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Pennsy!vama Power & Lsght Company
Two Notth Ninth Street-Aﬂentown PA 18101-1179 ¢ 5101774-5151
PaulE. Russall
Associate General Counsel
B10/774:4254

FAX: 610/774-6726 ' o
May 19, 1995

Mr. John G. Alford, Secretary RE("E 1VED

Pennsylvania Public Utility Commission ~ may 19 1809
P. 0. Box 3265 WHSSION ~
Harrisburg, Pennsylvania 17105-3265 pypl1¢ UTILITY co

P SECRETARY BUREAU

Re: ~ ~Application of
Pennsylvania Power & Light Company
for Approval, Pursuant to Chapter 11 of the
Public Utility Code, of Certain Transactions
in Connection with the Utility’s Establishment
of a Holding Company Structure
 Docket No. A~110500F,0206 -

Dear Mr. Alford:

- The purpose of this letter is to notify the Commission that on April 26,
- 1995, the shareowners of Pennsylvania Power & Light Company (PP&L) voted to
form a holding company structure. Establishment of the holding company structure -
was effectxve as of Apnl 27, 1995,

This notification is being provided pursuant to ordering paragraph 3 of
the Commission’s order entered on February 10, 1995, in the above-captioned
dacket. B

' Pursuant to 52 Pa. Code §1.11, | have attached U. S. Postal Form
3817 to evidence thrs filing. ,

if you have any additional questlons regardlng this issue, please call,

Very UUEY yours, i} O Czjfp"?ly, A }f" »‘ ‘
TR VPR

ce: Irwin A. Popowsky

- gﬁ%%ﬁ'ﬁ’ﬁ D

MAY 25 1985




Pennsylvama Power & nght Company
Two North Ninth Street Alientown‘ PA 18101 1179 610/774-5151

" PaulE. Russell | ,' ‘ D C U M A
_ Associate General Counsel ‘ £ 05 E N T

610/774-4254

‘ FAX: 61077746726 | | | FOLDER

September 17, 1997

,EE’.D‘..EBA_LM | S RECENED

James J. McNulty, Esquire - ‘  SEP 171997
Prothonotary
Pennsylvania Public Utility Commission PA PUBLIC UTILITY COMMSSION

P. 0. Box 3265 PROTHONOTARY’S OFFICE
. Harrisburg, Pennsylvania 17105-3265 , ,

Re: Pennsylvania Power & Light Company
 Docket No. A-110500F.0206

Dear Mr. McNulty:

: Pennsylvania Power & Light Compan,y (PP&L) hereby provides the fol-
lowing docurnent to the Pennsylvania Public Utility Commission (PUC);

¢ Form 10-Q Quarterly Report to the Securities and Exchange
Commission for the Quarter Ended June 30, 1997, on behalf of -
PP&L Resources, Inc. and Pennsylvania Power & Light Company;

This document is being provided to the PUC and the Office of Consumer Advocate

pursuant to conditions contained in the PUC’s approval of PP&L’s application for

‘permission to establish a holding company structure (order entered on February 10,
1995 at Docket No. A-110500F.0206).

Please date and time-stamp the enclosed extra copy of this' letter and
return it to me in the envelope provided.




~James J. MciNulty, Esquire ~2- ' September 17, 1997

If you have any questions regarding the enclosed document, please

o call

Very truly yours,
Paul E. Russell

Enclosure

~ee: lrwin A, Popowsky, Esquire




PP&L Resources, Inc. | »
Pennsylvania Power & Light Company

FORM 10 - Q

Quarterly Report

to the Securities

and Exchange
Commission

For the Quarter Ended
- June 30, 1997




PP&L Resources, Inc. Yes X No

‘ ~ United states ) '
Securities and Exchange Commission
Washington, bC 20549

Form 10=Q

' [X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 1997

OR

{ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

~For the transition period from _ e _to
Commission File Registrant; State of Incorporation: IRS Employer
- Runber Address; and Telephone No. : Identification No.
- 1-11459 PP&L Resources, Inc. ' 23-2758192
. : (Pennsylvania) :

Two North Ninth Street
Allentown, PA 18101
(610) 774=5151

. 1-905 Pennsylvania Power & Light Company 23-0959590
' ‘ - (Pennsylvania) ‘ :
Two North Ninth Street
~Allentown, PA 18101
(610) 774-5151

‘Indicate by check mark whether the registrant (1) has filed all reports
- required to be filed by Section 13 or 15(d) of the Securities Exchange Act
~of 1934 during the preceding 12 months (or for such shorter period that the
- registrant was required to file such reports), and (2) has been subject to
- such filing requirements for the past 90 days. ~

PP&L | ' Yes X No.

Indicate the number of shares outstanding of each of the issuer's classes

of common stock, as of the latest practicable date:

PP&L Resources, Inc. Common stock, $.01 par value,
: E— 165,110,665 shares outstanding at
: , , , July 31, 1997 ,
Pennsylvania Power & Light cCo. Common stock, no par value,
: 157,300,382, shares outstanding and
all held by PP&L Resources, Inc. at
July 31, 1997
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 PPEl. RESOURCES, INC. AND SUBSIDIARIES
Part 1. FIYNANCIAL INFORMATION -
*Itemvl. Financial Statements

» In‘the oplnlon of PPEL ‘Resources, the unaudited financial statements

“included herein reflect all adjustments necessary to présent fairly the -

' Consolidated Balance Sheet as of June 30, 1997 and Decembexr 31, 1996, and the
" ‘Consolidated Statement of Income and Consolldated Statement of Cash Flows for
the psriods ended June 30, 1997 and 1996. PP&L Résources is the parent

holding company of PP&L, PMDC, and Spectrum. PPR&L constitutes substantially all

-of PPl Resources' assets, revenues and earnings. All noputility operating
 'hransact1ons are included in "Other Income and (Deductions)=Net" in- PP&L
‘ ‘Resourcés’ Consolidated Statement of Income.

CONSOLIDBTED STATEMENT OF INCOME

S{Unaudited)

(Millions of Dollars, eXCept per share data):

Three Months
Ended . June-30,

1997 1996
‘Operatxng Revenues .................‘.....‘...........,..;.,‘ o §686‘ S 866
Opesating Expenses : ‘ ‘ L

~ Operation : : Y : L ' L
Fuél..n‘ﬁ-g.,.--‘x.--;..s--.ct,-..'..;..*..c.-.'-;-.ns.’c:.,--.'....- ) 105 ) 101
POWEL PULCRASES variusssairssssssaasnvsonnsnsanessinibe L1040 T4

; Other-a.A.---s-....'...-s‘-.-onqonn..'-----g--q».-..b..r ! 121 ’ 127
'Malntenance.»-.‘.....‘..............g..‘.‘.....u...,..‘.*p E " 49 i 55
 Depreciation (including amortized depreciation}.......... = = 93 800
Inccme ta}{eska‘.@.‘..".-ai;,.y.‘m-sx,.-..e.'.»-;.,.'.a..s.{a....-; : 46 ' 53
CTaxes, other than ANCOME ....veesiersvsonabsisnsssssnisrs 50 49
‘ : : S , 968 243
':‘~‘iope,ra.ting:Incom:.,ai.i--‘,,‘..;-n,.»-.‘.;-.c.ir'.'.v.;i-.;t‘-v.s-.¢.&-‘ . ; 118 120
kdther Income and (Deductions) -~ Net.,‘.a...........,;ii;.,, T -t I
- Income Before Interest Charges and Dividends on ‘ S . »
‘ Pxeferred Stock p.it,l‘ujiqté-q‘nba.ic&nuo%-oo--i--do"t\"'i-Jv~ A 124 122
Interest Charges ' ; o - R : ,
Long"termde,bt.....-‘. ..«.‘..;.;....'a.‘..~a-...v...-.,.u,.-»....k.a,.. : 48 R ) 52
short-term debt and Other...yesveeiosaesscsnsniovasosssar T2
| . | | 55 s
‘ Preferred Stock Dividend Requirements.a..‘..............,.. CORENE S e
Net.Inccme..*.‘.x..¢..;........................'..........‘ ‘ RBh $od
fkﬁarﬁihgs;Per‘Share of Common. Stock (a)‘a.;...;..ae.;..,,.;, o 8D4039 . -50.38
" Average Number of Shares Outstanding (thousands)........... 164,068 160,610
Dividends Declared Per Share of Common StocK..s..seeessesss  S0.4175  $0.4175

{a} Basedfon avérage number of shares outstanding.

see‘acéompanying Notes to Financialystatemeﬁts;

-2 -
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PPEL RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME
{Unaudited)

{Millions of Dollars, except per share data)

Operatifig REVENUeS .i...o0viversvsvsbnsnnss

Operating Experises
Cperation
mel‘~“'q~§¢$ii‘b&"@k.'&ﬂ’lb.ii(mi.‘piiiil“‘»‘vl".

POWEY DULCHESES . v v v s unsesoransvasnurn

L A T R L A N )

B N N I W A

N A N

. Otheriiliiiit&uhiliik(bicotiwi.iltiini-htni-bi;Aciwu‘it

. b e ,
SRERE £ N s ol =) ¢ 1= 1 o1 - SNPAUCAPACRP PRASUR O N0

Depreciation {including amortized deprecistion).... . ...

Inﬁ&m& taXES I A A e R R T N

Tages, other than income (iescvovevininss

: %erating 1}‘\1&61?8&*.,,»,..‘»‘...'a‘x..x...g.‘.»x,

PN I I I A A N 1

Ae e e ke e R

IE R T R R T R N

Other Income and (Deductions) -« NEB.i.ceaisvaioiesaraassscnes

 Prefervred SEOEK (i viivrisnrsonieisvanens
Interest Chiarges

Lbng“témkdébtzxoxz;ua¢,¢y;s--“‘-sAnnsua-«...n
Short~term debt and other......coovuvvnns

N&t Inc,‘om'ﬁllm§b}i&l,-l{ip,&a‘,idongih4iic»1-ﬂhx03

 fhcome Before Interest Charges and Dividends on

P I A A S S Y

H AR R R R RN E e & A e

N A A N R

CPreferred Stock Dividend REQUILEMENES. s cirviavssnicarsntnn

A I R A

Earnings Per Share of Common Stock {@)aseceivsrsesorssinces

Average Number of Shares OQutstanding (thousands)..civiseves

' bivi&enas Declared Per Share of Common StocKk.sivsscvocnscsas

{a} Based on average number of shares outstanding.

See actompanying Motes to Financial Statements.

8ix  Months
Ended . June 30,
1997 1396
81,472 - $1,458
216 225
220 165
238 249
84 95
185 181
134 142
106 10
1,183 1,163
289 295
13 4
302 299
99 104
11 3
110 107
ll 14

SI61

$1.11
163, 660

$0.835

3178

$1.11
160,271

$0.835




| PPEL RESOURCES,INC. AND SUBSIDIARIES
, GONSOLIDATED BAI-BNCE SHEET ‘
(Mmlllons of Dollars)

‘ ASSETS

"Prcperty, Plant and Equipment v

" Electric utility plant in service - at orlglnal fel]-5 RO
Accumulated,depreciatlon R R LR PR P TR

Ccnstruction'wbrk in Progress = At COSt..ssvesssssoisson
Nuclear fuel owned and leased - net of amortization ....
oOther 1Eased praperty - net of amortization‘04*;;..,,.;{

Electrlc ut;l;ty plant S 1= 1 - S A I

‘Other property -~ {net of depreciation, amortization ,
and,depletlon 1997; $56¢ 1996, 554)..ﬁ..,......‘...‘.§

Investments :
Investment,ln and advances to electric energy

) prCJthS =~ at equlty R e R L T L R R R, S

Affiliated companies - at equiﬁy‘;,.,.a...“..‘a~;.,..,;

Nuclear plant decommissioning trust fund ....ewcaiiessns

Financial AnvestmentsS.....iieieriivacniiiiiiare iiaenss
cher « at cost or 1655 R R Y R Y s

Curzent Rasets »
 cash and cash equlvalents T P AP SR
Current financial InvestmMents . ivsuivaserniaeiarans s
 Accounts receivable {less reserve: 1397, $21; 1996, $25)
CUSEOMELSE 4 hs v s dvnsansnsssesbotsnnetnsngasiossansnse
Other......\..‘...ﬁ....a}...‘.;‘...,.,i;‘.‘g...m,..‘
Unbilled LeVENUES. . tuuevesssossasasssscsasressrrransivas
CFuel, materials and supplies - at average ¢ost..icassss.
Deferred 1ACOME BAXEE v v vassonnissaniinesisiodicans

Other;.;ic.om--;«ngs;sy.w:;..zu--.a.as.s;nn..,aa;aws-&.o

ﬁgéulétéxy.§$§etsiand Other Noncurrent Assets R S

See accompanying Notes to Financial Statements.

June 30,

December 31,

85 .

1997 1996
{Unaudited)  {Audited)
© $9,931 $9,824
{3,454) 13,337
6,477 6,487
154 172
164 170
1 76
6,796 6,905
R I
6,850 6,960
247 224
17 17
146 128
49 133
28 18
485 520
45 101
B {1 ; ‘?3
195 196
34 19
74 85
208 201
28 21
o111 53
124 149
1,445 1,407
$9,508 49,636
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PP&L: RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
(Millions of Dollars)

LIABILITIES

Commori egquity
Ccmmonystack'A@s.aaga-a«.uo&qa.si-.u..za-a..5.-.m....ua
Capital in excess of Par VAlUE .vecrtssvnssrcnnsaissns
Barnings remnvested‘;..‘...“..........‘.‘......,.....‘
Capital stock expense and other ...vivevivseresnnsansas

Preferred stock

With sinkifg fund reQUILIEMEntS ...vicisnsssassiccrsannis
- Without sinking fund requirements i.cevecvesurnisivvssan
Company-obligated mandatorily redeemable

preferred Securifies . .isivsrsirieniirarsariricsnaiasns
hbﬁg*térm‘debt,..gn.a.‘¢...;...ia.a..i.‘.....h,*.xs.;.‘a,

Current Liabilities

Commertial PAPEE tuiuiavssocasvasiivsaseinsananassnasanss
'Bahk lOénS R I S R N T TR IR
Long=term debt due Within One V8L «wsasicissvsscvecensns
Capital lease obligations due within one YEAL aiiiinnian
Actounts payable ciiue i i i it as i e s e i an
TAKES HECEUEH o5 s iovnviamssrninsarasssansossissesisssssan
Interest accrued ..,.;_..‘....‘.¢,.......,i.....,i&..f;.‘
Dividends payable «ivvisisiirsucsronivassvaicinnnnssnsnon

Other R e N R R R R R R O B R T

Deferred Credits and Other Nonmcurrent Liabilities

Deferred investment tax ¢redits  vvsvasssieorcsiasseranin
Deferred income TAXES ...uieiisssrvesionnainaroransasnsans
Capital dease obligabtions iiceessvsvsvicorassssvacsvrsnns

Othél? I R R O A N I S O S A R I 3 I S )

- Commitments and Contingent Liabilities .......ieesiercesssn

See accompanying Notes to Financial Statements.

June 30, Decembeér 31,
1597 19956
“{Unaudited) {Audited)
$2 $2
1,623 1,590
1,187 l 143
(7). ‘ 10
2,805 2 745w
47 295
50 171
250 ‘
2,482 2,802
5,634 6,013
191 )
100 144
150 30
60 81
122 - 133
‘ 19
53 6L
73 75,
100 18
849 621
204 209
2,058 2,052
109 166
653 515
3,025 3.002
$9,508 $9,636 :




 PP&L RESOURCES, INC. AND SUBSIDIARIES

'~ Cash and,cash’Equivalents at End of Period ..v.iienirsiiusies . 545

. CONSOLIDATED STATEMENT GF CASH FLOWS

{Unaudited}

{Millions of Dollars)

- 8ix  Menths .
Ended - June 30,

1996

1997

- Net Cash Provided by Operating ACEivities. . vvineosneeainras 8307

* Cash Flows From Investing Activities

Property, plant and equipment eXpenditUres...s...eeivasessss (143)

" Proceeds from sale of nuclear fuel to Erusta.v.cesercsnvevse 23

purchases of available-for-sale securities...ivssexsisssesse . {52)

. Sales and maturities of available-for-sale securities....... = 91

- Purchases and sales of- ‘other financial investments - net.... : 58

$354

{155)

33

(278)

261

- 18)

',:Other investing activities - net....... I TR T e oo 41y

~ Net cash used in investing actmv;tles,..,‘.;..,,..‘5,. oo (24).

”cauh‘?iows From Financihg~ﬁctivities

Issuance of long-term debt.ivsvarirviiairsnasoonasanesneson S0
Issuance Of COMMON SEOCK. i vvsnsrarasswsstanedoinnssssoasso - 386
‘Igsdance of company-obligated mandatorily redeemable ' :

. preferred SECULILIES ..ivievivivserasavaessasssssrsnsessns 250

’VRetltement of long“term debte, v s\S-~.‘;;.id.;y,,«.-.‘--‘¢p . (210)
Purchase of sybsidiary's preferred stock (net of premium

and associated GOSES v anssaasesrvunisssseennnniiverssrnsiss o {369)

‘,?ayments on capital lease obligations.iv.iieieivaiveisirianians (33)

Commoni and preferred dividends paides.esssvsacosasresssionsss ©{150)
“Net increase in short-term debt..vcuiivieeissrasrsanovsanssn = 147

Othér=financing aCtiVities Rl ¢ (=2 =R P S I A T g Y o (20}

147y

116
35

(145

- (147)

160

A

Net cash used in finanecing activities. .. .ivsuisesinnrss ~{339)

‘126)"

;Nét Incxe§ae {DecreaSEY In Cash and Cash‘Eqpivalents R . (56)
‘Cash and Cash Equivalents at Beginning of Period .s.sssssaces 101

181
20

T5201

Supplemental DJSclosnres of Cash Flow Informatlon

. Cash paid during the period for: ;
: Interest (net of amount capitalized).vvicucensnviiiinniienan $106

iﬁcomﬁ taxes,ﬁu;ija-‘-.h‘....u;.‘.ae.ﬁa.ua‘a.a.s...i...--.. ‘ ,$131

See accompanylng Notes to E;nanczal Statements.

. ’$107'
$146
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:PENNSYLVANIA POWER & LIGET COMPAN! AND SUBSIDIARIES

~In the opinion of ?P&L, the unaudited flnahulal statements included

' herein reflect all adiustments necessary to present fairly the Consolxdated :
. Balance Sheet as of June 30, 1997 and December 31, 1996, . and the
':Consolldated Statement of Income and Consolidated Statement of Cash Flows
_for the periods ended June 30, 1997 and 1996, ALl nonutllltykoperatlng
" tramsactions are included in "Other Income and Deductions--~Net™ in
 PP&L's Consolidated Statement of Income. ‘

“ cousomnmmn STATEMENT OF INCOME
 {Unaudited)
“{(Millions of Dollars)

‘Three Months
- Ended - June 30,

1997 1996
Opex'ating Revenueg .'tt-l':'qici-bo'&{'-‘-n:imo“yl-ibk--ila‘hs-}h'-; ‘ $686 ] $669
Operating Expenses
Operation : : Pl g T :
Fuel..,,‘.'.,.‘...'.l‘.‘;.».;.... ............ bia'.'in«-iiQi’-yoauh'ﬁo’-g.‘o'n~‘ i o 105 101
Power purchasESQ;-“t;ui-§ii&bbq‘it-‘,bo,-mivibc\-‘ra-ki‘ag’ib‘. : 104 . 74
'othyéra{i,..‘..~'-‘po--";.a--\..a.-wnna;‘ ...... ~.--n’-..".' ----- * g 121 L ) 127
‘Malntenancé......-«.-.....‘;.»'.V.H..f.k.;.fi........,.sa;;;.v.‘.;‘.‘. S . 49 ) o 55
k,kDeprec1atmon (lncludlng amortized depreciation) cesaaeera : 93 80
. Intome taxes. R A SR SIS P S S A “ : 46 . e B3
‘;‘Taxes, Other than lncome O o 50 49
A : E L coo 568 o T B4g
'f,fcperatlng Income TS  EERe Cedeanaaa s sead s o 118 o 120
Other Income and (Deductzons) = R R S T I T
'Incbmelﬁefbre‘lntereat Charges.g.}‘..i,.;‘...i........,a.h..  , 124 o123
Interest Charges ~ ,
Long"tem debtdonntlt'.'---h’-‘q-ai'bni--;b,t_aod.b.oiih;-‘a-.,vi : 43 . 52 -
Shoﬂ:*termdebt and othEr‘Lt.c-1~ii‘vna‘¢tc.'-$‘-,lo--bi-fn;o’.sm 6 - 2 )
| | ~ T T
Net ‘Inc‘om-&a.--vo‘."-,a:i‘pvlyt,,g'c--’---’you.;ni.‘i-iiul’-'en--;'---irlb'g 70 : 69
‘D1v1dends on Preferxed Stock. ..........v.v;i.,ai,.@...;...'- 9 L 7

Earnings Avallable to PPLL Resources; INCG. .sceosvassivvonss 351' S %62

_See accémpanying’Notes to~Fiﬁancia1 Statements.
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 PENNSYILVANIA POWER & LIGHT COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME

{Unaudited) 5

{Millisns of Dollars)

Six Months
- - Ended - June 30,
1997 1996

Operating REVENUEE  «.uivissvcansimsasasessnnscansossssosnss $1,472 - $1,458

Géeraﬁing,EXPénses
Qperation

E‘ue'lin‘a\’.'««u‘.-i,cz-n-.:.‘s-.‘;a.x-.ws.,o,.,.-a,,w..p-v.s;'..»a 216 225

POWEY PULCHASEE  iu i osssisinunvasnanacsisaavnannsnasigsa 220 o 165

e et 1= o A PR AR 238 : 249

=B A Ral= o (=T O DRI DR 84 . 85
Depreciation {(including amortized depreciation) wa..evesas 185 181
THCOME LAKES . ¢ v ncva e i vastunonianonmetatoosossnoensnbssanss 134 142
‘Taxes, other than income......i.civieisasainavesnanenness 106 106

| 1,183 1,163

. Operating INCOME (.iisivsisuneavsisasssnesnsnonssssnsonsoaces 289 295
Other Income and (DedUctions) = Mebt ..vuussevsssnoeonsssonss 7 6

: xﬁ&om Befora Interest Cha’rges’..;,‘»»zs,.“;..a;s:.wa&u»«*.a.a. 296 : 301

 Interest Charges .
g nong‘tem debtl LI T K A T LR A S A T T S G I S AP U S S IRV ORI R G OV Y 99 104
. Short-term debt and‘cthex......«i.“xh..‘...m&...,....... 1 3

106 107

vﬁe~trn&om"ﬂ.bkil.tid-‘Lld‘A&Q!;_AAtait‘ﬁt(ﬁrtp._ii\.if.ai.»‘-‘iti‘-‘ 190 194

Dividends ofi Preferred SEOCK..u.iiivasuinsesiveronnsersnssos N 16 14

Earnings Available to PP&L Resources, INC. «..seeeveennsess 8174 S180

- See atcompanying Notes to Finaneial Statements.




Property, Plant and Equlpment

?vannstvxnzA POWER & LIGHT COMPANY AND _SUBSIDIARIES
~ CONSOLIDATED BALANCE SHEET '
 {Millions of Dollars)

ASSETS

Electric utility plant in service = at original cost.....
Accumulated depreciabion ..iiaeeiaviass

DO I BT T P R R

‘Construction work in progress = at COSE ..ie.iiinaienssss
Nuclear fuel owned and leased - net of amortization +....
Other leased property — net of amortization ...sa.veisssas

 Blectrie utiilty‘plant -~ net .. :
 Other property - (net of depreciation, amortization
and depleulon 1997, $563 1996, $54) ...,

o.j.-.._‘-A;u

‘Investmants .
 Affiliated c0mpan1es - at equity ..... . sbean e e
' Nuclear plant decommissioning trust ii.. :
. LOAN £6 PALENE.ssiuivesianat ettt e riiaasianans

I TR S N A

SR O

‘FinanCIal InVestments .isssiioesiseniiisivanoaaneaisoass

' Other - at cost L eSS s vhenat v i e s e e

4Current Agsnets

'Cash and'cash equivalents u.sin;%.‘na‘-‘tw.s.‘-....;..-a-
~Current financial inVestments ....ssuvevesovvssssoicansene
Accounts receivable (less reserve: ©1997, $21; 1996, $25)

Customers R N A A I PP

(011 1= o T T T W e AR P e A A S

' Unbilled LOVENUES 4 4 4o s s e s e vec s aa s nnesssnesesoanennssns
' Fuel, materials and supplies - at average oSt waaassscias
Deferred income taxes .,..,...,..........,....s...@...;i.

' ~Otherﬁ......,..,..a.......{.‘..¢‘....s....,.i.i....;;..,;
tRegulatory Assets and Onhex Noncurrent Aaaets Cae s e E

.-See accompanying Notes to Financial Statements.

