CDOCKET HO.: A~110500  F0206
HESPONDENT OR APPLICANT: PENNSYLVANIA POWER & LIGHT CO.
PARTY OR COMPLAINANT:

ENTRY TYPE DATE BUREAU PERSONNET
1 N : 03/18/94 SEC OSMAN ~
EP&L FILED APP IN CONNECTION WITH UTILITY'S ESTABLSEMT OF HOLDING CG STRUCTURE
2 N 03/29/94 sSEC OSMAN
ACKNOWLEDGEMENT LETTER SENT TO APPLICANT ,
3 N 03/29/94 SEC OSMAN
SEC MEMC ASSBIGNING APPLICATION TO OSA
4 N - 03/30/94 8EC ESTERLINE
RECEIPT OF $350.C0 FILING FEE I1SSUED :
- N . 05/16/94 COR OSMAN
PRUTESTS DUE TO BE FILED
6 H 04/15/%4 SEC OSMAN
SEC MEMGO 1O TRANS ATTACHING NOTICE (3) TO BE PUBLISHED
i N 04/14/94 SEC BARBUSH
RECOM ADOPTED~PUBLISH NOTICE OF APP IN PA BULLETIN;CONSOL W/G-940388, M-940535
8 N 04/18/94 SEC BARBUSH
OPINION & ORDER SERVED TO. PARTIES {CONSOLIDATED W/G-940388 & M-940535)
9 N ga/28/94 SEC , BARBUSH
PPEL FILED SEC FORM U-1; ADV SUBMITTED 4/21/94 TO SECURITIES & EXCHANCE COMM
10 N 05/16/94 SEC ‘ HUMES
GCA FILED PROTEST W/CERT OF SERVICE
11 N 10/20/94 SEC BREWSTER
SEC MEMO TO ALJ ADVISING PROTESTS HAVE BEEN RECEIVED :
1z N ‘ 12/071/94 SEC BARBUSH
OSA MEMO 10 SEC REQ PROTESTS BE RE-ASSIGRED FROM OALJ FO OSA FOR DISPOSITION
13 N 12/13/94 SEC BARBUSH
SEC MEMO TO OSA RE-ASSIGNING PROTESTS FOR DISPOSITION PER REQUEST
14 N 01/09/95 SEC - BARBUSH
PP&L FILED U-1 APPLICATN FOR DECLARATION UNDER PUBLIC UTIL HOLDING CO ACT 1935
15 N 01/09/95 8RC BARBUSH
PP&L FILED AGREEMENT AND PILAN OF EXCHANGE BETWEEN PP&lL & PP&L RESOURCES INC.
16 N 01/09/95 SEC BARBUSH
ERP&L FILED AMENDED AND RESTATED ARTICLES OF INCORPORATION
17 N 01/08/95 . BEC BARBUSH
PP&L FILED COPY OF RESOLUTION OF BOARD OF DIR APPROVING AGRMT/PLAN GF EXCHANGE
18 ‘N . op1/oe/es SEC BRRBUSH
PP&L FILED ORDER FROM FERC & NUCLEAR REG COMM APPROVING CREATION OF HOLDING CO
19 N p1L/11/9s SEC BARBUSH
PP&L LTR/REQ APP BE CONSIDERED AT 1/26/95 PUBLIC MTG; ADV OCA WILL NOT OPPCSE
20 N 91/11/9% SEC BARBUSH
OCA LTR ADV PP&L LTR DTD 1/11/95 ACCURATELY REPRESENTS AGREEMT OF OCA & PP&L
21 N 02/10/95 SEC JONES
OPINION/ORDER & CERT DATED 2/9/95 ISSUED-COM QUAIN & CRUTCHFIELD STMTS ATTCHED
22 N 02/09/95 SEC BARBUSH
RECOM ADOPTED~APPLICATION APPROVED SURBJECT TO CONDITIONS IN THE OCA/DPLL AGRMT
23 N 95/19/95 SEC BARBUSH
PPAL, ADV ESTABLISHMT OF HOLDING CO $TRUCTURE EFF 4/27/95 PURSUANT 10 OPIN/ORD
24 N 08/30/95 SEC HUMES
PP&L; FILED QTRLY FINARCIAL STMT OF POWER MARKETS & POLICIES & PROCEDURES
.25 N 06/02/97 SEC BARBUSH
PP&L FILED FORM 10-0 QTR END 3/31/97 FOR SELF & PP&L RESOURCES PER OFIN & ORD
26 N 06/02/97 - 8EC BARBUSH
PP&L FILED POWER MARKETS DEVELOPMT & SUBSIDIARIES FINANCIAL STMTS PERVOPIN/ORD
27 N 06/62/97 SEC BARBUSH

PP&L FILED SPECTRUM ENERGY SVCS CORP FINANCIAL STMTS PURSUANT TO OPINION & ORD




ENTRY TYPE : DATE =~ = BUREAU PERSONNEL

28 N 09/171/97 SEC © - ADAMS :
PP&l: FLD FORM 10-Q QUARTELY REPORT TO SECURITIES/EXCHANGE COMM QTR END 6/3/97
29 N 11/12/97 SEC BARBUSH ,
PP&L FILED FORM 10-Q QTR END $/30/97 FOR SELF & PP&L RESOURCES PER OPIN & ORD
30 N 11/05/97 SEC ADAMS
PP&L FLD SPECTRUM EMERGY SVC FINANCIAL STMNT (UNAUDITED) € MNTH ENDED 6€/30/97
31 N 11/05/97 SEC ADAMS
PP&L SPECTRUM FINANCIAL STMNT {(UNAUDITED) FOR 9 MONTH ENDED 9/30/57
32 N 05/05/98 SEC BARBUSH
PR&L INC FILED PP&L SPECTRUM INC UNAUDITED FINANCL STMTS-YRS END 12/31/97 & 96
33 N 05/05/98 SEC BARBUSH
- PP&IL, INC FILED PP&L SPECTRUM INC UNAUDITED FINANCL STMTS~-3 MTHS ENDED,3/31/98
34 N : 01/27798 SEC MOTTER
PP&L FLLED PP&L SPECTRUM FINANCIAL STMTS (UNAUDITED) FOR 6 MOS ENDED 6/30/98
35 N og/20/98 SEC ADAMS
BP&L FILED “ORM 10-Q QUARTERLY RPT TO SECURITIY/EXCHANGE QUARTER ENDED 6/30/98
36 N L LG/19/98 sgc MOTTER
FP&L FILED PP&L SPECTRUM FINANCIAL STMTS (UNAUDTTED) FOR 9 MOS ENDED 9/30/98
37 N ic/20/98 SEC MOTTER
APPLICANT FILED PETITTON‘FOR BMENDMENT OF ORDERS W/CERT OF SERVICE
EL: N 11/02/98 SEC MOTTER
SEC MEMO TO OSA-ASSIGNING PETITION
39 N 11/09/98 SEC MOTTER
- QCA FILED ANSWER TO APPLI PETITION FOR AMENDMENT OF ORDERS W/CERT OF SLRVICE
40 N ‘ 1z2/01/98 SEC MOTTER
APPLI FILED SECURITES & EXCHANGE COMMISSION FORM 10-Q{QTRLY RPT EZNDED 9/30/98)
41, N 12/14/98 SEC - MOTTER
APPLI FLD AMENDED CONDITIONS TO APPROVAL OF ITS APPL FOR HOLDING CO STRUCTURE
42 N - 12/15/98 SEC MOTTER
SEC MEMO TO OSA-ASSIGNING AMENDED CONDITIONS TO APPROVAL OF PP&L'S APPLICATN
43 N 1z/15/98 3EC : MOTTER
OCAR LTR REQ COMMISSION APPROVE APPLICANT'S AMENDED CONDITIONS IN AN ORDER
44 N 12/17/98 SEC WILSON
RECOM ADOPTED-PETITION GRANTED, APPROVED AS AMENDED ,
45 N 12/21/98 SEC HANCOCK
OPINION AND ORDER SERVED TO PARTIES
46 I 10/25/99 SEC ‘ ADAMS

PP&L FLD RPT ON SECURITIES & EXCHANGE FORM 10-0 FOR QRT END 3/31/99 & 6/30/99
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VIA FEDERAL EXPRESS

s & 1668 ‘ | ﬁ >

James J. McNulty, Secretary
Pennsylvania Public Utility Commission
P O Box 3265 AECEIVE D

Harrisburg, Pennsylvania 17105-3265

Re: PP&L, Inc. AY 05 1993

Docket No. A-110500F. O?OQ’UBLIC UTILITY CoMMISS|
SECRETARY’S BUREAU i

Dear Mr. McNulty:

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

s PP&L Spectrum, Inc. Financial Statements (Unaudited) for the Years
Ended December 31, 1997 and 1996

s PP&L Spectrum, Inc. Financia! Statements (Unaudited) for the Three
‘Months Ended March 31, 1998

These documents are being provided to ihe PUC and the Ofiice 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.

~ If you have any questions fegarding the enclosed documents, please call.

Very truly yours,

Paul E. Russell
- Enclosures & ﬁi ,

ce. Irwin A. Popowsky, Esquire & i’ g ~n




'igCEEVED
MAY 09 1893

- PUBLIC UTILITY COMMISSIO,
SECRETARY'S BUREAUSIO“

PP&L SPECTRUM, INC,
; FINANCIAL STATEMENTS (UNAUDITED)
FOR THE YEARS ENDED DECEMBER 31, 1997 AND 1996

u OCHETER,

MAY 12 199

yD?CUMENT
FOLDpEp

DATE: JANUARY 15, 1998




PP&L SPECTRUM, INC.

BALANCE SHEET (UNAUDITED)
DECEMBER 31, 1997 AND DECEMBER 31, 1996

Cash and cash equivalents....c..oeirimeins
ACCOUNLS rECEIVADIE, i vririanmsssiiriiressessrcisssasseerasinnsassonns pesiasierenarists
PrepaymnentS....c s cmmsinic siessensaessrasmeressssisnssane Srsesrssesassriskraentatnns
Federal income taxes receivable.....vmiiniionn. Ceasrenrs sy e nbnses .
Unbilled revenue - projects......c.. SRTTCU BTN
Deferred compensationu......wmmmnmmniimn crasbarserat o smaena pesiincissn

Accurnulated deferred stale INCOME tAXES. i iiermmesissioss esanseios sresen

LIABILITIES AND SHAREOWNER'S INVESTMENT

Accounts payable « PP&L, INC.inocmnimmismmi

Accounts payable « OtHe . .. e st ssseressrsns rersekessransenanin

Accrued salanes. .o eraxntonn et taearby RN kbaskbann heREEranba b s (¥as borne s b b den e
Accrued taxes other than income....vnee. ferrreisusekseseesssneins reasrenorannasinencs
Deferred revenue - projectS....im e A A ain

Accumulated deferred federal income taxes........... perenesesntaRA s gsains

SHAREOWNER'S INVESTMENT

Common stock (100 shares of $.01 par VaIUE)....cisinc v iminciinnans
Additional paid in capital..omcninnn rerraranans PR h AN O Sk A EE B A AR
Accumulated deficit............. Ersacireanenphssaheieatasebrien trerserssebrsta v sesenis .

See accompanying notes to financial statements.

1997 1996
$2,231,813 $3,501,704
1,701,864 710,897

7,453
536,299 313,241
427,800
14,825
252,313 99,238
35,164,014  $4,632,533
$1,884,713 $897,915
118,758 124,462
7,807
29,725 12,655
366,992
88,310 34733
2,496,305 1,068,765
1 1
4,143,953 4,143,953
(1475,345)  (581.186)
2,668,609 3,562,768
_$5,164,914 $4,632,533




PP&L SPECTRUM, INC.

STATEMENT OF OPERATIONS (UNAUDITED)

FOR THE YEARS ENDED DECEMBER 31, 1997 AND 1996

BAlBS .o ervvisiersrtessesstesmisssensuonssaosss soratesiessnnsantasinresser

BB, e i iaiisvire i vamrsmnisacmesntnssases savenesrmassesessrssessansssssveseenssons os

R T T T TR Py ey

AR mANC R AR ROE AN

Other ........... R tabpasieer e rrmsarean i bens Sin vrerennnnernsnsenmsinsnyng soh

EXPENSES

PIOJECH i iaivinsi s cenmiioresar e resuss arssbare sass s s sns s bo b subnenbonsrsnsnssmsost orsanbonsasnssonsine

Administrative and General

Salaries and benefits (Note 2).....ccuirrreevercrensaseevinernnns reereseania dareeeans

PPREL, Inc. suppart services (NOte 2).....ueincimnrareeiminnirsessasesss
PP&L Resources, Inc. fees (Note 2. ..o eceieeiniviconeeiosans

................. -

Grrsnusswan LETTT VY

Capital stock and other taxes.......c.cvicissncnsnnnn PRSI
Other administrative and general... ..o

LOSS BEFORE INCOME TAXES.cooneoooooeooceooeeeooeeeeeooeeeeoeeoo

INCOME TAXES (CREDIT)
Current
FRABLAL c.v i e merrsirsesinsscveseonatians

Defetred

Federal.....oamornn Ceeniien ertenaryrniarars encessianen eherierssaere

sxzaads PYRTETS Ervs

R Y L Y LY LT T T TOpereny

AgarpAsNo N vimran

1997

$6,439.777
164,736

580

1996

$4,016,043
191,625
468

~5.605.003

5,613,246

1,096,175
535,067
9,271

51,376

832,242

4,208,136

3,268,468

222,219
1,128,925
6,771
39,707
436,928

8,137,376

5,103,018

(1,532,283)

(538,626)

53,577
(153,075)

(894,882)

(313,148)

31,292
(89,408)

(638,124)

(371.264)

$(523,618)

__$(894,159)

‘See accompanying riotes to financlal statements,



PP&L SPECTRUM, INC.

STATEMENTS OF SHAREOWNER'S INVESTMENT (UNAUDITED)
'FOR THE YEARS ENDED DECEMBER 31, 1997 AND 1996

ADDITIONAL |

COMMON PAID-IN RETAINED

TOTAL STOCK . CAPITAL EARNINGS

BALANCE DECEMBER 31, 1995..  $4,086,386 $1 34,143,953 . §(57.568)
NETINCOME....rreere et (523,618) o L (523,618)
BALANGE DECEMBER 31,1996.. 3,562,768 1 4,143,953 (581,186)
NET INCOME o oeooem oo eeneesen (894,159) o o . (694.159)
 BALANCE DEGEMBER 31, 1997..  $2,668,609 51 $4,143953  _ $(1,475,345)

See accompanying nofes 1o financial statements,

3



PP&L SPECTRUM, INC.
STATEMENT OF CASH FLOWS (UNAUDITED)

FOR THE YEARS ENDED DECEMBER 31, 1997 AND 1996

CASH FLOWS FROM OPERATING ACTIVITIES
B B85, . verianecerimumrsssiacessans resesashresarnssnn s nsnsassisssnssessensnssns ceon

Adjustments to reconcile net loss to net cash prowded by (used in)
operating activities:
Deferred incomie taxes............ R Cesssinvasioniissnes posertsnresinn b et eeb e aastaerias
Change in current assets and current liabilities
 Netdeferred (UNbIlEA) FEVENUES.....ccrvieeirmsrsiassrersessassessrsssrsascessissosson
Accounts payable..... . cowmicmnii beseemtrrabinsncans Vermashaseteran e s nsaaran o

INCOME LAXES FECEIVADIE . iee s icceieiese e eesentsres v ssestes e es s snes nmsas st e esmes s

Interest receivable.....

Prepaymentst‘l‘t'Oltﬁ'l"lli ttttttt SY¥IY TS Y P INYS IS FsARREN NN Chrivaisng PLEIREAS AN 4P R IR E kDY, HABE Lk
Accrued taxes other than INCOME. i iesnsrions erebarestsastnnsaivshpars
Other ----- SRRV EE PRI PP T E T T T L P TS T Pe PP Q;!.‘klotd ;;;;;;;;;;; A SRS U AR A FIHONE AL B A AN ersam iR R Cwan
Deferred COmMpPEnsation.......ocrm e rmrsisens VIS Vraaaksnrk st e vt e

NET CASH USED IN OPERATING ACTIVITIES...creversmr ercerrneninn

NET DECREASE IN CASH AND CASH EQUIVALENTS.........ccxricemnicremnns

CASH AND CASH EQUIVALENTS

Beginning of period....cueeieiniinn arssseruinas Vs svesesssniny Crerkamenerenseant
End of period.....ocueeernns resiesainersereass pevavani Jobresrariiveranirarasionies

R T N N o P PR QN SURORP

. .
ACCOUNES TECRIVADIR. s ansvvirinmrsereererirssbirriossaninsesyars sovtssssenins

SRKATES R AVSE R NANRE

RARENEARY.

B LT I ]

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash received during the period for, -

Interest.. ... rhusers sabArnasenarsmnip bt nnans robsennsrss s s nirasiniye T T ,

Income taxes......i... T T Y RN SURREH NN PO .

See accompanying notes to financial statements.

AL T LT T YR FTFTEN (T

1996

1997
$(834,159) $(523,618)
(99,498) (58,116)
(60,808)
988,901 1,022,377
(223,058) (306,523)
B 17,922
(990,967) (587,852)
7,453 3,547
17,070 12,655
(50,000
(14,825) e
{1.269,801) (469,608)
(1,269,891) (469,608)
3,501,704 3971312
52,231,813 "$3.501.704
$164,736 $200,547
341,818 6,625




PP&L SPECTRUM, INC.

1.

NOTES TO FINANCIAL STATEMENTS

BUSINESS ACTIVITY

PP&L Spectrum,inc. (Spéctmm) was incorporated on July 14, 1995 as a wholly

owned subsidiary of PP&L. Resources, Inc. {(Resources). Spectrum was formed
to engage in unregulated business activities through investments 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 fo, executive management,
administration, accounting, information systems, corporate secretarial, hurnan
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’ 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.




PP&L SPECTRUM, INC.
FINANCIAL STATEMENTS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 1998

g @QKE?E

MAY 12 1995

DATE: APRIL 14, 1998




® ®
PP&L SPECTRUM, INC.

BALANCE SHEET (UNAUDITED)
MARGH 31, 1998 |

ASSETS

; ; walent
Cash and Cash CQUIVAIEIES. ... o o iristrsr s ienmssionses seinosansansasisnesssssvanssssssss st saisn

AL COUNES TEOEIVADI. (v vievsricrireraetersestsesscresesnissessnsonsssrissstsonesnesnsasstnsistbivhestntessess nonsasesheessss

Federal INCOME taXES TRCRIVADIG. ... oo eciriieseecevira e cerasers o smeasominsneses mesrrasaaainesn

Unbilled revenue « projects. ,
™ 3 2 FEENA SR NE RS AR A AR AP AA R PR A AN F UG L E ARSI R IR AN S AR L DG ERPLAACAI AN S SRR AN T BB A P NI A S CI R BRI W R

D eferret COMPENSAHON .ot sianresss e s ieessrcssiesbinss trbraresabassbdaresastssbnssans secsstbsaniviss

Accumulated deferred state iNCOME TEXES .ottt sstciss

LIABILITIES AND SHAREOQOWNER'S INVESTMENT

Accounts ~PP&L, Inc : :
Accounts payable NGt s s s A s

Accounts payable < Ot ... isen i isesseseiansises esnes

ARNRARNRALEEFL AL LEARECONAB LR

Aserued $alaHBS. i s iien eeernesrianan

Accried taxXes O el Han INCOMIB. . i iremrrimrnessr susesis trorcseinssnsnssarnsresnsombnsrsanassviess serbasho
Defarred reVenue = ProJeCES. . it ississrs s nssseseissiasmaseasoseiasssersssvsnsasa

Accumulated deferred federal INCOME 1AXES.... i cons e sissesansississ i seses

*

SHAREOWNERS' INVESTMENT

Common Stock (100 shares of $.01 par value).. R eveeeesesiressime st
Additional paid in captta! inimiikbskesnsun s paskusar e npen L ven ke A SRR R b e sRRA Fod 2 hbre iR drE S
Accumulated deficit. ... iincnenininen

T T T Ty T L] anzan

See accompanying Notes to Financial Statements,

$2.423.osz
2,607,067
136,449
1,279,501
13,046 - ,

288,034

$6,747,149

$3,112,281
23,706
12,238
45,084
993,622

100,812

4,287,743

.
4,143,953
(1,684,548)

2,459,406

$6,747,149




PP&L SPECTRUM, INC,

STATEMENT OF OPERATIONS (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 1998

REVENUES

Gl 1 et iecane s suatsurssmssmstnias otk bes Ans ae s n e nnsben b 6 £ EaR S8R e e am s sk o e B mn e nn s h bAAA S a e e v bR te s

I TEGE, . cheminie s ernbns o nmsk s enras i e erasssmadakssisnes bannsnnbnenrrunbns hbrs b oknnserisuansnbssssnsunessssndnssrabens rsnnnsesnsthn

Bl i eesenssees sensiabastntsnbrbssr messanss xisnsansodassssss aesssnosssses sntstih sensssessas sasessntesoatsshnsomeryennsbrnsncasananbensn

EXPENSES
Prc’jectuua‘loa#!«&lwtgnilyhbn‘t(il;-ll'«si(-R.potd‘niiﬁohx(tu10»&“--.1.1ﬁ-nqnpuﬂQn;qa-é.’bb.:t-a;n‘gs¢vi-uin'p‘.-n’.-qbn)onuu..itﬁ,u»ttntlab&&.va(.--nn-
Administrative and General

Salaries and benefits (NOLE 2)., i ieimieriiriciineinsiieaaarenssisesstonsasessebssesaessensessarssacsssbnsssoson
PPEL, InC. SUPPOTt SEIVICES (NOIE 2)...iiiiriiisiasiscsinimnrennscnesrarsissasss sessmsensas crstrsseses sesanssansnrss
PPEL Resources, INC. 185 (NOE 2)....ciemminriorseionisniminessses sesssiratasissnsosassrnsmsssiasianssssas
Taxes OtHEr thaN INCOME . i iiieiicaniriamsinrstsaer i inirasssssanisessarssasssss atesinarsssasossis susssnasanassisss
Othier administrative and general.......

LOSS BEFORE INCOME TAXES. v cerssmsrsesnssssrsssmesmssssissnvtssetsetns st
[NCOME TAXES (CREDIT) |
Current

FOBIAL. eiiianricrninisnscxersiaerensinnasssanssbbnecerants skanassbus it vessankbsrses msnariaseedvhesesenssssbaisnsissosonesssvenberanssbans

Deferred

FROBIAL crnainseersinrrassrsnsevasn ssinsssbanssiansssnasanshnss ransesasakstsinbbscos satasbesddnns siorssunt nss irtbes savsnsonis e vesannes

B, s e sixsaresanssnen ssestnsanrrions ipsstes abinsnns snnnnansnsnshsts Casins bubncheon et sns uesasdnnss varnansnn s vastsbbe bacainstinsnsnmyues

~

$3,123,989
33,772
77

3,157,838

3,010,910

252,070,
44,379
1,883
32,301
173,867

3,615,410

(367,572)

(125,150)

12,502

(148,369)

$(209.203)

See accompanying Notes to Financial Statements.



PP&L SPECTRUM, INC.

STATEMENT OF CASH FLOWS (UNAUDITED)
' FOR THE THREE MONTHS ENDED MARCH 31, 1998

CASH FLOWS FROM OPERATING ACTIVITIES
NEt I0SS..ccnmseriimmmmnnnrinnesreeven: T D AR QO VNS OCERE FEOTORCH sorarn
Adjustments to reconcile netloss to net cash provided by ‘
operating activities:

Deferred iINCOME taXES.....curiermsirimirrisionses premvenas pearsarib et sraa et s stsnsasis
Change in current assets and cun'ent liabilities
Net deferred (unbilled) revenues........iincecnrinines Crmescaiadacassariersaras
ACCOUNES PAYADIC.....ciiirieiriimiaceririsinsrcraesbsssrasessvsesasssnsnsenstenssansonsians IR
Income taXes TeCIVADIE. ... e esesrica s s s s s ssas s ek s bren s e
Accounts receivable,...ua. asnbasy s thns the s bira ke ey s s e ad kanye s or s s s san Seivress
Accrued taxes other than INCOME.. . aminivmiisaossmricassasaens Sieassnkesninses
Deferred compPenSatioN......cov i i sinsieecanssscrsarstsssvsensassnssesscobinsnss s

NET CASH PROVIDED BY OPERATING ACTIVITIES

R LT T 1Y

NET INCREASE IN CASH AND CASH EQUIVALENTS....ccovenne et svans i nsesananesin .

CASH AND CASH EQUIVALENTS ,
Beginning of peHO....comwirimmanisioessasesonsnsans ressamteesas s s s an s s wtioneirmbens
End of Period.....miniiin st ens s EEARETAR karesesyesua

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
- Cash received during the period for:
CInterest e wismeburnnni i seeseAB AT AR R RS s cerveernaniensases fusrtins i rineassaaan
[ncome taxes. . i PRSP SN T PR

See accompanying Notes to Financial Statements.

${209,203)

(23,218)

(225,071)

1,436,947

399,850
(905,203)
15,359
1779

197,239

191,239

2.231,813

 $2,423,082

33,772
525,000




PP&L SPECTRUM, INC.
NOTES TO FINANCIAL STATEMENTS

1. BUSINESS ACTIVITY

PP&L Spectrum,Inc. (Spectrum) was incorporated on July 14, 1995 as a wholly
owned subsidiary of PP&L Resources, Inc. (Resources). Spectrum was formed
to engage in unregulated business activities through investments in energy
related power markets. Spectrum has been investing a majority of its funds in
temporary cash investments. a ;

2. RELATED COMPANY TRANSACTIONS
PP&L Semi‘cés

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 setvices provided. ' "

P
*

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, insurarice and other similar types of services.




 Dear Mr. McNulty:

mﬁ. Russell t e P’ Inc.

Harrisburg, Pennsylvania 17105-3265

; K

; . Ul 27 19995 ;
Re: PP&L, Inc. / JuL 27 Y
Docket No. A-110500F.02066 < . _

, PP&L, Inc. (“PP&L") hereby provides the following document to the
Pennsylvania Public Utility Commission (PUC);

» PP&L Spectrum, Inc. Financial Statements (Unaudited) for the six
months Ended June 30, 1998

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~1 10500F.0206). :

Please date and 'txmeestamp the enclosed extra capy of this letter and
return it to me in the envelope provided.

If you have any questions regarding the enclosed documents, please call,

Very truly yours, , e

(o

Paul E. Russell
Enclosures

cc: lrwin A. Popowsky, Esquire

] 1
. Associate General Counsel ' Two Norlh Ninth Street N Vg /.,
Tel 510 774-4254 Fax 610 774 6726 Allentown, PA 181071179 AT S
x E.mail perussell@papl com Te' 610774 5151 *® e’
: hitp 1hwww papl corne oy ‘ Lo
.
. .w.~
. p IJ 0:‘\ -
L , . L
VIA FEDERAL EXPRESS >
) + " 4 T r‘ ?‘ R L
July 27, 1998 | BB{ z { / \ ‘
James J. McNulty, Secretary f : A M
Pennsylvania Public Utility Commission _ ii: CE: V -
P. O. Box 3265 , at g i

" BUBLIC UTIATY COMMISRIT




PP&L SPECTRUM, INC.
FINANCIAL STATEMENTS (UNAUDITED)
FOR THE SIX MONTHS ENDED JUNE 30, 1998

f SQQETEﬂ |

-7 UL 29 1998

DATE: JULY 14, 1998




BALANCE SHEET (UNAUDITED)
JUNE 30, 1998

Cash and cash equivalents................ cebreeeannsiaris e rrvarranesenans srRrdan Creteenreranr .
Accounts Feceivable. .. ..o s oo

PrEpaymEntS. ... oo siairinms s s soacscesirinersn s cissssssersssse

- Federal income taxes receivable... ... ...
- Unbitled revenue ~ projects, ..o edinn
Deferred compensation ... o vveirvnes

Miscellaneous deferred debils. ... ... ivivierei e iensns

...................

Accumulated deferred State INCOME BXGS. ..o oo ereesresereseass s oes st omeeeirnoeassinsie oo e

Accounts payable - PPEL, INC.......cvivomeeiin i vcesvsnnns

Accounty payable <other . .

ACCTUET SALEHES. ... cwiniverenieeseesassresmsiesss

" Accrued taxes other than INCOME . oo i o eeesrins

exbbr aaraney

wswayr

CERTEY STYRe

P I LTI

Deferred revenue - projects ... oo enennnins BT SO ST ervinees

Accurnulated deferred federal income taxes... ...

Coramon Stock (100 shares of $.01 par value)........... .

Kixen

RANNREERRE

kA veRineEINS

T T P S L L A ST I T PP}

Additional paid in capital.. .....ovccomnnrinin ceerirensanas Srrsevasens Srdaeshesse v cenosin rert et enares

Accumplated deficit.........ccvnivreiieiiiis rvervesairensrerans

See gccompanying Noles to Finarcial Statements.

ARiraawrveassenran i akeshet

$1,895,053

2,917,233
87.076
321477
577,941
9.934
7,008

321,530

$6,136,952

$3,084,998
589,290
18,220
33,087
35,605

112,536

3,873,716

1
4,143,953
(1,880,718)

2,263,236

$6,136.952




REVENUES
Sales . ...
Interest.......
Other ... ...

EXPENSES

Administrative and General
Salanes and benefits (Note 23....... ..o L
PP&L, Inc support services (Note 2)
PP&L Resourees, lnc. fees (Note 2)
- TaxS Other thaN INCOME.. oo iie: coreisies i et e s ercesneessseses ot ea bt ometssbsearens e iaseneon
Other administrative and general......

B R R R R L T T R L L T T R R L LI LT L LT T L YR

.....................................................................................

LOSS BEFORE INCOME TAXES

R R R N R R T T R L L T T T Py Dy A Lt

INCOME TAXES (CREDIT)
Current
Faderal... ..o v

SLAte i pewerivenst s areay OV A e e rbiere st et e baeirerie

NETLOSS. ...l SRR barinrans ST SRR I, DR, TR eideenasan

See accompanying Notes to Financial Statements.

$7,116,165
66,079
260

7,182,504

6,970,519

443,962
107,958
3,248
56,230
293,454

7,875,371

(892,867)

(242,503)

24,226
(69.217)

(287,494}

$(405,373)




' STATEMENT OF CASH FLOWS (UNAUDITED)
'FOR THE SIX MONTHS ENDED JUNE 30, 1998

CASH ELOWS FROM OPERATING ACTIVITIES

Net loss... prverrens $(405,373)
Adjustments to reccnctle net loss to net cash provsded by
operating activities: \
Deferred income taxes........vecovennnn. avnresivrsenriesbnen i Camsaninsnnen et bevesends (44,991)
Change in current assets and current hab:izhes .
Net deferred {(unbilled) revenues... (481,528)
Accounts payable......... eirnerussess S ...................................... 1,681,230
Income taxes receivable.. .o i e e e aaine 215,122
Accounts receivable. .. i e e (1,215,369}
Prepayments. . e e ane e TRV cares (87,076)
Accrued taxes other than income... 3,342
Deferred compensation.... e ikl sivemeaciesiessvenssbesedensinns ncecinnsts Sr i ‘ 4,891
Miscellaneous deferred deblts..ui‘...,....‘...ﬂ.‘; ............................. eniipansaie as e (7,008)
NET CASH PROVIDED BY OPERATING ACTEVIT[ES .......................... ~ (3386,760)
NET INCREASE IN CASH AND CASH EQUIVALENTS. ... . oo (336.760)
CASH AND CASH EQUIVALENTS
Beginning of perfod ...c.c.oovovviiii e, aesesasansoniaisia RV reanrinasat 2,231,813
End of period.......ove i caetnesarisideiniy by fondia aniveasaa i ans [T $1,895,053

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash received during the period for. _
0] - OO SOV B Ty SOV O SOOI PO LT 66,079
INCOME AXES. .coavimnrinecrieirsire e cerstieanniornns SRR PR R ST © 491,312

See accompanying Notes to Financial Stalements.




PP&L SPECTRUM, INC.

NOTES TO FINANCIAL STATEMENTS

1.

BUSINESS ACTIVITY
PP&L Spectrum,Inc. (Spectrum) was incorporated on July 14, 1895 as a wholly

- owned subsidiary of PP&L Resources, inc. (Resources). Spectrum was formed

to engage in unregulated business activities through investments 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 timited 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’ 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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E-nail. parusseli@papl.com Tel 6107745151 %Y T
http Fwww gapt.com; \ Y-
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Pennsylvama Public Utility Commission

P. O. Box 3265 AUG 20 1998
Harrisburg, Pennsylvania 17105-3265
, ; }{)BUC UTILITY COMMISSIO®
Re: PP&L, Inc. SECRETARY'S BUREAU

Docket No. A-110500F.0208

Dear Mr. McNulty:

PP&L, Inc. (‘PP&L") hereby provides the following document to the
Pennsylvania Public Utility Commission (PUC):
‘ Form 10-G Quarterly Report to the Securities and Exchange
Commission For the Quarter Ended June 30, 1998 for 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 time-stamp the enclosed extra copy of this letter and
return it to me in the envelope provided.

If you have any questions regarding the enclosed documents, please call.

Very truly yours,

Q?/Q,.w

Pau E. Russell
Enclosures

ce. Irwin A. Popowsky, Esquire
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Form 10-Q .
- Quarterly Report to the
Securities and Exchange Commission

For the Quarter Ended
June 30, 1998

L9”UMEN7
FOLDER

PP&L Resources, Inc.
PP&L, Inc.



United States
Securities and Exchange Commisgsion
Washington, DC 20549

%
*
%, * .

Form 10-0Q

[X] QUARTERLY KEPORT PURSUANT TQ SECTION 13 OR 15(d) OF THE SECURITIES
CEACHANGE ACT OF 1934 ‘ . ‘
For the quarterliy period ended ____ June 30, 1998

OR

{ ] TRANSITICN REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 3ECURITIES
EXCHANGE ACT OF 1934

For the transition period from . o kO
Commission File Registrant: State of Incorporation:  IRS Employver S
Number Address: and Telephone No. _ Identification No.
1-11459 . PP&L Resources, Inc. | | 23-2758292
: {Pennsylvania) ' :

Two North Ninth Street
Allentown, PA 18101
(6:0) 774-5151 2

1-905 PP&L, Inc. , 23-0959590
{Pennsylvania) :
Two North Ninth Street
Alientown, PA 18101
{(6.0) 774-5151

Indicate by check mark whether the registrant 1) has £iled all reports
regquired to be filed by Section 13 or 15(d) of the Securities Exchange Act
uvf 1534 during the preceding 12 months (or for such shorzer per-od that the
registrant was required to file such reports), and (2) has been subject to
csuch filing requirements for the past 90 days.

PP&L Resources, Inc. Yes X No_

PP&L, Inc. v 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&I, Resources, Inc. Commorn: steck, §£.L1 par value,
: : 168,266,320 shares outstanding at
‘ o July 31, 1998
PP&L., Inc. Common stock, no par value,
157,300,382, shares outstanding and
all neld by PP&L Resources, Inc. at
July 31, 1998




PP&L RESOURCES, INC.
AND
PP&L, INC.

FORM 10-Q
FOR THE QUARTER ENDED JUNE 30, 1998

INDEX

PART I. FINAHCIAL INFORMATION
‘Iter 1. Financial Statements
PP&L Resources, Inc.
Consclidated Statement of Income
Consolidated Statement of Cash Flows
Consclidated Balance Sheet
PP&EL, Inc.
Consolidated Statement of Income
Consolidated Statement of Cash Flcws
Ccnsolidated Balance Sheet

Notes to Financial Statements
PP&L Resources, Irne. and PP&L, Inc.

Item 2. Managemépt's Discussion and analysis of
Financial Condition and Results of Operatisns
PRP&L Resources, Inc. and PP&L, Inc.
BART LI. QTHER INFPURMATION
Ztem 1. Legal Proceedings

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

Ttem 6. Exhibits and Reports on Form 8-X
GLOSSARY OF TERMS AND ABBREVIATIONS

SIGHATURES

Page. No.

