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AGREEMENT AND PLAN OF MERGER

AGREEMENT AND PLAN OF MERGER (hercinafier called this “Agreement ), dated us of April §,
1997, among DQE, Inc., « Pennsylvania corporation (the “Campany ), Allegheny Power System, Inc., 4
Maryland corporution ( “Parent”), and AYP Sub, Inc., & Pennsylvania corporation to be organized as a wholly
owned subsidiary of Parent (“Merger Sub,” the Company and Merger Sub sometimes being hereinafter
collectively referred to as the “Constituent Corporations )

RECITALS
WHEREAS, Parent and the Company have determined 1o engage in a strategic business combination;

WHEREAS, in furtherance thereof, the respective boards of directors of each of Parent and the
Company have approved this Agreement, which contemplates the merger of Merger Sub with and into the
Company (the “Merger”) whereby the Company will become a wholly owned subsidiary of Parent, and have
approved the Merger upon the terms and subject 10 the conditions set forth in this Agreement,

WHEREAS, it is intended that, for federal income tax purposes, the Merger shall qualify us @
reorganization under the provisions of Section 368 (a) of the Internal Revenue Code of 1986, as amended. and
the rules and regulations promulgated thercunder (the “Code ™),

WHEREAS, for financial accounting purposes, it is intended that the Merger shall be accounted for as a
“pooling-of-interests,”

WHEREAS, contemporaneously with the execution and delivery of this Agreement, as a condition and
inducement to Parent's willingness to enter into this Agreement, the Cmpany is entering into a stock option
agreement with Parent (the “Stock Option Agreement”), pursuant to which the Company has granted to
Parent an option 1o purchase Shares (as defin~d in Section 4.1 (a) ) under the terms and conditions set forth in
the Stock Option Agreement; and

WHEREAS, the Company and Parent desire to make certain representations, warranties, covenants and
agreements in connection with this Agreement.

NOW. THEREFORE, in consideration of the premises, and of the representations, warranties, covenants
and agreements contained herein, the parties hereto agree as follows:

ARTICLE ]
The Merger; Closing; Effective Time

1.l. Merger Sub. The Merger. (a) As promptly as practicable following the execution of this
Agreement and receipt of any required regulatory approvals, Parent shall cause Merger Sub 10 be incarporated
under the laws of the Commonwealth of Pennsylvania. The Articies of Incorporation and Bylaws of Merger
Sub shall be in a customary form. The authorized capital stock of Merger Sub shall consist of 1.000 shares of
common stock. $0.01 par value per share, all of which shall be issued to Parent at a price of $1.00 per share
following the receipt of any required regulatory approvals. As promptly as practicable foliowing the issuance of
such shares, Parent shall cause Merger Sub to authorize, execute and deliver this Agreement and 1o assume its
obligations as a party hereto.

(b) Upon the terms and subject to the conditions set forth in this Agreement, at the Effective Time (as
defined in Section 1.3), Merger Sub shall be merged with and into the Company and the separate corporate
existence of Merger Sub shall thereupon cease. The Company shall be the surviving corporation in the Merger
(sometimes hereinafter referred to as the "Surviving Corporation”), and the separate corporate exisience of
the Company with all its rights, privileges, immunities, powers and franchises shall continue unaffected by the
Merger, except as set forth in Article [11. The Merger shall have the effects specified in the Pennsylvania
Business Corporation Law, as amended (“PBCL").
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be converted o, and become exchangeable for 112 (the “Conversion Ratio”) shares of Common
Stock, par value $1.25 per share, of Parent (“Pareni Common Stoch "), except as such merger
consideration may be adjusted pursuant to Section 4.4 (as so adjusted, the “Merger Consideration™). At
the Effective Time, all Shares shall no longer be outstanding and shall be cancelled and retired and shall
cease 10 exist, and each certificate (a “Certificate ™) formerly representing any of such Shares (other than
Excluded Shares) shall thercafter represent only the right to receive the Merger Consideration and the
right, if any, 10 receive pursuant to Section 4.2(¢) cash in lieu of fractional shares into which such Shares
have been converted pursuant 10 this Section 4.1(a) and any distribution or dividend pursuant to
Section 4.2(¢).

(b) Cancellation of Shares. Fach Excluded £here shall, by virtue of the Merger and without any
action on the part of the holder thereof, cease to be outstanding, shall be cancelied and retired without
payment of any consideration therefor and shall cease to exist.

(¢) Merger Sub. At the Effective Time, each share of Common Stock, par value $0.01 per share,
of Merger Sub issued and outstanding immediately prior to the Effective Time shall be converted into
one share of common stock of the Surviving Corporation.

4.2, Exchange of Certificates for Shares.

(a) Exchange Agent.  As of the Effective Time, Parent shall deposit, or shall cause to be deposited,
with an exchange agent selected by Parent with the consent of the Company (the “Exchange Agent”),
which consent shall not be unreasonably withheld, for the benefit of the holders of Shares, certificates
representing the shares of Parent Common Stock and, after the Effective Time, if applicable, any cash.
dividends or other distributions with respect to the Parent Common Stock 10 be issued or pad pursuant to
the last sentence of Section 4.1(a) in exchange for outstanding Shares upon due surrender of the
Certificates (or affidavits of loss in licu thereof) pursuant to the provisions of this Article 1V (such
certificates for shares of Parent Common Stock, together with the amount of any dividends or other
distributions payable with respect thereto, being hereinafter referred 1o as the “Exchange F und").

(b) Exchange Procedures. Promptly after the Effective Time, the Surviving Corporation shall
cause the Exchange Agent to mail 10 each holder of record of Shavvs (other than holders of Excluded
Shares) (i) a letter of transmittal specifving that delivery shall be effected, and risk of loss and title 10 the
Certificates shall pass, only upon delivery of the Certificates (or affidavits of loss in lieu thereof) 10 the
Exchange Agent, such letter of transmittal to be in such form and have such other provisions as Parent
and the Company may reasonably agree, and (ii) instructions for use in effecting the surrender of the
Certificates in exchange for (A) certificates representing shares of Parent Common Stock and (B) any
unpaid dividends and other distributions and cash in hieu of fractional shares. Subject 10 Section 4.2(h).
upon surrender of a Certificate for cancellation 1o the Exchange Agent together with such letter of
transmittal, duly executed. the holder of such Certificate shall be entitled 15 receive in exchange therefor
(%) & certificate representing that number of whole shares of Parent Common Stack that such helder is
entitled 1o receive pursuant . this Anticle IV, (y) a check in the amount (after giving effect to any
required tax withholdings) of (A) any cash in lieu of fractional shares plus (B) any unpaid non-stock
dividends and any other dividends or other distributions that such holder has thie right to receive pursuant
to the provisions of this Article 1V, and the Certificate so surrendered shall forthwith be cancelled. No
interest will be paid ur accrued on any amount payable upon due surrender of the Certificates. In the
event of & transfer of ownership of Shares that is not registered in the transfer records of the Company. a
certificate representing the proper number of shares of Parent Common Stock, together with a check for
any cash to be paid upon due surrender of the Certificate and any other dividends or distributions in
respect thereof, may be issued and/or paid to such a transferee if the Certificate formerly represeniing
such Shares is presented 1o the Exchange Agent, accompanied by all documents required to evidence and
effect such transfer and 1o evidence that any applicable stock transfer taxes have been paid. If any
centificate for shares of Parent Common Stock is to be issued in a name other than that in which the
Certificate surrendered in exchange therefor is registered. it shall be a condition of such exchange that the
Person (as defined below) requesting such exchange shall pay any transfer or other taxes required by
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reason of the issuance of certificates of shares of Parent Common Stock in a name other than that of the
registered holder of the Centificate surrendered, or shall establish to the satisfuction of Parent or the
Exchange Agent that such tax has been paid or is not applicable.

For the purposes of this Agreement, the term “Person” shall mean any individual, corporation
(including not-for-profit), general or limited partnership, imited liability company, joint venture, estate,
trust, association, organization, Governmental Entity (as defined . section 5.1(d)) or other entity of any
Kind or nature,

(¢) Distributions with Respect to Unexchanged Shares, Voting. (i) Al shares of Parent Common
Stoc' .0 be issued pursuant tu the Merger shall be deemed issued and outstanding as of the Effective
Time and whenever a dividend or other distribution is declared by Parent in respect of the Parent
Common Stock, the record date for which is at or after the Effective Time, that declaration shall include
dividends or other distributions in respect of all shares issuable pursuant 1o this Agreement. No dividends
or other distributions in respect of the Parent Common Stock shall be paid to any holder of any
unsurrendered Certificate until such Certificate is surrendered for e~change in accordance with this
Article 1V, Subject 10 the effect of applicable laws, following surrender of any such Certificate, the = shall
be issued and/or paid to the holder of the certificates representing whole shares of Parent Common Stock
issued in exchange therefor, without interest, (A) at the time of such surrender, the dividends or other
distributions with a record date afier the Effective Time theretofore payable with respect 1o such whole
shares of Parent Common Stock and not paid and (B) at the appropniate payment date, the dividends or
other distributions payable with respect 10 such whole shares of Parent Common Stock with a record date
after the Effective Time but with a puyment date subsequent to surrender.

(i) Holders of unsurrendered Certificates shall be entitled to vote after the Effective Time at any
meeting of Parent stockholders the number of whole shares of Pavent Common Stock represented by
such Certificates, regardless of whether such holders have exchanged their Certificates.

(d) Transfers. After the Effective lime, there shall be no transfers on the stock transfer books of
the Company of the Shares that were outstanding immediately prior to the Effective Time.

