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COMPANY PROFILE

Pennsylvania Power & Light Company, headquartered in Allentown, Pa.,
provides electric service to approximately 1.2 million homes and
businesses throughout a 10,000-square-mile area in 29 counties of Central
Eastern Pennsylvania. Principat citics in the PP&L service arca are
Allentown, Bethlchem, Harrisburg, Flazleton, Lancasier, Scranton,
Wilkes-Barre and Williamsport, The area is at the heart of the nation’s largest
industrial and commercial marker area. More than 70 million consumers
live within 2 300-mile radius.
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1994 ANNUAL MEETING -

PP&L's 1994 annual meeting will be held April 27 at the F. M. Kirby Center
for the Performing Arts, Public Square, Wilkes-Barre, Pa. Sce page 46
for details.
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HIGHLIGHTS (Consolidated)

. Operating Data (in thousands)

Towal Energy Sales, Kilowatt-hours
Svstem Encergy Sales, Kilowatt-hours {a)
Contractual Sales 1o Gther Utilities,
Kilowatt-hours
PIM Interchange Power Sales, Kilowa-hours,
Llectricity Generated, Kilowatt-hours . .. oL L.
Net System Capacity, Kilowatts (b)(c)
Winter Peak Demand, Kilowaas(d) ... ... L.

Financial Data (in thousands)
Operating Revenues
OperatingIncome. ..o oo oL
Netlneome ..o oo o
Common Dividends Declared o000 000000
Common Equity (b)
Capital Provided by Investors(by ..o o000
Construction Expenditures. ... .. ...
Construction Work in Progress (b)
Property, Plantand Equipment—NNet(hy ... ..
Totl Assets(b)y. ..o o o

Per Common Share
Larnings
Dividends Declared
Market Price(h) ..o oo
BookViluce(h) . ... . o

Other Information
Return on Average Common Equity
Times Interest Earned Before Income Taxes . ..
Number of Customers—Electric ()
Common shares Qutstanding (b)
Number of Common Sharcowners{h) . . ... .
Number of Emplovees—Electric{h)

(b)) Aryear-end,

(d) Winwer peaks were reached carly in the subscquent yeur.

1993

42,333,831
31,050,172

7,142,189
4,141,470
39,245,835
7,802
6,403

$2,727,002
$562,808
$348,126
$250,611
$2,425,835
$5,797,040
$430,672
$238,600
$7,145,581
$9,454,113

13.06%
3.33
1,203,139

152,132,089

130,677
7,765

(a) Excludes contractual sales to other ptilitics and PIM inteechange power sales.

(¢ Torlgenerating capacity plus tirm capucity purchzses less firm cpacity sales,

1992

42,242,334
29.755.211

7,326,845
5,160,278
39.186.425
7.802
6,130

$2.744.122
8573431
$346,724
8242 655
$2,366.9%9
$5,702,658
§387,220
F211,534
£7,019,504
$8,191,768

13.11%
308
1,186,682
151,885,335
129,394
7.981

WHERE THE PP&L INCOME DOLLAR WENT IN 1993

Income includes revenues, other
income and the -ance for funds

used doring:construction.

168 CThxes

O nterest

1993-1992
% Change

Mol ol (O R RSt

\.n
S

N o— uh
~—

—_
N2 ke

N

A
- ==
B~

e

—_
=
I3

I —
~1 =
=

(

17¢  Orther operation
7¢ Maintenance

10¢ Depreciniion

e Dividends

¢ Earnings reinvested

1991

43,772,159
29,036,169

7.182.642
7,553,448
41,551,242
7.797
3,974

$2,740,715
§382.331
$348,414
$234,626
$2.298.010
$5,623 378
$336.741
3183,242
$6,929,578
$7,934,595
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13.42%
3.06
1,173.680
151.655,263
127,272
8,144

29¢ Fuel and power purchuses




ou-get the future for which
“you plan.

Al PP&L, we believe that
adage but we also belicve that plans
don’t amount to much unless you do
i@ good job in executing them. I'm
pleased o report 1o you that we are
implementing plans that will cnabie
us to take full advantage of the
changes thut are shaping a new clee-
tric uiility industry. Provisions of the
National Energy Policy Act of 1992
have altered the very nature of the
clectric business in the United States,
Opportunitics abound for companics
that are prepared o move,

During the past vear, we have
begun work on initiatives that will
help us shape a successful future for
PP&L customers, for PP&L investors
and for PP&L emplovecs.

Also, we are implementing 4
Continuous Performance lmprove-
ment Process. We are continuing our
aggressive cost-reduction cffort. And,
we are responding to the new com-
petition in our industry with a re-
newed commitment to high quality
service and reasonable prices.

A series of initintives, many of
which stemt from the new rules in
our business, will lead to new sources
of revenue for the company and
will allow us to compete cffectively
as some of our markets are deregu-
lated. Several of our initiatives in-
volve cost-reduction measures that
are necessary to solidify our position
as 4 low cost supplier of clectricity.
Some of these initiatives involve ex-
panding operations in our traditional
business o gain new revenues, And,
still other initiatives involve PR&L
reaching out bevond the conlines of
our present service area. These initia-
tives dare detailed on page 5 of this
report.

While we remain sharply fo-
cused on providing high quality
service at reasonable prices to the
people of Central Eastern Pennsyi-
vania, we also are convinced that

g%

William F. Hecht

there are growth opportunitics for
PP&LL in the worldwide power
market. We are establishing a sub-
siciary o take advantage of emerg:
ing opportunitics in the United
States and in other countries — op-
portunities in the electric power
business that are outside the scope
ol the traditional utility structure.

To take advange of such op-
portunitics, in Fehruary our board of
directors gave approval to form a
holding company. During this year,
we will be sceking regulatory ap-
provals fur the holding company ar-
cangement. [f appropriate approvals are
granted, the process will culminaite
in vur asking vou for approval of the
holding compuany @t next vear's annual
meeting.

The holding company structure is
a visible demonstration of the dra-
matic changes that we see coming o
PP&L. A similar dramatic change is
under way in the way we work with
cach other in the company. That's
the reasoning behind our Continuous
Performance Improvement Process.

CPIP. which was developed hy a
union-management team, heraleds

new eri of partnership and employee
participuation at PP&L. Our success in
the Tuture will come from the ideas
and the enthusiasm of cvery PP&L
cmployee. CPIP will be the catalyst
that will bring more of (those ideas
and that enthusiasm 10 the surface.
For more detils on CPIP, see the arti-
cle on page 6,

These changes come none o
soon because, in many ways, the fu-
ture already is here.

New competition has arrived in our
“wholesale” business. Each year, about
S44 million in revenues have come from
our sales to small wtilitics—municipals,
cooperatives and investor-owned—that
don’t operate their own generating facili-
tics. The 1992 energy act specifically says
that this group is no longer bound to
their traditional utility supplicr and is
now free to “shop around” for clectricity.
This led o significant opporunity for us

We reacted in two ways; First, we
began to explore the additional “mar-
kets™ — those customers located in
other utilities’ service arcas, Second,
we ook action 10 rencgotiate the
sales agreements that we had with
municipal and small atilitics locaed
in Central Eastern Pennsylvania,

The results were good. We are
talking with several potentiad buyers
about sales agreements and we were
able to retain as customers those
small utilitics that we have been sell-
ing to for years. These new agree-
ments dre subject to Federal Encrgy
Regulimory Commission approval.

The wholesale market was not the
only plirce in which we can report
suceess in 1993, Sales 1o our service
area customers were up by 4.4 per-
cent for the year. It is especially signifi-
cant that industrial sales also in-
creased by 4 percent, Even when
accounting for an unusualy hot sum-
mer, which tends o increase residen-
lidl and commercial sales, the strong
sales perlormance indicates an en-
cowraging underlying growth in our
service area ceanomy.




Earnings for 1993 were $2.07 per
share, an increase ol 5 cents per
share over the previous year. A full
discussion of carnings can be found
on page 12,

The news alse was good for our
customers in 1993, Our rales contin-
ue 10 hold steady. At the end of
1993, PP&L rates were roughly the
same as they were in 1986, an im-
pressive record when vou consider
that the Consumer Price Index has
increased by more thin 20 pereent
over that same period,

1993 also was a1 good vear for
financing. Taking wlvantage of favor-
able interest rates, we sold 81,15 bil-
lion in securitics and redeemed $1.09
hillion of high-cost sceuritics, in cach
case more than in any vear in our
history. This reduced our costs by
lowering our interest charges and

ividends on preferred stock. Also

the financial front, at year's end

s expressed o fond frewell to
mun who was involved in the com-
pany’s financial operations for nearly
four decades. Charles L. Russoli, ex-
ceutive vice president and chicef fi-
nancial officer. retired. Churlie also
retired from his position on the com-
pany’s board of directors.

The 12 months of 1993 also were
productive ones for our power
phints. Our fossil plants exceeded
their goal as they were availuble to
produce clectricity 82 percent of the
time during the vear, Our
Susquehanna nuclear plant fell just
short of its goal for the year.

Our marketing and cconomic de-
velopment program had another sue-
cessful year, exceeding its goals by
accounting for 536 million kwh in
increased annual sales.

We continued our environmental
efforts in 1993, publishing our first-
ever environmental annual report.
¢ report, which is available upon
uest, provides deils of the com-
any's environmental efforts and of
1he impact ol its operations.

In other environmental news, the
company signed an agreement with
federal and state agencies as well as
private sporting groups 10 restore shad
to the Susquehanna River, Under the
agreement, we will instadl fish lifts w
our Holtwood hydro plant by the
spring ol 1997, Also, PP&Ls Comfort
Home®  program was recognized as o
“mode] of excellence”™ by a group of
cnvironmental organiziions.

The news was not so good in
the safety arca during 1993, Tragical-
Iy, a Distribution Department employ-
ce from our Susquehanna Division
died of complications resulting from
injuries he suffered when he came in
contact with a 7,200-volt under-
ground line. Francisco Garcia, 48,
was o PP&L employee for 15 years.
This was the fiest job-related fatality
of 4 PP&L employee since 1988,

We also failed o reach our safety
goals in 1993 as lost-time accidents,
no-lost-time accidents and motor ve-
hicle accidents all exceeded targets.
Reacting 1o the clearly subpar salety
performance during the vear, we ap-
pointed a union-management team
to examine the problem and muake
recommendations for improvement,
After talking to hundreds of employ-
ces throughout the company, the
team made dazens of recommendi-
tions for improvements, on which
we e now acting,

Qur performance in 1993, our
initiatives for the more competitive
{uture and the promise of our CPIP
cffort give us great conlidence in the
future — 2 future that we are now
working 1o shape, PP&L s a solid
investment today and will continue
1 be in the new competitive future.,

A look at our history tells vou
why we are optimistic:
® W have heen a lewler in the

competitive bulk power sales

mutrket. In the last five vears, we
have sold more than 71 billion
kwh o other utility companics,
about 32 pereent of the electrici-

ty we have available for sale.

* W huve heen a leader in aitiact-
ing business and industry to Cen-
tral Eastern Pennsvlvaniae, despite
intense competition. Over the
past five vears, we have been in-
volved in attracting a net in-
crease of more than 30,000 jobs
to Central Eastern Pennsylvania.

° In the free of a strong challenge
from other fuels, electricity con-
tinues W be the haating source
of choice for new home buiiders
in Centeal Eastern Pennsylvania.
About 69 percent of the homes
built in our service area in the
past five years are all-clectric,

We have been suceesstul in the
competitive markets in which we
have been involved. And, while the
new chullenges are unlike those we
have seen in the past, we feel confi-
dent we will be able to mecet the com-
petitive challenges in the future as well,

Our experiences give us 4 com-
petitive advantage. We have put
together a cobesive strategy for the
future, Wee tre empowering PP&L
people to meet the chalienge.

W are trimming down to face the

competition,

These are the reasons that we
look with confidence o the opportu-
nitics creaied by the new rules in our
business.

These dre the reasons that PP&L
will be one of the winners in the
new clectric power business,

On behalf of all of us at PP&L, |
thank vou for your continued support.

Respectfully submitted,

Willisgm = 8ol

William I, Hecht
March 1, 1994




OUR CHANGING INDUSTRY

Competition & Deregulalion

ince the passage of the

National Encrgy Policy Act

of 1992, there has heen a
great deal of discussion aboul
changes in the utility business. At
PP&L, we are convineed that the
new rules in our industry present
tremendous opportanity.

The 1992 act changes the
nature of the electric utility busi-
ness — 4 business in which PP&L
has been a major plaver. Because
of chunges in the regulitions,
remain a force in

Encrgy Act empowers all utilitics,
including those that co nat now
generate thcir full requirements, the
opportunity o shop around for a
wholesale supplier, rather than being
limited to purchasing their needs
from their traditional supplicr.

What does this mean?

It means we have enhanced
opportunitics w market PP&L
clectric service bevond the bound-

While this competition affects
only about 3 percent of our ol
sales today, we think that will
change.

Although the National Energy
Act requires open access (o the
transmission system for these
wholesale cnergy sales, it does not
provide such opportunity for retail
industrial and commercial customers.
It does not, however, prohibit states
from doing so. Already, several
states have legislation being con-

sidered that

the electric power
industry, we are
expanding our
operations he-
vond the borders
of Central Euastern
Pennsylvania,
The new
regulations
provide PP&I,
wilth new market-
ing opportunitics.
For inslance, we
are negotiating to

Since the passage of the National
Energy Policy Act of 1992,
there has been a great deal of discussion
about changes in the utility business.
At PP&L, we are convinced
that the new rules in our industry
present tremendous opportunity.

would do
exactly that,

Compctitiot
in the retail

market, starting
with the indus-
trial and com-
mercial sector,
will dramatical-
lv alter our
industry.

While we
don’t know
when this retail

scll clectricity to
small udlities in arcas beyond
those we have traditionally served,

Also, we will bu seeking
opportunities in power plant
construction and operation outside
our service territory and outside
the United States (see article on
next page).

The changes in our industry
usher in @ new era of competition,
the likes of which we have no
seen before. Exactly how docs this
competition come ahout?

The answer is very simple:
Among other things, the 1992

aries of our traditional operating
erritory. It also means that another
utility company, or a non-utility
generitor, could attempt o sell
clectricity to utilities that are now
receiving service from us.

W are reacling aggressively to
this change in our marketplace. In
addition to negotiating with poten-
tial customers outside of Central
Eastern Pennsylvania, we have
successtully renegotiated long-term
agreements with a number of small
utilities that we have served for
veurs.

competilion
will occur, we are convineed it will
come. That's why we are taking
actions that will enable us 10 be
successful in a4 more competitive
environment,

To take advantage of the new
opportunities in a restructured
utility industry, we are reducing
our emplovment levels, we are
aggressively reducing our costs
and we are vigorously implementing

productivity gains, Initiatives that .

we have put in place in 1993
involve an increase in these activi-
tics as well as other actions.



OUR RESPONSE TO THE CHANGING RULES

Meeting Competition Head-On

nereased competition in the
utility industry will make PP&L
a healthier company.

W are well positioned, with
reasonable costs, excellent employ-
ces, ahundant capacity and a history
of being innovative in the competi-
tive energy business. Bui, we are not
standing still. PP&L is working to
take advantage of the opportunitics
that the new rules present.

Our initiatives are in three basic
areas: resource management in the
traditional husiness; revenue en-

hancement in the traditional husiness:

d expanded business growth
portunitics.

Resource Management
in the Traditional Business

W are developing ways 1o be
more productive in all our opera-
tions.

Al our power plants, we hive
established cost targets hased on the
future prices that will be set by the
nutrketplace (see previous article on
competition). Emplovee teams it
cach of our plants are undertaking
activities to meet those trgets,

Power plants are not the only
area in which we are developing
productivity improvements. We are
estublishing streteh goals, based on
the best practices in the industry, for
our transmission and distribution
operations.

As 4 third part ol the resource
nagement initiative, the compa-
S SCTVICE organizations are im-

roving operationil processes and
lowcering costs.

In all cases, emplovee wams — in
the spirit of the company’s Continu-
ous Performance Improvement
Process — are helping o establish
stretch goals and o implement
improvements, {(Sce following
article.)

By tuking these aggressive cost-
reduction measures. and by estab-
lishing new plintcaus in customer
service, the company will be in an
excellent position w take advantage
of the opportunitics offered by the
new regulitory rules.

Revenue Enbancenient
in the Traditional Business

We are also developing ways o
raise revenues from new sources in
the traditional business.

This invalves a concerted effort
to develop new products and
services for customers. For example,
the company is piloting the rental of
a whole-house surge protection
device to customers in the Allentown
arcit. Along with this device, for
fee, comes insurance agitinst damage
1o clectronic appliances from ching-
¢sin voltage. This is just one exam-
ple of new “products™ that we will
offer to customers.

And, this effort is not confined o
our residential market, There are
opportunitics in the industrial and
commercinl market. For instance, we
are now offering energy-nunage-
ment services woour larger business
CUsLoOmers,

Other utilities we another nu-
ket We recently sold to several other
atilities substation control computer

software that PP&L people had
developed for our use. In addition,
we are marketing 1o other utilities a
videotape that describes the henefits
of - ground source heat pump,

In pur revenue enhancement
cffort, the key is o identify areas in
which we can provide new services,
or hetter services, at 4 lower Cost
than is being provided by others.

As part of this initiative we have
named a business growth manager
fur the company — a person who
will he responsible for assessing
ideas that might bring new revenues
into the traditional business,

Expanded Growth
Opportunities

PP&A always has been @ leader
in the clectric power business. We
have every intention ol remiining so.

Prior to the National Lnergy Act
ol 1992, the clectric power business
and the electric utility business were
essentially the sume thing, But the
changing rules of our business have
scparated the two. The generation
portion of the electric power busi-
ness is being opened up to all
companics, not just utilitics,

Thar means that any company
now can build and operate a power
plint, sclling the electricity 1o utility
companics. A atility that docs not
aggressively enter the marketplace
will no longer be in the electric
power business, 1ts opportunitics for
growth will he very limited.

We are not satisfied with the
prospect of limited growth.




Meeting Competition (Continued)

We helieve that sve bring some
special abilities to the worldwide
power market, so we have decided
W step outside the boundarics of
Central Eastern Pennsylvania. This
will allow us to take full advantage
of the new oppartunitics in the
clectric power husiness.

Therefore, our initiatives involve
expanding bevond our traditional
boundarics.

In addition to the worldwide
power cffort, we are investing in
allied businesses — enterprises that
we understand but are outside our
traditional scope. Any such allicd
businesses also would be operated
outside the normal utility environ-
ment.

We do plan, however, 10 stay
within areas akin to the energy
business. We will not consider, lor

A utility that does not aggressively
enter the marketplace will no longer
be in the electric power business.
Its opportunities for growth
will be very limited.

We have completed a business
plan for PP&Ls entry in the world-
wide power market, The plan
calls for some small investment
initially, which enables us o get
experience in the market and devel-
op the skills necessary 10 be a major
plaver.

While the worldwide power
initiative could include projects in
the United States, our study shows
that, at this time, broader opportuni-
tics exist outside North America,

6

example, getling into the food
service industry or building theme
parks, or any other business about
which we know little, Our expertise
is in energy and allied businesses,
We will continue to concentrite our
efforts here.

The inftiatives that we have
kicked off over the past vear put in
place the kev clements thar will
permit PP&L to prosper in the future,
as we have for the past seven
decades,

hen vou strip away all
. -thejargon, the Coniin-
“uous Performance Im-
provement Process is
just commen sensc.

IUs commaon sense that the
people who are closest o the
work — those who are doing it —
would have the best ideas regard-
ing how to improve, IUs commaon
sense that o team with diverse
strengths will outperform any ane
individual.

It is that belicf that has
driven the development of CPIP

The process was developed
by 1 joint union-managemernt
wcam, which talked to hundreds .
of employees before making
recommendations. In a vear-
long study, the team consid-
ered a wide variety of options
and talked with hundreds of peo-
ple from other businesses and in-
dustrics about implementing
quality programs.

That weam, in sctting up the
structure for the process, devel-
oped a guiding premisce:

We will achieve excellence
and ongoing success for
customers, employees and
sharcowners through con-
tinuous improvement by:

1. Serving our customers.

With the changes taking
place in the utility industry,
customer sduisfaction will be
crucial 1o the continued suc-
cess of PP&L. To ensure our
long-term financial health,
“serving our customers” must



'OUR CONTINUOUS PERFORMANCE IMPROVEMENT PROCESS

become an obsession and the
focus of evervthing we do.

Striving to meet customer, em-
ployee and shareowner ex-
pectations by being a cost-
competitive produocer.

The fundamental and underlving
purpose of CPIP is to cnuble the
company to progress from its
current level of performance o a
higher future level. The interests

tion of the corporate vision and
business dircction is crucial o the
success of CPIP and the company.

5. Leaders role-modecling the
behavior they expect from
others.

We look 10 our leaders o “live”
our shared values, both in the he-
havior they demonstrte and in
the hehavior they recognize and
support.

We will achieve excellence
and ongoing success for customers,
employees and shareowners
through continuous improvement.

of PP&Ls primary stukeholders —
employees, customers and
sharcowners — are served by our
ability 1o he a cost-competitive
producer.

Measuring and assessing per-
formance constantly.

When things are not measured,
they usaally don't improve. Mea-
surement and assessment will
provide valuable information in
establishing ongoing improve-
ment plans.

Ensuring that all employees
understand and support stra-
tegic and operational plans.

A clear, consistent communica-

6. Creating a climate of trust.
Trust is not an issue that needs 1o
be addressed only between man-
agers and non-managers. [t is
something that needs o he a pri-
ority Tor all employees in all
relationships. Exch individual
needs o evalue his or her own
actions in regard o improving
the level of trust in the organiz-
tion.

7. Empowering people to think
and act.
The concept of empowerment, in
its simplest terms, means that
people who are closest (o the
work have the authority and the
responsibility 1o make as many

How PP&L Will Change

operational decisions as possi-
ble.

8. Creating a high level of team-
work throughout the organi-
zation.

In the competitive environment,

our greatest opportunity for suc-

cess clearly lies in the collective
efforts of all employees. The po-
tentizal of all people working -
gether is far greater than the most
significant individual cfforts.

The wam sclected a butier{ly
as i symbol for the change tht
PP&L must undergo 1o successtully
implement this process. CPIP, like
butterfly, is aboul metamorphosis —
about totally changing the face of
PP&L..

We are making progress. A joinl
union-management team is over-
seeing the process. Continuous
Improvement Managers have been
appointed in cach of the major de-
partments to provide support for the
ctfort. Every employee in the com-
pany is receiving CPIP orientation in
the first quarter of 1994,

At the hieart of the process will be
employee teams looking for a
hetter way 10 serve customers and to
improve productivity. During 1994,
we expect that reams will be estab-
lished throughout the organization.

CPIP is crucial to the com-
pany’s future.

While our strategic initiatives
provide us with the direction for the
future, CPIP provides us with a
method to get there. CPIP provides
the framework o change the very
culture of PP&IL.




January

o President and Chief Operating
Officer William F. Hecht
assumes the additional titles of
chairman and chicf executive
officer Jan. 1, succeeding
John T. Kauffman, who retired
Dec. 31, 1992,

® Jrank A. Long, senior vice
president-Svstem Power & Engi-
neering, becomes executive vice
president and assumes the dutics
and title of chief operating officer
from Heeht, effective Jan. 1.

¢ Robert G. Byram, vice president-
Nuclear Operations, is named
senior vice president-System
Power & Engineering and
becomes a member of the
Corporate Management
Committee, cffective Jan. 1

e PP&L offers $§300 million of first
mortgage bonds to the public,
and, using funds supplicd by the
company, redeems §305 mitlion
of first mortgage bonds having a
higher interest rate.

YEAR IN REVIEW

February

e A cold smap leads to a new win-
ter peak record for clectricity
use. [In a onc-hour period, cus-
tomers use 6,130,000 kilowatt-
hours of clectricity.

s A plan to recliim open pit mines
with power plant ash, providing
ceonomic and environmental
henefits for PP&L and the com-
munitics it serves, is outlined to
the public.

* The quarterly common stock
dividend is increased by 3.0 per-
cent, from 40 cemts a share 10
41.25 cents a share, PP&L has
increased the common stock
dividend cvery year since 1979.

March

o Iclen J. Woller retires us ussis-
tant secretary and assistant trea-
surer, effective March 1, after
45 years with PP&L.

¢ A fierce winter storm knocks out
electric service to 153,000 cus-
tomers. Most service is restored
within 24 hours. A week later,

.’,‘

A employee heips dig ot frome the Blizzard
of 03, Advance planning and berd work
thraughont the company minimized service
BHerruPHONS fir CHSIOMers.

the Blizzard of "93 burics the .
service territory in a blanket of
deep snow, but advance prepa-
ration and long hours by PP&L
cmployees minimize service in-
terruptions.
Distribution employee Francisco
Garcia dics from injurics sus-
ined when he accidentally
touched a 7,200-volt under-
ground power line in February.
It is the first job-refated fawlity at
PP&L since May 1985,

¢ [Harold W. Kciser, sentor vice
president-Nuclear since 1988,
resSigns 1o accept a position at
another utility. Robert G. Byram,
senior vice president-System
Power & Enginceering, is named
senior vice prestdent-Nuclear.

April

* PP&L offers $275 million of first
mortgage bonds to redeem

$250 million of first mortgage .
bhonds with higher interest rtes.

¢ Raymond F Suhocki, vice presi-
dent-Susquehanna Division, s

A vl car full of {owe-sulfuer coal from ondside
Penusylvania is dumpied al PPELS Brunner
Istand power plant, as part of a lest burn (o
belfr the compiany identify options o meet new

clean-air requiremients,

Swwollen by beawy rain and melting snow. the
Susepuehanna River spilled over iy banks i

lette Mearch and early April, causing flooding
at the company’s Holtwood bydroglectric '

puoteer Plant.



.numcd vice president-Sysiem

Powcr, effective April 1.

¢ Robert M. Geneczko, manager-
System Planning, ts named vice
president-Susquehanna Division,
succeeding suhocki.

* Customers get a $6 million dle-
crease in their electricity rates
hecause of adjustments 10 ac-
count for changing energy costs
and state taxes — the scecond
rate decrease in 2 years,

* PP&L marketing personnel con-
tinue their excellent showing in
the annual Pennsylvania Electrie
Association marketing competi-
tion by winning half of the avail-
able awards, Later in the vear,
similar performance was exhib-
ited in the natdonal Edison Eleciric
Institute marketing competition,
Additionally, PP&Ls ground
source heat pump progrim won
top residential program honors.