=

[ o8 ]

37
38
41




PPEY, RESOURCES, INC, AND SUBSIDIART

Part 1, FINANCIAL SHFORMATICN
Item ] Fipancaal Statements

Tn the cpin the unauarres

ion ¢ PPLL Resourzes, - sTatements. inoladed hereln
reflact all agiustments necessary o present I LCaten Balante Inset as of
Sune 30, 1988 anc Decemzer 31, 1597, and the T ament I Income and
consolidaten Statement of Jasn Flows Isr the ¢ e 10, 1388 and LE3T. PEsL
Resources »s the parent nholaint company = FPE FPaL spectrurn, PRLL LapIlac
Funcing andg 2. T. Lyons. PP&l constitutes sub T xF&l Rescurces® 3zHeLE,
revenuas and sarnings.
CONSOLIDATED STATEMENT OF INCOME
{Unauditer)
{Miliions ¢f Doliars, exgept Der share datad
Three MITLNS 5LX Montis
Smoed June 0. Endes June =%,
Legx 1957 1983 387
© Operating Revenues
Slectriz sterataisns. e A e . . 3558 $55¢ 51,175 £i,20%
“holesaie eneryy anc ::aﬁlng acTivities . . 25¢ i35 504 2€7
Eneray selafed Cusinesses.. ... .o S e . 21 7 40 7
Teral Iperating PevEnues.. . oL viae et o B3E LY 1,718 T

Operating Expenses

231 SRR

ESER Yot B Boliiield - A PRI A . 118 LB LE
Enersy pusenases... .. ... e e e e ‘ So218 204 432 ziT
Other tperating......... a i BT I 143 12 262 232
MAaINCeNANCE . v v v n v e s e e B 53 39 81 34
Depreciaatisn and @mOrIiZAaTIT0. . .a. s s 94 23 188 +85
Taxes, other Than LNCSmE .. i.scuere cvann. . 49 23 102 1lE
Energy zelated DUSIRESSCS. ... ... F T N 15 & 29 8
Total Cperfating Expenses........... T ‘ 690 ne 1,334 0 RS
gparating INCOMEB. . ..o vwceban oo e e e e 148 168 385 . 438
Other Inceme ang DeaucTions: . . oo.. e . v % 3 11 £
Income Before Interest and Income Taxes, ... . ..«.... ‘ 152 1898 3g6 5%
Interest IXDERSE. . ... . el e 54 53 106 P
Income Before Income Taxes and , L
Extraoxdinary ILEms .. ... .. eais vhaaai e oo 98 14 280 LS
ITnceme Ta¥es. . . .o..  voeu - e e e 38 35 - 122 L
Income Before Extraordinary ILems.. . .. ... ....... , &0 T ES S 188 B2
Extrasrdinary Ttems snet ©f $66€ income Taxes)
(HOEE 9) e e N Ce . o fedsy {948)
Income (Loss) Before DPividends on Preferred Stock. .. 1888} 5% {1801 -
Préeferregd Ztock Dovident REgUIFBDENRTIS. .. ..... .. ... & 4 13 ; -
Not INCOMEB{LOSSE) « v v x v cvis o v v s o w i i nas o L, {58894} SES Bi-¥ik)] izl

Earnings Per Share of Common Stock

Basyc and Diluted {a): o

Income Sefeore ERtraorllandary Ifems. .. ... . e $0.32 $0,38 50.92 L.
Extraordinary Items met o LaXi........ waae {5,656} ; {5.87}

Net INCOMEILOSS  «vurvuneivivny o vmnasnne aoaners 315 34)  SC.5% 3i&.i51 L.

pDividends Seclareg per Zhare I Jommon Slzok. ool 50.4173 £5.417% $0.835 0.8

{a)} Based on average numper =% ghares

OULSTANCING {ThOUSANGS ! o v v v cr s orren s 167,438 it UBE 167,166 L83, 8L

See acccompanyaing Notes Iz Financial Statements.

-1 -




PPEL : )
CONSOLIDATED STATEMENT OF CASH FLOWS
{Unaudated)

Millions of Dolliars)

Net Cash FProvided by Operating Activities................

Cash Flows From Investing Activities

Progerty, plant and egquipment expenditures...
Proceeas from sale of nuclear fuel o trust..
Purchases of availasle~for-sale securities.

L A I

BT PO S

D A N A

CRE Y

Sales and matursties of available for sale securitiss...
Investment in electrie energy PEOJELTS. v st cnnsnanas
Purchases and sales of other financial investments - net.

Other Lnvesting aclivitles - NEL. . i, v vsrnronesran

.o

s s a e

Hel cash used in investing activities.............

Cask Flows From Financing Activities
Tssuance of long=term debe., .t e . oan N

Issuance of SOmmor SEOmKk. . v i i v e
Issuance of zompany-cbhbligated mandaterily redeemable
preferred securitias of subsidiary trusts holding

solely company GEDENTUZES. ciwuveaesrears.

PR AR

E—

I A

o E W

Retirement Of LONG-LELm Gebh. . s vnrionrnenncesansan

Purchase of subsidiary's preferred stoszk inet of premaiwr

£

-

»

A ABSUCLATEU COSTE T v tu et v s s ks v e s s v et crarnsssnssnna

Payments on capital lease obligaticns....
{ommen and preferred dividends paid......
Net increase in short-term debb..........

w e

D

L

.

“

-

Other Iinancing activiities = net .. ci.csan.a.n

Het cash previded by fused in) financing accl:

Het Decrease In Cash and Cash Equivalent

s .
Cash and Cash Eqguivalents at Beginning 2f Feriosd

oy

LRI Y

LR A T

Cash ane Casn Equivalents at End of FPeracd .........

Supplemental Disclosures of Cash Flew Information

Cash paid during the peried for:

Interest {(net of amount capitalazedi..............
INCOME LAKBS L v v v w v s s v nss s ta s nde s e dnsnntnssveseers

fee acsumpanying Motes to Financial Statemen

e

- 4

*

v

[

>« & »

aas o

x v

%

v =

»

-

LLies.

- 8ix Month

nded June 239,
1498 1987
s281 307
(149} <143}
15 23
(12) {523
14 al
(276) {13}
i 16
2

{402) (24
260 10
33 35
2350

{267} 210}
1368}

{26} 133}
{182} 1150%
260 147
{1 {20
167 1339
{14} {561
50 131
36 545
5311 $106
598 $131




PPl RESOURCES,INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
‘Millions of Dollazsy

- v % AR s e by N Ln N Y . «

Electric urility plant in service =~ net :loekes 2 &nd a.
Transmissicon and [ISTIIELCLDA - vh v et e i
SEREDATION e o e e T

i 2 . o

Ganeral and 1nTangible oLl i e e
Constructinh Wors 1N RITgress = &7 IC85C...... .. e
irs I , T .
Nuclear fuel ownes End 1ea58d = L8T. ... e ases e a e

o~ - Ya o= <

Electric ULilaify DXAHT — G8L. . ..o s i aa s
{’u»t- b TG S NF e PR
LLLer prouerty NET . s s e s € s v e i e e e “a e e e e s

Investments

Electzic 2nergy PLOTEZLS =~ &T 2GULLY «.ievanacrannsa tones
Huclear plant SESCMMISSICRING Trust fund .o vivveoanen

Financial 20VeSEmMERCS . L. s iavs ot cnsre s ieanens e
Affiliated companiss - ab EQUILY .~ .uveiivaesi i e

T ol o U= P T A I

Current Assets
Cash and cash eguivalents ... «ciraesiiaea

2 e e
Acsounts receivable [less reszrwves 1898, $18p 1387, 1§
BEARET-R oo rest=0 R U U S A I
B« § ot o= P T T T I
Unbilled revenues
RS TR nlas Vo o - O R L
Borg o < - S P A T R

fuel, materirals &nd SupPpLies - AT AVErage CILST...iaes-ssos
DLEPAVIIENES s o v o v s s a e e e s e Ve .
Deferred LiCOME LAXES . s e aan e au e a i e

ther
6350 o 73 L T S T T T TR TE AT B

Regulatory Assets and Other Noncurrent Assets (Note 4]
Recoverable TranSibicn COSTS .. vvassarcesmsn vanamsnn  warss

O ] 50 ¢ €= 5 o R A A P A

See accompanying Motes to Financiai Statements.

June 30,
1998
{Unaundited)

$2.,171 22,162
1,632 3,33z
216 23z
4,019 RS-
57 1858

156 1E7
4.272 o, et
53 3z
4,325 SR
£38 3180
186 183
50 e

17

(13

904

i :
el T T
L2 L R

38

1s6C
75

i 4
R 34

Fas
s A0
fae

EAn]

84 EY
91 iR
175 i3
89 28
32 22
26 3D
772 £3%
2,819
379 1,268
3,158 S
$9,199 $3, 458




BEl REGOURMES TN, ,
CONSOLIDATED BALANCE SHEET
{Millions of bollars:

» LIABILITIES
Capirtalizatisn
Commen eguity
Commen SESCK i i e
Zapital in excess of gar ‘ralue
Earnings reinveston {(Hote 1) L.,
Caprtal stock expense ang oiner

Preferred stock
With sankin

.

*

‘v

*

v e

fund reguirements ...

PR

Wicvhout sinking fund requirements. ...

Cempany-<obligared mandater:ily redeemavle preferred
serurities of subsrdiary Trusts holding solel

P

.

.

*

N

»

»

>

*

§ 6 ovoa w

sempany debentures. . .. . i i ii i e e

. , ‘
LORG-LELI CBEE 4 u i w i ta e r b e e h s e

Cuaxrent Liabilities

GHOLE-LELM BT e v vt s n v s e en s e s e as e

Leng~ternm debt due within cne yeax

Capatal lease cbligations due within one
“iapility for above market UG purchases due

R A

within one vear ilote 4} L.coiiiiiioan

Legounts payablie . ice i eaaan
TARES ATCIUET | L adiasasaas s,
Interest accruld i vt cra s
Dividenas pavable ... v

3 ol
183 oT =3 SR U A VA A OO

beferred Credits and Othey Noncurrent Liabilities

+

.

Y

Deferred ipcome taxes and ITO (...
Liabality for above market UG purchases {Note 4}
Caprtal lease obIigACIONS .o ueie i inanvcassanons

DEREBE . e canvensanantrnacevenson

- Commitments and Contingent Liabilities

-

%

.

©

year

“ e v om

.

*

*

.

.

x

.

*

¢

-

»

*

B

. x

CEE Y

£84

£

>

»

A

N

-

L R N N A

L R )

Lee sooompanying Hotes 2o Financial Statements.

June 30, Becember 31,
1998 1997
{(Unaudited) {Audited)
52 52
1,702 ‘1,669
231 1,564
{28) 126)
1,907 2,809
47 47
50 S0
250 250
2,730 2,58S%
4,984 g, 741
397 135
150
58 58
105
182 140
53 40
62 62
76 76
99 108
1,038 769
1,586 2,221
775
103 113
743 641
3,171 2,075
89,199 $9,485




{
! .
* @

PPeL, INC, AND SUBSIDI

-

rry
(540

In the opainiecn <f &L, The srnaugited finansial sTaTements Ancliudes herely
reflect «ll adiustments necessary 3 present Zazrly the Tonsclidated Balance Theet
as of June 20, 1998 and Decemser 21, 18%7, and the CTonsclrdated Statamment of
Income and Consolidatea Statement of Casn Flows Zor the reraods enced
June 33, 1398 and 1%%7. A1l nonutility cperating transaccions are :inclusded
1n "Other Income and :Deductizasi' 1n PPsL'e CZznsclidated Statement of Inconhe,
CONSOLIDATED STATEMENT OF INCUOME
{Urigudited)
{(Millions <f Delliars:
Three Months , $ix Menths
Endea June 3T, - Engeg June 30,
5398 18u7 15958 lE8T
Operating Revenues
0 R=T et b o i olioY o1-5 o - S ob 3+ 3+ 1 JOUUINNIDUDS NN $558 £558¢ §1,178 $I,204
Wholesale energy anc TIading ACTLVIDIEE. ... ..... 258 138 504 i€
Eneryy related DUSILRESSES. . .iuivervsin woeier . - 1 Z
Total Cperating Revenues B18. - . 586 1.6:5 l.47z
Opeérating Expenses’
Operaticn
Blectric FUBL. vt i dane s b et i 118 168 231 2ig
Efiergy ourchases . . . .t innrarnan vunnen o 218 104 432 L2
Other ODeLATING. vt var s enranionensesubasenssns 143 121 260 238
Maintenance.......... f e RS AP 83 49 %1 23
Depreciation and amMOXTLZATLON. .  .ouswviiart 24 &3 ‘189 LBS
Taxes, cther than LACSME ...t verii o nnneeon s 48 sg 102 itg
Energy related BUSANESSE5 .. v iuinien e van v o 1 ‘ L
Total Operating EXPEnSeS. ..o inan ot .- 67E S23 1,385 .., 3E0
Operating INCOME ... ueiv st ot aavonnsonsssvasns 143 183 374 L2

W
X4}
1o
'
L

Other Income and (DEOUSILIONS: s v vu s s st sa s ro s s

Income Befare Interest and Income TaAXES.. .o . v «x

isz2 173 335 "30
INEEresy EXPEASE. v v v v aresina o anaans aresoeconvs 45 >4 X 1i8

Income Befere Income Taxes and

o
Joa
o
T
o
s
tad
t3
T

Extraordinary Items .. .. cern v omearo somns 103
INCOme TaES. v v v e s acrna vassmas s s vsns asacon 40 47 124 134
Income Before Extraordinary Items ................ 63 0. 1713 1RO

Extraordinary Items (nec of S68E income taxes:

{HOBE A} t i as ovs s mevmm e san e ma e et {948} ~ {948}

Net Income{Loss) Before Dividends on ,
Preaferred SEOCK . ..t v v st vmm e sniu o h e e ha e {885) 70 R Arirs-} CLIBG

pivedends ¢n Preferred StoCk. ... e iivarianiaaiias iz g , 24 s
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See accompanying llotes o Financial Statements.
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JINC ) SUBSID
- CONSOLIDATED STATEMENT OF CASH FLOWS

Unau%x B
IMrliisns of Dollars)

Net Cash Provided by Operating Activities.

Cash Flows From Investing Activities
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PP&YL, INC. COMPENY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
iMixiions of Dollars:

June 30,
13868
{Unaudited)

, ‘ ASSETS
Property, Plant and Equapment
Electric 1iity plant Lo service - net. {Hores I oana
Transmlss*cn AR GRS bUTIOn L s e e e s §2,171
GENELATLTI s v v e v v i v m e e ma s an s mr e h e e e e e e s . 1,632
Seneral ang intangiile L. eic e C o216 23z
4,019 ‘ B,z

2 2%
e

i
s
-

P ok
Lao]

f
>
¢
3
1§

ConsStrutTisn WOK 17 TIDEIesE - Al G850 (L ea i ve e e 97 1B8E
Nuclanr SuBL oWwhed ANS. L8ASEN ~ BET L .aa . es el ianl owaasas ~ 156 17
Tlectris ULLILTY DLENT = 02T La s ieimaraaa i iseaes 4,272 5,728
CEner nropesT. - neL e B R 51 5%
4,323 e e,524

Investmants
LOBN £2 PALBAT. .« aav e amobovaaansas st s ansane o edarnes, ~ 378 378
Muciear gplant Cecommis$icning SIUST Zund o aiin e - 1BS6 LE3
“ 1 -
Financial LAVESTIENTS . .av v ceesnnroreararrosoinsaneers s 49 52
-

Affiliared CORPENLES AL SUULITY st rate s aana e ‘ 17
[ vt n = T2 O A I T IR T i : 13

641

el R84

ol .
o] 4o g
o

Current Assets . ,
Casn anc cash egulvalenhis .. ....v...

L P
Acceunts receivable sless resezve:r 1398, (1§; 1387, 218
CUSTOIMEES v cnvnnia irarinnaneosms s éasmam . naossm aonyye & 158 18
g ohe 17 U £4

81
Unkilled -evenues '

S T AR LS e v e s e e e s e e e e ey e e e e e e e .81 &5
Ceher.. .o o O PR ' 21 3¢
Fuel, materials and supplies - at avegage £38L ... ... B A - 233
FEPAVINEIIES o o u vt a s i e e e ke s e e et e e 88 =%
Deferred LACSME LAKES . . avevrononcessenvsniomronsnesaines 32 ey
(6 T« 1= s T R R R R 23 23
745 &73

Regulatory Assets and Other Honcurrent Assets {(llote 4) -
Receverable CrENSITION COSLE v e onassa i ts e ssaass ons 2,818
BB L e s vt e ittt ae i e e e e e : - 364 R

' 3,183 T

$8,896 38,472

See accoempanving jiotes to Financial Statemence.
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PPSL, INC, AND SUBSIDIARIE
CONSOLIDATED BALANCE SHEET
(Milliions of Dellars)

June 30, December 31,
1998 : 1987
{Unaudited) {Rudited)

e : LIABILITIES

Capitalazation

Comuan egquity ,
CONIMDI SEOCK oo vt o v e s vomnebonsanasensssonsanneasen nis $1,476 51 4?6
Adurrienal pald-in Zapital e i s oair e i er e 64 64
Tarrings reinvesten IMete d4) 0 ULLL .. i a e 153 L.092
Tapital stock expense and Other . ...l iae e i - {20} : {20)

1,673 2,612

Dreferred stecx

dith sinking Iund ZeqUILEMENTE .. vvevshiniaain s 295 295

Without sankang funds reqULILEMENnSE . .h vt v 171 171
S romtanv-cpligated manuatorily redeemable prefersed

senuyrities of subsidiary trusts noldaing sclely

CEmEAnY HdelENLULEE . i s e F A i e © 250 250
e o B4 1 B - + 3 S T 2,568 2,483

1,951 5,811

Current Liabilities ; ,
3 (TR R A - S L3 1 AU 127 45
seng-tersh mebc due WLTHLD 51 YREAL b rviv i aisatanaas o 150
Capital lease ~bligations due Within one Y€ar .. .. ivaas 58 8
Liability io: above rarket NJG purchases due
wWathin one YRar (HOUE 4} iiariuivrerdiecasasvarsanscns 105
COMRTS payable ... 181 148

,
&
TAREE AECIUGE t e i s x s sn s s it i et e i e e 58 40
INLELOEE BEEIUEE & evw s m s st s s s i st srvaanarasvsyanaioessa : 58 %9
BAIvidents pavanle o u i iccaa it e s e 82 B1
DS oo U S 97 107

. TEE — 3%

‘Defarred Credits and Other HNoncurrent Liabilities
veferred 1ncome taxes and ITC i i soir casr e 1,588 ~ 2,221
tiabiiizy for above marker HUG purchases {Hote 4) ........ 775
Capizal lease obligatifng ... ..., iiiii i © 103 1.3
ve s B 740 639

L T o

3,193 2,973

- E e w B o#E R

Commititents and Contingent Liabalities ......i..an

$8,896 89,472

Jee acasupanying Hotes ©p Financial Statements.



PP&L Resources, Inc. and PP&L, Inc.
Notes to Financial Statements

Terms and abbreviations appearing in llotes o Fipanclal Statemenis arse
explained in the glossary.

1. Interim Financial Statements

> -
kS

Certain infcrmation in footnote disclosures, ncrmelly included in
financial statements prepared in accordance with generally accep
accounting principles. has been condensed cr omatted in this Form X
pursuant to the rules and regulations of the BSEC. These fipanc
statements should ze read in conjunction with the Zinancial statemen
notes included in PP&L Resources’ and PP&L’'s Annual Reports to the
Form 10-K for the ear ended Decerber 31, 1897,

£

?)

e
-

. =
!

R0
B
0

in et

Certain amounts :in the June 30, 19%7 and December 31, 1887 £finan
statements have been reclassified %o ccnform to the presentatlion in
June 30, 1998 financ:ial statements. The most saignificant reclassifica
have been made in —he Consolidated Statement of Income. This Stacement
been modified to berter reflect the changing nature of the business £

1

O e

e I
W W ke

$4

Hogt ot

0

X B!
o

=
reguiated electric utility te a full-service provider of retail and
wholesale energy and related products and sexrvices. The revenues and
expenses of PP&L Global, PP&L Spectrum and H.T. Lyons are now reflected in
"Operating Income.” sreviously, the results of these non-regulated
affiliates were included in “Other Income and {Deductions)’ in  PP&L
Resources' Statement of Income, Tn additicn, the revenues generated by
pPel's wholesale energy and trading activaities are now separately
disclosed. Finally, inccme taxes are no longer reflected as "Operating
Expense, " which was the traditional disclosure used by utilities. On the
Consolidated Balance Sheet, "Electric utility plant in service - nec” &t
PDecember 31, 1997 nas been reclassified co separacely disclose generation
plant, which is no longer subiect to the regulatcry accounting DYXCViS1ons
of SFAS 71, “Accounting for the Effects of Certain Types of EBegulaticn
See Notes 2 and 4 Zor further information. ~ ,

<X

™y

e W
£

-

2. Summary of Significant Accounting Policies

The PUC‘'s order dated June 15, 1898 Isee Note 3} impacted certain
accounting policies of PP&L. Following are updates to the *Summary of
significant Accounting Policies' as detailed in 2P&L Rescurces' and FP&L 8

Annual Reports toe the SEC on Form 10-K for the vear ended Degember 31,
1997. Refer to Note 4 for mere information on the PUC restructuring

charge.
Management's Estimates

These financial statements have been prepared using infcormatiocn wnigth
represents management's best estimares of existing conditions. Actual
results could differ from these estimates.

Significant estimates were reguired in recording the effect of =h
PUC's oxder. The impalrment write-down of certain generation plant

dependent cn projections of future cash Flows and capacity facters. Cash
flow prcjections and the resulting impact on the Zair value determination
of these generating facilities are subject zc¢ future re-evaluation. In

-9 -




addivion, the liabilities vrecorded for above-market purchases from NUGs
were based on estimared generation by the NUG facilities and estimated
furure market praices for this generation. Again, these recorded amounts
are subject ton revision if the underlying estimates change.

Regulation

Historically, PP&L accounted for its operations in accordarnce with the
provisions of SFAS 71, which requires race-regulated entities to reflect
the effects of regulatory decisions in their financlial statements. PP&L
discontinued application of SFAS 71 for the generation portion of its
business effective June 30, 1998. '

Utility Plant
Following are the classes of Electric Utility Plant in Service, with

assesiated accumulated depreciation reserves, at June 30, 1998 and Cecember
31, 1997,

Transmission General Electflc Ucility
& & Plant In
Distribution @eneratiorn Intangible Service
June 30, 1998: ,
Original Cost $3,353 56,339 $372 S10,064
Accumulated Depreciation : ;
Reserve (1,182) (4,707) {156) (6,C45)
December 21, 1997: : : :
Crrginal Cost ; 53,309 $6,306 $369 $ 9,984
Accumulated Depreciation , :
Regerve {1,:49) {2,284) {137) (3,570}
Generation plant is reflected at the lower of cost or market value at
June 30, 1998. As noted in the "Reqgulation® section of this note, PP&L

discontinued application of SFAS 71 for the generation portion of its
business effective June 30, 1998. In accordance with SFAS 101, "Regulated
Enterprises-accounting for the Discontinuaticn of Application of FASB
Stavement No. 71", impairment tests were performed on the individual
generating facilities., These impairment tests used the provisions of SFAS
121, *Accounting For the Impairment of Long-Lived Assets and For Long-Lived
Assets to Be Disposed 0OFf". As a result, generation plant assets were
written down by $2.357 billiorn.

The nther classes of Electric Utllitv Plart in Service continue to be
carried at historical cost.

Capitalized Interegt

Effective June 30, 1998, PPaL stopped capitalizing AFUDC on
generation-related construction projects, since these assets are no longer
subiect to the provisions of SFAS T1. Instead, interest 1s being
capitalized on generation-related progeﬂns in accordance with S8SFAS 34,
”Capltallzlng Interest Costs.®

- 10 -




Premium on Reacgquired Long Term Debt

In accordance with EFAS Vi, PP&L deferred the premiums andc exXpenses o
redeem long-term debt and amortized these costs cver thne life cf the new
debt . £ no new debt was issued to refinance the retired debt, these costs
were’amcrtized‘over the remaining life of -be retired dept. Efiscrive Juns
30, 1998, losses on reacguired debt attr:ibutaple o the generat:ion DoTE
of PPiL's business will be rec ordea in accorsance with SFAS 4, "Reporoing
Gains and Losses from Extainguishment of Debt.’ '

‘\

Comprehensive Income

During 1997, the FASB issued SFAS 130, ”Rnnor‘ ing Ccmmre%ensive
Income., " This statement required disclosure of mprehensive Lnoome,
defined as changes :in equity other than from ctra nsac:zcns with shareowner

.
Comprehensive income consists <f net inceome, as well as holding ga_“ ar
losses of certain assets (sucn as avairlap.e-icr-sale securities;, foreign
currency transiaticn adiustments and the =ffects of certain accounting
adjustments to earlier periods reccgnizec during the current per icds.  The
comprehensive income of PP&L Resources and PP&L is not mater;aily different
than net income for the threc and six meonths ended June 30, 1898 or the
corresponding periods in 1387.

J‘ ‘Y £l

3. PUC Restructuring Proceeding

Reference is made tc PP&L Rescurces' and PP&L's annual Reports o the
SEC on Form 10-K for the wear ended December 31, 1997, regarding PP&L’'s
April 1, 1997 filing of its restructuring plan with the PUC pursuant o tae
Customer Choice Act.

‘Jnder the Customer Choice Act, the PUL .s authorized tc Jdetermine the
amounc of ©PP&l's stranded costs te be recovered through 2 Competiiive
Transition Charge (CTC) to ke paid by all PUC-:urisdictional customers wieo
receive rtransmissicon and ZAistribution servlce from PP&L. Stranded oY
cransicion) costs are defined in the CTustomer Choice Act as "generaticon-

elated costs which would have Dbeen *cccveran‘ under a regulated
environment but which may not ke recoveran o3 competitive gfener o
market and wnich the PUC determines will -ema14 fsllowing mitigation by the
electric utility.* ‘

The Customer Choice Act also permits the :issuance of “transition
bonds" securitized »y customer revenues Irom an Intangible Transiticn
Charge {(ITC) to firance the payment of rransition costs. Proceeds of the
transition bonds are regquired to be used “principally to reduce quaiified
stranded costs and related capitalization.” The ITCZ is intendea to recover
the principal, interest and issuance, refinance and servicing Costs and
fees related to the transition bonds.

In accordance with <+the OCustomer Choice Act, PP&L  filed :its
restructuring plan witk the PUC on April 1, 1357. PP&lL’'s restructuring
plan included & clalm of 54.5 billion {cn & net present value Dasis as of

January 1, 1999) for transition costs.

On June .5, 1998, the PUC entered an order in the restructurin
proceeding. Under that order, PP&L estimated that it could recover about
$2.5 billion in transiticn costs over the B-1/2 year LYansition peric
prescribed by the order--i.e.., through June 343, 2007.




s = b

Numerous parties filed legal challenges to the PUC's June 15 order in
state and federal court. prsl, filed an appeal of the order in the
Pennsylvania Commonwealth Court, an action for Declaratory Judgment against
the order in the Commonwealth Court, and a civil complaint action against
the order in rthe U.S. District Court for the Eastern Disctrict of
Pennsylvania. '

In July 1958, the PUC offered all parties to the restructuring
proceeding the opportunity Icr substantive settlement discussions. On
hAugust 13, 1998, the PUC entered a Tentative Order approving a "“Joint
Petiticn for Full Settlement of PP&L, Inc.'s Restructuring Plan and Related
Court Proceedings" [(Joint Settlement Petition). The Tentative Order 1is
subject o a publi¢ comment period, and firal PUC action is expected on
Augusy 27, 1998. : '

The terme and cenditions of the Joint Settlement Petition represent a
- comprehensive resolution of all issues before the Pennsylvania Commonwealth
Court and the U. §. District Court arising from challenges by certain
parties, including PP&L, to the PUC's June 15 order. "I the Joint
Sersisment Petition, the parties request that the 2UC (i) approve the
proposed settlement set forth in the Joint Settlement Petition; (ii) amend
the June 1% order censistent with the preoposed settlement; (iii) approve
the supplements to PP&L's tariff necessary to implement the propesed
‘settlenent; {iv) issue a Qualified Rate Order authorizing PP&L to
securitize up to $2.85 billion of transition and related costs; and (v)
preapprove future transfers of PP&L generation assets at PE&L's discretion.

The £ollowing are the major elements cf the settlement:

: 1. PP&L is permitted to recover $2.97 billion (on a net present value

basis) in transition costs over 11 years -~ i.e., f{rom January 1, 1999
through becember 31, 2009. PP&l, 18 permitted a return of 1i0.86% on the
unamortized balance of these transition costs.

, 2. PP&L will reduce rates to all retail customers by 4% effective
Januvary 1, 1999 through December 31, 1869.

3. One-third of PP&L customers will be able to choose their electric
supplier on Janmuary 1, 1899, cne-third on January 2, 1999, and the
remainder on January 2. 2000. Beginning on January 1, 19998, PP&L will
unbundle its retail electric rates to reflect separate prices for the
transmission and distribution charges, the CTC (and, if applicable. the
ITC), and a "shopping credit® for customers choosing an alternate electric
supplier. These shopping credits wvary among customer classes and will
increase over the transition period to reflect decreases in the CTC. The
propcsed settlement provides for the Zollowing unbundled rates over the
transition period: : R



Effective

SCHEDULE OF SYSTEM AVERAGE RATES

Trapnsmission

CENTS/KWH

Shopping

‘Generat

10T

Total

Date & Distribution  CTC!a) Creditid: Rate Cap(c: Rate g}
Jan. ., L9979 ~.74 1LY Z.EL 2,28 TLL2
Jan. 1, 2000 .74 1.55 1,232 £.868 TLal
Jan. 1, 2001 L.74 1.52 4,15 5,58 TLAZ
Jan. L. 2002 1.74 1.458 ¢.23 .68 T.4Z
Jan. 1L, 20G3 L. T4 1.4l 4,27 8,38 T4z
Jan. 1, 2004 .74 1.35 4,33 £.z8 TL4Z
Jan. 1, 2005 e .27 4,41 5.98 (e
Jan. 1, 2006 ie} 1,27 4,78 5. ! {a;
Jan. 1, 2007 =y L.l 2.54 2.25 ie;
Jan. 1, 2008 et R 1.21 2.0 3-9
Jan. i, 20089+{%) el 1.03 5.52 2., C% e
ia) Average CTC rates are IZixed, subrect Io recanciliaticn for agtual sales
and C7TC coliszcoion.
‘b) The CTC and, as a result, the shopping Cragit figures will e adiusced
ro reflect changes due £ the CTC reconcilliatiin.
{c) The Generaticm Rate Tap equa.s the sum cI the {TC and Shopping Credit.
The generation porzicn of oilils for customers -tho conatinuve to e supplied
by PP&L as the suppliler =f last resorx will net, on oaverage, =xceed the
figures in this column, ' Y
{d}  The hundled rate eguals the sum of mwansTisSion & Distribution pius
Generat-on Rate Tap. CTaSTLomers wWho continue T2 o8 supplied by PPXL as tk
supplier of last resort wili, on average, Day -ne tooal rats shown .nnotne
last coiumn. The -99% rarte represents a % reducrtion from “he exizting
racte cap of 7.42 cencsikWh. B
{e) The cap on PP&L's ::a“sm1551sn and distribution rates Inger tihe
Customey Choize Act is extended through 20084, Under the lastomex Choice
act, T&D rates were capped until June 30, Z3LC%L.

(8} =Zffecrive unzil Zecember 31,

1
[




In addizion, the proposed settlement results in the following schedule

for amortization of the transition costs over the tr ansztlon period;

ANNUAL STRANDED COCS5T
AMORTIZATION AMD RETURN ’aj

Revenue Excludxng GRT

Anniual R ov s o5 Amorti~

Sales Cents/ Total Return zation
Year mWh kWh {$000) - {$000) ($000)
1399 33,108,701 2.57 $497,938 $31C, 3596 $187, 542
2000 33,505,332 1.55 498,027 230,7¢%6 207,231
2001 34,109,412 1.52 496,671 269,138 227,532
2002 34,621,053 1.45 481,095 245,359 235,736
2003 35,140,369 1,41 473,995 226,722 253,273
2004 35,667,474 1.35 461,682 194,252 267,430
2005 36,202,486 1.27 438,637 166,303 272,334
2006 36,745,524 1.27 447,326 137.841 308, 485
2007 37,296,707 1.21 433, :C6 109,497 327,610
2008 37,856, .57 1.14 411,419 71,258 340,161
2009(b) 38,424,000 1.03 377,373 35,708 341, 665

(a) Subject to reccnciliation of actual sales and collections.
{b} Through December 31, 2008.

4. The cap on the generation component of rates is extended from
December 31, 2005 until December 31, 2009. The cap on the transmission and
distribution component of rates is extended from CJune 30, 2001 unt:il
December 31, 2004.

5.  PP&L will recover its nuclear plant decommissioning costs through
the CTC. PPil may seek an exception to the rate cap for increases in these
decommigsioning costs, but agrees not to recover wore than 96% of such
increased amount. ' ~

6. PP&L will seek to securitize up tec $2.85 billion in transition and
related costs, and a proposed PUC Qualified Rate Crder authorizing this
securitization is included in the proposed settlement. The proposed
settlement would require 75% of the savings from securitization to Dbe
passed back to customers, while 25% would be retained by PP&L. The costs
of issuing the transition bonds and refinancing outstanding debt and equity
wil® be reflected in the ITC to be charged to all customers. As with the
CTC, the ITC must terminate by the end of the transxtlon period; also, the
ITC will offset the CTC on customer kills.

7. On January L, 2002 20% of all PP&L's residential customers will
be assigned to a provider of last resort other than PP&L 2r an affiliace of
PP&l.. These customers will be selected at random, and the supplier will be
selected on the basis of a PUC-approved bidding process.

8. Effective on January I, 1999, aitarnatc electric generation
suppllers can provide metering and billing service tc PP&L's commercial and
industrial customers; effective on January 1, 19%%, such alternace
supplis¥s can provide certain metering service to PP&L's residential

- 14 -




customers: and sffccrive on January 1. Z20C. PPRL'S roagidential CUSLOmEers
can choose their billing service as well from such alternarte suppllers:

9. PpPsL will cransfer its retarl marxeting functiom o a separate.
affiliated corporaticn by Septemper 15, 1398. '

C CEansLEr IWREeIrs

10. pPP&L is permitted, Lut not reguired, t hip and
operation of its generating facilifies to a separate COYporate entity at

book vaiue.

11. DPPsl will spend approximately $16 million annually c¢n assistanc
and enerqgy conservation for low-income CUsSICmErs.

4. Accounting for the Effects of Certain Types of Regulation

PP&L prepares 1ts financial stavements Icrx its reguliated cperaticns in
accordance with SFAS V1, which requires rate-regulated ccmpanies to reilect
-he effects of regularory dec.sions :=n their financial statements. PP&L
has deferred certain COSCS pursuant to rate actions oL Loe P and FEFC ana
is recovering, oOr expects o recover, such Costs ‘n eleccric rates charcgez

Lo customers.

The FASB's EITF has addressed the appropriateness af +he oontinue
applicarion of SFARS 71 by sntities in states that have enacte
restructuring legisliation similar to Penasylvania's Customer Choice ACT
The EITF :ssued its srtatement No. 97-4, ‘“Deregulatiocn of the Pricany
Electricity - Issues Related to the Applicaticn of FASB Statements 71
101", which concluded that an entity sheuld cease to apply SFAS 71, whe
deregulation plan is in place and 1ts Lerms &are Krnown . For PR&L, Wi
respect to the generaticn poriion of its business, this oecrurred on Ju
15, 1998 when the PUC entered its order on PP&L 'S restructuring £i1iin
Effective June 30, 1998, PP&L adopted SFas 101 for the generaticn side
its business. SFAS 101 requires a determanaticn of impairment i @l
assets under SFAS 121, and the eliminat: af all etfectrs coi
regulation that rave been recognized as asse and liabilities under
71, :

OI j¢
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PP&L periormed imparrment Lests «f Lts slectric generation assets <
plant specific bpasis and cetermained that 3 o3 ion of 1ts generat
plant was impaired as of June 30, 1998. 1Impaired planc is the excess
the plant investment at June 30, 1998 sver the present value of rhe
cash flows during the remaining lives ¢i the plants. Annual net cash £low
were determined by comparing estimated generation sustenance SOBLS T
estimated regulated revenues for the remainder of 1998, market revenues Ifor
1999 and beyond, and revenues from bulk power contracts. The nst casnh

flows were chen discourted o present value. ‘ : :
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Ir addition ro impaired generation planct, PP&L estimates that there
will be other stranded costs tetaling S$1.588 h1ilion at June 30, 183B.
This primarily incliudes generation-relaced regulatory assets and

liabilicies and an estimated liability for above-market purchases under NUG
contracts. mhe tota. estimated impairment to these assets 18 84,377
billion. The PUC Tentative Ordexr, approved on August 13, 199§. permits th
recovery of $2.81% billion cthrough “he 27C on a present value Dasis,
excluding amounts £for nuclear decommissicning «and  consumer educatlion.
resulting in a net ander-recovery of §1.558 billion.  PP&lL reccorded an

p
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ex aora-narj charge at uune 3C, 1998 for =:his underrecovery o»f $1.558
L:Ll ion. ‘ ,

Under FERC Order 888, 16 smail utilities which have power supply
agreements with PP&L signed before July 11, 18%4, requested and were
provided with FP&L‘'s current estimatre of its stranded coscts apprlicable zo
these customers 1f they were to Gterminate their agreements in 1999,
Subdject to certain conditions, these settlement agreements provide £for
continued power supply by PP&L to 15 of these small utilities through
Janveary 2004. These agreements were approved by FERC in May 1998. As &
result, PP&L, in ithe seccnd quarter of 1998 recorded an extraordinary
charge in the amount of $5¢ million.

~ The extracrdinary items related to the PUC restructuring proceeding
and the FERC settlement were repcrted on the Statement of Income, net of
LNCome Laxes. : :

Details of amounts written-off at June 30, 1998, in connection with
the PUC Tentative Order, are as follows (millions of dollars):

Iimpaired generaticn-related assets ; $2,388
above~market NUG contracts ' 854
Generation-related regulatory assets and other 1,135
Total ‘ ; 4,377
Recoverable transitcion costs | ({2,819)
Extraordinary item pre-tax - PUC 1,558

: ~ FERC : S 56
: : 1,614
Tax effects ‘ : .. 1666)
Extracrdinary items 4 | s 948

PPEL helieves that the electric transmissign and distribution operations
continue to meet the requirements of SFAS 71 and that regulatory assets
assocrated with these operations will conti nue to be recovered through
rates from customers. At June 30, 1998, $356 million of regulatory assets,
other than the recoverable transitiOn costs, remain on the books.  The
majorizy of these regulatery assets will continue to be recovered through
requlated transmission and distribution rates over periods ranging from 2
to 31 years.

5. Sales to Other Electric Utilities o

PPRL provided Atlantic with 125,000 kilowatts c¢f capacity [(summer
rating) and related energy from its wholly-owned c¢oal-fired stations.
Sales to Atlantic under that agreement expired in March 1998. PP&L will
provide JCP&L with 378,000 kilowatts of capacity and related energy from
all of its generaving units during 1998. This amount will decline to
189,000 xilowatts in 1999. The agreement with JCP&L will Cerminate on
December 31, 1999. PP&L expects to be able to resell the returning
capacity and energy through the Energy Marketing Center.