(e) Fracrional Shares. Notwithstanding any other provision of this Agreement, no fractional
shares of Parent Common Stock will be issued and any holder of Shares entitled 10 receive a
fractional share of Parent Common Stock but for this Section 4.2(e) shall be entitled to receive a
cash payment in lieu thereof, which payment shall represent s.ch holder's proportionate interest in a
share of Parent Common Stock based on the closing price of 2 share of the Parent Common Stock,
as reporied in The Wall Street Journal, New York City edition, on the trading day immediately prior
1o the Effective Time.

() Termination of Exchange Fund. Any portion of the Exchange Fund (including the proceeds of
any investments thereof and any Parent Common Stock ) that remains unclaimed by the stockholders of
the Company for 180 days afier the Effective Time shall be paid to Parent. Any stockholders of the
Company who have not theretofore complied with this Article 1V shall thereafter look only 1o Parent for
paymen: of their shares of Parent Common Stock and any cash, dividends and other distributions in
cespect of the Parent Common Stock payable and/or issuable pursuant to Section 4.1 and Section 4.2(¢)
upon due surrender of their Certificates (or atfidavits of loss in lieu thereof), in each case, without any
interest thereon. Notwithstanding the foregoing, none of Parent, the Surviving Corporation, the Exchange
Agent or any other Person shall be liable to any former holder of Shares for any amount properly
delivered 1o a public official pursuant to applicabie abandoned property, escheat or similar laws.

(g) Lost. Stolen or Destroved Certificates.  In the event any Certificate shall have been lost, stolen
or destroved. upon the making of an affidavit of that fact by the Person claiming such Certificate to be
lost, stolen or destroyed and, if required by Parent. the posting by such Person of a bond in customary
amount as indemnity against any claim that may be made against it with respect to such Certificate, the
Exchange Agent will issue in exchange for such lost, stolen or destroved Centificate the shares of Parent
Common Stock and any cash pavable and any unpaid dividends or other distributions in respect of Parent
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Common Stock pursuant 1o Section 4.2(¢) upon due surrender of und deliverable pursuant to this
Apreement in respect of the Shares 10 which such Certificate relutes.

(h) Affiliates. Notwithstanding anything herein to the contrary, Certificates surrendered for
exchange by uny “afliliate” (as determined pursuant to Scction 6.8) of the Company shall not be
exchanged until Parem has received a written agreement from such Person as provided in Section 6.8
hereof.

4.3, Dissenters’ Rights. In accordance with Section 1571 of the PBCL, no appraisal nghts shall be
available 10 holders of Shares in connection with the Merger.

4.4. Adjustments to Prevent Dilution.  In the event that Parent changes the number of Shares or shares
of Parent Common Stock or securities convertible or exchangeable into or exercisable for Shares or shares of
Parent Common Stock issued and outstanding prior to the Effective Time as a result of a reclassification, stock
split (including a reverse split), stock dividend or distribution, recapitalization, merger, subdivision, issuer
tender or exchanpe offer, or other similar transaction, the Merger Consideration shall be equitably adjusted.

ARTICLE v
Representations and Warranties

5.1, Representations and Warranties of the Company and Parent. Except as set forth in the
corresponding sections or subsections uf the disclosure letter, dated the date hereof. delivered by the Company
10 Parent or by Parent to the Company (each a "Disclosure Letter ™, and the “Company Disclosure Letier” and
the “Parent Disclosure Letter”, respectively), as the case may be, the Company (except for subpara-
graphs (b) (1), (b) (iit), () (i), () (i), (q) (1), (r)(iii) and (u) (i) below and references in subparagraphs
(#) and (h)(i) below to documents made available by Parent to the Company) hereby represents and
warrants 1o Parent, and Parent (except for subparugraphs (b) (1), (¢) (i), Q) (g) (1), (r)(i1), (s), (1) and
(u) (i) below and references in subparagraphs (a) and (h)(i) below to documents made available by the
Company to Parent and the reference in subparagraph (h) (1) below 1o items 10 be included in the Company
Disclosure Letter), hereby represents and warrants to the Company, that:

(a) Organization. Good Standing and Qualification. Each of it and its Subsidiaries is a corpora-
tion duly organized, validly exising and in good standing under the laws of its respective jurisdiction of
organization and has all requisite corporate or similar power and authority to own and operate its
properties and assets and 1o carry on its business as presently conducted and is qualified to do business
and is in good standing as a foreign corporation in each jurisdiction where the ownership o7 operation of
its properties or conduct of its business requires such qualification, except where the failure 10 be so
qualified or in good standing. when taken together with all other such failures, is not reasonably likely 10
have a Material Adverse Effect (as defined below) on it. It has made available to Parent. in the case of
the Company, and to the Company, in the case of Parent, a complete and correct copy of its and its
Subsidiaries' certificates or articles of incorporation, as the case may be, and by-laws, each as amended 10
date. Such centificates or articles of incorporation, as the case may be, and by-laws as so made avalable
are in full force and effect. Section 8.1(a) of the Disclosure Letters contains a correct and complete list of
each jurisdiction where the Company, in the case of the Company Disclosure Letter, and Parent, in the
case of the Parent Disclosure Letter, and in each case, each of its Subsidiaries is organized and qualified
to do business

As used in this Agreement, the term (i) “Subsidiary " means, with respect 10 the Company, Parent
or Merger Sub, as the case may be, any entity whether incorporated or unincorporated. in which the
Company, Parent or Merger Sub, as the case may be, owns, directly or indirectly, at least 4 ma,ority of
the outstanding voting sccurities or other equity interests having the power to elect a majority of the
directors, or otherwise direct the management and policies, of such entity and (ii) “"Material Adverse
Efiect” means, with respect to any Person, @ material adverse effect on the financial condition, properties,
operations, business or results of operations of such Person und its Subsidiaries taken as 4 whale;
provided. however, that any such effect resulting from any change in law, rule, or regulation promulgated
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by (i) the United States Congress. (1) the Securities and Exchange Commission (the “SEC") with
respect to the Public Unlity Holding Company Act of 1933, wi amended (the “PUHCA )., (in) the
Pennsylvunia State Legislature or the Pennsylvania Public Utilities Commission or (iv) the Federul
Energy Regulatory Commission (the “FERC™), or any interpretation of any such law, rule or regulution,
or the application of the Pennsylvania Restructuring Legislation (as defined in Section 6.18), which
affects both the Company and its Subsidiaries, taken as a whole, and Puarent and its Subsidiaries, taken as
a whole, shall only be ¢ onsidered when determining if @ Material Adverse Effect has occurred to the
extent that such effect on one such party exceeds such effect on the other party.

(b) Capital Structure. (1) The authorized capital stock of the Company consists of
187,500,000 Shares, of which 79,318,011 Shares were outstanding as of the close of business on April 3,
1997, and 4,000,000 shares of Preferred Stock, without par value, of which no shares were outstanding as
of the close of business on April 3, 1997 (the “Preferred Shares™). All of the outstanding Shares have
been duly authorized und validly issued and are fully paid and nonassessable. The Coampany has no
Shares or Preferred Shares reserved for issuance, except that, as of April 3, 1997, there were 1,584,285
Shares reserved for issuance pursuant to the Compuny's Long-Term Incentive Savings Plan, the
Dividend Reinvestment and Stock Purchase Plan, the 1996 Stock Plan lor Non-Employee Directors and
the Performance Incentive Program for the Company and its Subsidiaries (the “Stock Plans”). The
Company Disclosure Letter contains a correct and complete list of cach outstanding option o purchase
Shares under the Stock Plans (each & “Compary Oprion ™), including the holder, date of grant, exercise
price and number of Shares subject thereto.

Each of the outstanding shares of capital stock or other securities of cach of the Company's
Subsidiaries is duly authorized. validly issued and is fully paid and nonassessable and owned by a direct or
indirect wholly owned subsidiary of the Company, free and clear of any lien, pledge. security interest,
claim or other encumbrance. Except as set forth above, there are no preemptive or other outstanding
rights, options, warranis, conversion rights, stock appreciation rights, redemption nghts. repurchase
rights, agreements, arrangements or commitments which obligate the Company or any of its Subsidiaries
to issue or sell any shares of capital stock or other securities of the Company or any of its Subsidiaries or
any securities or obligations convertible or exchangeable into or exercisable for, or giving any Person a
right to subscribe for or acquire from the Company or any of its Subsidiaries, any securities of the
Company or any of its Subsidiaries, and no securities or abligations ¢*“dencing such rights are authorized,
issued or outstanding. The Company does not have outstanding any bonds, debentures, notes or other
obligations the holders of which have the right 10 vote (or are convertible into or exercisable for securities
having the right 1o vote) with the stockholders of the Company on any matter (“Vouing Debt ).