May

° A natonal independent review
hoard renews aecreditation for

[ 4 P
Koki dada, president of fapean’s Chugoki
filectric Power Co. (left), coid PPEL Chairmen
(1 Hecht (right), with interpiveter. sign five-
roextension of an employee- and Giformea-
n-exchange agreemoent betweeen the
fHiw t.‘Ui‘H[)/HH‘t“\'.

six training programs for

Susquchanna nucleir power

plant operators.
* ‘Top business leaders, nationally
recognized experts and mem-
hers of PP&L management gath-
cr at PP&Ls first Key Excceutives
Forum to discuss Pennsylvania's
business future.
PP&L extends through 1998 an
emplovee and information ex-
change agreement with Japan’s
Chugoku Electric Power Co.
PP&L offers $100 million of se-
rics preferred stock, using the
proceeds 1o retire four serics of
preferred stock with higher divi-
dend rates.

* A new state-of-the-art control
room simulator, used 1o train the
people who operate the compa-
ny’s Susquehanna nuclear plant, is
dedicated and placed in service.

The Tded Home at Bent Creek in
Lancaster County, a showease of
residential celectric and thermal
eehnology built by PP&LL in
partnership with a local builder

TR

TWWHLW

Procurement dualyst Mark Thomas (left)

s one of the PPEL polunteers who tiitor
children al an Alfentown elementary school as
part of POSL 2000, the company’s business-
education partinershipy effort. In this phuoto, be
discusses the program af the Lebipgh Valley
Business-Education Shotecase.

and more than 100 other {irms,
apens o the public.

June

¢ Harold G. Stanley and George T,
Jones are numed vice president-
Nuclear Operations and vice
president-Nuclear Engincering,
respectively, effective June L
The restructuring of the Nuclear
Depariment sharpens the focus
on day-to-day operations at the
Susquehanna nuclear plant,

e Chairman Bill Hecht joins offi-
cials of federal and state agen-
cies and private sporting groups
in SigNing an agreement W re-
store the American shad to the
Susquehanna River, PP&LS
Holtwood hydroclectric diam will
get twao fish lifts by spring 1997,

¢ The Susquehanng nuelear plant
carns the highest possible rating
in a1 performance evaluation by
the Institute for Nuclear Power
Operations, an independent in-
dustry organization.

Pennsyivania Gov. Rubert Caser (right) and
Mavviand Gov. William Donald Schacfer
refease a shad fnto the Susguebanna River,
symbotizing the vetwrn of the sigratory fish to
the river as the vesult of PP&L and other wiilitios
commiting to udld fish lifts at bvdvovlectric
ey,

9




YEAR IN RE

IEW CONTINUED

o PP&L offers $125 million of first
mortgage bonds. Proceeds are
used 1o redeem 8125 million of
first mortgage bonds with a
highcr interest raee,

¢ The Susquehanna nuclear plant
is named to the Nuclear Regula-
tory Commission’s list of the na-
ton's top safety performers he-
cause of its “sustdined high lewel
of safety performance” Tt is the
third straight appearance for
Susquehanna on the NRC's bian-
nueal good performer list.

¢ ‘The Pennsylvania Public Utility
Commission rawes PP&Ls con-
sumer complaint performance
the hest among the stawe’s njor
clectric utilities for the cighth
straight vear.

July

o The Pennsylvimia-New Jersey-
Maryland Interconnection, the
regional power pool to which
PP&L belongs, becomes an inde-
pendent association, The pool
coordinates bulk power

NORTHEAST DIVISION

Headquarters

usgu‘ormnons_ CENTER

The company’s wew: Northeast Division
headguarters and Media Operations Center
for the Susquebanna iuciear plant was o
unigne. fast-track project managed by PG
and comfreted on time and nider budget,

1¢}

operitions o beter serve
customers of its 11 member
utilities,

e [fcavy air conditioner use during
a summer heat wave leads 10 a
new record for customer sum-
mer clectricity demand —
5,409,000 kilowatt-hours during
a one-hour period.

o “lurbine damage discovered after
an automatic shutdown of Unit |
at the Susqucehanna nuclear
plant sidelines the generating
unit for seven weeks.

August

® Clair W. Noll, vice president-In-
formation Services, retires afler
3% vears with PP&L. Michact D,
Hill, manager-System Operation,
is named vice president-Inform-
tion Services o replace Noll, ef-
fective Aug. 1.

o Edward F Reis, vice president-
Corporate Planning, retires, cf-
fective Aug. 1, after 37 vears
with PP&L

s PP&IL offers $115 million of se-

RIFUELING AREA

T
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ries prelerred stock, The pro-
ceeds are used 1o retire three se-
ries of preference stock with
higher dividend rates.

¢ Joining other utilities nation-
wide, PP&L pledges to cooper-
ae with the US. Department of
Energy in helping formulate a
national policy on greenhouse
gas emissions.

September

* The company’s Comfort Home®
program is recognized as a "mod-
¢l of environmental excellence”
by a group of 30 American envi-
ronmental organizations.

¢ PP&L begins exploring options
o expand interim storage of
spent uranium fuel from the
susquehanna nuclear power
plint while awaiting federal gov-
Crnment action on a permanent
storage facility.

o PP&L offers $85 million ol scrics
preferred stock, using the pro-
ceeds to retire two series of pre-
ferred stock with higher divi-

{ierh Whodeshick, special assistant 10 the
president for the Susquiehannc nucledr potwer
plant, mictkes @ point during one of the plant's
emergency dreills i the compeany's new Media
Operations Cenler, Nuclear safely engineer
Rich Hewry acted as e resonrce peyson for
Wiodeshick,

Ray Subocki. vice presideni-Sysiem Power.
otlines PPELs strategy for the futie 1o«
grongr of emplovees from System Operaling,
The strategy was explained by Iop exechitiie
o 7,700 eanprnyees in severad hurdred smed
Lrowp meetings thronghont the company.




cend rues.,

* The company’s new Northeast
Division headquarters and Media
Operations Center for the
Susquehanna nuclear plant
opens near Wilkes-Barre,

October

¢ Quality land munagement prac-
tices and environmental educa-
tion earn PP&LL national recogni-
tion as the 1993 recipient of an
Edison Electric [nstitute land
management award,

¢ PPXL and Generad Motors an-
nounce an electric vehicle st
drive program in Harrisburg.
About 80 PP&L customers will
be sclected to wst-drive GM's
clectric “lmpact™ for two- and
four-week periods in 1994,

o PP&I offers $150 million of first

mortgage bonds, using the pro-
.cccds to redeem $1235 million of
{irst mortgage bonds having a
higher interest rate, and o retire
short-term debt. With this trans-
dction, securities sules reuach

$1.15 hillion. muking the year
PP&Ls higgest ever for selling
new stocks and bonds 1o re-
deem higher-cost issues,

* A serics of fucl-hundling prob-
lems during refucling of Unit |
at the Susquehanna nuclear
power pland leads to o Nuclear
Regulatory Commission inspec-
tion and a series ol corrective
actions by PP&L. The unit’s re-
turn to service is delaved further
by 1 decision to replace metal
supports for reactor pumps after
similar components developed
cracks at a nuclear plant in
Mississippi.

¢ Richard S. Barton, president of
U.s. Castomer Operations for
Xerox Corp., and a corporne
vice president of Xerox, is
clected a director of PP&L, effec-
tive Jan, 1, 1994,

November

¢ Pennsvlvania Mines Corp.,
A PP&L subsidiary, transfers
ownership of a coul-

processing facility 10 a Pins-
burg-based compuany, compict-
ing the phase-out of subsidiary
mining operations.

December

e Nuance K. Dicciani, vice presi-
dent and business director of the
Petroleum Chemicals Division of
Rohm and Haas Company. is
clected o PP&LUS board of diree-
tors, cffective Feh, 1, 1994,

* A partnership agreement with
the Ministry of Energy and Elec-
trification ol Ukraine is signed,
calling for study tours and cex-
change visits,

o Charles E. Russoli, executive
vice president and chief financial
officer, retires as an employee
and a director, ending a0 38-year
carcer at PP&IL. Romald E. Hill,
vice presiaent and comptroller,
is named senior vice president-
Finunciul, cffective Jan. 1, 1994,
1o replace Russoli as head of the
Financial Department, Hill also
joins the Corporate Management
Committee.

Dowug Rehrer, mianager-Safely and Health
Serpives. reminds meter instedler Lester Divivich

the Lancaster Serrice Center about the
artence of scafe drviving. The company
Ostedd (118 SAfen) eteareness efforts during 1993

aftor g disturbing incredase in empiovee
accicdenis.

During 1993, PPEL produced its first comfpire-
bhensive environmentad report for shareomwuers,
customers, empioyees aoid ihe public. The
report, titled “Eaergy in Hearmony With the
Envivonnment.” explaing boiwe the comany
provides veliahie and ecotemical electric
serprfee while protecting the eneiranment.

w) ; i
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Frank Lowg, PPELS execntive vice president
eted chicl opierating officer (left). end Viadimir
Trafimor of the hraine Ministry of Energy and
Lectrification, sign an agrecment ander which
PREL will ety Dkradie, o former Souiet
Repebiic, meet its energy challenges,
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REVIEW OF THE COMPANY'S FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Results of Operations

Earnings

Earnings per share of common stock were $2.07 in 1993, $2.02 in
1992 and $2.01 in 1991, Increasing economic activity in central
castern Peansyleania and the effects of heter-than-normal weather
during the summer were the main reasons for the camings improve-
ment. IF weather had been normal, exrnings would have heen 2 cents
per share lower in 1993, Weather conditions affect sales and carnings
as heating and cooling demands change. T make valid comparisons
of financial performance, the Company adjusts the figeres o reflect
“normal”™ conditions as determined by historical weather data.

Earnings also benefited from continuing efforts o control operating
and oaintenince costs and by the comtinuing refinancing of higher
cost seeurities 1o ke advantage of Bvorable market conditions.

In the fourth quarter of 1993, the Company recorded charges
against income that, in the aggregate, adversely affected net income
by ubout $18 million or 12 cents per share of common stock. The
charges related to: (i) credits o be included in the Company's Energy
Cost Raie (ECR) due o entering, a settlement agreement with com-
plainants against the Company’s ECR; (ii) the write-ofl of certain
deferred retiree henedit cosis; and (iif) the recognition of certain
emplovee benefit costs in connection with the adoption of 1 new ac-
counting standard. These matters are discussed in more detail in the
remainder of this review,

Earnings for 1992 and 1991 were atfected by extremely mild
weather, Earnings per share would have been 7 cents higher in 1992
and 6 cents higher in 1991 had there heen normal weather in the
Company’s service territory.

Earnings per share over the last five years have essentially been flag,
generally reflecting @ slowdown in the re of growth of energy sales,
higher Susquehanna depreciation and increased competition. To
achicve continued earnings growth and to respordd to this increased
competition, the Company has begun strategic initiatives as explained
under “Increasing Competition”™ an page 19. In addition, the Com-
pany will continue its aggressive marketing and economic develop-
ment progeims aimed at increasing energy sales, will continue 0 ¢m-
phasize cflective cost reduction and will also continue to take advan-
tage of favorable financial marker conditions to refinance long-term

EARNINGS PER SHARE
WEATHER—NORMALIZED VS, ACTUAL
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debt and preferred stock with lower cost seeurities w reduce interest
expense and dividends on preferred stock.

Electric Energy Sales

Svstem, or service ared, sales were 311 hillion kwh in 1993, an in-
crease of ahout 1.3 billion kwh, or 4.4%, over 1992, The effects of
hotter weather during the summer, which resulted in higher air condi-
tener use, and the increased cconomic activity in central ¢astern
Pennsylvania were the primary reasons for the increases in system
sales. Sales in all major customer categories were higher in 1993 than
in 1992, Milder-than-nonmal weather depressed svstem sales in 1992
primarily due o reduced use of clectricity for Beating by residential
and commercial customers, Svstem sales were down an estimated 334
million kwh in 1992 due 0o milder-than-normal weather, The Com-
pany estimates that if normal weather had been experieneed in both
years, system sales for 1993 would have increased by 855 million
kwh, or 2.8%, over 1992,

Actual sales w residential and commereial customers in 1993 in-
creased 439 million kwh, or 4,1%, and 334 million kwh, or 3,7%,
respectively, over 19920 The Company estimates that under normal
weather conditions for hoath years, sales © residential and commercial
customers in 1993 would have increased 167 million kwh, or 1.5%.,
and 189 million kwh, or 2.1%. respectively, over 1992,

Industrial sales, which are not affected by weather conditions, in
creased 354 miltion kwh in 1993, or 4.0%, over 1992, The continued
growth trend in this category is an encouraging sign of increased in-
dustrial activity.

Svstem sales in 1994 e currently forecasted to be approximaely
3.7 billion kwh, an increase of 665 million kwh, or 2.1%. over 1993
actual svstem sales, and a 771 million kwh, or 2.5%. ncrease over
199% weather-normalized sales.

Additional energy sales from marketing and cconomic development
cfforts is 1 key corporate initiative. These additional sales generally
will he realized over at feast a two-vear period, and possibly longer if
4 major commercial or industriad customer is involved. The level of
additional sales estimaed from ese programs in 1993 was 556
million kwh. The Compuny’s 1994 marketing and cconomic develops
ment goal s 10 achieve annual net sales growth of G54 million kwh.

Competition trom other fuel soures for certain energy applications

COMMON STOCK BOOK YALUE
VS, MARKET PRICE
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has increased in recent vears. The Company's clectric heawr macker
share in new residential construction has dropped Trom G9% in 1991
0 63% in 1993, The Company's goud for 1994 s 1 68% electric heat
market share in new residentiad construction,

Certain large customers have considered self-genceration of electric-
1y over the past several vears. However, the Company hus lost no
signiticant load 1 customer-owned generation.

Towl clectric energy sales, which include contractual sales 1o other
utilities and interchange power sales, were 42,3 hillion kwh i 1993,
anincrease af 0. billion kwh, or 0.2%, compured 1o 1992,

Contractual sales o other oajor utilitics include: ) energy sold w
Atlantic City Electiie Compiany (Atlantic), Baltimore Gas & Electric
Company (BO&E) and Jersey Central Power & Light Company (JICP&L)
pussuant to long-term contracts under which these utilities purchase 2
spucified pureentage of the capacity and related energy from
Company-oswned generating units; and (i) energy sold on a short-lerm
bitsis to other clectric utilities. Contractua! sales o other utlities were
about 71 billion kwh in 1993, or 2.5% lower than 1992,

Interchange power sales 0 Pennsylvania-New Jersev-Marvlnd [nter-
connection Association (PIM) utilities were about 4.1 billion kwh in
1995, or 19.7% Jower than 1992, The deerease was primarily due 1o
increased svsterm sales and an increase in the availability of nuclear
generating capacity of ather PIM utilitics, which reduced the opers-
tion of cermin of the Caompany's generating units.,

Capacity-Related and Transmission
Entitlement Transactions

The Company’s streng generating capacity position fas enabled it
o enter ino o number of capacity-related transictions with other
clectric wilities. These immsactions include; (i) the sale of capacity
credits but no energy e other utilitics in the PIM to enable them to
satisfv their PIM contractual capacity obligations: (i) agreements with
both PIM and non-PIM utilities for the reseevition of outpu during,
certain periods from the Company’s Martins Creek units. with the op-
tion to purchase energy from those units; and (3#) arrangements
wherehy other PIM atilitics can purchase the Company's entitlements
1o use the PIM transmission system o fmport energy rom utilities
outside the PIM,

Revenues from the sale of capacity credits, the reservation of ourput
from the Martins Creek units and the sale of transmission entitle-

SOURCES OF ENERGY
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ments, net of foregone PIM interchange savings which are included in
the Company’s ECR, totaled $35.0 million in 1993, $35.0 million in
1992 and $35.4 million in 1991 The Company currently expects
about 35 million of revenaes rom these tansactions during 1994,
Increased competition invelving capacity credit transactions has
reduced the price receivedd for such sales,

The Compuny is continuing to look for opportunitics to derive adl-
ditional revenues due o its strong generating capacity position. The
ameunt of revenues from these tvpes of tansactions depends on
many factors, and it i difficult to predict the amount of revenues the
Company will ultimately realize from these transactions.

The Company, the Pennsvivania Office of Consumer Advocate
(OCA) and certain industrial customers Tave reached a settlement
agreement resolving all complaims pending against the ECR. The
agreement provides, among other things, for crediting the 1994-95
ECR with a portion of the receipts from capacity credin sales, See
“Rate Matiers” below for addidenal infornuation.

Rate Matters

The QCA and certain industrial customers Tiled complaints against
the Company’s ECR for the Last four vears, The complainants drguel,
among other things, that the Company should not he able o recover
the cost of energy purchased from noo-utility generating companies
on current basis, and that revenues rom te sale of capaciiy-relaied
and trznsmission entitlement trnsactions should be credited against
the ECR.

A result of discussions which hegan in lae 1993, the Company
and the complainants w the Company's ECR reached o senlement
agreement having nejor provisions that credits the 1994-95 ECR with
4 portion of the receipts from capacity credit sales from April 1990
through December 31, 1993; credits a portion of the receipts from
future capacity credit sales 1o the ECR: excludes from recovery

through the ECR w portion of the Pennsylvania Public thility Conimis-

sion (PUC)Hurisdictional amount of deferred retired minees” hedith
care henefits costs; and sctles all pending complais against the
Company’s 199091 through 1993-9¢4 ECRs.

This agreement is subject to PUC approvil. As a result of this agree-

ment. in the fourth quarter of 1993, the Company recorded a charge
10 expense of $17.0 million. which after income axes. reduced net in-
come by approximately $9.7 million or G cents per share of

DISPOSITION OF ENERGY
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common stock. The Company estinvates that about $8 million of 1994
capacity credit sales will be credited o the ECR.

The Company has negotinted new five-year, lower-priced sales con-
tracts with certain small utilities it currently serves, The contracts are
subject 1o Federal Energy Regulitory Commission (FERC) approval and
will reduce rates 1w these small utilities by about $3.6 million in 1994
and 1995 and by ahout an additional $4.1 millien for the vears 1996
through 1998,

[n connection with the new contracts, in the fourth quarter of
1993, the Company wrote oft $6.6 million of deferred retired miners”
health care benefits costs and 32,3 million of postretirement benefis
other than pensions applicible to FERC-jurisdictional services. The
charge 10 expense amounted w0 $8.9 million, which afier income
taxes, reduced net income by 3.1 million or ahour 3.4 cents per
share of common stock.

Operating Revenues

Total operating revenues decreased $17.1 million, or 0.0%. in 1993
from 1992, Dewils of changes in operating revenues from the prior
vear are shown in the schedule below,

Changes in Operating Revenues
1993 1992 1991
(Mitlicns of Dollars)

Recovery of fucl and energy costs ... $(2000) S 4404 § 799
ECR crudits o be applicd in 1994 ... (12.7)

Change in customer vsage ... . ... 58.9 206 38.2
Robl-in of state wmxes intw buse rates ... 26.4

State tax adjustment surcharge ... L. (32.0) 22 20
Special hase rate credi adjustment . . (5.4) (226 (167
Wholesale rate increase ... L 1.7 2.4

Capacity-rehued and transmission
entitlement transgctions .. ... ... (00.4) Al
Contractual sales 10 other
mijor wiilities .. ..o

(16.4) 77 9.1

PIA interchange power stles. ..., L. (14.8) (OBR)  (37.0)
Other ... . ... (1.1) (1.0) 1.8
Towl oo $(17.1) § 34 §102.8
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Tariffs subject o PUC jurisdiction accouned for approximately 82%
of the Company's revenues from energy sales in #1993, The remaining
18% of such revenues resulted from sales regulated by the FERC and
include the Company's PIM interchange power sales.

Billings 1 customers under PUC turisdiction include: (i) hase rue
charges; (i) the ECR which is a supplemental charge or credi for fuel
and other energy costs over or under the levels included in base
rates; (it} a stue wx adjustment surcharge (STAS) which adjusts retail
customers' bills for the effects of changes in state tx rates; and (iv) 2
special base rate credit adjustment (SBRCA} that flows through 1o
customers the effects of cerain nonrecurring items.

The last base e increase for PUC-jurisdictional customers went in-
t effeet in April 1985, The Company is unable to predict the timing
af its next PUC-jurisdictional base rue filing, but intends to delay that
filing for as long as possible,

Billings to wilities are subject to FERC jurisdiction. In the case of
certain small utilitics, billings include base rawe charges and 2 sup-
plemental churge or credit for fuel costs over or under the levels in-
cluded in hase rates. See “Rate Matters™ on page 13 for additional in-
formation concerning rates for these customers.,

The FERC also regulates contractual sales o other major ulities,
PIM interchange power sules and capacity-relited and transmission en-
titlement transactions. $ales 10 Atlantic, BG&E and JCP&L are made a
it price covering the Compuny's cost of service, including a return on
investmeni. Energy sales relating to the reservation of output from the
Martins Creek units are generally made at a price equal to the cost of
fuel plus an amount 1o reflect foregone imerchange savings, PIM iner-
change power sales are made at a price equal o the midpoint be-
tween the seliers’ aciual costs and costs that the buvers would have
incurred o produce the energy, Capaciry-relaed and transmission en-
titlement transactions are made @t prices negoetiated by the Company
and the purchaser, subject o o price cap accepted by the FERC,

Fuel Expense

Fue! expense for 1993 decreased by $38.5 million from 1992, The
decrease was primarily due w lower unit fuel costs for coal-tired
generation, partially offset by higher oil-fired generation and the
write-off of $11.0 mitlion of the deferred cost of retired miners™ health
cire benetits. For 1993, the cost of coal delivered 0 the Company’s
generating stations declined w §306.23 pur ton from $41.44 per ton
for 1992,
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Power Purchases

[0 1993, power purchases were $278.8 million, an increase of $3.3
million over 1992, The increase was the result of additonal purchases
from ether electric wilities and the PIM, partially offsel by @ lewer
level of purchases from non-utility geonerating companics.

Other Operation, Maintenance and Depreciation

The reduction in revenues resalting from flowing the henelits of @
settlement of certain clims arising from construction of the Sus-
guehann stion through o customess in the SBRCA is offser by a
credit to other aperation expense on the Consolidated Satement of
Income {see Financial Note 3), The credit was $14.3 milion in 1993
and $8.5 million in 1992,

During 19935, the Company recorded an estimated minimum lihility
of $4.4 million for the cost of environmental remediation at several
sites. AL December 3101993, the estimated minimum liability recorded
for such remediation totaled $5.2 million, The Company’s share of ac-
tual remediation costs may be greater tha the minimum amounts ac-
crued, but the Company at this time cannot reasonably estimate its
expected cost,

During 1993, the Company wrote off 89,0 miliion of ohsolee and
excess materials and supplics at its fossil-fucled steam geoeraing sta-
tions. OF this amount. §2.2 million was charged o other operation
expense and $6.9 million wis charged to maintenance expense.

In December 1993, the Company adopred Stuement of Financial
Accounting Standards (SFASY 112, “Emplovers”™ Accounting for
Postemplovment Benefits.” as discussed in Financial Notwe 13, The
adoption of SEAS 112 resulied m a0 83,5 million charge © other opera-
Hon expense.

Excluding the credits assockued with the SBRCA, the accruus for
the environmental remediztion costs, the recognition of obsolete and
excess materials and supplics and the expense associated with the
adoption of SFAS 112 discussed above, ather operation expense re-
mained essentially unchanged in 1993 compared o 1992,

The Company intends te reduce the number of full-tine emplovees
by approximately 6.8% from 8,043 ar vear-end 1991 o about 7,500
by the mid-199s. This is one of the actions being taken w contin
costs and keep the price of the Company's electric service com-
petitive. This reduction is expected to come primarily from normal at-
trition and close examination of the need 1w fill vacancics. As of vear-
end 1993, the number of full-time employees was 7.677,

The amortization of the deferred income effect of adopting the in-
ventory method of accounting for power plant spare pirts is credited
o maintenance expense on the Consolidated Stuement of Income
(see Financial Note 3). Excluding this amortization. which amounwed
1o $24.3 mitlion in 1994 and $23.5 million in 1992, and the write-off
of obsolete and excess materfals and supplics as discussed above,
maintenance expense decreased by $i4.1 million, or 6.3%, in 1993
compared to 1992, The reduction in maintenance expense resulted
primarily from lower costs associated with muintining the Company's
generating stations.

Higher depreciation expense in 1993 reflects the annual increase
assockited with the method of depreciating the Susquehanng station
and the depreciation of new property, plant and equipment placed in
service, As approved by the PUC and the FERC. depreciation expense
fur the Susquehannu station will increase annually through the vear
998, In 1993, the amount of depreciation expense applicable to the
Susquehanna station exceeded the amount thar would have been
recorded using the straight-line method, resulting in an amortization

o previously deferred depreciation, Beginning in 1999, depreciation
vill change o the straight-line metod ava level substantially less
than the amount expected 10 be recorded in 1998, The amount of
depreciation applicable to that portion of the Susquehanni station

subject o an anmugl inceeasing amount of depreciation was $16
million in 1993 and wil! increase anoually 10 $192 million in 1998 and
then deciine o $HIZ million in 1999,

Taxes

Effective January 1L 1993, the Company adopted SFAS 109, “Ac-
counting for Income Taxes.” Under the provisions of SFAS 109, the
Company, in January 1993, recorded an increase of approximaely $1.1
billion in its deferred wx liahility for wx benefits previousty flowed
through to customers and for ather emporary differences, The in-
creased wx lability was offset by u corresponding usset representing
the futwre revenue expected through the mtemaking process to pay
for the tases hased on the established regulmory practice and
legistative history in Pennsylvania peomitting recovery of actual raxes
pavabe,

[ August 1991, Pennsylvania enacted legislation that increased the
Company’s state ttses by approximately $38 million on an annual
hasis. The Company recovered substantially all of the increased state
taxes through application of u surcharge on billings to retail customers
and through billings for the contrzeal sale of capacity and relaed
erergy o other wilities. Exeept for recovery of a1 prior undercollee-
tion. the tix surcharge was rolled into the Company's huse rates effee-
tive April 1. 1993,

10 August 1993, the Omnibus Budget Reconciliation Act of 1993
wis enatcied, which contains a provision that increased the Company's
federa! ingome tax rate from 34% 10 35% retroactive 0 January |,
1993, This higher tx rae ncreased the Company’s federal income tax
expense for 1993 by abowt $5.9 million. Additionally, the Company
recorded an increase in deferred income tax labilites and tases
recoverable through future rates of §79.5 million due to the increase
in the federal tax e

Financing Costs

The Company has continued to tike advantage of opportunitics ©
reduce s financing costs by the retirement of long-term debi and
preferred and preference stock with the proceeds from the sales of
securities at i lower cost, Interest on long-term debt and dividends on
preferred and preference stock have decreased by $235 million from
§285 million in 199 w $260 million in 1993, Additionally, interest on
short-term debt s decreased by 813 million tor the same period.