Under a separate agrsement, PPLL is provading acd itional capacity ana

¥

!ﬂ e

energy to JCP&L. This capacily and energy nc: ased from 13C,00C kilowatt
to 200,000 kilowatts n June 1893, and will :increase L0 300,080 Xilpwatts
in June 1999 through the end of the agreement in May 2004. rices Eor This
capacity and energy are marxet-based. ' :

6. Credit Arrangements and Financing Activity

Hn'

From January cthrough July 12%8, PP&L Re

; aurces issued S$47 milliion ol
common stock througn the IRTP.

{14]

In March 1998, the 364-day reveolwving credit agreement f£or PPaL
PP&lL Capital Funding was increased L[rom $150 millicn to $350 million. T
increase, when added o the 3300 million Zive-year revolving cre
agreenment of PP&L and PP&L gap*ba: Funding, brings to $65C millicn
total amount of revolving credit ava:rlable to PP&L and PP&L Capital Fun
under these joint agreements. addirionally, in July 1998, FP&L Cap
Funding entered into five separace $8( wmillien, 3g64-day credit faecal:
with five banks. These additional cred‘ facil:ties will inxtially be
to provide funding for PP&L Resources' rder Offer {see discussion below:.
As of June 30, 1998, no porrcwings wer_ avcsranding under any revo iving
credit agreements. :
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In March 1998, PP&L Capital Funding scid $60 million of mea*” ~tern
notes having a five-vear term. The proceeds Irom this sale were used ¢
repay $60 million Sf srort-term borrc winas which had provided interinm
financing for investments made by PP&L Global. As of June 30, 1998, $£isl
million of medium-term notes were outstanding. '

¥
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Pp&l, Capital Funding also established a commercial paper program

March 1008. As with all PP&lL Capital Funding debt. this commercial paper
is guaranteed by PP&L Resources. As of June 20, 1538, PP&L Capital Fund:ing
had $27C million of commercial paper cutstanding. Of this amount, §170
million was -ssued to provide interim funding for PP&L Clozal's Juns
aCQLlaltlon of an additicnal 26% ownersnip share ¢f SWEB. It s expected
that this :nterim sunding will be replaced oy long-term debt during nonse

‘second half of 1298.
In April 1998, PP&L retired $15C million principal amount oI Firs:t
Mortgage Bonds, 5-1/2% series that matured on that date.

In May 1998, PP&L issued $200 million First Mor*gaae Bonds, 5-..42%
Reset Put Securities Series due 2006. In connection with this issuance,
pPP&L assigned to a third party the option to call fthe. bonds £from the
holders on May 1, 2001. These bonds will mature on May 1, 2006, dut will
be required to be surrendered by the existing holders on May 1, 2C0CL eaxt
through the exercise of the call optiocn “y ~he callholder or. if 3
option is not exercised, through the automatic exer czse of a mandatox
by the trustee on behalf of the rondholders. If the "all opticn
exercised, rhe bonds will be remarketed and the *r*e*est rate will be res
for the remainder =f rtheir term tc the matur:ty date. If the call op:t:
s not exercised, the mandatory put will be exercised and PP&L will
required to repurchase the bonds at 130% of =their priac:ipal amount ©n XKay
1, 2001. ©Proceeds from the sale of the bonds were useg by PP&L to retire
116 million of its unsecured term .oans and to  reduce its *“ts*and*“
commercial paper balances. : '
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On August 14, 1998, PP&L Resources announced a Tender Offer to
purchase up to 17,000,000 shares of its common stock, or approximately 10%
ot the currently outstanding shares, from existing shareowners. The price
paid for the shares will not he in excess of $27 nor less than $24.50 per
share. ‘

PP&L Resources made this Tender Offer thrcugh the use of a procedure
commonly referred to as a "Dutch BAuction.” This procedure allows the
shareowners to select a specific price within the price range at which they
are willing to gell their shares and submit (Tender) these Shares to PP&L
Rescurces for possible sale at their designated price.

At midnight on September 11, 1998 (unless the Tender Offer is extended
ts a later date), DPul Resources will svaluzate all Tenders received up
uritil that date and determine the lowest price within the price range that
will enable PP&L Resources to purchase up to 17,000,000 shares (the
Parchase Price). 'vhig Purchase Price will then be paid for all Shares
purchased pursuant to this Tender Offer, even for those shares that were
Tendered at a lower designated price. Shares that have been Tendered a
degignared price that is above the Purchase Price will not be purchased and
wisl be returned to the shareowners.

PELL Respurces has developed a financial strategy that is intended to
pasition PPiL Resources for the anticipated future competitive environment
after giving effect Lo the PUC's Tentative Order, the related restructuring
charge on PP&L's books and the collection of CTC revenues during the
Transition Period. PP&L Resources®' financial strategy and goals include:

(a) a reduction in PP&L Resources' permanent capitalization to a level
that is consistent with PP&L's restated asset values and the earning power
of those assets;

(b} a Common Stock dividend level based on a targeted payout ratio of
45%-55% designed to increase PP&L Resources' future financing flexibility;

fe; the remporary use of a higher degree of leverage in PP&L
Rescurces® capital structure during the Transitien Period; and

(d} maintenance of investment grade ratings on the senior debt
securities of PP&L Resources and PP&L. :

"As the electric utility industry transitions to a competitive
environment, PP&L Resources anticipates the potential to achieve long-term
returns on sharecwner caplital that exceed the returns that have been
historically permitted in a fully regulated business envircenment. At the
same time, PP&L Rescurces' business risks are expected to increase,
resulting in an increase in the potential volatility in revenue and income
streams. As such, PP&L Resources believes that a dividend payout ratic
that is significantly lower than the 80%-90% payout ratio previously
experienced by PP&L Resources and the electric utility industry in general
is reguired to better position PP&L Resources to more effectively compete
in the energy markets by increasing PP&L Resources = future financing
flexibilivy. Accordingly, effective with the dividend payable October 1,
1998 to owners of record on September 10, 1998, PP&L Resources’ guarterly
Common Stock dividend will be reduced tc $.25 per share ($1.00 annualized
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rate} from the yrevmouv level of §.41

In addit:on Lo providing an increase Rescurces' future
flexibility, this dividend action pos t‘cns ?P&L Rescurces ' Common 3tock
for potential increased growch in marxket wvalue - by retaining &
proportionately higher level of earnings in the bus:iness for reinvestiment.
The Shares purchased pursuant to the Tender Jffer will receive the QJcicher
1 dividend. ‘

per snare (31.87 annualized rate:
T faad
PO

The reduct-ion in PP&L Rescurces’' permanent capitalization, as well as
the temporaxry increase in .everage, .s oeing effscted through this Tendsx
Offer, which wi.l be financed by PP&L Resources through the use of snort-
term debt. Tt ~s5 anticipated =thar the short-zerm debt used by FPP&L
Resources will be made awva:lable through the issuance cf commercial gaper

by PP&L Capital Funding.

4 s

Declaration of dividends on common stock are made at the dis retion of
rthe Boards of Directors of PP&L Resocurces and FP&L. PP Resou rces ang

pPP&l, will corntinue to consider the appropriateness of cthese dividend
levels, taking :intc acccount the respec:t 1 e firancial positicns, results ot
operations, condirions in the indust and other factors which  che

respective Boards deem relevant.

PP&L Resources and PP&L believe that, Efollowing completion af ©
Tender Offer, their anticipated cash flow Irem peraticns, access to cred:st
facilities, cash and short-term investments will, taken cogether. Dbe
adequate for their capital needs for the foreseeable Iuture. ‘

7. Commitments and Contingent Liabilities

There have been no material changes related to PP&L Resources’ ox
PP&L's commitments and contingent liabilities saince the companies filed
their joint 1997 Form 10-X. :

For discussion pertaining to PP&L  Resources®' and SPRL's  credit
arrangements and financing activities, see Note 6. ‘
Nuclear Insurance

PPL&L 1S & member of certain 1nSUrance prograr which provide cove @

erag
for property damage to members' nuclear generatl ng stataoqs, Facyrligiss &
the Susquehanna station are insured against prepercy damage losses up G

~

$2.75 billion under rhese programs. PP&L 1s also & memder ar an lnpsurance
program which prevides insurance coverage [or the Cost of replarcement power
during prolonged outages of muclear units caused by certain spec cifiad

conditions. Under the property and replauemen* power insurance programs,
PP&L could be assessed retroactive premiume in the event of tne insurers’
adverse loss experience., At April 2, 1858, the maximum amount PP&L couid
be assessed under these pregrams was abcout $28 rlllimn.

PP&L's public liabilé v for claims resulting from & nuclisar

incicenc
at the Susquehanna station is limited to abcu: $9 billion under Crovisicns
aof The Pricerﬁndergon Amendmentcs Act of 1388, PP, is protected &gainst
this liability by a combination of commercia. Iinsurance and an industry
assessment progran. Tn the event of a nuclear ircident ac any ci th
reactors covered by The Price Anderson Amendments Act of 1288, Pr&L coul
be assessed up to $151 nulllon per incident, payable at a rate cf. 528

3 1 {1

million per year. plus an additional 5% surcharge, if applicable.
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Environmental Matters ‘

Air

The Clean Air Act deals, in part, with acid rain, attainment of
federal ambient ozore standards and toxic air emissions. PP&L has complied
with the 1995 Phase I acid rain provisions by installing continuous
emission monitors on all units, burning lower sulfur coal and ianstalling
low nitrogen oxide burners orn most units. To comply with the vear 2000
Phase II acid rain provisions, PP&L plans to purchase lower sulfur coal and
use banked or purchased emlSSlO allowances instead of installing FGD on
its wholly-owned units. '

PP&YL has met the 1995 ambient ozone requirements of the Clean Air Act
by reducing nitrogen oxide emissions by nearly 50% through the use of low
nitregen oxide burners. Further seasonal (i.e.. 5 month} nitrogen oxide
reductions to 55% and 75% of 1990 levels for 1939 and 2003, respectively,
are specified under the Northeast Ozone Transpcer:t Region's Memorandum of
Lnaers%aldlng The PA DEP has finalized regulations which require PP&L to

educe its ozone seasonal NO, by 57% beginning in 1999, PP&L plans to
comply with this reduction with operational initiatives that xely, to a
larce extent, on the existing low nitrogen oxide burners.

The EPA has finalized new national standards for ambient levels of
cround level ozone and fine particuTateg‘ Based in part on the new ozone
standard, the EPA has proposed NO, emission limits for 22 states, including
Pennsylvania, which in effect Vequlre approximately an 80% reduction from
the 1990 level in Pennsylvania in the 2002-2004 timeframe. = The new
particulates standard may require further reductions in 80, and may expand
the planned seasonal NO, reductions to year round in the 2010-2012
timeframe. ' ' '

Under the Clean Air Act, the EPA has been studying the health effects
of hazardous air emissions from power plants and other sources, in order to
determine whethey those emissions should be regulated. Recently, the EPA
released a technical report of its £indings to-date. The EPA concluded
that mercury is the utility air toxic of greatest concern but that more
evaluation is needed before it can determine whether regulation of air
toxics from fossgil fuel plants is necessary. - In addition, the EPA has
announced a new enforcement initiative against oider coal-fired plants.
- Several of PP&L's coal-fired plants could fall into this category. These
EPA initiatives could result in compliance costs fecr PP&L in amounts which
are not now determinable but which could be material.

Expenditures to meet the 2000 acid rain and 1999 NO, reduction
requirements are included in the table of projected construction
“expenditures in  the section entitled "Financial Condition ~ Capital
Expenditure Requirements" in the Review of the Financial Condition and
Results of Operations in the 13897 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 2002 in amounts
which are not now determinable but which could be material.

Water and Residual Waste

PP&L has installed dry fly ash handling systems at most of its power
stations, which reduces waste water discharge. In other cases, PP&L has
modified the existing facilities to allow continued operaction of the ash




basins under a DEP nermit. Any Jgrouncwater soncamination caused Dy the
basins must also be addressed. ‘

Greundwater degradation relarted zo fuel o1l leakage from underground
facilities and seepage Srom coal refuse Jdispesal aresas and Coal storage
piles has been identified at several FP&iL generating scations. Remedial
work re_ated to oil leakage iz substantially ~ompleted at Lwo generatin
stations. At this time, the cnly other remedial wors being plann ]
abare a localized groundwater degradaticn rproblen assoziated w
digposal impoundment at the Montsour plant.

The final NPDE3 permit for the Montour plant ¢ontains stringenc laimics
for iron and chlorine discharges. Depending on the results 2% a zoxic
reduction study., addizional water treatpent faciliries or operaticnal

changes may be needed at this plant.

Capital expenditures through the vear 2002 to correct groundwater
degradation at fcssil-fueled generating Stations, and to address waste
water control at PP&L facilities are included in the table cof constru X
expenditures in the section entitied “Pinancial Condition -  Capita
Experditure Requirements® :n the Review ~f rke Finangial Ccndizion and
Results of Operat:cns wnn the 1397 Ferm

ot
0
1

LTO~K. In this regard., PP&L
currently esctimaces that $5.5 miilion of additicnal capital expendiiuXes
may be required in the next four years Lo Clcse SOme <f rhe ash basins anc
address other ash basin issues at var:icus generating plants. Addiricnal
capital expenditures could be required beyond +the year 2002 ip amounts
which are not now determinable but which could be material. Actions caken

to correct groundwater degradation, tLc comply with the DEP's regulations
and to acdress waste water ccnirol are alsc expected Lo result in increased
operating costs in amounts which are not now determinable but which could
be material. :

superfund and Other Femed:atioct

3

In 2995, PP&L entered into a comsent order with the DEP to address a
number of sites where PP&L may be liiable for remediatiocn cof contamination.
This may include potential 2CB contaminacion at certain PP&L substations
and pecle sites; petrtential contamipacticn &t a number o©f coal  gas
manufacturing facilities formerly owned and operated by PP&L; and oxl zZ¥
other contamination which may exist at scme -f PP&L's former generatin
facilities. As cf June 30, 1998, PP&L has completed work con slightly more
than half of the sites included in the consent crder.

At June 30, 1998, ©Ppxl had accrued approximately S8 millicn,
representing rhe amcunt PP&L can reasonably estimate it will have to spend
to remediate sites =nvolwving the remcwval oI hazardous or IoXiC sunstances,
including those covered by the consent order mentioned abova. Future

cleanup or remediation work at sites currently under review, or at sites
not currencly identified, may result in material addit:onal operating TCsts
which PP&L cannot estimate at this time. In addition, zervain fedsral and
state statutes, incliuaing Superfund and the Pennsylvania Hazardous 5Sates
Cleanup Act, empcwer certain governmental agencies, such as ~he EPA and tne
DEP, to seek compensatzon from the responsible partiss for the inst wval.e
of damaged natural resources. The =PA and the DEP may Iile such
compensation claims against the parties, sncluding PF&L, held respensibi

for cleanup of such sites.  Such natural resource damage ~laims &galinst

-

PP&i, could result in marerial addit:ional liabilicies.
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Due te the environmental issues discussed above or other environmental
matters, PP&L may be reguired to modify, replace or cease operating certain
facilities to comply with stacutes, regulations and actions by regulatory
rodies or courcs. In this regard, PP&L also may incur capital
expenditures, operating expenses and other costs in amounts which are not
now determinable but Hh ch could ke material.

L,

General

. Loan Guarantees of Affiliated Companies

In the second gquarter of 1998, 2P&L guaranteed a portion of a
subsidiary's borrowings.  As of June 30, 1898, $12 million of such
borrewings were guaranteed by PP&L.

Source of Labor Supply

On June 29, 1998, IBEW members vatified a new labor agreement with
PP&L. This new agreemenc expires on May 12, 2002, among other things, the
agreement provides for wage increases for IBEW members of 3.25% in 1998
(effective as of May 18) and 3% in each of the three remaining years. In
addition, IBEW members received a lump-sum ratification bonus equal to 2%
of base pay, or approximately $4 million. '

8. New Accounting standards

_In Februvary 1998, the FASE issued SFAS 132, “Employers’ Disclosures
about Pensions and Other Postretirement Berefits,® which is effective for
fiscal years beginning after December 15, 1997. The adoption of cthis
statement is not expected to have a material impact on the financial
statenments of PPLL Resources or PP&L.

In June 1998, the FASB issued SFAS 133, “Accounting for Derivative
Instruments and Hedging Activities," which is effective for £fiscal years
beqmﬂnlng after June 15, 1999. This scatement establishes acrount_ng and
r@QQernc standards for derivative instruments and for hedging activities.
Tt requires that an entity recognize all derivatives as either assets or
liabilities in the statement of financial position and measure those
instruments at fair wvalue. The accounting for changes in the Zfair value of
a derivative depends on the intended use of the derivative and the
resulting designation. pPP&l, Resources and PP&L  intend o adopt this
statement as of January 1. 2000. The impact of the adoption of this
- statement on the net income o»f PP&L Resources and PP&L 1s not Yyet
determinable. : ‘

9. Acquisitions

In July 1998, the PUC approvea ‘the acguisition of Penn Fuel Gas by

PE&L  Resources. Inn addition, in August 1998, the SEC approvea\ the
acquisition under the PUHCA. As a result, this acquisition is currently
expected to close by August 31, 1998, : ‘

In July 1998, PP&L Resources acquired McClure, a heating, ventilating

and air-conditioning firm, in a cash transaction for an amount that is not
material.
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PP&!Qesources, Inc. and PP&L, Oc

Item 2. Management's Discussion and Analysis of
Financial Condition and Results of Operations

~ The financial condition and results of operacions of FPP&L =&
currently the DriﬂClpai facrors affecring the financial conditicon
results of operaticns of ¥PP&L Rescurces. Unless  specifically =
fluctuations are p_-mar:ly due to activities of PP&L. This discu
should be read in conw.m:_a~ n with vhe section entitled “Review @f
Financial Cond:tion and Zesulis of Uperaticns of PP&L Resources, Inc. and
oP&l, Inc." in =P&L Resources' and PP&l's Annual Report to the SEC on Form
10-K for the vear ended Cecembery 23, 1887.

~ Terms and abbreviations appearing Ln Manacement s Ciscussion znd
Analysis of Firancial Conditicn and Results of Qperations are explaired Ln
the glossary. : ;

Forward-looking Information

= Form ~138-Q :cn*eru;aa
ries, fuzure event
tatements which are

Certain staftements contained in rhi
i ace

ot =1

[LIE ~ P -~

' Zorward-.oocking statenments

=

expectacions, beliefs, pfans, cbhijectives, goa
or periformance and underl Ying assumptions and
other than statementcs of histcrical facts
within the meaning of the federal securitly aws. Although PP&L Rescarcas
and PP&L believe that the exgectations re cred in these statements are
reasonable, there can be no assurance that these expectations will prove o

(Q

have been correct. These forward-looking statements involve a ;Lnber of
risks and uncertainties, and actual resuits may differ materially from the
results discussed in the forward-locking statements. The foliowing are
among the important £factors that could Lause actual results teo differ
materially from the Isrward-looking statements: state and federal

regulatery developments; new state or federal legislation; natiocnal or
regional econcmic conditions; weather wvariaticns atfecting customer snsygy

usage; competition in rerail and wholesale power markets; the need for and
effect of any business or industry restructuring; PP&L Resources' anc
PP&Ll's profitability and liquidlty; new accounting regulirements or  new
interpretations cr applications of existing reguirements; system conditisn

and operating costs; periormance of new vencures; palitical, reguiatﬁr} o
economic conditions *ﬂ fpreign countries; foreign exchange rates; and PPEL
Resources' and PP&L's commitments and _iabiiities. any such forward-
looking statements should be considered in light ¢f such imporcant factors
and in conjunction with PP&L Resources' and PP&L's oth er documents on file
with the SEC. :

Results of Operations

The following discussion explains mater:al :hanges in principal rtems
on the Consolidated Statement of Inccme comparing the three months and s-
months ended June 30, 19358, to the comparable pericds ended Thne 30, 1587

The Conso::ca*cc. Statement af Tncome reflects the resulis of

pasc
operations and is not intended as any indication cf the results pf future
operaticns. Future results of operations will necessarzly ve affecrted by
various and diverse factors and developments. Furthermore, because res sults
for interim pericds can be disproportionately infivenced by wvarious factcrs
and developments and by seasonal wvariations, tae results of cperacticns for
interim periods are not necessarily indicative of resplts cr trends for the

year.
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Earnings ' O

Comparison of Earnings - June 30
Three Months Ended 8ix Months Ended

1988 1997 1998 1997

Barnings per share - excluding : :

weathery wvariances and sne-time

adjustments $0.35 $(.39 $1.06 $1.15
Weather variances on billed sales 10.03} ‘ {0.14) (0.04)
gne-time adjustmenss

PUC Restructuring Charge o {5.47) ‘ {5.48}

FERC Municipalities Sectlement (0.29) , ' (0.19)
Earnings per share - reported 315,34y $0.39 504.75) 51,11

2PsL nad :two extracrdinary items in June 1998 related to the PUC
restructuring proceeding and a settlement with municipalities under FERC
jurisdiccion. Refer to Financial Note 4 for further information.

Zarnings per share, excluding weather wvarlances and extraordinary
ivers, were $.04 lower Zfor the three months ended June 30, 1998, and $.09
lower for rthe firgv six months of 1998, when compared with the same periods
in .997. Earnings changes for these per:ods, excluding weather wvariances
ang extraordinary Ltems, were primarily the net 2ffect of the following:

- June 30, 1998 vs. June 30, 1997
Three Months Ended Six Months Ended
{per share)

Higher reverues from electric coperations,
due to unbilled revenues and moderate ‘
growth in adjusted weather-rnormalized sales; $0.03" $0.01

v Higner other operating revenues, primarily
due to increased sales of reservation of
zlectrical output to cther utilities; 0.02 ~ 0.08

a et reduction in earnings due ro the phase-
down of the contract with JCP&L and the end : ,
ot the contract with Atlantic; i0.02) ; {0.C5)

o Higher wages and benefits costs primarily due
to the bargaining unit contract ratification
bonus and higher overtime costs; 10.03) (0.C3)

o Higher other operating costs primarily due
to the write-off of excess and obsclete
inventory, additional provisions for
uncollectable accounts, costs assoclated
with meeting retail competition requirements
and increased cests associated with computer

information systems; and {0.06) {0.09)
> Other ' ; 0.02 _{0.01y
Earnings Change $(0.04) ' $0.09)

The reduction in contractual bulk power sales ¢ JCP&L and other major
utilities will continue to adversely impact earnings over the next few
vears. However, the efforts of the Energy Marketing Canter to resell the
roturning elecrric energy and capacity on the cpen market, along with its
other energy tSrading activities, is expected tec centinue to offset the loss
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in reverues Zrom dcc’i‘g contractual szales.

?;rg:y, rhe Tustomer rheice
Act and the regulatory and business cevelspmencts roiated thereto zould have
a major impact on tnhe future Financial perfcorrmance of PP&L.
PUC Restructuring Proceeding

Refer to Financial Notes X and 4 f»or nformation regarding the FUC

restructuring proceseding.

Electric Energy Sales

The increase (decrease} in PP&L's electric energy sSales were
attributable zc the Zollcwing:

June 30, 1998 wvs. June 30, 1997
Three Months Ended Six ﬁOnths Ended
Change % _Change Change Change

-

iMillipnes of kWh!

flectricicy Delivered to

Retail Custcmersiaj ' {146} (2.31% 183Z; i3.331%

Electricity Supplied to

Reta:l Customers(a) ‘ 1895 {2.51% i835)  I5.11%

Wholesale Znergy Sales 3,850  88.2 5,308 106.9%

(a) KWh for customers residing in PP&L’'s servic :e:ritﬁ*v who are

& 3

receiving energy ZIrom PP&L will be reflected i1n both of these categories.

Under Pennsylivania's rompetition pilct program, Custoners are allowed
Lo choose the supplier of their electricizy. Pilsot Customers will continue
to have the utility that serves their territory deliver gelectricitcy frem

the supplier of choice. “Electricity Delivered 1O Retail Customers?® ig th
amount of elececricity delivered by PP&L to Justoners in L£5  S&rviog
territory. "Blectcricity Suppiled ©o Retail {ustomers”  represents rhe

amount of electricicy supplied o PP&L service terr:tory custcomers who are.
not particapating in the pilot program, and glezrricity suppized o

fT
'i .
iy O

customers within and ouctside PP&L service *err;tovy whe are par*mc;pa
in the pilot program and nave chosen PP&L as chel energy sup ?i’E

Electricity delivered to retail customers decr gased for the betel
six months ended June 30, 1598 from the comparable periods in 1887, Due -
the timing of certain large custcmer bilis in Sune, approximately 120
million kWh were included in unbllled sales rather than nilleé, sales,
Excluding the effects of these iming differences in 1388 and weatner
variances in 1998 and 19397, electr c1*v delivered tc retail custcmers would
have increased by 85 million kWh and 41 milliern kWh, respectively. IZor the
three and =ix months ended June 306, 1358. Electricity delivered s
industrial customers decreased from 1997 for zoth the three and six meonths
ended June 30, 1998. This decrease was mainly Que Lo & s*ee_ plant zlosing
and the reduction of energy supplied tc a paper miil,

Electricity supplied to rera:l custcmers decressad for the nhree angc
six months ended June 30, 1998 from the compar able periods i 189497, This
decrease was due to the mild weather experienced during the firgr nali of
the year and the impact <f the competition pilot program. :
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Electricity Trading Actix‘ies ' ‘

During June 1998, a number of unexpected events in the midwestern
United States, including unplanned outages at generating units, higher
summey  tenperatures and Lransmission  constraints, caused extreme price
volatility in the wholesale energy markets, particularly in the ECAR
region, As a vresult of these events, several participants in wholesale
energy markets regquested the FERC t¢ iniciate an investigation into alleged
market abuses during this period and consider the impos-ticn of price caps
during emergency conditions. The FERC has begun an informal investigation
to determine whether any measures dre needed in response to these events.

; PP&L, through its Energy Marxeting Center, purchases and sells
electric capacity and energy at the whelesale level under its FERC market-

based rariff. PP&L's tariff was recently amended to permit the resale of
transmission capacity at market-based rates. PP&L.  has entered into

agreements to sell firm capacity or energy under its market-based tariff to
certain entities located inside and outside of the PJM power pool,
including entities located in <he ECAR regicn. By being a net seller of
electricity in the second guarter of 1998, 2P&L profited £rom the
unprecedented price spikes. Some of the profitability was offset, however,
due o the transmission c«onstrainrs thac developed in the PIM and ECAR
‘regions, which required PP&L to mneet certain of its obligations by
purchasing electricity in the ECAR spo:r market and selling into the PJIM
“spot market electricity intencded for sale in the ECAR region.

It PPLL were unable to meet its obiigations under these agreements to
sell capacity and energy, under <ertain circumstances it would be required
to pay damages equal to the difference between the market price to acquire
replacement capacity or energy and the contract price of the undelivered
capacity or energy. Depending on price volatility in the wholesale energy
markets, such damages could be material in amount. Ewvents that could
affect PP&L's ability to meet its firm capacity or energy obligations or
cause significant increases in the market price of replacement capacity and
energy include the occurrence o¢f extremely warm weather condicions,
unplanned generating plant outages, transmission disruptions, non-
performance by counterparties with which it has power contracts and other
factors affecring the wholesale energy markets. Although PP&L attempts =o
mitigate these risks as described below, there c¢an be no assurance that it
will e able to fully meet its firm obligations, that it will not be
required to pay damages for failure to perform, or that it will not
experience counterparty non-performance in the future.

PP&L's efforts to mitigate risks associated with open contract
"positions include maintaining generation capability to deliver electricity
to satisfy its net firm sales contracts.  To further mitigate supply and
bransmissicn risk, the Energy Marketing Center has assigned PP&L generating
capacity to satisfy its commitments in ECAR for July and August and has
purchased firm transmission service. In addition, the Energy Marketing
Center adherss to established credit policies, and PP&L has not experienced.
non-performance by counterparties to date.

Operating Revenues: Electric Operationsg

The increase (decrease) in revenues from electric operations was
attributable to the following:
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‘ Jurie 30 48R998 vs. June 30, 1897
Three Month® Ended  Six Months Ended

Y. ™~ e |
iMillions ¢©f Dorlars;

Retail Electric Revenues

Weather sffect ; - -3 5435

Sales volume and zales mix effsct 5 12

Unbkilled revenues 11 5

Pilot shopping creditc above mar<et zriie (4} (8

Other. net ‘ 3 5

Other Electric Revenuss i 5
' :___5‘_ ;"i?@i ’

¥

Revenues from electric ~perations reased by 58 mil 1lion. =r 1.E%,
for =he three months ended June 34, 1998 when compared tO thie same perIod
in 1997. Increased revenues from oilled and unkilled sales were ;avyhaily
offset by the effects ¢f milder than normal weather.

For =c-he six months 2nded June 3¢, 1398, revenues from eglectric
operations decreased by 529 mallion, =r 2.4%, when compared t¢ the sare
period in 1997. Most <f the decrease ran be at-ributed to the milder-than-
normal weather experienced during the Zfirst guarter of 1998. This pericd
saw the largest weatheér Lgpaci on £arnings 1ot 27 years PP&L has

e rracked
weather effeccs. This decreass al*; reflects the nandatcry ‘shorplng
credit® {(see Financ:iali MNote 2) under the ccmpetiticn pilet program being
higher than the market clearing price of generaticn. PP&L i3 deferr:ing
these losses for future recovery. These future recgveries are recorded as

an offset to "Other {perating Expenses.’
Operating Revenues: Wholesale Energy and Trading Activities

The increase {decrease} in revenues from wholesale energy and rrading
activities was attributable to the Ifollowing: : ‘

June 30, 19%8 vs. June 30, 1597
Three Months Fnded Six Months Ended
{Millions =f Dollars!

Markect~pased transactions s 85 3181
2IM %8 35
Cost-based contracts $11Y (273
Reservation/capacity crecits 9 23
0il & gas sales 33 17
Other i3 (21}
$- 21 S237

Revenues from wholesale energy and -rad,“g activities increased oY
$123 mallicn and £237 million fcr the three and six months ended June 33.
1998, respectively, when ccmpared to che same periods in 1987, Revenues .o
poth periods increased despite the phase- dewn ¢of the capacicy and energy
agreement with JCP&L and the end of u“e capacity and energy agreem~:t with
Atlantic. This increace reflects PP&L’'s continued emphasis on competing in
wholesale markets. :

e

In recent months, tThe national gnergy trading market has experiencead

high prices and increased volatility. PPEL  is actively managing its
portfolio to attempt to capture che cpacr:unwtles and limit 1gs exposurs i
these volatile prices. = Reference 1is made to  *‘Electricity Trading

Actiwviries" for more informaticn.

|5
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Energy-Related Businésse% ‘ ‘

Encrgy-related businesses contributed $6 miliion and $2 million to the
operating income of PP&L Resources for the three months ended June 30, 1998
and 1997, respectively. For the six-month pericds ended June 30, 1998 and
1997, these businesses contributed a total of $.1 million and $8 million to
operating income, respectively. These results are primarily from PP&L
Global's invesgtments in world-wide energy projects. Energy-related
businesses -- i.e., PP&L Glebal, PP&L Spectrum, H.T. Lyons anéd McClure -~
are expected to provide an increasing chare =f PP&L Resources' future
earnings.

Fuel Expense

Fuel expense increased by $13 million and $15 million for the three
and six months ended June 30, 1998, respectively, when compared to the same

periods in 1997, This reflects increased generation at the c¢oal and
oil/gas~fired stations. These units were needed due to the extension of

the Susquehanna Unit 1 refueling cutage and the unplanned maintenance
cutage of Susguehanna Unic 2. Also, higner generation was necessary tc
meet che increased trading activities of the Energy Marketing Center.

Energy Purchases

Energy purchases increcased by 5114 million and $212 million for the
three and six months ended June 30, 1998, respectively, when compared to
the same pericds in 1997. This increase was primarily due to greater
quantities of energy purchased from others to meer the increased trading
zotivities of the FEnergy Marketing Cencer and to offset the planned and
unplanned outages at the Susqguehanna station.

Other Operating Expenses

Other operating expenses rncreased by $22 million for both the three
and six months ended June 30, 1998 when compared to the same periods in
1997, The increase reflects additional costs associated with computer
information systems, and addisional payroll, consultant services and other
expenses to meet the recuiremencs of retail competition. The increase also
reflects higher overtime costs, a benus paid to bargaining unit employees
in ratifving the recent labor agreement, and additional provisions for
uncollectible accounts. These increases were partially offset by credits
recorded in connection with the competition pilet program. The PUC has
authorized PP&L to seek future recovery of the revenue lost on the pilot
program., PP&L has established a regulatory asset for the excess of the
shopping credits provided to pilot customers over the market prlce of this
generation. These credits totaled $4 million and $8 million for the three
months and six months ended June 3C, 1998, respectively, and were recorded
as offsets to "Other Operating Expenses.®

Power Plant Operations

In an effort to reduce cperatlng costs and position itself for the
compe:ztlvp marketplace, PP&L, in August 1998, announced the closing of its
Holtwood coal-fired generating station, effective May 1, 1999, ‘The
adjacent hydrosleccric plant will continue to operate. At the same time,
?P&L  announced that it would attempt to sell its Sunbury coal-fired
generating sStation. as a result of these plant c¢losings and other
previously announced staffing reductions, PP&L expects the size of its
wmr&force te decrease by approx1mately 250 cver the next year.
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Refer to Financial Mctes 3, 4 and

. Financial Condition .

&

& . . 5
restructuring charce, PPsi's financial goals and sirace gles¢ :h re “**~5M,
YE&

of PP&L Resources' dividend and the Tender Otf=r Zor t

stock.

l» ¥

. Resources ' Common

Financing Activities

The following financing activ.cies nave pcourred to date in 1988:

e}

s

From January GShrough July 1998, PP&L Rescurces issued 347 milliion
of common stock througn the DRIP.

In March 1998, the 364-day revclwvang c*eéif agreewnnt For PP&L a&nc
PP&L Capizal Funding was increased ZIrom 3152 mal lion o S3EC
million. This aincreass, when added tC th, 300 miliion five-year
revolving credit agreement oI PP&L and PP&L Capital Fundingg
brings tec $65C million the cctal amount of revelving cred:
available =o PP&L and PP&L <Capital Funding under these "CLb,
agreements. additicnallj, in July 1998, PP&L Capital Funding
entered into five separate $8C millicn, 384-day credit facilities
with five banxu, is of June 20, 18988, rno borrowings were
outstanding under any Ye"GLVl?g credic agreements.

In March 1998, PP&L Capital Funding sold $60 millicen of medium-
term notes having a five-vear tern. ‘

In March 1998, PP&L Capital Funding established a commercial paper

- program. At June 30, 1998, $270 millicn of nammercz.al pEper was

ourstanding.

In April 1998, PP&L retired SI50 millizon prxncipal amount of First
Mortgage Bonds., S5-1/2% geries that matured on that date. ‘

In May 1998 PP&L issued $200 million First Mortgage Zonds. £-1/8%
Reset Put Securities Series due I306. In connection wit“ tHiE
issuance, PP&L assigned o a third party the option to cal 11 the
ponds from the holders on May 1, 200i. These bonds will mature <n

May 1, 2006, but will ke required tc be surrendered Dy the

existing holders cn May 1, 2001 eaither through the exerc.se of th
call option by tne ﬁallholaer cr, if such option is not exercised,
through the automatic exercise of & ﬂquatorj put by the tfrustes
on behalif of the bonaholdersi Tf rche rall opricn s exercised,
the bonds will be remarketed and the interest rate will be resetg
for the remainder of their term to the maturity date, If the cail
option is not exercised, the nmandatory put will be exercised and
PP&L will be required te repurchase the bonds ac 100% aof theix
principal amount on May 1, 2001. ‘

Refer to Financial Note 6 for additicrnal informaticn on redit
arrangements, financing activities and the Tender Offer Zoxr FPR&L “esau*"es
common stock. :

ananclng and Liguidity

The cnange in cash and cash equ;vaien*s f5r PBE&L Resourcaes £ox the s:ix
‘months ended June 320, 1998 increased $42 million ZIrom the comparable pericd
in 1997. The reasons for this change were: ‘
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o A $26 million ‘@Erease in cash prov:ided bilbperating activities,
partially due W a revenue .Loss associrated with the energy
credits mandated for competiticon pilot program customers, higher
operating and maintenance expenses and payments for a buyout of a
contract with a NUG. ‘ '

o A $378 million inecrease in cash used in investing activities,
primarily due to an increase in the amount of investment in
electric energy projects by PP&L Global. In addition, there wers
fewer sales and maturities of available-for-sale securities, as
well as othner financial =nvestments in 1998 compared with 1997.

o A $446 millicn increase in cash provided by financing activities,
primarily due to PP&L Resources' purchase of PP&L preferred stock
in 1997. In addicion, the increase in short-term debt was $113
millicn greater for the six months ended June 30, 1998 than in
the comparable period in 1997,

pPPeL's  projected  internally generated funds are expected ‘to be
sufficient t©o permit PPRP&L to retire about 5275 millicn of its long-term
debt during 1999-~20C2.

Gutside financing, in amounts not currently determinable, may be
reguizred over the next five years to i{inance investments in world-wide
- energy projects by PP&L Global. , ‘

Financial Indicators

The ratio of PP&L Rescurces pre-tax income to interest charges was 3.5
and %.8 for the six months ended June 30, 1398 and 1997, respectively,
excluding extraordinary items. The annual per share dividend rate on
common stock remained unchanged during the first six months of 1998 at
51.67 per share. Refer to Financial Note 6 for information regarding the
reduction of PP&L Resources' dividend and the Tender Cffer for PPR&L
Resources  common stock. ‘he ratio of the marke:t price to book wvalue of
common stock was 199% at June 3C, 1998, compared with 116% at June 30,
1897, Zxcluding extraordinary items, the ratio of market price to book
value of commen stock at June 30, 1998 was 133%.