(1) The authorized siock of Parent consists of 260,000.000 shares of Parent Common Siock, of
which 122,111,567 shares were outstanding as of the close of business on April 3, 1997, All of the
outstanding shares of Parent Common Stock have been duly authonzed and validly issued and are fully
paid and nonussessable. Parent has no Parent Common Stock reserved for issuance, except that, as of
April 3, 1997, there were 1,692.310 shares of Parent Common Stock reserved for issuance pursuant 1o the
Allegheny Power Employee Stock Ownership and Savings Plun and the Allegheny Power System
Performance Share Plan (the “Parent Stock Plans ”). Fuch of the outstanding shares of capital stock of
each of Purent’s Subsidiaries is duly authorized and vilialy issued and is fully paid and nonassessable and
owned by a direct or indirect wholly owned subsidiary of Parent. free and clear of any lien, pledge.
security interest, claim or other encumbrance. Except as set forth ubove, there are no preemptive or other
outstanding nights, options. warrants, conversion rights, stock appreciation rights, redemption rights,
repurchase rights, agreements, arrangements or commitments which obligate Parent or any of its
Subsidiaries to issue or to sell anv shares of capital stock or other securities of Parent or any of its
Subsidianes or any securities or obligations convertible or exchangeshle into or exercisable for, of giving
any Person a right to subscribe for or acquire from Parent or any of its Subsidiaries. any securities of
Parent or any of its Subsidiaries. und no securities or abligations evidéncing such rights are authorized.
issued or outstanding. Parent does not have outstanding any bonds, debentures. notes or other obligations
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(d) Govermmental Filings; Ne Viatations. (1) Other than the filings, notices and/or approvils (A)
pursuant 10 Section 1.3, (B) under the Hart-Scot-Rodine Ant rust Improvements Act of 1976, as
amended (the “HSR Act”), the Securities Exchange Act of 1934, us amendes (the “Exchange Ae1")
and the Securities Act of 1933, us amended (the “Securtties Acr™), (C) 1o comply with state securities of
“Blue-sky” luws, (D) of the SEC pursiant 10 the PUHCA, the FERC pursuant 10 the | ederu) Power
Act, s umended (the "Power Act”) and the NRC pursuant 10 the Atomic Energy Act, ax amended (the
“ALAY), (E) of federal or state regulutory bodies pursuunt 10 Environmental Laws (as defined in Section
51(K)), and (F) of the stute public utility commissions of similar state repulat .y badies identificd in the
respective Disclosure Letier pursuant 1o upplicable state laws regulating the elec' ic utility business, no
notices, reports or other filings ov¢ required 1o be made by it vith, nor are any consents, registrations,
approvils, perroits of authorization: required 1o be obtuined by it from, any governmental or regulatory
authority, agency, commission, bady or other governmental entity (“Goversmental Entr, "), in conne-
tion with the execution and delivery of this Agreement and the Stock Option Agreement by it und the
consummation by i of the Merger and the other transactions contemplated hereby and thereby, eacept
those thit the (ailure 10 make or abtain are not, individually or in the aggregate, © asonably likely to have
# Material Adverse Effect on it or prev st, materially delay or maierially impair the ability of it to
consummate the transactions contemplated by this Agreement and the Stock Option Agreement.

(i) The execution, delivery and performance of this Agreement and the Siock Option Agreement
by it does not. und the consummation by it of the Merger unu \he other transactions contemplated hereby
and theri Ly will not, constitute of result in (A ) « breach or vielation of, of 4 default under, its certificate
or articles of incornarition of by<laws of the comparable go.erning instruments of any of its Subsidiaries,
{B) subject to the receipt of ll required waivers and consents as deseribed in Section $.1(d1 (i) of the
lust sentence «/ this subsection, a breach or violation of, or u *efault under, the acceleration of any
obligations or the creation of a lien, pledge, security interest of olaer encumbrance on the assets of it or
any of its Subsidiaries (witt, or without notice, lapse of time or both) pursuant 1o uny agreement, lease,
contract, note, mortgage, indenture, arzangement or other obligation (“Contrecis”) binding upon it or any
of its Subsidianies or uny Law (as defined iv Suction £ (i) e governmenta! of non-governmiental permit
or license 10 which it or any of its Subsidianes is subject or (C) any change in the rghts or obligations of
any party under an* of the Contracts, except, in the cuse of clause (B) or (C) above, for any breach,
“iolation, defuult scoeleration, creation or change that, individually or in the agpregate. is not reasonably
likely to have a Material Adverse Effect on it or prevent, materially delay or materially impair 1ts ability
to consuminate the transactions contemplated by this Agreement and the Stock Option Agreement. The
Company Disclosure Letter, with respect to the Company. and the Parent Tisc”sure Letier, with respect
10 the Parent, contuins u correct and complete list of Contracts of the Company, in the case of the
Company Disclosure Letter, and of Parent. in the case of the Parent Disclosure Letter, and its respective
Subsidiaries pursui it 10 which consents or waivers are or may be reguired prior to consummation of the
transactions contemplated by this Agreement and the Stock Option Agreement (whether or nat subject
(o the exception set forth with respect 1o cluuses (B) und (C) ubove).

(¢) Repans. Financial Statemeqts. The Rlings required to be made by it and its Subsidiuries since
December 31, 1993 under the PUHCA, the Power Act, the AEA and state law, and under regulutions
appheable to public utilities, have been made with the relevant Governmental Entivies, and each of it and
s Subsidianies has complied in ull material respects with such laws and reguiations, except for such
fuilures as are not reasonably likely to have a Material Adverse Effect on it 1t has delivered 10 the other
party each registration staement, report, proxy statement ot information stutement prepared by it o its
Subsidiaries and filed with the SEC since December 31, 1996 (the “dudit Dave ), including its Annual
Report on Form 10-K fur the year ended December 31, 1996 in the form (including exhibits, snnexes and
any amendments thereto) filed with the SEC (collcetively, including any such registration statement,
repon, proxy statement or information statement filed subseguent to the dute hereof, the "Reports ™). As
of their respective dates, the Reports did not, and any Reports filed with the SEC subsequent 10 the date
hereofl will not, contain uny uatrue stutement of @ material fact or omit 1o state a material £t required to
be stated therein or necessary 10 make the stutements made therein, in the light of the ¢iroumetances
under which they were made, not misieaaing. Each of the consolidamed balance sheets included in or
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the Comper v ard Benefit Plans are specifically dentified in Section $.1(h) of the applicable
Disclosure Le. v

(1) Al Compensation and Benelit Plans are in sibstantial compliance with ull applicable jaw.
including the Code and the Employee Retirement Income Security Act of 1974, as amended
("ERISA"). Euch Compensation and Benefit Plan that is an “employee pension benefit plan”,
within the meaning of Section 3(2) of ERISA (a “Pension Plan”) and that is intended 10 be
qualified under Scetion 401 (u) of the Code hus received a favoruble determination letter from the
Internal Revenue Service (the “JRS™) for “TRA™ (as defined in Rev. Proc. 93-39), or the remedial
amendment penod for such Pension Plan has not yet expired, and it is not aware of any
circumstances likely to result in revocation of any such favorable delermination letter. There is no
pending or, 10 the knowledge of its executive officers, threatened material litigation relating 10 the
Compensation und Benefit Plans. Neither it nor any of s Subsidiaries hus engaged in a transaction
with respect to any Compensation und Benefit Plan that, assuming the taxable period of such
transaction expired us of the date hereof, would be reasonably expecied to subject it or any of its
Subsidiari-s to 4 material tax or penalty imposed by either Section 4975 of the Code or ection
S02(i) of LRISA,

(1) As of the date hereof, no hability under Subtitle € or D of Title 1V of ERISA has baen or
is expecied 10 be incurred by it or any of itx Subsidiaries with respect 10 any ongoing, frozen or
terminated “single-employer plan”, within the meaning of Section 4001(a)(15) of ERISA,
currently or formerly maintained by 1t or any of its Subsidiaries, or the single-employer plan (an
“ERISA Affiliate Plan™) of any en.ty which is treated as a single employer with it or any of ity
Subsidianes under Section 414 of the Code (an “ERISA Affiliate”). 1t and its Subsidiaries have not
incurred und do not expect 1o incur any withdrawal liability with respect to any “multiemployer
plan’’, within the meaning of Section 4001 (a)(3) of ERISA. under Subtitic L of Title 1V of ERISA
(including withdrawal liability us & result of actions of ERISA Affiliates) No notice of a “reportable
event”, within the meaning of Section 4043 of ERISA, for which the 30-day reporting requirement
has not been waived, has been required 1o be filed for any Pension Plan or ERISA Affiliate Plan
within the 12-month prriod ending on the date hereof or will be required 10 be filed in connection
with the transaction contemplated by this Agreement and the Stock Option Agreement.

(1) All contributions required 1o be made under the terms of any Compensation and Benefit
Plan as of the date hereof have been timely made. Neither any Pension Plan nor any ERISA
Affiliate Plan has an “accumulated funding deficiency™ (whether or not waived) within the meaning
of Section 412 of the Code or Section 302 of ERISA. Neither it nor its Subsidiaries has provided, or
is required to provide, security 10 any Pension Plan or to any ERISA Affiliate Plan pursuant 1o
Section 401 (a)(29) of the Code.

(v) Under cach Pension Plan which is a single-employer plan and ERISA Affiliate Plan. as of
the last day of the most recent plan vear ended prior 1o the daie hereof for which an actuarnial
valuation has been completed, the actuarially determinad present value of all *benefit liabilities”,
within the meaning of Section 4001 (a) (16) of ERISA (as determined on the basis of the actuarial
assumptions comuined in the Pension Plan's or ERISA Afliliste Plan's most recent actusnal
valuation), did not exceed the then current value of the assets of such Pension Plan or ERISA
Afliliate Plan, and there has been no material change in the financial condition of such Pension Plan
since the last day of such most recent plan year, The potential withdrawal lighility of it and ns
Subsidiaries and ERISA Affiliates under each multiemployer plan 1o which each such entity
contributes or had an obligation 10 contribute, determined as if a “complete withdrawal” (within the
meaning of Section 4203 of ERISA) has accurred s of the date hereof, would not reasonably be
expected 1o have a Material Adverse Effect on it

(vi) Neither it nor its Subsidiaries have any obhigations for retiree health and hife benefits
under any Compensation and Benefit Plan 1t or its Subsidianes may anend or terminate any such
plan under the terms of such plan at any ume without incurring &ny mateial liabilicy thereunder.
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Or properties; (xnf) no indebtedness of it of any of it Subsidiaries is comorate uequisition indebledness
within the meaning of Section 279(b) of the Code; and (xxii) neither it nor any of it Subsidiaries has
engaged in any intercompany transaction. within the meaning of Treasury Regulations § 11802413 for
which any incon .« or £ain will remain untecognized us of the close of the last taxable vear prior 1o the
Effective Time.