- 10 -

_June 30,

Decamber 31,

1997 1996
(Unaudited) {Audited)
$9,931 $9,824
{3,454) {3,337) )
6,471 6,487
154 172
164 170
1 76
6,796 6,905
s4 o ss
17 17
146 128
375 R
50 133
11 Co 10
593 288
6 95
29 51
195 196
29 14
74 85
208 201
27 %
1 53
679 716
1,448 1,407

$9,576 $9,371
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PENNSYLVANIA POWER & LIGHT COMPANY AND SUBSIDIARIES
CONSOLIDATED RATLANCE SHEET
{Millions of Dollars)

June . 30, -  December 31,

1597 1996
{Unaudited) - {Audited)
LIABILITIES
Capitalizatien

Lonron equity : ‘

' CﬁmmOXiStOék 5,x¢naa-'-‘,p---"Q-uA,&.’aa....-‘p-c‘.aac*.a-‘- $1,476 . $1,476
Additional paid-in ¢apital cuiesisusvriaransaieiasicuana - 57 57
Barnings reinuvested i iciivenssasvnsnnitnrsccsinsansnsin 1,095 1;094
Capital stock expense and Other .ciuivavissioenessoses S8y o {10y

o : ‘ : 2,610 2,617

Preferred stock : :

With sinking fund reqUIrements .. .csesesssescssansnossas 295 295
o Without sinking fund requirements ..iuvcivvissccesvvssns S A5 & 171

Company-obligated mandatorily redeemable : , ’ :
préferred secUritias iivav i siniraes e avansaesa by 250

LONG=bEIM GBIE 4 v 4t s cnsinsaiiiansesananranerbanetneasasns 2,482 2,802

‘ 5,808 "~ 5,885
- Current Liabilities '

COmMEECial PaPBL wuisassvsosrssonisiosnnsiisnsssinrssnsas 192 ,

Bankioaﬁsu“s“e“‘..,.‘.,‘..a..s....r”.u..‘.“..,...,...,a 10

Long=term débt due within one year ....uveeseiviviociaccas 150 30

Capital lease obligations due within one year ........... 60 81

ACCOUNES PAVABLE tu v innucavansavssanebotinsasnsistnnsens 121 132

TAXES ACCEUSH siceuvsuvcannaianinsssnsnassiannersrnonenan 2 21

Inkerest ActEued vuissicesbaer s vin b o s it e ngidonseinenn 53 60

Dividends payable «cuesvevrccvavaaoinsnsoncinearsnsesasnn 79 15

E0 =] 1= A S O D O R R

EE .. 487
Déferred Credits and Other Noncurrent Liabilities
‘Deferred investment tax credits ..oviiiaiivanrovinriasinas 204 . 209
CDeferrath ANCOME BAKESE tc v rws crmnsassasscssisiesnsessssss 2,048 2,050
Capital lease oBLigatioNs icuiviscisassvsasaasnasassnna 109 - 166
4 i ' ﬁther I T T T T T T T T N 652 ‘ 8 574
o ~ .30l 2,999
- Commitments and Contingent Liabilities .iv.ioescisiesornsan
_$9,576 . $9,371

-
I
B

See accompanying Notes to Financial Statements.

N
{
:
4




. | ‘ L
. B ,." 7;‘~

??ENNSYINANIA POWER & LIGHT COMPANY AND SUBSIDIARIES

- CONSOLIDATED S‘I‘A‘I!'EMEN‘I.‘ OF CASH FLOWS

- {Unaudited) :
“{Millions of Dollars)

Six Months
Ended ' June 30, -

1997 1936 -

‘N‘eﬁ Cash. Px:bvided‘by oPerat:f.ng‘ ROEAVILIEB. v v s vt vniasnronnsesnens  $308 $357 |

~fCash Flows From Investing Activities oo RS o ‘ : . ,~<,k }

_ Property, plant and equipment expendltures.‘..‘..........‘........ . {143) (155} X

. - Proceeds from sales of nuclear fuel to trust........v...‘.,....... ' 23 S

" Purchages of available~for-sale SECUXities «uviesssensenesssnsvenn  [52) {71y V
Sales and maturities of available~for-sale sgcurities .i..eevensis 59' .33 .

Purchases and sales of other finapicial investments = net....v..... 76 ‘ B
LOEN £O PALEHE L t v st eunsinnstsonsonssasiosreensnnianssansssasossnss {378y 0 e :
Net cash used in investing activities...s.asvesesvsssseanass . (402) {120)

Cash Flows From Financing Activities g ; , , ; L
Issuance of long-term BB . ¢ 2 vveseescnhanenesanansirsnssasosnaenss 10 116
Issuaﬁce'of companY*obligated mandatorily redeemable ' R Tt

, preferred e o o L L TR T TR 2800 :
Retirement of Llong—term debl. . i.ivveueionusesansreaioeenavinsssane (210} {145)
Payments on capital lease obllgatlons.‘...............A..‘..,....,1 Jo {33y {44}
Corfnon, -and preferred dividends Paide..vesueeesvsiesoaserisorrasnsne o (185) (147

" Net increase (decrease) in short-term debl.. . vicicsssasnsosnessos 182 . {30}
~Other financing ACEIVILIBS ~ MEE wuvivunnncrnvissonsosnsinnasonany 19} 4

Net cash prov1d°d by (used in) financing activities.....e.ve S5 A{248)
,Net Increase (Decrease) in Cash and.Cash.Equxvalents ) k TSR ;13 o 19)

‘Cash and Cash Equivalents at Beginning of Period....e.evseesvssssass 85 15

Cash and Cash Equlvalents at End of Perlod...‘.,......,............. S $6 .88

Supplemental stclosures of Cash Flow Infbrmatlon

| Cash paid during the period for o : :

Interest (net of amount capitalized)....cviuvvusiinsvnvmonnseniny 5102 S 8107

Income taxes».--'{g-i.-a;aaa-‘.41-....'-or’-.;.a'.-&,.'b.q."n'-i..t-'.'-y"s-. C $133 : $146

_See'accompanYing Notes to Financial Statements.
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PP&L Resources, Inc. and,Pénnsylvanla Power & nght Company
Notes to Financial Statements

Terms and abbreviations appearzng in Notes to Flnanclal Statements are

~explained in the glossary

1. Interim Financial Statements

Certain information in footnote disclosures, normally included in

,ﬁlnanclal statements prepared in accordance with generally accepted

accounting principles, has been condensed or onmitted in this Form 10-Q
pursuant to the rules and regulations of the SEC. These financial
statements should be read in conjunction with the financial statements and

- notes included in PP&L Resources' and PP&L's Annual Reports to the SEC on

Form 10«K for the year ended December 31, 1996.

Certain amounts in the June 30, 1996 financial statements have been
reclassified to conform to the presentation in the June 30, 1997 financial

statements.
2. PUC Restructuring Proceeding

In December 1996, Pennsy1Vdn1a enacted the Customer Choiece Act to
restructure its electrlc utility industry in order to create retail access

- to a competitive market for the generation of electricity. In accordance

with that legislation, PP&L filed its restructurlng plan with the PUC on
Aprll 1, 1997. Numerous parties have intervened in this proceeding. The
PUG is required to take action on PP&L's flllng-by‘January 1998.

Under the Customer ¢Choice Act, the PUC is authorlzed to determine the

~amount of PP&L's stranded costs to be recovered through a non-bypassable

competitive transition charge (CTC) to be paid by all PUC-jurlsdlctlonal
customers who receive transm1551on. and distribution service from PP&L.
Stranded costs are defined in the Customer Choice Act as "generation-
related c¢osts... which would have been recoverable under a regulated
environment but which may not be recoverable in a competitive generation
market and which the PUC determines will remain following mitigation by the

;electrla utility.n

- PP&L's restrueturlng plan includes a c¢laim of $4,6 billion for

Jstran&ed coste.  Pursuant to the Custonmer Choice Act, this clain is

camprmsed of the following categories:

1. Net plant investments and costs attributable to existing
generatlon plants and facilities, disposal of spent nuclear fuel,
retirement costs attributable to ‘existing generating plants and

employee—related transition costs:

2+ Prudently incurred costs related to the cancellatlon, buyout,
buydcwn or renegotiation of NUG contracts; and

3. Regulatory assets and other deferred charges typlcally recoverable
under current regulatory practice and cost obllgatlons under PUC~approved
contraats W1th_NUGs.
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‘The follow;ng are the components of PP&L's stranded cost claim

' 1nc1uded‘1n its rebuttal testimony filed with the PUC 1n,August 1997 (a net -
~increase of $30 mllllcn from the amount ‘included 1n PP&L‘S A@rll 1997\‘
' fll;mg) , ‘

Amount
(M:lllons of Dollars)

Nuclear Generation(a) - $2,873
Fossil Generation(a) ‘ 757
NUG contracts ; .- 657
Regulatory Assets . 354

S : $4,641

(a) Includes‘deferred income taxes relatedﬁtb~generatian aSSets; !

In determlnlng the approprlate amount of stranded cost recovery, the

. tustomer Choice Act requires the PUC to consider the extent to which an ]
electric utility has taken steps to mitigate stranded costs by appropriate -

means that are reasonable under the circumstances. Mltlgatn.on efforts
undertaken over time prior to the enactment of the Customer Choice Act are

. to be considered of equal importance by the PUC in determining an electric
- utilityt!s stranded costs as actions taken after the passage of the Customer

Choice Act.  In its restructuring plan, PP&L described its extensive

- efforts to mltlgate its stranded costs, resulting in a reduction in ;ts‘i
,,stranded‘cost clalm of over 81 Billion. . : ' g ‘ S

iIn July 1997, test1mony was f].led by eleven other partn.es in thef '
restructuring proceeding. In this regard the PUC's 0TS recommends that

_ PP&L be permitted to recover $3.2 billion of its stranded costs; the PP&L
“Industrial Customer Alliance recommends recovery of $661 million:; and the
OCA  recommends recovery of $383 million. Under Pennsylvania law, in

proceedings before the PUC, the OCA and the OTS have advocacy roles.

Testimony filed by the OCA and OTS carries no more Welght than testlmony_"

flled by any party in ‘the proceedlng.

Evldentlary hearlngs in this matter will be held ln late August.  A ;

. jrecommended decision from the Administrative law Judge hearing the case is
expected by mid-November, with a final PUC order due‘ln January 1998. PP&Lk“

cannot predlct the outcome of this proceedlng

The ultimate 1mpact of the Customer Choice Act on PP&L’S flnancxal‘

“  health will depend on numerous factors, 1ncludlng.

1. The ~amount. of stranded cost recovery approved by the PUC thek

PUC's overall treatment of PP&L's filing and the effect of the rate cap
f1mposed under the provxslons of the Customer Ch01ce Act,_ :

2. The actual market price of electrlcxty over the tran51t10n perlod,
3, Future sales levels; and e

4, The extent to which the regulatory framewark establlshed by the\‘~.'

>,Cu5tomer Chomce,Act wxll continue to be applled
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Under the Customer Choice Act, PP&L's rates to PUC-jurisdictional
customers are capped at the level in effect on January 1, 1997 through mid-
2001 for transmission and distribution services and through the year 2005
for generation customers. By applying the CTC proposed in its
restructuring plan (which is restricted by the rate cap) through the year
2005, PP&L anticipates collecting approximately $4 billion of its stranded
custs. Based on these projections, the remaining $600 million would be

reflected as lower cash flow to PP&L after the transition,period than would

have occurred with continued regulated rates.

In this regard, it should be noted that PP&L's stranded cost eclaim
included in the restructuring plan is based on a projection of future
market prices and assumes a significant portion of PP&L's stranded costs
will be recovered by way of increased market prices for electricity. This
increase may or may not occur. To the extent that the market price of
electricity does not increase as projected, or other projections such as
future sales levels do not actually occur, PP&L could experience a lower
recovery of stranded costs.

- If the PUC permits full recovery of PP&L's stranded costs, including
full recovery of all regulatory assets and above-market NUG costs over the
transition period, PP&L estimates that its net income over the transition

-~ period would be reduced by about 5% of projected net income.

‘ However, the PUC may make adjustments to components or assumptions
included in the restructuring plan that could have an adverse effect on the
amount of the CTC or the categories of stranded costs that are recoverable
through the CTC. As a result of these uncertainties, PP&L cannot determine
whether and to what extent it may be subject to a write~off or a reduction
in earnings until the PUC issues an order with respect to the restructuring
plan. Based on the substantial amounts involved in the restructuring plan,
should PP&L be reduired to incur a write-off, it could be material in
amount. Accordingly, PP&L is unable to predict the ultimate effect of the
Customer Choice Act or the PUC's disposition of the restructuring plan on
its financial position, results of operation or its need or ability to

issue securities to meet future capital requirements.

, The cCustomer Choice Act permits the issuance of "transition bonds"
securitized by CTC revenues to finance the payment of stranded costs. PP&L
is considering whether to seek to securitize some portion of its stranded

cost c¢laim, which would require the approval of the PUC in a qualified rate

ordexr.

In a related matter, certain parties filed suits in March 1997 in
Pennsylvania Commonwealth Court challenging the constitutionality of the
Customer Choice Act. PPiL has intervened in this proceeding in support of
the Customer Choice Act.

3. Accounting for the Effects of Certain Types of Regulatien

The Customer Choice Act establishes a definitive process for

~transition to market-based pricing for electric generation. This

transition effectively includes cost-of-service based ratemaking during the

transition period, subject to a rate cap. Rates will include a non-

bypassable CIC, which is designed to give utilities the opportunity to
recover their stranded costs during the transition period.
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The SEC has made inquiries regarding the ‘appropriateness of the
continued application of SFAS 71 by utilities in states that have enacted
restructuring leglslatlon similar to the Customer Choice Act. Accordlngly;
the FASB's Emerging Issues Task Force (EITF) investigated this issue and
concluded that utilities should discontinue application of SFAS 71 for the
generation portion of their business when a deregulation plan is in place
and its terms are khown, which for PP&L will be upon the issuance of the
PUC's restructurlng order in January 1998. - One of the EITF's key
conclusions is that utilities should continue to carry some or all of their
regulatory assets and liabilities that originated in the generation portion
of the business if the regulatory cash flows to realize and settle then,
respectively, will be derived from the regulated portion of the business
(e.g., transmission and distribution). In addition, costs or cbligations of

the generation portion of the business that are 1ncurred after application

of BFAS 71 ceases and that are covered by the regulated cash flows for the

_ portion of the business that remains regulated on a cost of service basis

would also meet the criteria to be considered regulatory assets or
liabilities. : ,

Given the current regulatory environment, PP&L‘S'electric,transmission’

- and distribution businesses are expected to reémain regulated on a cost of

service basis and, as a result, the provisions of SFAS 71 should continue

to apply to those businesses. The impact of the discontinuance of

application of SFAS 71 to the generation portion of PP&L's business will

depend to a large degree on the outcome of the restructuring proceeding
currently pending before the PUC. See Financial Note 2 for a discussion of

the potential financial impacts of that proceeding.

4. Rate'natters

Appeal of Base Rate Case

- Reference is made to PP&L Resources' and PP&L's Annual Report to the
SEC on Form 10-K for the year ended December 31, 1996, regarding the PUC
Decision. The OCA appealed three issues from the PUC Decision to the
Pennsylvanla Commonwealth Court. In May 1997, the <Commonwealth Court
1ssued its opinion on the OCA's appeal. ~ :

The flrst issue was the recovery of deferrals ﬁnder SFAS 106; PP&L

‘had requested recovery of $27 million of increased costs for post-

retirement benefits caused by the change to accrual accounting of those
costs under SFAS 106. The PUC had allowed this recovery, and the
Commonwealth Court upheld the PUC's dec151on. i

The second issue was the recovery of $19 million of carrylng charges
and operating expenses incurred from the date of commerCLal operation of
Susguehanna Unit 2 until the plant was recognized in rates.  PP&L had

requested recovery of those costs to be amortized over ten years. The PUC

had allowed this recovery, and the Commonwealth Court upheld the PUC’s
decision. ;

The third issue was the recovery of Gross Receipts Tax ;(eﬁmy on
uncollectible revenues. PP&L had requested an allowance for GRT on the
full amount of revenue approved by the PUC, while the OCA had proposed a

; $745 000 adjustment to disallow GRT on revenues that PP&L will not be able
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to collect. The PUC had rejected the OCA's proposed adjustment. The
Commonwealth Court reversed the PUC and remanded that issue to the DPUC for

recalculation of the allowance.

; In June 1897, the OCA filed a petition for allowance of appeal with
the Pennsylvania Supreme Court requesting review of the Commonwealth
Court's decision on the SFAS 106 issue. PP&L and the PUC have filed briefs
opposing the OCA's petition. This is not an appeal of right and the
Supreme Court has the discretion to grant or deny the OCA's request for

review. PP&L cannot predict the final outcome of this matter.
FERC = Major Utility Rates

In January 1996, PP&L filed a request with the FERC to incorporate a
change in the method of calculating depreciation under its contracts with
four major electric utility customers (Atlantic, BG&E, JCP&L, and UGI).
PP&L also sought to increase the charges to those customers for nuclear
decommissioning costs. A settlement of this case was approved by the FERC
in June 1997, under terms which have no material effect on PP&L.

5. Sales to Other Major Electric Utilities

In March 1997, PP&L reached a new agreement with GPU Energy for
installed capacity credit sales for up to 200,000 kW from July 1997 through

~ December 1998, and in April 1997 PP&L signed a new agreement with Atlantic

for installed capacity credit sales for up to 25,000 kilowatts from June
1997 through May 1998.

In May 1997, PP&L reached an agreement with Delmarva Power & Light

Company and Old Dominion Electric Cooperative for PP&IL and Delmarva to

jointly provide 0l1d Dominion with 60,000 kW of capacity to serve portions

~of 0ld Dominion's load from 1998 through 2003. Prices for this capacity
- reflect market conditions. FERC acceptance of this agreement is expected

later in 1997.

In June 1997, PP&L began a sale of capacity and energy to JCP&L
pursuant to an agreement which provides that JCP&L will purchase 150,000 kW
of capacity and energy for 12 months, increasing to 200,000 kW in June
1998, and then to 300,000 kW in June 1999 through the end of the agreement

“in May 2004. Prices for this energy and capacity reflect market

conditions.
In July 1997, FERC accepted a new wholesale power tariff that permits

PP&L to sell capacity and energy at market-based rates, both inside and
outside the PIM area, subject to certain conditions. This tariff allows

PP&L to become more active in the wholesale market with utilities and other
~entities, and removes pricing restrictions which in the past had limited

PP&L to charging at or below cost-based rates.
6. Financial Instruments

Financial investments decreased by $128 million from December 31, 1996
to June 30, 1997, largely due to the liquidation of long~term investments

to make funds more readily available for future investments.
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‘7. Credit Arrangements and Finaneing Activity -

'~ From January through July 1997, PP&L Resources issued $51 million of
common stock through the DRIP. L . e

In April 1997, PP&L redeemed $210 million principal amount of four
series of first mortgage bonds. Three of the series of first mortgage
bonds were redeemed under the maintenance and replacement fund provisions
of the mortgage. These series of bonds consisted. of $40 million principal
“amount of the 7% series due 1999; $60 million principal amount of the
7-1/4% series due 2001; and $80 million principal amount of the 7-1/2%
series due 2003. The fourth series, $30 million principal amount of the 6-
3/4% series due 1997, was redeemed under the optional redemption provisions
of that series., ' ' ; :

In April 1997, PP&L instituted a short-term bond program in order to
meet certain short-term working capital regquirements and to accomplish
other corporate purposes. Under this program, a total of $800 million of
short-term bonds (having maturities not in excess of 30 days) were issued
from time to time, with no more than $150 million of such bonds outstanding
at any one time. ©No such bonds are now outstanding. '

‘ In March and April 1997, PP&L Resourcés acquired 79.09% ($369 million
par value) of the outstanding preferred stock of PP&L in a tender offer.
By obtaining a majority of the 4-1/2% Preferred Stock and a majority of the
combined amount of the 4-1/2% Preferred Stock and Series Preferred Stock
(collectively, the Preferred Stock), PP&L Resources will be able to waive
certain restrictive provisions contained in  PP&L's Articles  of
Incorporation, including limitations on PP&L's ability to increase the -
‘authorized number of shares of Preferred Stock, merge or consolidate with
other corporations, and issue additional Preferred Stock and unsecured

To provide financing for a portion of this tender offer, PP&L arranged
for the issuance of a total of $250 million of Company-Obligated
Mandatorily Redeemable Preferred Securities (preferred securities) by two
Delaware statutory business trusts. These securities consist of four
million shares of 8.20% preferred securities issued to the public in April
1997 for $25 per share, for proceeds of $100 million; and six million
shares of 8.10% preferred securities issued to the public in June 1997 for

$25 per share, for proceeds of $150 million. PP&L owns all of the common -

securities, representing the remaining undivided beneficial ownership
interest in the assets of the trusts. The assets of the trusts consist
solely of PP&L's junior subordinated deferrable interest debentures, whose
 rates and maturities match those of the preferred securities. PP&L has
guaranteed all of the trusts' obligations under the preferred securities.
The proceeds of the sale of these preferred securities were loaned by PP&L
to PP&L Resources for the tender offer. ‘ S c

; PP&L, has credit arrangements with groups of banks, which have
committed to lend PP&L up to $295 million. The maturity date for loans
under certain of these credit arrangements in the aggregsie amcunt of $45

- million has been extended from May 1997 to December 1997.

: ~ PP&L Resources has a revolving credit facility = the amount Of‘$300
- million. The maturity date for loans under this cv.i't arrangement has




&
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been extended from May 1997 to the end of November 1997, when the facility
is due to terminate. Borrowings under this credit facility were $100
million at June 30, 1997. An additional $90 million was borrowed in July
to finance a portion of PMDC's purchase of a 25.05% interest in Emel.

8. Proposed windfall Profits Tax ~ PMDC

In July 1997, the new Labour government in the United Kingdom
- ‘announced its.hudget‘p:oposals, which include a windfall profits tax on the
privatized utilities in the U.X. The tax would be payable in two equal
installments in December 1997 and December 1998. Preliminary estimates are
that SWEB's windfall profits tax would be approximately 97 million pounds
stérllnq,,or about $160 million (depending on exchange rates). Based on
this estimate and PMDC's 25% ownershlp interest in SWEB, PP&L Resources
would incur a one-time charge against earnings of about $40 million, or 24
cents per share. PP&L Resources expects to record this charge in the third
quarter of 1997.

9. Proposed Acquisition of Penn Fuel Gas, Inc.

In June 1997, PP&L Resources entered into an agreement with Penn Fuel
Gas, Inc. (PFG), a Pennsylvania corporation, pursuant to which PP&L
Resources would acquire PFG. PFG, with nearly 100,000 customers in
Pennsylwvania and a few hundred in Maryland distributes and stores natural
gas and sells propane.

Under the terms of the agreement, PFG would become a wholly-owned
subsxalary of PP&L Resources. Upon consummation of the merger, each
outstanding PFG common share would be converted into the right to receive
between 6.968 and 8.516 shares of PP&L Resources'! Common Stock, and each
outstandlng PFG preferred share would be converted into the right to
receive between 0.682 and 0.833 shares of PP&L Resources' Common Stock.
Based upon recent New York Stock Exchange c¢losing prices, PP&L Resources
expects to issue shares of its Common Stock valued at about $121 million to
~omplete the transaction. The exact conversion rate and number of PP&L
s@ésources' shares to be issued will be based on the market value of the
Common Stock of PP&L Resources at the time of the merger. The merger is
expected to be treated as a pooling-of-interests for accounting and
financial reporting purposes. ‘

The merger is subject to several conditions, 1nc1ud1ng the recelpt of
required approvals by the PUC, the Maryland Public Service Commission and
the SEC. This acquisition does not require the approval of PP&L Resources'
shareholders. The merger is expected to take approximately twelve months
to complete.

In the third quarter of 1997, PP&L Resources will record one-time
transaction costs associated with the merger with PFG, which are expected
to reduce earnings by about six cents per share of common stock.

20. Commitments and Contingent Liabilities
There have been no material c¢hanges related to PP&lL. Resources' or
PP&l's commitments and contingent liabilities since the companles filed

their joint 1996 Form 10-K, except for the discussion below regarding loan
guarantees of affiliated companies and employee relations.
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; For discussion pertaining to PP&L Reaources' and PP&L's financing
matters, see Financial Note 7. Lo

~ Nuclear Insurance

PP&L is a member of certain insurance programs which provide coverage
for property damage to members! nuclear generatlng stations. Facilities at
the Susquehanna station are insured agalnst property damage 1osses up to
$2.75 billion under these programs. PP&L is also a member of an insurance
program which provides insurance coverage for the cost of replacement power
during prolonged outages of nuclear units caused by certain specified

~conditions. Under the property and replacement power insurance programs,

PP&L could be assessed retroactive premiums in the event of the insurerst
adverse loss experience. The maximum amount PP&L could be assessed under
these programs at June 30, 1997 as about $36 mlll¢on.

Under provisions of The  +son Amendments Act of 1988, PP&L's
public 1liability for <claims - -3 from a nuclear 1n01dent at the
Susquehanna station is limited .. .out $8.9 billion. PP&L is protected
against this 1liability by a combination of commercial insurance and an-
industry assessment program. In the event of a nuclear incident at any of
the reactors covered by The Price Anderson Amendments Act, PP&L could be
assessed up to $151 million per incident, payable at a rate of $20 million
per year, plus an additional 5% surcharge, if applicahle.

Environmental Matters
CAir

The Clean;,Alr Act deals, in part, with acid rain, attainment of

- federal ambient ozone standards and toxic air emissions. PP&L has complied
~ with the Phase I acid rain prov:i . .ne requlredvto be implemented by 1995 by
~installing continuous emission ... .rs on all units, burning lower sulfur

coal and installing low nltrogen ox1d° burners on certain units. To comply
with the year 2000 acid rain provisions, PP&L plans to purchase lower

~sulfur coal and use banked or purchased emission allowances instead of
' 1nstalllng FGD on its wholly-owned units. ,

PP&L has met the initial ambient ozone requlrements of the Clean air
Act by reducing nitrogen oxide emissions by 40% through the use of low

‘nltrogen oxide burners. Further seasonal (i.e., 5 month) nitrogen oxide

reductions to 55% and 75% of pre-Clean Air Act levels f£5r 1999 and 2003,

"respectxvely, are specified under the Northeast Ozone  Transport Region's

Memorandum of Understanding. The PA DEP is finalizing regulatlons which
requlre PP&L to reduce its ozone seasonal NOy by 57% beginning in 1999.