Unragulate& Invegtments

pPLlL Global continues £o pursue opportunities to develop and acquire
alectric generation, transmission and discribucion facilities in the United
Srates and abroad. :

As of JSune 30, 1998, PP&L Global had investments and commitments of
approximately $638 million in distribution, transmission and generation
facilities in the United Xingdom, Bolivia, Peru, Argentina, Spain,
Portugal, Chile and El Salvador. PP&L Global's major investments to date
are EWEB, Emel and DelSur. v :

Puring the firsc six months of 1998, PP&L Global acguired an
addirional $61,00C shares of Emel at a cost of approximately $.0 million,
inereasing its ownership interest to 28.9%%. In Februaxry 1998, PP&L Global
and Emel acquired a 75% interest in DelSur, an electric distribution
cempany  serving 133,000 customers in El Salvador, Eex approximately $180
million. Under the purchase agreement, PP&L Global directly acquired 37.5%
of DelSur and Emel acquired the other 37.5%. DelSur is one of five
gleccricity distribution companies in E1l Salvador that are being privatized
by the government. During the second cquarter of 1998, PP&L Global also

“ 30 -




w1

acquired an additicnal\g6% interest in SWEB fsr!.??ﬂ million, increas:in
its equity interestc to 51% 4 rot teres o 48% .

Accguisitions

in Suly 1998, the 2UC approved the acgquisition of Penn Fuel 3as by

Pr&l. Resourcsas, Tn addition, in August 1998, the SEC approved th
acquisition under the PUHCA. As a resul:, this acguisition is currently

expected to close by August 31, 1898,

e

In July 1998, PP&L Hesources acguired McClure, & neating. ventilacing
and air-condit:ioning firm, in a cash transaction Ior 3n amount that 18 Lot
material.
Commitments and Contingent Liabilities

There hnave been ¢ material changes related to PP&L Resources o
PP&L's commicments and contingent liabilities since rhe .companies. filed
cheir joint 1997 Ferm 10-X. o
Increasing Competition

Background

The electric utility industry has expersenced and wiil <
‘experience a significant increase in the level ¢ competiticn in t
supply market. PP&L has publicly expressed 1ts support for Eull
cHoice of electricity suppliers for all customer classes, PP&L is el
involved in efforts at both the state and federal levels to encourage &
smooth transition Lo full competition.

n
£

Pennsvivania Activizies

Reference is made to "PUC Restructurin froceeding® for a discussitn
of the disposition of PP&L's restruciuring plan under the Customer Thoice
Act »

in February 1997, PP&L filed a proposcd retail access pilet prograx
with the PUC in accordance with the applicaple prowvisions of the lustomer
Choice acs and PUC guidelines. A number of the major parties. incivding
PP&L, entered into a joint settlement agreement resolving all of the issues
in the Pennsylvania utilities' pilot proceedings. In August 1897, cthe 2UC
issuved an order modifying +this sectlement and modifying and approving
FP&L's pilot program. Tn October 1997. PP&L submitted its pilot program
compliance £iling to the PUC. Retail customers participating in the FP&L
and other pilot programs began to recesive power from their supplier cof
choice in November 19957. Under its pilot program, approximately 60, 3C%
PP&L residential, commercial and industrial customers nave chosen their
electyrxic supplier. PPEL will continue to provide all transmission anc
distributicn, customer service and back-up energy supply services t£C
participating customers in its service area. , :

Only those alternative suppliers licensed by the PUC and in compliancs
with the state tax obligations set forth in the Customer Choice ACct may
participate in the pilot programs. To date, approximately a0 suppliers have
obtained such licenses to participate in the pirlot programs. :

, th June 1997, the PUC approved PP&L's applicaticn for & license Lo act
as an electric generation supplier. Thz licens:s  Dpermits PP&L  ro
participate in the varicus retail access pilot programs of PP&L and o Inh

0

e ¢
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cther Pennsyivania utiljaies, and PP&L currently(@@s offering eleccric
supply *o rhe participa®Pg customers of those utilities throughout the
state. At this time, PP&L has determined not to pursue additional
“residentiazl customers in the comperitive marketplace based on economic
considerations. : :

Federal Activities

Reference is made to Financial Note 4 for a discussion of PP&lL's
getulement with 15 small utiiities.

Legislation has been introduced in the U.3. Congress that would give
all retail customers <=he rignat to choose among competitive suppliers of
electricicy as early as 2000.

In addizion, in April 1996 the FERC adopted rules on competition in
rhe wholesale electricity market primarily dealing with open access tc
rrancmission lines, recovery of stranded costs, and information systems for
dispiaving available transmission capability (FERC Orders 888 and 889).
These rules required all electric utilities to file open access
srangmission 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.”
Te FERC has provided recovery mechanisms for wholesale stranded costs,
including  stranded costs resulting from municipalization. Whelesale

contracrcs signed after July 11, 1994 must contain explicit provisions
addressing recovery of stranded costs 1f the utility wishes to seek such
recovery. 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
rarwffs and modified bilateral coordination agreements reflecting the
removal of discraminatory provisions by December 31, 1996.

In March 1997, the FERC issued Orders 888-a and 889-~A. Among other
chings, these orders required utilicties to make certain changes to the non-
rate cerms and conditions of the:r open access transmission tariffs. In
compliance with Order 888-A, in July 1997 PP&L filed a revised open access
rransmission rarifé.

In December 1996, the PIM 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 races, subject to refund, and
they went into effect on March 1, 1997. In June 1997, all of the PIM
rompanies except PECO (the PJM Supporting Companies) filed proposals with
»he FERC to amend the PJM tariff and restructure the PJM pool. PECO filed
a4 separate request with the FERC to amend the PJIJM tariff. Furthermore,
FRCO  and  certain electric marketers submitted significantly different
nroposals t¢ restcructure the PIM pool.

In November 1997, the FERC approved, with certain modifications, the
PCM Supporting Companies' proposals for transforming the PJM into an ISO.
In summary, the FERC order: (i} approved the PJM's open access
cransmission rates based on geographic zones, but required PIM to file a
single BJM system-wide rate proposal by 2002; (ii) accepted the PJIM
Supporting Companies' methodology to price transmission when the system is
congested and to charge these congestion €OSts to system users in addition
to the open access transmission rates, but ordered PIJM to file an
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additional proposal n&daress concerns ralsed ‘r Drice certainty f.
buyexs and sellers Suring periods of :Vngeqt:wr: Wi determinsd that th
IS0 is to Qperace »oth fhe transmission syscem and the power exchange x‘lc
provides for the purchase and sale nf spet enexr 554 within the 2J¥M market:
and (iv) accepted che PIM Supporting Companies*' preposal *ecarﬂ;ng
mandatory installed capacity obligaticns £Zor all entities serving firm
retail and wholesaie load within 2JM, bur rejected their preposal for
allocating the CapaClty benefits which result From PIJM's ability ©o import
pcwer from other regional power pocls. ‘

g,

The PJM Suprorting Companies and numersys other parties have £11
requestcs for amendment and/or renearing of wvirtually every portion cf =
FERC's PJIM ~SO order. PP&L also has filed 1ts own request for amencdment
and/or rehearing. The FERZ” has not vyet taken actlion on these Filing
PP&L's primary issue with the FERC's order reilates U0 a requirement chaz
existing whclesale contracts for sales service and transmissicn servzce be
modified to have the new PJM transm.ssicn tariff applied to service undex
these existing contracts and the r quiremensz that PP&L modify these
CONCracts Lo ensure that customers are not assessed multiple ETansmission
charges. If EP&L were required = mc‘lfy these ﬁxlsting,VOn racts, FPP&L
could lose as nuch as $3-4 mz"won in transmissicon revenues in 1888 -- Zu
a lesser amount in che following years -- from several wholesale sales an
rransmission  Service contracts cthat were negectiated prior to :ﬁ
establishment of the 2JM¥ IS50. in an order :wssued in May 1998, the FERT
allowed PP&L toO reguest an increase in the revenue Ire irement applicable
to transmission service over PP&L's transmissicn facilities to the extant
that PPl has otherwise unreccvered -ransmission COsSEs as a result cE the

D f}x (‘"T

contract modifications. PP&.. filed the proposed increase to its
transmission revenue requirement in Culy 1998. Settlement discussions are

currently underway with the FERC.

In July 1997, the FERC accepted & new wnolesale power tariff chat
permits PP&L to sell capacity and energy at market-based rates, both inside
and outside the PJM area, subject o certain conditions. This carxif
allows PP&lL to become more active in the wholesals marker with uf 1ilitzes
and other entities, and removes oricing restrictions which in the past nad
limited PP&L to charging at cor below cost-based rates. : ‘

In September 1997, PP&L filed a reques with the FERC to lower the
applicable PP&L revenue reguirement currant v set forth in the PJM open
access transmissicn tariff. The new Veven e rethremen results from
PpsL's use of the same test year ana cost support data used in the PUC
restructuring proceeding. PP&L regquested that the new revenue *equx*eme:ﬁ
take effect on November 1, 1997. Tn February 1998, the FERC accepted vh
proposed rates, subject to refund, and set the amocunt of the decrease 1n
the revenue requirement for hearing. Settlement discussions are currentcly
underway with the FERC.

In September 1997, PP&L also filed & ,eqLES“ with rhe FERC LO approve

new revenue requiremencs and rates for the FP&L open access TIrans smission
tariff under FERC Urder 8B88. No custcmers currently take szervice under
that tariff. As with the PIM :tarifi ZIiling, rthe new revenue reguirenenis
and ‘rates requesced by PP&L gre hased on the same test'year and CGS”
support data used by PP&L in 4ts PUC restructuring proceeding. In February

1998, the FERC rejected PP&L’ cariff as unnecessary, in light of the rlh‘
open access transmission tari ff

In January 1998, the United States Departmenﬁ of Energy approved
BPP&L! applmcatlon for an export iicense tO SE¢; capacicy and/or energy o
elect:1 utilities in Canada. This export license allows PP&L IO sell
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elther .ts own capacitgm and energy not req‘ulr', ¢ serve domestic
obligations or power purc¥sed from other utilities.

Year 2000 Computer Issue

PELL Resources and its subsidiaries utilize computer-based systens
throughout their businesses. In the year 2000, these systems will Zface a
potentially serious problem with recognizing calendar dates. without
corrective action, this problem could result in computer shutdown ox
erronecus calculations causing less than optimal operation of the
generating stations; diminished abilicy to monitor, control and coordinate
generation with the transmission and distribution systems; and impact the
operation of various monitoring and metering eguipment utilized throughout
PP&L. A company-wide Year 2000 coordination committee was formed to raise
the awareness of the Year 2000 issue, share information and review the
progress. A seven-step approach was developed to achieve Year 2000
compliance by assessing and remediating the problem in application
software, hardware, plant control systems and devices containing embedded
microprocessors. The seven steps in the plan include awareness, inventory,
assessment, remediavion, testing, implementation, aand contingency planning.
Etfcrts are also underway with respect to compliance by critical suppliers
and business partners.

As of June 30, 1998, approximately 50% of the critical mainframe
applications and approximately 60% of the non-critical mainframe
applications that will remain in production have been determined as being
Year 2000 compliant., It is anticipaced that this project will be completed
on & timely basis, with all miss:on-critical ~mainframe computer
applications to be compliant by March 31, 1999 and all nainframe computer
systems to be fully Year 2000 compliant by mid-1899. :

pPr&l. has contingency plans to address issues such as blackouts on the
electrical grid, cold starts of generating facilities and disaster recovery
procedures for the computing environment. PP&L recognizes that additional
contingeney plans are necessary and, as part of the seven-step remediation
process, is currently working on identifying add:itional contingency plans
that may be needed.

Tn May 1998, the NRC issued a notification requirement under which
nuciear utilities are required to inform the commission, in writing, that
they are working to solve the Year 2000 computer problem. In addition,
nuc.ear utilities have until July 1, 1999 to inform the NRC that their
computers are Year 2000 compliant or to submit & status report sunmmarizing
the wan-going work. PP&L filed its written response to the NRC in August
1998. '

In July 1998, the PUC ordered an investigation to be conducted by the
Cffice of Administrative Law Judge "to accurately assess any and all steps
taker and proposed o be taken to resolve the Year 2000 compliance issue by
all jurisdictional fixed utilities and mission-critical service providers
such as the PJIM Interconnection." The PUC is requiring all jurisdictional
utilities to file a written response to a list of guestions concerning Year
2000 compliance; and that, if mission-critical systems cannot be made Year
2000 compliant on or before March 31, 1999, to file a detailed contingency
plan. PpP&L filed its written response to these questions in August 1998.

Based upon present assessments, PP&L Resources estimates that it will
incur approximately $15 million in Year 200 remediation costs. These
costs are being expensed as incurred.
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PP&L RESOURCES, INC. AND
PP&L, INC. AND SUBSIDIARIES

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

z

Reference is made =-c Notes to Financial Statements for information
concerning PPiL'S restructuring proceeding nefore the PUC under the
Customer Cheice Act. '

Reference is made to “Increasing Compectition® in the Review of the
Financial Condition and Results c¢f Operation for ianformaticn concernind
proceedings before the FERC.

In December 1995, PP&L filed etitinn with the PUC for a declaratecry
order “hat it had acred properly in curtailiing purchases from 8ER and other
NUGs during minimum generarion emergencies 2n the PJM system. The PUC has
stayed a determination in this case vending a FERC decisicn regarling
PP&L's request to decertify SER as a "qualifying cogeneraticn facility®
(see discussion below). : .

o
0 U

In November 19%5, PP&L initiated & civil action against SER ir
Lehigh Tounty Cour:z of Common Pleas. The principal issue is wherher
and an affiliate of SER properly used the steam generated by the plant
accordance with the terms of the contract. Under the centract, it
steam was wused properly, SER is entitled to a rate cf 6.6 cenos/kWh:

T HE T
s E R N S L
% 307+ o)

gt
¥
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m

not, it is entitled te a rate of only 5.0 cents/kWh. The toral anna
difference in PPRL°s payment under the twe rates is about 59 millicn.
April 1996, the Court concluded that PP&L must seek & determination by
FERC prior to reducing the rate paid =z SER.

o en (Y

accordingly, in July 199€ PP&L filed a moti
SER's status as a ‘“qualifying cogenerati , s =
alleges that SER has engaged in a censcisus and  continuing  scheme
mislead PP&L and the FERC and that SER has never complied with the FEERU
requirements for a zualifying cogeneratiocn facilioy under PURFA.

In May 1998, che FERC granted PP&L’'s motion to revoke SER's status as
a qualified cogeneration facility for the years 1990-1935. Accordingly, in
May 1998 the Lehigh County Court ~f Coxmon Pleas permitted PE&L to reducs
the rate paid to SER to 5.0 cents/kWh from 3.6 cents/kWh. SER :s seeking
rehearing and a stay of the FERC order. The total amount in dispute for
past payments to SER (i.e., from 1990-155%8% at the higher rate, including
interest, equals approximately $97 million. '

SER also interwvened in PP&L’s restructuring proceeding tefore the FIC
under the Customer Choice Act {see Financial Note 3}. In conijunction with
the settlement of +that proceeding, PP&L. 4in august 1898, executed an
agreement with SER providing that, effective January 1. 1999, the PPEL/SER
- power purchase agresment will be amended =0 provide that SER will receive
6.6 cents/kwh for generation up to 73.5 md@, as ilcng as SER cperates 3
"qualifying facilicy* under FERC rules. Seneraticn in excess of 79.5 oW
will continue to be sold at rates in the existing power purchase agreemen:
Subject to regulatcry requirements, SER wilil be permitted, but o
required, to sell generation aktove 80.5 mW t> thixd parties.

¥
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In a zelated matter, wn June 1996 SER £iled a 1awsui:~against PP&L in
the Court of Common Pleas of Lehigh Countj, Tennsylvania. In this lawsuit,
SER restates its allegations concerning PP&L'S orocednres for ~urtalllng

power deliveries from SER during periods of minimum generation emergencies

declared by the PIM. SER's claims include breach of contract, fraud,
negligent misrepresentation and breach of duty of good faith and, fair
dealing. In addition, SER c¢laims cthat public statements by PP&L  were

libelous. In January 1997, the Court stayed SER’s state law claims against
PP&L pending consideration by the PUC of PP&L's minimum generatlon petiticn
and 4fismissed SER's likel claims.

 The HEPA has issued an order to FPPkL and 12 other parites {mainly
utilities) under Secticn 106 of Superfund requiring clean-up of PCBs at the
Metal Bank Superfund site near Philadelphia. PP&L is complying with the
order by Zoining the owner/operator of the site in performing the remedial
design. A group of utilities has also offered to coaduct the remedial
degign, but PP&L has not yet joined that group.

PP&L challenged the DEP's right to collect air emission fees foxr
hazardous air pollutants (HAPs) from PP&L’'s coal-fired wunits and air
emissicn fees for emissions from PP&L's Phase I affected units from 1895
through 1999. (Phase I affected units are those units designated by the
Clean Air Act, or which voluntari*y opt inte the regquirement, to make
certain reductions in SO. ana NO, emissions by 1995; all others must make

these reductions by 2000. The HAPs emissions fees are approxxmately
$200,000 per year. The em;sszon fees for Phase I affected units from 1995
through 1999 are escimated at $1.6 million. PP&L and the DEP have

negotiated a settlement in principle of this litigation. PP&L expects the
settlement to be finalized by year end.

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

7 At PP&L Rescurces' Annual Meeting of Shareowners held on April 24,
1998, the shareowners E ‘
{1} Elected all three nominees for the office of director. The vote
for all nominees was 125,932,145. The votes for individual nominees
were as follows: :

Number of Voteyg

| For Withhold Authority
William F. Hecht 125,932,145 5,637,190
Stuart Heydt 126,961,339 4,907,996
Marilyn Ware Lewis 126,863,001 5,006,334

The vote to withhold authoricy for all nominees was 4,796,496,
{2y Ratified the appointment of Price Waterhouse LLP as independent

avdizors for year ended December 21, 1998. The wvote was 129,570,102
in favor and 1,062,482 against, with 1,236,751 abstaining.
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Item 6. Exhibits and Reports on Form 8-K

{a} Exhibits

10

Form of severance agreemen
Resources and officers.

r sntered

27 Pinancial Data Schedule

tby Reports on Form 5-K

Zpril 7. 1988

Report dated

tam 5. Other Events

”EFCWTERééd
ructuring onlan.

, Informatic regarding  the
Administrative Law Judge on PP&L‘'s reast

Report dated April 28, 1998

Ttem 5. - Other Events

isguance of PP&L
Teries Zue 2006,

Information regarding the

Bonds, 5-1/8% Reset But Securities

Repors dated May 14, 1998

Item 5.  Other ESvents

+he PiIC's b

Information regarding
restructuring plan for PP&L.

nenbind

=598

Repcrt dated June 15,

Item 5. Other Events

Information regarding the PUC's June 15, 1998
restructuring proceeding. Also, infermation regarding
acquisition of an additiocnal ownership stake in SWEB.

0]
Ll

ints between

=

-

'

decisicn

‘s FLrSsT

b2
')

P&EL

Hx

Lie

vhe

Mertgage



GLOSSARY OF TERMS AND m&vrmzo&s .
AFUDC i(Allowance for Funds Used During Coenstruction) - the cost of equity

and deke funds used zo finance constructicn projects that is capitalized as
part of construction Cost.

Atlantic - Atlanctic City Electric Company

CERCLA - Comprehensive Environmental Response, Compensaticn and Liability
Act

Y

2

Clean Aair Act (Federal Clean Air Act Amendmwents of 1990) %egislacion
enacted to address environmental issues including acid rain, ' czone and
toxic air emissions.

crc - Competitive transition charge

Customer Choice Act - {Pennsylvania Electricisty Generation Customer Choice
and Competition Act) - legislacion enacted to restructure the state's
electric utiiity industry <o ¢reate retail access o a competitive market
for generarvion of electricity :

DelSur - Distribucidora de Hlectricidad del Sur, an electric discribution
company in El Salvador

DEP -~ Penusylvania Department of Environmental Protection

District Court - United States District Ccurt for the EZastern District of
Pennsylvania

DRIP (Dividend Reinvestment Plan) -~ program available to shareowners of
FP&LL Resources' common stock and PP&L preferred stock te reinvest dividends
in PP&L Resources' common stock instead of recelving dividend checks.

ECAR - East Central Area Reliability Council

EITF - Emerging Issues Task Force

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

Energy Marketing Center - organization within PP&L responsible foxr
marketing and trading wholesale energy

EPA -~ Environmental Protection Agency

FASB (Financial Accounting Standards Board) - a rulemaking organization
thar establishes financial accounting and reporting standards.

FGD - Flue gas desulfurirzation equipment installed at coal-fired power
plants to reduce sulfur dioxide emissions.

FERC (Federal Energy Regulatory Cemmission) - federal agency that regulates
interstate rransmission and sale of electricizy and related matters.

#.r. Lyoss - H.T. Lyons, Inc., a PP&L Rescurces unregulated subsidiary
specializing in heating, ventilating and arr ccnditioning.
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I.éEW - Internaticnal B’..e—rhocd ~f Rlecnrical ’f?u:)‘rs o Lot
IS0 - Independerns. Iysten Tp2rator

ITC - Investment tax cred:it

JCP&L - Jersey Central Power & Laght Company

MeClure - McClure Company, & PPal  Resources unregulated s““s*d ary
specializing in heataing, ventilarting anc air-condiziond

NO -~ Nitrogen ox.ds

*

NPDES - National 2ollurant Dischar e Tlirination Svstem

NRC - HNuclear Fegulatory Commission

N

NUG {(Ncn-Utilicy Senerator) - enerating plants not cwned by regulacec
utilicies. If thes NUG mests cerc riteria, Lts HTec rical ouLput TusT
be purchased oy public utilities as reguired by = :

oTs - puC office of Trial Statfl

PCB (Polychlorinated Biphenv

1} Tiv } used in certain electrical
equipment up to the late-1970s. Now cla

izd as & hazarcous chemical.

PECO ~ PECC Energy Tompany

Penn Fuel Gas - Penn Fuel Gas, Inc., a PP&L Rescurces regulated sghsidiary
specializing in natural gas distribution, transmissicn  and sStorace

services, and the sale of propane.

POM (PJM Interconnecticn. L.L.T.1 - ope
network and electric energy market in the

PP&L ~ PP&L, IncC.

PP&L Capital Funding - PP&L  Capatal Funding, Inc., PP&EL ‘Resourcss
financing subsidiary ~ :

0

pPP&L Global - PP&L Glebal, Inc., a PP&L Resources unregulated subsidiary
which invests in and develops world-wide power pProjects.
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PP&LL Resources - PP&L Rescurces, Inc., the parent
PP&L Global, PP&L Spectrum and cother subsidiaries

PP&L Spectrum - PP&L Spectrum, nc., a DPP&L  Resources unregulatel
subsidiary which oifers energy-r lated produccs and services.

PUC (Pennsylvania zublic Util:ity Commissicn) - state agency rhat regu.al
cerctain ratemaking, serviges, accounting, and opera ions of Pennsylvan
vtilities
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PUHCA - Public Utility Holding Zompany ACL OC




PURPA {Public Utility Reqefatory Policies Act of 197Q~ legislation passed
by Congress t¢ encourageWnergy conservatiorn, efficitnt use of resources,
and equitable rates. :

SEC - Becurities and Exchange Commission

SER - Schuylkill Energy Resources, Inc.

SFAS ({Statement of Financial Accounting Standards) - —accounting and
financia. reporting rules issued by the FASS.

80, - Sulfur dioxide

Superfund - Federal and sctate legislation that addresses remediation of
contaminated sites. ~

SWEB - South Western Electricity ple, a British regional eslectric utility
COMPAany . ’ :

Year 2000 ~ A set of date-related problems that may be experienced by a
software system or application. '
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Pursuant ©¢ the reguirements of the Securities ExXchange Aact o33
1934, the Registrant has duly caused this repcr: to be signed on its hehail
by the undersigned thereunto duly aurhorized. The signature £or each
undersigned company shall »e deemed to reiate only to martters having
reference ©O such company or its subsidiarxy. ‘

PpslL Resources, Inc.
iRegistrank;

PPLL, Inc.

{Registrant!
Date: Augus:z 14, 1998 , fgy Jonn R, Biggar
' Johnn R. Biggar

ssident - Financial
ces, Inc. and PP&L, Inc.}

‘s Toseph J. McCabe
Joseph J. McCabe

]

vice President &% Congroller
{PP&L Fesources, Inc. and FP&L, Ingc.:
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2000 One Logan Squate . / I I ~ I .

. Phitadelphia, PA 191036203 : ‘ O[gall,. - WIS
sisssssis | -~ &Bockius wer
Fax 215963-5299 ‘ » i COUNSELORS AT LAW

125 years
David B. MacGregor , LT Bt N R

215-963-5448

DOCUMENT
L) - FOLDER
RECEIVED -

October 20, 1998

BY FEDERAL EXPRESS

James J, McNulty, Secretary | ‘ OCT 20 1998
Pennsylvania Public Utility Commission
~ North Office Building | 'PA PUBLIC UTILITY COMMISSION
- New Filing Section, Room B-20 SECRETARY'S BUREAU

Commonwealth Avenue & North Streets
Harrisburg, PA 17120

Re:  Application of Pennsylvania Power and 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 : ‘

In Re: Pennsylvania Power & Light Company Request for Section 33(a) Certification;
Docket No. M-00940535

Dear Secretary McNulty:

Enclosed for filing is an original and three copies of the Petition of PP&L, Inc. for Amendment

of Orders in the above-captioned proceedings. Also enclosed is an additional copy of the

Company’s Petition which we request that you date stamp and return to us in the envelope £y
- provided as evidence of filing. , = 7

As shown on the express delivery receipt, these documents were deposited with Federal
Express on October 20, 1998, and are deemed to be filed on that date pursuant to 52 Pa. Code
§ 1.11. ' ‘

As indicated on the attached Certificate of Service, copies of the Petition have been served on
the Office of Consumer Advocate, the Office of Small Business Advocate and the Office of
Trial Staff. :

Philadelphia - - Washingion ~ NewYork  Los Angeles . Muamic  Hamnshurg | Pitisburgh - Prnceton
Landon Brussels Frankfunt Tokyo Sngapore  Jakarna 36




~James J. McNulty, Secretary

October 20, 1998
Page 2

1f you have any questions, please call.

DBMjta

Enclosures

cc:  Certificate of Service

Morgan, Lewis
&Bockius vy



CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing Petition of PP&L,

Inc. for Amendment of Orders has been served upon the person listed below, in the manner

indicated, in accordance with the requirements of § 1.54 (relating {o service by 4 participant).

BY FIRST CLASS MAIL

Tanya McCloskey, Esquire
Assistant Consumer Advocate
Office of Consumer Advocate
555 Walnut Street

Forum Place, 5th Flr.
Harrisburg, PA 17101-1921

Charles Hoffman, Esquire

Office of Trial Staff

Pennsylvania Public Utility Commission
Pitnick Building -3rd Floor

901 N. 7th Street -Rear

Harrisburg, PA 17102

Bernard A Ryan, Jr., Esquire
Office of Small Business Advocate
Suite 1102 Commerce Building
300 North Second Street
Harrisburg, PA 17101

_ mﬂ%

Dated: October 20, 1998

Davde Ma regor



App!ica’ticn of Pennsylvania Power & Light
Company for Approval, Pursnant to Chapter 11 : ;
of the Public Utility Code of Certain : Docket No. A-110500F.0206

Transactions in Connection with the Utility’s , }
Estublishment of a Holding Company P ;
Structure ' 0 c K ET ED
. ¥
InRe: Pennsylvania Power & Light Company :  Docket No. M-00940535 ~ NOV 03 1998
- Request for Section 33(a) Certification : R E C E l VE

PETITION OF PP&L, INC. FOR
AMENDMENT OF ORDERS

OCT 20 1998

TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION: — PUBLIC UTILITY Commission
‘ ~ : SECRETARY'S BUREAY

PP&L, Inc. (“PP&L") ¥ hereby petitions the Pennsylvania Public Utility Commission
(“Commission™), pursuant to Section 703(g) of the Public Utility Code, 66 Pa. C.S. § 703(g),
and 52 Pa. Code §§ 5.572(a) and (d) - (e), for arﬁendﬁaent of the Order entered on February 10,
l k‘l .995, at Docket‘ No. A-110500F.0206, and the Order entered on April 22, 1996, ai Docket No.
M-00940535. In support thereof, PP&L states the following:

L SUMMARY AND STATEMENT OF RELIEF SOUCHT

I. The Commission’s Order entered on February 10, 1995, at Docket No.
All DSOOF .0206 (“Application Order™), issued certificates of pﬁblic‘ convenience evidencing its
apprdval of certain transactions related (o a reorganization of the PP&L corporate system in

which, inter alia, a holding company, PP&L Resources, Inc. ("PP&L Resources™), was formed,

and PP&L became a wholly-owned subsidiary of the holding company. Pursuant to a related

1/‘ Prior to a name change, PP&L was known as Pennsylvania Power & Ligh't Company.
DOCUMENT
FOLDER




Order entered on April 22, 1996, at Docket Nos M-00940535 (“Certification Order”), the
Commission, at PP&L’s request, certified to the United States Securities and EXChange
Commission ’(“SEC‘”), pursuant to Section 33(a) of the Public Utility Holding Company Act of
1935 ("PUHCA™), 15 U.S.C.A. § 792-5b(2)(1997), that the Commission has ihe authority and
resources to protect PP&L’s ratepayers subject to the Commission’s jurisdiction and that the

Commission intends to exercise such jurisdiction.

2. In these Orders, the Comumission placed limitations on PP&L’s right to acquire -

diversified asscts, limitations on the rights of PP&L’s affiliates to acquire non-utility assets

without notification, conditions concerning PP&Ls relationships with its affiliates and

conditions regarding certain regulatory matters. These limitations and conditions are no longer '

appropriate, primarily in light of the Eleclricity Generation Customer Choice and Competition
Act, 66 Pa.C.S. Ch. 28 (“Competition Act”), under which eiee{ﬁcity generation is being
deregulated and under whfch PP&L’ Will no longer have a monopoly over the provision of
ciﬁ:ctridty generation to retail customers in its service territory. The limitations ahd conditions
imposcd by the Commission now impede the ability of PP&L to acquire diversified asseté, the
ability of PP&L.’s unregulated affiliates to acquire foreign electricity generation assets and the
ability of PP&L’s unregulated affiliates to participate in a compeiili\ke electricity generation
markei with other companies which do not operate under similar constraints. Therefore, as
explained more fully below, the Comniission’s Application Ordér and the Certification ’Order

should be amended to eliminate the above-referenced conditions and limitations.



1II. BACKGROUND
3 PP&L is a regulated public utility, furnishing electric services in Pennsylvania

subject to the regulatory jurisdiction of the Commission. PP&L provides retail electric service 1o
approximately 1,25 million customers throughout a 10,000-$quarcmﬂc certificated service
territory covering all or portions of twenty-nine counties in central and eastern Pennsylvania.

4. PP&L’s principal office ‘is located at Two North Ninth Street, Allentown,
Pennsylvania 18101-1179, |

5. PP&L. is a wholly-owned subsidiary of PP&L Resources. PP&L Resources, a
Pennsylvania corpbration, was organized in 1995, as part of a reorganization of thé PP&L
corporat‘c system, the jurisdictional components of which were approved by the Commissiot in
the Application Order.

6. Because PP&L Resources OWns all of the issuéd and outstanding stock of PP&L,
PP&I. Résnurces is a holding company under PUHCA. PP&L Resources, however, qualifies for
an e;xempﬁon under PUHCA because PP&L Resources and its electric utility subsidiary carry on
their businesses primarily in the state where they are organized.” Thckc’xempti’o‘n is provided at

Section 3 of PUHCA, 15 US C.A. § 79¢ (1997).

2/ On August 21, 1998, PP&L Resources acquired Penn Fuel Gas, Inc. (“Penn Fuel”). Penn
FFuel owns two natural gas distribution companies, PFG Gas, Inc. and North Penn Gas

‘Company. The acquisition of Penn Fuel and its subsidiaries by PP&L Resources did not
alter PP&L Resources’ exempt status under PUHCA because Pean Fuel and its public
utility subsidiaries are Pennsylvania corporations which conduct their busincsses
primarily in Pennsylvania. Penn Fuel, like PP&L Resources, qualifies for the exemption
under PUHCA f{or holding company systems that are primarily intrastate in nature.

3



7. In addition to PP&L and Penn Fuel, PP&L Resources owns other subsidiarics,
including:

a. PP&L Global (formerly Power Markets Development Company), which
invests in energy projects in the United States and forcign countr’ies;

b. PP&L Spectrum, Inc. which markets energy-related services and producté;

¢c. PP&L Capital Funding, In¢., which provides financing services;

~d  H.T.Lyons, Inc., which brovides cﬁergy management and HVAC

services; and

e MeClure Co., which also provides energy management and HVAC
servicest,

8. PP&L Global was formed in 1994. Primarily through PP&L Global, the PP&L
corporale system is evwlﬁng from a regional Pennsylvania supplier of electricity to a morc
broadly based national and imernational energy company. PP&L Global has investments in
South Western Electricity ple, a British regional electric utility company, and additional
investments in Argentina, Bolivia, Peru, Spain and Portugal. Certain of the limitations and
conditions that are summarized above and explained more fully below affect PP&L Global.

9. On March 18, 1994, PP&L filed the above-captioned Applicatibn, pursuant to
Chapter 11 of the Public Utility Code, 66 Pa.C.S. Ch. 11, seeking the Commission’s approval of
jurisdic‘tional components of a corporate reorganization under which PP&L Resources was

formed and PP&I. ’becmﬁe a wholly-owned subsidiary of PP&L Resources. In addition, PP&L
 filed a Services Agreement between PP&L and PP&L Resources. The Services Agreement was
filed under Chapter 21 of the Public Utility Code, 66 Pa.C.S. Ch. 21, goverfzing rclatioﬁships

4




between affiliated interests and was docketed at G-00940388. PP&L aléo ﬁyl‘cd a rcquést that the
Commission certify to the SEC that the Commission has the authority and résources to protect
ratepayers subject to its jurisdiction from possible adverse effects of investments in foreign
utility companies and that it intends to exercise such authority, Such ccrtiﬁcatidn is pro'vided for
under Section 33(a)(2) of PUHCA, 15 U.S.C. § 79z-5b. PP&L’s ,fequest for a certification to the
SEC y?as docketed at M-00940535.
10. In the Application proceeding, PP&L notified its customers, the Office of Trial
Staff, the Office of Consumer Advocate (“OCA’) and Office of Small Business Advécatc of the
proposed corporate reorganization. |
ll‘. On May 16, 1994, OCA protested PP&L’s Application. Nb other protests,
vbjections or interventions were filed.
12. In accordance with the Commission’s regulaﬁons at 52 Pa. CQde §§ 5.221 and
'5.231, PP&L and OCA entered infd settlement discus‘sians to dererm,ine whether OCA’s
cdncems could be satisfied without the need for liti gation. |
13, Inan effort to facilitate review, PP&L requested tﬁatk the Commission defer ifs
 consideration of PP&L’s request for certification under Section 33(r) of PUHCA. C‘ertiﬁcaktion
Order, p. 2. BN
14.  Asaresultof the settlémem discussions, PP&L and OCA reached an agreement
as to OCA’S Protest in the Application proceeding. The agfeement betweeﬁ OCA and PP&L is |
reflected in Appendix “A” to the Commission’s Application Order. A complete ’copyl of the

Application Order, including Appendix “A” thereto, is provided as Exhibit No. 1 hereto. The



limitations and conditions set forth in Appendix “A” to the Application Order satisfied OCA’S
concerns as to the App]icatibn proceeding.

15, PP&L and OCA entered into further discussions with regard to PP&L’s request to
the Cormission for a ceniﬁcation pursuant to Section 33(2) of PUHCA. As a result of these
discussions, PP&L and OCA agrccd to certain further conditions that resolved the OCA’s
concerns. These conditions are set forth at page 3 of the Certification OQrder, a éc)py of Whiéh is
provided as Exhibit No. 2 hereto.

IlI. CHANGES IN THE ELECTRIC UTILITY INDUSTRY SINCE THE
APPLICATION ORDER AND THE CERTIFICATION ORDER

16.  Since adoption of the Commission’s Application and Certification Orders,
fundamental changes have occurred and are continuing to occixr in the electric utility in&ustry in
Pexmsylvanim Pennsylvania is on the eve of implementing customer choice to create a
' compctittvc retail market for electricity generation, which will replace the historical electricity
generation monopolics of PP&L and other electric ‘utiliiics in their certificated scrvice térﬁtoﬁesl
T his change is taking place pursuant to the Competition Ac{.

17.  Significantly, the Competition Act and the émergence of a competitive electricity
generation retail market in Pennsylvania were not contemplated in the negotiations leading to or
in the Applicaﬁon Order or the Ccrtiﬁcation Order, The possibility of retail competition in
elcctricity generation is not mentioned in any of the documents filed by PP&L or OCA, and was

not addressed in either the Application Order or Certification Order.



- 18.  Asaresult of the Competition Act and other fundamental changes in the industry
set forth beiow, the conditions in the Application Order and Certification Order .should be
removed.

IV. LIMITATIONS AND CONDITIONS
19.  The limitations and conditions in the Application Order and the Certification
Order féﬂ into three broad categories:

a. restrictions and conditions on investments by PP&L and its unregulated

affiliates;
b. restrictions on PP&I.’s relations with its unregulated affiliates; and
c. other regulatory restrictions.