As used in this Agreement, (1) the term “Tax " (including, with correlative meaning, the 1erms
“Taxes” and “Taxabie") includes ll federal, Stute. locul and foreign income, profits, frunchise, Rross
receipts, environmental, cusioms duty, capital stock, severunces, stamp, payroll, sales, employment,
unemployment, fisability, uge, property, withholding, excise, production, value udded, oceupancy and
other taxes, duties or assessments of any nature whatsoever, together with all interest, penalties and
additions imposed with respect 1o such amounts and any interest in respect of such penalties and
additions, und (i} the term “Tax Return™ includes gl feturns and reports (inciuding elections,

declurations, disclosures, schedules, estimates und informution returng ) required 10 be supplied (o a Tux
authority ielating to Taxes.

() Labor Maners.  Neither iy nor any of its Subsidiaries is o Purty 10 or otherwise bound by any
vollective burgaining Agreement, contract or other agreement of understanding with g lubor union or lybor
Grganization, nor, as of the date hereol, is it or any of it Subsidianes the subject of any material
proceeding asserting that it of uny of its Subsidiaries Lus committed an unfair lubor practice of is secking
o compel it 1o bargain with any labor union or lubor organization nor is there pending or, 10 the
knowledge of ity executive officers, threatened, nor hus there been for the past five yeurs, uny labor strike,
disnute, walkout, work sloppage, siow-down or lockout involving it or any of it Subsidiaries. 1t s
previously made available 10 the other pary correct and complete copies of il labor and collective

bargaining ugreements 1o which it or uny of its Subsidiaries I party or by which any of them are otherwise
bound.

‘0) Insurance.  All material fire and casualty, general liability, business interruption, produc
liubility, and sprinkler and water damage insarance policies maintained by it or uny of its §
with reputable insurance carners, provide fuli and adequate coverage for all insurable risks incident 1o the
business of it and s Subsiciaries and their respective properties and assets

dmount at least equivalent 1o that carried by persons engaged in similar businesses and subject 10 the

individually or in the 4Bgregale, are not reasonably likely to have a Material Adverse Effect on 1. Neither
It nor any of us Subsidiaries has received any notice of cancellation or termination with respect 1o any

material insurence policy thereof All matenal insurance palicies of 1t and its Subsidianies are vulid and
enforceabl policies,

(P) Iniellectual Properny

(1) It and/or each of its Subsidianies owns, of is licensed or otherwise
legally enforgeable rights 10 use, all putents, trademarks, trade names, service marks, copyrights and
any applications thercfor, technology, know-haw, computer software programs or apphications, and
tangible o intangible proprietary information or «Aaterials that are currently used (or, with respect 1o
trademarks. tradenames and service marks, have heen used within the lust five years) in s and s
Subsidianies business, except for any such failures 1o own, be licensed or possess that, individually or
in the aggrogate. are not reasonably likely to have & Material Adverse Effec on il

possesses sufficient

(1) Except as disclosed in the Reports filed prior to the date hereol or as

(E T reasonably
likely 10 have & Muterial Adverse Effect on it:

(A) Ttis not, nor will it be s @ result of the execution and delivery of this Agreenient or
the perfarmance of its obligation: hersunder, in violation of any licenses. sublicenses and other
agreements as 10 which it is a party and pursuant to which i is authorized 1o yse any third-party
pateuts, trademarks, serviee marks, copyrights, trade names, technology, know-how, proprietary
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The Toledo Edison Company) are and have at all times been conducted in compliance with applicable
health, salety, regulatory and other legal requirements. except for such failures to comply as are not,
individually or in the aggregate, reasonably likely 1o have a Matenal Adverse Effect on the Company. To
the knowledge of )¢ Compuny, the Nuclear Facilities each maintain (i) emergency plans designed 1o
respond 10 an unplanned release therefrom of radioactive materials into the environment and
(1) insurance coveruges consistent with industry practice, all of which coverages are listed in Section
S.1(s) of the Compuny Disclosure Letter. To the knowledge of the Company, plans for the decommis-
stoning of cach of the Nuclear Facilities and for the short-term storage of spent nuclear fuel conform with
the requirements of applicable law, and such plans have at all times been funded consistently with
reasonable projections for such plans

(1) Affiliates of the Company.  Section 5.1(1) of the Company Disclosure Letter sets forth the
name und every line of butiness conducted by each “afliliate” of the Company us that term is defined in
Section 202)(11) of the PUHCA.

(u) Ownership af Other Party s Common Stock (i) The Company does not “beneficially own”
(s such term is defined in Rule 13d-3 under the Exchange Act) any shares of Parent Common Stock

(1) Parent does not “beneficially own™ (as such term is defined in Rule 13d-3 under the Exchange
Act) any Shares.

ARTICLE VI
Covenanis

6.1, Jnterim Operations.  The Company and Porent each covenants and agrees as to isell and its
Subsidiaries that, after the date hereof and until the Effective Time (unless Parent or the Company. as the
case may be, shall otherwise approve in writing and eacept as otherwise expressly contemplated by this
Agreement, the respective Disclosure Letter, the Stock Option Agreement, the Company Budget or the
Paremt Budget, or as required by apphicable Law);

() the business of it und its Subsidiaries shall be conducted in the ordinary and usual course and, 1o
the extent consistent therewith, it and each of its Subsidiaries shall use its best eflorts 10 preserve its
business organization intact and maintain its existing relations and goodwill with customers, suppliers,
creditors, regulators, lessors, employees and business associates,

(b) it shall not (1) issue, sell, pledge, dispose of or encumber any capital stock owned by it in any of
s Subsidiaries; (i) amend its articles of incorporation, charter or by<laws, (iii) split, combine or
reclass.fy its outstanding shares of cupital stock; (iv) declare, set aside or pay any dividend pavable in
cash, stock or property in respect of any capital stock other than dividends from its direct or indirect
wholly ewned Subsidiaries and other than (A) in the case of the Company, regular quartetly cash
dividends not in eacess of $0.34 per Share (which amount 1aay, at the election of the Company, be
ingreased by not more than 6.5% per year, beginning in the 1997 fiscal year of the Company ) and regular
quarterly cash dividends on the preferred and preference stock of its Subsidiaries and (B) in the case of
Parent, regular quarterly cash dividends not in excess of $0.43 per share of Parent Common Stock (which
amount may, at the election of Parent, be increased by not more than 6.5% per year, beginning in the
1997 fiscal year of Parent) and regular quanterly . ash dividends on the preferred shares of subsidiaries of
Parent: or (v) repurchase, redeem or otherwise acquire (except for (A) mandatory sinking fund
obligations existing on the date hereof and (B) redemptions, purcliases, acquisitions or issuances required
by the respective terms of uny Stack Plans, in the case of the Company, ot Parent Stock Plans, in the case
of Parent, or any dividend reinvestment plans as in effect on the date hereof in the ordinary course of the
operation of such plans) or permit any of its Subsidiaries to purchase or otherwise acquire, any shares of
its capital stock or any securities convertible into or exchangeable or exercisable for any shares of its
capital stock:
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declared effective 1o consider and vote upon the approval of the issuance of Paremt Common Stock in the
Merger. Subject to obligat ons under applicuble Law, each of the Company’s and Parent's board of directors
shall recommend such approval and shall take all lawful action to solicit such approval. Notwithstanding the
foregoing, Parent may delay the Parent Stockholders Meeting and the Company may delay the Stockholders
Meeting by action of its respective Board of Directors after wntten notice of such delay 1o the other panty if
such Board of Directors shall determine that a Person has made a Superior Proposal and there is not a
reasonable probability that the Company Requisite Vote, in the case of the Company, or the Parent Requisite
Vote, in the case of Parent, will be obtained without such delay, provided. that such Stockholders Meeting or
Parent Siockholders Meeting, as the case may be, shall be held at the carliest time at which there s a
reasonable probability of obtaining the Company Fequisite Vote or Parent Requisite Vole, as the case may be.
If u party determines to delay its stockholders meeting pursuant to the prior sentence the other party may (but
need not) delay its stockholders meeting,

6.5 Filings, Other Acalhn,s, Notification. (a) The Company and Parent shall promptly prepare and file
with the SEC the Prospectys/Proxy Statement, and Parent shall prepare and file with the SEC the S-4
Registration Statement as promptly as practicable. The Company and Parent each shall use its reasonable
efforts 10 have the S-4 Registration Statement declared eflective under the Securities Act as promptly s
practicable alier such filing, and, unless the Parent Stockholders Meeting or Stockholder  Meeting has been
delayed pursuant 1o Section 6.4, prompily thereafter mail the Prospectus/Proxy Stateme at to the respective
stockholders of each of the Company and Parent. I the mailing is delaved 1t shall be completed as promptly as
Is practicable after the partics have determined 1o hold their respective stockholders meetings. Parent shall
also use its best efforts 10 obtain prior 10 the effective date of the S-4 Registration Statement all necessary
state securities law of “blue sky” permits and approvals required in connection with the Merger and to
consummaie the other transactions contemplated by this Agreement and the Stock Option Agreement.