The Clean Air Act requires the EPA to study the health effects of

~hazardous air emissions from power plants and other sources. In this

regard, in November 1996 the EPA proposed new national standards for
ambient levels of ground-level ozone and fine pavhisulates. The new
standards, if implemented, may result in the EPA mwniaﬁ;sy additional NOy
and SOz reductions from utility boilers in the 20¢5-Z..7: timeframe. NOy
reductions to meet the new ozone standard are likely to be in the range of
the 75% seasonal NOy reductions that are specified under the Memorandum of
Understanding in 2003 and beyond. However, to meet the new fine
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particulate standards, the EPA may mandate additional SO0z reductions
significantly greater than those now planned for the acid rain program and
extend the NOy reductions required by the Memorandum of Understanding from
seasonal to year-round.

Expenditures to meet the Memorandum of Understanding requirements for
1999 are included in the table of projected construction expenditures in

‘the Review of the Financial Condition and Results of Operations under the

caption "Financial Condition = Capital Expenditure Requirements" on page 32
of the 1996 Form 10-K. PP&L currently estimates that additional capital
expenditures and operating costs for environmental compliance under the

 Clean Air Act will be incurred beyond 2001 in amounts which are not now

determinable but which could be material.

Water and Residual Waste
. DEP residual waste regulations set forth requirements for existing ash
basins at PP&L's coal-fired generating stations. To address these DED
requlations, PP&L has installed dry fly ash handling systems at most of its

power stations, which eliminate the need for ash basins. 1In other cases,
- PPSL has modified the exi.ting facilities to allow continued operation of

the ash basins under a new DEP permit. Any groundwater contamination
caused by the basins must also be addressed. Any new ash disposal facility

- must meet the rigid siting and design standards set forth in the

regulations.

Groundwater degradation related to fuel oil leakage from underground
facilities and seepage from coal refuse disposal areas and coal storage
piles has been identified at several PP&L generating stations. Remedial
work is substantially completed at two génerating stations. At this time,
there is no indication that remedial work will be required at other PP&L
generating stations. :

The current Montour station NPDES permit contains stringent limits for
certain toxic metals and increased monitoring requirements. Depending on
the results of toxic reduction studies in progress, additional water
treatment facilities may be needed at this station.

Capital expenditures through the year 2001 to comply with the residual
waste regulations, correct groundwater degradation at fossil-fueled
generating stations, and address waste water control at PP&L facilities are
included in the table of construction expenditures in the Review of the

~ Financial Condition and Results of Operations under the caption "Financial
~ Condition = Capital Expenditure Requirements" on page 32 of the 1996 Form
- 10-K. In this regard, PP&L currently estimates that $12 million of

additional capital expenditures may be required in the next four years and
$67 million of additional capital expenditures could be required beyond the

~year 2001. Actions taken to correct groundwater degradation, to comply

with the DEP's regulations and to address waste water control are also
expected to result in increased operating costs in amounts which are not
now determinable but could be material.

Superfund and Other Remediation

__ PP&L has signed a consent order with the DEP to address a number of
sites where PP&L may be liable for remediation of contamination. This may
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include potential PCB contamlnatlon at certain PP&L substatlons and pole
sites; potential contamination at a number of coal gas manufacturing
facilities = formerly owned and operated by PP&L; and oil or other
contamination which may exist at some of PP&L's former generating
facilities. : ‘

At June 30, 1997, PP&L had accrued $9.4 mllllon,;representlmg the
amount PP&L can reasonably estimate it will have to spend to remediate
sites involving the removal of hazardous or toxic substances including

those covered by the consent order mentioned above.  Future cleanup or

remediation work at smtes currently under review, or at sites not currently

‘identified, may result in material additiocnal operating costs which PP&L

cannot estlmate at this time. In addition, certain federal and state
statutes, including Superfund and the Pennsylvanla Hazardous Sites Cleanup
Act, empower certain dovernmental agencies, such as the EPA and the DEP, to
seek compensation from the responsible parties for the lost value of
damaged natural resources. The EPA and the DEP may file such compensation
claims against the parties, including PP&L, held respon51ble for cleanup of
such sites. Such natural resource damage claims against PP&L could result

‘1n»mater1al additional liabilities.

~ Other Environmental Matters

‘In addition to the issues discussed above, PP&L may be required to
modify, replace or cease operatlng certain facilities to comply with other

‘statutes, regulations and actions by regulatory bodies or courts 1nvolv1ng

environmental matters, including the areas of water and air quality,
hazardous and solid waste, handling and disposal, toxic substances and
electric and magnetic fields. In this regard, PP&L also may incur capital
expenditures, operating expenses and other costs in amounts which are not
now determinable, but which could be material.

Loan Guarantees of Affiliated Companies ,
PMDC has guaranteed a subsidiary's pro rata share of the outstandlng

~portion of certain debt issuances of an affiliate. At June 30, 1997, $14
-million of such loans were guaranteed by PMDC. PMDC's guarantee is

-~ eypected to increase to $20 million during 1998, as the affiliate draws
~down the balance of 1ts debt facility. ,

In addition, Spectrum has a %1 million line of credlt which is
guaranteed by PP&L Resources.

‘Employee Relations

As of June 30, 1997, PP&L had a total of 6,359 full-tlme employees.
Approxxmately 65 percent of these employees were represented by the IBEW.
The previous three-year agreement with the IBEW expired in May 1997, and

_ PP&L and the IBEW agreed to extend all provisions of that labor agreement

through May 1998.
11. New Accounting Standards
During 1997, the FASB issued SFAS 128, Earnings Per Share; SFAS 129,

-Disclosure of Informatlon. about Capital Structure, SFAS 130, Reporting

Comprehensive Income; and SFAS 131, Disclosures Abeut Segments of an
Enterprise and Related Information. SFAS 128, SFAS 125, and SFAS 131 are

effective for financial statements issued for perlods eﬁdlng after December

15, 1997. SFAS 130 is effective in 1998. The adoption of these statements
is not expected to have a significant impact on PP&L Resources' or PP&L's
financial statements.

- 22 -




PP&L Resources, Inc. and Pennsylvania Power & Light Company

Item 2. Management's Discussion and Analysis of

Financial Condition and Results of Operations

Certain statements contained in this Form 10-Q  concerning
expectations, beliefs, plans, objectives, goals, strategies, future events
or performance and underlying assumptions and other statements which are
other than statements of historical facts, are "forward-looking statements®
within the meaning of the federal securities laws. Although PP&L Resources
and PP&L believe that the expectations reflected in these statements are
reasonable, there can be no assurance that these expectations will prove to
have been correct. These forward-looking statements involve a number of
risks and uncertainties, and actual results may differ materially from the
results discussed in the forward-looking statements. The following are
among the important factors that could cause actual results to differ
materially from the forward-looking statements: state and federal
regulatory treatment, especially the PUC's disposition of PP&L's April 1,

',1997 restructuring filing; new state or federal legislation; national or

regional economic conditions; weather variations affecting customer usage;
competition in retail and wholesale power markets; the need for and effect
of any business or industry restructuring; PP&L Resources' and PP&L's
profitability and 1liquidity; new accounting requirements or hew
interpretations or applications of existing requirements; system conditions
and operating costs: performance of new ventures: political, regulatory or
economic conditions in foreign countries; exchange rates; and PP&L
Resources' and PP&L's commitments and liabilities. Any such forward=-

-looking statements should be considered in light of such important factors

and in conjunction with PP&L Resources' and PP&L's other documents on file
with the SEC.

The financial condition and results of operations of PP&L are
currently the principal factors affecting the financial condition and
results of operations of DPP&L Resources. All fluctuations, unless
specifically noted, are primarily due to activities of PP&L. All
nonutility operating transactions are included in "Other Income and

(Deductions) = Net" on the PP&L Resources'! Consolidated Statement of

Income. This discussion should be read in conjunction with the section
entitled "Review of the Financial Condition and Results of Operations of
PP&L Resources, Inc. and Pennsylvania Power & Light Company" in PP&L

~Resources' and PP&L's Annual Report to the SEC on Form 10-K for the year

ended December 31, 1996.

_ Terms and abbreviations appearing in Management's Discussion and
Analysis of Financial Condition and Results of Operations are explained in
the glossary.

Results of Operations

The fcl;owing discussion explains material changes in principal items
on the Consolidated Statement of Income comparing the three months and six
months ended June 30, 1997, to the comparable periods ended June 30, 1996.

The Consolidated Statement of Income reflects the results of past
operations and is not intended as any indication of the results of future
operations. Future results of operations will necessarily be affected by
various and diverse factors and developments. Furthermore, because results
for interim periods can be disproportionately influenced by various factors
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and developments and by seasonal variations, the results of operations for

interim perlods are not necessarily 1nd1cat1ve of results oxr trends for the
year.

Earnings
' Comparlson of Earnings - June 30 ,
Three Months Ended  Six Months Ended

1997 ; 1!996 19897 1996
Earnings per share - excludlng ‘ R : S =
~ weather variances $.39  $.36 $1.15  $1.05
Weather variances on billed sales  _ .02 (0.04) 0.06
kEarnlngs per share - reported $.39 $.38 §1,1 ~$1.11

: Earnings per share, excluding weather variances, 1mproved by $ 03 for
the three months ended June 30, 1997, and by $ 10 for the first six months
of 1997, when compared w1th\the same perlods in 1996. Earnings improvement.
for these periods, on a weather-normalized basis, was primerily the net
effect of the following: ' BT

“June 30, 1997 vs. June 30, 1996
Three Months Six Months
"Ended o “Ended
(per share)

o Higher base rate revenues, due to unbilled
revenues and mocderate growth in weather=

normalized sales; $ ; $0.04
o Net reduction in revenues due to the ; ; e ‘ ,

phase~down of the contract with JCP&L; (0.02) : (0.05)
o Higher PMDC earnings, primarily from SWEB; 0.02 ‘ 0.05

o Higher other operating revenues, primarily
due to increased sales of reservation of

electrical output to other utilities; - 0.03 0.05
o Decrease in preferred dividends, net of :
distributions on preferred securities; 0.02 0.02
. 0 Higher depreciation expense due to plant B
additions; and (0.01) (0.02)
o Other (0.01) - _0.01
' Earnings Improvement ‘ $0.03 . %010

The reduction in contractual bulk power sales to JCP&L and other majoxr
utilities will continue to adversely affect earnings over the next few
years. PP&L has increased its efforts to sell this returning energy and
capacity on the opeéen market; hOWever, the prlce ‘received for this capacity
and energy on the open market is currently less than the amount rece1Ved
pursuant to the contract.

In addition, the Customer Choice Act, enacted to restructure the
. state's electric utility industry to create retail access to a competitive
market for generation of electricity, could have a wmajor impact on the
future financial performance of PP&L. See "PUC Restructuring Proceeding"
- for additional information. :
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 attr1butab1e to the following:

s & . . e . . P

In July 1997, the new Labour government in the United Xingdom

7 announce&\lts,budget proposals, which include a windfall profits tax on the

privatized utilities in the U.K. Based on prellmlnary estimates and PMDC's
25% ownership 1nterest in SWEB, PP&L Resources would incur a one-time
charge against earnings of about 24 cents per share. PP&L Resources
expects to record this charge in the third quarter of 1997. See Financial
Note 8 for additional information on the windfall profits tax.

Electric Energy Sales
The increase (decrease) in PP&L's electric energy sales was

June 30, 1997 vs. June 30, 1996
Three Months : Six Months:
Ended Ended
‘ (Millions of Kwh)

Service Area Sales:

~ Regidential : : (57) , (424)
Commercial ' 22 ‘ {42)
“Industrial : 54 ‘ -~ 161
Other ‘ {8y (143

Total Service Area Sales 14 {319}
Wholesale Energy Sales 716 ' . i,116
 Total | - 730 797

Service area sales of 7.5 billion kwh for the three months ended June

'3&, 1997 -were essentlally unchanged from the same period in 1996. If

normal weather conditions had been experienced in both the second quarter

of 1996 and 1997, service area sales would have 1ncreased by about 117
_mxli;on kwh, or 1.6%, over the same period of 1996.

Sarvice area sales were 16.4 billion kwh for the s1x months ended June

30, 1997, a decrease of 319 million kwh, or 1.9%, from the first six months

of 1996. This change was primarily due to a mild winter heating season in
1997 when compared to 1996. Sales to the Residential and Commercial

~classes declined by 6.5% and 0. 8%, respectively, for the perlod, and
~Industrial sales increased by 3.3%. Under normal weather conditions
- service area sales would have increased by about 179 mllllon kwh, or 1.1%,

over<the ‘same permod of 1996.

Wholesale energy sales, which includes sales to other utilities and

. energy marketers, through contracts, spot market transactions or power pool

arrangements, were 4.3 billion kwh for the three months ended June 30,
1997, an increase of 716 million kwh, or 19.8%, from the same period cf
19948, désplte the reduction in PP&L's contractual bulk power sales to
JCP&L. This increase was prlmarlly the result of thHe increased spot market
transactions. For the six months ended June 30, 1997, the increase in

wholesale energy sales was 1.1 billion kwh, or 15.9%.

Ujdpeﬁating Ravehues‘

The 1ncrease in total operatlng revenues was attributable +to the

kfbl&OWlnga
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;kBase Rate Revenues . Serv1ce Area Sales

‘Unbilled revenues ; 2y 7
Weather effect « » (8) .. o (39)
. Wholesele Revenues | gRE i
~ Energy and capacity ‘ . 12 21
‘Reservatlon charges and other : 8 14
Other | 2 : 3
) s17 0 814

June 30, 1997 vs. June 30, 1996

Three Months SlX Months
~ Ended S ‘Ended
(M:L:l,llons of Dollars)

Sales volume and sales mix - D S 5 - % 8. k

Operatlng revenues :anreased by $17 mlll:..on, or 2. 50, during +the f‘th:r.ee, o

months ended June 30, 1997, from the same period in 1996. Revenue from
sales of energy and capacity to wholesale customers increased by 812

g million over the prior year, despite the phase-—down of the capac:xty and

ex i'energy dgreement with JCP&L. These results continue to reflect PP&L'

. increased emphasn,s on competing ln wholesale markets. This emphasis is
| ~also reflected in the increase in revenues from the sales of capacity
credits, reservation charges and transmission entitlements in ‘the second

revenue ga:ms by about $8 million.

quarter of 1997. Moderate sales growth to PUC and FERC jurisdictional
customers also contributed to ‘the increase in revenues.  Mild weather
patterns in the second quarter of 1997, in comparlson to 1998, offset these

Operatlng revenues increased by $14 mllllon, or 1. 0%, during the six

o _months ended June 30, 1997, when compared ‘with the first half of 1996.
. Revenue increases are attrlbutable to the same factors identified above for
- the second quarter, as well as hlgher unbilled revenues. However, weather

- caused an even more unfavorable impact during the six months ended June 30,

1997, versus June 30, 1996. Weather changes, most notably the extremely
“cold winter in 1996 versus a mild winter m 1997 decreased revenues by
‘about $39 mlll.aon for this pericd. , S e T

,?ncf Res:bructurz.ng Prcceed:.ng

~In December 1996 Pennsylvarnia enacted the Customer Cho:l.ce Act to

restructure its electrlc utility industry in order to create retail access

' to a competitive market for the generatlon of electricity. 1In accordance
- with that legislation, PP&L filed its restructurlng plan with the PUC on
“‘Apml 1, 1997. Numerous partles have intervened in this proceeding. The
«PUC is reqm.red to take action on PP&L's flllng by January 1998, ‘ e

: Under the Customer Choice Act the PUC is authorized to determlne the,
amount of PP&L's stranded costs to be recovered through a non—bypassable
- competitive transition charge (CTC) to be paid by all }:-’Ucujurlsdictlonal
customers who receive transmlsslon and distribution service from PP&L.
. Stranded costs are defined in the Customer Choice Act as "generatlon-? ’
- related costs... which would have been recoverable under a regulated
environment but which may not be recoverable in a competitive gene:rata.on
- market and which the PUC determmes wall remaln :Eollow:mg mlt;ngatn.on by thek :
: electr:.c utlllty." ‘ ;
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PP&L's vrestructuring plan includes a claim of $4.6 billion for
stranded costs.  Pursuant to the Customer Choice Act, this claim is
comprised of the following categories: :

1. ~Net plant investments and costs attributable to existing
generation plants and facilities, disposal of spent nuclear fuel,
retirement costs attributable to existing generating plants and
employee~related transition costs:

2. Prudently incurred costs related to the cancellatioh, buyout,

~ buydown or renegotiation of NUG contracts:; and

3. Regulatoty assets and other deferred charges typically
recoverable under current regulatory practice and cost obligations
under PUC-approved contracts with NUGs.

The following are the components of PP&L's stranded cost clainm

included in its rebuttal testimony filed with the PUC in August 1997 (a net
increase of $30 million from the amount included in PP&L's April 1997

filing) ¢

, ' ' Amount
Category of Stranded Cost (Millions of Dollars)
Nuclear Generation(a) $2,873
Fossil Generation(a) 757
NUG Contracts 657
Regulatory Assets 354

$4,641

(a) Includes deferred income taxes relaﬁed.ﬁa genération assets.

In determining the appropriate amount of stranded cost recovery, the
Customer Choice Act requires the PUC to consider the extent to which an

~ electric utility has taken steps to mitigate stranded costs by appropriate

means that are reasonable under the circumstances. Mitigation efforts
undertaken over time prior to the enactment of the Customer Choice Act are

- to be considersd of equal importance by the PUC in determining an electric
~utility's stranded costs as actions taken after the passage of the Customer

Choice Act. In its restructuring plan, PP&L described its extensive
efforts to mitigate its stranded costs, resulting in a reduction in its
stranded cost claim of over $1 billion.

In July 1997, testimony was filed by eleven other parties in the

'restructuring proceeding. In this regard, the PUC's OTS recommends that

PPEL be permitted to recover $3.2 billion of its stranded costs: the PP&L

‘Industrial Customer Alliance recommends recovery of $661 million; and the

OCA recommends recovery of $383 million.  Under Pemnsylvania law, in
proceedings before the PUC, the OCA and the OTS have advocacy roles.

- Testimony filed by the OCA and OTS carries no more weight than testimony

filed by any party in the proceeding.

Evidentiary hearings in this matter will be held in late August. A

 recommended decision from the Administrative Law Judge hearing the case is

expected by mid-November, with a final PUC order due in January 1998. PP&L
cannot predict the outcome of this proceeding. :

The ultimate impact of the Customer Choice Act on PP&L's financial
healthﬁwill depend on numercus factors, including: ’

e P




1. The amount of stranded cost recovery approved by 'the PUC, the

- PUC's overall treatment of PP&L's filing and the effect of the rate cap
"1mposed under the prov1slons of the Customer Choice Act:

2. The actual market price of electrlclty over the transmtlonhperlod'
3. Future sales levels; and

4. The extent to which the regulatory framework establlshed by the
Customer Choice Act will continue to be applied.

Under the Customer Choice Act, PP&L's rates to PUC—jurlsdlctlonal

customers are capped at the level in effect on January 1, 1997 through mld—,yt
2001 for transmission and distribution services and through the year 2005

for generation customersa By applying the CTC proposed in its
restructuring plan (which is restricted by the rate cap) through the year

2005, PP&L anticipates collecting approx1mately $4 billion of its stranded
costs. Based on these projections, the remaining $600 million would be

reflected as lower cash flow to PP&L after the transition perlod than would‘
have ocourred with continued regulated rates. ,

_In this regard it should be noted that PP&L's stranded cost clalmo‘
included in the restructuring plan is based on .a projection of future
market prices and assumes a significant portlon of PP&L's stranded costs

‘w111 be recovered by way of increased market prices for electrlclty. This.
‘increase may or may not occur. To the extent that the market price of

electricity does not increase as projected, or other prOJectlons such as
future sales levels do not actually occur, PP&L could experience a lower

~recovery of stranded costs.

If the PUC permlts full recovery of PP&L's stranded oosts, lncludlngr‘

Cfull. recovery of all regulatory assets and above—market NUG ¢costs over the

transition period, PP&L estimates that its net income over the tran51t10n ;
perlod would be reduced by about 5% of progected net income. ; ‘

However, the pUC may make adjustments to components or assumptlons

included in the restructuring plan that could have an adverse effect on the

amount of the CTC or the categories of stranded costs that are recoverable

through the CTC. As a result of these uncertainties, PP&L cannot determine
whether and to what extent it may be subject to a write-off or a reduction

in earnings until the PUC issues an order with respect to the restructuring
plan. Based on the substantlal amounts involved in the restructuring plan, :
should PP&L be required to incur a write-off, it could be material in
amount. Accordingly, PP&L is unable to predict the ultimate effect of the
Customer Choice Act or the PUC's disposition of the restructuring plan on

"~ its financial position, results of operation or its need or ablllty to
issue securities to meet future capital requ1rements. o

The Customer Choice Act permlts the issuance of "transition bonds"

~kseour1tlzed by CTC revenues to finance the payment of stranded costs. PP&L

is considering whether to seek to securitize some portlon of its stranded
cost claim, Whlch would requlre the approval of the PUC in a quallfled ‘rate o

: order.

In a related matter, certain partles filed suits in March 1997 in

C,Pennsylvanla Commonwealth Court challenglng the constltutlonallty of the
“Customer Choice Act. PP&L has intervened in this oroceedlng in support of
- the Customer Choice Act. ~ o
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Rate Matters

_ Reference is made to PP&L Resources' and PP&L's Annual Report to the
SEC on Form 10-K for the year ended December 31, 1996, regarding the PUC
Decision. = The OCA appealed three issues from the PUC Decision to the
Pennsylvania Commonwealth Court. In May 1997, the Commonwealth Court
issued its opinion on the OCA's appeal.

The first issue was the recovery of deferrals under SFAS 106. PP&L
had requested recovery of $27 million of increased costs for post~
retirement benefits caused by the change to accrual accounting of those
costs under SFAS 106. The PUC had allowed this recovery, and the
Commonwealth Court upheld the PUC's decision.

The second issue was the recovery of $19 million of carrying charges
and operating expenses incurred from the date of commercial operation of
Susquehanna Unit 2 until the plant was recognized in rates. DPP&L had
‘requested recovery of those costs to be amortized over ten years. The PUC
“had allowed this recovery, and the Commonwealth Court upheld the PUC's
decision. ‘ ; :

The third issue was the recovery of Gross Receipts Tax (GRT) on
uncollectible revenues. PP&L had requested an allowance for GRT on the
full amount of revenue approved by the PUC, while the OCA had proposed a
$745,000 adjustment to disallow GRT on revenues that PP&L will not be able
to eollect. The PUC had rejected the OCA's proposed adjustment. The
Commonwealth Court reversed the PUC and remanded that issue to the PUC for
recalculation of the allowance.

In June 1997, the OCA filed a petition for allowance of appeal with
the Pennsylvania Supreme Court requesting review of the Commonwealth
Court's decision on the SFAS 106 issue. PP&L and the PUC have filed briefs
opposing the OCA's petition. This is not an appeal of right and the
Supreme Court has the discretion to grant or deny the OCA's request for
review. PP&L cannot predict the final outcome of this matter.

- In January 1996, PP&L filed a request with the FERC to incorporate a
change in the method of calculating depreciation under its contracts with
four major electric utility customers (Atlantic, BG&E, JCP&L, and UGI).
PP&L also sought to increase the charges to those customers for nuclear
decommissioning costs. A settlement of this case wasg approved by the FERC
in June 1997, under terms which have no material effect on PP&IL.

‘Power Purchases

Purchased power for the three and six months ended June 30, 1997
increased $30 million and $55 million, respectively, over the comparable
periods in 1996. These increases were primarily due to greater quantities
of power purchased from other utilities to meet planned and unplannhed
outages at the Susquehanna station and to meet increased energy marketing
activities.

Other Operation and Maintenance Expense

, Qther operation and maintenance expenses decreased by $12 million and
$22 million, respectively, for the three and six months ended June 30, 1997
over the comparable periods in 1996. Excluding the effect of
underrecovered energy costs, operation and maintenance expenses remained
- essentially unchanged from 1996. Beginning in 1997, underrecovered energy
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‘costs are recorded as a reduction of operating expense;;Prior'to 1997,
these underrecovered costs were accrued as energy revenues.

Other Incomeé and (Deductions) = Net

v cher~income and deductions increased during the three and six months
ended June 30, 1997 when compared with the same periods in 1996. These

. increases reflect improvements in PMDC's earnings, largely due to the

~‘acqulsltion of an interest in SWEB in July 1996. The increased earnings
from PMDC were partially offset by decreases ‘in the earnings of CEP's
1nvestments.; About $99 million of CEP's investments were liquidated in the
first six months of 1997 to make funds available for other corporate
1nvestments.

Financial Condition

,Financlng ActLV1t1es
The follow1ng financings have occurred through July 31, 1997:

o From January through July 1997, PP&L Resources 1ssued $51 mllllon
of common stock through the DRIP. , ,

o In Aprll 1997, PP&L redeemed $210 million pr1nc1pal amount of four‘f
series of flrst,mortgage bonds .

o  PP&L Resources obtained 79.09% of the outStandlng preferred,stock
of PP&L pursuant to a tender offer in March and April 1997.

¢ To provide financing for a portion of this tenderf :offer, PP&L

‘ arranged for two Delaware statutory business trusts to issue a
total of $250 million of preferred; securities supported by a
correspondlng amount of junior subordinated deferrable lnterest
debentures issued by PP&L to the trusts. Specifically in April
and June 1997 the trusts issued $100 mllllon and $150 million of
preferred securities, respectively. ;

o PP&L Resources' $300 million revolving c¢redit facility was

. extended to the end of November 1997. In April 1997, PP&L
Resources repaid $35 million of the $135 borrowed under this
facility. 1In July 19297, PP&L Resources borrowed an additional $90
million to finance a portion of PMDc's purchase of a 25. Oa%
interest in Emel.