Financial Condition

Financing and Liguidity

For the vears 19911993, the Company issucd $1.39 hillion of long-
term deht. $300 million of preferred stock and about $21 million of
caommon stock, and also incurred $218 million of obligations under
capital leases {primarity nuclear fuel). In 1993, the Company sold
$850 million principal amount of first mortgage bonds and $300
million of preferred stock, increased 1ts short-term debt by $43 mil-
lion and issued §7 million of common stock o the Employee
Stock Ownership Plan. During the vear. the Company retired $809
million of long-term debt and §343 million of preferred and
preference stock.

After the paymient of dividends, inernally generaed funds during
the vears 19941996 ure currently expected to provide approximately
BO% of the Company’'s construction expenditures,

Sales af securities will be undertaken during the 1994-1996 period
as needed o meet the Companys capital requirements, o meet ol
of $166 million of loag-term debt maturitics and prefeered stock sink-
ing fund requirements and o provide tunds for the carly retirement
of high cost securities if such retirements are determined 1o he ap-
proprime in the light of market conditions and other factors. The



Company expects 1o issue $35 million of cummaon swock in 1994
through its Dividend Reinvestment Plan. In addition, depending on
murket conditions and other faciors, the Company phains 1o issue up
o an additional $150 million of preferred stock through the end of
1994, of which about $80 million is expected to be used to refinance
higher cost preferred stock e a fower cost and the balance is w pro-
vide financing for the Company's capital requirements. The Company
also plans to issue up to an additonal $750 million principal mmouant
ol first mortgage bonds through the end of 1994, which is expeated
ey e used to retinance higher cost first mortgage bonds at 1 lower
cost. Of this amount. §300 million is expected o he redeemed
through the provisions of the maintenance and replacement fund
under the Company’s Mortgage. In addition, the Company expects 10
arrange for the refinancing of $169 million of higher cost ax-exempt
seeuritics issued to provide pollution conteel and solid waste disposal
facilitics a1 the Company’s generiting stations.

The Company’s ability 10 issue sccuritics during the 19941990
period is not expected © be limited by carnings or other issuance
tests. Tor enhance financing fexibility, a $140 million revolving credit
arrangement is maintained with o group of tanks and is used prin-
cipally as a back-up for the Company's commercial paper and $60
million in credit arrangements are maintined with a group of hanks
te provide hack-up for the Company’s commercial paper and short-
teem borrowings of certain subsidiaries. The Company also muintaing
2 85 million bank line of credit. No borrowings were outstinding
December 31,1993 under these arnngements.

Capital Expenditure Requirements

The schedule below shows the Company's actual capital expen-
ditures for electric utility operations for the vears 19911993 and cur-
rent projections for the years 1994-1996. Construction expenditures
during the vears 1991-199% 1otaled about §1.2 billion and are expected
to be about $1.3 hillien during the vears 1994-1996,

Allowance for Funds Used During Construction

The wllowance for funds used during construction (AFUDCY, o non-
cash credit to income, accounted for about 5% of carnings in 1993,
In 1994, AFUDC is expected to increase os the Company acceleraes
capital expenditares to comply with clean air legislagen. The amoum

Capital Expenditure Requirements (a)

Construction expenditures
Generating factlities ...
Transmission and
distribution Tacilities ... ...,
Environmental ..o
Other .o

Nuclear fue! owned and
leasedd oo e

() Capital expenditure plans are revised from gme o time o reflect changes in conditions,
Actual expenditures nuy vary from those projected because of chunges in plans, cost flue-
tations, covironmental regulaions and other factors, Consiruction expenditures incluele
AFUDC which is expected o be dess than 825 million in each of the yeurs 1994-1996,
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of AFUDC recarded will depend on the timing and level of construe-
tion work in progress as well as the rte treaument afforded the capital
expenditures required to comply with the clean i legishuion, Under
current Pennsylvania law. construction work in progress for non-
revenue producing assets, sech as capital expenditures for poltution
contral equipment, can be claimed in rate hase,

Financial Indicators

The Comprany carned a 13.06% return on averige comnmon eguity
during 1993, down slightly from the 13.10% earned in 1992, The rado
of the Company’s pretax income 10 interest charges increased slightly
from 3.2 times in 1992 to 3.3 times in 1993, The Company increased
common stock dividends from an annual per share rate of $1.64 in
1992 10 $1.65 in 1993, The book vihue per share of common stock
increased 2.4% from $15.38 at the end of 1992 10 $15.95 at the end
of 1993, The ratio of the market price to book value of common
stock wits 369% 1t the end of 1993 compared with 175% at the end
of 1992

Termination of Coal-Mining Operations

The Company has ceased its subsidiary coual-mining operations due
principally to the depletion of coad reserves and the high cost of
mined coal as compared w the price of coul purchased on the open
market. One of the three operating mines closed at 1he end of June
1991, A scecond operating mine closed at the end of March 1992, and
a third mine was suld in September 1992, 4 coal processing and
louding facifity was sold in November 1993, completing the planned
phasc-out of coal-mining operations,

The Energy Policy Act of 1992 (Energy Act) imposed 3 new lizbility
on the Company or its coal-mining subsidiaries for the health care of
retired coal miners previously cmploved by those subsidiaries. The
estimated liabitity amounts w approximately $68 million on 2 net pre-
sent value basis. A the time coal-mining operations ceased, subsidiary
mining companics had acerued $32 million for anticipated payments
10 the miners” health caee trust funds o provide for health care
benefits of retired miners. Under the Energy Act, the Company or its
subsidiarics will be directly liable for these benefits und the $32
million will not have 10 be paid to the trust funds. The Company in-
ends e use the amount scerued by ils subsidiary mining companics
(0 partially offset the new liability,

Actial Profected
1991 1992 1993 1994 1995 1996
(Mitlions of Dollars)
$124 8136 s142 $94 S107 ST
105 186 173 143 183
1 13 6 133 55105
37 52 51 59 53 51
337 W7 471 3ys 422
41 {2 04 44 54 82
17 20 20 27 22 23
$395  Sdd9 8513 §542  &47H 8327




In December 1992, the Company recorded s additional labiliy of
approximately $36 million representing the balance of the liahility im-
pased by the Energy Act Tor health care henefils for setired coal
miners. The charge 10 expense was deferred. The net PUC
jurisdictionul amount of this lizhility is $30 million, and in 1993 e
UC permitied the Company o begin recovery of these costs -
plicable o retail customers theough the ECR over ten years. The QCA
and cermin inglustrial customers filed complaints against the Com-
pany’s 199394 ECR opposing, among other things. the Company’s
recovery of these costs.

In the fourth quarter of 1993, the Company churged © expense
SILO million of the deferred cost of retired miners” health care
benefits representing all of the FERC-jurisdictional portion of the
deferral and part of the PUC-urisdictional portion of the deferred
costs. The writc-off was related to the ECR agreement and the
agreements to reduce raes o certain small utilities discussed on page
13 under the caption “Rate Matters” The Company expects o recover
the remaining PUC-urisdictional amount of deferred retired miners”
health care benefits costs of $24.0 million through the ECR.

Clean Air Legisiation and Other Environmental Maiters

The Federal Clean Air Act Amendments of 1990 deal, in part, with
acid rain, atinment of federd ambient ozone standards and wxic i
emissions. The aeid rain provisions, which are conttined in Title 1V of
the legislation, specify Phase T sulfur dioxide emission lmits on aboul
35% ol the Company's coal-fired generating capacity by January 1,
1995, and more stringent Phase 1) sulfur dioxide emission limits for
all of the Company's fossil-fucled generating units by January 1, 2000

The Company expects to meet the 1995 Phase | sulfur dioxide stan-
dards hy the use of lower sulfur coul, additional processing of coul
through cleaning plants, and the installation of scrubbers at she Con-
maugh station, in which the Company has an 11.39% ownership in-
erest. The Compuny may also choose w limit the generation of cer-
tin units and o hank or trade emission allowinees among s
generating units or with other utilities w he exient permitied by the
legisltion.

The acid rain provisions also require installatgon of low aitrogen ox-
ide burners on cach unit by the same date that sulfur dioxide limits
apply 1o that unit. by addition, the ambient ozone auainmem provi-
sions conttined in Titde | of the legislatdon specify other nitrogen ox-
jde emission reductions. Inthis regard, the legistation delines 2
Noertheast Ozone Transport Region that includes all of Pennsylvania in
addition to all states in the Northeast from nosthern Virginia 1o Maine,
All mujor sttiomary sources within the region must install reasonably
availible control wehnology (RACT) for nitrogen oxide emissions by
May [995,

The Company expeets o meet this RACT requirenteni by installing
Jow nitrogen axide burners on the Phase 1 units as required by the
acid rain title and by advincing the insallztion of Jow nitrogen oxide
burners on certin Phase 11 units, where technically feasible,
would have been required in 2000 by the acid rain title,

The Company cusrent]y estinnes that the cost of compliance with
the Phase [ sulfur dioxide stndards and installation of the low
nitrogen oxide burners will require capital expenditures of about $200
million {in estimated 1994 dollars) and additional operating expenses
which will result in an increase in customer rates of about 1.5%
{hascd on 1993 revenue fevels),

Tor meet the Phase 11 acid rain sulfur dioxide emission stanelards,
the Company expects o install Mue gas desufurizaion (FGD) on up

) G0% of its coal-fired penerating capacity, W continue W purchase

wer sulfur coal for s remaining generating capacity and o bank or
trade emission allowances wmong its generating units or with other
wilities to e extent permitted by e legishuden. The exact mix of

lower sulfor fuel, emission wllowance purchases, sales or trades, and
the amount and timing of FGD will be detenmined based on FGD in-
stallation costs, Tucl cost and availability, and emission allowance
prices.,

The Company currently estimates that the cost of compliance with
the Phase 11 suliur dioxide standards will require additional capital ex-
penditores in the later half of the 19905 of $40t million o §500
million (in estinuted 1994 dollars) and additiongl eperating expenses
which will result tn an increase in customer rates (hased on 1993
revenue levels) of about 3% above the increase expected 10 esult
from Phase I compliance with the sulfur dioxide stancieds of the
fegishation and installation ol low nitogen oxide burners.

The ambient ozone attainment provisions wlso require modeling of
nitrogen oxide and volatile orgnic compound emissions in the
Northeast Ozone Transport Region to dewermine what further redue-
tions are needed bevand the RACT requirements 1o achieve ambient
ozone atiinment. [f the results indicae further reductions are needed
in power plant nitrogen oxide emissions. the Company may be re-
quired o install additional nitrogen oxide eeduction equipment, such
as sclective catalytic reduction, on some or @l of the fossil units
around 2000, The Company's preliminary estimates indicate that the
cost of complinnee could require additional capitl expenditures of up
to $600 million (in estimaied 1994 dollars) and udditional operating
expenses which will result in u further increase in custemer ries of
as much as 4% (based on 1993 revenue levels).

I addition to acid min and ambient ozone atminment provisions,
the legislation requires the Environmenul Protection Agency (EPA) o
conduct a study of hazardous air emissions from power plants,
Adverse findings from this study could cause the EPA 10 mandate ad-
ditional ulua high efficiency particulae removal aghouses or
specialized flue gas scrubbing o remove ceriin vaporous trace metils
andd certain giasceous emissions. 3t is determined that the installadon
of such additional equipment is required, the Company’s preliminary
estimates indicate that the cost of compliance could require addition:l
capital expenditures of up o $400 million (in estimated 1994 dollars)
and additional aperating expenses which will sesult i« further in-
crease in customer rates of as much as 2% (based on (993 revenue
levels),

Under current Pennsylvania L. consteuction wark in progress for
non-revenue producing assets, such s capital expenditures for pollu-
tion control cquipment, can be claimed in rate bise

In February 1993, the PUC adopted a policy statement regarding the
trading and usage of, and the caemaking treatment for, emission
allowunces by Pennsyhvania clectric utilitics, The policy staiement
determines, among ather things, that the PUC will not require ap-
proval of specific transactions and the cost of allowances will be
recognized as energy-related power production expenses and
recoverable through the ECR.

The Pennsylvania Air Pollution Cantrol Act, as smended, im-
plements the 1990 federal clean air legisltion. The state legisltion
essentially requires that new state air emission standards be no more
steingent than federyl standards. This legislation has no effect on the
Company’s plans for compliance with the Federal Clean Air Act
Amendments of 1990,

Uniil action has heen taken by the approprizie regulatory bodies,
the Company will not be able to determine the exact method of com-
pliance with the acid rain, ambient ozone and hazardous air emission
provisions ol the legislation, or the cost thereof and its impact on
CUstomer rates,

The Pennsylvanii Depariment of Environmental Resources (DER)
regulations poverning the handling and disposa! of industrial (or
resicdual) solid waste require the Company 10 submit detailed informa-
lion on waste generation. minimization and disposal practices. They
also require the Company to upgrade and repermit existing ash bising
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at all of its conl-fired penerming stations by applying updated stan-
dards for waste disposal. Ash hasing that cannot be repermitied are re-
quired e close by July 1997, Any groundwater contamination cavsed
hy the basing must also be sddressed. Any new ash hasin must meet
the rigid site and design standards sct forth in the regulations. In addi-
tion, the siting of future facilities at Company facilities could be
affected.

The flv ash basin at the Martins Creek station and the dry fly ash
disposal area at the Montour station are expected 10 comply with the
DER regulations. However, the fly ash basing at other fossil-fucled
generating stations, hottom ash hasins at all fossil-fueled generating
stations and the coal refuse hasin at the Brunner Bsland station do not
meet the new requirements and must be retired by July 1997, The
Company, in addressing the requirements of these regulations, plans
o install drv Ny ash handling svstems at the Brunner Island, Sunbury
and Haltwood stations. The Company, with siting assistance from a
public advisery group, plans to use the dry fly ash from the Sunbury
and Holtwood stations 16 reclaim strip mines in the anthracite coal
region. The Company is exploring opportunities to benefecially use
coul ash from Brunner Island in various roadway construction pro-
jects in the vicinity of e plant that may detay or preclude the need
for a4 new disposal facility,

Groundwater degradation related o fuel oil leakage from
underground facilities and 10 seepage frony coal refuse disposal arcus
and coal storage piles has been identified 4t several generating st
tions. Many requirements of the DER regulations address these
groundwater degradation issues. The Company has reviewed its
remedial action plans with the DER. Remedial work has begun at one
generating staton. and remedial work may be required at others.

The DER has adopted, and recenty revised, regulations to imple-
ment the toxic control provisions of the Federal Water Quality Act of
1987 andd to advance Penngvlvania’s toxic control program, These
regutations authorize the DER 1w use both biomenitoring and a wair
quality hased chemical-specific approach in National Pollutan
Discharge Elimination System {(NPDES) permits to controf toxics, [n
the third quarter of 1993, the Company received a new NPDES permit
for the Montour and Holiwood stations. The Momtaur permit contiing
very stringent limits for certain wxic metals and increased monitoring
reguirenients. More oxic reduction studics will be conducted ar Mon-
tour hefore the permit limits become effective, additional water treat-
ment facilities may be needed at Montour, depending on the results of
the studics. At Holiwooed, oxics are required w be monitored at the
fly ash basin until its closure in 1997 No limits have been set at this
point. The Company will therefore comply with o implementation
schedule for such closure and for construction of a new dry ash
handling system at Holtwoo,

The Company currently estimates that about $238 million of capitl
expenditures could be required te comply with the residual waste
regulations, correct groundwater degradation at fossil-fucled
generating stations and address wuste water control w Company
facilitics. Such expenditures during the years 19941996 could ol

about $137 miltion, of which abow $68 million is included in the
Company’s estimate of 1994-1996 construction expenditures shown on
page 16, Actions wken W correct groundwater degradation, o comply
with the DER's regulutions and o address waste water control are also
expected o result in increased opeeating costs in amounts which are
not pow determinable but could be material,

The issue of poteniial polvehiorinated biphenyl (PCB) contamina-
tion 2t cerwin of the Company’s substations and pole sites is currently
being pursued by the DER. In this regard, the DER sent the Company
a1 proposed Consent Order under which the Company would assess
and, it necessary, remediate sites where PCB contamination may exist.
The Company is continuing 10 negotiate with the DER. The costs of
addressing these PCB issucs are not now deerminable but could he
nuterial.

At December 31, 1993, the Company had accrued §5.2 million,
representing the minimum amount the Company at this time ¢an
reasonahly estimae it will have w spend 10 remedise sites in-
volving the removal of hazardous or toxic substanees, The Company
is invelved in several other sites where it may be required, along with
other parties, o contribute o such remediation. Some ot these sies
have heen histed by the EPA under the fedeen! Comprebensive
Environmental Response Compensation and Liability Act of 1980. as
amended Superfund), and others may be candidaes for listing at 4
future date. Future clean-up or remediation work at sites currently
under review, or at sites currently unknown, may result in material
additional operating costs which the Company cannot estimate m
this time.

Concerns have been expressed by some members of the scientific
community and others regarding the potential healiby eftects of clee
tric and magnetic fields (EMF}) These fields are emitted by all devices
carrving electricity, including cleciric transmission and distribution
lines and substation cquipment. Federal, state and Tocal officials are
focusing increased attention on this issue. The Company is actively
participating in the current resetrch effort to determine whether or
not EMF causes any human heilth problems and is tking steps to
reduce EME where practical. in the design of new wansmission and
distribution facilitics. The Company i unable to predict what effect
ihe EMF issue might have on Company operations and facilities.

In complying with statutes, regulations and actions by regulatory
hodies involving environmental matters, including the arcas of water
and air quality, hazardous and solid waste handling and disposal and
toxic substances, the Company may be required 1o modify, replace or
cease operating certain of its facilitics. The Company may also incur
muaterial capital expenditures and operating expenses in amounts
which are not now determinable,

Uranium Enricbment Decontamination and
Decommissioning Fund

The Energy Act established the Uranium Enrichment Decontaming-
tion und Decommissioning Fund (Fund) and provides for an assess-
ment on domestic utilitics with nuclear power operations, including




the Company. Assessments are based on the amount of uranium a
weility hud processed for enrichment prior o enactment of the Energy
Actand are expected o be pald w the Fund by such atilities over 4
i5-vear period. Amounts paid o the Fund are 1o be used for the
ultimente decontamination ard decommissioning of the Depariment of
inergy’s uranium enrichment facilities. The Bnergy Act sttes that the
assessment shall be deemed o necessary and reasonable current cost
of fuel and shall be fully recoverable in raes in all jurisdictions in the
same manreer s the utiline's other fuel costs,

As of Pecember 3101993, the Company’s recorded liability for its
1ol dssessment amounted 10 about $34.5 million. The liahiiiy s sub-
ject o adjusiment for infldor. The corresponding chirge to expense
was deterred because the Company includes its annual payments
ihe Fund of approximately $2.6 million, subject w adjustment lor in-
Mation, in the ECR which is in the Company's PUC tariffs and in the
fucl adjustment clause which is in the Company's FERC rarilfs, As a
result, the Company does not expeet the assessnent o have an
adverse cffect on net incone.

Postretirement Benefits Other Than Pensions
and Postemployment Benefits

Effective January 1, 1993, the Company adopted SEAS 100,
“Emplovers’ Accounting for Postretirement Benelits Other Than Pen-
sions.” SFAS 106 establishes new rudes for accounting for the cosis of
postretirement benefits other thun pensions. The Statement requires
accrual, during the vears that the emplovees render the necessary ser-
vice, of the expected cost of providing those benelits. Caps ave been
established on the amount the Company will puy for retiree health
care costs for all emplovees who retire on or gfler April 11993, The
Compuany's transition obligaion on January 1. 1993 amounted to
S173.8 million and is heing amaortized over @ 20-vear period. The in-
rease in the cost of retiree benefits auributable o PUC-jurisdictional
customers due o the wdoption of SFAS 106 is being deferred in accor-
dance with a PUC order. Recovery of the PGC-juristictional defereed
costs will be requested in the Company's next base rate proceeding.
Current accounting rules permit deterral of the costs for about five
vears. At December 31, 1993, the deferred costs totaled $14.9 million,
In the fourth quarter of 1993, the Compuany charged 10 expense §2.3
million of the cost of postretirement benefits other than pensions ar
tributable to FERC-jurisdictional service, which, net ol applicahic in-
come taxes, reduced carnings by 0.9 cents per share of common
stock. See “Rate Matters™ on puage 13 and Financial Note 13 for addi-
tional information,

The Company provides health aod life insurance bencfits w dis-
abled emplovees and income henefits to cligible spouses of deceased
employees, In December 19935, the Company adopted SFAS 112,
“Emplovers’ Accounting for Postemplovment Benctits” which requires
the Company o acerue, during the vears that the emplovees render
the necessary service. the expected cost of providing benefits 1

former or inactive enplovees after emplovment but before retire-
ment. In connection with the adoption of SFAS 112, the Company
recorded o churge e operating expense of $3.5 million, which aler
income tixes, reduced oer income by $3.1 million or about 2.1 cents
per share of common stock.

Accounting Statement Adopted After December 31, 1993

Eftective January 1. 1994, the Company adopted SEAS 115, “Ac-
counting for Certain Invesiments in Debt and Equity Securities.” SFAS
115 addresses the accounting and reporting for investments in equity
seeurities thar have readily dererminable faie values and for all in-
vestments in debt securities. The adoption of SFAS 115 did not have o
nuaterial ¢ffect on the Company's net incone,

Increasing Competition

The Energy Act will have a significant impact on the Company and
the electric wility industry, primarily through amendments e the
Public Utility Holding Company Act ol [935 that creates a new class
of independemt power producers, and amendments to the Federl
Power Act that opens access 1o clectric tansmission svstems lor
wholesale transactions. These changes increase competition in the
wholesale energy supply market.

in response w the increased competition. the Company has under-
taken initiaives to strengthen its position in the wholesale market.
The Company entered into new fve-vear supply agreements 4t e
duced prices with s existing wholesale customers. These agreements
are subject w FERC approval. The Company is actively participating
in negotiations and proceedings involving the sale of clectricity w
wholesale customers currently served by other clectric utilities, These
wholesale customers are generally small wilities that do not have their
own generating capability and purchuse clectricity from others,

While there is currently no comparable competition in the retail
¢lectric market, the Company amicipates tat it will fice similar com-
petitive pressures in the industrial and Large commercial sectoss of
thae market in the future,

The Compuny’s strategic initiatives also include an assessment of
eatering power-related businesses ouiside of the Company's service
territory, hoth domestically and in foreign countries. Any expansion
hy the Company into these areas would e methodical and deliberare,
To take advantage of these new husiness apportunities, in February
19994 the Company’s Board of Directors approved a plan o (i) make
an initial investment of $30 million in these new businesses; and (i)
pursue the formaion of @ holding company structure w facilite such
invesiment, subject o the reeeipt of appropriate reguluory approvals
and, ultimately. sharcowner approval at the 1995 unnuul meeting,



INDEPENDENT AUDITORS’ REPORT

Tos the Shareowners and Buard of Directors
of Penosylvania Power & Light Company:

We have audited the accompanying consolidated balance sheets and statements of preferred and preference stock and long-term debt of
Pennsvivania Power & Light Company and its subsidiaries as of December 31, 1993 and 1992, and the reated conselidated statements of income,
sharcowners” comman cquity, and cash flows for cach of the three years in the period ended December 31, 1593, These financial statements are
the responsibility of the Company’s management. Our responsibility is 10 express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform the awdit
10 obtain reasonable assurance about whether the financial stitements are free of mawrial misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, An auddit also includes assessing the accounting principles
used and significant estimates made by management. s well as evaluaiing the oversil financial stitement presentation, We believe that our audits
provide a reasanable busis for our opinion,

In our opinion, such consolidited financial staements present fairly, in all material respects, the financial position of the Pennsylvania Power &
Light Company and its subsidiaries st December 38, 1993 and 1992, and the results of their operations and their cash Mows for cach of the three
vears in the period ended December 31, 1993 in conformity with generally accepted accounting principles.

As discussed in Notes 3 and 13 1 the consolidaed financial starements, in 1993 the Company changed its method of accounting for postretire-
ment henefit costs, income taxes and postemployment benefits o conform with Stements of Financial Accounting Standards Numbers 106, 109

and 12, respectivedy.

. /
2M £ 7 mcselle
Parsippany., New Jersey
Februaey 3, 1994

The management of Pennsylvania Power & Light Compuny is
responsible for the preparation, integrity and objectivity of the con-
solidated finuncial stawements and all other sections of this annual
report. The financiul stutements were prepared in secordance with
generally accepted accounting principles and the Uniform System of
Accounts prescribed by the Federal Energy Regulatory Commission. In
preparing the financtal staements, management makes informed
estimates and judgments of the expected effects of events and transac-
tions based upon currently availzble facts and circumstances. Manage-
ment believes that the financial statements are free of material
misstatement and present fairly the financial position, results of opera-
tions and cash flows of the Company.

The Company’s consulidated fnancial stitements have been audited
Dy Deleitte & Touche, independent certified public accountants,
whose report with respeet o the financial statements appears above.
Deloitie & Touche's appointmient as auditors was previously ratified by
the sharcowners. Management has made available 10 Deloitie &
Touche all the Company's financial records and related dat, as well as
the minutes of sharcowners” and directors” meetings. Management
believes that all representations made 1o Deloitie & Touche during its
autlit were valid and appropriae,

The Company muintins 2 system of internal control designed to
provide reasonable, but not absolute. assurance as o the integrity and
reliability of the financial sttements, the protection of assets from
unauthorized wse or disposition and the prevention and detection of
fraudulent fimancial reporting. The concept of reasonable assurance
recognizes tha the cost of a system of internad control should not ex-
ceed the benefits derived and thae there are inherent limitatons in the
clfectiveness of any system of internal contrel,

Fundamental 0 the control system s the selection and raining of
qualificd personnel, an organizational structure that provides ap-
propriate segregation of dutics, the wtilizadon of written policies and
procedures and the continual monitoring of the system far com-
pliance. In addition, the Company mainwains an internal auditing pro-
gram to evaluate the Company’s svstem of internal control for ade-
quacy, application and compliance. Management considers the internal
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awditors” und Deloitte & Touches recommendations concerning its
system of internal control and has taken actions which are helieved to
be cost-cffective in the circumstances © respond appropriately to
these recommendations. Management believes that the Company's
svstern of internal control is adequate o accomplish the objectives
discussed in this report,

The Board of Directors, acting through its Audit Committee,
oversees management’s responsibilities in the prepiration of the finan-
cial statements. In performing this function, the Audit Committee,
which is composed of five independent directors, meets periodically
with management, the internal auditors and the independent certified
public accountints 10 review the work of cach, Deloitte & Touche
and the internal auditors have free access to the Audit Committee and
to the Board of Directors, withou management present, 1o discuss in-
ternal accounting control, auditing and financial reporting matters.