(b) The Company ard Parent cach shall use its best reasonable efforts 10 cause 1o be delivered 1o the
other party and 15 directors u letter of its independent auditors, dated (i) the date on which the S-4
Registration Statement shall become effective and (i) the Closing Date, and addressed 1o the other party aad
s directors, in form and substance customary for “comfort” letters delivered by independent public
accountants in connection with registration statements similar to the 5-4 Registration Statement,

(¢) The Company and Parent saull cooperate with each other and use (and shall cause their respective
Subsidianes 10 use) all commercially reasonable efforts (i) 1o take or cause 1o be taken all actions, and do or
cause to be done all things, necessary, ,..oper or advisable under this Agreement, the Stock Option Agreement
and applicable Laws to consummate and make effective the Merger and the other transactions contemplated
by this Agreement and the Stock Option Agreement as soon as practicable (including using their respective
best efforts to prepare and file as promptly as practicable ail docamentation 10 effect all necessary applications,
natices, petitions, filings and other documents) and (i1) 1 obtain as promptly as practicable all permits,
consents, approvals and authorizations (including, without limitation, the expiration or earlier termination of
any upplicable waiting period under the HSR Act) necessany or advisable to be obtained from any third party
and/or any Governmental Entity in order 1o consummate the Merger or any of the other transactions
contemplated by this Agreement and the Stock Option Agreement. Subject to applicable Laws relating 1o the
exchange of information. Parent shall have the right to review and approve in advance all charactenzations of
the information relating to Parent and its Subsidianies, and the Company shall have the night 1o review and
approve in advance all characterizations of the information re'ating to the Company and its Subsidiz.ies, and
cach will consult with the other to the extent practicable with respect to all such information, in each case tha
appears in any filing made with, or writlen matenals submitied to. any third party and/or any Governmental
Entity in connection with the Merger and the other transactions contemplated by this Agreement and the
Stock Option Agreement. In exercising the foregoing nght, ecach of the Company and Parent shall act
reasonably and as promptly as practicable.

{d) The Company and Parent each shall, upon request by the other, furnish the other with all
information concerning itself, its Subsidianes, directors, officers and stockholders and such other matters as
may be reasonably necessary or advisshle in connection with the Prospectus/Proxy Statement, the S-4
Registration Statemen: or any other stutement, filiag, notice or application made by or on behall of Parent, the
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(b} Pror 1o the date of the Stockholders Meeting. Parent shall deliver 1o the Company a st of names
and addresses of those Persons who were, in the opinion of the Pareny, a1 the time of the Stockholders
Mecting, “aflilates” of Parent for the purposes of applicable nterpretations regarding the “pooling-of-
interests” method of accounting. Parent shall provige 1o the Company such information and documents as the
Company shall reasonably request for purposes #f reviewing such list. There shall be added 1o such list the
names and addresses of any other Person the Company reasonably identifies (by written not'ce 1o Parent
within ten business days afier the Company's receipt of such list) as being u Person who may be deemed 10 be
such an affiliate of Parent; provided, however, thint no such Person identified by the Company shall be added 10
the hst of affiliates of Parent if the Company shall veceive from Parent, on or before the date of the
Stockholders Meeting, an opinion of counsel reasonably satisfactory 1o the Company 1o the effeet that such
Person is not an affiliate. Parent shall exercise its best efforts 1o deliver or cause 1o be delivered 10 the
Compuny, prior 1o the date of the Stockholders Meeting, from cach of such afliliates of Parent identitied in the
foregoing list (us the same may be supplemented as aforesuid), u letter dated as of ihe Closing Date
substantially in the form attached as Exhibit A-2 (the “Pooling Affiliates Letter").

(¢) If the Merger would otherwise qualify for “pooling-of-interests” accounting treatment, shares of
Parent Common Stock issued 1o afliliates of the Company in exchange for Shares shall not be transferabile
until such time as financial results covering at least 30 days of combined operations of Parent and the
Company have been published within the meaning of Section 201,01 of the SEC's Codificution of Financial
Reporting Policies, regardless of whether cach such affiliate has provided the written agreement relerred 1o in
this Section 6K, except 1o the extent permitted by, and in uccordance with, SEC Accounting Seres Releuse
135 and SEC Stuff Accounting Bull ins 65 und 76. Any shares held by any such affiliste shall not be
trunslerable, regardiess of whether such afliliute has provided the applicable written agreement referred io in
this Section 6.8, if such transfer, either individually or in the aggregate with other transfers by uffiliates, would
preclude Parent's ability 1o account for the business combination to be effecied by the Merger as a “pooling of
interests™, The Company shall not register the transfer of any Certificate, unless such transfer is made in
compliance with the foregoing.

6.9 Stock Exchange Listing and De-listing  Parent shall use its best efforts 10 cause the shares of
Parent Common Stock 10 be issued in the Merger 1o be approved for listing on the New York Siock
Exchange, Inc. (the “NYSE™) subjeet to official notice of issuunce, prior to the Closing Date. Tae Company
shall use its best efforts 10 cause the Shares 10 be (1) de-listed from the NYSE, the Philadelphia Stock
Exchange and the Chicago Srock Exchange and (ii) de-registered under the Exchange Act as soon as
practicabile following the Effecuive Time.

610, Publicity.  The imtial press release concerning this Agreement and the transactions contemplated
by this Agreement shall be a joint press release and therealter the Company and Parent shall consult with
cach other priot 1 1ssuing any press releases or otherwise making public announcements with respect to the
Merger and the other transactions contemplated by this Agreement and the Stock Option Agreement and
prior 1o making any filings with any third narty and/or eny Governmer:4i Entty (including any national
securities exchange with respect thereto, except as may be required by law or by obligations pursuant to any
listing agreement with or rules of any national secunties exchange).

611, Benefits.
(4) Stock Options

(1) Atthe Effective Time. each Cempany Option, whether vested or unvested, shall be deemed
to constitute an option 1o acguire, on the same terms and conditions as weoe applicable under such
Company Option, the same number of shares of Parent Common Stach as the holder of such
Company Option would have been entitled 1o recetve pursuant 1o the Merger had such holder
exercised such option in full immediately prior 1o the Effective Time (rounded down 10 the nearest
whole number), at a price per share (rounded up to the nearest whole cent) equal to (y) the
aggregate exercise price for the Shares otherwise purchusable pursaant to suck Company Option
divided by (2) the number of full shares of Paremt Commun Stock deemed purchasable pursuant 1o
such Company Option in accordance with the foregoing. provided. however, that in the case of any
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expenses incurted in connection with this Agreement and the Stock Option Agreement and the Merger and
the ather transactions contemplated by this Agreement and the Stock Option Agreement shall be paid by the
party incurring such expense, except that expenses incurred in connection with the filing fee for the filings
under the HSR Act, the S-4 Registration Statement and printing and mailing the Prospectus/ Provy
Statement, the S-4 Registration Statement, and such other expenses as may be set forth in Section 6,12 of the
Parent Disclosure Letter shall be shared equally by Parent and the Company.

6.13.  Indemnification. Directors’ and Officers’ Insurance.  (a) From and afier the Eflective Time,
Parent agrees that it will indemnify and hold harmless each present and former direcior and officer of the
Company or any of its Subsidiaries (when acting in .+ *h capacity), determined as of the Effective Time (the
“indemnified Parties™), against uny costs or expenses (including reasonable attorneys’ fees), Judgments, fines,
losses, cluims, damages or labilities (collectively, "Costs °) incutred in connection with any claim, uction, sui,
proceeding o investigation, whether civil, criminal, administrative or investigative, arising out of matiers
existing or ocourring at or prier (o the Effective Time, whether asserted or claimed prior o, at of afier the
Effective Time, 10 the fullest extent thet the Company or such Subsidinry is permitied under the law of it
Jurisdiction of incorparation and s articles of incorporation and byluws in effect on the Jate hereof 10
indemnify such Person (and Parent shall also advance expenses us incurred (o the fullest extent permitied
under applicable Law. provided that the Person 10 whom expenses are advanced provides an undertaking to
repay such advances if it is ultimately determined thut such Person is not entitled 10 indemnification ).

(b) Any Indemnitied Party wishing to claim indemnification under paragraph (a) of this Section 6 13,
upon learning of any such claim, action, suiy, proceeding or investigation, shall prompily notify Parent thereol
In the event of any such elaim, uction, suit, proceeding of investigation (whether arising before o afier the
Effective Time), (1) Parent or the Surviving Corporation shall have the nght 10 assame the defense thereof
and Parent shall not be liable to such Indemnified Purties for any legal expenses of other counsel ar any other
expenses subsequently incurred by such Indemnified Parties in connection with the defense thereof, (i) the
Indemnified Parties will cooperate in the defense of any such matter and (iil) Parent shall not be liable for any
settlement effected without its prior written consent; provided. however, that Parent shall not have any
obligation hereunder to any Indemnified Party if and when a court of compeient jurisdiction shall uliimately
determine, and such determination shall have become final, that the indemnification of such Indemnified
Party in the manner contemplated hereby is prohibited by applicable Law.