- Refer to Financial Note 7 for additional information.

Flnanc1ng and Liquidity

b The change in cash and cash equivalents for- the six months ended June
30, 1997 decreased $237 million for PP&L Resources from the comparable
“period in 1996. The reasons for this change were: ,
o A $47 million decrease in cash provided by operating activities due to

cash outflows for a refueling outage of Susgu=hanna Unlt 2 and a
- buyout of a coéntract with a non~utlllty‘generae‘f¢ : .
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o A $313 million increase in cash used in financing activities as a
result of PP&L Resources acquiring 79% of PP&L preferred stock for a
cost, including a premium and associated costs of purchase, of %380
million. fThere was also a $106 decrease in the issuance of long-term
debt and a $65 million increase in the retirement of long-term debt.
Offsetting these financing activities was the issuance of $250 million
of preferred securities.

o A $123 million decrease in cash used in investing activities due to a

few subsidiaries 1liquidating long-term investments to make funds

available for other investments.

' PP&L's projected internally generated funds would be sufficient to

pernit PP&L to retire about $550 million of its long-term debt during 1998-

. Outside financing, in amounts not currently determinable, or the
liquidation of certain financial investments, may be required over the next
five years to finance investment opportunities in worldwide energy projects
by PMDC. ,

?iﬁancial Indicators

- The ratio of pre-tax income to interest charges remained unchanged at
3.8 for the six months ended June 30, 1997, compared to the same period in
1996, The annual per share dividend rate on common stock was also
unchanged at $1.67 per share. The ratio of the market price to book value
of common stock was 116% at June 30, 1897, compared with 142% at June 30,

1996.

Unregulated Investments

PMDC continues to pursue opportunities to develop and acquire electric
generation, transmission and distribution facilities in the United States
and abroad.

As of June 30, 1997, PMDC had investments and commitments in the
amount of approximately $370 million in distribution, transmission and

generation facilities in the United Kingdom, Bolivia, Peru, Argentina,
 Spain, Portugal and Chile. PMDC's principal investments to date are in

SWEB and Emel. Refer to Financial Note 8 for information regarding the

~effect of the U.K.'s windfall profits tax on SWEB.

In July 1997, PMDC purchased a 25.05 percent interest in Emel for
approximately $115 million. Emel is a Chilean holding company that has
majority interests in six electric distribution companies loeated in Chile
and Bolivia. Emel's electric distribution company holdings make it the
third largest distributor of electricity in Chile and the second largest in
Bolivia, serving a total of 535,000 customers in those countries.
Contemporaneously with financial closing, which occurred in July 1997, PMDC
entered into a shareholders' agreement that enables PMDC and another major

‘shareholder, Las Espigas Group, to control Emel's board of directors. The

$115 million puxchase price is included in the $370 million of investments
and commitments discussed above.

PP&L Resources' other unregulated subsidiary, Spectrum, offers energy-

related products and services to PP&L's existing customers and to others

cutside of PP&L's service territory. Other subsidiaries may be formed by

PP&L Resources to take advantage of new business opportunities.
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; There have been no material changes related to PP&L Resources’ or
PP&L's commitments and contingent liabilities since the companles filed
their joint 1996 Form 10-K, except for the discussions in Financial Note 10
== "Coommitments and Contingent ILiabilities" regarding loan guarantees of
affiliated companies and employee relations. o

Commitments and Contingent Liabilities

Increasing Competition
Backqround

The electric utlllty industry has experienced and will continue to
~experience a significant increase in the level of competition in the energy
supply market. PP&L has publicly expressed its support for full customer
choice of electricity suppliers for all customer classes. PP&L is actively
involved in efforts at both the state and federal levels to encourage a
- smooth transition to full competltlon. PP&L believes that this transition
to full competition should provide for the recovery of a utility's stranded
costs, whlch are generation-related costs that traditionally would be
recoverable in a regulated environment but which ‘may not be recoverable in
a competltlve electric generatlon market. ;

Pennszlvanla Activities

Reference is made to "PUC Restructurlnq Proceedlng“ for a discussion -
of PP&L's April 1997 filing of its restructur;mg plan pursuant to. the
Customer Choice Act.

PP&L has filed a proposed retail access pilot program with the PUC in
accordance with the applicable provisions of the Customer Choice Act and
‘PUC guidelines. Under its pilot program, approximately 54,000 PP&L
residential, commercial and industrial customers -—= representlng about 5%
of PP&L's average annual peak load -- will have an opportunity to purchase
_energy and capacity from alternative suppllers. - PP&L will provide all
transmission and distribution, customer service and back-up energy supply
services to participating customers. only those alternative suppliers
licensed by the PUC and in compliance with the state tax obligations set
forth in the Customer Choice Act may participatefin the pilot programs.

: In May 1997, the PUC issued a preliminary opinion and order approV1ng

andAreVLSlng PP&L's proposed pilot program. PP&L has filed comments to the
Commission's prel;mlnary' order. The other major electric utilities in
Pennsylvania received similar preliminsry orders and filed comments. A
number of the major partles entered into a joint settlement agreement
resolving all of the issues in these proceedings. Although not signatories
to the joint settlement agreement, the O0CA and the OSBA filed letters
indicating that they did not object to it. Several alternative suppliers
and an environmental group have opposed the settlement. Evidentiary
- hearings have beenkheld regarding the reasonableness of the settlement and
' a PUC final order is expected by the end of August. ~ :

, In June 1997, the PUC approved PP&L's application for a license to act
as an electric generation supplier. This license will permit PP&L to
participate in the various retail access pilot programs of other

Pennsylvania utilities presently under review by the PUC. i
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Federal Activities

‘ Legislation has been introduced in the U.S. Congress that would give
all retail customers the right to choose among competitive suppliers of
electricity as early as 2000.

In addition, in April 1996 the FERC adopted rules on competition in
the wholesale electricity market primarily dealing with open access to
transmission lines, recovery of stranded costs, and information systems for
displaying available transmission capability (FERC Orders 888 and 889).
These rules vrequired all electric utilities to file open access
transmission tariffs by July 9, 1996. The rules also provided that
utilities are entitled to recover from certain wholesale requirements
customers all "legitimate, verifiable, prudently incurred stranded costs.®
The FERC has provided recovery mechanisms for wholesale stranded costs,
including stranded costs resulting from municipalization. Wholesale
contracts signed after July 11, 1994 must contain explicit provisions
addressing recovery of stranded costs. For requirements contracts signed

before that date, a utility may seek recovery if it can show that it had a

reasonable expectation of continuing to serve +the customer after the
contract term. Finally, the rules required that power pools file pool=wide
open 4access transmission tariffs and modified bilateral coordination
agreements reflecting the removal of discriminatory provisions by December

31, 1996.

In July 1996, PP&L filed the open access transmisgsion tariff required

by FERC Order 888. Under the new FERC rules, that tariff became effective

on July 9, 1996, subject to refund. The non-rate terms and conditions of
that tariff were accepted by FERC. Several parties moved to intervene and
protested the new rates. On July 31, 1997, FERC rejected PP&L's rates and
ordered that the pre-existing rates, which had been placed into effect on
May 27, 1996, be inserted into the tariff. '

In March 1997, the FERC issued Orders 888-A and 889-A. Among other
things, these orders required utilities to make certain changes to the non=
rate terms and conditions of their open access transmission tariffs. 1In
July 1997, in compliance with Order 888-A, PP&L filed a revised open access
transmission tariff. PP&L also requested in that filing that FERC approve

. certain transmission tariff rate changes. The FERC has not yet acted on

that filing. ~

Under the new rules, 16 small utilities which have power supply
agreements with PP&L signed before July 11, 1994, requested and were
provided with PP&L‘'s current estimate of its stranded costs applicable to
these customers if they were to terminate their agreements in 1999. Based
upon a formula set forth in FERC Order 888 and applicable only to wholesale

- requirements customers, and based upon data unique to the agreements

between PP&L and these customers, PP&L estimated that the stranded costs
associated with service to these wholesale customers would be approximately

$125 million. As a result of a protest by these parties against such

recovery, hearings were conducted at FERC in March 1997 and June 1997
regarding PP&L's right +to recover these stranded costs. Further

 proceedings in this matter have been suspended pending the negotiation and
~approval by the FERC of a settlement with these customers.

~In December 1996, the PJM companies submitted a compliance filing with
the FERC, which proposed a pool-wide pro forma transmission tariff and a
revised interconnection agreement and transmission owners agreement
designed to accommodate open, non-discriminatory participation in the pool.
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FERC accepted the PJM tariff and proposed rates, subject to refund, and
they went into effect on March 1, 1997. In June 1997, all of the PJM
companies, except PECO, filed with the FERC proposals to amend the PIM
tariff and restructure the PJM pool. PECO filed a separate request with
~the FERC to amend the PIM tariff and restructure the PJM pool,. The FERC
has not yet acted on these filings. ;

In July 1997, FERC accepted a new wholesale power tarlff that permlts
- PP&L to sell capacmty and energy at market-based rates, both inside and
‘outside the PJM area, subject to certain conditions. This tariff allows.
PP&L, to become more active in the wholesale market with utilities and other
entities, and removes pricing restrictions which in the past had limited
PP&L to charging at or below cost-based rates. ,
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o PP&L, REBOURCES, INC. AND
PENNSYLVANIA POWER & LIGHT COMPANY AND SUBSIDIARIES

PART II. OTHER INFORMATION
ftenm 1.  Legal Proceedings

 Reference is made to Notes to Financial Statements for information
concerning rate matters. ;

iteh,4éu.8ubmissien of Matters to a Vote of Security Helders

At PP&L Resources' Annual Meeting of Shareowners held on April 23,
1897, the shareownerss :
(1) Elected all four nominees for the office of director. The vote
for all nominees was 125,074,853. The votes for individual nominees
- Were as follows: .

Number of Votes

For Withhold Authority
E. Allen Deaver 123,958,177 ' 3,294,214
Nance K. Dicciani 123,932,317 3,320,074
Elmer D. Gates 123,538,150 3,714,241
Norman Robertson 123,760,294 3,492,097

The vote to withhold authority for all nominees was 2,177,538.
(2) Ratified the appointment of Price Waterhouse LLP as independent
auditors for year ended December 31, 1997. The vote was 124,872,330

in favor and 1,169,088 against, with 1,210,973 abstaining.
At PP&L's Annual Meeting of Shareowners held on April 23, 1997, the
shareowners: ‘

(1) Elected all four nominees for the office of director. The vote
for all nominees was 160,565,641. The votes for individual nominees

were as follows: - :

Number of Votes

Fox Withhold Authority
E. Allen Deaver 160,570,090 5,849
Nance K. Dicciani 160,569,761 | 6,178
Elmer D. Gates 160,568,987 6,952
Norman Robertson 160,569,566 ‘ 6,373

The vote to withhold authcrity for all nominees was 5,849.

(a) Exhibits

27 = Financial Data Schedule
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 ‘(b) Reports on Form S—K o BN R

Report dated Abrll 2, 1997 and Mav 2 .1997

2 Ttem 7} Flnanc1al Statements, Pro Forma Flh&hClal Infbrmatlon‘
- and Exhlblts

5 o Informatlon regardlng PP&L's restructuring plan flled Wlth the PUC
- pursuant to the provisions of Pennsylvanla's Customer ChOlca<Act; E

Pegort dated June 30, 1997
itém 5. -Other Events

Informatlon regardlng PP&L ReSOurces‘ acquisition of Penn‘Fnel"

~ Gas, Inc.
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Glossary of Terms and Abbreviations

Atlantic «~ Atlantic City Electric Company

BO&E ~ Baltimbre Gas & Electric¢ Company

CEP (CEP Group, Inc.) =~ a wholly-owned subsidiary of PP&L ;

Clean Air Act (Federal Clean Air Act Amendments of 1990) - legislation

passed by Congress to address environmental issues including acid rain,
ozone and toxic air emissions

eTe - Competitive transition charge

customer Choice Act - Electricity Generation Customer Choice and
Competition Act

DEP ~ Pennsylvania Department of Environmental Protection

DRIP (Dividend Reinvestment Plan) - program available to shareowners of
PP&L Resources' common stock and PP&L preferred stock to reinvest dividends

in PP&L Resources' common stock instead of receiving dividend checks
 BITF - Emerging Issues Task Force

- Emel ~ Empresas Emel, S.A., a Chilean electric distribution holding company'

EPA - Environmental Protection Agency

FASB (Financial Accounting Standards Board) - a rulemaking organization

~ that establishes financial accounting and reporting standards

FGD -~ Flue gas desulfurization equipment installed at coal-fired power

‘plants to reduce sulfur dioxide emissions

FERC (Federal Energy Regulatory Commission) = government agency that
regulates interstate transmission and sale of electricity and related

" natters

GRT ~ Gross Receipts Tax

IBER -~ International Brotherhood of Electrical Workers

. Jopsn - Jersey Central Power & Light Company

Major utilities - Atlantic, BG&E and JCP&L

NOy - Nitrogen oxide
NPDES - National Pollutant Discharge Elimination System |
NUG (Non-Utility Generator) - generating plant 'not owned by regulated

utilities. If the NUG meets certain criteria, its electrical output must
be purchased by public utilities as required by PURPA.

OBBA -~ Office of Small Business Advocate

OCA - Pennsylvania Office of Consumer Advocate
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PCB (Polychlorlnated Biphenyl) = addltlve to 0il used in certaln eleotrlcal
equlpment up to the late 1970s. Now classified as a hazardous chemical.

'EECO,~ PECO Energy‘company

| PFG - Penn Fuel Gas, Inc.

PJM (Pennsylvanla - New Jersey ~ Maryland Interconnectlon ASSOClatlon)

Mid-Atlantic power ‘pool consisting of 11 operatlng electric utllltles, H,~'

1ncludlng PP&L

FMDC (PoWer' Markets Develcpment Company) - PP&I. Resourcas* unregulated
subsldlary formed to invest in and develop world-wmde power markets

pvan - Pennsylvanla iner & Light COmpany

PREL Resaurces (PP&L~Resources, Inc,) =  parent holding company of PF&L;k7

?MDC'and Spectrum

'preferre& securities - company~obligated mandatorily-redéemablé préferred°‘
k,securltles ; , ; R

- POC (Pennsylvanla Public ‘Utlllty Comm1551on) - agency that regulates ‘jk’
:certaln ratemaklng, accguntlng, and operatlons of Pennsylvanla utllltles ‘

PUC Decision - final order issued by the PUC on September 27 1995
_pertaining to PP&L's base rate case filed in Descember 1994 L

- 8EBC - Securities and Exchange Commission

8FAS {Statement of Financ¢ial Accountxng Standards) - accounting and -

financial reporting rules issued by the FASB

Small utllltlas - utilities subject to FERC jurlsdlctlon whose bllllngs

 include base rate charges and a supplemental charge or credit for fuel
'~costs over or under the 1evels included in hase rates :

Soz - Sulfur dlodee

Spectxum‘ (Spectrum Energy Services Corporation) - PP&L  Resources!'

;  unregulated subsidiary formed to offer energy related products and services

- Superfund - Federal and state legisiation that addresses remedlatlon of

cbntamlnated sites

SWEB - South Western Electricity Board plc, a British regional electriC"

utlllty company

UeT - UGI Corporation

U.K. - United Kingdom

-~ 38 =~
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SIGNATURE

Pursuant to the reguirements of the Securities Exchange Act of
1934, the Registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized. The signature for each
-undersigned company shall be deemed to relate only to matters having
‘reference to such company or its subsidiary.

‘PP&L Resources, Ihc.
{Registrant) '

Pennsylvania Power & ILight Company
(Registrant)

Date: August 14, 1897 - _/s/ R, E. Hill -
; R. E. Hill
Senior Vice President~Financial
(PP&L Resources, Inc. and
Pennsylvania Fower & Light Company)

e Asl J. J. McCabe
: J. J. McCabe
Vice President & Controller (PP&L
Resources, Inc. and Pennsylvania
Power & Light Company)



Assotiate Gensral Counsel
Tel, 610.774-4254 Fax 610,774, 5

E-mail: pecussell@pal ]

PaQRussell ) PP&L I
‘ wo: Niith, g
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. . X . N N T - R g E{;"’me i "
VIA FEDERAL EXPRESS Clad e
Noy 5 1997

November 5, 1997 s f‘j‘x}‘*”: L“;:h;f ci

James J. McNulty, Esquire

Prothonotary

Pennsylvania Public Utility Comm:ss:on ST ST,

P. O, Box 3265 BEE RN G il |

Harrisburg, Pennsylvania 17105-3265 0y | f
VN TS

KJR

| I“)‘éar Mr. McNulty*

PP&L, Inc. (“PP&L") hereby provides the followmg documents to the
Pennsylvania Public Utility Commission (PUC):

» Spectrum Energy Services Corporation Financial Statements
(Unaudited) for the Six Months Ended June 30, 1997

. o PP&L Spectrum, Inc. Financial Statements (Unaudited) for the Nine
Manths Ended September 30, 1997.

These documents are being provided to the PUC and the Office of Consumer Advo-
cate pursuant to conditions contained in the PUC’s approval of PP&L's application
for permission to establish a holding company structure (order entered on Febru-

ary 10, 1995 at Docket No A-110500F. 0206)

Please date and time-stamp the enclosed extra copy of this leﬁer and

return it to me in the envelope provided.




‘ ' ‘ ‘ ‘

Jarmes J. McNulty, Esquire -2  November 5, 1997

If you have any questions regarding the enciose'd‘document, pleaSe»

cali.

Very truly yours,

(L

- Paul E. Russel}

EncioSﬁfes»
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- SPECTRUM ENERGY SERVICES CORPORATION

FINANCIAL STATEMENTS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 1897

DATE: JULY 15, 1897
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SPECTRUM ENERGY SERVICES CORPORATION

BALANCE SHEET
JUNE 30, 1997

© ASSETS

Cash afid SaSH SQUIVAIBIIS ... uowr e sinrenssess s sensssisasasnessasmreasssssassesmassssens reaabeneans $2,929,013

- Accounts receivable. ... T O SOOI DRI PR 645,225
Federal Income taxes reCeVADIE. i sssens s ssrsssssnsrsesbese i srrsssssacnssonns 469,779
Deterred COMPENSEHON...cs st isissatsssssisesssirsissssssasarsiatb s sssnssssssssostanessssaissioressonsnte 18,383

Accumulated defizrred state IHGOME AEXES.. i vernensnmnis rersemasvaiparas AT AN e 248,344

$4,280,744

LIABILITIES AND SHAREOWNER'S INVESTMENT

Accounts payable-Pennsylvania Power & Light COMPANY.......uimsessesiississanssecasiassies $1,039,130

Accounts payable<other...cimmiii i s sttt s s s 253,187

Accrued salaries. .o ' 26,861
ACCTUR taKES ONET tNAN INCOMIG. i irviiariin i inesttisseassiesmisrssessessanes sonisavasssesnsinssst nesisissstsmsioes 19,022

Accumulated deferred federal income taxes....uau. PV SRS 76,420

- 1,415,520

SHAREOWNERS' INVESTMENT

Common Stock (100 shares of $.01 par Value); cririb e baseae A Ar s s R et 1
Additional paid it CapIaL....c. e mroirresioninesaeces ...... 4,143,953
Accumulated defiC....c it e bbbt {1,278,730)

$4,280,744

See aceompanying notes to financial statements,
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SPECTRUM ENERGY SERVICES CORPORATION

STATEMENT OF OPERATIONS
FOR THE SIX MONTHS ENDED JUNE 30,1997

Revenues
Sales...... v e ek rs et S A S s P s ans BE RSt sbenbadeshinbne ok

ETEEOEE  ocav i saosresnassusainsranensncsssshssanissismeria orrsssasiosinbossisn et s ausamises peesndonse Faanbn e Rs et dvane

Other .. e seimisena \

Expenses

PPOJBOE v euvenranarmssseninivansensins basassssinsasnssioss bssbsssinttessrorutssssobs nss sasnbens sodstsast s kb chn ebnps s bbissnbusansssisins

Administrative and General
Salaries and DENEHTS {NOIE 2). .o crivuiiaarsissrasisasssssmessississirsimissssassssssnses sess drisstshesasssesssasss
Pennsylvania Power & Light Cempany support semces (Note 2) coenths aseRtanp ke be saen RhmELRS AL
PP&L Resaurces, Inc. fees (Note 2)......... eenbe s sane st b aes RN . .
Capital StOCK aNd OHET fAXES.....uusisrsiminrinsmssinrissssinssssosesesnssansssosassbrissasssssinsisessssssnsisssasnisois
Other administrative and GENEIa. . orsomemsoiassareecns irereesenns “

LSS BofOTe [ACHIME TANXES. iricsiisimnassrssssississssbsmmiarars aisrssssanmstess irtsssessnneiesbins imsbonsossorin rnsrusss chsbin

* Income Taxes (Credits)
Current

Federal iisserssare Aarbsppasainass B U P DT S PRUOT SRS IPINCPTRPTP SR

i Edé!'ai‘uuu;uu.m..‘.-‘..... TR T T e T e N R L R Rl TP TP

Net Loss.., , eREASEveRRneathirrhtnssabhsenoats o nadheantntotRbngseeeere s bhranRaransdtbesshssas fobhALes SRS LSRR TR es

See accompanying notes to financial statements.

$2,571,042
85,059
440

2,657, 441

2,465,873

585,363
329,707
3,225
29,763
435,760

73,849,601

(1,192,250)

(417,287)

41,687

_(119,108)
{494,708)

$(697,544)




SPECTRUM ENERGY SERVICES CORPORATION

STATEMENT OF CASH FLOWS (UNAUDITED)

FOR THE SIX MONTHS ENDED JUNE 30, 1997

CASH FLOWS FROM OPERATING ACTIVITIES

NEt 1088, vceascrerisnns L \pAL b s eAR ERBR SR ARPA A Bban s cooseirininns $(697,544)
Adjustrments to reconcne net ios$ ‘ro net cash prowded by (used m) ,
operating activities: ;
Deferred COMPENSAUOM. ovvsrrssssssssssssmsmsssnesssssssassessatasssisssibsesssassenss (18,383)
Deferred income taxes......uu resseniases ROV, (77.419)
Change in current assets and current liabilities
Income taxes 18CaIVABIR.. ..o s s arisstasseressssssnse aansins , enaae (156,538)
Accounts receivable......un cassbirmiereseran RUTSOR REWI woviamtannsasn - . B5672
Prepayments.cu e CekGebbnaetas Sinns et kar R sah ek asn R e SRR St kb PR S8 AR S 7453
Accounts payable.. .. - baas Seaner s risa b A aa b b e 296,801
Accrued taxes other than INCOME. . i iane s reiscasssisseasssonsssssbemmsnsessn 7,287
NET CASH PROVIDED BY (USED IN) OPERATING ACTIV!TIES...., ...... ___(572.691)
NET DECREASE IN CASH AND CASH EQUIVALENTS........ wheerrepe st nradras (672,691)
CASH AND CASH EQUIVALENTS ;
Beginning of period.......cc b b L R ke R AR CRALA SR GRS PR S e RS 3,501,704
End of Periot.. . rseanionis . v cronissmasss faensatn cevsmsrsaen ersmsessabnion $2,629,013

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid (received) during the period for: ‘
IPEIES . cccerearscncssssteressiasssssssssecssses N ~ NONE
Income taxes. ... PR Cersrsbehahassbsb et S AR R PR S (260,750)

- See accompanying notes to financial statements.
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'SPECTRUM ENERGY SERVICES CORPORATION

NOTES TO FINANCIAL STATEMENTS

1.

BUSINESS ACTIVITY

Spectrum Energy Setvices Corporation (Spectrum) was incorporated dn July 14,
1995 and initially capitalized on August 31, 1995 through an investment of $1.49
million. Spectrum is a wholly owned subsidiary of PP&L Resources, Inc.
{Resources). f ; :
Spectrum was formed to engage in unregulated business activities through
investments in energy related power markets. Spectrum has been invesiing a
majority of its funds in temporary cash investments.

RELATED COMPANY TRANSACTIONS

PP&L Services

In accordance with a general services agreement, Pennsylvania Power & Light
Company (PP&L) provides Spectrum with various technical and support services
as requested. Services provided by PP&L include, but are not limited to,

_executive management, administration, accounting, information systems,

corporate secretarial, human resourees, insurance and other similar types of
services. The agreement provides that Spectrum will reimburse PP&L for the
full cost (direct and indirect) of any services provided. '

Resources Fees

Resources’ costs are allocated to its subsidiaries based on their share of
Resources’ total capitalization. Resources’ costs are from various technical and
support services provided by PP&L and others, including executive
management, administration, accounting, information systems, corporate
secretarial, human resources, insurance and other similar types of services.
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PP&L SPECTRUM, INC. o
- FINANCIAL STATEMENTS (UNAUDITED)
FCR THE NINE MONTHS ENDED SEPTEMBER 30, 1997

DATE: OCTORBER 15, 1997
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PP&L SPECTRUM, INC.

BALANCE SHEET (UNAUDITED)
SEPTEMBER 30, 1997 _

" Cashand cash equivalents

Unbilled reveniue = projécts...

- Deferred compensation.

- Actrued salaries

Accumulated deferred federal income taxes.......

Accumulated daficit.n

ASSETS

Agtcournits receivable

Accaunts receivable - PP&L, Inc.

Federal income taxes receivable.. ...

Acetmulated deferréd state income taxes

LIABILITIES AND SHAREOWNER'S INVESTMENT

~ Accaunts payable - PP&L, Inc B

Accounis payable « other. .aiw i

Accrued taxes other than incorae v

Deferred revenue - projects...