Management also recognizes its responsibility for fostering a strong
cthical climate so that the Company’s affairs are conducted according
to the highest standards of personal and corporate conduct. This
responsibility is chacreterized and reflected in the Company's Stan-
dards of Integrity, which is publicized throughout the Company. The
Sendards of Integrity addresses: the necessity of ensuring open com-
munication within the Company; potential conflicts of interest; proper
procurement activitics: compliance with all applicable laws. including
those relating 1o financial disclosure; and the confidentality of pro-
prictary information. The Company maintaing a svstenylic program 1o
assess compliance with these policies.

Willizm F. Hechu
Chairman, President and Chief Executive Officer

FE o2l

R. E. Hill
Senior Vice Presicdent-Financial




Consolidated Statement of Income
Pennsylvania Power & Light Company and Subsidiarics

Operating Revenues (Notes 1,2, 3and4) ... .. ... ...

Operating Expenses
Operation

Fucl. o
Powerpurchases oo o
Other ...
MUInICTIanCe . ...
Deprectation{Notes land TO). ... oo oo oo
Amortized (deferred) depreciation (Notes Tand 10). ... L.
Income taxes (NOWS). ...
Tuxes, other thanincome{Noted) ... oo oL

OperatingIncome ... ... ... ... ... ... . ... .. ... .....

Other Income and (Deductions)
Allowance for equity funds used during

construction(Note By ... 0
Income tax credits {expensc)(Note Sy oo oL
Other—net .. o e

Income Before InterestCharges ... ... .. ... ... ... ...

Interest Charges
Long-term debt

Short-termidebtandother oo 0

Allowance for borrowed funds used during construction

andinterestcapitalized (Nowe Uy 000000 o0 oo L

Netlncome .. ... .. . ... . . . e

Dividends on Preferred and PreferenceStock o000 oo
Earnings Applicable toCommonStock . . .. ......... .. ..

Earnings Per Shareof Common Stock (w). ... ... ... ... ...

Average Number of Shares Outstanding (thousands) o ... L.

Dividends Decluared Per share of CommonsStock . o000 o L.

() Based onaverage ninmnmbes of shuares ousianding,

Neeaccompanying Notes lo Finencied Statements.

1993 1992 1991
(Thotsernidds of Dollers)

$2,727,002 §2.744,122 $2.740,715
506,900 545,361 586,325
278,800 275,499 256,320
460,482 452,999 461,921
193,242 201,254 206,861
271,390 258,357 246,212
14,249 3,563 (7,047)
235,164 228,340 217,306
203,967 205,318 190,426
2,164,194 2,170,691 2,158,384
562,808 573,431 582,331
7,981 6,771 2,961
1,280 (322) 903
8,700 12,347 7.616
17,961 18,786 11,480
580,769 592,217 593,811
225,800 240,260 232,092
14,443 13,402 22,254
(7,600) (8,1G9) (8,949)
232,643 245,493 245,397
348,126 340,724 348,414
33,885 40,495 44,687
§ 314,241 35 306229 § 303,727
2.07 § 202 8 2.01
151,904 151,676 151,382
1.65 § 1.6 § 1.55
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Consolidated Balance Sheet at December 31
Pennsylvania Power & Light Company and Subsidiaries

Asscts

Property, Plant and Equipment

Electric utility plantin service—at originalcost .. ... ... ... ...
Accumulated depreciation(Notes Tand 10) ... .. ..
Deferred depreciation(Notes Land 10y oo o000 oo oL

Construction work in progress—atcost ... o oL
Nuclear fuel owned and leased—net of amortization (Note 9) .. ..
Other leased property—net ofamortization (Note 9y ... .. ... .

Electricutility plant—net ... ..o oo o o

Other property—net of depreciation, amortization

and depletion (1993, 849,166; 1992,864,286) .. ... ... ...

Investments
Associated company—atequity ... ..o o o
Nuclear plant decommissioning trust fund (Notes 1and 6) .. ..., .
Financialinvestments(Notes tand 7). ..o oo o0 00000 oo
Other—atcostorless (NOtWC7) o oo

Current Assets
Cashand cashequivalents(Note L) ..o oo oo

Accounts receivable (less reserve: 1993, 829 429, 1992, $27,660)

CUSIOMETS . .. e e e
Interchangepowersales .. ... o o o o
Other
Unbilledreventues ..o o
Fucl{(coaland oil}—ataveragecost ... oo L
Materials and supplics—ataverage cost ... ..o L ...

Commonstock held for dividend reinvestment plan

at

COSL{NOICB) . .. .
Deferred income tuixes (NoweS) ... o o oo
Other .

Deferred Debits

Utility plant carrying charges—net of amortization
Yi yimng 8

(Notestand 1O) . ... ... . .
Reacquired debteosts(Notes Land 10}, ..o 0000000

Asscssment for decommissioning uranium enrichment

facilitics (Notes3and 10) ... oo
Rerired miners' health care benefits(Notes3and 10) ... ...
Taxes recoverable through future rates (Notes Sand 10) ... ... ..
Postretirement benefits other than pensions (Notes 10and 13) ...
Other ... e

See accompanying Notes to Financiaf Statemiei!s,

1993 1992
(Thouseands of Dotlars)
$8,912,473 - £8,591,544
(2,686,967): (2,495,972)
282,115 ' 296,285
6,507,621 6.391,857
238,600 211,534
174,979 : 174,368
75,630 ° 76,974
6,996,830 6,854,733
148,751 164,771
7,145,581 7,019,504
17,069 17,088
76,913 65,159
140,569 121,500
31,249 33,657
265,800 237,404
8,271 15,110
183,364 184,149
7,261
17,502 14,128
120,589 109,906
95,702 142,374
125,676 139,360
15,937 14,383
12,688 6,776
37,083 52,153
616,812 685,600
24,097 24,965
101,836 78,917
33,710 38,925
24,096 36,600
1,166,118
14,855
61,208 69,853
1,425,920 249,260
$8,191,768

$9,454,113




Commitments and Contingent Liabilities (Notw 13)

Secaccenmpantying Notes to Financiol Stedtenents,

Liabilities

Capitalization

Common equity

Commonstock .. ...
Capital StOCK CXPUnse ..o
Barningsreinvested oo oo oo

Preferred and preference stock

Withsinking fundrequirements ... o oo oL
Without sinking fund requirements ... .00 o0 0L

Long-termdebt oo

Current Liabilities
Commercial paper (Note [2)0 00000000 oo oo oo
Bankloans(Note 12) ... oo o
Long-term debrdue withinoneyear. ..o oo o 0 o0
Capital lcase obligations due within one vear(Note 9y ... ... ..
Accountspavable . ..o
Taxesaccrued L
Interestacerued oo
Dividendspavable © .o
Accruced mine closingcosts ..o L L o
OUNCT L

Deferred Credits and Qther Noncurrent Liabilities

Deferred investmenttax credits (NoweS) L. 0 o L
Deferred incometaxes (NoLed) oo oo oo
Capital feasc obligations (Now9) ..o 0 o o oo 0L
Unamaortized cost of power plant spare parts(Nate3). ... oL
Accrued nuclear plant decommissioning costs (Notes 1and 6) . . ..
Accrucd mine closingcosts ... L
Contract settlement proceeds to he credited to

customers (NOte3) ..o
Accrued pensioncosts(Note [3) ..o oo oo
Accrued assessment for decommissioning uranium

carichment faciliies (Note3) ..o o 0 o o0 o L.
Accrued retired miners’ health care benefits(Nowe3) 0.0 L.
Accrued postretirement benefits other

than pensions and postemployment benefits (Note 13) L .
Other e

1993

1992

{Thouseneds of Dotlers)

$1,370,783
(10,906)
1,065,958

2,425,835

335,000
171,375

2,618,031
5,550,241

117,000
85,260
44,539
78,740

156,992
62,721
60,373
70,410

7,842
88,791

772,668

242,317
2,269,648
170,285
51,147
78,947
55,876

43,894
92,024

31,871
38,751

9,862
46,582

3,131,204

$9,454,113

81,364,148
(11,969)

F,004,760

2,366,939

325 600
223,612

620,720

(¥ [ o

536,871

67,000
92,348
6,439
86.899
147,001
63,067
59,429
70,556
20,296
91,105

704, 1410)

255,823
1,079,744
164,159
75.457
67,435
61,841

55.794
73,902

39,600
360,600

40,402
1,950,757

$8,191.768




Consolidated Statement of Cash Flows
Pennsylvania Power & Light Company and Subsidiaries

Cash Flows From Operating Activities
Netincome. ..o
Adjustments to reconcile net income to net cash provided by
operating activitics
Depreciation
Amortization of property undercapitalleases . ... ... L.
Amortization of contract settlement proceeds and deferred
cost of power plant spare pirts
Deferred income taxes and investment tax credits ... L.
Equity componentof AFUDC ... ..o oo o o oL
Change in currentassets and current liabilitics
Accounts receivable
Unbilled and refundable clectric revenucs
Fuclinventories. .. ... o o o o
Muterials and supplies
Accounts payable
Accruedinterestandtaxes. ... oo o oL
Other
Other operating activitics—net

Net cash provided by operating activities ... .. ... ...
Cash Flows From Investing Activities
Property, plantand equipmentexpenditures .. oo oo
Proceeds from sales of nuclear fuel to trust
Financial investments . .o . e
Other investing activities—net

Net cash used ininvesting getivities ... ..o L.

Cash Flows From Financing Activities
Issuance of long-term debt
Issuance of common stock
Issuance of preferred stock
Retirement of long-term debt
Retirement of preferred and preference stock
Payments on capital leasc obligations ..o o o oo oo
Dividends paid
Net increase (decrease) in short-term debt
Costs associated with issuance and retirement of securities
Other financing activities—nct

Neteash used in financingactivities .. ... o 0L

Net Increase (Decrease) in Cash and Cash Equivalents

Cashand Cash Equivalents at Beginning of Period
Cashuand Cash EquivalentsatEnd of Period ..o o000
Supplemental Disclosures of Cash Flow Information
Cash paid during the year for
Interest (net ofamountcapitalized). ..o 000 o0 oo
Income taxes

See accomfranying Notes to Financial Statements.

1993

1992

1991

(Thousands of Dollears)

$ 348,126 $ 346,724

$

348,414

289,055 270,048 261,180
79,437 81,916 96,565
(38,602)] (31,973) (17,818)
12,229 18,309 52,118
(7,981) (6,771) (2.961)
4,672 16,010 (14,380)
(10,291} (37,865)  (45,725)
46,672 16,997 25,887
4,541 9,071 1,200
9,991 41,790 (11.835)
598 4,525 17,858
1,630 (11,876) 8,012
29,656 52,985 49,432
769,733 . 769,800 767,947
(487,836) (422,209) (374,397)
63,431 42,778 48,914
(705) (17,796)  (50,876)
6,825 4,509 4,191
(418,285) (392,718) (372,168)
850,000 390,000 150,000
6,635 6,151 8,401
300,000
(809,000) (346,400)  (37,460)
(342,837) (46,753)  (19,100)
(83,868) (85,733) (100,227)
(284,642) (282,209) (277,323)
42,912 12,178 (118,770)
(37,448) (16,682) (2,136)
(39) (126) (160)
(358,287) (369,574) (396,775)
(6,839) 7,598 (996)
15,110 7,512 8,508
$ 8,271 § 15110 § 7,512
$ 205,090 $ 249303 $ 229066
$ 221,049 $ 197,594 $ 154,136




Consolidated Statement of Long-Term Debt at December 31
Pennsylvania Power & Light Company and Subsidiaries

. Company

First Mortgage Bonds (1)

A5 .

9% |

GO 9%

G%l%) 1O 9%'%1 ................................

9% 10 9Y, %
G % 10 10%

First Mortgage Pollution Control Bonds (i)

55, % Serics A

TOSEYG Series B .o o
LOMUGSerics oo o

93 % Scries G
(.40% Series H

Miscellancous promissorvnotes ..o oL o0 L.

Unamortized {discount)and premivm—net o000

Less amount due within one yeir

. Subsidiaries
Notes(d) ...

Less amount due within one year

Totallong-termdebt o000 oo

Outstanding

1993

1992

(Thonscands of Dollears)

30,000 § 30,000
30,000 30,000
30,000 300,000
125,000

150,000
125,000
720,000 495,000
375,000 535,000
250,000
1,025,000 G75,000
15,500 15,500
37,750 37,750
115,500 115,500
55,000 55,000
90,000 90,000
2,673,750 2,628,750
77 116
2,673,827 2,628,866
(24,857) (19,307)
2,648,970 2,609,559
30,939 39
2,618,031 2,609,520
13,600 17,600
13,600 6,400
11,200
$2,618,031 52,620,720

(1) Substmtially @l owned electric utility plimtis subject o the lien of the Company's ficst morgage.
(h) Aggregare long-term debt maurities through 1998:0re (thousands af dollirs): L9944, 544,530 1995, 8938, 1OY6, $50,900;
1997,834,000; 199K, § 150,900, Muximum sinking lund regairenients aggregate $25. 8 million through 1998 and nay be mer with property
additions or retirement of bonds,

¢ ) Bonds mature annually on May | as follows ((housiands of dollars): 199:4-2002, 89¢; 2003, $7 400,

Maturity (b)

March 1, 1994
June 1, 1996
November 1, 1997
March I, 1998
April 1, 1998
June | 1998
1999-2005
2004-2008
2014-2018
2019-2023

(¢)

March I, 2014
September 1, 2014
July 1,2015
November 1, 2021

1994-1995

(d) Fixed rues ranging trom 9% 1o 12%. During 1993, asubsidiary company retired $4.0 million of nuuring notes, In finaary 1994, g subsidinry
company repstid S1A.Gmillion of its notes,

See accompenrying Notes to Financial Statements,



Consolidated Statement of Shareowners’ Common Equity
Pennsylvania Power & Light Company and Subsidiaries

Common Stock OQutstanding Capital Stock  Earnings

Shares(a) Amount Expensce Reinvested Total .
{Thousands of Dollars)

Balance atDecember 31,1990 .. .. 151,297,940 $§1,351,046 $(12,449) § 883,162 §2,221,759
Netincome ... 348,414 248,414
Cush dividends declared

Preferredstock o000 ' (35,047) (35,047)
Preferencestock ... oL, (9,640) (9.640)
Commonstock(81.55) ....... .. (234,626)  (234,620)
Stock redemptioncosts. ... L. (157) (157)
Employecstock ownership plan(b) . 357,328 7,045 7,045
Other ... ... o 262 262

Balance atDecember 31,1991 . ... 151,655,268 $1,358,091 $(12,187) $§ 952,106 $2,298,010
Nelincome .. .................. 346,724 346,724
Cash dividends declared

Preferredstock ... ... ... ... (30,855) {30,855)
Preferencestock ... ... (9,640) (9,640}
Commonstock(§1.60) ....... .. (242,655)  (242,655)
Stock redemplioncosts. ... ... {920) {9201
Employeestock ownership plan{b) . 230,067 6,057 6,057
Other ... . ... .. ... . . 218 218

BalanceatDecember 31,1992 ... 151,885,335 §1,364,148 $§(11,969) $1,014,760 82,366,939
Nerincome ..o L. - 348,126 348,126 -
Cash dividends declared .

Preferredstock ............... ’ (29,065) (29,065)
Preferencestock ... ... .. .. - (4,820} (4,820)
Commonstock(81.65) ..... .. .. (250,611)  (250,611)
Stock redemptioncosts. . ... ... .. ' (12,432) (12,432) |
Emplovee stock ownershipplan ., . 246,754 6,635 6,635 .
Other ... ... .. i 1,063 1,063 .

BalanceatDecember 31,1993 ... . [152,132,089 $1,370,783  §(10,906) §1,065,958 $2,425,835

(1) Noparvalue, F70,0043,000 shares authorized. Exch share entitles the holders te one vote onany question presented to any sharcowners' meeting.
{h) Includes employee subseriptions.

Consolidated Statement of Preferred and Preference Stock at December 31
Pennsylvania Power & Light Company and Subsidiaries

Shares
Outstanding Outstanding Shares
1993 1992 1993 Authorized
(Thonscnds of Dollars)
Preferred Stock—§ 100 par, cumulative (a) -
AWV $ 53,019 3 53,019 530,189 629,936
SCTIES oot 453,356 381,193 4,533,556 10,000,000
$5006,375 $434,212

Preference Stock—no par, cumulative (a) ... ... .. .. ‘ $115,000 5,000,000

(#) Eachshare of preferred and preference stock entitles the holders to one vote onany question presented toany shurcowners' mecting.
(#) Theinvoluntary liquidation price of the preferred stock is $100 pershare. The optional voluntary liquidation price is the optional redemption price
pershare in effcer, except lor the i ¥ % Preferred Stock for which such price is 8100 pershare {plua in cuch case any unpaid dividends).
(¢) Theaggrepate amount of sinking fund redemption requirements through 1998 are (thousands ol dollars): 19944, $30,0¢H 1995, $30,000;
1996, 8300005 1997, $30,0010; 1998, none.

() Thisscrices ul'prcl‘crrcd stock is not redeemable prioe to 2003,

{c) Shares 1o be redeemed annually on October | as follows: 200182007, 57,500 2008, 862,500,

(1) Shares to he redeemed annually on July 1 as follows: 2003-2007, 50,000: 2008, 750,0(1).

(1) Oncertinsinking fund redemption dates, additional shares may be redeemed up to the number of shares required to be redeemed anmelly, .
(1) Infanuary 1994, the Company redeemed through sinking fund provisions it § 100 per shiare 200,000 shires of 7.00% Scries Preterred S1ock.

See accompanving Notes to Financial Statemcnts,
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Details of Preferred and Preference Stock (b)

Optional Sinking Fund
Redemption Provisions (¢}
Shares Price Per Sharestobe
. Outstanding Outstanding Share Redeemed  Redemption
1993 1992 1993 1993 Annually Period
(Thouscnds of Dollars}
With Sinking Fund Requirements
Series Preferred
GA25% ... $115.,000 1,150,000 {d) {¢) 2003-2008
O33% oo 100,000 1,000,040 {d) (h  2003-2008
GB7SUA(R) . .. 40,000 § 50,000 400,000  $101.72 100,000 1994-1997
7.00% @) ..o 80,000 100,000 800,000 10175 200,000 1994-1997
TATSU o 50,000
TAOU oo 17,600
T82Y 50,000
TO2T% ... 3,000
BO0% .o, 25,000
BI75% o 30,000
$335,000 $325,600
Without sinking Fund Requirements
4% Preferred . oo $ 53,019 % 53019 530,189  $110.00
Series Preferred
AA5% L 4,178 4,178 41,783 103,50
440% 00 22,878 22,878 228,773 102.00
F.00% 6,300 6,300 63,000 103.00
G75% 85,000 H50,000 (d)
BOOY% .. 22,237
Preference
S8.00 ... . 35,000
$8.40 .. 40,000

. 870 ... 40,000
$171,375 $223,612

Increases (Decreases) in Preferred and Preference Stock (7housands of Dollars)

1993 1992 1991

Sharcs Amount Shares Amount Shares Amount
Series Preferred swock
G25% 1,150,000  $115,000
O33% .. [,0600,000 100,000
O.75% .. .. 850,000 85,000
GBTSY% o (100,000)  (10,000)
TOO% .o (200,000)  (20,000)
TRTSY oo (500,000)  {50,000)
TA0% o (176,000)  (17,600)  (16.,000)  $(1,600)  (16,000) $(1,600)
TE2U (500,000)  (50,000)
T927% o (30,000) (3,000)  (30,000) (3,000)  (30,000) (3,000)
BOO% ... . (250,000)  (25,000)  (25,000) (2,500)  {25,000) (2,500)
B8.60% . (222,370)  (22,237)
BT75% .o (300,000) (30,000}  (6GO,000) (6,000) {60,000} (6.000)
DO0% . (77.630) (7,763)
D24% ... L (258,900)  (25,890)  (60,000) (6,000)
Preference Stock
$8.00. .. ... (350,000)  (35,000)
S840 ... (400,000)  (40,000)
SBT0 ... (400,000) (40,000}

Decreases in Preferred and Preference Stocks represent: (i) the redempion ot stock pursueint to sinking fund requirements, or (i)
shares redeemed pursiant 1o optioml redemption provisions.

Secaceompen Ving Notes 1o Fineiicie! Statenents.



NOTES TO FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Accounting Records

Accounting records for utility operations are maintained in accor-
dance with the Uniform System of Accounts prescribed by the Federal
Energy Regulatory Commission (FERC) and adupted by the Penn-
svlvinia Public Utility Commission {PUC).

Principles of Consolidation

All wholly owned subsidiarics (principally involved in holding coul
reserves, oil pipeline operations and passive fimngial investments)
have been consolidated in the accompanying financial statements and
all significant intercompany transactions have been climinated. Income
and expenses of subsidiaries not related 1o utility operations have
been classified under other income and deductions on the Con-
solidated Statement of Income.

The investment in Safe Harbor Waer Power Corporation (Safe Har-
hor), of which the Company owns one-thied of the outstanding
capitid stock representing one-half of the voting securities, is recorded
using the equity method of accounting. The Company's principal
transaction with Safe Harbor is the purchase of clectricity amounting
to (millions of dollars): 1993, $4.9: 1992, $9.4 and 1991, $9.3. Under
equity accounting, the operations of Safe Harbor resulted in addi-
tional income to the Company of (millions of dollars): 1993, 52,1,
1992, 82,1 and 1991, §2.2,

Utility Plant and Depreciation

Additions 10 utility plant and replacement of units of property are
capitalized at cost. The cost of units of property retired or repliced is
removed from utility plant accounts and charged 10 accumulated
depreciation. Expenditures for maintenance and repairs of property
and the cost of replacing items determined 10 be less than units of
property are charged o operating expense.

For financial sttement purposes, depreciion is heing provided
aver the estimated uselul lives of property and is computed using o
steaight-line method for all property except for property placed in ser-
vice prior w0 January 1, 1989 a1 the nuclear-fueled Susquehanna sieam
clectric stauion. Curremt PUC and FERC cate arders provide for an in-
creasing amount of annual depreciation for propenty placed in service
prior to January 1, 1989 at the Susquehanna station through 1998,
which time depreciation will change to the straight-line method. Pro-
visions for depreciation, as a percent of average depreciable property.,
approximuted 3.3% in 1993, 3.2% in 1992 and 3.1% in 1991,

Utility Plant Carrying Charges

Carrving charge accruals on certain facilities for the Susquehanna
and Marting Creek stations are recorded as deferred debits in accor-
dance with a FERC order. These amounts are being amortized 10 ex-
pense over the remaining lives of the stations,

Nuclear Decommissioning and Fuel Disposal

An annual provision for the Company’s share of the future decom-
missioning of the Susquehanna station, equal to the amount allowed
for raemaking purposes, is charged to operating expense. Such
amounts are invested in a trust fund which can be used only for
future decommissioning costs. (See Note ()
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The US. Department of Energy (DOLE) is responsible for the perma-
nent storage and disposal of spent nuclear fuel removed from nuclear
reactors. The Company currently pavs DOE a fee for future disposal
services and recovers such costs in customer s,

Financial Investments

Marketable equity securitivs are carried at the lower of their ag-
gregate cost or market value, determined at the balance sheet dute,
Noncurrent marketable debt securities are carrded at amortized cost.
Current marketable debt seeurities are carried at the lower of amor-
tized cost or market vilue. Gains wnd Tosses on the sale of marketable
seeurities are recognized upon realization utilizing the specilic cost
identification method. Investmens in financial limited parinerships are
accounted for using the equity method of accounting and venture
cuapital investments are recorded at cost. (See Notwe 7)

Premium on Reacquired Long-Term Debt

As provided in the Uniform System of Accounts, the premium paid
and expenses incurred o redeem long-term debt are deferred and
amortized over the life of the new debt issue or the remaining lite of
the retired debt when the redemption is not financed by a new issu.

Allowance for Funds Used During Construction

As provided in the Uniform Svsiem of Accounts, the cost of funds
used w finance construction projects is capitalized us part of con-
struction cost. The components of atlowance for funds used during
construction (AFUDRC) shown on the Consolidated Statement of 1n-
came under other income and deductions and interest charges are
non-cash items equal w the cost of funds capitalized during the
periol.

AFUDC serves 10 offset on the Consolidated Statement of Income
the interest charges on debt and dividends on preferred and
preference stock incurred o finance construction. In addition,
return on common equity used to finance construction is imputed.

Capital Leases

Leased property capitalized on the Consoliduted Balance Sheet is
recorded at the present value of future lease payments and is amor-
tized so thar the ol of interest on the lease obligation and amor-
tizaion of the leased property equals the rental expense allowed for
rttemaking purposes. (See Note 9.

Revennes

Elecuric revenues are recorded hased on the amounts of electricity
delivered w customers through the end of cach accounting period.
This includes amounts customers will be billed for clectricity
delivered from the dme meters were last read o the end of the
respective period.

The Company’s PUC triffs contain an Energy Cost Rate (ECR)
under which customers are billed an estimated amount for fuel and
other energy costs. Any difference between the actual and estimated
amount for such costs is collected from or refunded o customers in 4
subsequent period. Revenues applicable to ECR hillings are recorded
at e level of actual energy costs and the difference is recorded s
pavable o or receivable from customers,




The Company's PUC tariffs include a Special Base Rate Credit Ad-
ustment (SBRCA) that currently credits retai! customers™ hills for three
nanrecurring items rekied o: {1 the use of o inventory method of
accounting for certain power plant spare parts; (i) the sale of capacity
and related energy from thie Company’s wholly owned coul-fired sta-
tions o Athntic City Electric Company (Atlantic); i (idi) the pre-
ceeds from asettlement of owstanding contract chims arising from
construction of the Susquebanng station. (Sce Note 3.)

I April 1993, the Company relled into base rates the level of in-
cresed state tases recovered since Avgust 1991 through a Stute Tax
Adiustment Surcharge (STAS) and revised the STAS to collect an under-
collection of state wxes duging the period April 1992 through March
1993, (See Note 3)

Income Taxes

The Company and its wholly owned subsidiarics file @ consolidated
federal income tax retarm. {ncome tases are allocited © ogerting ex-
penses and other income and deductions on the Consolicied State-
mient of Income.

[n January 1993, the Company adopted Stiement of Financial Ac-
counting Standurds (SFAS) 109, “Accounting for Income Taxes.” SFAS
109 requires a change from the deferred method to the asset and
liahility methed of accounting for income tixes. {See Now 3.)