(e} The Surviving Corporation shall maintain the Company's existing officers’ and directors' liability
insurance ( “D&O Insurance ) for o period of six years afier the Effective Time so long as the annual premium
therefor is not in excess of 200% of the lest annual premivm paid prior (o the date hereol (the “Curremt
Premium "y provided. however, that if the existing D&O Insurance expires, is terminated or cancelied during
such six-year period, the Surviving Curporation will use reasonable efforts to obtain as much D&O lasurance
as cun be obtuined for the remainder of such period for a premium not in excess (on an gnnualized hasis) of
200% of the Current Preminm.

(d) If the Surviving Corporation or any of its successors or assigns (1) shall censolidate with or merge
| nto any other corporation or entity and shall not be the continuing or surviving corpoiation or entity of such
consolidation or merger or (i) shall transfer all or substantiaily all of its properties and assets to amy
individual, corporation or other entity, then und in each such casc. proper provisions shall be made so that the
suceessors and assigns of the Surviving Corporation shall assume all of the obligations set forth in this Section
611

(¢) The provisions of this Section 6.13 are intended 10 be for the benefit of, and shall be enforceable by,
cach of the Indemnified Parties, their heirs and their representatives.
\

6.14.  Other Actions by the Company and Parent

} {a) Takeover Statute. 1 any Takeover Statute is or may become applicable 10 the Merger of the
other transactions contemplated by this Agreement or the Stack Option Agreement, each of Parent and
the Company and 118 board of directors shall grant such approvals and take such actions as are necessary
80 that such transactions may be consummated as promptly as practicable on the 1erms contemplated by
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(d) Tax Opinion. The Company shall have received the opimion of LeBoeuf, Lamb, Greene &
MacRae, L L.P., counsel to the Company, dated the Closing Late, 1o the effect that the Merger will be
treated for federal income tux purposes as o reorganization within the meaning of Section 368 (a) of the
Code, and (hat each of Parent, Merger Sub and the Company will be a party 1o that reorganization within
the meaning of Section 368 (b) of the Code. Such opinion may be based on, in addition 1o the review of
such matters of law und fact as such counsel considers appropriate, (i) representations made at the
request of such counsel by Parent, the Company, Merger Sub, stuckholders of Parent or the Company, or
any combination of such persons, (i) cortificates provided at the request of such counsel by officers of
Parent, the Company and Merger Sub, of any combination of such officers und (iii) ussumptions set forth
in the opinion with the consent of the Company, which consent shall not be unreasonably withheld.

(e) Comfort Letters  The Company shall have received from its independent public accounting
firm and Parent’s independent public accounting firm the “comfort™ letters described in Section 6.5(b).

ARTICLE VI
Termination

K1 Termination by Mutual Consent.  This Agreement may be terminated und the Merger may be
abandoned at any time priot 1o the Eflective Time, whether before or after the upproval by stockholders of the
Company and Parent referred 1o in Section 7.1(a), by mutual written consent of the Company, Parent and
Merger Sub, by action of their respective boards of directors,

8.2 Termination by Either Parent or the Company.  This Agreement may be terminated and the
Merger may be abundoned 1 any time prior 1o the Effective Time by action of the board of directors of either
Parent or the Company if (a) the Merger shall not have been consummated by Ogtaber &, 1998 whether such
date is before or alter the date of approval by the stockholders of the Campanv or Parent (the “Termination
Date”), provided that the Termination Date shall automatically be extended for six months if, on October §,
199K: (1) any of the conditions set forth in Section 7.1(¢) has not been satisfied or waived, (i) cach of the
other conditions 10 the consummation of the Merger set forth in Article V11 has been satisfied or waived or
can readily be satisfied, and (iii) any Governmental Consent that has not yet been obtained is being pursued
diligently and in pood faith, (b) any Governmental Consents shall have been made or obtained by Final
Orders which contain terms or conditions that would cause the condition set forth in Section 7.1(¢) not 10 be
satisfied, (¢) any Order permanently restraining, enjoining or otherwise prohibiting the Merger shall have
become final and non-appealable, whether before or afier the approval by the stockholders of the Company or
Parent, (d) the Company Requisite Vote shall not have been obiuined at the duly held Stockholders Meeting,
including any adjournments thereof, or (¢) the Pirent Reguisite Vote shall not have been obtained at the duly
held Parent Stockholders Meeting, including any adjournments thereof; provided that the right 1o terminate
this Agreement pursuant 1o clause (a), (b), (d) or (¢) above shall not be available to any party that has
breached in any material respect its obligations under this Agreement in any manner that shall have
proximately contributed to the occurrence of the failure of the Merger to be consummated.

K3 Termination by the Company. This Agreement may be terminated and the Merger may be
abandoned at any time prior to the Effective Time, whether before or alter the approval by stockholders of the
Company referred 10 in Section 7.1(a), by action of the board of directors of the Company:

(#) subject 1o and in accordance with the provisions of Section 6.2; or

(b) if (i) the Board of Directors of Parent shall have withdrawn or adversely modified its approval
or recommendation of this Agreement or failed to reconfirm its recommendation of this Agreement
within five business days after a written request by the Company 1o do so, (11) there has been & material
breach by Parent or Merger Sub of any representation, warranty, covenant or agreement contained in this
Agreement that is not curable or, if curable, is not cured within 30 dayvs after written notice of such
breach is given by the Company 1o the party committing such breach, or (1) Parent or any of the ether
Persons deseribed in Section 6.2(a) as affiliates, representatives or agents of Parent shall take any of the
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 judgment aguinst the Company for any of the fees set forth in this Section 8.3 (b), the Company shull pay to
Parent or Menrer Sub its costs and expenses (including attomeys’ fees) it connection with such suit, together
with interest on the umount of such pavment at the prime rate of Citibank, N A in effect on the date such
payment was required 1o be made.

(¢) In the event that this Agreement is terminated (x) by Parent pursuant 1o Section K.4(a)(or 6.2) or
(y) by the Company pursuant 1o Section 8. 3(b) (1) or (i), or (z) by the Company or Parent pursuant to
Section 8.2(¢), then Parent: (1) shall promptly, but in no event later thun two days after the date of such
termination (except in the case of & termination pursio =t 1o Section K.d(a) which requires payment prior 1o
termination ), pay the Company, in addition 1o any amo, at, not 1o exeeed $20,000,000, paid and/or payable by
Parent to the Company pursuant 1o the letter sareerent, dated the date hereof, between Parent and the
Company, a termination fee equal 1o 1) - sum of (1) the vharges and axpenses repuid to the Company pursuant
to clause (2) of this Section K.5(¢) and (11) an amount eyuul 1o $50,000,000 less the sum of (x) the amounts
patd pursuant 1o clause (1) of this Section K.5(¢) (1), #id (y) the amount, not 1o exceed $20,000,000, paid
and/or payable by Parent 1o the Company pursuant to the letter agreement, duted the date hereol, between
Parent and the Company; and (2) shall promptly, but in no event later thun two days after being notified of
such by the Company, pay all of the charges and expenses incurred by the Compuny in connection with this
Agreement and the Stock Option Agreement und the transactions contemplated by this Agreement and the
Stock Option Agreement up to & maximum amount of $10.000,000, in each case payable by wire transfer of
same day funds. In no event shall Parent be required to pay more than $50,000,000 pursuant to the preceding
sentence. In addition, if this Agreement is terminated (x) at a time when o terminution fee is payable pursuant
10 the 1erms of the preceding sentence or (v) at @ vime when the approval of Parent's stockholders required by
Section 7.1 (a) shull not have been obtained at a meeting duly convened therefor or at uny adjournment or
postponement thereol and at any time within two years after such termination Parent shall consummate o
Matenial Acquisition Transaction with any Person other than the Company or & Subsidiury of the Company,
then Parent shall simultancously with the consummation of such Material Acquisition Transaction pay the
Company an adc.tonal termination fee, payable by wire transfer of same day fends, of $50,000,000. Parent
acknowledges that the agreements contained in this Section 8.5(¢) are an integral part of the transactions
contemplated by this Agreement and that, without these “greements, the Company would not enter int this
Agreement, accordingly, if Parent fails 1o promptly pay il © anount due pursuant 1o this Section 8.5(¢) and, in
order to obtain such payment, the Company commences 4 suit which results in a judgmont against Parznt for
any of th fees set forth in this Section §.5(¢), Parent shall pay to the Company its costs and expenses
(including attoreys’ fees) in connection with such suit, together with interest on the amount of such payment
ut the prime rate of Citibank, N.A. in effect on the date such payment was required (o be made.

ARTICLE IN
Miscellanecous and General

9.1, Survival  This Arucle IX and the agrevments of the Company, Parent and Merger Sub contained
in Sections 6.6 (Taxation and Accounting), 6.11 (Benefits), 6,12 (Expenses) and 6.13 (Indemnification;
Directors’ and Officers’ Insurance) shall survive the consummaion of the Merger. This Article IX, the
representations contained in Section S.1(¢), the agreements of the Company, Parent ard Merger Sub
contained in Section 6.12 (Expenses), Section 8.5 (Effuer of Termination and Abandonment) and the
Confidentiality Agreement shall survive the termination of this Agreement. All other representations,
warranties, agreements and covenants in this Agreement shall not survive the consummation of the Merger or
the termination of this Agreement

9.2 Madification or Amendment. Subject 10 the provisions of applicable Law, the parties her2to may
modify or amend this Agreement, by written agreement execuled and delivered by duly authorized officers of
the respective parties

9.3 Waiver of Conditions; Extension.  The conditions 1o each of the parties’ obligations to consum-
mate the Merger are for the sole benefit of such party and at any time prior to the Effective Time such party
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9.6 Notices  Any notice, request, instruction or other document 1o be given hereunder by any party to
the others shall be in writing and delivered personally or sent by registered or certified madl. postage prepaid, or
by facsimile:

if 10 Parent or Merger Sub

Allegheny Power System, In¢.
10438 Downsviile Pike
Hagerstown, Maryland 217401766
Attention: Thomas K. Henderson
telecopier: (301) 665-9006

(with a copy 10 Joseph B. Frumkin
Sullivan & Cromwell

125 Broad Street

New York, New York 10004
telecopier. (212) S5K.35KK)

if 1o the Company

DOQL, Inc.