------

SHAREOWNERS' INVESTMENT

Common Stoek (100 shares of $.01 par value)u

Additictial paid in capital

See accompatiying notes to financial statements.

$2,502,769
899,478
11,275

552,220

124,008

16,604

241,872

- $4,348,227

$1,153,352

45,853
17,790
21,667
295,176

. 84,655

1618473

4,143,953

_{1,414,200)
2,729,754

_$4,348,227
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PP&L SPECTRUM, INC.

STATEMENT OF OPERATIONS (UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30,1987

Revenues

SalES.cii i vsresixrasrssasasisersorssesianarsss inionassanbrent

BB . s i v cicsitsbeinanes sorssemsssscasnnsates rovesonshmbessn sinnnnsosnsvsisasanines iureninbonsasssotsahsashnsssssnesetassinstbins s ions

O T 1o icianannasstersicsnsssnranssassnbntos oesisnbaseseebss brsaseenners insasantbosnhnbsdsssosssnsnsatnssorsntsorssanassn

Expenses

PIOJECE i ittt eriarerbesiassecisbenbostnassn oS bp e b ouhakbasSmtnnkb e samesheEhbe €048 ERmERA LS 4a kA SUbbsknRhnonassbobsbandranbasaniass

Administrative and General
Salaries and Benefits (NOE 2)..u i it s iinsissionssirssessssiessnsssssinissssssonisdisnssniassinsisnes
PPRAL, Inc. sUpport SErVICES (NOE 2)....i i aniisisiierrisssssbenisinssessis tesnssesasessssassnsssinsssssessaseinnis
PP&L Resources, Inc. fees (NOtE 2)...cmcareciieamiriessercinnas
Capital Stk A OtHEr tEXES vttt tnsiaii e sbsnes et fost et reass s s v s s sab bbb beis

COther administrative @nd GENETAL.. . cuiirianreisssbessnemscosbaraseres essianisrssbetnsnsbismssrsinsasisiasosin

LOSS B Ore INGOME TAXES . covierivrraniaiancrmacosdasivines rsrsresnsasinsesinsetsnssetissssinsstnsesishiveanesssesbsnsternsaie

Income Taxes (Credits)

; ~ Gurrent

P OHBIAL i iarsimesis it incnsossanon cxnehrebinsasossnnco shbeans res atrsbnssesasssassros s sssnonsssesnessasoncsbisssbossnniesorsiteennsn

FOUBIAE s ecieccrcisirrcieasasacssessss sersrstsss s nssbs inones benss sas'ensssebbesadesssisbsssonaehessbarsihns sish binse srasdbmtisriosss

b ciciiirenesiassesrnnsruanninannennsesainncssesmins bautsasnt ks b oo essstn b esghes obeskhsbansunthssenh s andnarhasks sersessanssbsosiassd

N L 088 i iiinccinsesnsasnissiossnnensnasnses tosnsinnsssesbes sassnsesn in veaiiasnsban it bat nees

See abc,ompanying notes to financial statements,

$3,953,549
125,357
568

4,079,474

3,673,238

810,053

- 465,468
4,933
38,813

- 614,741

5,507.246

(1,427,772)

(502,047)

49,922
_ (142,634)

{594,759)

$(833,013)
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PP&L SPECTRUM, INC.

STATEMENT OF CASH FLOWS {(UNAUDITED)
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 1997

'CASH FLOWS FROM OPERATING ACTIVITIES '
Net1088...ccviunann eh et akarne iSRS (ARE AP RS RS seAe aikiassispepie e receres . $(833,014)

Adjustments to reconcule net ioss to net cash provided by (used in)
operating activities:
- Deferred INCOMBIAXES. .ot ereiesrcsiesasessesesessennes ceieseihtentrasrones iresassniarinyiinn (92,712)
' Change in cutrent assets and cutrent habﬂmes
Net deferred (unbilled) revenues............ iiebennn eruminsatesaserbossyorns s ins s nsenssuisnne 171,167
Accaunts payable. ssereias TR . Civsrmasmassaakarissvs 194,598
Income taxes receivable..... ..« unuininaririmmmmssmannne  (238,979)
Accounts receivable.....cuinirin. bisnsrenarsceinon ieastues s st e nes siskenen : (199,856)
Prepayments..... o msisiiann PO RREORR aherennss 7453
Accrued taxes other than mcome‘.,..,... ...... NOETRETE PRI 8,012
Deferred compensation:..c s SiAEsm KA ER L Eab i aab b obp s AL A e e __(16,604)
NET GASH USED IN OPERATING ACTIVITIES.... PR __(998935)
NET DECREASE IN CASH AND CASH EQUIVALENTS. asmsanavagrssnd iessasnerirenss (998,935)
CASH AND CASH EQUNALENTS
Beginning of pariod.. ..o i irassensninsen 455w Nt ba ks e VTR e En YR AR 3,501,704
End of DEHO. i ssasesimassesssinns rrneiaces Creemsreisinsrais rresasararssnesedon “ - $2,502,769 -

“SUPPLEMENTAL DISCLOSURES OF GASH FLOW IINF’ORMAT{ON
Cash paid (received) dunng the penod for:
Interest . i e T resrisinss NONE
Income taxes. ..o arsiusnnreiatamns « rniamcases (263,068)

Seée accompanying notes to financial statements,
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PP&L SPECTRUM. INC.

NOTES TO FINANCIAL STATEMENTS

'1';

'BUSINESS ACTIVITY

PP&L. Spectrum,inc. (Spectrum) was incorporated on July 14, 1995 and initially

_capitalized on August 31, 1995 through an investment of $1.49 million.

Spectrum is a wholly owned subsidiary of PP&L Resources, Inc. (Resources).
Spectrum was formed to engage in unregulated business activities through
fnvestments in energy related power markets. Spectrum has been investing a

majority of its funds in temporary cash investments.

RELATED COMPANY TRANSACTIONS
PP&L Services

In accordance with a general services agreement, PP&L, inc. (PP&L) provides

Spectrum with various technical and support services as requested. Services

provided by PP&L include, but are not limited to, executive management,

administration, accounting, information systems, corporate secretarial, human

resources, insurance and other similar types of services. The agreement

provides that Spectrum will reimburse PP&L. for the full cost (direct and indirect)
of any services provided. ~

Resources Fees

Resources’ costs are allocated to its subsidiaries based on their share of
Resources’ tatal capitalization. Resources’ costs are from various technical and
support services provided by PP&L and others, including executive
management, administration, accounting, information systems, corporate
secretarial, hurnan resources, insurance and other similar types of services.
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Associate Senergl
Tel, 610, 774«4254 Fax 61 q

VIA FEDERAL EXPRESS
November 12, 1997
James J. McNulty, Esquire A
Prothonotary ri 097
Pennsylvania Public Utility Commission carr 129
P. 0. Box 3265 eA NUBLG LY SOMMISSION

Harrisburg, Pennsylvania 17105-3265 SROTHC. 4 ARY'S O’EF{EE

Re: PP&L, Inc.
Docket No. A-110500F.0206

’(’Jj;
Dear Mr. McNulty:

- PP&L, Inc. (‘PP&L”) hereby provides the followmg documents to the
F’ennsylvama Public Utility Commission (PUC):

e Form 10-Q Quarterly Report to the Securities and
Exchange Commission for the Quarter Ended
September 30, 1997 on behalf of PP&L
Resources, Inc. and PP&L, Inc.

This document is being provided to the PUC and the Office of Consumer Advocate
- pursuant to conditions contained in the PUC’s approval of PP&L’s application for

permission to establish a holding company structure (order entered on February 10
1995 at Docket No. A~110500F.0206).

Please date and txme—stamp the enclosed extra copy of this letter and
return it to me in the envelope provided. E? 0 ; MM
g F

mi;“
3%
Un i 5‘1

L ER
FULUnk




Jamés J. McNulty, Esquire -2~ ~ November 12, 1997

: If you have any questions regarding the enclosed document, please
call. ~

; Very truly yours,
" Paul E. Russell |
Enclosures

¢t drwin A. Popowsky, Esquire




' ) United Btates
Securities and Exchange Commxsszon

Washington, DC 20549
Form 10-Q

{X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 '

For the quarterly period ended, September 30, 1997

( OR
{ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

~ For the transition period from __ . .. . to

commission File Registrant:; State of Incorporation: IRS Employer

; &umber Address: and ‘“Telephone No. Identification No.
1-11459 PPEL Resources, Inc. r 23-2758192
(Pennsylvania)
Two North Ninth Street Y.
Allentown, PA 18101 ST oo et
| ABE0) FA-518 2 b 1LY COMMSSION
1-905 PP&L, Inc. PROTHGLUTARY'S OFFICS 5 - 0859500

(Pennsyivania)

Two North Ninth Street
Allentown, PA 18101
(610)y 774-5151

Indicate by cheek mark whether the registrant (1) has filed all reports

required to be filed by Section 13 or 15(d) of the Securities Exchange Act

of 1934 during the preceding 12 months (or for such shorter period that the

~ registrant was required to file such reports), and (2) has been subgect to
such filing requirements for the past 90 days.

'EP&L'Rescarcesi Inc. Yes X , No.,

CPPREL, ch. N Yes,_ X No

. Tridicate the number of shares outstanding of each of the issuer's classes
of common stock, as of the latest practicable date:

PP&L, Resources, Inc. Common stock, $.01 par value,

e mEEEL L 165,873,877 shares outstanding at
October 31, 1997
Common stock, no par value,
157,300,382, shares outstanding and
. o..all held by PP&L Resources, Inc. at
Rl “65%&%9: 31, 1997 g

i W{Zﬁ’?’fim

o eii sﬁ"?&
o % i b
. @ Ll 5;“‘;

PP&L, Inc.
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. pbel RESOURCES, INC. AND SUBSIDIARIES , ; - ST : o o
" PART 1.  FINANCIAL INFORMATION : ’
‘Item 1. Financial statemants

In the opznion of PPsL Rescurces, theé unaudited financial statements lncluded herein *eflect
el adjustitenits necegsary to presant fairly the Consolidated Balance Shest as of Septenber 30,

'g 1897 and December 31, 1996, and the Consclidated Statement of Income and Consoiidated Statement of Cash

“¥Flows. for the periods ended September 30, 1997 and 1996. PP&lL Resonrces is the pagent holding. company -
of PPeL, FB&L Global, and PPiL Spectrum. PPLL constitutes substantially all of PP&L Resources’ assets;
. revenues and earnlngs‘ All nonutility operating transactions are included in "Other Income and -
(Deductlons)“ in PPEL Resources' Consolzdated Statement of Income.

CONSOLIDATED STATEMENT OF INCOME
{Unaudited)
(Mlllions of Dollars, except per share aata)

Three Months " Nine Months

Ended Sgptembeb 39, Ended September 30,‘
1997 1996 1997 1996
- ,Op'ﬂratixig‘ 'Rﬂ\"hl”“l.ﬁ P N A R R R S T T 5778 5715 ' $2,25° 321173
}Operating Expennnn
Operation . : R o ) : : ‘ :
BUBL e v s s s s sannssmssnsasentssssnsatananosasonssass ~ 138 124 - ' 350, 349
POWEE PUFERABEE. v esnsssssnsrnssnnsrorsasasionasss 138 o 84 .. 358 .. 249
Other..;.........‘.......»....,...,...‘....,.-..}‘f (128 : 138 ‘ 363 387
MaiAtenBnee. . oisviarreranss D vaenus 46 0 130 . 136
Daprec&aticn tincluding amortizad dep:ecxatlon) TERE 94 ) ) 279 L 272
INCOMe LAXES..uvsosssssnstanssssasnessosvssnsannissis 56 k2 192 183
‘Taxes, other than INCOMEBa...issccsconssvrivinssisssan 50 , 80 186 156
S : , : —T 645 . 519 ~ 1,828 . 1,742
Opctatihg Incom. ;"iﬁjhOq:.o“.oqg;l»-ivtabicn'b.&ii‘c-i‘h"-i X 133 ) 136 422 . : 431
‘othnryrncémi and (Deductions) ‘ SN
her - "ets-...gon-o.ou-A-..n‘x-z--‘-.-..,s'-..;-.----»--‘ 3 6 15 x 10
INCOME LAXGS . sy atorsrvatssssssnsbasunisisssinnnesssn 5 o : &
Windfall profits tax - PPSL Globalicavessiesvsmassps {40} B N (40) S
LT o ' (32) g _{19) .10
‘Thcome Before Intarest Charges and Dividends on o . o .
?z:fdrr-&.stocx......@.....ﬁ..i.i...i.‘,.i...........', 101 142 403 L d4]
Int-rest chargen - S ‘ :
Long=teri debt..............‘........,.‘.........o... 48 .. 52 L0347 155
Short-tein debt and Other.it.icesrsesesssrnnnintbnsams - I 16. g
o ‘ : 53 C.56 . 163 T 164
Preferred Stock Dividend REQUIZEMENtS::es.ssssssacsssses 6 T SR R T 0
Net Incom..,..‘...,.;.‘.v..‘.....»a.a-.u.....,..«..,..,.‘“.‘.f.!....‘.,., : 942 s$79 o 3223 $256
Earnings Per Share of Common Stock (a)...ssisecscssssss 30.25 $0.49 - 31,36 51.60
Average Number of Shares Outstanding {thousands).......: - 164,961 161,360 . 164;110 ¥ iﬁﬁ,GSD
Dividends Declared Per Share of Common StoK:.:vesseesss - $0.4175 $0.4175 81.2525 - $1.2525

{ay Based.on average number of shares outstanding.

g Ses accbmpahying Notes to Financial Statements.

‘

-9 =




. .
P £y : R o

4
PPEL RESOURCES, INC. AND SUBSIDIARIES
-~ CONSOLIDATED STATEMENT OF CASH FLOWS
{Unaudited)
{#Millions of Dullars)

' Nat Cash Provided by Operating ACtivitieS.......ceveicescoracnss

" cash Flows From Investing Activities
. Property, plant and equipment expendibures... ...vesesssscvavis
purchases of available«for-sale SecuLifies....cevesessccasonnss
Sales and maturities of available~for-sale securities..:..sssus
Investment in electric eNergy PLOJecES ..iuieserevesvecsnironns
Purchases and sales of other financial investments - net.......
Other ifvesting Activities = fAeliac visasesssonsasoananssvannss
Nét ¢ash used in fAvesting Activities..c.occveisevansocsss

‘Cash Flows From Financing Activities
Issuance of Long=term b, vavirsinirsasarasssranvasrsnssarsnas
Issuance of CoONmon StOCK: s asvasstanasniarniacsanisnsossmnnni
' Issuance of Company-obligated mandatorily redeemable
- securities of subsidiary holding solely parent debentures ...
Rétirement of long=tert debb.ccciirieensuarssosanscirossannssnn
purchase of subsidiary's preferred stock (net of premium
and a530C1Ated COSES) i vvirnavantnciniscosassnosssnnasssssntos
payments on capital lease obligationS.....sciescsnsnsoscesensas
Commorn: and preferred dividends paid.e..c.iviiicniiiveneinsimaions
Net increase in short=term debliicicsinsnasiivesscansinssessnvan
Other £inaneing ACtivVities = Net iuusveivsnmsvocsannornnonsoases
Net cash used in financing activities..s.sviivasssnvanss

. Net Ihcﬁéue; {Decrease) In Cash and Cash Equivalents ...ccicacas
- Cash and Cash Equivalents at Beginning of Period .......v.iivnnns
- Cash and Cash Equivalents at End of Period .(i..evvestscencanins

Supplemental Disclosures of Cash Flow Information

Cash paid during the period for: 4

o Interest (nét of amount dapitalizeéd)iisiesessireevsiiansarerie
TNGOME BAXES 4 ciunssensoanssncisssssvasresscasosossnsanisnsanas

- See accompanying Notes to Financial Statements.

Nine Months

Ended September 30,

1897 1996
$579 $632
(200) {250)

(61) (405}
100 382
{149} {203}
76
23 45
- (211) (421}
10 116
53 53
250
{210) {145)
(369)
(50) (63)
(223) ~(221)
139 130
{20y o th
__(420) {131)
{52) 1)
101 20
$49 $100
$i82 $156
$194 $224
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V.?rsn zxsouncns INC. AND sussxnxhxxas

. CONSOLIDATED BALANCE SHEET

{Millions of Dollars)

September 30, December 31,
1997 1996
{Unaudited) - (Audited)

ASSETS
Property, ‘Plant and Equ:.pment : . e B
BElectriec utility plant in service - at orlgxnal cost. - 89,849 394,824
 Accumulated depreciation ..s.issciescencansnsadeasiane o {3,802) . {3,337)
i o ' b , - , 6,447 6,487
Construction work in progress = at COST...ecvesrssenssns ‘ 163 172
- Nuclear fuel owned and leased - net of amortization ...,. 146 170
. Other leased property - net of amortlzatlon,............ T ST £ -3
'slectzic utility plant o O raiiaiat e ibabaisaaaease . 6,756 6,905 Tl
' Other property - (net of depreciation, amortization e ; Lt g
“.and deplétion 1997, $57; 1996, $54)...cuovruiiiieiins B4 . 55 o
, ’ ‘ ' : ~ §,810 s 960 o
j}Inveatments : ; o
' Investment in and adVances ‘to electric enezgy PO ; B ‘ ﬂ
 projects - at equity D I o ‘387 o 2240 j,¢
"Affiliated companies - AT QUILY .iviescvssravinnisnsens 1T T g
‘Nut¢lear plant decommissioning trust fund ......;.,;...a, 156 128 %
Financial xnvestments‘............................,._q;.V S A8 L1383
'0thex ~ At COSE OF 1ESS wuvssssectscsnsanaenrensssnssess 33 18
o ' : 4 ‘ ' ' 590 320
Current Assets B o :
- Cash and cash equivalents ...v....ss P I N N Y 49 C10%
Current financial INVESLIMENES .isseveveasosennsnssrannns. - 32 v 13
Aceounts receivable §iess reserve: 1897, $17; 1996, $25) , o '
Customers g.n.Qjbiv‘,,o‘o.q.u‘n‘-.‘wq-‘éhc;-.'--o.n"--‘p-b‘b\’ni’o is2 * 186 -
OLROK. s vwsssscnnnssbsornnssbostnbrssasnssinnssnnnsss 29 S 19
‘Unbilled revenues.‘.......~.;.....,...........,.....a... o T2 85
Fuel, materials and supplies - at average Cost......c... o200 0 201
Deferred incCOMe TAKES .iccvvecsscsssonansrbnesassrssanas C 24 S 2
O L s iy avas v sttssnnsesasssiossononcansobonsssssaensssss g9 53
: = : : . 857 . 749
Regulatory Assets and Othex Noncurrent Awsets ........ eeeee 1,828 1,407 .
$9,485 . $9,636
See accompanying Notes to Financial Statements.
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POLL RESOURCES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SEEET
{Millions of Dollars)

September 30, December 31,

1997 1996
{Unaudited) {pudited)
LIABILITIES
Capitalization
Corrtion equity
COMMON BEOCK esservocasvspasassvnishecbsansniostisssios : $2 $2
Capital in excess of par value ..iiwersccnsessassoss 1,646 © 1,596
Earnings reinvested...eicicscosvsssssrsonnssosaminsnone 1,160 1,143
Capital Stock expense and cher T R I I I Y . o (18) - ) ' ! 4 ]
~ ~ 2,790 3,745
“Preferred stock '
With sinking fund redquirements v..viavansssvsrassonen 47 285
Without sinking fund reguirements ..o.ssccscsvssissases : 50 , 171
Company-obligated mandatorily redeemable securities
of subsidiary holding solely parent debentures ...... 280 ,
LONg=term GebE usasoaritovssoneinscnsnrniesstheansias e ‘ 2,482 o 2,802
: ‘ 5,619 6,013
Curient Liabilitiss
c@mermlal paper bgbsaulb’Q&ihiiAiia«co_--vhta-‘u‘-:-un‘in.&. 93 L
Baﬁk lQanS R R S R R A A N N N A A S O SR IR S O I S a3 190 144
Long-tann debt dus within one Year .. i.cissscvcicvnnasn 150 ; , 30
Capital lease obligations due within one year ....usses 58 B
ACCOUNES PAYADLE i scanvarosiisirsirbosssnsesnsssicnnnnss 102 : 133
Ta)ﬁ!$acctued i‘»*‘ib‘iﬁ&iil\k‘.!,.’iiuv‘biibiiﬁ#tia&ll-;i&o;;d. : . o 19
Interest acérued - 63 : 61
DiVidQndS payable ‘usic;su.&-&ss,roa.t.ax?q.»;.m»ioa.-..ta 78 75
Other R R R N R A R E 116 ) B 78
L , 846 o 621
Deferved Ciedits and Other Noncurrent Liabilities , '
Daferred investment tax credits ciaiiiiviiaiseaisansions 202 209
Deferred iACOME LAKES  urivesstrassnssroscvamsnssnesnin , 2,035 . 2,052
Capital . léase obLigations ..vieevunsasoraverorsssvosenn 94 « 166
. Other Ai#&ﬂtii\“,b’é»dllntﬁ,ob'oitiib‘ina;itn'&ib.»o&til---‘u‘-d- : o N 689 R B 575
- : 3,020 - 3,002

$9,485 $9,636

See adcompanying Notes to Financial Statements.
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anL, Inc. D suns:n:naims e , ‘ S . o I e

In the opinion of PPsi, che unaudxted financial statements’ included\herel :e:*ecn ark
'adjustnents hecessary to present fairly the Consolidated Balance Shéet as of September: 36, 1997
and December 31, 1996, and the Consolidated Statement of Income and Consolidated Statemens
‘of Cash Flows for the periods ended September 30, 1997 and 1996. "All nonutilizy operating
transactions are included in "Other Income and (Deductions)" in PPRL's Cohsoliuated Statament
£ Iricome.

 CONSOLIDATED STATEMENT OF INCOME
(Unaudited)
{Milliens of Dollars)

Three Months k Nineé Months

Ended September 30, Ended September 30,
1997 1986 1897 1896
OPAFALLNG RAVANUES  ..ovvssrseinnsiernnsnsesinnsinesonas $776 8715 $2,250 §2,173
 operating Expenses |
Operaticn : o ‘ :
?uelos;,,,4mm;»-}.,.»,s;;..a»¢5¢:.44<.<-a¢i».¢«a#» 134 124 e : 350 : 349 : ;
POWEY PULCRASES. ;1 s isiovnsaborsrins conaainsssossss 138 LB < .. 358 o eds ]
Othezittibhbiiaicﬁl;ii;tmb'bioi)hgntvltibcn‘o\lt'm : izs 138 L '363. - 387’ .
‘”Eiﬁﬁéﬁlﬁﬁﬁs«g;.gituthiaqq-i&to-4bp--zn;v3¢a.&;qA~--' r«46 40 : : ) 330 : 136, !
Depreciation [includisg amortized depreciaticn) «.... 94 - 1 | B - E 272 ;
; Ihcpmé taXGB"..4i.,,s;;,,..a.cx“i.e..s...,.;~.~‘~.. 58 ; 52‘ . 192 ; L ‘133‘ .
“Taxes, otHEr LHAN iNCOMB. s sedcnissonsrsniansnsinsne 50 .56 . 186 . 156" ;
R ‘ : ~6a5 579 T %,B28 T 1s 942 '
‘Opﬁfitihg Inﬂoﬁ‘ -QA-«-‘-.a*.m‘--gii@q.f.-...a;uiibag.i- B l33 St 136‘ “ 422 o . ‘43l
,Oth-r Incom- ;nd (Dﬁductionn),,,,.-.,....,....g,......». oy 3 6. 9
B Indomﬁ Bctaro Interdst Charqua.‘...‘.‘........,.......‘.,ﬂ 132 ) 139 S 4RB ,\ 440

Intirnst Charqnl

LONA=CEIM GBBT 4 v snasssasessnesssanseassontnsvnscsnes 48 52 147 155
Shcrtﬁtezm debt,&nd Osher-Asv-5-.cu\j‘swség-,-.aﬁai.. : . 3 : '?""i . . qu;V y ‘H”‘ 5
Gy : e 53 TTI87 160

. Net Iﬁﬁmh...'..‘v.qsa--‘.a..na.,..j.'-..-va.:'-..-.h,.-is-...'--.g Bl : 86 : 271 280
‘Dividends on Prefertad StocKsveesusvisisoreiinsoaviocnns AR T 28 R |
Earnings Availabile £o PPGL ReNOUFGES ......c..scsssssess 366 579 %243 - T sass-

- See accompanying Notes to Financial Statements.