20.  Limitations on investments i;x_clude:

a, a limitation that the total amount of PP&L‘s investments in non-energy
diversified businesses will not éXceed 7.5 percent of the total assets of the
holdiﬁg company systéni without prior Commission approval; and

b. a limitation that the total amount of PP&L’s investments in all diver‘siﬁcd
businesses (including energy-related businesses) will not exceed 13
pérccnt of the total assets of the holding company system without prior
Commiission approval.

21. In‘vestment restrictions include the requirements that:

a PP&L notify the Commission and the OCA if total investments of the
PP&L corporate system in fofeign utility cbmpany projects exceed 7.5
percent of the total holding company system assets; and - |

7




b. PP&L notify the Commission and the OCA if any single inyestment by
the PP&L corporate system in a foreign utility company project exceeds 5
percent of the total assets of the consolidated holding company Systcm.
32, Restrictions on relations with affiliates include: |
a restrictions on unregulated affiliates” bidding to provide generating

capacity being procured by PP&L;

b provisions for submission of records and personnel of PP&L’s unregulated
affiliates;
¢ provisions for access to financial statements and reports concerning

PP&L’s unregulated affiliates; and
d. restrictions on transactions between PP&L and its affiliates.
23, Regulatory restrictions include:
a. a requirement that PP&L’s cost of capital for Pennsylvania jurisdictional
rateﬁmking purposes be calculated on a stand-alone “divisional” basis; and
b. a réquircmcnt that thé Commission’s approval of the creation of a holding
company system will not affect PP&L’s obligatiohs under the Public
Utility Code, including Chapter 1 1‘ related ti) Commission approval for the
transfer of utility assets and Chapter 21 felated to Commiission approval of
contracts between affiliated interests.
24,  The summary of conditions and restrictions set forth above and the discussion that
,rello'WS address these matters in génerai terms. PP&L has not attempted to summarize or discuss
each condition and each ‘ré‘strictiqn individually. Never’thelesé, the rationale for elimination
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applies to all of the conditions and restrictions and, in this petition, PP&L is requesting that the
Commission moaify its Application and Certification Orders to eliminate all of them.

V. LIMITATIONS AND CONDITIONS IN THE APPLICATION ORDER
AND THE CERTIFICATION ORDER SHOULD BE ELIMINATED

24, As explained below, these limitations and conditions should be eliminated
because: (a) they umrcasonably inhibit PP&L and its umegulated affiliates in their attempts to
participate effectively in electricity generation markets, (b) they create an uneven and unfair
competitive “playing field,” (c) they are dupli‘cati've of regulatory restrictions on PP&L that have
- been imposed more recently in conjunction with implementation of the Competition Act, (d) they
may unreasonably limit the Commission’s discretion in future r‘egulatofy proceedings, and/or
() they simply repeat existing regulatory requirements. |
A, LIMITATIONS ON INVESTMENTS AND H\IVESTMENT RESTRICTIONS ARE

UNFAIR, CONTRARY TO THE PUBLIC INTEREST AND CONTRARY TO THE

COMPETITIVE SCHEME ENVISIONED IN THE COMPETITION ACT

25. E Resirictions on investments by PP&L in diversiiﬁed businesses are no longer
appropriate as a result of the Competition Act. The Competition Act clearly envisions ;hc
' Creatidﬁ of an open competitive marketplace for élecm’city generation. However, as a result of
the settlement of its restructuring ‘procecding, PP&L, the Electric Distribution Company
(“EDC”), will not be an active participant in the electricity generation market because the
Electric Generation Supplier (“EGS™) function of the PP&L corporate system has been
transferred to an affiliated company. Uu‘der these circumstances, PP&L, should be éllowcd to
diversify its investments into cther‘businesses without the conditions and restrictions discussedk

~ herein.
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26.  Significantly, as a result of the Competition Act and the restructuring of the
glectric industry; it is difficult to intérpret the exact meaning of the investment restriction on
PP&I.. The Applfcation Ordef restricts investments in “diversified businesses.” Since the
traditional electric utility furnishing bundied gcneraiion, transmission and distribution services
no longer exists, it is not clear what the term “diversified” now means: Diversified from the
traditional electric utility business which no longer exists, diversified from the EDC function,
 diversified from the combined EDC and EGS functions, or diversified from electricity geﬁeration |
in PIM? Each of these interpretations would produce a different limitation on PP&L.

27.  Theinvestment limitations on PP&L are unfair for the additional reason that they

do not apply to PP&L’s competitors.

a No such limitations apply to non-utility EGSs, even large marketers such
as Enron.
b No such limitations apply to utilities whose affiliates were created withont

the necessity for obtaining Commission approval. Such affiliates,
generally, were created as wholyiy-ownkc’d. subsidiaries of utilities, without
the need for Commission approval.

c Other electric utilities, e.g., Duquesne Light Company, formed holding
companies before adoption of the Commission’s poiicy smtement that thé
creation of a holding company required a certificate of publiyc convenicncec,
52 Pa. Code § 69.901, 24 Pa. Bulletin 5328 (October 21, 1994), and

thereby avoided the imposition of limitations and conditions.

10
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To PP&L’s knowledgg, it is the only EDC in Pennsylvania that is subject to investment
'restrictioris imposed by the Commission. Tt is simply unjustified and unfair for PP&L alone to
be subjéct to such investment restrictions.

28 The 15 percent Hnﬁitation on divérsiﬁed investments is not realistic. PP&L’s
primary business as an EDC will be the transmission and distribution of electric energy.
However, PP&1.’s transmission and distribution system effectively saturates its service territory, -
and no si gniﬁcant expansion of its transmission and distribution system are contemplated in the
foreseeable future. Consequently, the primaryk opportunities for growth for PP&L lie outside the
transmission and distribution business in its certiﬂcatcd service territory. If PP&L is to grow and
prosper, it must‘have the ability to do so in businesses other than regulated transmission and
distribution systems. PP&L must be permitted to make competitive investments in unregulated
businesses. |

29.  Itis acknowledged that the investment restrictions in the Application Order permit
acquisitions upon the Commission’s prior approval, The opportunity to obtain exémption from
the rcst;iétiorl through CommiSsion prior approval, however, is not effective in tbday’s
competitive markets. In the present competitive marketplace, transactions movékver’y rapidly. It
has been PP&L’s observation that, if it must cofxdition an offer or bid upon Commission pn‘br
approval of the ,transactibn, the regulatory lag and dncenaimy in o‘btéining such an approvals
may cffectively disqﬁélify PP&L from participating in the tr‘anséctions.

30.  The requirement that the PP&L corporate system néﬁfy the Commission and the

| OCA when imfestxhents by PP&L Resources and its consolidated subsidiaries 1n foreign utility
cmixp:my projects exceed 7.5 percent of the total assets of the consolidated holding coﬁxpany

11



'sfste_m ahd when investments in any one foreign public utility project exceeds § percent of the
total assets of the consolidated holding company system unnece.séarily complicates féreign
investments, For example, the assets of the PP&L consolidated bblding company system were,
as of June 30, 1998, approximately $9.2 billion. Seven and cne half percent of that amount is
approximétely $0.7 billion, and 5 percent of that amount is only $0.46 billion. Although thatisa
substantial amount of money, it should be noted. in this context, that the Homer City Generating
Station was recénﬂy auctioned, and the winning bid was approximately $1.8 billion. Thus, the
notice requirements in the Certification Order on investments in foreign utility projecis would
apply to the acquisition of only a portion of one coal-fired generating station.

31.  AsPP&L’s primary unregui’atedi affiliate, PP&L Global seeks to becoﬁxe a
broadly baséd energy cbmpany. PP&L Global is in the process of making investments in Europe
and South America, as well as in the United States. The notification requirement adds one more
burden on PP&L Global’s ability to participate effectively in a world-wide energy market. To
PP&L’s knowledge, none of PP&L Global’s competitors are subject to éim‘ilar requirements.

B. CONDITIONS IMPOSING RESTRICTIONS ON PP&L’S RELATIONSHIPS WITH
ITS AFFILIATES ARE DUPLICATIVE OF OTHER EXISTING REQUIREMENTS

32, Conditions imposing restrictions on PP&Ls relationships with its affiliates are
unnecessary dug to the Commission’s authority under Chaptéi 21 of the Public Utility Code and
the adcl)ptivon of numerous codes of conduct applicable to PP&L. ‘Therefore, the conditions in
Appendix “A’ to the> Application Order imposing restrictions fm PP&L’s relationships with its
aﬂiliatcs are substantially dupl,icative- and would tend to create a number differing, and per’haps

conflicting, requirements on relationships between PP&L and its affiliates.

I"')
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33, Restrictions and conditions on PP&L’s relationship with its’ afﬂliateé, are
unnecessary because these relationships are and will continue to be comprehensiv‘ely’regulated,
by the Commission under Chapter 21 of the Public Utility Code. Under Chapter 21, contracts
between a public utility and its affiliates are not valid uhii], approved by the Commission. 66 Pa.
C.S. § 2102, Even after approving such a contract, the Commission retains continuing |
supeﬁisary control over it so far as necessary to protect the public interest. 66 Pa. C.S. § 2103.

Pursuant to its authority under Chapter 21, the Commissiyon has approved a Services Agreement

governing relationships between PP&L and its various affiliates. Affiliated Interest Agreement

“ompany and PP&I, Resources, Inc., Docket No. G-

Bctwe n Pennsylvania Power & Light
00940388, Order entered March 30, 1995. That agreement remains ﬁjlly effective and additional
conditions or restrictions simply are not necessary. | |
34,  Since the entry of the Applicatioh Order and the Certification Order, humcrous
Codes of Conduct specifically applicable to {ransactions and relationships between PP&L and its
affiliates have been adopled. They include the following:
a. the Generation Company Code of Conduct (Appendix G tb the Settlement
of PP&I.’s restructuring proceeding);
b.  the Interim c:odé, of Conduct for PP&L, Inc. (Appendix H to the
Settlement of PP&L’s restructuring proceeding);
c. the Standards of Conduct for Compliance with FERC Ordef No. 889 for
PP&L eff’ecu’vé January 3, 1997; | |
d. the FERC Order No. 889 Standards of Conduct for PIM Interconnection;
and
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e. the PIM lntercoﬁnection, L.L.C., Code of Conduct.

35, Under these circumstances, where PP&L is already subject to numerous codes of
conduct that have been specifically dev&loped to address issues and potehtial issues arising under
the electricity generation rctail marketplace contemplated by the Competition Act, it is
unreasonable that duplicative and unnecessary additional r&strictions contained in the
Application Order com“iﬁuc to apply to PP&L, but only to PP&L. |

30.  Therestriction in the Application Order and in the Certification Order on the right
of PP&IL.’s affiliates to participate in gcncraiing capacity resources procurement by PP&L is

‘unreasonable and oontmfy to the public interest. Undef PP&I.’s settlement of its restructuring
proceeding, PP&L’s electricity generation supplier function has been transferred from PP&L to
an affiliate. Consequently, under the Competition Act and‘the settlement of PP&L’s

 restructuring proceeding, PP&L’s only supplier function in the electricity generation market will
be as the Provider of Luast Resort (“PLR”). Under Section 2807(e) of the Competition Act, as
long as PP&L is collecting a Competitive Transition Charge, which under the Settlement is
through December 31, 2,009, PP&L must offer to be 2 PLR of electric energy. In the future, from
time to time, in order to ensﬂxre; its ability to be the PLR, PP&L may need to obtain electricity
geheration capactty on the open cbmpetilive market, If PP&L’s affiliates can offer such capacity
at the price most févomble to customers, it would not be in customers’ inierest for PP&L’s
affiliates to be barred from participating in PP&L’S electricity generatién p‘roéurement as the
condition requires. In order to offer PLR service in the most economically efficient manner,

PP&L shauld‘ have the ability to seek electricity generation in the open competitive ’market under

the most favorablc terms and conditions available. The condition barring PP&L’s affiliates from
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- participating in PP&L’s procurement of clectricity generation capacity is inconsistent with the
open competitive market for electric generation envisioned by the Competition Act.

C THE REGULATORY RESTRICTIONS CONTAINED IN THE APPLICATION
ORDER ARE UNNECESSARY AND OUTDATED

37.  One regulatory restriction in the Application Oirdef addresses cost of capital for

ratemaking purposes: | ’

“PP&L’s cost of capital for Pennsylvania jurisdiction of

ratemaking purposes will be calculated on a stand-alone

‘divisional’ basis. This condition does not }imit the Comimission’s

authority and discretion to consider whatever evidence it deems

relevant to establishing a fair rate of return in PP&L’s retai] rate

base proceedings.”
'I‘his restriction is no longer meaningful as applied to PP&L. It is anticipated that, over time, the
“capital structure of PP&L, a wholly-owned subsidiary, will change. In the future, the capital
structure of PP&L may be changed as a result of PP&L’s reliance wpon intra-corporate system
borrowings in lieu of issuances of Securi ties to the public. The actual capital structure of‘ PP&IL
- also may be influenced by the amount of electricity generation facihtiés are continue to be held
by PP&L in a division that is separate from the EDC Division of PP&L.

- Further, it may be more appropriate in the future, depending upon changing
circurnstances in the EDC portion of the industry, to base rate of return cabital structure and cost
rates upbn barometer groups of other EDCs or other industries, or it may become appropriate for
EDCs to establish fair rate of return using entirely different mechanisms, such as operating ratios.

PP&L., at this time, is not advocating any specific ‘al“temative, Instead, PP&L is
noting only that this rcstriéiion on its presentations 0 the Commission in future rate proceedings
is inappropriate, given the uncertainties in the’ﬁnancial marketplace arising from the
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restructuring of the clectrick industry under the Competition Act. Moreover, this restriction is
unfair because it imposed upon PP&L alone among all of the other EDCs thaf will continue to
operate in Penngylvania, |

18.  Similarly, Condition 9 in Appendix “A” to the Application Order is unnecessary.
This restriction simply restates that PP&L continues to be subject to the applicable portions of
the Public Utility Code, inciuding Chapters 11 and 21. :T his restriction neither augments hor
“diminishes the Commission’s jurisdiction and, therefore, is simply sxnpc;rﬂuous_

WHEREFORE, for all the foregoing reasons, PP&L, Inc, respectfully requests that the
Pennsylvania Public Utility Commission amend the Application Order and the Certification

Order by deleting the conditions and restrictions contained therein.

Respectiully submitted,

T

Paul E. Russell | David B. Macfregor |
Associate General Counsel - Morgan, Lewis & Bockius LLP
Pennsylvania Power & Light Company 2000 One Logan Square
Two North Ninth Street Philadelphia, PA 19103-6993
Allentown, PA 18101-1179 Tel: (215) 963-5000
Tel: (610) 774-4254 Fax: (215) 963-5299
Fax: (610) 774-6726 :

John H. Isom ~

Morgan, Lewis & Bockius LLP
Of Counsel: ~ One Commerce Square

- 417 Walnut Street

Morgan, Lewis & Bockius LLP Harrisburg, PA 17101-1904

Tel: (717) 237-4000

Fax: {(717) 237-4004
October 20, 1998

Attorneys for PP&L, Inc.
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AFFIDAVIT

STATE OF PENNSYLVANIA

county o C_Thi T &,@FL\;&

SS.

Paul E, Russell, being duly sworn according to law, deposes and states that he is |
Associate General Counsel of PP&L, Inc., that he is authorized to and does make this affidavit
for it; and that the facts set forth above are correct to the best of his knowledge, information and

. belief ard that he expects PP&L, Inc., to be able to prove the same at any hearing hereof.

't

CL - (L v

Paul E. Russell
Associate General Counsel

"‘
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SWORN TO AND SUBSCRIBED
before me this A0 day
of October, 1998

%\@ M@x idr. @qm

' / \/ Nota/y Public

Nolanal Seat
Andred Preate Regn, Notarz Public
Philadelphia, Philadeiphia County
My Commission Expmas June 11, 2001

Member; Pen 1Sy vania Association of Notanes
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PENNSYLVANIA
PUBLIC UTILITY COMMISBION
Harrisburg, PA 17105-3265

 public Meeting held February 9, 1995

Commissioners Present:

David W. Rolka, Chairman

Joseph Rhodes, Jr., Vice~Chairman
John M. Quain, Statement attached
Lisa Crutchfield, statement attached
John Hanger

Application of Pennsylvania Power & Light A-11050C F.206
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

conpany structure.

OPINION AND ORDER
BY THE COMMISESION:

On March 18, 1994, Pennsylvania Power & Light Company
(PP&L) filed the above-captioned Application pursuant to Chapter 11
of the Pennsylvania Public Utility Code, 66 Pa. C.S. §§1101, et
sedq., seeking approval of certain transactions in connection with
the utility’s establishment of a holding company structure. on
May 16, '1994, the Office of Consumer Advocate (OCA) filed a
Protest. No other Protests or objections to the Application were
filed.

Concurrently filed and docketed with the instant
Application were a Services Agreement between PP&L and its future
affiliated interest, PP&L Resources, Inc. (PP&L Resources),
docketed at G-00840388, and a request of PP&L for the Commission's
certification of its authority to the Securities and Exchange
Commission (SEC) pursuant to Sectionysz(a) of the Public Utility
Holding Company Act of 1935, docketed at M=-00940535.




- In accordance with Commission regulations, the OCA and
PP&L engaged in extensive negotiations to determine if the OCA’s
objections could be satisfied. As a result, PP&L has agreed to a

nunber of conditions to its Application and OCA has agreed not to

oppose PP&L’s Application and will not pursue its protest. The
conditions are specified in Appendix A to a latter, dated and filed
January 11, 1995, written on behalf of PP&L by ‘counsel for the
Cutility. The representations in PP&L‘s 1etter\COncerning the
agreement between OCA and PP&L were confirmed by a letter from the
Office of Consumer Advocate, also dated and filed on January 11,
1985.

The conditions that OCA and PP&L have agreed to are
~attached here to as Appendix A and summarized below. PP&L has
agreed:

1. to limit the ability of its affiliates to

partlclpate in any future competitive procurement
of generating capacity resources conducted by PP&L;

2. to provide broad-based access to affiliate company
records and personnel;

3. to file regular affiliate company financial
statements with the Commission; ,

4. to 1imit the amount of investments in diversified
businesses;

S. that its cost of capital in Pennsylvania base rate

cases will be calculated on a stand-alone basis;

6. to establish reasonable accounting and pricing

protocols for transactions with affiliates; and

7. that the Commission’s approval of  PPEL’s
Application will not alter PP&L’s existing
obligation to comply with the Public Utility
Codge.

By letter dated January 11, 1995, PP&L requested that the
Commission include in its consideration of the Application the
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conditions that arose from the satisfaction of the OCA protest. In
order to facilitate the review process, PP&L also requested the
Commission to sever and defer decision on PP&L’s request, docketed
at M-0094040435, for certification to the Securities and Exchange
Commission pursuant to Section 33(a) of the Public Utility Holding
Company Act of 1835. At this time, the Conmission will deal only
with the Application for approval of the establiShment of a holding
‘company. The affiliated interest agreement docketed at G-00940388
which governs the services agreements between PP&L and 'its future
affiliated interest, PP&L Resources, will be considered at a later
date. The Commission will also act on M-00940535 at a later date.

The proposed restructuring will result in the creation of
a holding company structure. The initial steps in the creation of
the holding company have been taken through the incorporation of
two companies, Power Markets Development Company (PowerCo) and
Resources. Eventually, Resources will be the holding company with
PP&L and Powerco as wholly~owned subsidiaries.

- The creation of the holding company will be accomplished
through the following transactions. PP&L first proposes to
purchase, at the price of $1/share, 100 shares of common stock to
be issued by Resources. This will result in Resources becoming a
thlly»dwned first~tier subsidiary of PP&L. All shares of
Resources’ outstanding common stock will be cancelled and all of
the outstanding shares of PP&L common stock will be converted and
exchanged on a share-for-share basis into newly issued common stock
of Resources. All of PP&L’s common stock will then be owned by
Resources and PP&L will be a wholly-~owned subsidiary of Resources.
PP&L’s stockholders will vote on the proposed restructuring at the
1995 annual;meeting scheduled to be held April'zs, 1995.

- Each person who owned PP&L common stock immediately prior
to the stock exchange will own a corresponding number of
outstanding shares of common stock of Resources. Resources will be



a publicly held company whose common stock will be traded on the
New York and Philadelphia Stock Exchanges; PP&L common stock will
cease to be listed on the New York and Philadelphia Stock
' Exchanges. ' |

outstanding PP&L Preferred Stock will be unaffected by
the exchange. All of PP&L‘’s first mortgage bonds and other
indebtedness of PP&L outstanding immediately prior to the proposed
stock exchange will continue to be outstanding indebtedness of PP&L
after the exchange.

‘Pollowihg‘the stock exchanges, PP&L,propOSes‘t¢ transfer

the common stock of its wholly-owned subsidiary, CEP, to Resources.

'CEP will then transfer the common stock of PowerCo to Resources
which will make PowerCo a wholly-owned first-tier subsidiary of
Resources. The stock transfer will most iikely be made in the form
of stock dividends. |

The proposed restructuring should not adversely affect
the quality of service provided by PP&L to its customers nor its
ability to provide that service at a reasonable rate. PP&L has
represented in its'filing that it will separate non-regulated and
regulated operations to assure that no cross-subsidization of costs
or transfer of risk occurs.

It also appears that this Commission will continue to
have the authority and resources necessary to regulate PP&L as a
subsidiary of the new holding company, PP&L Resources. We shall

continue to have access to the books and records of the utility

pursuant to Section 506 of the Public Utility Code, and Condition
‘No. 2 of the agreement between OCA and the utility extends our
access to the "books, records, officials and staff of affiliated
companies involved in diversified business activities." Further,
by Condition No. 3 of the agreement, PP&L has agreed to furnish
regqular financial statements of such affiliated companies. The

-



utility will continue to be subject to Chapter 17 of the Public

Utility Code, pertaining to accounting and budgetary matters, and

has confirmed in Conditions Nos. 6, 7 and 8 of the agreement with

OCA that transactions between PP&L and its affiliates are subject

to the continued jurisdiction of this Commission as provided for in
Chapter 21 of the Public Utility Code. |

The formation of a holding company does not pronise to
interfere with our ability to establish just and reésbnable rates,
as we are charged to do in Chapter 13 of the Public Utility code.
Further, by Condition No. & of the agreement with OCA, PP&L has
implicitly acknowledged that in the future the capital costs
experienced by PP&L Resources may be an inappropriate measure of
the capital cost to be assigned to the utility, and has agreed that
PP&L’s cost of capital will be calculated on a stand-alone basis.

We have examined the Application and have determined that
the proposed transactions leading to the formation of a holding
company are necessary or proper for the service, accommodation,
convenience or safety of the public and that the Application should
be approved; THEREFORE,

IT I8 ORDERED:

1. That the 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, is hereby approved,
subject to the conditions contained in the agreement between the
utility and the Office of Consumer Advocate, and that a Certificate
of Public Convenience and Necessity be issued evidencing such
approval.

2. That the conditions specified by the agreement
between Pennsylvania Power & Light Company and the Office of

B




Consumer Advocate, attached hereto as Appendix A, be made a part of
this Ordero

3. That within thirty days of the establishment of the
holding company structure, Pennsylvania Power & Light Company shall

notify this Commission of the effective date of the restructuring.

BY THE COMMISSION,

Secret Ty

(SEAL)
ORDER ADOPTED: February 9, 1995
ORDER ENTERED: FEB 10 1395




o : Appendix “AY
Conditions to Approval of PP&L's
~ Application for Hoiding Company Structure

FOI.IOWing are the conditions to Pennsylvania Power & Light Company's
(PP&L) application for a holding company structure that have been agreed to by

PP&L and the Office of Consumer Advocate (OCA).

Bidding for Generating Capacity Resources

1. Neither Power Markets Development Company, nor any other non-
regulated PP}&L affiliate, will participate in any future compedtitive p‘rocﬁrement for
generating capacity resomes conducted by PP&L. This prohibition does not affect
the sale of power to PP&L, to the extent otherwise perm‘iﬂed under state and federal
law, from the following sources existing at the time this Agreément is signed:
PP&L's generating units; Safe Harbor Water Power Corporation; or non-utility

generators that have contracted to sell output to PP&L.

Access 1o Records and Personnel

" 2. Upon request, PP&L will provide to the Commission and the OCA
access (o the books, records, officials and staff of afﬂli’ate‘d‘ companieé, involved in
~ diversified business activities.
PP&L will accept service in Allentown, Pennsylvania, of any requests
made pursuant to this provision. Further, in responding to such requests, PP&L will

produce records and personnel in the Commonwealth of Pennsylvania.

o1-
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PP&L does not waive its right to raise traditional disgréry objections to
any requesis under this provision including, but not limited tb, relevance and
p‘rivi‘l‘ege. Furthermore, before responding to any requests under this' provision, PP&L
may require whatever protection it deems necessary to prohibit disclosure of

proprietary or confidential information.

Finangial Statements and Reports

3. PP&L will provide the Commission and the OCA with quarterly and
annuai financial statements of affiliated companies involved in diversified bus‘iness
activities (except that no quarterly financial statements shall be required with respect
to the fdurth quarter because fourth quar’*ter financials are consolidated into the
annual repért). annual statements of intercompany transactions, and all financial
* reports filed with the Securities and Exahang;a Commission.

Before providing any fnf’ormaﬁon under this provision, PP&L may require
whatevef hroteciion it deems necessary to prohibit disclosure of proprietary,

confidential or non-public information.

Investments in Diversified Businesses

4, The total amount of PP&L's investments in diversified businesses other |
than the energy business and ancillary activities will not exceed 7.5% of the total
assets of the holding company and its consolidated subsidiaries without prior

‘Commission approval.




The total amount of PP&L's investments in all diversified businesses

will not exceed 15% of the total assets of the holding company and its consolidated

subsidiaries without priar Commission approval.
- Cost of Capital and Rate of Return

5. PP’&L‘s cost of capital for Pennsylvania jmﬁisd‘icﬁonal“fatemaking
~ purposes will be ca!c:.ilated on a s‘ta'nd-aloyn‘e “divisional” basis. This condition doe,s’
not limit the Commission's authority and discretion to co’nsider whatever evidence it
deems relevant to establishing a fair rate of return in PP.&L‘s retail base rate

proceedings.

Transactions Between PP&L and its Affiliates

6. PP&L will set up accounting controls and other procedmes for a!lot’;ation
of overhead and other costs of jointly-used assets or personnel. Such controls and
procedures will bé designed to assure that PP&L will not bear any costs associated
with the diversified business activities of its affiliated companies. Foi!oWing approval
of its holding company application, PP&L will submit these controls and procédu‘res to
’the Commission and the OCA for comment.

7. PP&L will develop pricing protocols for determining transfer prices
between utility operations and affiliated companies involved in diversified business
activitieé* PP&L will provide for appropriate ratemaking recognition of k.atl after-tax

proceeds from the sale of utility assets that have been‘a!lowed in PP&L's retail base

3.
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rates. Further, PP&L will provide for appropriate ratemaking recognition of royalties
paid to PP&L by its affiliated companies irivolvéd in diversified business activities for
prograrns, etc., that were developed at ratepayers’ expense.
B. PP&L will develop an organization and staffing plan which provides for
adequate, efficient staffing of the utility business. PP&L wili re;ﬁort transfers of PP&L

staff to any of its affiliated companies annually to the Commission.

Continued PUC Jurisdiction Over PPBL

company structure does not affect PP&L's existing obligation to comply with all

|
|
9. The PUC's approval of PP&L's application to create a holding :
provisions of the Public Utility Code, including Chapter 11 (relating to PUC approval

of transfer of utility assets) and Chapter 21 (relating to PUC approval of contracts

between affiliated interests).

|
\
\
\
\
|
\
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PENNSYLVANIA PUBLIC UTILITY COMMISSION
Harrisburg, Pennsylvanis 17105

APPLICATION OF PENNSYLVANIA POWER . PUBLIC MEETING

& LIGHT COMPANY (PPEL) FOR PEBRUARY 9, 19%5
APPROVAL OF CERTAIN TRANSBACTIONS FEB-95-08A~1218+%
IN CONNECTION WITH THE UTILITY'B DOCKET RO. A~110500 ¥.206

ESTABLIBHMENT OF A HOLDING
COMPANY BTRUCTURE

BTATEMENT OF COMMISSIONER JOHN M. QUAIN

As a result of negotiations with the Office of Consumer
Advocate (OCA), Pennsylvania Power & Light Company (PP&L) has
agreed to certain conditions asscciated with its application to
form a corporate holding company. In advance of our competitive
bidding regulatlons, PP&L has agreed to prohibit its’/ affiliates
from participating in future procurement by PP&L of generation
resources.

As this is a settlement, I will approve the conditions.
However, my vote today should not be viewed as disposing of
similar issues in the context of the competitive bidding
regulations.

DATE : ' JCHN H. QUAIN. COMMISBIONER




PENNSYLVANIA PUBLIC UTILITY COMMISSION

Harrisburg, Pennsylvania 17105-3265

APPLICATION OF PENNBYLVARIA PUBLIC MEETIKNG

POWER & LIGHT COMPANY (PP&L) FEBRUARY 9, 1995
FOR APPROVAL OF CERTAIN FEB-95~0OBA-1218+
TRANSACTIONS IN CONNECTION WITH DOCKET RO: A-110500 F.206

THE UTILITY’S ESTABLISHMENT OF A
HOLDING COMPANY B8TRUCTURE

¥

BTATEMENT OF COMMISSIONER LISA CRUTCHFIELD

This Application before us today represents Yyet another
electric utility attempting to respond to the significant increase
in the 1level of competition in the market for electricity.
Pennsylvania Power & Light Company (PP&L) is requesting Commission
approval to create a new exempt public holding company, PP&L
Resources, with PP&L becoming a wholly-owned subsidiary of this new
holding company. A further aspect of this corporate restructuring
has the Power Markets Development Company (PowerCo), which was
formed by PP&L on March 9, 1994 for the purpose of pursuing
unregulated business opportunities that relate to the generation,
transmission and distribution of electric energy, also becoming a
wholly-owned subsidiary of PP&L Resources.

PP&L has agreed to several conditions concerning its future
requlation within a holding company structure as a result of a
protest filed against this Application by the Office of Consumer
Advocate. I believe that the conditions negotiated to by the
parties will provide additional protections for the customers of
PP&L. I anm concerned, however, that one of the conditions of the
agreement which prohibits PowerCo or any other non-regulated PP&L
affiliate from participating in any future competitive procurement
for generating capacity, predetermines this Commissicn’s final
determination on the pending competitive bidding regulations. I
will vote to approve staff’s recommendation that the Applicat.ion be
approved subject to the conditions in the OCA/PP&L agreement, but
I wish to note that this vote should not be interpreted as
disposing of similar issues within the finalization of the
competitive bidding regulations. :

ey,

aftlas ~ =
K DATE ‘ ‘ LIBA CRUTCHFIELD
' COMMISSIONER
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

COMMONWEALTH OF PENNSYLVANIA, SS:

I, John G. Alford, Secretary of the Pennsylvania
publiec Utility Commission, do hereby certify tnat the attached
is a full, true and correct copy of the Order. aéopted by the
Commission on April 11, 1996, in the mpatler of the Request |
of Pennsylvania Power & Light Company for the Commission's
‘Certificatian of the Authority to the Securities and Exchange
commis sion pursvant to Section 33(3) of the Public Utility
Holding Company Act of 1935, as same remains of record and on
file in this ¢ifice.

IN TESTIMONY WHEREOF, I have hereunto set my hand
‘andfcaused the seal of Pennsylvania Public Utility Commrission

to be atfiwed, this TWENTY SECOND day of APRIL, 1996.

PENNSYLVANIA PUBLIC UTILITY COMMISSION




PENNSYLVANIA
PUBLIC UTILITY COMMISBION
Harrisburg, Pennsylvania 17105

Commissioners Present:
John M. Quain, Chairman
Lisa Crutechfield, Vice Chairman
John Hanger
David W. Rolka
Robert K. Bloom

In Re: : Docket No.
Pennsylvania Power and , ; M-00940535
Light Company Request for Section '
33(a}) Certification

CORRECTED OPINION AND ORDER

BEFORE THE COMMISSION: ‘
Before the Commission for consideration is Pennsylvania
Power and Light Company’s Reguest for Section 337a) Certification,

filed at the above-captioned docket. The Reguest for Section 33(a)

Certification is a component of a two pronged applicaticn and
affiliated interest filing of Pennsyivanla Power & Light Company
(“PP&L"), filed March 18, 1994, under which PP&L has established a
holding  company structure for the conduct of regulated and
unregulated operations. o

‘ BacKkground
- On Maxrch 18, 1994, PP&L filed an application pursuant to
Chapter 11 of the Public Utility Code, 66 Pa. C.S5. §1101, et seq.,
seeking approval of certain transzections in connection with the
establishnent of a holding company structure. See Applicat:on Qf

Pennsvlvaﬁia, Power & Light <Company for approval, pursuant to

Chapter 11 of the Pennsylvania Public Code, of certain transactions
in connection with the utility’s establiskment of a holding company

Public Meeting held april 11, 1996 :



str0cﬁure, ("Application" hereaftex) Docket No. A-1100500 F.206
(Order entered February 10, 1995). The Office of Consumer Advocate
("OCAY) filed the sole protest to the application.

In conjunction with the Apnlication, PP&L alsd filed a
Services Agreement between PP&L and its affiliated interest, PP&L
Resources, Inc. Further, as part of the transaction to establish
a holding company structure, PP&L filed a reguest for the
Ccmmlss;on's certification of its authority to the Securities and
Exchange Commission ("SEC") pursuant to Section 43 (a) of the Public
Utility Holding Company Act of 1935.' See Docket Nos. G-00940388
(order entered March 30, 1995) (vaffiliated Interest” filing
hcreafter),‘and Docket No. M-00940535, ("Request for Section 33(a)
Certification"), respectively.

; '~ PP&L and the OCA, after negotiations, reached certain
stipulations which satisfied the OCA‘s objections to tLhe

transaction.  Seg Docket No. A-1100500 F.206 (Ordexr entered
February 10, 1%95), Sliip. Op. at 2. PP&L, in a letter dated

- January 11, 1895, asked that the Commission include in  its
deliberations on the merits of the Application, those zonditions to
which it agreed. A total of seven stipulations were reached which
stipulations resulted in satisfaction of the OCA protest. Docket
No. A-1100500 F.206 (Order entered February 10, 1995) at page 6.

Significantly, and in an effort to facilitate the review
process, PP&L also reguested that the Comnission sever and defer
' decision or PP&L‘s reguest for Section 33(a) Cer“ltlcatlmn under
the Public Utility Holding Company Act of 1935 filed at the above-
cited docket. ILd. ‘

pased on the foregoing and pursuant to the proposed
holding company structure, PP&L has created PP&L Resources, Inc.

v 15 U.S.C. §79, 79z-6.



("Resources’), - (incorporated on March 15, 1994 under the
Pennsylvania Business Corporation Law of 1988, 15 Pa. C.S. § 1101,
et seq.), to own PP&L stock. Resources, upon redeiving reguisite
shareholder approvals and other regul§tory approvals, became the
holdlng company parent of PP&IL.

As noted, thls COmm1551on has approved the Appllcatlon
and the affiliated interest portions of the transaction whereby
PP&L converted its organizational structure to the holding company
model.

DlSGUSSlOD

The Commission’s consideration of PP&L’s Section 33(a)
request was deferred at the request of the utility. This is the
matter which is now before the Commission for disposition.

By letter dated March 6, 1996, PP&L has advised the

Commission that it has reached additional notice requirements

regarding investments in foreign utility company projects. Those
reguirements are:

(a) If the total amount of investmerts by PP&1.
Resources, Inc. and its  consolidated
subsidiaries in foreign utility  company
projects exceeds 7.5% of the total assets of
the holding company and its consolidated
&ubClﬁldlA&b, PP&L will notity the Commission
and the CCA at the t*me the 1nvestnents reach
that amount.

(b) If a =zingle investment by PP&L RGCDLICES,
Inc. and its consolidated subsidiaries in a
foreign wutility company project exceeds 5% of
the total assets of the holding conmpany and
its consclidated subsidiaries, PP&L  will
notify the Commission ard the OCA at the time
of that investment.

{c) If requested by PP&L, the Commission and
the 0CA wil) treat these notitications on a
confidential basis until infornation regarding
the investmerts has been released to the
public.



Based on the adoption of the above conditions by PP&L, it
is represented that the OCA will not oppose the request for Section
33(a) certification. See March 6, 1996 Letter.

We note that by letter dated March 8, 1996, the OCA has
adv;sed the Comnission that PP&L’s letter of AMarch‘ 6, 19986,
accurately represents  the agreement reached among the actlve
parties (PP&L and the OCA)’ln this matter.

In support of its reguest for  section 33{a)
certification, PP&L, in the March 18, 1994 aApplication, cites the
 passage of the Public Utility Regulatory Policies Act of 1978
(WPURPAM), and the Energy Policy Act of 1992 (“Energy ..t"). PPEL
stétes that the electric utility industry in general and PP&L, in
particulaxr, have experienced a significant increase in the level of
competition in the market for the generation and sale cof
electricity. In order to respond effectively to this increased
competition, PP&L has determined that it must position itself to
explore and take advantage of‘potential business opportunities
outside of its present markets in central eastern Pennsylvania.
See March 18, 1994 App.ication, pp. 4-3. |

- PPR&L is in the process of investigating a variety of
business opporturities, both in domestic and international markets.
PP&L states that as of the filing of the Application, it has not
yet determined what specific investments it will pursue, but is.
currently focusing on those opportunities which relate to its
present core business i.e. the generation, transmission and

P

distribution of electric energy. See Application, p. 5.

on the basis of the fbregoing, it is PP&L‘s intent to
conduct certain unregulated pusiness activities through a
subsidiary, Power Markets Development Company {"Power Mafkets";.
As of the filing of the Application, Power Markets was a wholly-
swned subsidiary of CEP Group, Inc. ("CEP"), which in turn 1s a




wholly-owned subsidiary of PP&L. Following the formation of the
holding company structure, Power Markets became a wholly owned
subsidiary of Resources.