The provision for deferred income taxes included on the Con-
solidated Sement of Income represents the amount of deferred tax
expense reflected inrates esiablished by the PUC and FERC. The dif-
ference in the provision for deferred income taxes determined under
SEAS 169 and the amount recorded hased on riiemaking procedures
adopted by the PUC and FERC is deferred and included in taxes
recoverable through future rates on the Consolidated Balange Sheet.
(See Note 5)

Investment tax credits were deferred when wilized and are amor-
tized over the average lives of the related property. The investment
tx credit was repuled cffective December 31, 1985,

Pension Plan and Other Postretirement and Postemployment
Benefits

The Company has a noncontribwtory pension plan covering
substantiafly all emplovees, and subsidiary mining companics have 3
noncontributory pension plun for substantialty all nen-hargaining. full-
time employees, Funding is hascd upon actuariaily deermined com-
puations thn ke into uccount the amount deductible for

income tax porposes and the minimum contribution required under
the Emplovee Retirement Income Security Act of 1974, (See Nowe 13.)

In January 1993, the Company adopted SEAS 106, “Employers” Ac-
counting for Postretirement Benefits Other Than Pensions.” SFAS 106
requires the Company w aeerue, during the years that the employees
render the necessary service, the expected cost of providing retiree
health care and life insurance benefits. (See Note 13.)

[n accordance with a PUC order, the Compitny is deferring the ac-
croed cost of the PUC-jurisdictional portion of retiree health and life
insurance benefits in excess of actual claiims paid pending recovery of
the increased costs in retail res.

in December 1993, the Company adopted SFAS 112, “Emplovers’
Accounting for Posteraployment Beoefits,” SFAS 112 requires the ac-
crual of the expected cost of providing benefits to former or inactive
employees after emplovment bue before retirement. (See Note 3.
Accounting Statement Adopted After December 31, 1993

Effective Janumy 11994, the Company adopted SFAS 115, “Account-
ing for Certain Investments in Debt and Eguity Seeurities” SFAS 115
addresses the accounting and reporting for investments in equity
securitics that have readily determinable fair values and For all in-
vestments i debt seeurftics. The adoption of SFAS 115 did not have 1
material effect on the Company’s net income,

Unusual Items Recognized in the Fourth Quarter

In the fourth quarter of 1993, the Company recorded charges
against income that, in the aggregie, adversely affected net income
hy about $18 million or 12 cents per share of common stock, The
charges related to: (i) credits to be included in the Company’s ECR
due to entering @ settlenient agreement with complaimants against the
Compuny's ECR; (i) the write-off of certain deferred retiree benefits
costs: and (i) the recognition of certain emplovee benefit costs in
connection with the adoption of 1 new accounting standard. (See
Notes 3 and 13)

Cash Equivalents

The Company considers all highly liquid deht instruments pur-
chased with eriginal maturitics ol three months o1 less 1o be cash
ceuivalents.
Reclassification

Certain amounts from prior vears' financial stiements have heen
reclassiticd 10 conform o the current year presentation,

2. Sources of Revenues

The Company is an operating electric utility serving about 1.2
miiion customers in a 10000 square-mile territory of central eastern
Pennsylvania with o population of approximately 2.6 million persons,
Substantiadly all of the Company's operating revenues are derived
Trom the sule of cleetric energy subject o PUC and FERC regulation.
Customers are generally billed for electric service on g monthly hasis
after clectricity s delivered,

During 1993, about 98% of wtal operating revenues was derived
from electric energy sules with 34% coming from residential

customers, 27% from commercial customers, 20% from industrial
customers, 4% from interchange power sales to members of the
Pennsylvania-New Jersey-Maryland Interconnection Association (PIM),
2% from contractual sales 1o other major atilitics and 3% from
others, The Company's largest industeind customer provided about
1% of revenues Trom cnergy sales during 1993, Twenty-nine in-
dustrial customers, whose billings exceeded $3 million cach, provided
about 7.5% of such revenues, Industridd customers are broadly
distributed among industrial classifications.




3. Rate Matters ]

Energy Cost Rate Issues

Several complaints have heen filed with the PUC against the Com-
pany's ECR by the Peansylvania Office of Consumer Advocate (OCA)
and certain mdustrial customers, These complaints relate o the Com-
pany's ECRs beginning with the 1990-91 ECR through the 199304
ECR. which hecame effective in April 1993,

The complaints by industrial customers generally oppose the Com-
Panv's recovery on 4 current basis through the ECR of the cost of
outpui purchased from non-utility genertting companies or question
the manner in which the cost of such purchises is recovered through
the ECR. The OCA and industriz! customers complaings also request @
PUC investigation into whether the revenues received from the Com-
pany's sales of installed capacity credits, reservation of output and
transmission entilements {(capacity-related transactions) should be
credited 1w customers through the ECR. These transactions are
discussed in Note 4.

With respeet o the 1993-94 ECR. certain of the compliiots also op-
pose the Company's request to recover through the ECR the Hability
impoesed on the Company or its coal-mining subsidiarics by the
Energy Policy Act of 1992 {Encrgy Act) for the cost of health care for
retired coal miners previously emploved by those subsidizrics.

The Encigy Act imposed o new liability on the Company or its
coal-mining subsictiaries for the health care of retired coal miners
previously emploved by those subsidizries. The estinaled liability
amounts o approximately $68 millian on a net present value basis. At
he time coal-mining operations ceased, subsidiary mining companics
had accrued $32 million for anticipated payments to the miners”
health care trust funds W provide for health care benefits for retired
miners. Under the Energy Act, the Company or its coak-mining sul-
sidiarics will be directly lable for these henefits and the $32 million
will not have to he paid 10 the trust funds. The Company intends 0
use the amount acerued by its subsidiary mining companies o partial-
Iy offset the liability.

[n December 1992, the Company recorded an additionad lihility of
approxinmaicly $36 million representing the balinee of the liabdity im-
posed by the Energy Act for health care beneits for retired coal
miners. The charge © expense was deferred. The net PUC-
iurisdictional amount of this liability was $30 million. The balance of
the deferral pertaing © FERC-jurisdictiona] service,

[n addition, certin complaims challenge the Company's request for
ECR recovery in the 1993-94 ECR of the additional costs associated
with the 12-month extension of the Company’s agreement 1o purchase
coal from the operator of 4 mine formerly owned by the Company.
The additional costs in question wtal approximately $3 million.

With regard w the Company's 199192 ECR, the PUC ordered hear-
ings regarding ECR treatment of capacity-related sales made possible
by the purchase of owtput frem non-utility generating companics, The
PUC also ordered hearings on the Company’s 1993-94 ECR. The
Administrative Law Judge assigned 1o the case excluded from the
scope of the hearings issues regarding the Company’s recovery of the
cost of output purchased from non-utility generating companics
and also indicated that the scope of the other cases would be limited
o the Company’s capacity-relued ransactions and various coal-relited
issuus,
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As a result of discussions which began in late 1993, the Company
and the compliainants reached i seutlement agreement which provides
for crediting the 1994-95 ECR with a portion of the receipts Trom in-
stlled capacity credit sales from April 1990 through December 31,
1993: credits 2 portion of the receipts from future installed capacity
credit sales to the ECR and excludes from recovery through the ECR a
portion of the PUC-jurisdictional amount of deferred retired miners’
healih care benefits costs,

This agreement is subject © PUC approval, As 4 result of this agree-
ment, in the fourth quarter of 1993 the Company recorded o charge
o expense of $17.1 million, which afier income taxes, reduced net in-
come by approximately $9.7 million or G4 cents per share of com-
mon stock,

Postretirement Benefits Other Than Peusions

In March 1993, the PUC approved the Company's petition to defer
the increase in retiree benefits costs arising from adoption of STAS
106, “Employess” Accounting for Postretitement Benefits Other Than
Pensions.” The ingreased costs applicable w PUC-jurisdictional
customers will be deferred from January 11993 unidl such costs are
included in customer rates in the Company's next retail base wate pro-
ceeding. Accounting rules permit deferral of the costs for about
five years,

in June 1993, the OCA appealed the PUCT decision permitting
deferral and future recovery of the increased retiree benefits costs w
the Commonwealth Court of Pennsvivania, The filing of the appeal
does not operite a5 a sty of the PUC's order and the Company s
continuing to defer such costs in accordance with the PUC’S order.

The Company cannot predict the altinie outcome of this mutter
before the Commonwealth Court.

The Compiny also began to defer the increased costs applicable
FERC-jurisdictional service purstant o o FERC policy stiement, but
subsequently charged the increased costs of $2.3 million w expense
due to @ sedement sgreement reached with municipalitics and other
small utilities served wnder FERC tariffs. As a result of his agreement,
the Company will be unable 1o file for recovery of the increased costs
within the time period specified in the FERC policy stiement, See
“FERC Wholesale Raies™ for more information.

Uranium Enrichment Decontamination and
Decommissioning Fund

The Energy Act also provides for an assessment on utilities with
nuclear power operations. including the Company, 1 establish o
Usanium Envichment Decomanmination and Deconnissioning Fud
(Fund). Assessments are hased on the amount of uranium 2 utility had
pracessed for enrichment prior 1o enaciment of the Encrgy Act and
are expected 1o he paid o the Fune by such utilities over o 15-vear
period. Amoeunts paid o the Fund are o he used for the ultimate
decontamination and decommissioning of the DOE's uraniuny enrich-
ment frcilities. The Encrgy Act states that the assessment shall be
deemed 1 necessary and eeasonable current cost of fuel and shall be
fully recoverable in rates in all jurisdictions in the same manner as the
utiliy’s other fuel costs.

As of December 31,1993, the Company's recorded lihility for its
ol assessment amounted (o about $34.5 million. The liabilite is




subject 1o adjustment tor inflatdon, The corresponding charge w ex-
ense wias deferred because the Company includes its annusl
havments 10 the Fund of approximately $2.6 million, subject o ad-
justment for inflaion, in the ECR which is in the Companys PUC
trifls and in the fucl adjustment cluse which is in the Company’s
FERC wariffs. As 0 result, the Company does not expecs the dssessment
o have an adversse effect on net income,

Special Base Rate Credit Adjustment

The SBRCA has been in effect since April 1, 1991 and currently
reduces retail customers’ bills for the effects of three nonrecurring
items. The first item s the annual amortizuion of a credit w income
associated with the Company'’s using an inventory method of account-
ing for spare parts beginning January 1, 1991 The amortization of the
cost of spare parts on hand @ January 11991 s being included in the
SHRCA over a live-vear period.

The second reles o costs that are being recovered from Atlantic
pursuant 1o the sale of 125,000 kilowsts of capaciiy (summer rating)
and relmed eaergy from the Company's wholly owned coal-fired sta-
tions beginning October 1, 1991 The costs recovered from Atlantic
are currently reflecred in retail base rate ariffs, Accordingty, the Com-
pany included  credit in the SBRCA for the costs, except energy
costs, recovered Trom the sale of coul-fired capacity and related
energy o Atlantic, The change in energy costs associated with the
sale s reflected in the ECR,

The third is the proceeds from the settlement of outstanding con-
truct claims arising from construction of the nuclear-fueled Sus-
quehanna sieam generating station. In accordance with approval of
the settement by the PUC. the Company began on April 1, 1992 to
return the settlement praceeds o retail customers through the SBRCA
ar the rate of §11 million per year for five vears, In addition, the pro-
ceeds from the seidement applicable o whalesale and bulk power
customers are heing credited o thase customers.

The SBRCA reduced revenues from retail customers by ubout §44.5
million in 1993, $30.1 million in 1992 and $16.7 million i 1991, The
reductions in revenues due to the SBRCA do not adversely affeet the
Company's net income,

Recovery of State Tax Increase

In Aungust 1991, Pennsylvania cvacted legistation that increased the
Company's state taxes by approximately 838 million on an annual
hasis, Certain of these rax increases were elfective as of January 1.
1991 The Company's retil rates include a provision for 1 STAS which
provides for recovery of costs associated with new or increised state
txes, and the Compiny recovered the increased taxes applicable w
retail customers through application of the STAS. In April 1993, the
Company rolled into base rates the level of increased state waxes
previously recovered in the STAS and the STAS was revised 1o collect
an undereollection of state wxes during the period April 1992 through
Marcl 1993, The portion of the increased tuses applicable o the
Company's contractual sales of capacity and relued energy o other
utilities is recovered s a cost of providing such service,

FERC Wholesale Rates

The Company has negotiated new five-year, iower-priced sales con-
traets with certain small utilitics it curremly serves, The contracts are
suhject w FERC approval and will reduce rates 1o these small utilities
by about $3.6 million in 1994 and 1995 and by about an additional
S4.1 million for the vears 1996 through 1998, In connection with the
agreement, in 1993, the Company wrote off the deferred portions of
retired miners” health care henefits costs und postretirement benefits
ather than pensions applicable o PERC-jurisdictional services. The
charge to expense amounted 1o $8.9 million and, after income taxes,
reduced net income by $5.1 million or about 344 cents per share of
common stock.

4. Sales to Other Major Electric Utilities

The Company provided Atlantic with 126,000 kilowaits of the Com-
pany’s share of capacity and refated energy from the Susquehang sta-
tion from 1983 through September 34 1991, Another agreement pro-
vides Atlntic with 125,000 kilowuats of capicity (summer rating) and
related energy from the Company’s wholly owned coul-fired stations
from October L1991 through Septembier 2000,

On October 11991, immuedimely Tollowing the expirtion of the
agreement with Adantie, the Company began providing Baltimore Gas
& Electric (BGEE) with 126,000 kilowaus of the Compiny’s share of
capacity and related energy Trom the Susquehanna staion, Sales o
BG&E will continue through May 2001,

The Company provides Jersey Central Power and Light Company
(JCP&LY with 945,000 kilowurts of capacity and related energy from
all the Company’s generating units. Sales W JOP&L hegan in 1983 and
will continue at the 945,000 kilowatt fevel through 1995, with the
amount then declining uniformly each vear umiil the end of the agree-
ment in 1994,

These agreements provide that siles are o he made e a price equal
1o the Company’s cost of providing service, which includes 2 rewurn

on the Company’y investment in generating capacity, Revenues from
these sales torded $282.2 million in 1993, $293.8 million in 1992 and
$284.2 million in 1991,

[n addition to these bulk power contractual sales, the Company has
entered into several agreements with other electrie wtilities in the PIM
for the sale of capaeity credits from the Company's system capacity.,
These capacity credits are used by the other utlities o meer thetr in-
stalled capacity obligation in the PIM. The price received for these
sales is based on a percentage of the mate te wtilitics would have paid
i purchase installed capacity under the PIM ugreement. The lengih of
these agreements and the amount of capacity credits sold vary, The
longest agreement currently in effect is scheduled 1o wrminaue
i 1990,

The Company his entered into arrangements with seveeal utilitics
hoth inside andd outside the PIM for the reservation of autput from
cither the oil-fired or coal-lived units at the Company’s Marting Creek
sttion during certain pecivds of me. Specific deliveries of energy are
requested by the purchasing utdity as needed during the reservation
period. One utility has agreed o purchase @ maximum of
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10 megawatt bours per hour of the ouiput the Company purchases
from non-utility generating companies for the period June 1990
through May 1995, The Company includes as a credit w the ECR the
revenue received for deliveries of energy from Marting Creek, the
revenue received for deliverics of output from pon-nifity generating
companics and the foregone PIM interchange savings that wee ne
realized when interchange sales are reduced hecause of reservaton
agreements,

Arrangements also have been enered into whereby PIM wtilities can
purchase 4 portion of the Company’s entitlement o use the P
fransmission system 10 import energy from wtilities outside the PIM,
These wansactions are made through acgotiaed prices for various

periods of time. The Company includes, us a credit o the ECR, the
foregone interchange savings that are not realized when the saie of
transmission entitlements reduces the amount of energy the Company
imports and sells w other utilites.

Revenues from ihe sate of capaciiy credins, the reservation of ouput
from the Marting Creek units and the sale of transmission entitioments
{net of foregone interchange savings included in the ECR) tomled
$35.0 million in 1993, $33.0 million in 1992 and $35.4 million in
1991, For information relating w proceedings pending before the PUC
and a scitlement agreement between the Company and complainants
to the ECR with respect to capacity-related transactions, see Note 3.

5. Taxes

In January 1993, the Company adopted SFAS 109, “Accaunting for
Income “Faxes.”” SEAS 109 requires a chunge from the deferred method
10 the asset and liability method of accounting for income taxes.
Under the asset and lisbility method, defereed income tax assets and
liabilitics are recognized for the tax consequences of temporary dif-
ferences by applving enacted statutory tx raes applicable to future
vears to differences hetween the financial stuement carrving amount
and the tx hases of existing assets and liabilities,

In adopting SFAS 109, the Company recorded in January 1993 an in-

crease of approximately $1L1 billion in its deferred tax liability Tor tax
benefits previously flowed through to customers and far other wem-
porary differences, The increased wx labilivy was offset by @ cor-
responding asset representing the future revenue expected through
the raenmaking process © pay for the xes based on the established
regulrtory prictces and kegisltive history in Pennsylvania permitting
recovery of actual @xes pavable. The adoption of SFAS 109 did not
have a material effect on the Company's net income,

[n August 1993, federal legislion was enacted that increased the
corporate federal income 1ax rate w0 33% from 34% retrouctive
January 1, 1993, For 1993, the Company recorded additional income
ax expense of $5.9 million and an increase in deferred income tax
linbilities and taxes recoverable through future rates of $§79.5 million
to reflect the new x rale

The provision for deferred income tases included on the Con-
solidated Smtement of Income represents the amount of deferred tx
expense reflected in rates established by the PUC and FERC. The dif
ference in the provision for deferred income txes for 1993 de
termined under $FAS 109 and the amount recorded based on ratemak-
ing procedures adopted by the PUC und FERC is deferred and in-
cluded in wxes recoverable through future mes on the Consolidated
Batance Sheet.

The tax effects of significant temporary differences comprising the
Company's net deferred income tax liability at December 31, 1993
were as follows (thousands of dollars):

Deterred 1ax asseis

Deferred investment wax credits. ... L 5 103,084
Accrued pension costs ... 38,821
Other ..o 108,441
Vitluation allowance . oo (8,604)
241,652
Deferred tax liabilities

Electric wtility plant—net. ..o 1,892,360
Other property—=net ... oo, 26,029

Taxes recoverable through
fUture mtes ..o 300,959
Rewcquired debt costs ..o 43,580
Other oo 35,120
1,498,654
Net deferred wx labiliey .o §2,257.002

The valution allowance relaed 1o deferred mx assets a1 December
311993 amounted 1o $8,694,000, a decrease of $2,.882,000 from the
$11.576.000 established upon the adoption of $FAS 109 at January 1,
1993,

[n August 1991, Pennsylvania enacted legislation that increased the
Compuny’s state income and other taxes retroctive to January 1, 1991
See Note 3 for informition concerning the recovery of these in-
creased txes,

During 1991, the Company utilized the remaining $16 million of
previousty unused mx credits o reduce s federal income ax liability,




Details of the components of income tax expense and 1 reconciliation of federal income taxes derived from statutory ax rates applied
.’ncc:mc from continuing operations for accounting purposes are s follows (thousands of dollars):

Income Tax Expense
Included in uperating expenses

Provision—=lederl ..o
Federal—tax mie change oo oo
] £

Deferred—Federal ..o
Federal—rax rate change ..o L.
Sl

[Investment tax credit, net—rederal ...

Included in other income and deductions
Provision {credig—Federal ... oo
Federal—tax rute change
S oo

Deferred—Federal ..o
Federal—tax rate change . ...
ST oL

Total income tax expense—Federal .o
S ..,

Detadl of deferred taxes in operating expenses
Tax depreciation oo
Rencquired debtcosis. oo
nher o

Reconciliation of Income Tax Expense
Indicated federal income tax on

pretax income at statutory Lx rate (1993, 35%: 1992-1991 34%) ...

[ncreuse (decrease) due wy
SEIE iNCOMUE BIXUS Lo e es
Depreciation differences not normalized
Amortization of investment s credit, L ...
AFUDC (Note 1) oo
Other. ..o o

Total income @ax expense ..o L

Effective income iy e .o

Taxes, other than income, consist of the ollowing (thousands of dollars).

Taxes, Other Than Income
SEtle gross receipts oo

Ste utiliey realey oo
St capital stock oo
Social seeurity andother ..o

1993

$158,106
4,689
63,508

226,303
21,280
1,211
(124)
22,367
(13,506)
235,164

(4,976)
(158)
486

(4,648)

3,907
140

(679
1,368
(1,280)

170,693
63,191

$233,884

$ 33,195
9,927
(20,755)

$ 22,367

$203,704

41,829
8,470
(13,500)
(2,794)
(3,819)

30,180
$233,884
40.2%

$ 08,280
45,292
35,943
24,452

$203,967

1992

§144,546

04,648
209,194
30,654

676
483
1159
(441

(396)
(837)
322

161 406
67,256
§228,602

§ 380260
5,405
(10,256)

$ 33175

$195.631

44,575
6.805

(14,024

(2,302)

{2,018)
33,031

§228.062
A% 7%

$ 94920
48,511
37279
24,602

5205318

1991

$114.904

49,554
104,438
51,547

217,306

(126)

33

(93}

(Gi0)
(1703
(810)
(9U3)
166,841
9,622
$216,403
$ 72,113
(1,938)
(18.403%)
$ 51,772

$192.038

34,319
9,480
(15,048)
{1,007)
{(2.939)
24 405
$210.463
38.3%

$ 91,504
43,432
32,579
22911

$190.426
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6. Nuclear Decommissioning Costs

The Company's most recent site specific decommissioning study,
based on immediate dismantement and decommissioning cach unit
following final shutdown, indicates that its share of the towl estimated
cost of decommissioning the Susquehanna station is approximately
§725 million in 1993 dollars. The operating licenses for Units 1 and 2
expire in 2022 and 2024, respectively.

Under current rates. the Company collects abou $6.9 million an-
nually from customers for the cost of decommissioning the Sus-
quchanna station, The amounts colleeted, less applicaizke tses, are

depasited in an external trust fund for investment and can be usedd
unly for Irture decommissioning costs, The market value of securities
hedd and acerued income in the trust fund at December 30, 1993 ag-
gregated approximaiely $82.9 million.

The most recent estimated cost of decommissioning Susquehanna is
substanially higher than the estimate used © determine the amount
currently collected in rewil rates. As @ result, the Company would ex-
pect o request recovery of ahigher level of decommissioning ex-
pense in its next retail base rate proceeding,

7. Financial Instruments

The carrying amount and the estimited fair value of the Company's financial instruments are as follows {thousands of dollars):

Assets

Nuclear plant decommissioning tust fund (). ... ..
Financial investments (0} ...
Other investments (@) .o
Cash and cash equivalents (¢}, ..o

Marketable debt securities and other assets

included in other currentassets (1) Lo Ll

Liabilities

Preferred stock with sinking fund requirements (d) ... ...
Longterm debe (d} ...
Commercial paper and bank loans (€) ... ...

Taxes and interest accrued, dividends pavable and
other liabilities included in other current

Habilitics (C) oo
Accrued nuckear assessment—noncuwrrent (€)oo

December 31, 1993 December 31, 1992

Carrying Fair Carrying Fair

Amount Yalue Amount Value
$§ 76913 $ 82860 $ 63,159 8 09.104
140,569 145,482 121,500 124,204
31,249 31,182 33,657 33,648
8,271 8,271 15,110 15,110
6,266 6,274 16,842 16,862
335,000 330,388 325,600 334,090
2,662,570 2.843.035 2,627,159 2,738,170
202,260 202,260 139,348 159,348
219,505 219,505 222538 222,338
31,871 31871 39,600 39,600

() The fair vadue generally is based on esublished market prices. For a minor portion, the fair value approximates the careying amount.

{h) The fair value is based on established market prices. For venwure capiial invesiments inchuded in financial investments, fair value is

determined in good faith by management of the venture capital entity,

{¢} The fair value approxinites the carrving amount.

(d} The fir vidue is Dised on quoted market prices for she seeurity or similar securities where available and estimates based on current rnes

affered w the Company where quoted market prices are not aviilable,

Financial investmens consist of the following {thousands of dollars):

Murketable equity securities ..o oL
Marketable debt securities ..o oL
Financial limited partnerships. ... ..o
Venture capital investments ...

December 31
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Less masketuble debt securities included in other current
assets (at the lower of amortized cost or market value) ...

1993 1992
.............. $ 10,854 $ 11.320
............. 61,294 78.942
............. 65,378 39,256
............ 6,207 0.593
143,733 135,911
3,164 14411
$140,569 $121,500




Marketable eqquity sccurities i December 31, 1993 and 1992 are
ited at the lower of aggregae cost or market, The market value of
arketable equity securities was $12,993,000 @t December 310 1993

and $1L340,000 at December 31, 1992, The market value of
murketable debt sceurities was $65,562 000 at December 31,1993 und
$K0,388,000 at December 31, 1992,

8. Stock Held For Dividend Reinvestment Plan ]

AL Decembrer 31,1993, the Company emporarily held 583,500
shares of commaon stock which were acquired n the open market.

These shares were distributed 10 participants in the Dividend Reinvest-
ment Pl in fanuary 1994

r 9. Leases

The Company and a subssidiary have entered into capital keases consisting ol the following {thousands of dollars):

suclear fuel, net of accumulated amertization

(1993, S191.812: 1992, 8191002y ... ... .. ...

Vehicles, ol storage tanks and other property,
net of accumulated amortiziion

(1993, 883224, 1992, SOATA0N ... .

Net property under capital leases oo

Capital lease obligations incurred for the acquisition of nuclear fuel
w other property were (millions of dallars): 1993, $84.0; 1992,
SO4.8 uand 1991, $69.5,

Nuclear fuel lease pavments, which are charged 10 expense as the
fuel is used for the generation of electricity, were (millions of dollars);
1993, $67.6: 1992, $HEA aned 199F, $95.5. Future auclear fuel leise
pavments will he based on the quantity of electricity produced by the
Susquehanny station. The maximom amount of unamortized nuclear
fuel leasuble under current arrangements is $200 million.

Future minimum lease pavments under capital leases in effect
December 31, 1993 (excluding nuclear fuel) would aggregate $86.6

December 31

1993 1992
............. $173,395 $171.901
75,630 79,157
............. $249.025 §251,058

million, ncluding $10.9 million in imputed interest. During the five
vears ending 1998, such pavments would decrease from $22.3 million
per year e $6.5 million pur year,

Interest on capital lease obligations was recorded 48 operating ex-
penses on the Consolidated Satement of [ncome in the following
amounts (millions of dollars): 1993, §9.1: 1992, §10.5 and 1991, §20.5.

Generally, capital leases contain renewatl opiions and obligate the
Company and a subsidiary © pay maintenance, insurance and other
related costs, Virdows operating leases have also been entered into
which are not material with respect 10 the Company’s {inanciai
position.