PBLL, INC. AND SUBSIDIARTES
CONSOLIDATED STATEMENT OF CASH FLOWS
{Unaudited)

(Millions of Dollars)

®

|

Nine Mornths
Ended September 30,

1987 - 1896
~Hat Cash Provided by Operating Astivities.....ovssuivrisscsvounssuns 5576 $634
Saxh Flowe From TInvesting Activities :
Broperty, plant and eduipment eXpenditlreS......esseecessorsssscs {200y - {250}
Purchases of available-for-sale decurities (.vovavsssrssvcsnsnnns {61) (84)
Sales ahd hmaturities of dvailable~for<sale securitied ... seevess 78 87
Purchases and sales of other financial investments =~ Hetii...owss 16
LOBR HO DALENT das cvnsoan s rasbsnssasrassossiananiasbsniesssnsveoss {315)
Ukhet 1AveStang SCLIVIEIES = MBL .iusuwvrvassisesssmnasscssanssnes . 2F . o 45
Net cash used ift LAVESEING ACEIVIELIES.. . :.xiciissasccnnacss (460) . (202}
Cash Flows From Finascing Activities
Issuante of long-tefm deBl. i .iavuvitiicuscnsnsstsssninivarenics 10 116
Issuance of Company-~obligated mandatorily redeemable
seturities of subsidiary holding solely parent debentures i.c.. . 250
Reétirensnt Of Long+Eerm debleoiciiisssonnvsshasssnssnsasenssssns (210) {145}
Paymenta off capital lease oBligationS....cvecsecissrsinsvinnsoncs (50 : (63}
‘Commen and praferted divIdends DAL . .uueeeesivensssiorcansonnens {264y (221)
Net incresase {decrease} in shogt-temm debt.......svevascaanannaen 84 {59}
Other £iHancifg ACLIVIELIES = HEEL vioveavessuusasnonncssansorssasn: o A9) 2]
Net cash provided by (used in) fipancing activities.is..... o {189y C 381y
Mat Ynerease (Decreasse) in Cash and Cash Equivalents.........ce..e. (73) ' 81
Gash and Cash Equivalents at Beginning of Period...cisesscecsccsaass 85 R
Gash and Cash Equivalents at Efd of Periodeccscsivecucurasnesianianns . S22 896
Supplemental Disclosures of Cash Flow Information
. tash paid during the period for .
| Interest (net of amoUnt cApitaliZed)...cescsssoesssnromoisanens 145 $136
TNCCIE TAXEHt uxaasnessossansnrssasarsssnsensssssossssosssrossns $197 $228

See ascompanying Notes to Financial Statements.




PPEL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
(Millions of Dollars)

September 30, December 31,

1997 S0 1998
" {Unaudited) . (Audited}
ASSETS
P;cperty, Plant and Equzpment ‘ , S o o :
Electric utility plant in service = at orlgznal cost....¢ 89,949 59,824 -
Accumulated deprec1atlon vieseviiviresrersesansanesess o £3,502) S 43,337)
: T 6,447 6,487
Construction work in progress - at COSEt ...eesssssscassns L 163 L '172kk
Nuelear fuel owned and leased - net of amortization ..... 46 170
Other leaSedtprcpérny ~ net of amortization cececesesosis S o 16
Eleéctric utlllty plant - net ........._......;...,..,... : 6,756 6,905 -
‘Other property - (net of depreciation, amortization ) ‘ - : L
_ and depletion 1997, $57; 1996, $54) +.inurrisecsnsanses ‘ 54 55
' ' 6,810 ° 6,960
Invantmcntt : : : : . .
~ Affiliated companies - at equity R SR R TP ‘ A by A o i
‘Nuclear plant decommissioning trust fund ....csieescesess 158 e 128
LOAN £0 PALENT. saocirsasaanonssssssossansasastasniensens R & 1 Tl Y
Financial iNVESTMENTS «.cevssscrosrescossserasssasassenes ; 49 - © 133
Other = at cost or less R P A S N B - R\ Y
: ' ' 608 -~ 288
‘Currenth:neta ) , v :
‘Cash and cash eqUIVALENts sasusioassaassrisosnen e s e 22 e . 95
 Gurrent financial inVESEMENTS .uueeiesverssnssarasironsans o 32 ' 51
 Accounts receivable {less reserve: 1997, $17; 1896, $25) ‘ ‘
L CUBTOMEES v s s s o sdsdoobosvisssosisnsbosasionsssosens ' 182 N 1°) -
OBREE itietisianininesioensssttasnsasincissensassonss 34 14
Unbilled FEVENUES..sccevvsonsosssrssussstansoseassnvoense 72 .85
‘Fuel, materials and supplies - at average Cost ..coswcvue . 200 o201
Deferred PNCOME LAXES «useesasssronsnssbisonessossntssss 25 21
;Othe‘!'.g...p.-uf./u.cs~,i.pu-...aa.---;......,r.-'..‘.,-..-.;.ﬂa.;.: S BB .53
' ' ' ' 638 116
Ragulatory Assets and Other Noncurrent ASSets .:i.vsvsssoss 3,428 ;“1149?

$9,481 . $9,371

'See accompanying Notes to Financial Statements.
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PPSL, INC. AND SUBSIDIARIES'

CONSOLIDATED BALANCE SHERT
'(M;ilians of Dollars)

, : LIABILITIES
‘Capitalization
. Comimon equity ;
C@mhén 3t°¢k P T e N T T Y
Aﬁditibﬁal paidﬁin Capital B R R
Eafniﬁg§ reinvested uiy‘icjuo«e;;na-n.‘ii-i-m.iqnu-‘-b‘
Capital stock expense and other .i..iessswsoinscsonsin
Preferred stock :
With sinking fund reqUirements (..uveuiississaisniasssss
Without sinking fund regquirements ...iivacsiiviansosesin
Company=-ochligated mandatorily redeemable securities
of subssidiary holding solely parent debentures ...cvvxs
LOBG=ERLm dBDE &b s s iuaiondcnoiaianersmnionatarinessnsay

Current Liabilities
Cém&ercial papﬁ:‘tdws-ZA‘~qncg8-s:i;.«-at‘wsiaas‘.‘.m@.-n
Bk LOANE weivicuvssnasinbniboiobunabonarsrnanbonanssioy
- Lotig-teri debt due within ONe VEAr cisciisesonavsiciosias
Capital lease shligations due within one year ...........
Accounts payable ciicissisisaiaiaiii s it tiasnaaananns
T&R&S aéétued’tt;sa&a;»imc¢u.ic.;-A.s‘1.x&.¢us.‘u.aa&-xsa
Ingérest &ca:ned‘3-:51«:;-4(¢¢¢.s;£;5¢¢faaa-«ﬁ¢‘ai‘.(¢‘d-
CDividends pavable Liiiicssinaseensirsiastasi it iinennianns

OERBEE o anwaseoos e hme s s sassssandaséhsessonosssesiasfssnsss

Deferred Credits and Other Noncurrent Liabilities
Deferred ifvestment Cax credibs civvevvsasvsosnsscssnnseis
Daferred income CAKES cussscessostasssnsasissssssvannsnsna
Capital lease obligations

Gther O R I O e O A O B I AT G A L 3

P A S e O N N R R R T

CCommitments and Contingent Liabilitiss ...civvnvscnsvvoncis

See accompanying Notes to Financial Statements.

September 30,

Decembeyr 31,

1997 1996
(Unaudited) (Audited)
$1,476 $1,476
Y | ‘ 57
1,095 1,094
o (18) , (10}
,.21610 .v2f617
295 295
171 171
250
_2,482. 2,802
5,808 5,885
93
10
150 30
58 81
102 132
1 21
62 60
82 75
113 78
661 487
202 209
2,028 2,050
94 166
688 574
3,012 2,999
§9,481 $9,371
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PPEL Resources, Inc. and PPEL, Inc.
Notes to Financial Statements

| ‘Terms and abbreviations appearing in Notes to Financial Statements are
‘explained in the glossary. o e

1. Interim Financial Statements
. ~ Certain information in ‘footnctek discloSures,?_normallyfVincluded in
financial statements prepared in accordance with generally accepted

accounting principles, has been condensed or omitted in this Form 10-Q
- pursuant to the rules and regulations of the SEC.  These financial

~ statements should be read in conjunction with the financial statements and

notes included in PP&L Resources' and PP&L's Annual Reports to the SEC on
~Form 10-K for the year ended December 31, 1996. R S RERE

 Certain amounts in the prior period financial‘statémént31havé'been :
reclassified to conform to the presentation in the September 30, 1997
financial statements. c e S D Ty
' 2¢ ‘?Uc‘Restructu:ing Proceeding

In December 1996, Pennsylvania enacted thé'cﬁstomér'choice'Act to

' restructure its electric utility industry in order to create retail access

to a competitive market for the generation of electricity. In accordance
with that legislation, PP&L filed its restructuring plan with the PUC on -
April 1, 1997. : - o , : BRI ;

- Under the Customer Choice Act, the PUC is authorized to determine the
amount of PP&L's stranded costs to be recovered through a non-bypassable

. competitive transition charge (CTC} to be paid by all PUC~jurisdictional
- customers who receive transmission and distribution service from PP&L.

- Stranded costs are defined in the Customer Choice Act as “generation-
~related costs... which would have been recoverable under a regulated

environment but which may not be recoverable in a competitive generation
- market and which the PUC determines will remain following mitigation by the

’-electric utility.®* . -

St ‘ PP&L's restructuring plan includes a claim of $4;5v‘billion‘ for
stranded costs.  Pursuant to the Customer cChoice Act, this claim is
comprised of the following categories: L R A

, L Nét plant investments and cest",sk.' attributable to *é‘xis‘ting
generation plants and facilities, costs of power purchases, disposal
costs of spent nuclear fuel, retirement costs attributable to existing

- generating plants and employee-related transition costs:

.~ 2. Prudently incurred costs related to the cancellation, buyout,
buydown or renegotiation of NUG contracts; and ~ e

3. Regulatory assets and other deferred charges typically recoverable

under current regulatory practice and cost obligations under PUC-approved
contracts with NUGs. - o ; , LT
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The following are the components of PP&L's stranded cost claim as
presented in the evidentiary record of the proceeding:

&

4 Amount
(Millions of Dollars)

Nuclear Generation(a) - $2,825
- Possil Generation(a) 670
NUG Contracts 651
Regulatory Assets ) 354

$4,500

(&) Includes deferred income taxes related to generation ESSets¢

‘ In determining the appropriate amount of stranded cost recovery, the
tustomer Choice Act requires the PUC to consider the extent to which an

 electric utility has taken steps to mitigate stranded costs by appropriate
means that are reasonable under the circumstances. Mitigation efforts

undertaken over time prior to the enactment of the Customer Choice Act are

 to be considered of egual importance by the PUC in determining an electric

utility's stranded costs as actions taken after the passage of the Customer

- Choice Act. In its restructuring plan, PP&L described its extensive

efforts to mitigate its stranded costs, resulting in a reduction in its

stranded cost claim of over $1 billion.

Numerous parties have intervened in PP&L's restructuring proceeding.
In this regard, the PUC's OTS recommends that PP&L be permitted to recover
$3.2 billion of its stranded costs; the PP&L Industrial Customer Alliance
recommends recovery of $661 million; and the OCA recommends recovery of

 $1.1 billion. Under Pennsylvania law, in proceedings before the PUC, the

OCA and the OTS have advocacy roles. Testimony filed by the OCA and 0TS

‘carries no more weight than testimony filed by any other party in the

proceeding. '

Evidentiary hearings in this matter were held inilate—August.' On

 September 12, 1997, the PUC extended the schedule for this proceeding by 30

days to allow time for the parties to engage in settlement discussions. On

‘October 23, 1997, the PUC further extended the procedural schedule by 45
‘days for continued settlement discussions. — If the parties reach a

settiement of this proceeding, the settlement agreement will be filed with
the PUC: the PUC could accept, reject or modify that settlement in its
final order. If no settlement is reached, then the proceeding will
continue pursuant to the established schedule under which the PUC's final

order currently is due by March 26. PP&L cannot predict the outcome of the

cngoing settlement discussions or the ultimate outcome of this proceeding.

The ultimate impact of the Customer Choice Act on PP&L's financial

‘health will depend on numerous factors, including:

1. The PUC's final order in the restructuring proceeding =-~ either on
a proposed settlement by the parties or as a result of a fully-litigated
proceeding <~ including the amount of stranded cost recovery approved by

~the PUC and the PUC's disposition of other issues raised;

3. The effect of the rate cap imposed under the provisions of the

‘ Customer Choice Act;

- 11 =




 35 The actual market.prlce of electrlc;ty over~the trans;tlan perlcd.

4, Future sales levels;i and

0 5. The extent to which the regulatory framework establlshed by the
- Customer Choice Act W111 continue to be applied.

: Under the Customer Choice Act, PP&L's rates to PUC“jurlsdlctlonal;‘
customers are capped at the level in effect on January 1, 1997 through mid-
2001 for transmission and distribution services and through the year 2005
~for generation services to customers who do not choose an - alternatlve S
: suppller. Applying the CTC proposed in its restrucﬁurzng plan (which is

restricted by the rate cap) through the year 2005, At is estimated that
PP&L would ¢ollect approx1mately $4 billion of its istranded costs.  The

remaining $500 million would be reflected as lower cash flow to PP&L after
~the tran51tlon perlod than wmuld have occurred with contlnued regulated“
;rates. ; : ;

In this regard, it should bé noted that PP&L‘S stranded COst“cialm

' included in the restructuring plan is based on a projection of futurs
~market prices and assumes a significant portlon of PP&L's stranded costs
will be recovered by way of in¢reased market prices for electricity. This

increase may or may not occur. To the extent that the market price of
electricity does not increase as projected, or ‘other projections do not

i' ,actually oceur, PP&L could experience a lower: recovery of stranded costs.

If the PUC's final order in the restructurlng prcceealng‘ were ‘to ,
- permit full recovery of PP&L's stranded costs, including full recovery of

all regulatory assets and above-market NUG costs over the ¢transition

| - periocd, PP&L estimates that its net 1ncome over the transmt;on perlod wculdj'
'be reduced. by about 5% of projected net income. :

o However, the PUC's final order -~ elther on a proposed settlement by
 the parties or as a result of a fully—lmtxgated proceeding -~ may result in
~ changées to components or assumptions in PP&L's restructuring plan that
could have an adverse effect on the amount of the CTC, the amount of
. atranded costs that are recoverable through the CTC or the overall amount
_of revenues to be collected from customers. As a result of %these

uncertainties, PP&L cannot determine whether and to what extent it may be
subject to a write-off or a reduction in earnings with respect to the

restructurlng\proceeding. Based on the substantial amourits involved in the

restructuring proceeding, should PP&L incur such a write-off or reduction

- in earnings, either one could be material in amount. Accordlngly, PP&L 1sv1f
unable to predlct the ultimate effect of the Customer Choice Act or the

PUC's fipnal order in the vrestructuring proceeding on its financial

‘~p051tlon, results of operation, future rate .levels or its need or abllity" jf
ktc igsue securltzes to meet future capital requ1rements. ; B

The Customer Choice Act permits the lssuance af “transition honds“f

securltlzed by CTC revenues to finance the payment of stranded costs. PP&L
is cons;derlng whether to seek to securitize some portion of its stranded

o cost clalm, whxch would require the approval of the PUC in a quallfied rate

Lo 12 -
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7 Certain parties have brought actions in Pennsylvania Commonwealth
Court challenging the constitutionality of the Customer Choice Act. PP&L
hag intervened in these proceedings in support of the Customer Choice Act.

£

3. Accounting for the Effects of Certain Types of Regulation

- The ~Customer Choice Act establishes a definitive process for
transition to market-~based pricing for electric generation. This
transition effectively includes cost-of-service based ratemaking during the
transition period, subject to a rate cap. Rates will include a non-
bypassable CTC, which is designed to give utilities the opportunity to
recover their stranded costs during the transition period.

The FASB's Emerging Issues Task Force (EITF) has addressed the
appropriateness of the continued appllcatlon of SFAS 71 by utilities in
states that have enacted restructuring legislation similar to the Custonmer
- Choice Act. The EITF has concluded that utilities should discontinue

application of SFAS 71 for the generatlon portion of their business when a
deregulation plan is in place and its terms are known, which for PP&L will
be upon the issuarce of the PUC's restructuring order expected to be no
later than early~1998. One of the EITF's key conclusions is that utilities
should continue to carry some or all of their regulatory assets and
liabilities that originated in the generation portion of the business if
the regulatory cash flows to realize and settle them will be derived from

~the = regulated portlon of the  business (e.g.; transmission and

distribution). In addition, costs or obligations of the generation portion
of the business that are incurred after application of SFAS 71 ceases and
that are covered by the requlated cash flows for the portion of the
business that remains regulated on a cost of service basis would also meet
the criteria to be considered regulatory assets or liabilities.

Given the current regulatory environment, PP&L's electric transmission
and distribution businesses are expected to remain regulated on a cost-of-
service basis and, as a result, the provisions of SFAS 71 should continue
Lo apply to those businesses. The impact of the discontinuance of
“application of SFAS 71 to the generation portion of PP&L's business will
depend to a large degree on the outcome of the restructuring proceeding
currently pending before the PUC. See Financial Note 2 for a discussion of
the potential financial impacte of that proceeding.

Appeal of Base Rate Case
Reference is made to PP&L Resources' and PP&L's Annual Report to the
SEC on Form 10-K for the year ended December 31, 1996, regarding the PUC

Decision. The OCA appealed three issues from the PUC Decision to the
Pennsylvania Commonwealth Court. In May 1997, the Commonwealth Court

 issued its opinion on the OCA's appeal.

: The first issue was the recovery of deferrals under SFAS 106. PP&L
had requested recovery of $27 million of increased costs for post-
retirement benefits caused by the change to accrual accounting of those
- gosts under SFAS 106. The PUC had allowed this recovery, and the
Commonwealth Court upheld the PUC's decision. In June 1997, the OCA filed

a petition for allowance of appeal with the Pennsylvanla Suprenme Court



requesting rev1ew of the Cmnmonwealth Court's dec:.s:.on ‘with respect to
SFAS 106. ' The Supreme Court has denied the OCA's request for review, and

the Commonwealth Court's decision is now final.

‘The second issue was the recovery of $19 million of car:rya.ng charges
and operating expenses incurred from the date of commerc:.al operation of
Susquehanna Unit 2 until the plant was recognlzed in rates. PP&L had
requested recovery of those costs to be amortized over ten years. The PUC
had allowed this recovery, and the Commonwealth Court upheld the PBUC's
decision. e ‘

The thlrd issue was the recovery of Gross Receipts Tax (GRT)

uncollectible revenues. PP&L had requested an allowance for GRT on the'

full amount of revenue approved by the PUC, while the OCA had proposed a

 $745,000 adjustment to disallow GRT on revenues that PP&L will not be able

to collect. The PUC had rejected the OCA's proposed ad]ustment The
Commonwealth Court reversed the PUC dec:.s;on and remanded that issue to the

- PUC for recalculation of the allowance.

FERC ~ Major tﬂtiiity Rates

S In January 1996, PP&L filed a request with the FERC to lncorporate a

change in the method of calculating deprec:.atlon under its contracts with
- four major electric ut11.1ty customers (Atlantic, BG&E, JCP&L, and UGI).

¥

PP&L also sought to increase the charges to those customers for nuclear

decomm:.ss:.onlng costs. A settlement of this case was approved by the FERC

- in June 1997, under terms which have no material effect on PP&L.

5. Sales to Other Major Electric Utilities

In Harch 1997, PP&L began sales of installed capaclty credits of up to”

225 000 kW through December 1998 to GPU and Atlantic Electric. Prices for
these sales reflect market conditions. : :

In May 1997, PP&L reached an agreement with Delmarva Power & nght\

~In June 1997 PP&L began a sale of capacity and energy to JCP&L
pursuant to an agreement which provides that JCP&L will purchase 150,000 kW

of capacity and energy for 12 months, increasing to 200,000 kW in June

1998, and then to 300,000 kW in June 1999 through the end of the agreement

‘An May 2004. Prlces for this energy and capacity reflect market
conditions. : '

In July 1997, FERC accepted a new wholesale power tariff that permits
PP&L to sell capacity and energy at market-based rates, both inside and

-outside the PIM area, subject to certain conditions. This tariff allows

PP&L to become more active in the wholesale market with utilities and other
entities, and removes pricing restrictions which in the past had limited
PP&L to charg:.ng at or below cost-based rates.

In October 11997, PP&L made an appllcatlon to the Un:Lted ‘States

Department of Energy for an export license to sell capacity and/or energy

- 14 =

- 'C‘ompany ‘and 0l1d Dominion Electric Cooperative for PP&L and Delmarva to
jointly prova.de 0ld Dominion with 60,000 kW of capacity to serve portions
of 0ld Dominion's load from 1998 thrcugh 2003. Prices for this capacity
‘reflect market conditions. FERC atceptance of this agreement is pending. o

-
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to electric utilities in Canada. If this application is granted, PP&L will
be able to sell either its own capacity and energy not required to serve
domestic obligations or power purchased from other utilities.

6+  PFinancial Instruments

Financial investments decreased by $125 million from December 31, 1996
to September 30, 1997, largely due to ' the liquidation of lcng«term
investments to make funds more readily available for the tender offer to
repurchase PP&L preferred stock by PP&L Resources.

7. Credit Arrangements and Financing Activity

From January through October 1997, PP&L Resources issued $68 million

‘of common stock through the DRIP.

In April 1987, PP&L redeemed $210 nillion principal amount of four
series of first mortgage bonds. Three of the series of first mortgage
bonds were redeemed under the maintenance and replacement fund provisions
of the mortgage. These series of bonds consisted of $40 million principal
amount of the 7% series due 1999; $60 million principal amount of the
7-1/4% series due 2001; and $80 million principal amount of the 7-1/2%
series due 2003. The fourth series, $30 million principal amount of the 6-—
3/4% series due 1997, was redeemed under the optional redemption provisions
of that series.

In April 1997, PP&L instituted a short-term bond program in order to

meet certain short-ternx working capital requirements and to accomplish
other corporate purposes. Under this program, a total of $800 million of

short-term bonds (having maturities not in excess of 30 days) were issued
from time to time, with no more than $150 million of such bords outstanding
at any one time. No such bonds were outstanding at September 30, 1997.

In March and april 1997, PP&L Resources acquired 79.10% ($369 million
par value) of the outstanding preferred stock of PP&L in a tender offer.
By obtalnlng a majority of the 4-1/2% Preferred Stock and a majority of the

-combined amount of the 4-~1/2% Preferred Stock and Series Preferred Stock

(collectively, the Preferred Stock), PP&L Resources will be able to waive
certain restrictive provisions contained in PP&L's Articles of
Incbrparatzon, including limitations on PPE&L's ability to increase the
anthorized number of shares of Preferred Stock, merge or consolidate with

other corporations, and issue additional Preferred Stock and unsecured

debt.

TO proV1de financing for a portion of this tender offer, PP&L arranged
for the issuance of a total of $250 mnillion of "cOmpany—cbllgated
mandatorily redeemable preferred securities of subsidiary holding solely
parent debentures" (preferred securities) by two Delaware statutory
business trusts. These securities consist of four million shares of 8.20%

preferred securities issued to the publlc in April 1997 at $25 per share,

for proceeds of $100 million; and six million shares of 8.10% preferred
securities issued to the public in June 1997 at $25 per share, for proceeds

of $150 million. PP&L owns all of the common securities, representing the

remaining undivided beneficial ownership interest in the assets of the
trusts. ~ The assets of the trusts comsist solely of PP&L's junior
subordinated deferrable interest debentures, whose rates and maturities

e i -



for the tender offer.

PP&L Capltal Fundlng is a wholly-owned subsxdlary of PP&L.  Resources
which was formed in September 1997 to provide debt financing for PP&L
Resources and its subsidiaries. The payment of principal, interest and
premium, if any, with respect to debt securities issued by PP&L Capltal

_ Fundlng will be guaranteed by PP&L Resources.

PP&L Capital Funding has registered $400 million of debt securities
with the SEC. It is expected that these debt securities will be issued
from time t¢ time as medium~term notes to prov;de long-term debt financlng

(far PP&L Resources and its unregulated subsidiaries.

As more fully described in PP&L Resources' and PP&L*s Annual Reports

';to the SEC on Form 10-K for the year ended December 31, 1996, PP&L has a
$250 million revolving credit agreement with a group of banks (the PP&L
. Credit Agreement). Any loans made under this credit agreement will mature,

and the facility will terminate, in September 1999. At September 30, 1997,

‘there were. no borrowings outstanding under the PP&L Credit Agreement,“
~Additional credit arrangements under which another group of banks was
committed t6 lend PP&L up to $45 million were terminated by PP&L effective
~ November 7 1997.

Also as described in the 1996 Form 10-K Report for PPEL Resources and

PP&L, PP&L Resources has a $300 million revolving credit agreement with a

group of banks {(the PP&L Resources Credit Agreementj. Due to a six-month.
extension of this credit agreement in May 1997, loans made under this
- credit agreement will mature, and the facility will terminate at the end of
- November = 1997. At September 30, 1997, there were $190 million of
borrowings outstanding under the PP&L Resources Credit Agreement.

PP&L Capital Funding and PP&L currently are negotiating a  new

revolving credit facility with a group of banks under which a total of $450
million of loans will be available to PP&L Capital Funding and PP&L. This
revolving credit facility will replace the PP&L Resources Credit Agreement

and the PP&L Credit Agreement and will be evidenced by two new revolving

credit agreements--a $150 million 364-day Revolving Credit Agreement and a
$300 million five-year Revolving Credit Agreement. At the option of PP&L
Capital Funding and PP&L, interest rates for borrow1ngs under these
agreements will be based upon Eurodollar deposit rates or the prime rate.
The respective obligations of PP&L Capital Funding and PP&L under these
agreements will be several and not joint.

8. Windfall Profits Tax - PP&L Global

In July 1997, the U.K. enacted a windfall proflts tax on privatized
utilities. The tax is payable in two egual 1nstallments. the first

~1nsta11ment is due in December 1997 and the second one is due in December

1998. SWEB's windfall profits tax wvas approximately 97 million pounds

~kster11ng, or about $159 million. Based on PP&L Global's 25% ownership
interest in SWEB, PP&L Resources incurred a one=time charge against
~earnings of $40 mllllon, or 24 cents per share, in the third quarter of

1997. Subsequent to September 30, 1997, SWEB revised its estimate of the

, , : S
match those of the preferred securities. PPXL has guaranteed all of the
trusts' obligations under the preferred securities. The proceeds of the
sale of these preferred securities were loaned by PP&L to PP&L Resources

\
;
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~+ windfall profits tax from 97 million pounds sterling to approximately 90

million pounds sterling, or about $148 million. The reduction in PP&L
' Resources' share of the tax, which is not material, is expected to be
recorded during the fourth quarter.