Power Markets was formed on March 9, 1994 and was
initially funded with a $50 million capital contribution from
PP&L’Skinternally‘generated funds in order to take advantage of
business opportunities.

It is the position of PP&L that the amount invested in
unregulated busifdess activities may increase over time and it
anticipates that pursuit of these expanded activities may require
the creation of additional subsidiaries. See Application, p. 5.
PP&IL, rather than pursue unregulated business opportunities through
Power Markets and other subsidiaries, as second-tier subsidiaries
of PP&L, prefers to, in the long run, c¢onduct these unregulated
activities through a holding company structure. See Application,
at 6.

It 1s based on the foregoing reasons that PP&L seeks
‘Commission certification under Sectieon 33/{a) of the Holding Company
Act. Section 33(a) provides, in pertinent part, that an exempt
holding company which owns or cperates generation, transmission or
distribution facilities in a foreign‘ccuntry will not lose its
exemption if the Commission certifies to the SEC that: {i) the
Commission has the authority and resources to protect
jurisdictional  ratepayers; and (2) the Commissior intends to
exercise that authority. |

SEC certification is needed as Power Markets willylikely
own or operate generation, transnission or distribution facilities
in a foreign country. Therefore, PP&L requests that we issue a
certification pursuwant to Section:BB(a) s¢ that exempt heclding

company status can be maintained. See Application, p. 15.



On consideration of +the Request for Section 33(a)

Certification we shall, hereby, grant said request and direct that
a copy of the form Secretarial Letter and this Opinion and Ordex be

certified for PP&L‘’s transmittal to the SEC. This Opinion and
‘order expressly incorporates by reference, the stipulations reached
between PP&L and the OCA, finding'said stipulations to be in
furtherance of the public interest.

Title 15 U.S.C. § 79z-5b, states in pertinent part:

(2) 8tate commission certification

Section (a) (1) shall not apply or be effective
unless every State commission  having
Jurisdiction over the retail electric or gas

rates of a public utility company that is an
associate company or an affiliate of a company
ctherwise exempted under section (a) (1) (other
than a public utility company that is an
associate company ox an affiliate of a

registered holding company) has certified to
the Commission that it has the authority and
resources to protect ratepayers subject to its
jurisdiction and that it intends to exercise
its authority. Such certification, upon the
filing c¢f a notice by such State commission,

may he revised or withdrawn by the State
commission prospectively as to any future
acguisition. The requirement of State
certification shall be deemed satisfied if the

relevant State commission had, prier to
October 24, 1992, on the basis of prescribed
cgonditicns of general applicability,

determined that ratepayers of a public ntility

company . are adequately insulated from the
effects of diversification and the
diversification would not impair the ability
of the State cemmission to regulate
effectively the operations of such company.

This Commission is able %o certify o the SEC, in
compliance with Section 33(a) of the Holding Company Act;‘that~we
have the authority and resources to protect ratepayers subject to
our jurisdiction and fully interd to so exercise that authority.
pp&l, in its Application, and further, in a November 28, 1995
letter to the Commission, has cited the relevant provisions of the

6



Public Utility Code, 66 Pa. C.5.§§101-3315, under which we are
g).ven~ broad authority to regulate the rates and services of
- utilities subject to our jurisdiction. = This authority would
vlnclude the protection of Pennsylvania jurisdictional ratepayers
from.potentlal adverse consequences of foreign investment by PP&IL -
and its affiliates/subsidiaries; THEREFORE, ’

IT I8 ORDERED: |

1. That the Reguest for Section 33(a) Certification of
Pennsylvania Power and Light Company, filed March 18, 1994, be and
is, hereby, granted.

2. That upon the entry of this Opinion and Ordér,‘the
Secretarial Letter attached hereto as Appendix A shall issue to
PP&L for service upon and certification to the Securities Exchange
Commission.

3. That the stipulations reached between Pennsylvania
Power & Light Company and the Office of Consumer Advocate are,
hereby, incorporated in this Opirion and Order.

4. That the abcve-captioned docket shall be narked

closed

Secretary

(SEAL)
OKDER ADOETED: April 11, 1396

ORLER ENTERED: Apiil 22, 1996
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COMMONWEALTH OF PENNSYLVANIA

DATE:  November 2, 1998 - o |

BUBJECT: A-110500F0206, M-00940535
TO! Office of Special Assistants

FROM: /Ajames J. McNulty, Secretary

\J\:*

*@]OCKETED

NOV 03 1998

APPLICATION OF PENNSYLVANIA POWER AND 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~-110500F0206

PENNSYLVANTA POWER & LIGHT COMPANY REQUEST FOR SECTION
33(a) CERTIFICATION.
DOCKET NO. M-00940535

Attached 1is copy of a Petition for Amendment of
Orders of PP&L, Inc. filed in connection with the above
docketed proceeding.

This matter 1is assigned to your Office for
appropriate action.

ce:  BFUS DOCUMENT
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OFFICE OF CONSUMER ADVOCATE
555 Walnut Street 5th Floor, Ferum Place
Hardshurg, Pennsylvania 17101.1923 '
FAX (717) 783-71582
‘ - E-Nail. paoca@ptd net

" (717) 783-5048

IRWIN A, POPOWSKY
November 9, 1998

Gonsumer Advocate
2
, e & w

James J. McNulty, Secretary | 2 S
Secretary’s Bureau i O C U M E N T = 3 i?i:'
N 4 vl . . 0 X :‘g‘} Pt M+
PA Public Utility Commission it 4 §::~ DRI
: Bldg.  FOLDER <7 e
o ] ’g___ -\ Cr o~ : H
w? :n? - "
s s

i

Room B-20, North Office Bldg

Hamsburg, PA 17105-3265
| Application of Pennsylvania Power &ﬁ,lght Ce

for Approval, Pursuant to Chapter 115t the Pdblic

Re:
Utitity Code of Certain Transactions in Connection
with the Utility’s Establishment of a Hn]dmg Cumpan)
Structure

Docket No.gA:1 LOSOOF.0206 —

In Re: Pennsylvania Power & Light Company’s
Request for Section 33({a) Certification
Docket No, M-00940535

Deur Secretary McNulty:
Enclosed please find for filing an original and three (3) copies of the Office of
Cansumer Advocate's Answer to the Petition of PP&L., Inc. For Amendment of Orders in the

above-cuptioned proceeding
Copies have been served upon all parties of tecord as shown on the attached

Certificate of Service.
~ o | Sincerely, ‘

y S Nkl
Mc%;skev / ,

Tanya X
Assistant Consumer Advocate

-

Enclosures
e All parties of record
SRB
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

Application of Pennsylvania Power & Light Co.
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-110S00F.0206

In Re: Pennsylvania Power & Lighthmpany"s

Dockét No. M~OO§% c K ET E D ‘

Request for Section 33(a) Certification
N@N 13 1998

LD
- 27 f}f )
ANSWER OF THE §L‘: ? i
OFFICE OF CONSUMER ADVOCATE <® w !
TO THE PETITION OF PP&L, INC. FOR LE 5 -

AMENDMENT OF ORDERS s 3

» g 2.0
&5

The Office of Consumer Advocate is in receipt of the Petition of PP&L, Inc. (PP&L)

in the above-captioned proceeding for amendment of the Commission’s Orders entered on February
M-00940535. In

10, 1995 at Docket I\o A-110500F.0206 and on April 22, 1996 at Docket No,
those Orders, the Commission approved PP&L’s Application to reorganize 1ts'coxp01 ate system in

which an exempt holding company, PP&L Resources, Inc. was formed and PP&L, Inc. became a
s request to

wholly—owned subsxdmry of the holding company. In its Orders approving PP&L’s

establish a holding company structure, the Commission placed certain conditions on PP&L’
“operation under this structure, PP&L now seeks to have these conditions removed in light of the
enactment of the Electricity Generation Customer Choice and Competition Act (Customer Choice

Act). Although the OCA does not disagree that certain of these conditions may need to be revisited




| in light of the Customer Choice Act, the OCA submits that deletion of the condiﬁons based on the
information pfovidyed by PP&L 1n its Petition 18 not justified.

Initially, it is important to note that the conditions related to the approval of PP&L’s
Application for a Holding Company Structure were conditions that were negotiated among the
partiés to the proceeding to address the concerns raised by the parties about PP&L’S proposed
holding company structure. The objective of these conditions was to (1) protect the regulated utility

| entity from ﬁnaﬁcial impairment that could result from activities of the unregulated affiliate, (2)
prevent imy#x‘c)per cost shifting between the otility and non»utility affiliates, (3) guard against self-
dealing abuses in the competitive bidding for generation, and’ (4} assure that the Commission has
access to the necessary employees, recbrds ‘and information to uphold its responsibilities under thé
Pubtic Utility Code. Both the Company and the OCA agreed to these conditions in order to achieve
these goals.

The Company now argues that these conditions should be removed, primarily because
of changes in the structure of the electric utility industry in Pennsylvania. In addition, the Company
raises concerns that the conditions may inhibit its unregulated affiliates, may be duplicative of or
inconsistém with other conditions contained in its Codes of Conduet, and create an unlevel playing
field for PP&L since other competitors are not subject to the sante conditions. In addition, the
Company argues that the condition regarding the determination of PP&L’s cast of capital may limit
the Commission’s authoﬁty.

As noted above, the OCA recognizes that 1t may be appropriate to revisit some of
these conditions ikn light of the changes in the electric utility industry.  The OCA would note,
however, that increasing competition in the electric utility industry was well known in 1995, In fact,

2




in her accompanying Statemem; Commissioner Crutchfield recognized that PP&L’s proposal to
establish a holding company structure was a response to the significant increase in competition in
the market for electricity. In light of this, the OCA submits that a complete elimination of the
conditions based on the Customer Choice Act is unwarranted. |

In addition, the OCA submits that the Company’s other arguments for elimination
of the conditions are not peisuasive. Fbr example, the Company argues that some of thé prévis’ions
may be duplicative of, or inconsistém with the Cédes of Cz‘mduét adopted in m, Rcstmcturing
Settlements. As to duplicative provisions, the OCA submits that some redundancy should ho; pose
a problem and it may be useful to have the applicable condiﬁoris stated in the Order even 1if
duplicative. If PP&L can point to a condition is inconsistent with the Codes of Conduct, the OCA
agrees that it shauld be revisited. PP&L’s Petition, however, fails to identify any instances where
the present holding company conditions pose such a conﬂ’ict or inconsistency.

PP&L ’also argues that the conditions should be eliminated because no other
competitor is subject to the same conditions, PP&L, however, overlooks the fact thét several ’othcr
utilities in Pennsylvania are part of a registered holding coﬁpany structure, not exempt from the
Holding Company Act, andkthereforc must comply with all SEC requirerﬁents inciudiﬁg all SEC
regulations.

Finally, the Company argues that the provision regarding the determination of
PP&L’s cost of capital may restrict the Commission’s authority in determining PP&L’s regulated
rate of return. The OCA submits, however, that the condition does not restrict the Commission’s
consideration of a fair rate of return or prescribe a specific methodology. In 'faci, the conditions
 specifically provides that it does not limit the Comxnission;s author’ity and discretion to consider

3



® | | ®
whatever evidence it deems relevant in establishing a fair rate of return, The purpose of this
provision was tb assure that a determination of PP&L’s cost of capital would not De based on the
business and financial risks of its unregulated affiliates.

WHEREFORE, the OCA submits that the conditions established as part of the
“Commission’s Orders of February 10, 1995 at Docket No. A-1 IOSOOF 0206 and April 22, 1996 at
Docket No. M-00940535 should not be deleted at this time. The OCA recognizes that certain of
these cdnditions may need to be revisited in light of electric restructuring in Pennsylvania,
particularly those conditions regarding limitations on investment in diversified businesses and those
regarding bidding for generating capacity resources. The OCA is willing to work with the Company
to establish appropﬁate conditions governing its holding company structure iﬁ light of the present
competitive environment, but cannot agree that total ¢limination of these ’conditiyons is justified at
this time.

Respecttully submitted,

Q/W%OA mg"

Tanyc aj loakey
Assistartt Consumer Advocd

Counsel for
Irwin A. Popowsky
Consumer Advocate

Office of Consumer Advocate

555 Walnut Street 5th Floor, Forum Place
Harrisburg, PA 17101-1923

(717) 783-5048

Dated: November 6, 1998
500354




CERTIFICATE OF SERVICE

Re.  Application of Pennsylvania Power & Light Co. for Approval. Pursuant to Chapter

L1 of the Public Utihty Code of Certain Transactions in Connection with the Unlity’s

Establishment of a Holding Company Structure

Docket No. A-110500F.0206

In Re: Pennsylvania Power & Light Company’s Request for Section 33(a) Certification

Docket No. M-00940535

I hereby certify that I have this day served a true copy of the foregoing document, -
Office of Consumer Advocate’s Answer upon parties of record in this prucc:édjng in accordance
with the requirements of 52 Pa. Code § 1.54 (relating to service by a participant), in the manner and

upon the persons listed below:

Dated this 9th day of November, 199%.

- SERVICE BY INTER-OFFEICE MAJL

Charles Hoffman, Esq.

Office of Trial Staff

PA Public Utility Commission
North Office Blds.

P O. Bux 3265

Harrisburg. PA 17105-3265

SERVICE BY FIRST.CLASS MAIL, POSTAGE PREPAID

David B. MacGregor, Esq. Paul E. Russell, Esq.

Morgan, Lewis & Bockius, LLP ‘ Pennsylvania Power & Light Company
2000 One Logan Square Two North Ninth Street
Philadelphia, PA 19103-6993 Allentown, PA 1R101-1179

John L Isom, Esq.

Morgan, Lewis & Bockius, LLP
One Commerce Square

417 Walnut Street

Harrisburg, PA 17101-1904




Bemard A. Ryan, Jr, Esq.
Office of Small Business Adv.
Suite 1102, Commerce Building
300 North Second Street
Harrisburg, PA 17101

QWQ W%wa

Tanyaj/ cC“i@key
Assistant Consumer Advocate -

Counsel For
Office of Consumer Advocate

555 Walnut Street, Forum Place, Sth Floor

Harrisburg, PA 17101-1923
(717)783-5048

&
3w
E S
il ! Ry
oo Y ;:,)
u<s B
&7 =
I o~
< Ly



; % ! aul E. Russell PPA&L, Inc. N
Associale General Counset Two North Ninth Street ‘ot

Tel 810774-4254 Fax 610.774 6726 * Alleriown, PA 18101-1179 'b:*‘

E-mail.  porassell@papl.com Tel 610.774 5151

hitp /laww pap. com/ p p

December 1, 1998

James J. McNulty, Secretary J O C { 8 fl\/l t N TRECE. l\/
Pennsylvania Public Utility Commission. - = s
P.O. Box 3265 F OI D a R 0EC 01199
Harnsburg, Pennsylvania 17106-3265 | |
| PA PUBLIC UTILITY ccsgg\%szow
© GECRETARY'SBU
Re: PP&L, Inc. SECRETAR

| Docket No. A-110500F.0206

Dear Mr McNulty:

PP&L, Inc. ("PP&L") hereby provides the following document to the
Pennsylvania Public Utility Commission ("PUC"). ;

¢ Form 10-Q Quarterly Report to the Securities and Exchange
Commission for the Quarter Ended September 30, 1998 for PP&L
Resaources, Inc. and PP&L, Inc. ’ '

This document is being provided to the PUC and the Office of Consumer Advacate
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. ‘

If you have any questions regarding the enclosed documents, please

cail

Very truly yours,

Paul E. Russell ‘
Enclosures

cc Irwin A. Popowsky, Esquire

‘SRB
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DEC 011998

 PAPUBLIC UTILITY COMM!?S&ON
SECRETARY'S BUREAU

Form 10-Q

Quarterly Report to the ‘
- Securities and Exchange Commission

For the Quarter Ended
September 30, 1998

[JOCKETE])

DEC 03 1998

DOCUMENT

_FOLDER

PP&L Resources, Inc.
PP&L, inc.




‘ United 'States
Securities and Exchange Commission
Washington, DC 20549

FPorm 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, 1998

OR

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

For the transition period from i _to
Commission File Registrant; State of Incorporation;  IRS Employer
Number ‘ Address: and Telephone No. Identification No.
-11459 - PP&L Resources, Inc. 23-2758192
{Peninsylvania) '

Two North Ninth Street
Allentown, PA . 18101
(610} 774-5151

1-9065 PP&L, Inc. ' 23-0859590
- (Pennsylvania)
Two Neorth Ninth Street
Aillentown, 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 reguired to file such reports), and (2) has been subject to
such filing requirements for the past 90 days.

PP&L Resources, Inc.  Yes . , No

PP&L, Inc. 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:

FP&L Resources, Inc. Common stock, $.01 par wvalue,
‘ 157,164,916 shares outstanding at
October 31, 1998, excluding
17,001,160 shares hela as treasury
; stock
PPLY, Inc. Common stock, no par value,
: 157,300,382, shares outstanding and

all held by PP&L Resources, lnc. at
October 31, 1998
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PP&L RESOURCES, INC.
URE
PP&L, INC.

FORM 10-0

FOR THE QUARTER ENDED SEPTEMBER 30, 1998

ZINDEX

PART I. FINANCIAL INFORMATION

Item 1.

ITtem 2.

FPinancial Statements

PP&L Resources, Inc.
Consolidated Statement of Income
Consolidated Statement of Cash Flows
Consolidated Balance Sheet

PP&L, Inc.

Consolidéted Statement of Income
Consolidated Statement of Cash Flows
Consolidated Balance Sheet

Notes to Financial Statements

- PP&L Resources, Inc. and PP&L, Inc.

Management's Discussion and Znalysis of
Financial Condition and Results of Operations
PP&L Resources, Inc. and PP&L, Inc.

PART IXI. OTEER INFORMATION

Ttem 1. Legal Proceedings

Ttem 6. Exhibits and Reports on Form 8-~K

GLOSSARY OF TERMS AND ABBREVIATIONS

SIGNATURES

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

39

39

41
44

45




In the spinion ©f PP&lL Resvurces, the unaudited financral statements included herein
reflect all adjustments necessary to present fairly the Consclidated Balance Sheetr as of
Seprember . 30, 1998 and Dedember 31, 1997, and the Consolidated Statement of Income and ;
Consolidated Statement of Cash Flows for the periods ended September 30, 1998 and 1597. PPR&L
Resources is the parent helding company of PP&L, BP&L Global, PP&L Spectrum, PPAL Capital
Funding. H. T. Lyons, Penn Fuel Gas and Mcllure. PPEL constitutes substantially all of Bpab -
Resourees® assets, revenues and earnings.

CONSOLIDATED STATEMENT OF INCOME
{Unaudited)
iMillions of Dollars, except per share data)

Three Months Nine Months
Ended Seprtember 39, Ended September 30,
1998 1997 1918 1997
Operating Revenues , :
Electyyd pparations., ... .... R A AN $647 $586 $1,822 $1.78¢C
LET-V 0 ] 7-3 of '8 & Mo} o £ NN U S RO & ; (-
Whilesale energy and trading activities.......... 483 192 - 987 459
Energy related businesses. .. ... voiiiaalianaan 36 . 14 ; 69 31
Toral Cperating Revenues........... e i ideaa s 1,166 792 2,884 2,280
Operating Expannés
operation : , ;
Cost of electr1e fuel. (oot criibarncnionnnnna 147 133 378 3458
Cost of natural gas and PEOPANE. ... u s ainenunnn 2 2
ENergy PULChaSES . . i nueminetssnsnsbosscnssnanos 415 139 B&S 358
(038 15 B <] 15 S o § o1« S O 174 125 434 363
B ) = ¢ £ o Lot o 39 45 130 13¢
Depreciation and amortization............ Sivawras 68 94 257 233
Taxes, other Lhan INCOmME ... i iiiinsnennssonan 34 50 136 156
Energy related businesses. .. cciveieiuasiiniine,. , 28 7 g 54 14
Total Operating EXpensSes. .« ivuuecunavrsraesanes . 504 = 2,237 1,649
Op&ra.ting Ihcéme“...as‘.-.“‘.s...su..»—.f.....‘a..-.u . 262 261 647 531
Other Ineome and (DedUCEIGHS) vy vusiuns s varasarvrss 16 - {36} 26 {31)
Incume Before Interest and Income TaAXOB..sietvsssas 278 1B5 673 600
Interest Expense.. ....... S Favee e - S8 ! 164 163
Income Bafore Inccme Takes and
EXtraordinsry TCemha i cisoscsnsvnnodots inbsssnese 220 112 508 437
Incomss TaXes., . ouaee .. D A > 78 &4 v 200 197
Intotie Before Extraordinary TEemS. cccveosasrvvsnnws 142 ©48 309 240
xtrasrdinary Items (net of $666 income taxes) ' ‘ :
NOLE AF v e c s e e T o {9dg)
Iticome {Losa) Before Dividands on Preferrsd 3Stock... 142 48 {633) 240
Preferred Stock Dividend Requirements.......... e ‘ 6 8 19 17
Hat TROCHE(LEH) 4 o cn s venss s tmnsssboseesnssnnesnnss $136 542 ($658) $223
Eaxnings Per Share of Common Stock
Basic and Diluted (a): .
Income Bafore EXCraordinary ILEMS. .. vsvuavanras $0.81 50.25 $1.74 $1.36
Extruordinary Items (net of ram). ... inviian o ; (5.68)
Nét Income({lioss) cosscsvsissmcscsaviroscscrnsosenssn 50.81 50.25 ${3.94) $1.36
" Dividends Declared per Share of Common Stock....... $0.2500 $0.4175 §1.085  §1.2525
{a} Based on average number of shares
cutstanding {theusands)........... A N 166,652 164,961 166,871 164,110

See apsoppanying Notes to Flnancial Statements.



P&L,_RESOURCES, INC. 5 _BUBS
CONSOLIDATED STATEMENT OF CASH FLOWS
tUnavd.red)

{(Millions of Dellarsi

Net Cash Provided by Operating Activities...cievsisciaisnncenassss

Cash Flows From Investing Activities

Froperty, plans and eguipment expenditures........

vrocecds fren sale of nuclear fuel to trust......

Purchases of avallable-for-sale securities...

»

R e w

PR

v e

nales and maturities of available-for-sale secsdrities......
Investment in electris energy Projecis ... . v N

Purchases and sales of other financial investments - net....
Other investing activities - net.o. ... ... e

Net cash used in investing activities........... e e
Cash Flows From Financing Activities
Teanuvance of long=<term debb. ... . i i il s e e e
Taguance of conmorn stock.o... oL T e e Al .

Purcnase of treasury stock ..ol ciai i Y.
lssuance of Company-obligated mandatcrily redeemable

praferred securities of subsidiary trusts helding

PR

» %w &

a s

selely parent Goberbtures. . oe.oe. veeccneranen. o W e
Retirement of 1ong-rermt debt. ... v eevnoreecnnonns L
pPurchase of subsidiary's preferred stock (net of premium

ard associated costs).. ... . e s e e e i
Payments on capital lease obligations.. .. ... ... i
Common and preferred dividends paid......... T T

Net increase in short-term debb....... i ..ccv
Other financing activities - net . ..........

Net cash provided by (used in) financing activities...

.....

Net Decrease In Cash and Cash EQUivELents .ueeeviovseess
rragh and Cash Erxvivalents ar Beginaing of Peried .......

Cash and Cash Eguivalents at End of Period .........

Supplemental Disclosures of Cash Flow Information

Cach patid during the perzod for:

CEEar—y

Interest {net cf amount capitalized)........ ..caes.nn
THCOME CONED o u v s v v trdmeems s a e s s raieiseauissnsnscsnsnans

See avcgnpanying Notes to Financial Statements.

aaaaaaa
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"Nine Months
Ended September 30,

1998 1997
5435 1 $579
(204) {200) "

16 24
(14) (61)
16 100
(279) (145)
4 76 _
(19) (1)
(480)  (211)
320 16
a8 53
(419)
250
(268) (210)
1369)
(42) (50)
(228) (223)
629 , 139
() {20)
38 (420)
{7) {52)
50 ; 101
§43 549
$169 $152
$185 $194



CE SHEET
(Millious of Dollars)

CORSOLIDATED .

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

: : “ASBETS
Property, Plant and Equipment
Blectric utility plant in service - at original cost.... $5,949 $9,824
© Accumulated depreciation .....c...e.n. T O S (3,502) - {3.,337)
' S 6,447 6,487
Construseion work in progress « at cost. . i i ien i o163 172
Naclear fuel owned and leased -~ net of amortization .... 146 170
Ocher leased property - et of amortization .....o...... ‘ o ‘ 76
Electric utility plant - nebt.......... .0, e 4 6,756 €, 90 Som
Other property = (net of depreciation, amortization
and depletion 1997, $57; 1896, $54)...c.ciiiiiiiiinn.. - sa 55
: 6,810 - 6,960
Investments ;
Investment in and advances to electric energy
PrOJerts ~ AL @QUALY et ucn i v ' 357 224
Affiliated companies -~ at equity .........vviiiiaa, . - 17 : 17
‘Nuelear plant decommissioning trust fund ........ceuso.. 156 : 128
Pinanclial INVESCIMEIATS cc o vs it e dasxosrs snmt v issnassraras ) 49 133
Other = At €OSt OF 1ESS ... uiiiiniaviniiaraoas ity 1y .18
590 520
Current Assets v
Cash and cash eQUAVALENES . ..vieerirrrnurainernnnascnens : 49 101
Current [iNAnC1al INVESTIMOEBES . au.owveoraienasinransnbans ; 32 73
. Acecounts receivable (less reserve: 1997, $17; 1886, $&5!
CUSTOIMEIS « o nav e seioncoenasoenennsnnescanseivinensns 182 196
£ 18 o 13 R R 29 is
Unbilled reVenUesS . .. v raunarannesnmrervassnonstsason 72 85
Puyel, materials and supplies - at average €ost.......... 200 201
Deferred LHCOME LAKES o uivau s o vevaaosoansinasossnsvessn 24 21
CEEE . vt e e vt e i a i e n e Ao Paenhw s 69 53
657 749
‘Regulatory Assets and Other NONCUTrent ABSELS secvevaseesss 1,428 1,407
$s5,485 $9,636

See aceompanying Notes to Financial Statements.




AT AN
CONSOLIDATED BALANCE SHEET
(Millisms of Dellars)

, LIABILITIES
Capitalization
Commorn equity
L Common - stock L.

Capital in excess of par wvalue ..., c
Treasury stock. . ue s v P e

Barnings reinvested (Note 4}
Capital stock expense and other ........ . .0vh..n

I A R O S |

Prefaerred stock
With sinking fund regquirements
Without sinking fund requirements .......c..sasn

PN R R T I SR

renpary-osligated nandatorily redeenmable preferred

gsecurities of subsidiary trusts holding solely
sogpany debentures.. ... oiiee oo e e
Long=term debt L.y e i e e e

Current Liabilities
short-term debt . o it .s
Long-term debt due within one year ..

P A R T I R R

R R B R B I Y

capital lease obligations due within one year .....

Liakility for above market NUG purchases due
within ene year (Note 4}

P I A U S A S S A R )

Acuoeunits payable ... i e e
Taxes and interest acorued .. ..o ia i ria s
Dividenas payable .i.ueav i T T
19108 2 1= o O VO P S

Deferred Credits and Other Noncurrent Liabilities
peferyed ircome taxes and investment tax éredits .
Liabilivy for above market NUG purchases (Note 4)

CLapital lease obligations . ..oaaiiiiiiciaiieiiane
Other .. ..

R O O I A R N R I I N N 2 SR N U U N A ]

Comai tments and Contingent Liabilities

PR AR S )

See accompanying Notes to Financial Statements.
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September 30,  December 31,

1998 1997
{Unaudited) {hudited)
$2 52
1,852 1,669
(419)

323 1,164
C(23) {26)
1,737 2,809

&7 g~

50 50

250 %50
2,835 2,585
4,918 5,741

277 135

1 150
57 58

105

200 140

108 102

50 76
124 108
1,423 769
1,579 2,221

775

89 113
746 641
3,189 2,975
9,531 $9,485




In the ¢pinion of PP&L, the unaudited financial statements inciluded herein
retleet all adjusttents necessary to present farrly the Consolidated Balance Sheet
as of September 30, 1998 and December 31, 1997, and the Consolidated Statement of
- Income and Censolidated Statement of Cash Flows for the periods ended
Septeuber 30, 1938 and 1997.  All nonutility operating transacticns are included
i *Other Income and {Deductions)® in PP&L‘'s Consolidated Statement of Income,

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

Three Months Nine Months
Ended September 30, Ended September :30,
1998 1997 1998 1997
Operating Revenuss , ‘
Electsric operabtions, (v ivr e rnraasvancanas §647 $588 51,822 51,790
Wholesale energy and trading activities....... 483 152 . 987 459
Energy related businesses.............oveuvon. : 1 2 e
Total Operating Revenues o 1,131 78 0 2,811 24,250
Operating Expenses
Operation , :
Cest of electric fuel. . .. . o iiaironvnuin. 147 133 378 349
Energy purchases.....iiicvion e e ' 415 138 846 - 358
Cther operating.,.......... B - 170 225 431 363
ENESB Ul =374 o Lad = D S S S Y 39 45 130 130
Depreciavion and amorsization........... el ¥ 94 256 279
Taxes, other than income ... ... L., S 33 50 138 156
Energy related businesses...... e e e e . i 1 ~ 2 -2
Total Operating EXpPensés. oo i, vsurenacenasans 872 587 2,178 1,837
OpPerating INCOME wusicotssinnmosobosmnosonsacinmmnn o 258 151 633 613
Uther Income and (DeAUCEIONS) ... ..u.v.veennen... , 11 1) 32 9
Income Before Interest and Income Taxes......... 270 190 665 620
Interest EXpense....oveive.oas, B L S TP R ‘e 48 51 147 157
Income Before Income Taxes and ‘
EXtraordinary IEQIMS .cuevsvcrvnvasvsinocoanens 221 139 518 463
. ¥ .
Income Taxes......... Cae e e Cisienaia 84 58 208 192
Income Béfore Extraordinary ILems «...ecisvesesa - 137 81 310 271
Extracrdinary Items (net of $666 income taxes)
(OB 4] v vie s i e e o ‘ {948)
Net Income(Loss) Before Dividends on o
Preferrad BEotK. iviissisocsnsnsnvoinnsssacnan . 137 81 {638) 271
Livadends on Preferred StotK.. oo innownnnnn. 12 12 36 28

Earnings Available to PP&L Resources, Inc. ..... 5125 $69 $1674) - $243

See accompanying Notes to Finaneial Statements,
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: C. AND SUBS ARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited}

[Millions of Dellars)

Net Cash Provided by Operating Activities..iisocesivinsasssavsnas

cash Flews From Investing Activities

Property, plant and equipment expenditures..... B
Proceeds frow sales of nuclear fuel to Erusl............ e
“purchases of available-for-sale securities ... .. .cciissinnos
gales and maturities of available-for-sale securities. .... R
Purchases ancd sales of other financial investments - net......
Loan Lo pParenb. « i i e i s e a e e P SR Weanee s
Uther investing activities « net ........ ... Che e s e s b

Net cash used in investing ACELIVILIEE. . .u.visrsacasansn

Cash Flows From Financing Activities
TSSUATCE GFf LONG-TEYIM GBDL .. o es s an e raavnse et aannaansaann
rssuance of Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts holding
selely SOMPANY GEDEHEUTES o av et se sin s vraecancrnnnenansns

Retirement of long-term debt...............o0..s i
Dayments on capital lease obligations.......... o e e e e e .
Comroon and preferred dividends paid........ .. ... T N
Net increase in short-term debb........ ... ..., T ..
Other financing activities - net S U S PR

Net cash used in £inancing aCCiVILIES . v iviicensvenarns

Net Incredse {(Decrease) in Cash and Cash Equivalentsciaciisvsaseen
Cash and Cash Eguivalents at Beginning of Period................

Cash and Cash Baquivalents at End of Period. ..vveeeneeveniinanson

Bupplemental Disclosures of Cash Flow Information
Cach paid during the period for:
Interest (neir of amount capitalized).........c..ieveiiioio,
Income LaxesS. .. ..ceiaivcnronins g T

See accompanying Notes to Financial Statements.

Nine Months
Ended September 30,

1993 1997
$483 5576
(202) {200}
16 24

(14) {61)
15 78
4 76
{375}

(179) (460)
200 10
. 250
(266} {210}
(42) {50)
(245) {264}
69 84
1) {9)
(285) {185}
19 {73)
15 95
§34 $22
$152 $145
$189 $197




C. N 8UBS,;

CONSOLIDATED BALANCE SHEET
{(Millions of Dollars)

September 30, December 31,
18488 1997

{Unaudited) {Audited)

- ASBSETS
Property, Plant and Egquipment
Electric urility plant in service - net (Notes 2 and 4}

Transmission and distribution .. ......c'vunn. G n e e £2,1758 £2,160
(@153 21=3 o' Lol X o o RO OO AL PN 1,613 4,022
Genexal and intangible .........0.an. A e e 216 232
: 4,004 6,414
Tonstruction work in progress - at COSE ... ieiia i eay s 108 ; 185
Nuclear fuel owned and leased = net .......uveovieevnnonnan 140 167
Elertric utility plant = AEE . naue.uenroneneneinnssn i 4,252 6,766
Other property - NEE . eiisiicrannsn el Ceee s ae e e 50 S
4,302 , 5,820
Investments :
LOBN £O PACEHEG . « v an v a s s rms s oronnea S I b e e 375 378
Nuclear plant decommissioning trust fund A R 183 ' 163
Financial investments ....... N AP 51t - 52
Effiliated companies - at eguity .. ... ... . ... e e 17 17
DB BT v it e e e e e e e o 12 13
638 6520

Current Assets

Cash and cash equivalents . .. v oinansarsanonsoe 34 © 15
Accounts receivable (less reserve: 1998, $16; 1997, $16) , ,
CUSEOMEYS. wuvun vmn s un D P 167 188
other L, e L C e i e e e . 159 64
Urbilled revenucs
PRI 0053 o o) < 15 - SN P A P A P i02 g0
oL o1 o DO P 79 36
Fuel, materials and SUPPlies . i....icuioenieiiaieiioinnin, 180 260
53 A< o1 31 ({13 ot of - N KA S G 44 26
0 o T o U 61 , 51
‘ 826 670
Regulatory Assets and Other Noncurrent Assets (Note 4)
Recoverable transition CostsS .oty tineinmanan P e 2,819
Other. . v i i e e e e e cw e ' 345 1,362
~ 3,164 1,362
$8,930 $9,472

See dceompanying Notes to Financial Statemerts.




(o S
CONSOLIDATED BALANCE SHEET
(Millxanskéf bullars)

LIABILITIES
Capitalization

LONI  egquity
COMBEN SEOCK &, v e v s s PN
Additional palde-in caplfal . vvciennevivnaesein .
EBarnings reinvested (Note 4] . o vinssiinnara
Ccapital stock expense and other ..... e

Preforred stock
With sinking fund reguirements ........ e e e
Without sinking fund reguirements .. ..i..... .. ..0x

Company~obligated mandatorily redeemable preferred
serurities of subsidiary trusts holding solel
company debontures '

CLong~term debt ... B
Current Liabilities
Ehort-term dobt . i, i a it e s e e s N
wong-term debt due within one year ............ .

Capital lease cbligations due within one year .....
Lrability for above market NUG purchases due
within one year (Note 4) ......
Agcounts payable
Taxes and interest acecrued
Lividends payable
Cthar

a & b s

I I R T I I S O A N S A

............................................

Deferred Credits and Other Noncurrent Liabilities

Deterred income taxes and investment tax credits....

Liakility for above market NUG purchases (Note 4} .
Capizal lease obligations
398 13 o

N I T I T T T e e S S G

I e N I Y N O )

Comnitments and Contingent Liabilities ... .:coviwuen..

See accompanying Notes Lo Financial Statements.

D O I T R

s e w % -
a8 %o 4 x
R -
. LR

« % %A

' September 30, December 31,

1998 1947
{Unaudited) {Audited)
$1,476 $1,476
64 64
231 1,092
o (20) {20}
1,751 2,612
295 295
171 171
250 250 =
2,569 2,483
5,036 5,811
114 45
150
57 58
105
190 148
108 99
59 a1
108 107
741 )
1,566 2,221
715 ,
89 113
723 639
3,153 2,913
$8,930 59,472




PP&L Resources, Inc. and PP&L, Inc.
Notes to Congolidated Financial Statements

Terms and abbreviations appearing in Notes to Financial Statements are
explained in the glossary.

1. Interim Financial Statements

Certain information in footnote disclosures, normally included in
financial statements prepared in accordance with generally accepted
accounting principles, has been condensed or omitted in this Form 10-0
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, 1997.

Certain amounts in the September 30, 1997 and December 31, 1997
financial statements have been reclassified to conform to the pvesentatlon
in the September 30, 1998 financial statements. The most significant
reclassifications have been made in the Consolidated Statement of Income.
This Statement has been modified to better reflect the changing nature of
the business from a regulated electric utility to a full-service provider
ef retail and wholesale energy and related products and services. The
revenues and expenses of PP&L Global, PP&L Spectrum, Penn Fuel Gas,
MceClure, and H.T. Lyons are now reflected in "Operating Income."®
Previously, the results of non-regulated affiliates were included in "Other
Income and (Deductions)" in PP&L Resources' Statement of Income. In
addition, the revenues generated by PP&L's wholesale energy and trading
activities are now separately disclosed. Finally, income taxes are no
longer reflected as "Operating Expense,” which was the traditional
disclosure used by utilities. On the Consolidated Balance Sheet, “Electric
‘utility plant in service - net” at December 31, 1997 has been reclassified
to suparately disclose generation plant, which is no longer subsect to the
regulatory accounting provisions of SFAS 71, "Accounting for the Effects of
Certain Types of Regulation." See Notes 2 and 4 for further information.