10. Regulatory Assets

The Company has deferred certain costs in accordance with the
rate actions of the PUC and FERC and is recovering or expects 1o

Deferred depreciation o0 oo
Deferred operating and careying costs—Susquehanna . ... ..
Utility plant carrving charges-—net of amortization .. ..., ...
Deferred eefucling outage costs—Susquehanna ..o L
Reacquired debt costs oo o
Taxes recoverable through futare res ..o oL
Postretirement benefits other than pensions ..o L
Retired miners” bealth care benefits ..o
Assessment for decommissioning uranium earichment facilities. ... L

recover such costs in electric raes charged w customers, Regulatory
assets consist of the following (thousands of dollars):

December 31

1993 1992
................ $ 282,115 §206,285
................ 39,215 39.215
................ 24,097 24,963
................ 16,027 |7 446
................ 101,836 78917
................ 1,166,118
................ 14,855
................ 24,096 A6,0600
33,710 38,923
§1,702,069 §532,353



Deferred depreciation is the difference between the straight-line
depreciation of property pliced in service a1 the Susquehanna station
prior 1o Januery 11989 and the amount of depreciation on such
property provided for financial reporting purposes od included in
raics, and is the result of a rawe phasc-in plan meeting the criteria of
SEAS 92, "Regulated Enterprisc—aAccounting for Phase-in Plans.” The
annual difference is shown as amortized (deferred) depreciation on
the Consolidated Statement of Tncome,

Deferred operating and carrving costs—Susguehanng consist of cer-
tain operating and capital costs, net of energy savings, associuted with
Units 1 and 2 4t the Susquehanna station. The costs, deferred in
accordance with orders from the PUC, were incurred lrom the date
the units were placed in commercial operation until the effective
dlates of the rate increases reflecting eperation of the units, The
deferred costs include related deferred income taxes, Recovery of
these costs will be subject to PUC approval, No return is being
acerwed on the defesred costs,

Utilite plant carrving charges are carrving charge aceruals that were
reclassified from electric utility plant in service o a defersed debit in

accordioee with a FERC order. Such charges are being amortized over
the remaining depreciable life of the relued property and are include
in PUC electric service rates,

Beferred refueling outage costs—Susquehanna represent incremental
nuintenance costs incurred during refueling and inspection owtages
which are deferred and subsequently amortized over the period of
time that begins upon the cessation of the outage and ends with the
start of the next scheduled refucling and inspection outage. Such
costs are included in clectric service rates.

Reacquired debt costs represent premiums and expenses incurred in
the redemprion of long-term debt. [naccordance with FERC repulba
tions, reacquired debt costs are amortized over either the life of the
refunding issue or the remaining life of the redeemed issue, as ap-
propriste, Reacquired debt costs are included in electric service rates.

For a discussion of taxes recoverable through future rates, post-
retirement benefits other than pensions, setired miners” healih care
benefits and assessment for decommissioning uranium enrichnent
facilitics, see Notes 3, 13 and 3, respectively,

11. Termination of Coal-Mining Operations

The Company has ceased 15 subsidiary coal-mining operations. One
of the three operating mines closed an the end of June 1991 A second
operating mine closed at the end of March 1992, and 2 third mine
wits sold in September 1992, A coal processing and loading facility
wis sold in November 1993, completing the planned phase-ow of
coal-mining operations, The Company replaced the coal praduced by
its subsidiarics with coal acquired through new contracts with non-
affiliated supplicrs and open market purchases. A subsidiary continues
to sell purchased coul to the Company.

The Company purchasee coal from cerain subsidiarics au prices
equal to the cost incurred by those subsidiaries for mining, processing
and purchasing coal. These purchuses wtdled approximately §20
million in 1993, $109 million in 1992 and $188 million in 1991, The
cost of coal purchased was included in energy costs collected from

custumers,

All the coul produced at the now closed Greenwich mines was
delivered to the Company's Montour generating station, The PUC
adapied a standard based on the cost of coal purchased by other
Pennsylvania electric utilities against which the cost of all coa
delivered o Montour was measured, The standird covered the three-
veir period from April 1 1990 thraugh March 31, 1995 At the end of
this period, the cost of coal delivered 10 Montour was less than the
standard.

The Energy Act imposed o new liability onhe Compuny or its
coal-mining subsidiaries for the cost of health cire for retired cout
miners previously emploved by those subsidiaries. Sce Note 3 for in-
formation concerning this liability.

12. Credit Arrangements

The Company issucs commercial paper and, from time o time, hor-
rows from banks to provide short-term funds required for general cor-
porate purposes. In addition, certain subsidiuries also borrow from
Iunks 10 obtain short-term funds. Bank borrowings generaliv bear in-
terest at rtes negotiaed at the time of the horrowing,

A 8140 million revolving credit arcangement is maintained with 4
growp of hanks in return for the payment of commitment fees, The
line of credit is maintined principally as a back-up {or the Company's
commercial paper. Any loans made under this credit arrangement
would mature on June 340, 1996 and, @ the option of the Company,
interest cates would be hused vpon cerificate of deposit rws,
Eurodollar deposit rates or the prime rate. The Compuny bas addi-
tional credit arrangements with another group of banks in rctuen for
the payment of commitment fees. The banks have commitied to lend
the Company up to $60 mitlion under these credit armangements ar in-
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terest rates based upon Eurodollar deposit rates or the prime rate.
These credit arrangements mature on May 1, 1994 with provisions o
extend every six months, These arcangements produce @ total of $200
million of lines of credit o provide back-up for the Company’s com-
mercial paper and the short-ierm borrowings of cerwain subsicdiaries.
No borrowings were outstanding st December 31, 1993 under these
credil arrngements,

The Company also mainting & §5 million line of credit with 2 hank
in return for the maintenance of o compensating balance. No horrow-
ings were outstanding at December 31, 1993 under this line of credit

The Company leases its nuclear fuel from 2 trust funded by sules of
commercial paper. The maximum finaneing capacity of the trust
uncler existing credit arrangements is $200 million,

Commitment fees incurred were (millions of dolkars): 1993, §¢.3;
1992, $0.4 and 1991, $0.4.




13. Pension Plan and Other Postretirement and Postemployment Benefits

ension Plan rain management emplovees and directors that are not funded. Benetit
The Company has a funded noncontributery defined benefit pen- payments pursuant 1o these supplemental plans are made directly by
sion plan (Plan) covering substantially all emplovees. Benefits are the Company. AL December 31,1993, the projected benefit obligation
hased upon a participant’s carnings and length of participation in the of these supplementat plins was approximately $12.9 million.
Plan. subject 10 meeting certain minimuny requirements. The companents of the Company’s net perindic pension cost for
The Company also has two supplemental reticement plans for cer- the three plins sere (thousands of dollurs):
1993 1992 1991
service cost-benefits earned during the period $31,381 $ 29,967 § 28188
ICICST COSE . et e e 48,266 44,203 40,605
Actuzl return on plan assets o (92,085) {93,969 (182.950)
Net amortization and deferab oL . 29,696 40,251 144,208
Net periodic pension cost ... Lol 517,258 § 18,452 § 20105
The net perindic pension cost charged t operating expenses was 1991, The halance was charged 1o construction and other aceounts,
$10.1 million in 1993, $1L.6 million in 1992 and $12.0 million in The funded staus of the Company’s Plan was {thousands of dollars):

December 31

1993 1992
Fair value of plan asseis ..o o $ 943,889 § K77 887
Actuarial present value of benefit obligtions:
Sested benelits . .o 490,567 407,164
Nonvested Denclits .o 1,543 INA]
Accumulned benefit obligetion. ..o oo oo 492,110 408,283
Effect of projected future compensation ..o 0 oo 191,302 201,594
Projected henefit obligatdon .o L 083,412 60y K77
Plan assets in excess of projected
benefit obligation . oo 260,477 268000
Unrecognized transition assets (being
amortized over 23 YOSy, L {(72,316) (70.830)
Unrecognized prior service cost ..o o 34,240 36,731
Unrecognized neCgain ... o (305,577) (293.54%)
Acerted CXPensSC .o $ (83,176) § (67.038)

The weighted average diseoum rate used in determining the ac- confracts with insurance companies. Substntially all union employees of
tarial present value of projected henefit obligations was 70% and these subsidiaries were covered by @ pension plan administered by 1he
5%, respectively, on December 31,1993 and December 310 19492, Trustees of the Unied Mine Workers of America (UMWA) Health and
The rate of increase in future compensation used in determining the Retirement Funds, The pension cost for non-bargaining employees
actugrial present value of projected benetit obligations was 5.7% and together with retirement contributions o the UMWA Health and Retire-
6.2%. respectively, on December 31, 1993 and December 31, 1992, nent Funds for 1991, 1992 and 1993 aggregated 354 million, §2.0
The assumed {ong-term cates of retern an assets used in deermining million and $0.0 million. respectively.
pension cost in 1993 and 1992 was 8.0%. Plan assets consist primarily Subsidiary mining companics are liable ander federal and state laws o
of common stocks. government and corporate bonds and temporary pay black fung benefits 10 chimunts and dependents, with respect o ap-

sh investments. proved claiims. and are members of a trust which was established ©

Subsidiary mining compunics have o noncontributery defined fzcilitate payment of such Hahilitics. The actuwarially determined expense
benefit pension plan covering substantially all non-hargaining, full- [or black lung benefits was $0.5 millien in 1991 and $0.2 million in
time cmplovees which is fully funded primarily by group anouity 1992, There was no expense for black lung benefits in 1993,
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Postretirement Benefits Other Than Pensions

Substmially all emplovees of the Company and its subsidiaries will
become eligible for certain health care and life insurance benefits
upon retirement. The Company sponsers four defined benefit health
and welfare plans that cover substantally all management and bargain-
ing unit emplovees upon retirement, One plan provides for retiree
health care benefits to certain management employees, another plan
provides retiree health care benefits o bargaining unit employees, 4
third plan provides retiree life insurance bencfits 1o cerain manage-
ment emplovees up w a specified amount and o fourth plan provides
retiree life insurince benefits o bargaining unit emplovees.

Life insurance bencfits for certain management emplovees beyond a
specitied amount are not included in the plan for retiree life insurance
benefits to managenent employees but are combined with the
disclosures below for the health care and life insurance plans. The
cost of retiree health care and e insurance henefits for officers of
the Company are not material and are oot combined with the
disclosures helow for health care and life insurance plans.

Daollar limits have been established for the amount the Company
will contribute annually wward the cost of retiree health care for
emplovees retiring on or after April 1 1993, Through December 31,

Accumulated postretirement henefie abligation:

Retirees ... oo
Fully cligible active plan participams ...........
Other active plan participants ... ...

Plan assets at fair value, primarily emporary cash investments

Accumulated postretirement benefit obligation in excess of plan assets ... o0
Unrecognized net loss oo
Unrecognized transition obligation ..o o0

Accrued postretirement benefii cost ..o

The plan that provides retiree health care henefits 1w certain
management employees is currently unfunded; the amount included
in the accumulated postretirement henefit obligation attribulable o

service cost—henefits anributed 10 service during the period ..o oo
[terest cost on accumudated postretirement benelit obligadon ..o o oo 0L
Net amortization and deferral oo

Net periodic postretizement henefit cost ...

Through December 31, 1993, the Company deferred $14.9 million
of retiree benefits costs. See Note 3 for additonal information con-
cerning the recovery ol the deferred costs. The henefit cost charged
[0 OPCEALNG CXpenses wis $6.9 million in 1993, The balance was
charged to construction and other accounts. The cost of retiree health
and life insurance benefits recognized as expense by the Company
and its subsidizrics was approximately {millions of dollars): 1992, §5.5
and 1991, §7.2.

For measurement purposes. 1 10% annual rate of increase in the
e capita cost of covered health care benefits was assumed for 1994;
the rate was assumed W decrease gradually © 6% by 2006 and re-
o at tat level thereafier. Increasing the asswined health care cost
rend res by 1% in cach year would increase the accomulated
postreticement benefit obligation as of December 31, 1993 by about
$11.2 million and the aggregate of the service and interest cost
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............................... §

1992, the Company recognized the cost of these hencfits for retired
emplovees when pavmenis were made,

Effective January 1, 1993, the Company adopted SFAS 106,
“Emplovers” Accounting for Postretirement Benetits Other Than Pen-
sions,” which requires the Company 1o accrue, during the vears that
the emplovees render the necessary service, the expected cost of pro-
viding retiree hedih care and life insurance benefits, The transition
ohligation at fanuaey 1, 1993, which is being amortized over a 20-vear
period, amounied o §173.8 million. In accordance with o PUC order,
the Company is deferring the PUC-jurisdictional accrued cost of
retiree headth and life insurance benefits in excess of actual claims
piticd pending recovery of the increased cost in retil cues, See Nowe 3
for additional information.

In December 1993, the Company established a separate Voluntary
Employvee Benefit Association trust (VEBA) for cach of the four health
and welfare benefit plans for retirees and adoped a funding policy
that tikes into account the maximum amount allowed a5 2 deduction
for feders income tax purposes.

The following wable sets forth the plans” combined funded sttus
reconciled with the amount shown on the Company’s Consolidated
Balance Sheet at December 311993 (thousands of dollars):
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that plan is (thousands of doliars) $70,630,
The net perindic postretirement benefit cost for 1993 included the
following components (thousands of dollars):

§ 3.099
13.008

................................ 8,691

§ 25398

components of net periodic posiretirement benefit cost for the vear
then ended T about $1.1 million.

In determining the accumulated postretirement benefit obligation,
the weighted average discount rate vsed was 7%. The three truses
holding plan assets are wx-exempt. The unfunded trust will be subject
to federal income taxes 1t 35% wax rate, The expected long-lerny rate
of rewurn on plan assets for the ws-cxempt trusts was 0.5%.

Subsidiary conl-mining companics had scerued 832 million for an
estimated payment they expected to nuke w the UMWA health trust
funds for fwture retiree health care. However, the Energy Act imposed
a new liability, estimated to about $68 million on a net present value
hasis, on the Company or its subsidiary coal-mining conspanics for
the cost of health care of retired miners previously emploved by
those subsidiaries, Sue Note 3 for infurmation concerning this liabilivy,




Postemployment Benefits

The Company provides health and life insurance benelis 1o dis-
dled emplovees and income benefis to cligible spouses of deceased
emplovees, [n December 1993, the Company adopted SFAS 112,
“Emplovers” Accounting for Postemploviment Benedits,” which requires
the Company 10 accrue, dusing the vears that the emplovees render
the necessary service, the expeced cost of providing henefits o
former or inictive emplovees after emplovment but betore retirement.
In connection with the adoption of SFAS 112, the Company recorded
an obligation for poskemployment benefits of $7.5 million and a
charge o operating expense of §5.5 million. The balance of the
postemployment henefit obligation was charged 1o construction and
other accounts. The one-time charge o operating expense, which
after income tixes, reduced net income by $3.1 million or ahour 2.1
cents per share of common stock.

Employee Stock Ownersbip Plan

The Company s an Emplovee Stock Gwneeship Plan (ESOP) for
all full-time employees having more than one vear of service. Con-
wibutions w the ESOP had heen funded with investment and pavroll-
hased tax credits previously available w the Company under federal
law 10 sicquire shares of the Company's commen stock. Contributions
funded with these tax credits were completed in 1991 Since 1990, all
dividends on shaves credited o participants” accounts have been paid
in cash, The Company deducts the amount of those dividends for in-
come tax purposes and contributes to the ESQP shares having 4 cost
cqual to the wx savings resulting from that deduction wnd
contribution.

14. Jointly Owned Facilities

At December 381993, the Company or a subsidiary owned undivided interests in the following facilities (millions of dolfars):

Merrill
Generating Stations Creek
Susquehanna Keystone  Conemaugh  Reservoir
Ownership Ierest ..o 90.00% 12.34% 11.39% BATY
Electric utilivy plant in service ... ... oL $3.984 §55 857
Other property ..o oo §22
Accumulated depreciation . oo o oL 592 27 24 5
Construction work in progress. . ... ... G 2 20

Each participant in these facilitics provides its own financing. The
Company receives a porlion of the wtal output of the generating st
tions equal W0 its percentige ownership, The Company’s share of fuel
and other operating costs associaed with the stwtions is reflecied on

the Consolidated Saement of Income. The Merrill Creek Reservoir
provides water during periods of low river flow o replace water from
the Delaware River used by the Company und other uiilitics in the
production of cleciricity.

15. Commitments and Contingent Liabilities

The Company’s construction expenditures ire estimated 1o ag-
grevate $471 million in 1994, 3398 million in 1993 and $422 million
in 1996, including AFUDC, For discussion periining o construction
expenditures, see Review of the Company's Financial Condition and
Results of Operatens under the caption “Tinancial Condition—Capitd
Expenditure Requirements™ on page 16,

The Compuny is o member of cenain insurance programs which
provide coverage Tor property damige o members” nuclear generating,
stations. Facilitics at the Susquehannz station are insured against prop-
eriy damage losses up o 82,7 billion under these programs, The
Company is also 2 member of an insurance program which provides

surance coverage for the cost of replacement power during pro-

nged outages of auclear units caused by certain specificd condi-
tions., Under the property and replacement power insurince programs.
the Compuny could be assessed retrospective premiums in the event

the insurers” losses exceed their reserves. The maximum amount the
Company could be assessed under these programs at Pecember 31
1993 was about $20.1 million.

Nuclear Regulatory Commission regulations, as amendeed, require
that sn the event of an accident, where the estimated cost of stabiliz-
tion and decontumination exceeds $100-million, proceeds of property
tamage insurance he segeegated and wsed, fiest, o plice and maintin
the reacior ina safe and stable condition and, second, 10 complete re-
quired decontmination operations before any insurance proceeds
would be made available w the Company or the trustee under the
Mortgage, The Compuany's on-siie property damage insurance policies
lor the Susquehanna station confornt to these regulations,

The Company's public tiability for clims resulting from o nuclear
incident at the Susquehanna station is limited w abow $9.4 hillion
under provisions of The Price Anderson Addmendments Act of 88




{the Act). The Company is protected against this liahility by a com-
hination of commercial insurance and an industey assessment pro-
eram. A utility's fiability wnder the assessment program will be in-
dexed not less than once during cach five-vear period for influion
and will be subject w an additional surcharge of 3% in the evem the
wttl amount of public cliims and costs exceeds the basic assessment,
In the event of o nuclear incident at any of the reactors covered by
the Act, the Company could be assessed up to $1510 million per ingi-
dent, payable at o rate of $20 miliion per yeu plus the additional 3%
surchurge, if applicuble.

In August 1291, a group of 21 fucl oil dealers in the Company's ser-
vice area filed 2 complaint agtinst the Company in United Stutes
District Court for the Eastern District of Pennsvlvania (Court) alleging
that the Company’s promotion of ¢lectric heat pumps and off-peak
thermal stortge systems had violaed and continues o violate the
federal antitrust Laws. The complain also alleged that the Company’s
use of a cash geant program w developers and comractors for the in-
statlation of high cfficiency heat pumps vielued and continues o
violate the Racketeer Influenced and Corrupt Organizations Act (RICO).

The complaint requested judgnient against the Company for a sum
in excess of $10 million for the alleged antitrust violations, treble the
damages alfeged w have been sustained by the plainffs, Separmely,
the complaint requested judgment for a sum in excess of $10 million
for the wlleged RICO viakations, treble the damages alleged 10 have
heen sustained by the plaintffs. Finally, the complaint requested a
permanent injunction against all activities found to he illegal, in-
cluding the cash grant program.

[n April 1992, a fuel oil dealer in the Company’'s service area filed a
clags action compiaint against the Company in the Court alleging, as
did the August 1991 complaint, that the Company’s promedion of
clectric heat pumps and off-peak thermal storage systems had violawed
and continues w0 viokue the federal antitrust laws. The complaimt did
net allege any violation of RICO, but did allege that the Company
engaged ina civi! congpiracy and unfiir competition in violation of
Pennsylvania law,

The plaintff sought to represent s a class all fuel oil dealers in the
Company’s service area. The complaint requested a permanent injunce
tion against all activities found o be illegal and treble the damages
alleged o have been sustained by the class. No specific damage
amount was st forth in the complaint. This sccond antitrust com-
plaint was consolidated with the August 1991 complaint for pre-trial
PUTPOSES,

In Seprember 1992, the Court granted the Company’s motion for
summary judgment and dismissed both suits filed against the Com-
pany. The plainffs have appeated the decision o the Uniked States
Court of Appeals for the Third Circuit. The Company cunnot predict
the ultimate outcome of these proceedings.

The Federal Clean Air Act Amendments of 1994 deal, in part, with
acid rain, atainment of federal ambient ozone standiards and toxic air
crissions. The acid rain provisions, which are contained in Title 1V of
the legislation, specify Phase | sulfur dioxide emission fimits on ubout
35% of the Company’s coal-fired generating capacity by January 1
1995, and more stringent Phase 10 sulfur dioxide emission Gmits for
all of the Company’s fossil-fucted generating units by January 1, 2006

The Company expects o meet the 1995 Phase | sultur dioxide stan-
tlards by the use of lower sulfur coal, additional processing of coul
through cleaning plants, and the installation of scrubbers at the Con
emaugh station, v which the Company has an 11.39% ownership in-
terest, The Company may also choose w limit the genecaton of cer-
o wnits and o bank or trade emission allowances among its
genezating units or with other wtilities o the extent permitted by
the legisladon.

The acid rain provisions also require installation of low nitrogen
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oxide burners on each unit by the same date that sulfur dioxide limits
apply 1o that unit. In addition, the ambient ozone attainment provi-
sions contained in Title 1 of the legisluion specify other nitrogen ox-
ide emission reductions. In this regard, the egislation defines a
Northeast Ozone Transport Region that includes all of Pennsylvania il
addition o 2l states in the Northeast from northern Virginia 1o Maine,
All major sutionary sources within the region must install reasonably
availible control weehnology (RACT) for nitrogen oxide emissions by
May 1995,

The Company expects o meet this RACT requirement by installing
low nitrogen oxide burners on the Phase [ units as required by the
acid rain title and by advancing the instltaion of low aitrogen oxide
bueners on certain Phase [T units, where technically feasible, tha
would have been required in 2000 by the acid rain tile,

The Company currently estimates ihat the cost of compliance with
the Phase 1 sulfur dioxide stndards and installation of the fow
nitrogen oxide burners will require capital expenditures of about $200
million {in estimated 1994 dollars) and additional operating expenses
which will result in an increase in customer raies of about 1.5%
(based on 1993 revenug Tevels).

To meet the Phase [T acid rain sulfur dioxide emission standards,
the Company expects o install fue gas desulfurization (FGDY on up
t G0% of its coud-fired generating capacity, 10 continue 1o purchuse
lower sulfur coal for its remaining generating capacity and o bank or
trade emission allowances among its generating units or with other
utilities 10 the extent permitted by the legislation. The exact mix of
lower sulfur fuel, emission allowinee purchases, siales or 1rades, and
the amount and timing of FGI will be determined based on FGIY in-
stallation costs, fuel cost and availability, and emission allowance prices,

The Company currently estimtes that the cost of complianee with
the Phase 1 sulfur dioxide standards will require additional capital ex-
penditures in the laer hall of the 1990s of $400 million w $500
miltion (in estimated 1994 doltars) and additional operating expenses
which will result in an increase in customer rawes (hased on 1993
revenue levels) of about 3% above the increase expected to result
fromy Phuse [ complianee with the sulfur dioxide stndards of the
legislation and instaliation of low nitrogen oxide burners.

The umbient ozone attainment provisions also require modeling of
nitrogen oxide and volatile organic compound emissions in the
Northeast Ozene Transport Region w determine what further reduc-
tioms e necded beyond the RACT requirements to achicve ambicnt
ozone awdinment, If the results indicate further reductions are needed
in power plant nitrogen oxide emissions, the Company may be re-
quired to install additional nitrogen oxide reduction equipment, such
as selective catalytic reduction, on some or all of the fossil units
around 2000, The Company's preliminary estimates indicate that the
cost of compliaince could require additional capial expenditures of up
to $600 million (in estimated 1994 dollars) and additional operating
expenses which will result in a further increase in customer rates of
as much as 4% (based on 1993 revenue levels)

[n addition to xcid rain and ambient ozone stinment provisions,
the legislation requires the Environmental Protection Ageney (EPA) to
conduct 2 study of hazardous air emissions from power plants,
Adverse findings from this study could cause the EPA o mandate ad-
ditional ulira high efficiency particulate removal baghouses or
speciatized flue gas scrubbing 1o remove certain vaporous trace metals
and cermin gascous emissions, 15 is dewermined that the instlation
of such additional equipment is required, the Company's preliminary
estimates indicate that the cost of compliance could require aditional
capital expenditures of up o S400 million (in estimated 1994 dollars)
and additional operating expenses which will cesult in 4 fucther in-
crease in custonmer rates of ds much as 2% (based on 1993 revenue
levels).




Under current Pennsylvania kaw, construction work in progress for
nanerevenue producing assets, such s capital expenditures for pollu-
tion control equipment, ¢an be chiimed in rate base,

In February 199%, the PUC adepted @ policy statement regarding the
ading and usage of, and the remaking treatment for, emission
Allowinces by Pennsvlvania electric utilities. The policy statement
determines, among other things, that the PUC will not require ap-
proval of specific transictions and the cost of allowinees will be
recognized as energy-related power production expenses and
recoverable through the ECR,

The Pennsvivania Air Pollution Contiol Act. as amended., im-
plements the 1990 federal clean air legistation. The state legistation
essentially requires that new stte air emisston standards be no more
stringent than federal standards. This legisladon has no eftect on the
Company’s plans for compliance with the Federal Clean Air Act
Amendmenis of 1990,

Until action has been maken by the appropriate regulutory: bodies.
the Company will not be able to determine the exact method of com-
pliance with the acid rin, ambient czone and hazirdous air emission
provisions of the Jegistatdon, or the cost thereof and its impact on
customer rues.

The Pennsylvania Deparement of Environmental Resources (DER)
regulations governing the handling and disposal of industrial (or
residualy selid waste require the Compiny to submit detiiled informa-
don on waste generation, minimization and disposal practices. They
also require the Company o upgrade and repermit existing ash hasing
at all of its coal-fired generating stations by applving updated stan-
dards for waste disposal. Ash basing that cannot be repermitied are re-
quired to close by July 1997 Any groundwiter contamination caused
hy the bBasing must also be addressed, Anv new ash buasin must mees
the rigid siie and desipn standards set forth in the regulations. Inoagddi-

jon, the siting of future fucilities at Company facilities could be
fected.