¢. Acquisition of Penn Fuel Gas, Inc.

In June 1997, PP&L Resources entered into an agreement with Penn Fuel
Gas, Inc. (PFG), a Pennsylvania corporation, pursuant to which PP&L
Resources wotild acquire PFG. | PFG, with nearly 100,000 customers in
Pennsylvania and a few hundred in Maryland, distributes and stores natural
~ gas and sells propane. : :

, ‘Under the terms of the agreement, PFG would become a wholly-owned
subsidiary of PP&L Resources. Upon consummation of the acquisition, each
outstanding PFG common share would be converted into the right to receive
between 6.968 and 8.516 shares of PP&L Resources' Common Stock, and each
outstanding PFG preferred share would be converted into the right to
receive between 0.682 and 0.833 shares of PP&L Resources' Common Stock.
PP&L Resources expects to issue shares of its Common Stock valued at about
$121 million to complete the transaction. The exact conversion rate and
number of PP&L Resources' shares to be issued will be based on the market
yvalue of the Common Stock of PP&L Resources at the time of the merger. The
merger is expected to be treated as a pooling-of-interests for accounting
and financial reporting purposes.

The acquisition of PFG is subject to several conditions, including the
receipt of required approvals by the PUC and the SEC. The Maryland Public
Service Commission has determined not to institute proceedings on the
matter. The U.S. Department of Justice and the Federal Trade Commission
have granted early termination of the required waiting period for the
‘acguisition under the Hart-Scott-Rodino Premerger Notification Act.  On
October 1, 1997, PFG's shareholders approved the acquisition at a special
shareholders meeting. The acquisition dees not require the approval of
PP&l. Resources' shareholders. The acquisition is expected to be completed
by mid-<1998. :

In the third quarter of 1997, PP&L Resources recorded one-time
transaction costs associated with the acquisition of PFG of $5.7 million,
which reduced earnings by about three cents per share.

10. Commitments and Contingent Liabilities

~ There have beeri no material changes related to PP&L Resources' or
PP&L's commitments and contingent liabilities since the companies filed
their joint 1996 Form 10-K, except for the discussion below regarding loan
guarantees of affiliated companies and employee relations.

For discussion pertaining to PP&L Resources' and PP&L's financing
matters, see Financial Note 7. :

Nueclear Insurance

: PP&L is a member of certain insurance programs which provide coverage
for property damage to members' nuclear generating stations. Facilities at
the Susquehanna station are insured against property damage losses up to
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$2.75 billion under these programs. PP&L is also a nember of an insurance

. program which provides insurance coverage for the cost of replacement,powerbf

during prolonged ountages of nuclear units caused by certain specified
~conditions. Under the property and replacement power insurance programs,
PP&L could be assessed retroactive premiums in the event of the insurers!
adverse loss experience. The maximum amount PP&L could be assessed under

"~ these programs at September 30, 1997 was about $36 mllllon.

. Under prov1510ns of The Price Anderson Amendments Act of 1988, PP&L's
public llablllty for claims resulting from a nuclear incident at the
~ Suscquehanna station is limited to about $8.9 billion. PP&L is protected
'aqalnst this liability by a combination of commercial insurance and  an
industry assessment program. In the event of a nuclear incident at any of
 the reactors covered by The Price Andierson Amendments Act, PP&L could be
assessed up to $151 million per incident, payable at a rate of $20 million
per year, plus an addltlonal 5% surcharge, if appllcable. ;

‘anircnmental Matters
Ai:

~ The Clean Air Act deals, in part, with acid rain, -attainment of
federal ambient czone standards and toxic air emissions. PP&L has conplied

with the Phase I acid raln prov1smons required to be: implemented by 1995 by
installing continuous emission monitors on all units, burnlng lower sulfur

- ctoal and installing low nltrogen oxide burners on certain units. To comply
~with the year 2000 acid rain provisions, PP&L plans to purchase lower

~sulfur coal and use banked or purchased em1551on allowances 1nstead of
installing FGD on its wholly-owned units.

, PP&L has met the initial ambient ozone requirements of the Clean Air

kAct~byfreducing nitrogen oxide emissions by 40% through the use of low
’nltrogen oxide burners. Further seasonal (i.e., 5 month) nitrogen oxide

reductions to 55% and 75% of 1990 levels for 1999 and 2003, respectively,

are specified under the Northeast Ozone Transport Region's Memorandum of

Understanding. The PA DEP has finalized regulatlons whlch require PP&RL to
~reduce its ozone seasonal NOy by 57% beginning in 1999.

‘The Clean Air Act requires the EPA to study the health effects of
‘hazardous air emissions from power plants and other sources. In this
regard, the EPA has finalized new national standards for ambient levels of
ground—level ozone and fine partlculates. Based in part on the new ozone
standard, the EPA has proposed NOy emission limits for 22 states including
Pennsylvania, Wthh in effect requlres approx1mate1y an 80% reduction from
the 1990 1level in PennsylVanla in the 2005-2012 tlmeframe. "~ The new
particulates standard may require yet further reductions in both NQx and‘
503 and may extend the reductions from seasonal to year round.

Expendxtures to meet the 1989 NOy reduction requlrements are included
in the table of projected construction expendltures in the Review of the

eFlnan01al Condition and Results of Operatlons under the caption “Financial
Condition ~ Capital Expenditure Requirements" on page 32 of the 1996 Fornm

10-K. PP&L currently estimates that additional capital expenditures and

operating costs for environmental compliance under the Clean Air Act will
be incurred beyond 2001 in amounts which are not now determlnable but whlch
could be materlal. :



Water and Residual Waste

DEP residual waste requlations set forth requirements for existing ash
basins at PP&L's coal=fired generating stations. To address these DEP
regulations, PP&L has installed dry fly ash handling systems at most of its
power stations, which eliminate the need for ash basins. In other cases,
PP&1L: has modified the existing facilities to allow continued operation of

" the ash basins under a new DEP permit. Aany groundwater contamination

caused by the basins must also be addressed. Any new ash disposal facility
must meet the rigid siting and design standards set forth in the
regulations.

Groundwater degradation related to fuel cil leakage from underground
tacilities and seepage from coal refuse disposal areas and coal storage
piles has been identified at several PP&L generating stations. Remedial
work is substantlally completed at two generating stations. At this tine,
there is no indication that remedial work will be required at other PP&L
generating statiorns.

The proposed renewal of the Montour station's NPDES permit contains

stringent 1limits for iron and chlorine discharges. Depend:mg on the

results of a toxic reduction study to be conducted, additional water
treatment facilities or operational changes may be needed at this station.

Capital expenditures through the year 2001 to comply with the residual
waste regulations, correct groundwater degradation at fossil-fueled
generating stations, and address waste water contrel at PP&L facilities are
included in the table of construction expenditures in the Review of the
Financial Condition and Results of Operations under the caption "Financial
Condition ~ Capital Expenditure Requirements" on page 32 of the 1996 Form

10=K. In this regard, PP&L currently estimates that $12 million of

 additienal capital expenditures may be required in the next four years and

$67 millioén of additional capital expenditures could be required beyond the
year 2001. Actions taken to correct groundwater degradation, to comply
with the DEP's regulations and to address waste water control are also
expected tob result in increased operating costs in amounts which are not
now determinable but which could be material.

Superfund and_ Other Remediation

- PP&L has signed a consent order with the DEP to address a number of
sites where PP&L may be liable for remediation of contamination. This may
include potential PCB contamination at certain PP&L substations and pole
sites; potential contamination at a mnumber of coal gas manufacturing
facilities formerly owned and operated by PP&L; and oil or other
contamination which may exist at some of PPiL's former generating
facilities.

At September 30, 1997, PP&L had accrued $8.9 million, representing the
amount PP&L can reasonably estimate it will have to spend to remediate
sites involving the removal of hazardous or toxic substances including
those covered by the consent order mentioned above. = Future cleanup or
remediation work at sites currently under review, or at sites not currently
identified, may result in material additional operating costs which PP&L
cannot estimate at this time.  In addition, certain federal and state
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statutes, including Superfund and the Pennsy1Van1a Hazardous Sites Cleanup
Act, empower certain governmental agencies, such as the EPA and the DEP, to
seek compensation from the responsible parties for the lost value of
damaged natural resources. The EPA and the DEP may file such compensation
claims against the parties, including PP&L, held responsible for cleanup of

',such sites. Such natural resource damage clalms against PP&L could result
in materlal additional liabilities.

‘Other Environmental Matters
In addition to the issues discussed above, PP&L may be requlred to"

| modify, replace or cease operating certain facilities to comply with other
,statutes, regulations and actions by regulatory bodies or courts involving

environmental matters, including the areas of water and air quality,

hazardous and solid waste handling and disposal, toxic substances‘ and
electric and magnetic fields. In this regard, PP&L also may incur capital
expenditures, operating expenses and other costs in amounts which are not
now determinable but which could be material.

Loan Guarantees of Affiliated Companies

PP&L Global has guaranteed a subs;dlary s pro rata share of the
outstanding portion of certain debt issuances of an affiliate. At
September 30, 1997, $13 million of such loans were guaranteed by PP&L
Global. PP&L Globalfs guarantee is expected to increase to $18 million
‘during 1998, as the affiliate draws down the balance of its debt facility.

'~ In addition, PP&L Spectrum has a $1 million llne of credit, which is
guaranteed by PP&L Resources.

Employee Relations

As of September 30, 19597, PP&L had a total of 6,350 full-time
employees. Approximately 65 percent of these employees are represented by
the’iBEw. The labor agreement with the IBEW explres in May 1998.

1i. New Accounting S8tandards

, During 1997, the FASB issued SFAS 128, Earnings Per Share: SFAS 129,
 Disclosure of Information about Capital Structure; SFAS 130, Reporting
Comprehensive 1Income; and SFAS 131, Disclosures About Segments of an
Enterprise and Related Information. SFAS 128, SFAS 129, and SFAS 131 are
effective for flnanc1al statements issued for periods ending after December
15, 1997. SFAS 130 is effective in 1998. The adoption of these statements
is not expected to have a material impact on PP&L Resources' or PP&L's
financial statenments.
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o PPEI Resources, Inc. and PP&L, Inc.

‘Item 2. Kanagement's Discussion and Analysis of

Financial Condition and Results of Operations

The financial condition and results of operations of PP&L are
currently the prmncxpal factors affecting the financial condition and
results of operations of PP&L Resources. All fluctuations, unless
specxfxoally noted, are primarily due to activities of PP&L. All
nontitility operatlng transactions are included in "Other Income and
(Deductzons)“ on the PP&L. Resources! Consolidated Statement of Income.
This discussion should be read in conjunction with the section entitled

- MRevisw of the Financial Condition and Results of Operatlons of PP&L

Resources, Inc. and Pennsylvania Power & Light Company" in PP&L Resources'
and PP&L'S Annual Report to the SEC on Form 10-K for the year ended
December 31, 199%6.

 Terms and abbreviations appearing in Management's Discussion and
Analysis of Financial Condition and Results of Operations are explained in
the glossary.

Forward=looking Information

Certain statements contained = in this Form 10-Q concerning
expectations, beliefs, plans, objectives, goals, strategies, future events
or performance and underlying assumptions and other statements which are
other than statements of historical facts, are "forward-looking statements®
within the meaning of the federal securities laws. Although PP&L Resources
and PP&L believe that the expectations reflected in these statements are
reasonable, there can be no assurance that these expectations will prove to

“have been ¢orrect. These forward-looking statements involve a number of

risks and uncertalntles, and actual results may differ materially from the
results discussed in the forward-looking statements. The following are

~among the important factors that could cause actual results to differ

materially from the forward-locking statements: state and federal
regulatory ‘developments, especially the PUC's final order on PP&L's

April 1, 1997 restructuring filing; new state or federal leglslatlon.
national or regional economic conditions; weather variations affecting
customer usage:; competxtmon in retail and wholesale power markets; the need
for and effect of any business or industry restructuring; PP&L Resources'

.and PP&L's profitability and 11qu1d1ty, new accounting requirements or new

lnterpretatlons or applications of existing requxrements, system conditions
and operatlng costs; performance of new ventures; political, regulatory or
economic = c¢onditions im foreign countries; exchange rates; and PP&L
Resources' and PP&l's commitments and liabilities. Any such forward-
1ook1ng statements should be considered in light of such important factors
and in conjunction with PP&L Resources' and PP&L's other documents on file
with the SEC.

Results of Operations

The followlng discussion explains material changes in principal itens
on the Consolidated Statement of Income comparing the three months and nine

| months ended September 30, 1997, to the comparable periods ended September

30, 199%6.

-

The Consohdated Statement of Income reflects the results of past
operations and is not intended as any 1nd1cat1on of the results of future
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: operatlons. Future r'lts of operations w:.ll n‘ssar:.ly be affected by

various and diverse factors and developments. Furthermore, because results®
for interim periods can be dlsproportlonately influenced by various factors
and developments and by seasonal varlatlons, the results of operations for
interim periods are not necessarily indicative of results or trends for the

- year.

Barnings

Comparison of Earnings - September 30
‘Three. Months Ended Nine Months Ended

1997 1996 1997 . 1996

Earnings per share = excluding

weather” variances and one-time , . S
. adjustments $0.48 $0.51 - $1.63 $1.56
Weather variances on billed sales (0.02) {(0.02) (0.06) . 0.04
One-time adjustments . , o B

Windfall Profits Tax- (0.24) - : (0.24) -

UK Income Tax Rate Reduction 0.06 - - 0.06 -

Penn Fuel Gas, Inc. acqulsltlon ' :

costs (0.03) = S {0s03) -

Earnings per share - reported 0.25 $0.49 $1.36 1.60

Earnings per share, excluding weather variances and one-~time

~adjustments, were $.03 lower for the three months ended September 30, 1997,
and $.07 hlgher for the first nine months of 1997, when compared with the .
- same perlods in 1996. . Earnings changes for these perlods, excluding

weather variances and one-time adjustments, were primarily the net effect
of the followings:

Sept. 30, 1997 vs, Sept. 30, 1996
Three Months Nine Months
Ended Ended
(pexr share)

‘O'Higher~base~rate revenues, due to unbilled

“revenues and moderate growth in weather-

normalized sales; & = $0.04
o Higher other operating revenues, primarily

due to increased sales of reservation of

electrical output to other utilities; 0.05 0.10

ofﬂighet pre~tax earnings from PP&L Global; 0.01 : 0.06

“o Net reduction in revenues due to the

~ phase-down of the contract with JCP&L; (0.01)  (0.06)

b~Change in regulatory treatment of energy

costs;: ; = (0.04) (0.04)

‘o Lower other income and deductions primarily

due to the sale of investment securities in
1996, and lower earnings from CEP due to the

~ liguidation of its investments; and (0.02)‘ , ; (0.04)
o Other , o {0.02) - %.01 .
Earnings Change , . . §(0;03) ;'k‘ 0.07
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The reduction in contractual bulk power sales to JCP&L and other major

&

“utilities will continue to adversely affect earnings over the next few

years. PP&L has increased its efforts to sell this returning energy and
capacity on the open market; however, the price received for this capacity
and energy on the open market is currently less than the amount received

pursuant to the contract.

Tn addition, the Customer Choice Act and the regulatory and business

~ developments related thereto could have a major impact on  the future

financial performance of PP&L. See "PUC Restructuring Proceeding" for
additional information. : : ‘

Electric Energy Sales

, The change in PP&L's electric energy sales was attributable to the
followings:

Sept. 30, 1997 vs. Sept. 30, 1996

Three Months Nine Months
Ended : Ended

, (Millions of kWh)
Sérvice Area Sales:

Residential 41 (383)
Commercial 56 13
Industrial 5 166
Other 3 {8
‘Total Service Area Sales 105 (210)
Wholesale Energy Sales 2,779 3,891
Total 2,884 3,681

Sérvice area sales were 7.8 billion kWh for the three months ended
September 36, 1997, an increase of 105 million kWh, or 1.4%, over the third
quarter of 1996. If normal weather conditions had been experienced in the
third quarters of 1996 and 1997, service area sales would have increased by

about 58 million kWh, or 0.7%, over the same period of 1996.

Service area sales were 24.1 billion kWh for the nine months ended
September 30, 1997, a decrease of 210 million kWh, or 0.9%, from the first
nine months of 1996. This change was primarily due to a mild winter
heating season in 1997 when compared to 1996. Sales to the Residential
class declined by 4.2% for the period, while Industrial sales increased by
2.2%. Under normal weather conditions, service area sales would have
increased by about 239 million kWh, or 1.0%, over the same period of 1996.

Wholasale energy sales, which includes sales to other utilities. and
energy marketers through contracts, spot market transactions or power pool
arrangements, were 6.6 billion kWh for the three months ended September 30,
1997, an increase of 2.8 billion kWh, or 72.1%, from the sane period of

1996, despite the reduction in PP&L's contractual bulk power sales to

JcPsL. Improved availability of generating units, along with increased
power purchases, allowed for increased bilateral sales. For “the hine
months ended September 30, 1997, the increase in wholesale energy sales was

3.9 billion XWh, or 35.4%.
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0perating Revenues ' ' _ 0 i o e |
The change in +total operating revenues was attributable to the -
follow1ng- ,

Sebt. 30, 1997 vs. Sept. 30, 1996

Three Months Nine Months
- Ended Ended

(Millions of Dollars)

Base Rate Revenues - Service Area Sales , SR
Sales volume and sales mix effect $ 6 : : $13

Weather effect 4 ‘ (36)
Unbilled revenues = (1) . : &
- Energy Revenues ; , (15) : o (18)
'SBRCA | ~ | 2 8
Wholesale Revenues ; e
Energy and capacity ‘ 54 74
Reservation charges and other 10 : 24
-~ Other ; 3 : b
’ ' $63 : - 877

Operating revenues increased by $63 million, or 8.8%, during the three
months ended September 30, 1997, from the samée period in 1996. Revenue

:;- from sales of energy and capacity to wholesale customers increased by $54

million over the prior year, despite the phase-down of the capacity and
energy agreement with JCP&L. These results continue to reflect PP&L's

increased empha51s on competlng in wholesale markets. This emphasis is
also reflected in the increase in revenues from the sales of reservation
charges and capacity credits in the third quarter of 1997. Moderate sales
growth to - PUC and FERC jurlsdlctlonal customers also contributed to the
increase in revenues. These increases were partlally offset by a change in
the regulatory treatment of energy costs. Specifically, beginning January
1, 1997, underrecovered energy costs are no longer recorded as energy
revenues but as regulatory credits, whlch are offsets to “other Operatlng
Expenses“f o

‘Operating revenues increased by $77 million, or 3.5%, during the nine
months ended September 30, 1997, when compared with the first nine months
of 1996. Revenue increases are attributable to the same factors identified
above for the third quarter, as well as h1gher~unbllled revenues. However,
weather caused an unfavorable impact during the nine months ended September
30, 1997 wversus September 30, 1996. Weather changes, most notably the
extremely cold winter in 1996 versus a mild w1nter 1n 1997, decreased~
revenues by about $36 million for this perlod :

PUC Restructuring Proceeding
In December 1996, Pennsylvania enacted the Customer Choice Act to

restructure its electric utility industry in order to create retail access
to a competitive market for the generation of electricity. In accordance

with that legislation, PP&L filed its restructuring plan with the PUC on

April 1, 1997.

‘Under the Customer Choice Act, the PUC is authorized to determine the
amount of PP&L's stranded costs to be recovered through a norn-bypassable
competztlve tran51tlon charge (CIC) to be pald by all PUC-jurisdictional
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customers who receive ‘t‘s’mission and di‘stributi‘ service from PP&L.
Stranded costs are defined in the Customer Choice Act as "generation=
related costs... which would have been recoverable under a regulated
environment but which may not be recoverable in a competltlve generation

market and which the PUC determines will remain following mitigation by the

electric utility."

PPEL's restructuring plan includes a claim of $4.5 billion for
stranded costs. Pursuant to the Customer Choice Act, this claim is

comprised of the followirng categories:

1. Net plant investments and costs attributable to existing

generation plants and facilities, costs of power purchases, dlsposal

costs of spent nuclear fuel, retirement costs attributable to exlstlng
generating plants and employee-related transition costs:

2. Prudently incurred costs related to the cancellatlon, buyout

- buydown or renegotiation of NUG contracts: and

3. Regulatory assets and other deferred charges typically recoverable
under current regulatory practice and cost obligations under PUC-approved

contracts with NUGs.

The following are the components of PP&L's stranded cost claim as

presented in the evidentiary record of the proceeding:

Amount
(Millions of Dollars)

Nuclear Generation(a) $2,825
Fossil Generation(a) ‘ 670
NUG contracts 651
Requlatory Assets v 354

$4,500

{a)} Includes deferred income taxes related to generation assets.

In determining the appropriate amount 6f stranded cost fQCOVery,.the

- Customer Choice Act requires the PUC to consider the extent to which an

electric utility has taken steps to mitigate stranded costs by appropriate

means that are reasonable under the circumstances. Mitigation efforts

undertaken over time prior to the enactment of the Customer Choice Act are
to be considered of equal 1mportance by the PUC in determining an electric

,utlllty s stranded costs as actions taken after the passage of the Customer
- Choice Act. In its restructuring plan, PP&L descrxbed its extensive

efforts to mitigate its stranded costs, resulting in a reduction in its
stranded cost claim of over $1 billion.

Nunerous parties have intervened in PP&L's restructurlng proceeding.
In this regard, the PUC's OTS recommends that PP&L be permitted to recover
$3.2 billion of its stranded costs; the PP&L Industrial Customer Alliance
recommends recovery of $661 million; and the OCA recommends recovery of
$1.1 billion. Under Pennsylvania law, in proceedings before the PUC, the
OCA‘and the OTS have advocacy roles. Testimony filed by the OCA and OTS
carries no more weight than testimony filed by any other party in the
preceedlng

: Evidentiary hearlngs in thls matter were held in 1ate-August. on
September 12, 1997, the PUC extended the schedule for this proceeding by 30

‘days to allow time for the parties to engage in settlement discussions. On
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October 23, 1997, the‘fc further extended the ‘cedural schedule by | a5
days for contlnued settlement discussions. If the parties reach a+*
“settlement of this proceeding, the settlement agreement will be filed with
the PUC; the PUC could accept, reject or modify that settlement in its
final order. If no settlement is reached, then the proceeding will
“eontinue pursuant to the established schedule under which the PUC's final
order currently is due by March 26. PP&L cannot predict the outcome of the
,ong01ng settlement discussions or the ultimate outcome of this proceedlng.,

, The ultimate 1mpact of the Customer Choice Act on PP&L's financial
health will depend on numerous factors, ‘including: : ,

1. The PUC's final order in the restructurlng proceeding ~— either on
a proposed settlement by the parties or as a result of a fully-litigated
proceeding -- including the amount of stranded cost recovery approved by
'the PUC and the PUC's disposition of other issues raised;

2. The effect of the rate cap 1mposed under the prov151ens of the
Customer Choice Act;

3. The actual market price of electricity over theftransition period;

4. Future sales levels; and

5. - The extent to which the regulato:y framework established by the 

Customer Choice Act will continue to be applied.

Under the Customer Choice Act, PP&L's rates to PUC-jurisdictibnal
customers are capped at the level in effect on January 1, 1997 through mid-

2001 for transmission and distribution services and through the year 2005

- for generatlon services to customers who do not choose an alternative
suppller. Applying the CTC proposed in its, restructurlng plan (which is
restricted by the rate cap) through the year 2005, it is estimated that
PP&L would collect approximately $4 billion of its stranded costs. The
remaining $500 million would be reflected as lower cash flow to PP&L after
the transition period than would have occurred thh contlnued regulated
rates.

In this regard, it should be noted that PP&L's stranded cost clainm -

‘included in the restructuring plan is based on a projection of future
“market prices and assumes a significant portlon of PP&L's. stranded costs
. will be recovered by way of increased market prices for electricity. This
4‘1ncrease may or may not  occur. To the extent that the market price of
_electricity does not increase as projected, or other projections do not
actually occur, PP&L could experience a lower recovery of stranded costs.~

If the PUC's final order in the restructuring proceeding were to
permit full recovery of PP&L's stranded costs, including full recovery of
~all regulatory assets and above-market NUG costs over the transition
period, PP&L estimates that its net income over the transztlon perlod would
be reduced by about 5% of projected net 1ncome.

However, the PUC's final order -- exther on a. proposed settlement’by
the parties or as a result of a fully-lltlgated proceeding -~ may result in
changes to components or assumptions in PP&L's restructuring plan that
“could have an adverse effect on the amount of the CTC, the amount of
stranded costs that are recoverable through the CTC or the overall amount
of revenues to be collected from. customers. “As a result of these
uncertainties, PP&L cannot determine whether and to what extent it may be

subject to a wrlte—off or a reduction in earnings with respect to. the-
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.restructuring praceédingQBaSed on the substantial eunt's invelved in the
restructuring proceeding, should PP&lL incur such a write~-off or reduction
in earnings, either one could be material in amount. Accordingly, PP&L is
unable to predict the ultimate effect of the Customer Choice Act or the
PUC's final order in the restructuring proceeding on its financial
position, results of operation, future rate levels or its need or ability
to issue securities to meet future capital requirements.

The Customer Choice Act permits the. issuance of "“transition bonds"
securitized by CTC revenues to finance the payment of stranded costs. PP&L
is considering whether to seek to securitize some portion of its stranded
cost claim, which would require the approval of the PUC in a qualified rate
order.

‘ Certain parties have brought actions in Pennsylvania Commonweaith
Court challenging the constitutionality of the Customer Choice Act. PP&L
has intervened in these proceedings in support of the Customer Choice Act.