2. Summary cﬁ Significant Accounting Policies

As a result of the outcome of PPikL's PUC restructuring proceedlng {(see
Rotes 3 and 4), as well as changes in accounting standards and business
condicions, c¢ertain accounting policies of PP&L Resources and PP&L have
beenn changed. Following are updates to the "Summary of Significant
Aocounting Policies® as detailed in PP&L Resources' and PP&L's Anrual
Reports to the SEC on Form 10-K for the year ended December 31, 1997,

Management 's Egtimates

These financial statements have been prepared using information which
represents management's best estimates of existing Condltlons, Actual
results could differ from these estimates.

Significant estimates were required in recording the effect of the PUC
restructuring outcome. The impairment write-dovn of certain generation
plant was dependent on projections of future cash flows and capacity
factors. Cash flow projections and the resulting impact on the fair value
determination of these generating facilities are subject to future re-
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evaluation. In addition, the liabilicies recorded -for above-market
purchases from NUGs were based on escimated generation by the NUG
facilities and estimated future market prices for this generation. Again,

these reoorded amounts are subject to revision if the underlynng estimates
change.

Regulation

‘Historically, PP&L accounted for its operations in accordance with the
provisions of SFAS 71, whichk requires rate-~regulated entities to reflect
the effects of regulatory decisions in their financial statements. PP&L
disceontinued application of SFAS 71 for the generation portion of its
business effective June 30, 1998.

Utility Plant
Following are the classes of Electric Utility Plant in Service, with

associated accumulated cenrec1atlon reserves, at September 30, 1998 and
December 31, 1997:

Transmission General Electric Utility
& & : Plant 1In
Distribution Generation Intangible - Service
September 3G, 1998: ;
Original Cost $3,374 $6,342 $375 $10,091
Acvcunilated Depreciation : .
Reserve (1,199) f4,.729) {159) {6,087)
£2,175 $1.613 5216 54,004
Decembeyr 31, 1997: ‘ '
Original Cost $3,309 - §6, 306 $369 ' $ 9,984
Accumulated Depreciation ,
Regserve (1,149) {2,284} {137) {3,570)
52,160 54,022 $232 5. 6.414

Generation plant is reflected at the lower of cost or market value at
September 30, 1598. As noted in the "Regulation® section of this note,
- PP&L discontinued application of SFAS 71 for the generation porcion of its
business effective June 30, 1998. In accordance with SFAS 101, "Regulated
Enterprises-Accounting for the Discontinuation of BApplication of FASB
Statement No. 71," impairment tests were performed on the individual
Jgenerating facilities. These impairment tests used the provisions of SFAS
121, "Accounting For the Impairment of Long-Lived Assets and For Long-Lived
Assets to Be Disposed 0f." As a result, generation plant assets were
‘wratten down by $2.357 billion in June 1998. :

The other classes of Electric Utility Plant in Service continue to be
subiject to SFAS 71 and are carried at historical cost.

Capitalized Interest

Effeccive June 30, 1998, PP&L stopped capitalizing AFUDC on
generaticn-related construction projects, since these assets are no longer
subject to the provisions of SFAS 71. Instead, interest is being
capitalized on generation-related projects in accordance wikth SFAS 34,
“Capitalizing Interest Costs.® .

.‘lo.,.




Premium on Reacguired Long~Term Debt

In accordance with SFAS 71, PP&L in the past deferred the premiums and
expenses to redeem long-term debt and amortized these costs over the life
of the new debt. If no new debt was issued to refinance the retired debt,
these costs were amortized over the remaining life of the retired debt.
Effective June 30, 1998, losses on reacquired debt attributable to the
generation portion of PP&L's business are being recorded in accordance with
SFAS 4, "Reportinyg Gains and Losses from Extinguishment of Debt.*

Comprehensive Income

During 1997, the FASB issued SFAS 130, “Reporting Comprehensive
Income. " This statement required disclosure of *“comprehensive income, "
defined as changes in equity other than from transactions with shareowners.
Comprehensive income consists of net income, as well as holding gains and
losses of certain assets (such as available-for-sale securities) and
foreign currency translation adjustments. The comprehensive income of PP&L
Rescurces and PP&L is not materially different from net income for the
three and nine months ended September 30, 1998 or the corresponding peridds
in 1987, :

Stock Repurahase Program

In September 1998, PP&L Resources purchased approximately 17 mmllxon
shares of its common stock in a self-tender offer {(refer to Note 6.) These
treasury shares are reflected on the September 30, 1998 Consolidated
Balance SBheet of PP&L Resources as an offset to common equity. The cost of
the treasury shares was $419 million ($24.50 per share plus transaction
costs.)  Management has no definitive plans for the future use of these
shares. These treasury shares are not considered outstanding in
calculating earnings per share on the Consolidated Statement of Income of
PP&L Resources for the three and nine months ended September 30, 1998.

3. PUC Restructuring Proceeding
“'* Reference is made to PP&l Resources' and PP&L's Annual Reports to the
SEC on Form 10-K for the year ended December 31, 1997, and the Quarterly
Reports on Form 10-Q for the quarter ended June 30, 1998, regarding PP&L's
restructuring proceeding before the PUC pursuant to the Customer Chomce
Act.

In August 1998, the PUC entered a Final Order approving a "Joint
Petition for Full Settlement of PP&L, Inc.'s Restructuring Plan and Related
Court Proceedings” (Joint Settlement Petition). The following are the
major clements of this settlement:

L. PP&L is permitted to recover $2.97 billion (on a net present value
“basis) in transition costs over 11 years -- i.e., from Januvary 1, 1999
through December 31, 2009. PP&L is permitted a return of 10.86% on the
unamortized balance of these transition costs.

2. PP&L will reduce rates to all retail customers by 4% effectxve
January 1, 1389 through December 31, 1999.

- 11 -




3. “One-third of PP&L customers will be able to choose their electric

supplier on January 1, 1999, one-third on January 2, 1999, and the
remainder or January 2, 2000. ,

4, Beginning on January 1, 1999, PP&L will unbundle its retail elec-
tric rates to reflect separate prices for the transmission and distribution
charges, the CTC {and, if applicable, the ITC), and & "shopping credit" for
gustomers choosing an alternate electric supplier. These ShODplng credits
vary among customer classes and will increase over the transition period to
reflect decreases in the CTC. The settlement pr0v1ded for the following
unbundled rates over the transition period:

SCHEDULE OF SYSTEM AVERAGE RATES

CENTS/XWH
Bffective Transmission Shopping Generation Total
Date & Distribution CTC(a) Credit Rate Cap{b) Rate (c)
Jann. 1, 1999 1.74 1.57 3.81 5.38 7012
Jan. 1, 2000 L.74 1.55 4.13 5.68 7.4z
Jan. 1, 2001 1.74 1.582 4.16 5.68 7.42
Jan. 1, 2002 1.74 1.45 - 4,23 5.68 7.42
Jarn., 1, 2003 1.74 1.41 4 .27 5.68 7.4z
Jar. 1‘ 2004 1.74 1.35 4,33 5.68 : 7.42
Jan. 1, 200% {d) 1.27 4,41 5.68 : {d)
Jan. 1, 20086 {d) 1.27 4.78 6.05 {d)
Jan. 1, 2607 {(4) 1.21 4.84 6.05 - {d)
Jan. 1, 2008 (d) 1.4 4.91 S 6L.05% - (d)
Jan. 1, 2009(e) o {d) 1.03 - 5.02 €.05 S o}

{a) Average CTC rates are £fixed, subject to reconciliation for actual CTC
collection. Reconciliation of the CTC will be reflected in a rider, which
will be a separate credit or a separate charge to the CIC {(up to the
Generation Rate Cap which is the sum of the CTC and the Shopping Credit
contained in the tariff).

{(b) The Generation Rate Cap equals the sum of the CTC and Shopping Credit.
The generation portion of bills for customers who continue to be supplied
by PP&L as the supplier of last resort will not, on average, exceed the
figures in this column. ,

(¢} The bundled rate equals the sum of Transmission & Distribution plus
Generation Rate Cap. Customers who continue to be supplied by PP&L as the
provider of last resort will, on average, pay the total rate shown in the
last column. The 1999 rate represents a 4% reduction from the existing
rate cap of 7.42 cents/kWh. :

() The cap on PP&L's transmission and distribution rates under the
Customer Choice Act is extended from June 30, 2001 through 2004.

{e) Effective until December 31, 2009.
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In addition, the settlement resulted in the fOllO&lng schedule for

amortization of the transitioen costs over the transition nerlod

ANNUAL STRANDED COST

AMORTIZATION AND RETURN (a)

Annual ' cTC

- Revenue Excluding Gross Receipts Tax

Amorti-
Sales Cents/ Total Return zation
Year MWh kWh ($000) ($000) {$000)
1999 33,108,701 1.57 $497,938 $310,396 $187,542
200C 33.605,332 1.55 498,027 290,786 207,231
2001 34,109,412 1.52 496,671 269,138 227,532
2002 34,621,053 1.45 481,095 245,359 235,736
2003 35,140,369 1.41 473,985 220,722 253,273
2004 35,667,474 1.35 461,682 184,252 267,430
2005 36,202,486 1.27 438,637 166,303 272,334
2006 36,745,524 1.27 447,326 137,841 309,485
2007 37,296,707 1.21 433,106 105,497 327,610
2008 37,856,157 1.14 411,418 71,258 340,161
2008 (b) 38,424,000 1.03 377,373 35,708 341, 665
(a) Subject to reconciliation for actual CcTC coliectlons‘
(b} Through Decemner 31, 2009. :
5. The cap on the generation component of rates is extended from

December 31, 2005 until December 31, 2009. The cap on the transmission and
distribution component of rates is extended Zrom June 30, 2001 until
December 31, 2004. : ‘ o

6. PP&L will recover its nuclear plant decommissioning costs through
the CTC. PP&L may seek an exception to the rate cap from customers for
increases in these decommissioning costs, but agrees not Lo recover more
than 96% of such increased amount.
™ 7. PP&L is authorized to securitize up to $2.85 billion in transition
and zrelated costs, and a PUC Qualified Rate Order authorizing this -
securitization is included in the settlement. The settlement requires 75%
of the savings from securitization to be passed back to customers, while
25% would be retained by PP&L. The costs of issuing the transition bonds
and refinancing outstanding debt and equity will be reflected in the ITC
charged to all customers. As with the CTC, the ITC must terminate by the
end of the transition period; also, the ITC will offset the CTC on customexr
bills. :

B. On January 1, 2002, 20% of all PP&L's residential customers will
be assigned to a provider of last resort other than PP&L or an affiliate of
PP&L. These customers will be selected at random, and the =upplier will be
selected on the basis of a PUC-approved bidding process.

9. Subject to a review by the PUC Bureau of »aAudits, effective on
January 1, 1999, alternate electric generation suppliers c¢an provide
advanced metering and billing service to PP&L's commercial and industrial
custoners. Effective on January 1, 1999, such alternate suppliers can
provide certain advanced metering service to PP&L's reszdentlal customers.
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. Effective on January 1, 200C, PP&L's residential customers can choose thelr
bmilﬁng service as well from such alternate suppliers.

10.  PP&L will transfer its retail marketing function to a separate,
affiliated corporation by September 15, 1998.

11. PP&L is permitted, but not required, to transfer ownership and

operation of its generating facilities to a separate corporate entity at

nook value; all applicable PUC approvals for such transfer are grantec in
the settlement.

12. PP&lL will spend approximately $16 mll+lOn annually on a351stance
and enargy conservation for low-income customers.

; Pursuant to the Joint Settlement Petition, PP&L transierred its retail
marketing function to a new subsidiary, PP&L EnergyPlus, on September 14,
1998. 1In September 1998, the PUC approved PP&L EnergyPlus's application to
act as a Pennsylvania electric generation supplier (EGS). This  1license
permits PP&L EnergyPlus to offer retail electric aupply to partzxnpatlng
sustomers in PP&L's service territory and in the service territories of—

other Pennsylvania utilities. In 1999, PP&l; EnergyPlus will offer such
supply to industrial and commercial customers throughout the state. At
this time, PP&L EnergyPlus has determined not to pursue residential
customers in the competitive marketplace based on economic considerations.

In September 1998, the PUC issued an Order which, in part, directed
Pennsylvania utilities which are members of PJIJM, including PP&L, to offer
their installed capacity at a price of $19.72 per kilowatt-year (Capacity

Order). PP&L brought an action in the District Court seeking an injunction
against the Capacity Order on the basis, among other things, that it
attempted to regulate matters within exclusive federal jurisdiction. In

October 1968, PP&L entered into a settlement agreement with the PUC under
which (i} PP&L will offexr to sell capacity credits to EGS's licensed by the
PUC at the eqguivalent of $.9.72 per kilowatt-year in 1999 for service to
PPLL residential customers:; {ii) all PP&L residential customers will be
permitted to select an EGS in January 1999; (iii) the PUC will withdraw the
Lapacity Order as to PP&L; and (iv) PP&L will withdraw its federal court
action against the Capacity Order.

4. Accounting for the Effects of Certain Types of Regulation

PPLAL prepares its financial statements for its regulated operations in
accordance with SFAS 71, which requires rate-regulated companies to reflect
the effects of regulatory decisions in their financial statements. PP&L
has deferred certain costs pursuant to rate actions of the PUC and FERC and
is recovering, or expects to recover, such costs in electric rates charged
Lo customers. ‘

The FASB's EITF has addressed the appropriateness of the continued
application of SFAS 71 Dby entities in states that have enacted
“restyucturing legislation similar to Pennsylvania's Customer Choice Act.
The EITF issued 1its statement No. 97-4, "Deregulation oI the Pricing of
Electricity - Issues Related to the Application of FASB Statements 71 and
101, " which concluded that an entity should cease to apply SFAS 71 when a
deregulatior plan is in place and its terms are known. For PP&L, with
respect to the generation portion of its business, this occurred effective
June 30, 1998 based upon the outcome of the PUC restructuring proceeding.
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PP&L has adopted SFAS 101 for the generation side of its business. SFAS
101 reguires a determination of impairment of plant assets under SFAS 121,

and the elimination of all effects of rate regulation that have been
recognized as assets and liabilities under SFAS 71.

PP&L performed impairment tests of its electric generation assets on a
plant specific basis and determined that $2.388 billion of its generation
plant was &mpalred as of June 30, 1998, Impaired plant is the excess of
the net plant investment at June 30, 1998 over the present value of the net
cash flows during the remaining lives of the plants. BAnnual net cash flows
were determined by c¢omparing estimated generation sustenance costs to
estimated regulated revenues for the remainder of 1998, market revenues for
1999 and beyond, and revenues from bulk power contracts. The net cash
flows were then discounted to present wvalue. B

In addition to the impaired generation plant, PP&L estimated that
there were other stranded costs totaling $1.989 billion at June 30, 1998.
This  primarily included  generation-related regulatory  assets = and
liabilities and an estimated liability for above-market purchases under NUG
contracts. The total estimated impairment to these assets was $4.37%a
billion. The PUC's Final Order in the restructuring proceeding, entered on
hugust 27, 1598, permitted the recovery of $2.819 billion through the CTC
on a present value basis, excluding amounts for nuclear decommissioning and
consumey education, resulting in a net under-recovery of $1.558 billion.
PP&L recorded an eytraordlnary charge for this under-recovery in June 1998.

Under FERC Order 888, 16 small utilities which have ﬁpower 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
thess customers i1f they were to terminate thelr agreements in 1999.
Subject to certain conditions, FERC-approved settlement agreements executed
with 15 of these customers provide for continued power supply by PP&L
through January 2004. As a result of these settlements, PP&L, in the
second quarter of 1998, recorded an extraordinary charge in the amount of
$56 million.

The extraordinary items related to the PUC restructuring proceeding
and the FERC gsettlement are reflected on the Sta:ement of Income, net of
lncome taxes.

Details of amounts written-off in June 1998 are as tollows {millions
of dollars}:

Impaired generation-related assets ‘ $2,388
Above~-market NUG contracts ; 854
Generation-related regulatory assets and other 1,135
Total : 4,377
Recoverable transition costs {(a) ‘ {2,819)
Extraordinary item pre-tax - PUC : | 1,558
- FERC : 56

‘ 1,614
Tax etfects (666}
Extraordinary items | - _5.948

(&) Excludiﬁg recoveries for nuclear decommissioning and consumer

education expenditures.
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PP&L believes that the electric transmission and distribution operations
continue to meet the requirements of SFAS 71 and that regulatory assets
associated with these operations will continue to be recovered through
rates from customers. At September 30, 1998, $335 million of regulatory
assets, other than the recoverable transition costs, remain on the books.
The majority of these regulatory assets will continue to be recovered
through regulated transmission and distribution rates over perlOdS ranging
from one to 51 YEars,

5. Sales to Other Electric Utilities

PP&L provided Atlantic with 125,000 kilowatts of capacity (summer
rating) and related energy from its wholly owned coal-fired stations:
Sales to Atlantic under that agreement expired in March 1998. - PP&L will
provide JCP&L with 378,000 kilowatts of capacity and related enexrgy from
all of its generating units during 1998. This amount will decline to

189,000 kilowatts in 1999. The agreement with JCP&L will terminate on
December 31, 1999. PP&L expects to be able to resell the returning
capacity and energy through its Energy Marketing Center. ; P——

Under & separate agreement, PP&L is providing additional capacity and
energy to JCPxL. This capacity and energy increased from 150,000 kilowatts
to 200,000 kilowatts in June 1998, and will increase to 300,000 kilowatts
in June 1999 through the end of the agreement in May 2004. Prices for this
capacity and energy are market-based. ‘

6. Cre&it Arrangements and Fipancing Activity

, From January through October 1998, PPi&L Resources issued $55 million
of common stock through the DRIP.

In March 1998, the 364-day revoliving credit agreement for PP&L and
PRI Capital Funding was increased from $150 million to %350 million. This
increase, when added to the $300 million £five-year revolving credit
agreement of PP&L and PP&L Capital Funding, brings to $650 million the
- total amount of revolving credit available to PP&L and PP&L Capital Funding
under thesge joint agreements. Additionally, in July 19298, PP&L Capital
Funding entered into five separate $80 million, 364-day credit facilities
with five banks. As of September 30, 1998, no borrowings were outstanding
ander any revolving credit agreements.

In March 1998, PP&L Capital Funding sold $60 million of medium-term
notes having a five-year term. ‘The proceeds from this sale were used to
repay $60 million of short-term borrowings which had provided interim
financing for investments made by PP&L Global.

PP&L, Capital Punding established a commercial paper program in March
1998. As with all PP&L Capital Funding debt, this commercial paper is
guaranteed by PP&L Resources. As of September 30, 1998, PP&L Capital
Funding had $656 million of commercial paper outstanding. Proceeds were
primarily used to fund PP&L Resources' Tender Offer and prov1de interim
financing for PE&L Global's investment activities.

In April 1998, PP&L retired $150 million principal amount of First
Mortgage Bonds, 5-~1/2% series that matured on that date.
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- In May 1998, PP&L issued $200 million First Mortgage Bonds, 6-1/8%
Reset Put Securities Series due 2006. In connection with this issuance,
PP&L assigned to a third party the option to call the bonds from the
holders on May 1, 2001. These bonds will mature on May 1, 2006, but will
be required to be surrendered by the existing holders on May 1, 2001 either
through the exercise of the call option by the callholder or, if such
option is not exercised, through the automatic exercise of a mandatory put
by the trustee on behalf of the bondholders. I1f the call option is
exercised, the bonds will be remarketed and the interest rate will be reset
for the remainder of their term to the maturity date. If the call option
is not exercised, the mandatory put will be exercised and PP&L will be
required to repurchase the bonds at 100% of their principal amount on May
1, 2001. Proceeds from the sale of the bonds were used by PP&L to retire
$116 million of its unsecured term loans and to reduce its outstanding

 commercial paper balances. : ’

, From August through October 1998, PP&L Capital Funding issued a total
of $235 million of medium-term notes with maturities varying from two to
seven years. The proceeds of these notes were generally used to reduce
commercial paper balances. &as of October 31, 1998, $397 million of medimm—
rerm notes were outstanding. :

In August 1998, PP&L Resources announced a Tender Offer to purchase up
to 17 million shares of its common stock, oOr approximately 10% of the
outstanding shares at that time, from existing shareowners. The price paid
for the shares was not to be in excess of $27 nor less than $24.50 per
share, PP&lL Resources made this Tender Offer through the use of a

- procedure commonly referred to as a "Dutch Auction.” This procedure
allowed the shareowners to select a specific price within the price range
at which they were willing to sell their shares and submit {Tender) these
shares to PP&L Resources for possible sale at their designated price. On
September 11, 1998, PP&L Resources evaluated all Tenders received up until
that date and determined that $24.50 was the lowest price within the price
range that would enable PP&L Resources to purchase approximately 17 million
shares (the Purchase Price). This Purchase Price was then paid for all

—.Shares purchased pursuant to this Tender Offer. '

Effective with the dividend payable October 1, 1998 to owners of
record on September 10, 1998, PP&L Resources' quarterly Common Stock
dividend was reduced to $.25 per share ($1.00 annualized rate) from the
previous level of $.4175 per share ($1.67 annualized rate) . :

Declaration of dividends on common stock are made at the discretion of
the Boards of Directors of PP&L Resources and PP&L. PP&L Resources and .
PP&L will continue to consider the appropriateness of these dividend
jevels, taking into account the respective financial positions, results of
operations, conditions in the industry and other factors which the
respective Boards deem relevant.

7. FPinancial Instruments

o The fair market value of PP&L Resources' 1ong—term'débt, excluding
changes from issuances and redemptions, increased by %83 million from
December 31, 1997 to September 30, 1998. The increase is due to much lower
interest rates in 1998 when compared to 19397.

- 17 =




‘8. Commitments and Contingent Liabilities

There have been no material changes related to PP&I: Resources' or
PP&L's commitments and contingent liabilities since the companies filed
their joint 1997 Form 10-K, other than the environmental remediation
contingencies of Penn Fuel Gas, which was acquired in August 1998.

For discussion pertaining to PP&L Resources' and PP&L's credit
arrangements and financing activities, see Note 6.

Nuclear 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 agalnst property damage losses up to
$2.7% 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 p=—

- PP&L could be assessed retroactive premiums in the event of the insurers'
adverse loss experience. At October 1, 1998, the maximum amount PP&L could
be assessed under these programs was about $25 million. ‘

PP&L's public liability for claims resulting from a nuclear incident
at the Susguehanna station is limited to about $9.9% billion under
provisions of The Price Anderson Amendments Act of 1988. PP&L is protected
against this liability by a combination of commercial insurance and an
induscry assessmeéent program. In the event of a nuclear incident at any of
the reactors covered by The Price Anderson Amendments Act of 1988, FPP&L
could be assessed up to $168 million per incident, payable at a rate oI $2C
million per year, plus an additional 5% surcharge, if applicable.

S Environmental Matters
Air

The Clean Air Act deals, in part, with acid rain, attainment of
federal ambient ozone standards and toxic air emissions. PP&L has complied
with the 1995 Phase I acid rain provisions by installing continuous
emission monitors on all units, burning lower sulfur coal and installing
low NO, burners on most units. To comply with the year 2000 Phase II acid
L rain pr0v151ons, PP&L plans to purchase lower sulfur coal and use banked or
purchased em1351on allowances instead of installing FGD on its wholly owned
units.

PP&L has met the 1995 ambient ozone requirements of the Clean Air Act
- by reducing NO, emissions by nearly 50% uh*ough the use cf low NO, burners.
Further sedsondl (i.e., 5 month) NO, reductions to 55% and 75% of 1990
levels for 19299 and 2003, respectlvely, are specified under the Northeast
- Ozoune Transport Region's Memorandum of Understanding. The DEP has
finalized regulations which require PP&l to reduce its ozone seasonal NO,
by 57% beginning in 1999. PP&L plans to comply with this reduction with
operational initiatives that rely, to a large extent, on the existing low
NO, burners. ‘ ' '
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The EPA has finalized new national standards for ambient levels of
ground-level ozone and fine particulates. Based in part on the new ozone
standard, the EPA has finalized NO_ emission limits for 22 states,
including Pennsylvania, which in effect require approximately an 80%
reduction from the 1990 level in Pennsylvania by May 2003; the state is
required by September 1999 to develop plans for 1mplementing this
- reduction. Pursuant to Section 126 of the Clean Air Act, several Northeast
states have petitioned the EPA to find that major sources of NO, emissions,
including PP&L's power plants, are significantly contrﬁbntlng* to non-
attainment in those states. The EPA has proposed to find such contribution
and require emissions reductions at those sources if the states in which
those sources are located fail to develop plans by September 1999 to
implement the proposed 2003 limits. PP&L, estimates that compliance with
these emissions reduction requirements could require installation of No
emissions removal systems on PP&L‘s three largest coal-fired units, at a
capital cost of approxlmauely $35 million per unit. The new particulates
standard may require further reductions in SO, and may expand the planned
seasonal NO, reductions to year round in the 2010 2012 timeframe.

Under the Clean Air Act, the EPA has been studying the health effects”
ot hazardous air emissions from power plants and other sources, in order to
determine whether those emissions should be regulated. Recently, the EPA
released a technical report of its findings to date. The EPA concluded
that mercury is the power plant air toxic of greatest concern, but that
more evaluation is needed before it can determine whether regulation of air
toxics from fossil fuel plants is necessary. In addition, the EPA has
announced a new enforcement initiative against older coal-fired plants.
Several of PP&L‘'s coal-fired plants could fall into this category. These
EPA initiatives could result in compliance costs for PP&l in amounts which

reé not now determinable but which could be material.

Expenditures to meet the 2000 acid rain and 1999 NO, reduction
reguirements arxe included in the table of projected construction
expenditures in the section entitled *“Financial Condition -~ Capital
Expendzturer.Requlrgments irn the Review of the Financial Condition and
Results of Operations in the 1997 Form 10-K. PP&L currently estimates that
additional capital expenditures and operatxng costs  for environmental
compliance under the Clean Air Act will be incurred beyond 2002 in amounts
which are not now determinable but which could be material.

Warer and Residual Waste

PP&L has installed dry fly ash handling systems at most of its power
stations, which reduces waste water discharge. In other cases, PP&L has
modified the existing facilities to allow continued operation of the ash
basins wunder a DEP permit. Any groundwater contamination caused by the
basins must also be addressed.

Groundwater degradation related to fuel oil leakage from uvderground
facilities and seepage from coal refuse disposal areas and coal storage
p:les has been identified at several PP&L generating stations. Remedial
work related to oil leakage is substantially completed at two generating
stations. At this time, the only other remedial work being planned is to
abate a localized groundwater degradation problem associated with a waste
disposal impoundment at the Montour plant.
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The final NPDES permit for the Montour plant contains stringent limits
for iron and chlorine discharges. Depending on the results of a toxic
reduction study, additional water treatment facilities or operational
‘changes may be needed at this plant. '

Capital expenditures through the year 2002 to correct groundwater
degradation at fossil-fueled generating stations, and to address waste
water control at PP&L facilities are included in the table of construction
axpendizsures in the section entitled “Financial Condition -~ Capaital
Expendisure Requirements” in the Review of the Financial Condition and
Results of Operations in the 1987 Form 10-K. In this regard, PP&L
currently estimates that $5.5 million of additional capital expenditures
may be required in the next four years to close some of the ash basins and
address other ash basin issues at various generating plants. Additional
capital expenditures could be reguired beyond the year 2002 in amounts
which are not now determinable but which could be material. 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 which could
be material. s

sunerfund and Other Remediation

~In 1995, PP&L entered into a consent order with the DEP to address a
nurber 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 number of c¢oal gas
manufacturing facilities formerly owned and operated by PP&L; and oil or
other contamination which may exist atz some of PP&L's former generating
facilities. As of September 30, 1998, PP&L has completed work on slightly
more than half of the sites included in the consent oxder.

In 1896, Penn Fuel Gas entered into a similar consent order with the
DEP ho address a number of its sites where Penn Fuel Gas may be liable for
remediation of contamination. The sites primarily include former coal gas
manufacturing facilities. Prior to PP&L Rescurces acquiring Penn Fuel Gas
on August 21, 19%8, Penn Fuel Gas had obtained a "no further action"
determination from the DEP for two of the 20 sites covered by the order.

At September 30, 998, PP&L had accrued approximately $7 million and
Penn Fuel Cas had acecrued $19 million, representing the respective amounts
Pr&al, and Penn Fuel Gas can reasonably estimate they will have to spend to
remediate sites involving the removal of hazardous or toxic substances,
ineluding those covered by each company's consent orders 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 for PP&L or Penn Fuel Gas, which neither company can estimate at this
time. In addition, certain federal and state statutes, including Superfund
and the Pennsylvania Hazardous Sites Cleanup Act, empower certain
governmental agencies, such as the EPA and the DEP, to seek compensation
trom the responsible parties for the lost wvalue of damaged natural
resources. The EPA and the DEP may file such compensation claims against
the parties, including PP&L or Penn Fuel Gas, held responsible for cleanup
of such sites. Such natural resource damage claimg against PP&L or Penn
Fuel Gas could result in material additional liabilities.




Gerieral

Due t¢ the environmental issues discussed above or other environmental
matters, PP&L may be required to modify, replace or cease operating certain
facilities to comply with statutes, regulations and actions by regulatory
bodies or courts. In this regard, PP&L also may incur capital
expenditures, operating expenses and other costs in amourits which are not
now determinable but which could be material.

Loan Guarantees of Affiliated Companies

. In the second quarter of 1998, PP&L guaranteed a portion of a
subsidiary's borrowings. As of September 30, 1998, $12 million of such
borrowings were guaranteed by PP&L.

- PP&lL, Resources has guaranteed up to $10 million for energy purchases
to BPIM to certify PP&L EnergyPlus's creditworthiness.

aource of Labor Supply

Gn June 29, 1998 IBEW members ratified a new labor agreement with
PP&L. This new agreement expires on May 12, 2002. 2among other things, the
‘agreement provides for wage increases for IBEW members of 3.25% in 1998
(effective as of May 18) and 3% in each of the three remaining years. In
‘addition, IBEW members received a lump-sum rdtlflcatlan bonus equa1 to 2%
of base pay., or approximately $4 million.

9. New accounting‘St&ndards

In February 1998, the FASB issued SFAS 132, "Employers' Disclosures
about Pensions and Other Postretirement Benefits," which is effective for
fiscal years beginning after December 15, 1897. The adoption of this
statement does not have a material impact on the financial statements of
PP&L Resources or PP&L. :
T In June 1998, the FASB issued SFAS 133, "Accounting for Derivative
Instruments and Hedging Activities," which is effective for fiscal years
beginning after June 15, 1999. This statement establishes accounting and
reporting standards for derivative instruments and for hedging activities.
It requires that an entity recognize all derivatives as either assets or
liabilities 1in the statement of financial position and measure those
instruments at fair value. The accounting for changes in the fair value of

a derivative depends on the intended use of the derivative and the
- resulting designation. PP&L Resources and PP&L intend to adopt this
statement as of Januvary 1, 2000. The impact of the adoption of this
- statement on the net income of PP&lL Resources and PP&L is not vyet

determinable but may be material. The EITF is currently evaluating Issue
98-10 "Accounting for Energy Tradlﬁg and Risk Management Activities" and is
expected to reach a consensus prlor to year-end.

10. QAcquisitions

In 1998, PP&L Resources acquired H.T. Lyons and McClure, heating,
ventilating and air-conditioning firms, in cash transactions for amounts
that were not material. :




In August 1998, PP&L Resources acquired Penn Fuel Gas. The
transaction was treated as a purchase for accounting and financial
reporting purposes. PP&L Resources issued approximately 5.6 million shares
of common stock with a value of approximately $135 million, to acquire all
Pern Fuel Gas common and preferred stock. Under the terms of the merger
agreement, shareowners of Penn Fuel Gas received 6.968 common shares of
PP&L Resogurces for each common share of Penn Fuel Gas that they owned and
0.682 common shares of PP&L Resources for each preferred share of Penn Fuel
Gas that they owned. ' :

11. Subseduent Event

In November 1998, PP&L Globai signed definitive agreements with
Montania Power Company, Portland General Electric Compary and Puget Sound
Energy, Inc. to acquire 13 Montana power plants, with 2,614 MW of
generating capacity, £for a purchase price of $1.586 Dbillion. The
acquisition is subject to several conditions, including the receipt of
required state and federal regulatory approvals and third-party cornsents.
PPLL Global expects to complete the acquisition by the end of 1999. About
65% of the acquisition cost is expected to be financed on a project credirt—
basis, non-recourse to PP&L Global and PP&L Resources. The balance of the
acguisition cost is expected to be financed through a combination of debt
and equity issued by PP&L Resources, or with funds that PP&L Resources
derives from PP&L's securitization of transition costs. The agreements
also provide for PP&L Global's acquisition of related transmission assets
for $182 million, subject to certain conditions, including federal
~regulatory approval. ' ' :
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P&l Resgources, Inc. and PP&L, Inc.

Item 2. Management's Discussion and Analysis of
Financial Condition and Results of Operations

The financial condaition and results of operations of PP&L are
currently the principal factors affecting the financial condition and
results of operations of PP&L Resources. Unless specifically noted,
fluctuations are primarily dee to activities of PP&L. This discussion
should be read in conjunction with the section entitled “Review of the
Financial Condition and Resul:s of Operations of PP&L Resources, Inc. and
PP&L, Inc." in PP&L Resources' and PP&L's Annual Report to the SEC on Form
10-K for the year ended December 31, 1997.

Terms and abbreviations appearing in Management's Discussion and
2nalysis of Financial Condition and Results of Operations are explained in
the glossary.

Porward-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-loocking 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-=loocking 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 developments; new state or federal legislation; national or
regional economic conditions; market demand and prices for energy and
capacity: weather variations affecting customer energy 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
prmfltablllty and  liquidity:; new accounting regquirements or new
interpretations or applications of exdisting requirements; operating
performance of plants and other facilities; environmental conditions and
requirements; system conditions (including actual results in achieving Year
2000 compliance by PP&L Resources, its subsidiaries and others) and
‘operatmng costs; performance of new ventures; political, regulatory or
economic conditions in foreign countries where PP&L  Global makes
investments; foreign 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 w1th PP&L
Resources' and PP&L's other documents on file with the SEC.

New factors that could cause actual results to differ materially from
those described in forward-looking statements emerge from time to time, and
it is rnot possible for PP&L Resources nor PP&L to predict all of such
factors, or the extent to which any such factor or combination of factors
may cause actual results to differ from those contained in any forward-
looking statement. Any forward-looking statement speaks only as of the
date on which such statement is made, and neither PP&L Resources nor PP&L
undertakes any obligation to  update the information contained in such
statement to reflect subsequent developments or information.
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Resgults of Operations

The following discussion explains material changes in principal items
on the Conscolidated Statement of Income comparing the three months and nine
months ended September 30, 1998, to the comparable periods ended September
30, 1997.

The Consolidated Statement of Income reflects the results of past
operationsg and is not intended as any indication ¢f 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
and developments and by seasonal variations, the results of operations for
interim periods are not necessarily indicative of results or trends for the
year .

Earnings
Comparigon of Earnings - September 30
Three Months Ended  Nine Months Ended
1998 1997 1998 1997
Barnings per share - excluding : : —
weather variances, one-time
adiustnents and other impacis ~ ‘
of restructuring $0.54 $0.48 $1.60 $1.63
Weather variances ~ (0.6G2) (0.13) (0.06)
One-time adjustments: : , ,
PUC restructuring charge (see
Note 4) (5.49)
FERC nmunicipalities settlement
isee Note 4) ' (0.189)
Penn Fuel Gas acguisition
costs isee "Other Income and ~ :
(Deductions) ") 0.03 (0.03) 0.03 (0.03)
Windfall profits tax {0.24) (0.24)
U.K. tax rate reduction - 0.06 0.06 D.06 0.06
Other impacts of restructuring 0.18 0.18

Earnings (loss) per share as

reported ‘ $0.81 gg ég §g§§gg) $1.36

The reported earnings of PP&L Resources and PP&L were impacted by
milder-than-normal weather and several one-time adjustments.

In the third cguarter of 1998, PP&L Global recorded a $9.5 million, or
6 cents per share, one-time benefit from a reduction in the U.K. corporate
income tax rate from 31% to 30%. This was related to PP&L Global's
investment in SWEB. PP&L. Global recorded a windfall profits tax in the
third guarter of 1997, which was partially offset by the benefits of
another U.K. tax cut. These one-time adjustments were discussed in PP&L
Regources’ Annual Report to the SEC on Form 10-K for the year ended
December 31, 1957. The other one-time adjustments are discussed in the
ananc1al Notes as referenced.