The fly ash basin at the Marting Creek station and 1he dry fly ash
disposil ared at the Montour station are expected o comply with the
DER regulations. However, the fly ash hasins ar other fossil-fueled
generating stations, bottom ash basing at all fossil-tucled generating
stations and the coal refuse basin at the Brunner Island siation do net
meet the new requirements and must be retired by July 1997 The
Company, in addressing the requiremens of these regulations, plans
w install dry Ny ash handling svsiems ar the Brunner Islind, Sunbury
and Holtwood stuions, The Company, with siting assistaneg from 2
public advisory group, plans to use the dry v ash from the Sunbury
and Holtwood stations o reclaim strip mines in the anthracite coal
region. The Compuny is exploring opportunitics 10 beneficially use
coal ash from Brunner 1sland in various roadway construction pro-
jects in the vicinity of the plant that nay delay or preclude the need
for a new disposal facility.

Groundwater degracdkition relawed o fuel oil keakage from
underground facilities and 1o seepage from coual refuse disposal areas
andd coal storage piles has been identificd at severd generating st-
tions. Many requirements of the DER regulations address shese
groundwater degradation issues. The Company his reviewed its
remeddial uction plans with the DER. Remedial work has begun at one
penerating station, and remedial work may e required at others.

The DER has adopted, and recently revised. segulations to imple-
ment the exic control provisions of the Federal Water Quality Act of
1987 and to advance Pennsylvania’s toxic control progeam, These
regulaions authorize the DER o use both biomonitoring and a water

tality hused chemical-specific approuch in National Pollutant

tscharge Elimination System (NPDES) permits wo contred toxics. [n
the third quarter of 1993, the Company received @ new NPDES permit
for the Montour and Holtwood stations, The Momaour permit contdins

very stringent limits for cerain toxic metals and increased monitoring
requirements. More oxic reduction studies will be conducted at Mon-
tour before the permit limits become efective. Additional water treat-
ment facilities may he needed - Montour, depending en the results of
the studics. At Holtwood, toxics are required to be monitored at the
flv ash basin until its cosure in 1997, No limits have been set ac this
puini. The Company will therefore comply with an implementation
schedule for such closure and for construction of 1 new dry ash
handling system at Holtweod,

The Compuny currently estimates that about $238 million of capilal
expendiares could be required to comply with the residual waste
regulations, correct groundwiter degradation a fossil-fuclud
generiting stations and address waste water control at Company
facilities. Such expenditures during the years 1994-1996 could total
ahout $137 miltion, of which about $68 million is included in the
Company's estimate of 1994-1996 construction expenditures shown on
page 10, Actions saken o correct groundwater degradation, w comply
with the DERS regulations and o address waste water conirol are also
expected o result in increased operating costs in amounts which are
not now determinable bt could be material,

The issue of potential polvchlorinaed hiphenyl {PCBY contamini-
tion at certtin of the Company’s substations and pole sites is currently
being pursued by the DER. In this regard, the DER sent the Company
a proposed Consent Order under which the Company would asscss
and, if necessary, remediate sites where PCB contamination may exist,
The Company s continuing to negotiate with the DER. The costs of
addressing these PCB issues are not now determinable but could be
materiil.

At December 31,1993, the Company had accrued $5.2 million,
representing the minimum amount the Company at this time can
reasonably estimite it will have w spend o remediate sites involving
the removal of hizardous or toxic substinces. The Company is involved
in several other sites where it may be required, along with other par-
tics, 10 contribuie w such remediation. Some of these sites tave been
listed by the EPA under the federal Comprehensive Environmentl
Response Compensation and Liability Act of 1980, as amended (Super-
fundy, and others may be candicaees for listing ac a future dute, Future
clean-up or remediation work ai sites currently under review, or at
sites currently unknown, may result in material additional operating
costs which the Company cannot estimate a1 this time,

Concerns have been expressed by some members of the scientific
community and others regarding the potential health effects of clee-
wric and magnetic ficlds (EMF). These fields are emited by all deviees
carrving clectricity, including clectric transmission and distribution
lines and substation equipment. Federal, stie and local officials are
[beusing ncreased atention on this issue. The Company is actively
participating in the current research effert o determine whether or
not EMF causes any human health problems and i$ wking steps o
reduce EME where practical, in the design of new transmission and
distribution facilities. The Company s unable tw predict what effect
the EMF issue might have on Company operations and facilities,

In complying with stauws, regulations und actions hy regulatory
hodies involving environmental matters, including the aeeas of water
and air quality, hazardous and solid waste handling and disposal and
toxic substances, the Compuny may be required to modify, replace or
cease opesating certin of its facilities, The Company ny also incur
materizl capital expenditares and operating expenses in amouants
which ar¢ not now determinable.

AU Becember 31, 993, the Company had guaranieed $13.3 million
of obligations of Sate Harbor. The Company does not expect w fund
the guirantee and has concluded tar it is impractical w determine
the fair value of the guarantee.



CONSOLIDATED OPERATIONS

Income [tems—thousands
Operating revenues ...
Operating income:
Netincome

Earnings applicabic to common stock

Balance Sheet Items—thousands (a)

Electric utility plant in service—net
Construction work in progress
Other property, plant and equipment—net

Totalassets. . ... ...
Long-term debt

Preferred and preference stock
With sinking fund requirements. ... L L
Without sinking fund requirements ... ..., ...

Commoncquity. . ... ...
Short-term debt, . ...

Total capital provided by tnvestors ... . L.

Capital leasc obligations . .
Financial Ratios

Return onaverage commonequity—% . ... ... .. ..

Embedded cost rates (1)
Long-term debt—%

Preferred and preference stock—%
Times interest carned before income taxes

Ratio of carnings to fixed charges—total

enterprise basis(b)

Depreciation as % of average depreciable property . ..

Common Stock Data

Numbecer of shares outstanding—thousands

Year-end

Average ...
Numbcr of sharcowners ()
Earnings per share

Dividendsdeclared pershare ..o oo 0000

Book value persharce (u) . .
Market price pershare (a) .
Dividend pavout rate— %
Dividend yield—% (¢} . . .
Price carnings ratio (¢} . ..
ELECTRIC OPERATIONS
Revenue Data

By class of service—thousands

Residential oL ...
Commerciil
Inclustrial ... ... ...
Otherenergy sales

Systemsates ...

Contractuat sales to otheratilities . . ... ... .. ... ..

PIM interchange power sales
Total from energy sales billed

Unhilled revenues—net

Other aoperating revenue

T

Total clectricoperating revenues ... ... ...

Average price per kwh billed—cents

Residential
Commuercial
Industrial

Total for ullimme CUStOMErs . ... oo i n

Total for system sales

() Arvear-cnd,

~SELECTED FINANCIAL AND OPERATING DATA

1993 1992 1991 1990
$2,727,002 $2.744,122 82,740,715  $2,637.922
: 562,808 573,431 582,331 590,366
348,126 346,724 348,414 343,906
314,241 306,229 303,727 297,781
$6,507,621 ' 86,391,857  $6.296,496  $6,240.G08
238,600 211,534 183,242 143,084
399,360 416,113 449,840 510,529
9,454,113 8,191,768 7,934,595 7.735,442
2,662,570 ¢+ 2.627,159 2,582,233 2,470,596
335,000 325.600 364,590 383,690
171,375 223,612 231,375 231,375
2,425,835 2,366,939 2,298,010 2,221,759
202,260 159,348 147,170 265,940
5,797,040 , 5,702,658 5,623,374 3,57%,360
249,025 251,058 271,976 302,754
13.06 13.11 1%.42 13.65
8.63 . 9.3G 9,72 9.0y
6.30 7.36 7.51 7,54
3.33 3.18 3.06 2.86
3.31 3.15 3.04 2.81
3.3 3.2 3.1 2.9
| 152,132 151,885 151,655 151,298
151,904 151,676 151,382 150,924
130,677 129,394 127,272 130,719
$ 2.07 $ 202 § 2.01 § 1.97
! $ 1.65 $ 1.60 $ 1.55 g 1.49
; $15.95 B15.58 515.15 $14.68
; $ 27 3 27 8 26¥ $ 21y
80 79 77 76
5.64 6.07 6.69 7.15
14.14 13.05 11.55 10.56
$ 905,650 S 876531 § 842,771 § 800.587
735,192 713,406 687,632 647,949
524,160 523,367 306,038 503,806
91,205 $5,456 83,630 78,489
2,256,207 ' 2,198,760 2,120,071 2,030,831
313,578 | 330,017 322,298 313,207
96,848 111,602 180,434 217,430
2,666,633 2,640,379 2,622,803 2,561,468
2,455) 36.567 47,022 5.043
1,561 | 64,670 68.808 0,725
. $2,725,739  $2.741,616  §2,738.693%  $2,G636,236
8.20 8.27 8.12 7.92
7.84 7.89 7.76 7.59
5.76 5.98 5.98 5.78
7.37 7.48 7.39 7.17
7.27 7.39 7.30 7.08




1983-1993

1989 1988 1987 1986 1985 1984 1983 % Change
$2.632.915 82405640 $2.457.15%  8$2.480,006 82566288  §2212.482  S1.991,773 36.9
(18,850 605,051 500,637 597,529 536,115 418,089 300,503 ¥7.3
353,436 332,042 302,401 300,108 290,013 318.903 296,011 17.6
205.018 279 863 248,035 231,051 199,327 226,758 210,17% 49.5
$6,198.693 86,056,723 $SU70,000  F5.B15.838 85776687 53,836,738 83,842 8206 003
115,799 177,333 L41,960 224,420 161.684 2,020,780 1,730,223 (86.2)
552,150 607,528 655,254 6Gu1,820 OV, 448 733,002 670,239 (40.4)
7598908 7524648 7457346 7413,105 7255918 7231058 6,744,180 40.2
2,650,276 2,626,784 2,587,500 2,849,972 2,664,504 2,674,036 2,477,700 7.5
409,990 438,200 495 590 475,239 G900 738,027 714,830 (53.1)
231,375 231,375 231,375 231,575 231,375 231,375 231,375 (25.9)
2039338 2049831 1969971 1915649 1905700 1.BIGYET 1,767,949 37.2
935,429 201,652 208,321 243,588 247,200 278,652 351,194 (42.4)
5.526.408 5,547,942 5.582.757 5,715,823 5.739,909 5,819,077 5.543,048 4.6
342,912 372,806 415,206 411,886 405,456 411,225 379,725 (34.4)
14.62 13 .86 12,78 12.11 10.42 12.30 12.29 6.3
9.80 10,15 10.31 10.53 11.23 11.11 10.98 (21.4)
7.62 7.66G 7.77 8.33% 10.02 9.94 9.66 (34.8)
2.78 2.65 2.62 2.0 2.28 2.24 2.20 51.4
2.09 2.57 2.53 2.58 2.19 2.06 2.05 Gl.5
2.7 2.6 25 23 23 2.7 24 13.4
150,845 150,497 149,945 149,026 149,020 149,026 140,670 8.1
150,628 150, 141 149,289 149,026 149,026 145,534 137.284 10.6
132,197 137,450 141,843 147,611 151,025 162,903 169,142 (22.7)
§ 2.02 $ 1.80 § 1.66 $ 1.55 S 1.34 £ 1.56 3 1.53 35.3
§ 1.43 § 1.38 § 1.34 § 1.29 $ 1.28 § 1.24 S 1.20 375
14,18 $15.62 §13.13 $12.85 812,79 $12.73 §12.5G 27.0
§ 2ty $ 18Y § 16y, $ 18y, § 14, S 12% S 109 1G0.2
71 74 #1 83 96 80 79 )
7.33 7.70 7.37 7.30 981 11.00 10,48 (46.2)
9.63 .61 10.95 [1.3Y 9.76 7.24 7.48 89.0

§ 770,673 8 763051 8 TITU606 8 T714.75% 8 G609 § 591,922 § 529911 70.9
612,762 592,023 572,623 557,216 492 686 441,651 386,617 90.2
488,691 495 V68 492,491 473 488 438,427 411,5%3 367,950 42.5

80, 144 75,507 74,228 74.047 64,223 59,526 47,275 92.9
1,958,270 1,931,549 1,870,408 1.819,504 1,630,005 1,504,632 1,331,753 (9.4
316,508 277971 282799 299,663 255875 52.724 39,012 703.8
255,245 268,520 359,449 282259 556,926 (623 328 720,462 (86.6)
2,530,023 2,478,046 2,518.656 2,401,420 2,442 800 2. 180,684 2.091,227 275
39,628 (18.187) (B4,888) 52,344 74,545 {9,725) (119,539) 97.9
61,584 34,07% 21,900 25,033 38,163 33.657 13,694 3495
$2,031,239  $2.493932  §2455668  $2478,803 82559514  $2204,616  §1 985382 373
7.72 7.79 805 8.15 7.60 7.06) G.51 26.0

7.40 7.46 7.68 7.78 7.32 6.77 6.32 24.1

5.60) 5.64 5.84 5.93% 5.55 5.07 4.83% 19.3

6.97 7.02 7.23 7.34 685 6.30) 5.91 24,7
. (.89 691 7.12 7.25 6.77 6.23 5.83% 24.7

(1) Computed using carnings and fixed charges of the Company and all o is affiliaed companies. Fixed chirges consist of interest on shor- ancd

long-term debt, oter interest charges, interest on capital lease obligations and the estimiated interest component of ather rentils,

(¢ Hused onaveniyge ol month-cod market prices.



Selected Financial and Operating Data

1993% 1992 1991 1990
ELECTRIC OPERATIONS (Continued)
Sales Data . .
CUustomers() ... 1,203,139 1,186,682 1,173,680 1,161,232
Average annual residential kwhuase o000 000 10,503 . 10,207 10,101 9,947
Electric energy sules billcd—millions of kwh
Residential ... o 11,043 10,604 10,385 10,103
Commercial .. ... 9,373 9,039 8.86G1 8,538
Industrial ... ... L 9,100 8,746 8,450 B716
Other oo 1,534 1,306 1,534 1,315
Svstemsales L. 31,050 29,755 29,036 28,672
Contractudl sulesto otherutilities ... oo L. 7,142 7.327 7,183 7,028
PIM interchange powersales ..o L 4,142 5,160 7,553 8,971
Towlelectricenergy salesbilled ..o .0 L. 42,334 42,242 43,772 44,671
Sources of energy sold—millions ofkwh
Generated
Coal-fircd steamstations. .. ... ... .. . ....... 24,960 25.15% 24,805 26,408
Nuclearsteamstation() ... 0o L 12,181 12,216 14,271 13,254
Oil-fired steam station. . ... ... ... .. .. ..., 1,452 1,057 1,939 442
Combustion turbinesand dicsels(oil) .. ... ... .. 16 10} 15 33
Hydroclectricstations ... ... ... ... .. ...... 637 750 321 804
39,246 ¢ 39,186 41,551 41,942
Powerpurchases ... L 5,586 5,347 4,542 4,634
Company use, line lossesand other 0000 L. : (2,498) (2.291) (2,321 (1.905)
Total clectricenergy sales hilled ... 0. L. 1 42,334 42,242 43,772 44,671
Generation Data
Net system capacity—thousands of kw () (<) . ... ... 7,802 7.802 7.797 7,912
Winter peak demand—thousandsof kw(d) ... ... ... 6,403 6,130 5,974 5,661
Generation by fuel source—%
Coal ... 63.6 (4.2 59.7 63.0
Nuclear(hy .. ... .. .. 31.0 31.2 34.3 31.6
Ol L 3.8 2.7 4.7 3.5
Hydrocleetric. ... ... o 1.6 1.9 1.3 1.9
Steam station availability— %
Coal-fired ..o 82.6 81.7 78.1 B2.5
Nuclear(b) ..o 73.8 757 86.3 80.2
Oil-firedh ... 81.9 94.8 R6.7 82.8
Steam station capacity factor—=9%
Coal-fired ..o 68.5 G3.8 68.2 72.7
Nuclear(M) .. o0 o 73.0 73.0 85.8 80.1
Qil-fired ... 10.1 7.3 13.5 10.0
Fuel Cost Data
Cost per kwh generated—cents
Coal-fired steam sttions .. ... .. .. . .. ... 1.53 1.74 1.75 .66
Nuclear steamstation(b). . ... ... oL ‘ 0.54 (.54 0.57 .59
Oil-fired steamstation .. ... ..o L 3.89 3.73 3.58 4.18
Combustionturhbinesund dicsels(oily. .. .. ..., .. 7.03 7.50 7.52 7.68
AVEREC L e 1.31 1.42 l.4% .41
Cost of fossil fuel reccived at steam sttions
Coul—perton. . ... oo 0 o $36.23% $41.44 $42.87 $40.64
Residwad oil—perbarred oo oo $18.70 $16.56 $18.70 $21.52
Capitalization Ratios—% (a)
Long-termdebt oo 46.5 0.7 46.3 44.5
Short-teemdebt oo 2.0 1.2 1.3 3.8
Preferred and preferencestock o000 8.9 9.4 10.8 1.2
Commoncquily ... ... . e 42.6 42.% 41.6 40.5
Times Interest Earned Before Income Taxes. . .. . 3.37 3.21 3.1 2.9%
Employees(a) ... ... . ot 7,765 7,981 8,144 8,149
() Atyear-end. .
(1) The Company s licst nucler unit was placed in commercial operation on June 8, 1983 and the second unitoen Febrieary 12, 1985,

i



1989

1,143,593

1988

1,122,633

1987

1097522

1986

1,073,151

1985

1,055,550

1984

1.039,385

1983

1,020,149

10,004 10,0059 9,505 O %44 9.03%4 0252 9V.051
10,061 9.856 9,157 8,771 8,354 8,454 8,138
8$.285 7.932 7.457 7.159 6,728 6.527 6119
8.723 H.799 8448 7,80 7,907 8117 7.623
1,333 1.360 1.285 1,170 ].082 1,043 YOY
28,402 27.947 26,337 25,0860 24 071 24,141 22 848
6,956 6,208 6,201 5.002 4,850 1.002 845
0,254 10,855 12,682 11018 15,433 14,742 15,709
44,592 45,070 45,220 41,706 44,354 39.875 39,462
27,104 26.607 26,405 25,151 26,237 26,695 26,885
119G 12,867 13,285 10,151 11,534 6,295 4,509
3817 4,186 4,095 5,453 4316 4,121 5.581
107 57 28 17 (8 32 45
714 573 (GRY 739 12 747 700
43,658 44,290 44,562 41,511 42717 37,890 37,720
3,586 3,027 2,707 2.0%2 3,716 %.705 4 880
(2.652) (2.247) (2,049) {1.837) (2,079 (1,780) {2.138)
44,592 45,070 45,220 41,706 44,354 39,875 39,402
7804 7479 7,494 7.519 7.513 7,484 7494
G.000 5,566 5,591 5,154 4,981 5,519 4,869
621 60,1 59.4 Go.G G4 7.4 71.3
27.3% 29.0 204 24.4 27.0 1G.6 11.9
9.0) 9.6 v} 13.2 0.z 11.0 14.9
1.6 1.3 1.5 1.8 1.4 2.0 1.9
Bl Bl.3 B33 78.8 78.6 75.2 78.8
721 77.7 Hi) .4 6.7 70.7 667 67.7
76.3% 90,1 84,7 54,7 87.2 G8.0 75.8
74.0 73.1 72.9 (9.3 723 73.3 74.0
72.0 77.7 8015 Gl.A 70.5 63.7 67.5
26.0 291 28.5 38.0 30.0 28.0 388
|.GI 1.64 1,63 1.67 1.78 1.75 [.68
(1,58 0,50 0.56 .58 0.61 0.54 (1.06
3.03 2.76 4.23% 2.96 5.02 5.31 5.2%
5.95 5.89 6,51 7.581 .31 0,82 10.21
.46 | .44 .46 1.57 1.81 1.98 2,15
$39.04 $39.52 $39.30 $40.17 $42.00 542.75 §30.37
S17.71 $15.95 S18.51 $16.83 §28.42 $31.32 $20.79
48.% 47.9 4069 50,4 47.1 46.7 45,1
0.2 1.7 3.0 2.1 1.7 LY 3.0
11.9 12.4 13.5 12.8 16.7 17.4 17.9
39.6 38.0) 36.5 34,7 4.5 34.0 5.4
284 2.73 2.71 2 .80 2.37 2,35 2.29
8.108 8,306 8.301 B.339 84433 8386 8,160

<) Totl generating capacity plus ficmy capacity purchuses less liem capacity sales,
d)  Except for T8, the winter peaks shown were reached early in the subsequent year.,

1983-1993
% Change

|
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VIRV RV e /AR UL AW IR o N |
R N =

‘Wwosd I ND

{7.2)
170.1
(74.0)
(Ged )

)

4.4

44.0

(16.8)
7.4

4.1
31.5

(10.8)
160.5
(74.5)
(15.8)
4.8
9.0
8.0

(7.4)
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SHAREOWNER AND IN

The following information is pro-
vided asaservice to sharcowners
and other investors, Forany
questions you may have or ad-
ditional information you may
require about PP&L or your in-
vestments in the company,
please fecl free to call the toll-
free number listed below, or
write to:
Genrge L Kiine, Mancager
Investor Services Deprtnien!
Pennsyluania Power & Light Co.
Two North Ninth Street
Allentown, Pa. [8101-1179

Toll-Free Phone Number: For
information regarding your in-
vestor account, or other inquirics,
call toll-free: 800-345-3085.

Annual Meeting: The annual
mecting of sharcowners is held
cach year an the fourth Wednes-
cay of April. The 1994 annual
meeting will be heldan 30 pom.
on Wednesday, April 27, 1994, at
the F. M. Kirby Center for the
Performing Arts, Public Square,
Wilkes-Barre, Pa. A reservation
card for mecting attendance is
included with sharcowners'
proxy matcrial.

Proxy Material: A proxv state-
ment, a proxy and a reservation
card for the company’s annual
mecting are mailed ina package
that includes this report. This
material was mailed beginning
March 15, 1994 1o all sharcowners
of recordas of March 10, 1994,

Dividends: For 1994, the dutes
the declaration of dividends is con-
sidered by the Doard orits execu-
tive commitice are: Feb, 23,

May 25, Aug. 24 and Nov. 23,

for paymenton April 1, July 1

and Oct. 1, 1994, and Jan. 1,

1995, respectively. Dividend
checks are mailed ahead of those
dates with the intention thev arrive
as close as possible to the pavmoent
clates.

Record Dates: The 1994 record
dates for dividends are March 10,
June 10, Sept. 9and Dec. 9.

Direct Deposit of Dividends:
sharcowners may choosc to have
their dividend checks deposited
dircetly into their checking or sav-
ingsaccount. Quarterly dividend
payments are clectronically
credited on the dividend date, or
the first business day thereafter.

Dividend Reinvestment Plan:
Sharcowners may choose to have
dividends ontheir common or
preferred stocks reinvested in
PP&L common stock instead of
recciving the dividend by check.

Certificate Safekeeping:
Sharcowners participating in the
Dividend Reinvestment Plan may
choose to have their common
stock certificates forwarded to the
company for safekeeping. These
shares will be registered in the
name of the company asagent for
plan participants and will be
credited to the participants’
accounts.

Lost Dividend or Interest
Checks: Dividend orinterest
checkslost by investors, or those
that may be lostin the mail, will be
replaced ifthe check has not been
located by the 10th business day
following the payment date.

Transfer of Stock or Bonds:
Stock or bonds may be transferred
from one name to another or toa
new account in the name ol
another person. Please call or write
regarding ransfer instructions.

Bondholder Information:
Much of the information and many
of the procedures detailed here for
sharcowners also apply to bond-
holders. Questions related to
bondholder accounts should e
dircaed to Investor Services.

Lost Stock or Bond Certifi-
cates: Please call or write to In-
vestor Services for an explanition
ofthe procedure to replace lost
stock or hond certificates.

STOR INFORMATION

Publications: Scveral publica-
tions are preparcd cach vear and
sentto all investors of record and
to others who request their names
be pliced on our mailing lists.
These publications are:

Annual Report—published and
muiled to all sharcowners of record
in mid-March.

Shareowners’ Newsletter—an
casy-to-reid newsletter contiaining
currentitems of interest o share-
owners — published and mailed at
the beginning of cach quarter. Ad-
ditionully, a special year-end edi-
tion conttining unaudited resuls
of the yvear’s operitions is mailed in
carly February,

Quarterly Review—published in
May, August and November o pro-
vide quarterly financial informa-
LOD WY INVCSTOTS.

Periodic Mailings: Lotters from
the company regarding new in-
vestor programs, special items of

interest, or other pertinent infor-
mationare mailed onanon-

scheduted basis as necessary,

Duplicate Mailings: Annual
reports and other investor publi-
cations are mailed to eachin-
vestoraceount. [f vou hitve more
thian one account, orif there is
more than onc investor in your
household, you may call or write
to request that only one publica-
tion be delivered to your address.
Please provide account numbers
for all duplicate mailings.

Form 10-K and PP&L Profile:
The company's annual report,
filed with the Securities and
Exchange Commission on

Form 10-K, is available about
micd-Muarch. The PP&L Profile, a
LO-vear statistical review contain-
ing in-depth information about
the company, is available in May.,
Investors may obtain i copy of
these publicadons, @t no cost, by
calling or writing to Investor

services.
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Quarterly Financial, Common Stock Price and Dividend Data (Unaudited)

For the Quarters Ended (a)
. March31 June30 Sept.30 Dec. 31

(Thonscnds of Dollars, Excepy Per Share Ainionn(s)

1993

OPCTaling reVenUCS © ..ot §727,386  $620.439 $683.466  $G95,711
OPerating inCome L ... e 171,476 123,849 154,129 133,354
NCLINCOMC . ..o 115,749 69,867 81,775 80,735
Earnings applicabletocommonstock . ... ... ... ... .. 106,200 60,231 74,826 72,978
Earnings percommonshare() ... oo oo 0.70 0.40 0.49 0.48
Dividends declared percommonshare(c) ... ... ... 0.4125 0.4125 0.4125 0.4125
Price per common share

HEGO © oo 30, 309, 3 30,

LOW 26Y, 284, 29Y, 26Y%

1992

OpPCrating revenues - ... oo $750,834  $645,003 3635912 3686,283
Operating inCome ... ...t 170,503 128,162 128,001 146,703
NCUINCOMIC . .. e 113,025 (9,790 72,900 91,009
Larnings applicabletocommonstock ... .0 . L. 102,603 59,686 (62,825 81,115
Larnings percommonshare(b) ..o oo oo .68 0.39 (r.41 {).53
Dividends declared percommaon share(c) ... ..o ... 0.40 0.40) (.40 0.40)
Price per common share

High o 26Y, 26Y% 28Y, 277,

LOW o oot 237, 241, 253 257,

{«) TheCompanysclectric utility business is seasomil in nature with peak sales periods generally oceurring in the winter months. Accordingly, com-
partsons among guarters ofiyeir may not be indicative of overall rrends and changes inoperations,
{Iv) Thesumaofthe guarterly amounts may notegaatl annual carnings pesshare due 1o changes inthe number ol commen shares cutstanding during thwe
veur orrounding.
¢ The Compuany has paid guarierly csh dividends onits common sioek in every year sinee 1946, The dividends paid pershare in 1993 and 1992 were
. S1.6375 and $1.5875, respectively. The most recent regudar quarterly dividend paid by the Company was -£1.235 cenis per share (equivalent o $1.65
per annamy) paid January 1, 1994 Fotare dividends will be dependent upon future eaenings, financial reguirements and other laciors.
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Public Initiatives at the University of Scranton

Numbers indicate age andd years ol service () on PP&L board as of March 101994, " Less than one vewr as @ director.
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Two North Ninth Street = Allentown, PA 18101 » B10/774.5151

- ELECTRIC VEHICLE-GM IMPACT

PPEL is part of a natiomwide partnershipy with General Motors to put
peaple i the driver’s seat of electric vebicles. The test-drive partnershify was
annonneed by PPEL and GM officials and acting Pennsyloania Governor
Meark Singel in Harrisburg in October. PPGL was chosen as one of 12 lest
sites in the nationwide program because of the company’s tong-standing
support of electric velicle initiatives.