Rate Matters
- Refer to Financial Note 4 for information regarding rate matters.
Fuel Expense

Fuel expense for the three months ended September 30, 1997, increased
by $10 million from the comparable period in 1996. This change was
primarily due to increased generation at the Susquehanna nuclear station.
During this period in 1996, an unplanned outage of Unit 2 occurred during
July and the ninth refueling and inspection outage of Unit 1 began in
September. During this same period in 1997, Unit 1 experienced a 100%
availability factor while Unit 2 experienced a brief shutdown in September.

The PJM Power Pool has begun operating with new marketing procedures
~under which companies bid their generators' output and buy or sell energy

at a pool-wide market clearing price. Accordingly, PP&L has found it
advantageous at times to independently schedule the operation of its coal-
fired units rather than follow a PJM schedule, resulting in these units
operating at higher output and causing an increase of coal-fired generation
for the quarter.

. Fuel expense for the nine months ended 1997 compared to the same
pericd in 1996 remained virtually unchanged.

Power Purchases

For the three months ended September 30, 1997, power purchases
inereased by $54 million over the comparable period in 1996. This increase
was primarily due to greater quantities of power purchased from other
utilities to meet:increased energy marketing activities.

For the nine months ended September 30, 1997, power purchases
increased by $109 million over the comparable period in 1996. This
increase was primarily due to greater quantities purchased from other
utilities to meet planned and unplanned outages at the Susquehanna station
and to meet increased energy marketing activities.

The overéll mérket price of power has been higher during 1997 than
1996. Coupled with the increase in quantities of power purchased, these
higher prices contributed to the increase in purchased power costs.
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Other Operation a‘nd_u‘tenance Expense ; ' .

. . . =

Other operation and maintenance expenses decreased by $7 million and

$30 million, respectively, for the three and nine months ended September

30, 1997 over the comparable periods in 1996. Excluding the effect of

underrecovered energy costs, operation and maintenance expenses increased
by $2 million in both periods. ‘ ‘

R Prior to 1997, underrecovered energy costs were accrued as energy
revenues. Due to a change by the PUC, effective January 1, 1997 these
underrecovered costs are now recorded as regulatory credits, subject to a

maximum credit of $31.5 million for 1997. At September 30, 1997, these

underrecovered costs have exceeded the 1limit by $9.9 mnillion. These
requlatory credits are reflected in the income statement as a reduction of
operating expense to be recovered in PP&L's restructuring proceeding.

ﬁindtali Profits Tax - PP&L Global

In July 1997, the U.K. enacted a windfall profits tax on privatized
utilities. The tax is payable in two equal installments; the first
installment is due in December 1997 and the second one is due in December
1998.  SWEB's windfall profits tax was approximately 97 million pounds
sterling, or about $159 million. Based on PP&L Global's 25% ownership
jnterest in SWEB, PP&L Resources incurred a one-time charge against
- earhings of $40 million, or 24 cents per share, in the third quarter of

1997. Subsequent to September 30, 1997, SWEB revised its estimate of the
windfall profits tax from 97 million pounds sterling to approximately 90

million pounds sterling, or about $148 million. The reduction in PP&L

Resources' share of the tax, which is not material, is expected to be

recorded during the fourth quarter.

Financial condition
' pinancing Activities |
The following financings have occurred through September 30, 1997:

o From January through October 1997, PP&L Resources issued $68
million of common stock through the DRIP. -

o In April 1997, PP&L redeemed $210 million principal amount of four

series of first mortgage bonds.

6 PP&L Resources acquired 79.10% of the outstanding preferred stock
of PP&L pursuant to a tender offer in March and April 1997.

o To provide financing for a portion of this tender offer, PP&L
arranged for two Delaware statutory business trusts to issue a
total of $250 million of preferred securities supported by a
corresponding amount of junior subordinated deferrable interest
debentures issued by PP&L to the trusts. Specifically, in April
and June 1997 the trusts issued $100 million and $150 million of
preferred securities, respectively. :

o PP&L Resources' $300 million revolving credit facility was
~extended to the end of November 1997. As of September. 30, 1997,
borrowings under this credit facility were $190 million. o
Refer to Financial Note 7 for additional information.
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, Financing and Liquidity

The change in cash and cash equivalents for the nine months ended
September 30, 1997 decreased $132 million for PP&L Resources from the
comparable period in 1996. The reasons for this change were: ‘

o A $53 million decrease in cash provided by operating activities
due, in part, to cash outflows for a refueling outage of
Susquehanna Unit 2 and a buyout of a contract with a non-utility
generator. : .

© A $210 million decrease in cash used in investing activities due

: to subsidiaries liquidating long-term investments to make funds
available for other investments and to a reduction in the amount
of investment in electric energy projects by PP&L Global.

o A $289 million increase in cash used in financing activities as a
result of PP&L Resources acquiring 79% of PP&L preferred stock for
a cost, including a premium and associated costs of purchase, of
$380 million. There also was a $106 decrease in the issuance of
long-term debt and a $65 million increase in the retirement of
long-term debt. Offsetting these outflows was PP&L's issuance of
$250 million of preferred securities. ’

PP&L's projected internally generated funds would be sufficient to
_permit PP&L to retire about $550 million of its long-term debt during 1998-
2001. .
outside financing, in amounts not currently determinable, or the
ligquidation of certain financial investments, may be required over the next
five years to finance investments in world-wide energy projects by PP&L
Global. ‘ '

Financial Indicators

: ' The ratio of pre-tax income to interest charges was 3.4 and 3.6,
respectively, for the nine months ended September 30, 1997 and 1996. The

annual per share dividend rate on common stock was unchanged at $1.67 per
share. The ratio of the market price to book value of common stock was
130% at September 30, 1997, compared with 131% at September.30, 1996.

Unrequlated Investments

: PP&L Global continues to pursue opportunities to develop and acquire
electric generation, transmission and distribution facilities in the United
States and abroad. ‘

5 As of September 30, 1997, PP&L Global had investments and commitments
in the amount of approximately $370 milliion in distribution, transmission
“and generation facilities in the United Kingdom, Bolivia, Peru, Argentina,
Spain, Portugal and Chile. PP&L Global's principal investments to date are
‘in SWEB and Emel. Refer to "Windfall Profits Tax - PP&L Global" for
information regarding the effect of the U.K.'s windfall profits tax on the
~investment in SWEB.

In July 1997, PP&L Global acquired a 25.05% interest in Emel at a cost
of approximately $118 million. Emel is a Chilean holding company that has
majority interests in six electric distribution companies located in Chile
and Bolivia. Emel's electric distribution c¢ompany holdings make it the




'thn:d largest d1str1b'r of electricity in Chlle.mi the second largeet in:
~ Bolivia, serving a total of 535,000 customers in those countries. Under &
~shareholders' agreement, PP&L Global and another major shareholder, Las ’

Esplgas Group, jointly control Emel's board of directors.

PP&L Resources' other Unregulated subs;dlary, PP&L: Spectrum,,offers

'energy-related products and services inside and outside of PP&L's service
territory. = Other subsidiaries may be formed by PP&L Resources to take
V.advantage of new business opportunities.

'commltments and Contingent Liabilities

X There have been no material changes relatmﬂ to PP&L Resources' or\
PP&L's commitments and contingent liabilities since the companies filed
. their joint 1996 Form 10-K, except for the discussions in Financial Note 10 -
== “Commitments and Contingent Liabilities" regarding loan gquarantees of
fﬁafflllated companies and employee relatlons. ' R

.Increasmng Competition
nggg;ougd‘

:The electric utlllty lndustry has experlenced and will .continue to

- experience a significant increase in the level of competition in the energy

supply market. PP&L has publicly expressed its support for full customer

- choice of electricity suppliers for all customer classes. JPP&L is actively
involved in efforts at both the state and federal levels to encourage a

smooth transition to full competition. PP&L beliesves that this transition
to full competition should provide for the recovery of a utlllty s stranded
costs, whxch; are generation-related costs that +traditionally would be
recoverable in a regulated environment but whlch may not be recoverable in

Aa competitive electric generatlon market.:

Reference is made to "PUC Restructurlng Proceedlng" for a discussion
of PP&L's April 1997 filing of its ‘restructurlng' plan pursuant to the
Customer Choice Act. :

In February 1997, PP&L filed a proposed retail access pilot program

wlth the PUC in accordance with the applicable provisions of the Customer
- Choice Act and PUC gu1de11nes. Under its pilot program, approximately
61,000 PP&L residential, commercial and industrial customers .-

representlng about 5% of PP&L's average annual peak load -- will have an

opportunity to purchase energy and capaczty from alternative suppllers. A

number  of the major partles, including PP&L, entered into a joint

~settlement agreement resolving all of the issues in ¢the Pennsylvania
utilities' pilot proceedings. In August 1997, the PUC issued an order

modifying this settlement and modlfying and approving PP&L'S pllot program.

~In October 1997, PP&L submitted its pilot program compliance. filing to the
"PUC. TUnder the current schedule, retail customers participating in the

PP&L and other pllot. programs will begin to receive power -from their

supplier of choice in November 1997.

The customers selected for the pilot programs are now chooszng thelr

, electr1c1ty suppller. The PUC has extended the state-wide deadline to
- choose an electricity suppller from October 25 to November 14, 19927. Only

those alternative suppliers licensed by the PUC and in compliance w1th the

state tax obligations set forth in the Customer Choice Act may participate
~k1n the pllOt programs. To date, approx1mately 42 suppllers have obtained
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. such licenses to partlclp& in the pilot programs. GP&L will provide all
transmlsSLOn and distribution, customer service and back=up enerqgy supply
servxces to participating customers.

In June 1997, the PUC approved PP&L's appllcatlon for a license to act
as an electric generatlon Suppllerx This license permits PP&L to
participate in the various retail access pilot programs of the other
Pennsylvania utilities, and PP&L currently is offering electric supply to
the participating customers of those utilities.

Federal Activities

Leqxsiatlon has been introduced in the U.S. Congress that would give

all retail customers the right to choose ~among competitive suppliers of
electricity as early as 2000.

In addition, in April 1996 the FERC adopted rules on competition in
the wholesale electricity market primarily dealing with open access to
transmission lines, recovery of stranded costs, and information systems for
displaying available transmission capability (FERC Orders 888 and 889).
These rules vrequired all electric utilities to file open access
transmission tariffs by July 9, 1996. The rules also provided that
utilities are entitled to recover from certain wholesale redquirements
customers all "legitimate, verifiable, prudently incurred stranded costs."
The FERC has provided recovery mechanisms for wholesale stranded costs,
‘including stranded costs resulting from municipalization. Wholesale
contracts signed after July 11, 1994 must contain explicit provisions
addressing recovery of stranded costs. For requirements contracts signed
before that date, a utility may seek recovery if it can show that it had a
reasonable expectation of continuing to serve the customer after the
contract term. Finally, the rules required that power pools file pool-wide
open access transmission tariffs and mnodified bilateral coordination
agreements reflecting the removal of discriminatory provisions by December
31, 1996.

In July 1996, PP&L filed its open access transmission tariff required
by FERC Order 888. Under the new FERC rules, that tariff became effective
on July 9, 1996, subject to refund. The non-rate terms and conditions of
that tariff were accepted by the FERC. However, several parties moved to
intervene and protested the new rates in the tariff. In July 1997, the
FERC re;ected PP&L's rates and ordered that the rates which had been in
effect prior to the July 1996 filing be reinserted into the tariff.
Hearings have been scheduled in this matter for April 1998.

In March 1997, the FERC issued Orders 888-A and 889-A. Among other
things, these orders requlred utilities to make certain changes to the non-
rate terms and conditions of their open access transmission tariffs. 1In
compliance with Order 888-A, in July 1997 PP&L filed a revised open access
transmission tariff. PP&L also requested in that filing that the FERC

approve certain transmission tariff rate changes. The FERC has not yet
acted on that filing. :

Under the new FERC rules, 16 small utilities which have power supply
agreements with PP&L signed before July 11, 1994, requested and were
provided with PP&L's current estimate of its stranded costs applicable to
these customers if they were to terminate their agreements in 1999. Based
upon a formula set forth in FERC Order 888 and appllcable only to wholesale
requirements customers, and based upon data unique to the agreements
between PP&L and these customers, PP&L estimated that the stranded costs



associated with serv:.c‘o these wholesale custom‘ would be approxlmetely
$125 million. As a result of a protest by these parties against such:
recovery, hearings were conducted at the FERC in March 1997 and June 1997 '
' regarding PP&L' right to recover these stranded costs. Further
proceedings in thls matter have been suspended pending the negotiation and
_approval by the FERC of a settlement with these customers. :

In December 1996, the PJM companies submitted a compliance filing with
the FERC, which proposed a pool-wide pro forma transmission tariff and a
revised interconnection agreement and transmission owners agreement
designed to accommodate open, non-discriminatory participation in the pool,
The FERC accepted the PJM tariff and proposed rates, subject to refund, ‘and
they went into effect on March 1, 1997. In. June 1997, all of the PIM
companies except PECO filed with the FERC proposals to amend the PJM tariff
. and restructure the PJM pool. PECO filed a separate request with the FERC
" to amend the PJM tariff and restructure the PJM pool. The FERC has not yet
acted on these filings. : ~ ~

: In September 1997, PP&L filed with the FERC a request to lower the
‘applicable PP&L revenue requirement currently set forth in the PJM open

access transmission  tariff. The new revenue requirement results from

PP&L's use of the same test year and cost support data used in the PUC

restructuring proceeding. PP&L requested that the new revenue regquirement

take effect on November 1, 1297. The FERC has taXen no action on this

' filing. '

In September 1997, PP&L also filed with the FERC a request to approve
new revenue requirements and rates for the PP&L, open access transmission
tariff. No customers currently take service under that tariff. As with
the PJM tariff filing, the new revenue requireménts and rates requested. by
PP&L are based on the same test year and cost support data used by PP&L in
its PpUC restructurlng proceeding. The FERC has taken no action in thls
flllng.

In July 1997, the FERC accepted a new wholesale power tariff that .
permits PP&L to sell capacity and energy at market-based rates, both inside -
and outside the PJM area, subject to certain conditions. This tariff
"allows PP&L to become more active in the wholesale market with utilities
and other entities, and removes pricing restrictions which in the past had
limited PP&L to charging at or below cost-based rates.

In October 1997, PP&L made an application to the United States
Department of Energy. for an export license to sell capac;ty and/or energy
to electric utilities in Canada. If this application is granted, PP&L will
be able to sell either its own capacity and energy not required to serve
domestic obligations or power purchased from other utilities.
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3, o ’ .
PP&Y. RESOURCES, INC. AND
PP&L, INC. AND SUBSIDIARIES

PART II. OTHER INFORMATION

Reference is made to Notes to Financial Statements for information

concerning rate matters and PP&L's restructuring proceeding before the PUC

under the Customer Choice Act.

Reference is made to PP&L's 1996 Form 10-K for information concernlng
a . federal antitrust suit by SER, one of the non—ut;llty generatlng
companxes from which PP&Lrpurchases power under PURPA, against PP&L in the

. District Court for alleged improper curtailment of power purchases under

the power purchase agreement between the parties. 1In May 1997, the U.S.
Court of Appeals for the Third Circuit affirmed the . District Court's
dismissal of this suit. In September 1997, SER requested the United States
Suprenme Court to review the Third circuit's decision. PP&L cannot predict
the outcome of this proceeding. . ‘

Reference is made to PP&L's 1996 Form 10-K for information concerning
a suit by Mon Valley Steel Company, Inc. against PP&L and two of its
subsidiaries regarding the 1992 sale to Mon Valley of Tunnelton Mining

Conpany. The suit was settled in August 1997 on terms which have no-

naterial effect on PP&L.

Reference is made to PP&L's 1996 Form 10-K for information concerning
PPSEL's complaint +to the Surface Transportation Board regarding @ coal
transportation rates charged by three rail carriers. In September 1997,
PPLL reached an agreement with the carriers to settle this case. Under the
terms of the settlement, PP&L would pay lower coal transportation rates to
the carriers. However, the settlement is conditioned on the outcome of .the

joint Norfolk Southern/CSX application to take control of Conrail, which is

pending before the Surface Transportation Board. PP&L cannot predict the
outcome of this proceeding or its ultimate impact on PP&L's coal
transportation rates.

Reference is made to PPEL's 1996 Form 10-K for information concernzng
complalnts by PP&L and 16 unrelated parties against 64 other parties in

‘District Court seeklng reimbursement under Superfund for costs incurred at
the Novak landfill site in Lehigh County, Pennsylvanla, as well as an

action by EPA against PP&L and 29 other parties under section 107 of CERCLA
to recover EPA's costs at the site. The parties have reached tentative
settlements in both of these actions. PP&L's allocated share of the costs

~at this site is not expected to be material.

nd_Reports on Form 8~K

{a) Exhibits

12 - cComputation of Ratio of Earnings to Fixed Charges
27 - Financ1a1 Data Schedule

{b)} Reports on Form 8-K
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Item 5. Other Events '

Information regarding the effect of the U. K. windfall profits tax
on PP&L Resources. : :

Report dated September 12, 1997

'Itemks. Other Events

Information regarding' (i) a schedule extension in PP&L's
 restructuring case; and (ii) corporate name changes of Pennsylvania
Power & Light Company to PP&L, Inc., Power Markets Development Conpany
to PP&L Global, Inc., and Spectrum Energy Services Corporation to PP&L
Spectrum, Inc., effective September 12, 1987.
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Atlantic - Atlantic city Electric Company

‘CEP (CEP Group, Inc.) = a wholly-owned subsidiary of PP&L

GLOSSARY OF TERMS AND ABBREVIATIONS | .

BG&E - Baltimore Gas & Electric Company

CERCLA -~ Comprehensive Env1ronmental Response, Compensation and Liability
~Act

Clean Air Act (Federal Clean Air Act Amendments of 1990) - legislation

enacted to address environmental J.ssues inciluding acid rain, ozone and

. toxic. air emissions
eTC Ccmpetztlve transition charge

Custemer Choice Act - (Pennsylvania Electricity Generation Customer Choice
and Competltlon Act) = legislation enacted to restructure the state's
electric utlllty industry to create retail access to a competitive market

for generation of electricity

DEP - Pennsylvania Department of Environmental Protection

 DRIP (Dividend Reinvestment Plan) - program available to shareowners of

PP&L Resources' common stock and‘PP&L»preferred stock to reinvest dividends

‘in PP&L Resources' common stock instead of receiving dividend checks

EITF = Emerging Issues Task‘For:e

 pmel - Empresas Emel, S.A., a Chilean electric distribution holding company

'EPA ~ Environmental Protection Agency

FASB {Financial Accounting Standards Board) - a rulemaking organization
that establishes financial accountlng and reporting standards

FGD = Flue gas desulfurization equlpment installed at coal-fired power

plants to reduce sulfur d10x1de em1531ons

FERC (Federal Energy Regulatory Commission) - federal agency that requlates

interstate transmission and sale of electricity and related matters
GRT - Gross Receipts Tax

IBEW - International Brotherhood of Electrical Workers

JCP&L - Jersey Central Power & Light Company

- Major utilities - Atlantic, BG&E and JCP&L
NOg - Nitrogen oxide
,KPDES - National Pollutant Discharge Ellmlnatlon,System

NUG (Non-Utility Generator) = generatlng' plant not owned by regulated
utilities. If the NUG meets certain criteria, its electrical output must
be purchased by public utilities as required by PURPA.

~ OcA - Pennsylvania Office of Consumer Advocate
o ,OTS - Office of Trial staff
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*

PCB (Polychlor;.nated IO'AEﬂYl) ~ additive to oil ‘d J.n certaln elect;;n.cal

e’equlpment up to the late-1970s. Now ClaSSlﬁled as a hazardous chemlca1“
. PECO =~ PECQ Energy Company ‘ ‘ :
PFG - Penn Fuel Gas, Inc. ‘

PIM (Pennsylvanla -~ New Jeérsey - Maryland Interconnection Assocxatlon) -
led-atlantlc power pool con51st1ng of 11 operatlng electrlc utzlltles,‘f
~1nc1ud1ng PP&L

'PP&L - PP&L, Inc. (formerly Pennsylvania Power & nght Company) , :
- PP&L Capital Funding - PP&L Cap1ta1 Fund;ng, Inc., PP&L Resources' debf -

flnan01nq subsidiary

*

PP&L Global ~ PP&L Global, Inc., a PP&L Resources unregulated subsldlaryeo

 which invests in and develops world-wide power proyects (formerly Power

Markets Development Company)

PP&L. Resources - PP&L Resources, Inc., the parent holdlng company of PP&L,

PP&L Global and PP&L Spectrum

PP&L Bpectrum - PP&L “Spectrun, Inc., a PP&L Resources' unregulated ,
“subsidiary which offers energy-related products and services inside and
outside of DPP&L's service territory (formerly Spectrumx Energy Services

"~ Corporation)

preferred securities - Company-obligated mandatorlly redeemable securltlef
~of subsldlary holdlng solely parent debentures ,

PUc (Pennsylvania Public Utlllty Commission) = state agency that regulates
certain ratemaklng, services, accountlng and operatlons of Pennsylvanla
:utllltles :

PUC Deoxsion - final order issued by the PUC on September 27, 1998
~pertaining to PP&L's base rate case filed in December 1994 :

 PURPA - (Public Utility Regulatory Policies Act of 1978) - leglslation
E passed by Congress to encourage energy conservatlon, eff1c1ent -use of
~resources and equitable rates. :

. BBRCA ~ Special Base Rate Credit Adjustment

BEC - Securities and Exchange Commission

VSER - SGhuylklll Energy Resources, Inc.

8FAS (Statement of Financial Accountlng Standards) —;Haccounting and
financial reporting rules issued by the FASB

Small utilities - utllltles subject to FERC jurlsdlctlon whose bllllngs

include base rate charges and a supplemental charge or credrt for fuel
costs over or under the levels included in base rates

© 803 = Sulfur dioxide .

~jd8uparfund. -~ Federal and state env1ronmental leglslatlon that addresses;
-remediation of contaminated sites

_SWEB - South Western Electricity Board plc, a British regional electric
. utility company ; . - REEE

UGI - UGIL Corporation

U.K. = United Kingdom
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SIGNATURE

‘ - Pursuant to the requirements of the Securities Exchange Act of
1934, the Registrant has duly caused this report to be signed on its behalf
by the undersigned thereunto duly authorized. The signature for each
- undersigned company shall be deemed to relate only to matters having
‘reference to such company or its subsidiary.

PP&L,_Resources, Inc.
' (Registrant)
PPEL, Inhc.

(Registrant)

-Date: November 10, 1997 . /s/ R. BE. Hill
R . _ ‘ R. E. Hill :
Senior Vice President-Financial
(PP&L Resources, Inc. and PP&L, Inc.

[s/ J. J. McCabe
‘J. J. McCabe
Vice President & Controller (PP&L
Resocurces, Inc¢. and PP&L, Inc.)
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. ‘ B | . ‘ - Exhibig 12
, | xhibi 12

| 'PPEL RESOURCES, INC. AND SUBSIDIARIES
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES -
(Millions of Dollars) .
: 12 Months

Ended .
September 30,

E. 2

1997 1996 1995 1594 1993 1992

. Fixed charges, as defined:

“Interest on long-term debt E s AR $198 5207  $213 $214  $226  $240

interest on short-term debt

and Other iNterest c.viessssososevsss 25 17 - 18 ‘ 18 13 127

"Amortization of debt discount, expense , , ; , ;
and premitum = Net.ivscesososesensssnan 2 2 2. 2 5 1
‘Interest on capital lease ' ' R T
‘obligations

. Charged to EXPEenSe .....iscsessscsne 11 13 15 12 s 10

CAPLLALAZEd tavieisiinensaisaananenn 2 2 2 i1 2
Estimated interest component of Tl : ‘ o e
OpErating rentals ....oeeescescusnsaces 18 8 8B 6 5 5
Proportionate share of fixed charges ' o ’ S
of S50-percent-or-less-owned ; L ‘
PELSONS s issennsssascsinsmansemissinss - 1 1 i 1 O 1 -1

. Total fixed Charges ............  $257 $250  $259 6254  $257 $271

‘Earnings, as defined: ; 3 RS ,
Net ANCOME ssescresssnsnssssnannenaeesns  $286 $329  $323  $216 $314  $306
 preferred and Preference Stock Dividend : o , <7 BRI
REQUILEMENES . vasscnsrsrsennnnansnsasns 24 28 28 28 34 40
Less undistributed income of less ‘ ' : : ‘
than 50-percent-owned Persons .....ss. __ T T T L s
A 310 357 351 - 244 348 346

. Add _(Deduct): | , e |
. Federal income tAXeS ...sceassssssassnes 169 189 195 188 163 = 145

State income taxes "9lb‘oi\-‘o-,'.‘i-‘é..u-‘oco . i 54 . 64 . 62 - 77 64 N 65 -

" Deferred income TAXES wcivisensesscssasse 39 100 15 {45) 22 - 33

Investment tax credit ~ net .....veesoe. {10y {10) - (10} - (12) ll&)kv-(ld)f'

Income taxes on other income and , ,
 deductions — Net s..ceceraansincanasnss 5 0 24 3B 10
. Amortization of capitalized ' S ; , ~
“interest on capita1~leases R .3 4 5 8 12 13
Total fixed charges as. above
{exeluding capitalized interest , . R r
on capital lease obligations) «....... 255 248 257 253 256 271

Potal EATNINGS «eseesseesesseoas  $825  $862  $899  $686  $850. $859

Ratio of earnings to fixed ) - S ; S v
charges 6-.;-.;4.~;~§-.--o-n;o.ibo.--.’-m--c- 3-21 3:45 3}47 2-703.31 3.15

.
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