411 Seventh Avenue

Pittsburgh, Pennsylvania 15230-1930
Atlention: Victor A. Rogue
telecopier; (412) 3936266

(with copies to De :glas W. Hawes
and Steven H. Davis
LeBoeul, Lamb, Greene & MacRae, L.L.P.
125 West 55th Street
New York, New York 10019
telecopier: (212) 424-8500)

of to such other persons or addresses as may be designated in writing by the party 1o receive such notice as
provided above.

9.7 Entire Agreement.  This Agreement (including any exhibits hereto), the Company Disclosure
Letter, the Parent Disclosure Letter, the Stock Option Agreement and the Confidentiality Agreement, dated
November 18, 1996, between Parent and the Company (the "Confidentiality Agreement”) constitute the
enure agreement, and supersede all other prior agreements, understandings, representations and warranties
both written and oral, among the parties with respect 10 the subject matter hereof, References herein to this
Agreement shall for all purposes be deemed 1o include references to the Company Disclosure Letter and
Parent Disclosure Loder. EACH PARTY HERETO AGREES THAT, EXCEPT FOR THE REPRESEN-
TATIONS AND WARRANTIES CONTAINED IN THIS AGREEMENT, NEITHER PARENT AND
MERGER SUB NOR THE COMPANY MAKES ANY OTHER REPRESENTATIONS OR WAR-
RANTIES, AND EACH HERFRBY DISCLAIMS ANY OTHER REPRESENTATIONS OK WAR-
RANTIES MADE BY ITSELY OR ANY OF ITS OFFICERS. DIRECTORS, EMPLOYEES,
AGENTS, FINANCIAL AND LEGAL ADVISORS OR OTHER REPRESENTATIVES WITH RE-
SPECT TO THE EXECUTION AND DELIVERY OF THIS AGREEMENT OR THE TRANSAC.
TIONS CONTEMPLATED HEREBY, NOTWITHSTANDING THE DELIVERY OR DISCLOSURE
TO THE OTHER OR THE OTHER'S REPRESENTATIVES OF ANY DOCUMENTATION OR
OTHER INFORMATION WITH RESPECT TO ANY ONE OR MORE OF THE FOREGOING.

98 No Third Party Beneficiaries.  Except as provided in Section 6.13 (Indemnification; Directors’ and
Officers’ Insurance ), this Agreement is not intended to confer upon any Person other than the parties hereto
any rights or remedies hereunder
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Y9 Obligations ol Purent and of the Company Whenever this Agreement requites o Subsidiany of
Parent 10 tuke any action, such requirement shall be deemed 1o include an undertaking on the poet of Parent to
cause such Subsidiary 10 take such action. Whenever this Agreement requires o Subsidiany of the Company to
tuke any action, such requirement shall be deemed 10 include an undertaking on the part uf the Company 1o
cause such Subsidiary 1o tuke such setion and, afier the Effective Time, on the part of the Surviving
Corporation to cause such Subsidiary 10 tike such action,

910, Severabiline.  The provisions of this Agreement shall be deemed severable and the invalidity or
unenforceability of any provision shall not affect the validity or enforeeability of the other provisions hereof 1f
any provision of this Agreement, or the apphication thereof 1o any Person or any citcumstance, 1s invalie o
unenforceable, (a) a suitable and equitable provision shull be substitutey 1herefor in order 10 carry out, so fur
us may be viahid and enforceable, the intent and purpose of such invalid or unenforceable provision and (b) the
remainder of this Agreement and the application of such provision to other Persons of ¢ircumstances shall not
be affected by such invalidity or unenforceability, nor shall such invalidity or unenforceability sffect the
validity or enforecability of such provision, or the application thereof, in any other jurisdiction.

A1 Imerpretation. The table of contents and headings herein are for convenience of reference only,
do not constitute part of this Agreement and shall not be deemed to limit of otherwise uffect any of the
provisions hereol, Where u reference in this Agreement 1s made 1o 4 Section or Exhibit, such refergnce shall
be 10 & Section of or Exhibit 10 this Agreement unless otherwise indicated. Whenever the words “include.”
“includes™ or “including” are used in this Agreement, they shall be deemed 1o be followed by the words
“without himitation ™

912 Assignment. This Agreement shall not be assignable by operation of law or otherwise; provided.
however, thut Parent may designate, by written notice 1o the Company, another wholly-owned direct or
indirect subsidiary 10 be a Constituent Corporation in lieu of Merger Sub, in the event of which all references
herein 1o Merger Sub shall be deemed references to such other subsidiary, #xeept that all representations and
warrantics made herein with respect (o Merger Sub as of the dute of s Agreement shall be deemed
representations and warrant s made with respect to such other subsidiary as of the date of such designation.

IN WITNESS WHERLEOF, this Agreement has been duly exccuted and delivered by the duly
authorized officers of the Company and ™arent as of the date hereof.

DQE, INC.

By /87 Davip 1. MaksHaLL

David D. Marshall
Prestdent and Chief Executive Officer

ALLEGHENY POWLER SYSTEM, INC.

By: /s/  ALan 1. Noia

Alan J. Now
President and Chict Exccutive Officer

Accepted and Apreed as of

199

AYP SUR. INC.

By

Name:
1 itle:
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investment Banking

Corporate and lnstitutional
Chient Group

World Financial Center
Not.h Tower

New York, New York 10281-1327
%lmlll Lynch 2049 1000

FAX 212 449 7148

FAX 212 449 8636
June 25, 1997
Board of Directors
Allegheny Power System, Inc.
10435 Downsville Pike

Hagerstown, Maryland 21740-1766
Ladivs and Gentlemen:

Allegheny Power System, Inc. ("Parent’ or *Allegheny”), a Maryland corporation, and DQE, Inc. (the
‘Company* or "DQE"), a Puansylvania corporation, have entered into an Agreement and Plan of Merger as of
Aprii 5,1997 (the "Agreement’) pursuant to which AYP Sub, Inc., a Pennsylvania corporation to be formed as
a wholly owned subsidiary of Parent (“Sub”), shall be merged with and into the Company and the separate
corporate existence of Sub shall thereupon cease (the “Merger”). Pursuant to the Agreement, each issued
and outstanding share of the Company's common stock, without par value ("Company Common Stock*),
shall be converted into, and become exchangeable for, 112 shares (the “Conversion Ratio”) of Parent’s
commi n stock, par value $§1.25 per share ("Parent Common Stock")

You have asked us whether, \n our opinion, the Conversion Ratio is fair to the holders of Parent Common
Stock from a financial point of view.

In arriving at the opiniorn set forth below, we have, among other things:

(1) Revicwed Allegheny's Annual Reports, Form 10-K's and related financial information for the
three fiscal year period ended December 31, 1996 and certain other filings made with the
Securities and Exchange Comumission, including proxy statements, Form 8-K's and registration
statements, during the last three years,

(2) Reviewed DQE's Annual Reports, Form 10-K's and related financial information for the three
fiscal year period ended December 31, 1996 and certain other filings made with the Securities
and Excharge Commission, including proxy statements, Form 8-K's and registration
statements, during the last three years;

(3) Reviewed certain information, including financial forecasts, relating to the business, earrungs,
cash flow, assets and prospects of Allegheny and DQE furnished to us by Allegheny and DQE;

(4) Conducted discussions with members of senior management of Allegheny and DQE
concerning their respective businesses, regulatory environments, prospects and strategic
objectives,

(5) Reviewed the market prices and valuation multiples for the Parent Common Stock and the
Company Common Stock and compared them with those of certain publicly traded companies
which we deemed to be reasonably similar to Allegheny and DQE, respectively,

(6) Compared the results of operations of Allegheny and DQE with those of certain companies
which we deemed to be reasonably similar to Allegheny and DQE, respectively;
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F!RST CREDT SUISSE FIRST BOSTON CORPORATION
BOSTON

New Yoik, Ny 10010-3600

June 25, 1997

Board of Cirectors

DQE, Inc.

411 7th Avenue

Pittsburgh, Pennsylvania 77054

Members of the Board:

You have asked us to advise you with respect to the fairness to the holders of the common stock of
DQE, Inc. ("DQL") irom a financial point of view of the consideration to be received by such holders
nursuant to the terms of the Agreement and Plan of Merger, dated as of Apni! 5, 1997 (the "Merger
Agreement”), among DQE, Allegheny Power System, Inc. ("AYP") and AYP Sub, Inc. ("Merger Sub").
Tihe Merger Agreement provides for, among othier things, the merger of Merger Sut; with and into DQE
(the “Merger") pursuant to which DQE will become a wholly owned subsidiary of AYP and each
outstanding share of the common stock, without par value, of DQE (the "DQE Commonr Stock™) will
be convertad into the right to receive 1.12 shares (the "Conversion Ratio") of the common stock, par
value $1.25 per share, of AYP (the "2 /P Common Stock").