Working Towards a Brighter Tomorrowe

LITHO IN U.S.



H-F-2
M. J. Berish

Q. 2. Supply projected capital requirements and sources of the filing utility, its parent
and system — consolidated — for the test year and each of three comparable
future years.

A 2. The following are the projected capital requirements and sources for the test
year and each of three comparable future years. This projection excludes any
effects of this rate filing.

12 Months
Ended Sept. 30
1995 1995 1996 1997
(Millions of Dollars)

Capital Requirements ¥
Construction 2 $ 415 $ 387 $ 401 3 478
Nuclear Fue! Payments 52 52 77 47
Security Maturities and

Sinking Funds - - 30 30
Prepayments 151 151 - -
Other 66 43 25 25

. Total Requirements §684 §633  $5833 $3880
Sources Y
Internal $ 274 $ 274 $ 326 § 297
Nuclear Fuel Sale 70 73 80 48
Qutside Financing

Long-Term Debt 255 55 - -

Preferred/Preference Stock - - - -

Common Stock

Public Offering 100 100 - -
Empl. Stock Ownership Plan 7 7 8 8
Dividend Reinvestment Plan 78 80 80 80

Short-Term Debt Change (100) 44 29 147

Total Qutside 340 286 117 235
Total Fund Sources $ 684 $ 633 $ 533 § 580

Exciudes the effect of capitalizing lease obligations. If included, there would be no
change in outside financing.

Arrangements were established in February 1982 which currently permit the
Company to lease its 90% share of nuclear fuel up to a maximum of $250 million.



III-F-3
R. E Hill

State what coverage requirements or capital structure ratios are required in the
most restrictive of applicable indentures/charter tests and how these measures
have been computed.

A summary of PP&L's charter and mortgage indenture provisions which
describes coverage requirements, limits on proportions of types of capital
outstanding, and restrictions on dividend payouts and the method for computing
these measures is set forth on pages 1 and 2 of Attachment III-F-3. Details from
the Mortgage and Deed of Trust are provided on pages 3 through 7 of the
attachment and details from the Restated Articles of Incorporation, as Amended,
are provided on pages 8 through 12 of the attachment.
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Page 1

Pennsylvania Power & Light Company

Summary of Charter and Indenture Provisions

Mortgage restrictions on issuing bonds and paying dividends:

The Company's Mortgage and Deed of Trust, as amended, which is secured by a lien on
substantially all the Company's property and under which all mortgage bonds are issued,
includes in Article V, Section 27 (Attachment III-F-3, page 3) and Article I, Section 7
(Attachment III-F-3, pages 3-6) and Article VIII, Section 39 III (Attachment III-F-3,
page 6-7) restrictions on issuing bonds and paying dividends as summarized below:

No bonds may be issued unless the adjusted net earnings before income
taxes for twelve out of the preceding fifteen months is at least twice the
annual interest requirements on all bonds at the time outstanding, including
those being issued, and on all indebtedness of prior rank. In computing
adjusted net earnings, an amount equal to the maintenance and replacement
fund requirements must be used in lieu of actual expenditures for
maintenance and repairs and provisions for property retirement.

Bonds may be issued on the basis of Bond retirements without any
requirement for meeting the two times coverage test. See Section 29 of the
Mortgage.

No cash dividends on common stock may be paid unless after such
payments the amount remaining in earned surplus (herein described as
earnings reinvested) plus the provisions made subsequent to September 30,
1945 for depreciation and retirement of property shall equal the
maintenance and replacement fund requirements of the Mortgage for such
period, less maintenance expenditures.

The Company's Restated Articles of Incorporation, as amended, include in Section 2(C)(3)
of Division A of Article VI (Attachment III-F-3, page 8-9) and in Section 2(B)(3) of
Division B of Article VI (Attachment III-F-3, pages 10-11) the restrictions on issuance of
capital stock summarized below:

The Company may not issue additional shares of Preferred Stock ranking
prior to or on a parity with the existing classes of Preferred Stock as to
dividends or distributions unless the Company meets certain tests as to
earnings which, in general, are that the Company shall have had during a
specified 12 months' period preceding such issuance net earnings equal to
twice its annual dividend requirements on all Preferred Stock to be
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Pennsylvania Power & Light Company

Summary of Charter and Indenture Provisions

outstanding thereafter and gross income equal to one and one-half times
such dividend requirements plus its annual interest charges.

The Company's Restated Articles of Incorporation, as amended, include in Section I(C) of
Division E of Article VI (Attachment III-F-3, page 12) the restrictions on the payment of
Common Stock dividends summarized below:

No dividends (other than dividends payable by the issuance of Common
Stock) on, or purchases or acquisitions of, or distributions on, the
Common Stock shall be paid or made by the Company aggregating an
amount in excess of (a) 75% of the current year's earnings otherwise
available for Common Stock, if after such payment, purchase, acquisition
or distribution the ratio of the aggregate of the stated value of Common
Stock and earnings reinvested to total capitalization, including earnings
reinvested, will be less than 25%; and (b) 50% of such earnings, if after
such payment, purchase, acquisition or distribution, such ratio will be less
than 20%.

The terms relating to certain series of the Company's Series Preferred Stock, which terms
are part of the Company's Restated Articles of Incorporation, as amended, contain
provisions to the effect that the Company will not declare or pay any dividends on, or
make any other distribution of property with respect to, or purchase or otherwise acquire,
Common Stock at any time when the Company shall have failed to discharge in full its
obligation to redeem shares required to be redeemed pursuant to the sinking funds for
those Series.

The Restated Articles of Incorporation, as amended, limit the issuance of unsecured debt
to an amount equal to 20% of secured indebtedness and capital and surplus. See Article
VI of the Charter, Division A, Section 2(C)(4) (Attachment III-F-3, page 9), and Division
B, Section 2(B)(4) (Attachment III-F-3, pages 11).
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Pennsylvania Power & Light Company

Details from Mortgage and Deed of Trust

Article V, Section 27

No bonds shall be authenticated and delivered upon the basis of Property Additions unless,
as shown by a Net Earning Certificate, the Adjusted Net Earnings of the Company for the
period therein referred to shall have been in the aggregate at least equivalent to twice the
Annual Interest Requirements as shall be specified, pursuant to the provisions of
subdivision (B) of Section 7 hereof, in such Net Earning Certificate.

Article I, Section 7

The term "Net Earning Certificate" shall mean a certificate signed by the President or a
Vice-President of the Company and an accountant, who unless required to be independent,
may be an officer or employee of the Company, stating

(A) the Adjusted Net Earnings of the Company for a period of twelve (12) consecutive
calendar months within the fifteen (15) calendar months immediately preceding the first
day of the month in which the application for the authentication and delivery under this
Indenture of bonds then applied for is made, specifying:

(1) its operating revenues, with the principal divisions thereof,

(2) its operating expenses, with the principal divisions thereof, including, but
without limitation, all expenses and accruals for repairs and maintenance and all
appropriations out of income for property retirement not only in respect of the Mortgaged
and Pledged Property but also in respect of all other property owned by the Company;
provided, however, that, in lieu of including in such operating expenses the amounts
actually expended for and the amounts accrued for repairs and maintenance of and the
amount actually appropriated out of income for depreciation and retirement of the
Mortgaged and Pledged Property used primarily and principally in the electric, gas, steam
and/or hot water utility business and of the automotive equipment of the Company used in
the operation of such property, there shall be included in such operating expenses an
amount equal to fifteen and one-half per centum (15-1/2%) of the Adjusted Gross
Operating Revenues (as defined in Section 39 hereof) for such period of twelve {12)
consecutive calendar months;

(3) the amount remaining after deducting the amount requiréd to be stated in such
certificate by clause (2) of this Section from the amount required to be stated therein by
clause (1) of this Section;
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Pennsylvania Power & Light Company

Details from Mortgage and Deed of Trust

(4) its rental expenses for plants or systems not otherwise deducted from revenues
or from other income in such certificate;

(5) the balance remaining after deducting such rental expenses from the amount
required to be stated in such certificate by clause (3) of this Section;

(6) its rental revenues from plants or systems not otherwise included in revenues,
or in other income (net), in such certificate;

(7) the sum of the amounts required to be stated in such certificate by clauses (5)
and {6) of this Section,

(8) its other income (net),

(9) the sum of the amounts required to be stated in such certificate by clauses (7)
and (8) of this Section,

(10) the amount, if any, by which the aggregate of (a) such other income (net) and
(b) that portion of the amount required to be stated in such certificate by clause (7) of this
Section which, in the opinion of the signers, is directly derived from the operations of
property (other than paving, grading and other improvements to, under or upon public
highways, bridges, parks or other public properties of analogous character) not subject to
the Lien of this Indenture at the date of such certificate, exceeds fifteen per centum (15%)
of the sum required to be stated by clause (9) of this Section; provided, however, if the
amount required to be stated in such certificate by clause (7) of this Sectton includes
revenues from the operation of property not subject to the Lien of this Indenture, there
shall be included in the calculation to be made pursuant to this clause (10) such reasonable
interdepartmental or interproperty revenues and expenses between the Mortgaged and
Pledged Property and the property not subject to the Lien hereof as shall be allocated to
such respective properties by the Company, and

(11) the Adjusted Net Earnings of the Company for such period of twelve (12)
consecutive calendar months (being the amount remaining after deducting in such
certificate the amount required to be stated by clause (10} of this Section from the sum
required to be stated by clause (9) of this Section);

(B) the Annual Interest Requirements, being the interest requirements for twelve (12)
months upon:
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(i) all bonds Outstanding hereunder at the date of such certificate,
except any for the refunding of which the bonds applied for are to be
1ssued,

(i1) all bonds then applied for in pending applications, including the
application in connection with which such certificate is made;

(i11) all Qualified Lien Bonds which will be Outstanding immediately
after the authentication of the bonds then applied for in pending
applications, including the application in connection with which such
certificate is made; and

(iv) the principal amount of all other indebtedness (except
indebtedness for the payment of which the bonds applied for are to be
issued and indebtedness for the purchase, payment or redemption of which
moneys in the necessary amount shall have been deposited with or be held
by the Trustee or the trustee or other holder of a Qualified Lien or lien
prior to the Lien of this Indenture upon property subject to the lien of this
Indenture with irrevocable direction so to apply the same; provided that, in
the case of redemption, the notice required therefore shall have been given
or have been provided for to the satisfaction of the Trustee), outstanding in
the hands of the public on the date of such certificate and secured by lien
prior to the Lien of this Indenture upon property subject to the Lien of this
Indenture, if said indebtedness has been assumed by the Company or if the
Company customarily pays the interest upon the principal thereof.

In calculating such Adjusted Net Earnings, all the Company's expenses for taxes (other
than income, profits and other taxes measured by, or dependent on, net income),
assessments, rentals and insurance shall be included in its operating expenses, or otherwise
deducted from its revenues and income; provided, however, that no expenses or
provisions for interest on any of its indebtedness or for the amortization of debt discount
and expense or for other amortization or for any improvement or sinking fund or other
device for the retirement of any indebtedness, shall be required to be included in operating
expenses to be deducted from, or shall be otherwise required to be deducted from, its
revenues or its other income, Rental expenses for tires not owned by the Company shall
for all purposes of the Net Earnings Certificate be deemed to be maintenance expenses.

if any of the property of the Company owned by it at the time of the making of any Net
Earning Certificate shall have been acquired during or after any period for which Adjusted
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Net Earnings of the Company are to be computed, the Adjusted Net Earnings of such
property (computed in the manner in this Section provided for the computation of the
Adjusted Net Eamings of the Company) during such period or such part of such period as
shall have preceded the acquisition thereof, to the extent that the same have not otherwise
been included and unless such property shall have been acquired in exchange or
substitution for property the earnings of which have been included, may, at the option of
the Company, be included in the Adjusted Net Earnings of the Company for all purposes
of this Indenture, and shall be included if such property has been operated as a separate
unit or if the earnings therefrom are readily ascertainable.

The phrase "appropriations out of income for property retirement”, and other phrases of
similar import shall be deemed to include not only charges made upon a retirement
accounting theory but also charges made on any depreciation or other accounting theory
intended to provide for retirement of property.

The accounting terms used in this Indenture shall be construed either in accordance with
generally accepted accounting principles and practices in use at the time by companies
operating like properties or, at the option of the Company, in accordance with generally
accepted accounting principles and practices in use at the date of this Indenture.

Article VIII, Section 39

(II1) So long as any of the bonds of the First Series remain Qutstanding, the Company will
not declare or pay dividends (other than dividends payable solely in shares of its common
stock) on or make any other distributions on or acquire (unless acquired without cost to
the Company) any shares of its common stock unless the provisions for depreciation and
retirement of property (but excluding any provisions for amortization of any amounts
included in utility plant acquisition adjustment accounts or utility plant adjustment
accounts or in any accounts for similar purposes) during the period from October 1, 1945,
to the date of the proposed payment of said dividends or making of such distribution or
acquisition, plus earned surplus of the Company (including as earned surplus current net
income available to be transferred to earned surplus) remaining:

(a) after payment of such dividends or making of such distribution
or acquisition; and
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(b) after deducting any remainder of the amount of the earned
surplus of the Company as of September 30, 1945, after deducting from
such amount the charges to earned surplus subsequent to September 30,
1945, other than charges to earned surplus with corresponding credits to
reserves for depreciation and retirement of property;

shall be at least equal to the aggregate amounts required to be stated for such period in the
Officers' Certificates of Maintenance and Replacements by the provisions of subdivision
(1) of subsection (I) of this Section less the aggregate amounts stated for such period in
such Officers' Certificates of Maintenance and Replacements as permitted by the
provisions of subdivision (2) of said subsection (I}, including proportionate amounts
calculated as provided in said subdivisions (1) and (2) for any portions of the period
elapsed since September 30, 1945, not theretofore included in any Officers' Certificates of
Maintenance and Replacements.

The provisions of Section 39 (III) set forth above have been made applicable to each
subsequent series of First Mortgage Bonds issued by the Company.



Attachment III-F-3
Page 8

Pennsyivania Power & Light Company
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Article VI, Division A, Section 2

{C) So long as any shares of the 4-1/2% Preferred Stock are outstanding, the Corporation
shall not, without the consent (given by vote at a meeting held pursuant to notice
containing a statement of such purpose) of the holders of a majority of the total number of
shares of the 4-1/2% Preferred Stock then outstanding;

(3) Issuance of Senior Stock in Absence of Satisfaction of Certain Earnings Requirements.
Issue any share of Senior Stock (the term "Senior Stock" whenever used in this Article VI
shall include the 4-1/2% Preferred Stock, the Series Preferred Stock and any other class of
stock ranking prior to or on a parity with the 4-1/2% Preferred Stock and the Series
Preferred Stock as to the payment of dividends or distribution of assets) in addition to the
shares of Senior Stock then outstanding, even though such stock has been authorized
pursuant to the provisions of Section 2(A) of this Division A and the provisions of Section
2(A) of Division B; provided, however, that such consent of the holders of the 4-1/2%
Preferred Stock shall not be required for the issuance of such stock if the net income of
the Corporation determined after provisions for depreciation and all taxes, and in
accordance with generally accepted accounting practices, for a period of twelve
consecutive calendar months within the fifteen calendar months immediately preceding the
issuance, sale or disposition of such stock is at least equal to twice the annual dividend
requirements on all outstanding shares of the Senior Stock, including the shares proposed
to be issued, and if the gross income of the Corporation for said period, determined in
accordance with generally accepted accounting practices (but in any event after deducting
the amount for said period charged by the Corporation on its books to depreciation
expense and all taxes) to be available for the payment of interest shall have been at least
one and one-half times the sum of:

(a) the annual interest charges on all interest-bearing indebtedness
of the Corporation; and

(b) the annual dividend requirements on all outstanding shares of
the Senior Stock, including the shares proposed to be issued.
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There shall be excluded from the foregoing computation, interest charges on all
indebtedness and dividends on all stock which are to be retired in connection with the
issue of such additional shares of Senior Stock.

Where such additional shares of Senior Stock are to be issued in connection with the
acquisition of new property, the net earnings of the property to be so acquired may be
included on a proforma basis in the foregoing computation, computed on the same basis as
the net earnings of the Corporation.

(4) Issuance of Unsecured Indebtedness in Excess of Certain Limitations. Issue any
unsecured notes, debentures or other securities representing unsecured indebtedness, or
assume any such unsecured securities, for purposes other than:

(a) the refunding of outstanding unsecured securities, theretofore
issued or assumed by the Corporation

(b) the reacquisition, redemption or other retirement of any
indebtedness, if such reacquisition, redemption or other retirement has been
authorized by the Securities and Exchange Commission under the
provisions of the Public Utility Holding Company Act of 1935 or by any
successor commission or other regulatory authority of the United States of
America having jurisdiction over the reacquisition, redemption or other
retirement of such indebtedness, or

(¢) the reacquisition, redemption or other retirement of any or all of
the outstanding shares of the 4-1/2% preferred stock:

if, immediately after such issuance or assumption, the total principal amount of all
unsecured securities then outstanding would exceed twenty per centum (20%) of

(i) the total principal amount of all bonds or other securities
representing secured indebtedness issued or assumed by the Corporation
and then to be outstanding, and

(i1) the capital and surplus of the Corporation as then to be stated
on the books of account of the Corporation.
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Article VI, Division B, Section 2

(B) So long as any shares of the Series Preferred Stock are outstanding, the Corporation
shall not, without the consent {given by vote at a meeting held pursuant to notice
containing a statement of such purpose) of the holders of a majority of the total number of
shares of the Series Preferred Stock and the 4-1/2% Preferred Stock then outstanding
(voting as a single class separate from the holders of the Preference Stock and the
Common Stock):

(3) Issuance of Senior Stock in Absence of Satisfaction of Certain Earnings Requirements.
Issue any share of Senior Stock (the term "Senior Stock" whenever used in this Article VI
shall include the 4-1/2% Preferred Stock, the Series Preferred Stock and any other class of
stock ranking prior to or on a parity with the 4-1/2% Preferred Stock and the Series
Preferred Stock as to the payment of dividends or distrtbution of assets) in addition to the
shares of Senior Stock then outstanding, even though such stock has been authonized
pursuant to the provisions of Section 2(A) of this Division A and the provision of Section
2(A) of Division B; provided, however, that such consent of the holders of the 4-1/2%
Preferred Stock shall not be required for the issuance of such stock if the net income of
the Corporation determined after provisions for depreciation and all taxes, and in
accordance with generally accepted accounting practices, for a period of twelve
consecutive calendar months within the fifteen calendar months immediately preceding the
issuance, sale or disposition of such stock is at least equal to twice the annual dividend
requirements on all outstanding shares of the Senior Stock, including the shares proposed
to be issued, and if the gross income of the Corporation for said period, determined in
accordance with generally accepted accounting practices (but in any event after deducting
the amount for said period charged by the Corporation on its books to depreciation
expense and all taxes) to be available for the payment of interest shall have been at least
one and one-half times the sum of:

(a) the annual interest charges on all interest-bearing indebtedness
of the Corporation; and

(b) the annual dividend requirements on all outstanding shares of
the Senior Stock, including the shares proposed to be issued.
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There shall be excluded from the foregoing computation, interest charges on all
indebtedness and dividends on all stock which are to be retired in connection with the
issue of such additional shares of Senior Stock. Where such additional shares of Senior
Stock are to be issued in connection with the acquisition of new property, the net earnings
of the property to be so acquired may be included on a proforma basis in the foregoing
computation, computed on the same basis as the net earnings of the Corporation; or

(4) Issuance of Unsecured Indebtedness in Excess of Certain Limitations. Issue any
unsecured notes, debentures or other securities representing unsecured indebtedness or
assume any such unsecured securities, for purposes other than:

(a) the refunding of outstanding unsecured securities, theretofore
issued or assumed by the Corporation

(b) the reacquisition, redemption or other retirement of any
indebtedness, if such reacquisition, redemption or other retirement has been
authorized by the Securities and Exchange Commission under the
provisions of the Public Utility Holding Company Act of 1935 or by any
successor commission or other regulatory authority of the United States of
America having jurisdiction over the reacquisition, redemption or other
retirement of such indebtedness, or

(c) the reacquisition, redemption or other retirement of any or all of
the outstanding shares of the Series Preferred Stock or the 4-1/2%
Preferred Stock:

if, immediately after such issue or assumption, the total principal amount of all unsecured
securities then outstanding would exceed twenty per centum {20%) of:

(i) the total principal amount of all bonds or other securities
representing secured indebtedness issued or assumed by the Corporation
and then to be outstanding, and

(i1) the capital and surplus of the Corporation as then to be stated on
the books of account of the Corporation.
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Article VI, Division E, Section 1

(C) So long as any shares of the 4-1/2% Preferred Stock and the Series Preferred Stock
are outstanding and the aggregate of stated capital of Common Stock and surplus equals
less than 25% of total capitalization, including surplus, the Corporation shall not pay any
dividends on Common Stock (other than dividends on Common Stock payable by the
issuance of Common Stock), or make any distribution on, or purchase or otherwise
acquire for value, any of its Common Stock or other Stock, if any, subordinate to such
4-1/2% Preferred Stock and the Senes Preferred Stock, if after gtving effect to any such
payment, distribution, purchase or acquisition, the aggregate amount of such dividends,
distributions, purchases and acquisitions paid or made subsequent to December 31, 1945,
exceeds 75% of the aggregate of the Corporation's net income available for Common
Stock subsequent to December 31, 1945; and no such dividends, distnbutions, purchases
or acquisitions may be made or paid by the Company, if after giving effect thereto, the
ratio of the aggregate of stated capital of Common Stock and surplus to total
capitalization, including surplus, is less than . . . 25%, provided that, when the aggregate
of the stated value for Common Stock and surplus shall have reached 25% of total
capitalization, including surplus, all restrictions on the payment of dividends on the
Common Stock, or the purchase or acquisition of or distributions on the Common Stock,
shall be, so long as such ratio remains at 25% or above, eliminated; provided further that,
after once having reached such ratio of 25%, no dividends on or distributions, purchases
or acquisittons of Common Stock shall be paid or made, aggregating an amount in excess
of 75% of the current year's earnings otherwise available for Common Stock, if after such
payment, distribution, purchase or acquisition, the ratio of the aggregate of capital for
Common Stock and surplus to the total capitalization, including surplus will be less than
25% and no dividends on or distributions, purchases or acquisitions of Common Stock
shall be paild or made, aggregating an amount in excess of 50% of the current year's
earnings otherwise available for Common Stock, if after such payment, distribution,
purchase or acquisition, the ratio of the aggregate of capital for Common Stock and
surplus to the total capitalization, including surplus will be less than 20%.
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III-F-4
R. E. Hill

A schedule of comparative financial data shall be
supplied for the test year, the most immediately
available annual historical period, prior to the
test year, and the 2 calendar years most
immediately preceding the test year. Changes in
Moody's/S&P ratings, noted on this schedule, shall
be accompanied by the Moody's/S&P writeup of such
change, if available. The following financial
data and ratios shall be supplied for the
utility's parent, where applicable, if not
available for the utility.

a. Times interest earned ratio - pre-tax and
post-tax basis.
b. Preferred stock dividend coverage ratio -

post-tax basis.

C. Times fixed charges earned ratio - pre-tax
basis.

d. Earnings per share.

e. Dividend per share.

f. Average dividend yield (52-week high/low
common stock price).

g. Average book value per share.

h. Average market price per "share,

i, Market price-book value ratio.

j. Earnings-book value ratioc (per share basis,
average book value).

k. Dividend payout ratio.

1. AFUDC as a % of earnings available for common
equity.

m. Construction work in progress as a % of net
utility plant.

n. Effective income tax rate.

o. Internal cash generations as a % of total

capital requirements.

Attachment III-F-4 provides the requested
information.



(a)

PENNSYLVANIA POWER & LIGHT COMPANY

Comparative Financial Data

Times interest earned ratio — pre-tax basis

Times interest aamed ratio — post-tax basis

Preferred stock dividend coverage ratio — pre-tax basis
Times fixed charges earnaed ratio — pre-tax basis
Earnings per share

Dividend per share

Average dividend yietd

{52-week highfiow commeon stock price)

Average book value per share

Average market price per share

Market price-book value ratio

Earnings-book vaiue ratio

{per share basis, average book value)

Dividend payout ratio

AFUDC as a % of earnings available for common equity
Construction work In progress as a % of net utility plant

Effective income tax rate

Internal cash generation as a % of total capital
requirements *

Attachment |lI-F-4

12 Months 12 Months

Ended Ended

Sept. 30, Sept. 30,

1992 1993 1964 1695
321 3.37 3.34 (a)
2.34 2.42 2,38 (a)
225 2.38 2.29 (a)
3.13 3.30 3.25 {(a)
$2.02 2.07 1.94 {a)
$1.600 1.850 1.885 (a)
8.27% 5.78 6.7 (@)
$15.42 15.86 18.13 (a)
$29.250 26.349 23.825 (a)
1.90 1.66 1.48 (a)
0.131 0.1 0.120 (a)
0.792 0.798 0.859 (a)
4.51% 4.77 4.01 (a)
3.09% 3.41 342 (a)
39.7% 40.2 41.8 (a)
91.8% 75.6 84.9 (a)

Excludes nuclear fuel paymants because the Company has a nuclear fuel trust that provides all the financing for nuclear

fuel.

Requestad data for Future Test Year is confidential since it deals with a releasa of projacted financial information. This
information will ba provided to the PUC upon tha issuance of an appropriate protective order concerning the confidentiality
of such information and will be provided to any party to the rate proceeding upon the execution of an agresment with the
Company to hold such information in strict confidence and not to disclose it to any person, whether or not a party lo the
proceeding, who has not executed a similar confidentiality agreament with the Company.