In arriving at our opinion, we have reviewed the Merger Agreement, the Joint Proxy
Statement/Prospectus of DQE and AYP relating to the proposed Merger (the "Joint Proxy
Statement/Prospectus”) and certain publicly available business and financial information relating ‘0
DQE and AYP. We have also reviewed certain other informa*ian relating to DQE and AYP, including
financial forecasts, provided to us by DQE and AYP, and havi. met with the managements of DQF and
AYP {0 discuss the businesses and prospects of DQE and AYP.

We have also considered certain .nancial and stock market data of DQE and AYP, and we have
compared those date with similar data for other publicly held companies in businesses similar to DQE
and AYY, and we huve considered, to the extent publicly available, the financial terms of certain other
business combinations and other iransactions which have recently been effected. We also considered
such other information, financial studies, analyses and investigations and financial, economic and
market criteria which we deemed relevant.

In connection with our review, w-. have not assumed any responsibility for independent verification
of any of the foregoing information (including the information in the Joint Proxy Statement/Prospectus)
and have relied on its being compiete and accurate in all material respects. With respect to the
financial forecasts, we have assumed that such forecasts have been reasonably prepared on bases
reflecting the best currentiv available estimates and judgments of the managements of DQE and AYP
as to the future financial performance of DQE and AYP. We also have assumed, with your consent
and based upon the views of the management of, and reg.latory counse! for, C QE, that in the course
of obtaining t : necessary regulatory and third party consents for the proposed Merger, no restriction
will be imposed that will have a material adverse effect on the contemp'ated benefits of the Merger.
In addition, we have not been requested to make, and have not made, an independent evaluation or
appraisal of the assets or liabilities (contingent or otherwise) of DQE or AYP, nur have we been
furnished with any such evaluations or appraisals. Our opinion is necessarily based upon information
available to us, and financial, economic, market and other conditions as they exist and can be
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APPENDIN b

SECTIONS 2541-2548 OF THE PENNSYLVANIA BUSINESS CORPORATION LAW

SECTION 2541
APPLICATION AND EFFECT OF SUBCHAPTER

(a) GENERAL RULE — Except as otherwise provided in this section, this subchapter shall apply 1o a
registered corporation unless:

(1) the registered corporation is one described in section 2502(1) (i) or (2) (relating 1o registzred
corporation status):

(2) the bylaws, by amendment adopted either:
(1) by March 23, 1984; or
(1) on or after March 23, 1988, and on or before June 21, 1988;

and, in either event, not subseguently rescinded by an articls amendment, explicitly provide that this
subchaprer shall not be applicable 10 the corporation in the cuse of a corporation which on June 21, 1988,
did not have outstanding one or more <lasses or senes of preference shares entitled, upon the occurrence
of a default in the payment of dividends or another similar contingency, to elect a majorily of the
members of the board of directors (a bylaw adopted on or before June 21, 1988, by a corporation
excluded from the scope of this paragraph by the restriction of this paragraph relating 1o certain
outstanding preference shares shall be ineffective unless ratified under paragraph (3));

(3) the bylaws of which explicitly provide that this subchapter shall not be applicable to the
corporation by amendment ratified by the board of directors on or after December 19, 1990, and on or
befare March 19, 1991, in the case of a corporation:

(i) which on June 21, 1988, had cutstanding one or more classes or series of preference shares
entitled. upon the occurrence of a default in the payment of dividends or another .'milar
contingency, to elect a majority of the members of the board of directors; and

(ii) the bylaws of which on that date contained a provision described in paragraph (2); or

{4) the articles explicitly provide that this subchapter shall no: be applicable to the corporation by a
provision included in the original articles. by an article amendment adopted prior to the date of the
control transactien and prior to or on March 23, 1988, puisuant to the procedures then applicable to the
corporation, or by an article amendment adopted prior to the date of the control transaction and
subsequent to March 23, 1988, pursuant to both:

(1) the procedures then applicable to the corporation; and

(ii) unless such proposed amendment has been approved by the board of directors of the
corporation, in which event this subparagraph shall not ve applicable, the affirmative vote of the
sharcholders entitled to cast at least 80% of the votes which all sharsholders are entitled to cast
therzan.

A reference in the articles or bylaws to former section 910 (relating to right of shareholders to receive payment
for shares following a control transaction) of the act of May 5, 1933 (P.L. 364, No. 106}, known as the
Business Corporation Law of 1933, shall be a reference to this subchapter for the purposes of this section. See
section 101(c) (relating to references to prior statutes).

(b) INADVERTENT TRANSACTIONS — This subchapter shall not apply to any person or group that
inadvertertly becomes a controlling person or group if that controlling person or group, as soon as practicable,
divests itself of a suificient amount of its voting shares so that it is no longer a controlling person or groun.
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SEOTTHON 2544

RIGHT OF SHAREHOLDERS TO RECEIVE PAYMENT FOR SHARES

NOTICE TO SHAREHOLDIERS

GENERAL RULI
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required 1o pay that amount o the shareholder pursiant 10 the procedures specified in section 2547 (reluting
1o valuastion procedures).

(h) CONTENTS OF DEMAND - The demand of the sharcholder shall state the number and cless o
senies, if any, of the shares owned by him with respect 10 which the demand is made

(¢) MEASURE OF VALUE — A sharcholder making writien demand under this section shall be
entitled to receive cash for cach of his shares in an amount equal 10 the fair value of each voting share a. of the
date on which the control transaction occurs, taking into account all relevant factors, including an increment
representing a proportion of any value payable for acquisition of control of the corporation.

(d) PURCHASES INDEPENDENT OF SUBCHAPTER — The provisions of th subchapter shall
not preclude a controlling person or group subject 1o this subchapter from offering. whather in the notice
required by section 2545 or otherwise, 1o purchase voting shares of the corporation at © price other than (hat
provided in subsection (¢), and the provisions of his subchapter shall not preclude any sharcholder from
agrecing to s2ll his voting shares at that or any other price 1o any person.

SECTION 2547

VALUATION PROTEDUKES

(@) GENERAL RULE -~ 11 w.thin 45 days (or such other time period, if any, as required by applicable
law ) alter the dute of the notice required by secuon 2545 (relating to notice to shareholders ), or, if such notice
was not provided prior to the date of the written demand by the sharcholder under section 2546 (relating to
sh. reholder demand for fair value), then within 45 days {or such other time period, if any. required by
app wable law) of the date of such written demand, the controlling person or group and the shareholder are
una ile to agree on the fair value of the shares or on a binding procecure to determine the fair value of the
shares, then each shareholder who is unable to agree on both the fair value and on such a procedure with the
controlling person or group and who so desires 10 obtain the rights and remedies provided in this subchapter
shall, no later than 30 days after the expiration of the applicable 45-day or other period, surrender to the court
certiicates representing any of the shares that are certificated shares, duly endorsed for transfer to the
controlling person or group, or cause any uncertificated shares 1o be translerred 1o the court as escrow ugent
under subsection (¢) with a notice stating that the certihcates or uncertificated shares are being surrerdered or
transferred, as the case may be, 1n ccanection with the petition referenced in section 2545 or, if ne petition has
theretofore been filsd, the shareholder may file a petition within the 30-day period in the coutt praying that the
fair value (as defined in this subchapter) of the shares be determined.

(b) EFFECT OF FAILURE TO GIVE NOTICE AND SURRENDER CERTIFICATES — Any
shareholder whe does not so give notice and surrenayr any certificales or cause uncertificated shares to be
transferred within such time period shall have no further 1 aht 1o receive, with respect to shares the certificates
of which were not so surrendered or the uncertificated shares which were not so transferred under this section.
payment under this subchaptcr from the controlling person or *roup with respect to the control transaction
giving rise to the rights of the shareholder under this subchapter.,

(¢c) ESCROW AND NOTICE — The court shall hold the certificates surrendered and the uncertifi-
cated shares transferred to 1t in escrow for, and shall promptly. following the expiration of the time period
during which the certificates may be surrendered and the uncertificated shures trunsferred. provide a notice to
the controlling pe:on or group of the number of shares so surrendered or transferred.

(d) PARTIAL PAYMENT FOR SHARES — The controlling person or group shall then make a partial
payment for the shares so surrendered or transferred to the court. within ten business days of receipt of the
notice from the court. at a per-share price equal to the partial payment amount. The court shall then make
payment as soon as practicable, but in any event within ten business davs. to the shareholders who so surrender
or transfer their shares to the court of the appropriate per-share amount received from the controiling person

ofr group.
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() PAYMENT UNDER OPTIONAL PROCEDURE — Any amount agreed upon hetween the
partics or determined pursuant 1o the procedure agreed upon between the parties shall be payable by the
controlling person or group after 11 s agreed upon or determined and upon and concurrently with the deliveny
ol uny certificate of certificates representing such shares or the trunsfer of any uncertificated shares 1o the
controlling person of grovs by the shaicholder.

(n) TITLE TO SHARES ~ Upon full payment by the controlling person or group of the amount owed
1o the sharcholder or 1o the court, as appropriate, the shareholder shall ecase 10 have uny interest in the shares.

SECTION 2548

COORDINATION WITH CONTROL TRANSACTION

(4) GENERAL RULE — A person o/ group that proposes to engage in a control transaction may
comply with the require .ents of this subchapter in comiection with the control transaction, and the
effectiveness of the nghts afforded in this subchapter 1o sharcholders may be conditioned upon the
consummation of the contro} transaction,

(b) NOTICE — The person or group shall give prompt written notice of the satisfaction of any such
condition 1o cach shareholder who has made demand as provided in ihis subchapter.
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