The PUC restructuring adjustments provided a favorable impact of about
$.18 per share on the third quarter earnings of 1998. This reflects lower
depreciation on generation assets, reduced accruals for taxes other than
income and a regulatory adjustment to the accounting for unbilled revenues.
These favorable earnings 1mpacts were partzally offset by the expensing of
computer software costs.
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Excluding the effects of weather, one~time adjustments and the other
impacts of restructuring, earnings were $.06 per share higher for the three
ronths ended September 30, 1998 when compared with the same period in 1997.
The adjusted earnings for the nine months ended September 30, 1998 were

$.03 lower than the comparable period in 1997. These earnings changes were
primarily the net effect of the following:

September 30, 1998 vs. September 30, 1997
Three Months Ended Nine Months Ended
(Earnings per share)

¢ Higher revenues from electric
~ sales to retail customers,
reflecting higher weather-
normalized sales in all customer
classes, particularly in the
third guarter; $0.09 $0.11

o Higher revenues from other
electric operations and the
chan¢e in regulatory treatment
of energy costs: 0.02 0.09

o Net reduction in earnings due to
the phase-down of the contract with
JCP&L and the end of the contract ,
with Atlantic; (0.05)

o Righer operating expenses, primarily
due to costs associated with meeting
retail competition requirements, higher
transmission costs, and expenses related
to computer information systems. The
increase in operating expenses for the
nine-month ended period is alsc reflects
write~offs of excess or obsolete

—winventory, and additional provisions

for unecollectible accounts; and . {0.05) (0.20)
o Drher , ~ 0.02
Earnings Change | 5.0.0 R $(0.03)

Refer to the Report to the SEC on Form B8-K filed Octcber 19, 1998 for
information regarding PP&L Resources' projected earnings for 1998 through
2000. ' , '

PUC Restructuring Proceeding

Refer to Financial Notes 3 and 4 for lnformatzon regarding the PUC
restructuring proceeding. '

Electric Energy Sales
Electricity sales for the three months and nine months periods ending
September 30, 1997 and 1998 were as follows:
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Three Months Ended Nine Months Ended
. 8September 30, September 30,
1998 1997 ‘ 1898 1997

(Mllllons of kWh)

Electricity delivered

to retail customers by ~

PP&L, Inc. (&) 8,429 7,806 24,204 24,113
Leégz Electricity

supplied during , ,
pilot by others 520 ™ 1,494 -

Electriéity supplied to _
retail customers by |
PP&L, Inc. 7,909 7,806 22,710 24,113

Electricity supplied
to retail customers
by PP&L EnergyPlus : ‘ :
during the pilot 469 - 1,139 el B

Total electricity
supplied to retail

customers (a) 8,378 7,806 23,849 24,113
Wholesale Energy Sales — 12,258 6,516 29,302 14,752

_(é) kWh ftor customers residing in PPLL'S service territory who are
receiving energy from PP&lL will be reflected in both of these categories.

‘Under Pennsy.vania's competition pilot program, customers are allowed
to choose the supplier of their electricity. Pilot customers will continue
to have the utility that serves their territory deliver electricity from
the supplier of choice. "Electricity delivered Lo retail customers by
pPP&l, Inc.® ig the amount of electricity delivered by PP&L to customers in
its service territory. “Blectricity supplied to retail customers by PP&L,
Tne.*  represents the amount of electricity supplied to PP&L service
territory customers who are not participating in the pilot progran.
“Electricity supplied to retail customers by PP&L EnergyPlus' is
electricity supplied to customers within and outside PP&L service territory
who are participating in the pilot program and have chosen PP&L as their
enexrgy supplier. '

Electricity delivered to retail customers increased for both the three
and nine nmonths ended September 30, 1998 from the comparable periods in
'1997. For the three months ended September 30, 1998, electricity delivered
to retail customers was up 8% over the prior year. Weather-normalized
sales for this same period were 6.9% higher than 1997. This increase 1is
attributable to strong third guarter sales to all customer classes. ‘

For the nine months ended September 30, 1998, electricity delivered to
retail customers increased 0.4%. If normal weather had been experienced in
both periods, year-to-date electricity delivered to retail czgtomers would
have been 2.0% higher than 1897.

Electricity supplied to retail customers increased 7.3% far the three
moriths ended September 30, 1998. This increase reflects the stronger sales
experienced in the third gquarter but is partially offsec by the impact oﬁ
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the competition pilot program. For the nine months ended September 30,
1998, electricity supplied to retail customers decreased 1.1% from the
prior year. fThis decrease was due to the mild weather experienced during

the first half of the year and the impact of the competition pilot program.

The increase in wholesale energy sales, which includes sales to other
‘utilities and energy marketers through contracts, spot market transactions
or power pool arrangements, was primarily the result of increased activity
of the Energy Marketing Center. »

Electricity Trading Activities

PPLl., through its Energy Marketing Center, purchases and sells
electric capacity and energy at the wholesale level under its FERC market-
based tariff. PP&L has entered into agreements to sell firm capacity, or
energy under its market-based tariff to certain entities located inside and
outside of the PJM power pool. If PP&L were unable to meet its obligations
under these agreements to sell firm capacity and energy, under certain
circumstances it would be required to pay damages equal to the difference
batween the market price to acquire replacement capacity or energy and the
contract price of the undelivered capacity or energy. Depending on price
volatility in the wholesale energy markets, such damages could be material.
Events that could affect PP&L's ability to meet its firm capacity or energy
obligations or cause significant Iincreases in the market price of
replacement capacity and energy include the occurrence of extreme weather
conditions, unplanned generating plant outages, transmission disruptions,
nori~-performance by counterparties with which it has power contracts and
other factors affecting the wholesale energy markets.  Although PP&L
attempts to mitigate these risks, there can be nc assurance that it will be
able to fully meet its firm obligations, that it will not be regquired to
pay damages for failure to perform, or that it will not experience
counterparty non-performance in the future. ~

PPsL's efforts to mitigate risks associated with open contract
positions include maintaining generation capacity to deliver electricity to.
satisfy its net firm sales contracts and purchasing £irm transmission
service, in addition, the Energy Marketing Center adheres to established

~«zredit policies in evaluating counterparty credit risk. PP&L has not
experienced any material non~-performance by counterparties to date.

The EITF is evaluating Issue 98-10, *Accounting for Energy Trading and
Risk Management activities,® which addresses the increased use, by utility
and other energy companies, of contracts for the purchase and sale of
energy., not necessarily as hedges or inventory management, but to generate
profits. The EILTF agreed that much of this activity appeared to be trading
and should be accounted for as such. The EITF also agreed that settlement
‘accounting would not be appropriate for these activities. The EITF
commissioned a working group to further study this issue and develop an
operational definition of “trading.” The working group's recommendations
included a group of indicators designed to assist in determining what
constitutes "trading activities.* The indicators could be applied not only
to separate legal entities or subsidiaries but also to divisions or pieces
thereof. The BITF reached tentative consensuses that mark-to-market (fair
value} accounting should apply to activities meeting the trading definition
and that any final consensus that may occur should be applied for fiscal

years beginning after December 15, 1998. The EITF agreed that this
consensus would not change the accounting for those contracts that qualify
for hedge accounting and are designated as hedges. A final consensus is

expected at the November meeting. The consensus was labeled as “tentative’
in order to allow for additional input from the industry. PP&L enters into
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contracts ﬁor the sale an& purchase of energy commodities and practlces
accrual accounting. Should any of these sales and purchases ultmmately
meet the EITF's definition of trading activities, it appears likely that a
change in those entities' accounting practices will be required. The
ultimate impact of this change in accounting cannot immediately be

determined, but such impact may be significant.

Operating Revenues: Electric Operations

The increase (decrease) in revenues from electric operations was
attributable to the following:
September 30, 1998 wvs. September 30, 1997

Three Months Ended Nine Months Ended
{(Millions of Dollars)

Retail Electric Revenues

Weather effect S 6 5(29)
Sales volume and sales mix effect 34 s 32
Unbilled revenues 23 ; 28
Pilot shopping credit above market price ({(4) (12}

Other, net 4 —
Other Electric Revenues 2 : 9
‘ 561 ‘ s 32

During the third guarter of 1998, PP&L recognized increased revenues
of $23 milliorn due to the impact on unbilled revenue resulting from. a
change in  the reguldatory treatment of energy costs. Excluding this
benefit, revenues from electric operations would have increased $38 million
and $9 million, respectively, for the three and nine months ended September
30, 1898.

The revenue increase for both periods can be attributed to strong
retail electric salegs in the third quarter of 1998. Electricity delivered
and clectrieity supplied to residential, commercial and industrial
custoners increased from the prior year. Milder than normal weather
experienced during the first quarter of 1998 partially offset the strong
sales experienced during the third quarter of 1998.

; Operating Revenues: Wholesale Energy and Trading Activities

The increase (decrease) in revenues from wholesale energy and trading
activit.es was attributable to the following:

September 30, 1998 vs. September 30, 1997
Three Months Ended Nine Months Ended
(Mllﬁlons of Dollars}

Market-baged transactions $243 ; o 8423
PIM ‘ 22 58
Coust-based contracts 197} , (28)
Reservation/capacity credits 12 ' 3%
0il & gas sales 22 38
Other ‘ i R

Revenues from wholesale energy and trading activities increased by
$291 million and $528 million for the three and nine months ended September
30, 1998, respectively, when compared to the same periods in  1997.
Revenues have continued to increase despite the phase-down of the capacity
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and energy agreement with JCP&L and the end of the caoac1ty and energy
- agreement with Atlantic. This increase reflects PP&L's continued emphasis
on competing in wholesale markets. Energy purchases have also increased to
meet these increased sales. Refer to "Energy Purchases" for more
information. ' ~

In recent months, the national energy trading market has experlenced
high prices and increased wvolatility. PP&L is act;vely ‘managing its
portfolio to attempt to capture the opportunities and limit its exposure to
these volatile prices. Refer to "Electricity Trading Activities® for more
Anformation. ‘

- Energy~Related Businesses

Energy—relatea businesses contributed $5 million and $9 million to the
operating income of PP&L Resources for the three months ended September 30,
1998 and 1997, respectively. For the nine-month periods ended September
30, 1898 and 1997, these businesses contributed a total of $15 million and
$l7 million to operating income, respectively. These results are primarily
from PP&L Global's investments in SWEB and other world-wide energy
projects. Energy-related businesses -~ i.e., PP&L Global, PP&L Spectrum,
H.T. Lyons and McClure -- are expected to provide an 1ncreas;ng share of
PP&L Resources' fucure earnlngs

Cost of Electric Fuel

Electric fuel expense increased by $14 million and $29 million for the
three and nine months ended September 30, 1998, respectively, when compared
‘to the same periods in 1997. This reflects increased generation at the
coal and oil/gas~-fired stations. These units, partlcularly Martins Creek,
were needed as a result of increased trading activities of the Energy
Marketing Center and to meet greater demand for electr1c1ty during the
summer. This increase was partially offset by lower fuel prlces for all

units, especially oil/gas-fired stations.

Enexgy Purchases

Energy purchases increased by $277 million and $488 million for the
“three and nine months ended September 30, 1998, respectively, when compared
to the same periods in 1957. These increases were primarily due to greater
quantities of energy purchased from others to meet the increased trading
activities of the Energy Marketing Center, which include increased.
purchases of gas for resale. The related sales are included in wholesale
energy sales. The overall market price of purchased power has also been
higher during 1998 compared to 1997 due to the market volatility.

Other Operation Expenses

Other operation expenses increased by $49 million and $71 million,
respectively, for the three and nine months ended September 30, 1998
compared with the same periods in 1997. These increases reflect additional
costs assocliated with computer information systems, and additional payroll,
consultant services and other expenses to meet the requirements of retail

conmpetition. These increases also reflect additional software expenses and -

increased firm transmission costs related to the Energy Marketing Center
activities.

The increase for the nine months ended September 30, 1998 also
reflects & bonus paid to bargaining unit employees in ratifying the recent
labor agreement, and higher uncollectible account expenses. These
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increases were partially offset by credits recorded in connection with the
competition pilot program. The PUC has authorized PP&L to seek future
recovery of the revenue lost on the pilot program. PP&L has established a
regulatory asset for the excess of the shopping credits provided to pilot
customers over the market price of this energy. These credits totaled $4
million and $12 million for the three and nine months ended September 30,
1598, respectively, and were recorded as offsets to "Other Operation
Expenses." ‘ ' :

Power Plant Operations

In an effort to reduce operatlng costs and p051t10n itself for the
competitive marketplace, PP&L, in August 1998, announced the closing of its
Holtwood coal-fired generating station, effective May 1, 1999. " The
adjecent hydroeleciric plant will continue to operate. PP&L has also put
its Sunbury coal-fired generating station up for sale. : _

Depreciation and Amortization Expenses

Depreciation and amortization expenses decreased by $26 million and
$22 million, respectively, for the three and nine months ended September
30, 1998 compared with the same periods in 1997. These decreases wer&—
mainly due to the write-off of impaired generation~related. assets in
connection with the restructuring adjustments recorded in June 1988. See
Note 4 for additional lnformatlon

Other Income and (Dedﬁctions)

Other income of PP&L Resources increased by 552 and 5§57 million for
the three and nine months ended September 30, 1998, respectively, from the
comparable periods in 1997, PP&L Global's earnlngs for 1997 reflected a
$40 million U.K. wmndfall profits tax.

In addition, PP&L Resources recorded the acquisition of Penn Fuel Gas
in August 1898. The transaction was originally contemplated as a pooling
of interests, and estimated transaction costs of about $6 mnilliion were
charged against earnings in the third guarter of 1997. The transaction was
ultimately recorded under purchase accounting, and the transaction costs
‘were capitalized as part of the investment. Third quarter 19%8 earnings
were credited by $6 million due to this change. ‘

' Lastly, the September 30, 1998 year-to-date earnings include interest
income of $6 million from a 1988 Gross Recelpts Tax settlement, and a $3
million gain from sales of property. f

Income Taxes

- For the three months ended September 30, 1998, income tax expense
before extraordinary items idncreased by $14 million, or 22%, from the
cemparable period in 1997. This is primarily due to an increase in PP&L
- Resources' pre-tax book income before extraordinary items of $108 million.

During the second quarter of 1998, income tax benefits of $666 million
were recognized by the PUC restructuring and FERC settlement with
municipalities. These benefits relate to the pre-tax book extrascrdinary
charges of $1.6 Dbillion. = See Financial Note 4 which describes the
extraordinary charges. '




Financial Condition

; Refer to Financial Notes 3, 4 and 6 for information concerning the PUC
restructuring charge and the Tender Offer for PP&L Resources' common stock.

Financing Activities
The following financing activities have occurred to date in 1998:

o From January through October 1998, PP&L Resources issued $55
million of common stock through the DRIP. '

o In March 1998, the 364-day revolving credit agreement for PPxL and
PP&L Capital Funding was increased from $150 million to $350
million. This increase, when added to the $300 million five-year
revolving credit agreement of PP&L and PP&L Capital Funding,
brings to $650 million the total amount of revolving credit
available to PP&L and PP&L Capital Funding under these joint

agreements. Additionally, in July 1998, PP&L Capital Funding
entered into five separate $80 milliorn, 364-day credit facilitigs
with five banks. As of September 30, 1998, no borrowings were.

outstanding under any revolving credit agreements.

o In Maxch 1998, PP&L Capital Lundlng sold $6C miilion of medium-
term notes having a five-year term.

o  In March 1998, PP&L Capital Funding established a commercial paper
program. At September 30, 1998, $656 million of commercial paper
was outstanding.

‘0 In April 1998, PP&L retired $150 million principal amount of First
Mortgage Bonds, 5-1/2% series that matured on that date.

o} In May 1998, PP&L issued $200 million First Mortgage Bonds, 6-1/8%
- Reset Put Securities Series due 2006. In connection with this
issuvance, PP&L assigned to a third party the option to call the
bonds from the holders on May 1, 2001. These bonds will mature on
May 1, 2006, but will be regquired to be surrendered by the
existing holders on May 1, 2001 either through the exercise of the
call option by the callholder or, if such option is not exercised,
through the automatic exercise of a mandatory put by the trustee
on behalf of the bondholders. If the call option is exercised,
- the bonds will be remarketed and the interest rate will be reset
for the remainder of their term to the maturity date. If the call
option is not exercised, the mandatory put will be exercised and
PP&L will be required to repurchase the bonds at 100% of their
principal amount on May 1, 2001. Proceeds from the sale of the
bonds were used by PP&L to retire $126 million of its unsecured
term loans and to reduce its outstanding commercial balances.

o In September 1998, PP&L Resources repurchased approximately 17
'million shares of common stock at $24.50 per share.

o In August through October 1998, PP&L Capital Funding 4issued a
total of $235 million of medium-term notes with maturities varylng
from two to seven years. :

PPLL Resources has developed a financial strategy that is intended to
position PP&L Resources for the anticipated future competltlve environment
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atter giving effect to ge PUC's Final Order, the related restructuring
" charge on PP&L's books and the collection of CTC revenues during the
Transition Period. PP&L Resources' financial strategy and goals include:

{a) a reduction in PP&L Resources’ permanent capitalization to a level
that is consistent with PP&L's restated asset values and the earning power
of those assets; '

{p) a Common Stock dividend level based on a targeted payout ratio of
45%~55% designed to increase PP&L Resources' future financing flexibility;

{¢} the temporary use of a higher degree of leverage in PP&L
Resources' capital structure during the Transition Period; and

(d) maintenance of investment grade ratings on the senior debt
securities of PP&L Resources and PP&L. :

As the electric utility industry transitions to a competitive
orvironment, PP&L Resources anticipates the potential to achieve long-term
returns on shareowner capital that exceed the returns that have been
historicaliy permitted in a fully regulated business environment. At the
same time, PP&L Resources’' business risks are expected to increaser—
resulting in an increase in the potential volatility in revenue and income
streams. As such, PP&L Resources believes that a dividend payout ratio
shat is significantly lower than the 80%-30% payout ratio previously
experienced by PP&L Resources and the electric utility industry in general
is required to better position PP&L Resources to more effectively compete
in the energy markets by increasing PP&L  Resources' future financing
tlexibility. Accordingly, effective with the dividend payable October 1,
1948 to owners of record on September 10, 1998, PP&L Resources' quarterly
Common Stock dividend was reduced to $.25 per share ($1.00 annualized rate)
from the previous level of $.4175 per share ($1.67 annualized rate). In
addition to providing an increase in PP&L Resources' future financing
flexibility, this dividend action positions PP&L Resources’' Common Stock
for potential increased growth in market wvalue by retaining a
proportionately higher level of earnings in the business for reinvestment.
The Shares purchased pursuant to the Tender Offer received the October 1
dividend. ' ‘

The reduction in PP&l. Resources' permanent capitalization, as well as
the temporary increase in leverage, has been effected through this Tender
offer, which was financed by PP&L Resources through the use of short-term
debt . The short-term debt used by PP&l. Resocurces was made available
through the issuance ¢f commercial paper by PP&L Capital Funding.

Declaration of dividends on common stock are made at the discretion of
the Boards of Directors of PP&L Resources and PP&L. PP&L Rescurces and
CpP&L will continue to consider the appropriateness of these dividend
levels, taking into account the respective financial positions, results of
operations, conditions in  the industry and other factors which the
respective Boards deem relevant. : ‘

Refer to Financial Note 6 for additional information on credit

arrangements, financing activities and the Tender Offer for PP&L Resources’
common . stock. ' e
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Financing and Liquidity

The change in cash and cash equivalents for PP&lL Resources for the
nine months ended September 30, 1998 increased $45 million £rom the
comparable period in 1997. The reasons for this change were:

o) A $144 million decrease in cash provided by operating activities,
primarily due to an increase in receivables related to wholesale
trading activities, and a cash revenue loss associated with the
shopping credits from the competition pilet program.

O A $269 million increase in cash used in investing activities,
primarily due to an increase in the amount of investment in
electric energy projects by PP&L Global. In addition, there were
fewer sales and maturities of available-for-sale securities, as
well as other financial investments in 1998 compared with 1997.

o A $458 million increase in cash provided by financing activities,
primarily due to the commercial paper program established by PP&L
Capital Funding in 1998. At September 30, 1998, 5656 million of
this short-term debt was outstanding. ‘ ,

Outside financing, in amounts not currently determinable, may be
required over the next five years to finance investments in world-wide
eénergy projects by PP&L Global. Refer to "Unregulated Investments* for
additional information. : '

Financial Indicators

The ratic of PP&L Resources pre-tax income to interest charges was 3.9
and 3.4 for the nine months ended September 30, 1998 and 1897,
respectively, excluding extraordinary items. The annual per share dividend
rate on commnon stock decreased from $1.67 per share to $1.00 per share in
the third gquarter of 1998. Refer to Financial Note 6 for information
regarding the reduction of PP&L Resources' dividend and the Tender Offer
for PP&L Resources' common stock. The ratio of the market price to book
value of common stock was 234% at September 30, 1998, compared with 130% at
September 30, 1997. Excluding extraordinary items, the ratio of market
price to book value of common stock at September 30, 15998 was 151%.

Unregulated Investments

‘ PP&L Global continues to pursue opportunities to develop and
acquire electric generation, transmission and distribution facilities in
the United States and abroad. ~ »

As of September 30, 1998, PP&L Global had investments and commitments
of approximately $725 million in distribution, transmission and generation
facilities in the United Kingdom, Bolivia, Peru, Argentina, Spain,
Portugal, Chile and El Salvador. PP&L Global's major investments to date
are SWEB, Emel and DelSur. o

In 1998, PP&L Global acquired an additional 1,813,000 shares of Emel
at a cost of approximately $32 million, increasing its ownership interest
to 37.5%. In February 1998, PP&L Global and Emel acquired a 75% interest
in DelSur, an electric distribution company serving 193,000 customers in El
Salvador, for approximately $180 million. Under the purchase agreement,
PP&L Global directly acquired 37.5% of DelSur and Emel acquired the other
37.5%. DelSur is one of five electricity distribution companies in El
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Salvador that are being privatized by the government. In June 1998, PP&L
Global acgquired an additional 26% interest in SWEB for $170 million,
increasing its eguity interest to 51% and its voting interest to 49%,

FP&l Global will acquire most of Bangor Hydro-Electric's generating
assets and certain transmission rights under an agreement reached in
September 1998. PP&L Global will purchase 100 percent of Bangor Hydro's
hydroelectric assets, as well as its interest in an oil-fired generation
facility, for 589 million. The closing, which is subject to the approval
of the Maine Public¢ Utilities Commission and the FERC as well as certain
third-party consents, is expected to occur by mid-1999.

FP&L Global plans to build a gas-fired power plant in Arizona which
will have & nominal base load capacity of 520 megawatts and a maximum
ocutput capability of 650 megawatts. An energy marketing company has agreed
to purchase between 240 and 520 megawatts of the electricity produced by
the facility.  PP&L Global also plans to build a 500 to 500 megawatt
natural gas-fired power plant adjacent to PP&L's Martins Creek plant with
an estimated investment of $250 million.

- PPLL Global  has signed definitive agreements with Montana Power
Company, Portland General Electric Company and Puget Sound Energy, Inc. t&—
dacquire 13 Montana power plants, with 2,614 MW of generating capacity, for
a purchase price of $1.586 billion. The acquisition is subject to several
conditions, including the receipt of required state and federal regulatory
approvals and third-party consents. PP&L Glcbal expects to complete the
acquisition by the end of 1999. About 65% of the accuisition cost is
expected to be financed on a project credit basis, non-recourse to PP&L
Global and PP&L Resources. The balance of the acquisition cost is expected
‘to be financed through a combination of debt and equity issued by PP&L
Resources, or with funds that PP&L = Resources derives from PP&L'S
securitization of transition costs. The agreements also provide for PP&L
Global's acquisition of related transmission assets for $182 million,
subject to certain conditions, including federal regulatory approval.

Acquisitions

In 1898, PP&L Resources acquired H.T. Lyons and McClure, heating,
ventilating and air-conditioning firms, in cash transactions for amounts
that were not material.

In August 1998, PP&L Resources acquired Penn Fuel Gas. The
transaction was treated as a purchase for accounting and financial
reporting purposes. PP&L Resources issued approximately 5.€& million shares
of common stock with a value of approximately $135 million, to acquire all
Perin Fuel Gas common and preferred stock. Under the terms of the merger
agreement, shareowners of Penn Fuel Gas received 6.968 common shares of
PP&I, Resources for each common share of Penn Fuel Gas that they owned and
0.682 common shares of PP&L Resources for each preferred share of Penn Fuel
Sas that they owned. ‘

Commitments and Contingent Liabilities
, There have been no material changes related to PP&l. Resources' or
PP&L's commitments and contingent liabilities since the companies filed

their doint 1997 Form 10-K, other than the enviroamental remediation
contingencies of Penn Fuel Gas, which was acquired in August 13998.
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Increasing Competition

Background

The electric utility industry has experienced and will contipue 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 eleetricity suppliers for all customer classes. PP&lL is actively
involved in efforts at both the state and federal levels to encourage a
smocth transition to full competition.

Pennsylvania Activities

~ Reference is made to Financial Note 3 "PUC Restructuring Proceeding®
for a discussion of the disposition of PP&L's restructuring plan under the
Customer Choice Act. , ~ , f

; In August 1997, the PUC issued an order modifying and approving PP&L's
pilot program under the applicable provisions of the Customer Choice act
and PUC guidelines. Retail customers participating in the PP&L and other
Pennsylvania utilities' pilot programs began to receive power from their

supplier of choice in November 1997. Under its pilot program,
approximately 60,000 PP&L residential, commercial and industrial customers
- have chosen their electric supplier. PP&L will continue to provide all

transmission and distribution, customer service and back-up energy supply
services to participating customers in its service area.

‘ Only those alternative suppliers licensed by the PUC and in compliance
with the state tax obligations set forth in the Customer Choice Act may
participate in the pilot programs. To date, approximately 80 suppliers have
obtained such licenses to participate in the pilot programs.

Reference is made to Financial Note 3 "PUC Restructuring Proceeding”
for a discussion of the settlement approved by the PUC which requires,
among other things, that PP&L transfer its retail electric marketing
function to a separate, affiliated corporation. In August 1998, PP&L
formed a new subsidiary, PP&lL EnergyPlus, for this purpose. In September
1998, the PUC approved PP&L EnergyPlus's application to act as a
Pennsylvania EGS. This license permits PP&L EnergyPlus to offer retail
~electric supply to participating customers in PP&L's service territory and
in the service territories of other Pennsylvania utilities. 1In 1999, PP&L
EnergyPlus will offer such supply to industrial and commercial customers
throughout the state. At this time, PP&L EnergyPlus has determined not to
pursue residential customers in the competitive marketplace based on
economic considerations.

In September 1998, the PUC issued an Order which, in part, directed
Pennsylvania utilities which are members of PJM, including PP&L, to offer
their installed capacity at a price of $15.72 per kilowatt-year {(Capacity
Order). PP&L brought an action in the District Court seeking an injunction
against the Capacity Order on the basis, among other things, that it
actempted to regulate matters within exclusive federal jurisdiction. In
October 1998, PP&L entered into a settlement agreement with the PUC under
which (i} PP&L will offer to sell capacity credits to EGS's licensed by the
PUC at the equivalent of $19.72 per kilowatt-year in 1999 for service to
PP&L residential customers; (ii) all PP&L residential customers will be
permitted to select an EGS in January 1999; (iii) the PUC will withdraw the
Capacity Order as to PP&L; and (iv) PP&L will withdraw its federal court
action against the Capacity Order.
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Faderal Activities

Reference is made <o Financial Note 4 for a discussion of PP&L's
settliement with 15 small utilities.

In June 1997, all of tke PJM companies except PECO (the PJM Supporting
Companies) filed proposals with the FERC to amend the PIM taxiff and
restructure the PJM pool. PECO filed a separate request with the FERC to
amend the PIM tariff. Furthermore, PECO and certain electric marketers
submitted significantly different proposals to restructure the PIM pool.

In November 1997, the FERC approved, with certain modifications, the
PGM Supporting Companies' proposals for transforming the PJM into an ISO.
In  summdry, the FERC order: (i) approved the PIM's open access
transmission rates based on geographic zones, but required PIM o file a
single PIM system~wide rate proposal by 2002; (ii) accepted the PIM
Supporting Comparnies' methodology to price transmission when the system is
congested and to charge these congestion costs to system users in addition
to the open access transmission rates, but ordered PIM to file an
additional proposal to address concerns raised over price certainty for
buyers and sellers during periods ol congestion; {(iii) determined that tHE—
IS0 is to operate both the transmission system and the power exchange which
provides for the purchase and sale of spot energy within the PIM market;
and {(iv) accepted the PJM Supporting Companies' proposal zregarding
mandatory installed capacity obligations for all entities serving firm
retail and wholesale load within PJIM, but rejected their proposal for
allocating the capacity benefits which result from PJIJM's ability to import
power from other regional power pools.

The PIM Supporting Companies and numerous other parties have filed
recquests for amendment and/or rehearing of virtually every portion of the
FERC's POM 180 orxder. PP&L also has filed its own request for amendment
and/or rehearing. The FERC has not vyet taken action on these filings.
PP&L ' ¢ primary issue with the FERC's order relates to a requirement that
existing wholesale contracts for sales service and transmission service be
modified to have the new PJIM transmission tariff applied to sexrvice under
these existing contracts and the requirement that PP&L modify these
sontracts to ensure that customers are not assessed multiple transmission
charges. I1f PpP&l were required to modify these existing contracts, PP&L
could lose as much as $3-4 million in transmission revenues in 1998 -- but
a lesser amount in the following years -- from several wholesale sales and
transmission service contracts that were negotiated prior to. the
establishment of the pPIM IS0. In an order issued in May 1998, the FERC
allowed PP&L to reqgquest an increase in the revenue requirement applicable
to transmission service over PP&L's transmission facilities to the extent
that PP&L has otherwise unrecovered transmission costs as a result of the
contract modifications. PPs&L - filed the proposed increase to its
transmission revenue reguirement in July 1988. In October 1938, Pr&L filed
a settlement agrecment among the active parties in that proceeding, which
ig currently under consideration by a FPERC administrative law Zudge.

; 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 PIM area, subject to certain conditions.  This tariff
allows PPLL 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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In July 1998, the FERC accepted amendments to PP&L's market-based rate
tariff that permit PP&L to sell, assign or transfer transmission rights and
associated ancillary services. In October 1998, the FERC accepted a
proposed amendment to PP&L's market-based rate tariff to permit PP&L to
sell electric energy and/or capacity to its affiliates under specified
conditions. : '

In September 1998, PP&L filed its EGS Coordination Tariff with the
FERC. The EGS Coordination Tariff applies to entities licensed to serve
retail electricity customers under the Commonwealth of Pennsylvania's
retail access program. The purpose of the EGS Coordination Tariff is to
permit PP&L  to provide EGS's with certain FERC-jurisdictional services
which will facilitate the ability of EGS's to meet their obligations as
transmission customers and load-serving entities under the PJIM Open Access
Transmission Tariff and related agreements of the PJIM.

In September 1997, PP&L filed a request with the FERC 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 reguested that the new revenue regquiremept
take effect on November 1, 1997. In February 1998, the FERC accepted the
proposed rates, subject to refund, and set the amount of the decrease in
the revenue requirement for hearing. In October 1988, PP&L £filed a
settlement agreement among the active parties in that proceeding, which is
currently under consideration by a FERC administrative law judge.

Irn January 1998, the United States Department of Energy approved
PP&L's applicaticn for an export license to sell capacity and/or energy to
electric utilities in Canada. This export license allows PP&L to sell
either its own capacity and energy not required to serve domestic
obligations or power purchased from other utilities.

Reference is made to “Pennsylvania Activities® above for a discussion
of PP&L's new retail electric marketing subsidiary, PP&L EnergyPlus. PP&L
EnergyPlus filed an application with the FERC in September 1998 for
authority to sell electric energy and capacity at market-based rates, and
for authority to sell, assign or transfer transmission rights and
Tassociated ancillary services. The FERC has not yet ruled on PP&L
EnergvPlus's appllcatlon Also, in September 1998, PP&L filed a
notification of change in status with the FERC to report PP&L's affiliation
with PP&L EnergyPlus. Pursuant to FERC requirements, PP&L has filed a code
of conduct to govern its relationship with affiliates that engage in the
sale and/or transmigsion of electric energy

Year 2000 Computer Igsue

PP&L Resources and its subsidiaries utilize computer-based systems
throughout their businesses. In the year 2000, these systems will face a
potentzally serious problem with recognizing calendar dates. Without
corrective action, the most reasonably worst case scenario with respect to
Year 2000 issues could result in computer shutdown oOr erroneous
calculations causing less than optimal operation of the generating
stations; diminished ability to monitor, control and coordinate generation
with the transmission and distribution systems; and impact the operation of
various monitoring and metering equipment utilized shroughout PP&L. A
company-wide Year 2000 coordination committee was formed to raise the
awareness of the Year 2000 issue, share information and review the
progress. A seven-step approach was developed to achieve Year 2000
compliance by assessing and remediating the problem in application
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software, hardware, plant control systems and devices containing embedded
" microprocessors. The seven steps in the plan include awareness, inventory,
agsessment, remediation, testing, implementation, and corntingency planning.
PP&L Resources has also requested assurance from all critical suppliers and
business partners that they are in compliance with Year 2000 issues.

as of September 30, 1998, PP&lL Resources estimates that approximately
60% of the c¢ritical mainframe applications and approximately 70% of the
non-critical mainframe applications that will remain in production have
been determined as being Year 2000 compliant. It is anticipated that this
project will be completed on a timely basis, with all mission-critical
mainframe computer applications to be compllant by March 31, 1999 and all
mainframe computer systems to be fully Year 2000 compliant by mid—1999.

PP&L has contlngency p_ans to address issues such as blackouts on the
electrical grid, cold starts of generating facilities and disaster recovery
procedures for the computing environment. PP&L recognizes that additional
contingency plans are necessary and, as part of the seven-step remediation
process, is currently working on identifying additional contingency plans
- that may be needed.

In May 1998, the NRC issued a notification requirement under whict™
nuclear utilities are required te inform the commission, in writing, that
they are working to solve the Year 2000 computer problem. In addition,
nuclear utilities have until July 1, 1999 to inform the NRC that their
computers are Year 2000 compliant or to submit a status report summarizing
the on-going wavk pPp&l filed its written response to the NRC in August
1998. .

In July 1998, the PUC ordered an investigation to be conducted by the
Office of Administrative Law Judge “to accurately assess any and all steps
taken and proposed to be taken to resolve the Year 2000 compliance issue by
all jurisdictional fixed utilities and mission-critical service providers
such as the PIM." The PUC is requiring all jurisdictional utilities to
file a written response to a list of guestions concerning Year 2000
compliance; and that, if mission-critical systems cannot be made Year 2000
compiiant on or before March 31, 1999, to file a detailed contingency plan.
PP&L filed its written response to these questions in August 1998,

Based upon present asssessments, PP&L Resources estimates that it will
incur approximately $15 million in Year 2000 remediation costs. Through
September 30, 1998, PP&L Resources spent approximately $6 million in
remediation costs, which included assistance from outside consultants.
These costs are being funded through internally generated funds and are
being expeﬁsed as incurred.
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PP&L RESOURCES, INC. AND
PBE&L, INC. AND SUBSIDIRRIES

PART IX. OTHER INFORMATION

Item 1. Legal Proceedings

Reference is made to Notes to Financial Statements for lnformatlon
concernlng PP&L's restructuring under the Customer ChOlCe Act.

Reference is made to “Increasing Competition" in the Review of the
Pinancial Condition and Results of Operation for information concernlng
proceedings before the FERC.

The BEPA has issued an order to PP&L and 12 other parites (mainly
utilities) under Section 106 of Superfund requiring clean-up of PCBs at the
Metal Bank Superfund site near Philadelphia. PP&L ;nlt1311Y‘C0mplIEd with
the order by joining the owner/operator of the site in performing the
remedial design. However, the EPA  subsequently rejected the
owner/operator's design contractor, choosing the utility group's design
contractor instead. PP&L is negotiating with the utility group to jUTn
them in complying with the oxder.

 PP&L challehged, the DEP's right to collect air emission fees for

hazardous air pollutants (HAPs) from PP&L's coal-fired units and air

emission fees for emissions from PP&L's Phase I affected units from 1995
through 1999, (Phase I affected units are those units designated by the
Clean 2air Act, or which voluntarily opt into the requirement, to make
certain reductions in S0, and NO, emissions by 1995; all others must make

these reductions by 2000.) The EAPs emissions fees are approximately
5200,000 per vear. The emission fees for Phase I affected units from 1995
through 1899 are estimated at $1.6 million. PP&L. and the DEP have

finalized a settlement of this litigation, under which PP&L will pay
reduced fees for the Phase I units from 1595-1998 and will pay all HAPs
fees.

o Reference is made to PP&L Resources' and PP&L's Annual Reports to the

SEC on Form 10-K for the year ended December 31, 1997 regarding citations
issued by the U.8. Department of Labor's MSHA to one of PP&L's coal-mining
subsidiaries. In August 1998, the United States Court of Appeals for the
District of Columbia Circuit affirmed the ruling of the Mine Safety and
Health Review Commission in favor of the mine operator in the test case in
this matter. In September 1998, the Secretary of Labor moved to vacate and
dismiss all of the pending cases against mine operators, including the PP&L
subsidiary. MSHA has indicated that it intends to withdraw all of its
citations, which would conclude all of these pendlng cases against the mine
operators, including PP&L's subsidiary.

Item,ﬁ., Exhibits and Reports on Form 8=K-

ta} Exhibits

3(ii){a}) - Bylaws of PP&L Resources, Inc.
, 3{ii) (b) ~ Bylaws of PP&L, Inc. (amended to, among other things,
require shareholders to provide PP&L with at least 75 days advance

notice of an intent to nominate a director or submit a proposal for
consideration at a shareholder’s meeting) .

) 9
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1C{a) - Asset Purchase Agreement between PP&L Global, Inc. and

The Montana Power Company

1C (o) - Equity Contribution Agreement among PPR&L Resources, Inc.,
PP&L Global, Inc. and The Montana Power Company S

16 (¢} - Asset Purchase Agreement between PP&L Global, Inc. and
Portland General Electric Company '

10(d) - Equity Contribution Agreement among PP&L Resources, Inc.,
PP&L Global, Inc. and Porrland General Electric Company

10(e)y =~ Asset Purchase Agreement between PP&L Global, Inc. and
Puget Sound Energy, Inc.

10(f) ~ Eguity Contribution Agreement among PP&L Resources, Inc.,
PP&L Global, Inc. and Puget Sound Energy, Inc.

12 - Computation of Ratio of Earnings to Fixed Charges
- 27 - Financial Data Schedule
{(bbj Reports on Form §-K

Report dated June 29, 1998

Item 5. QOther Events

Information regarding the TBEW Local 1600's ratification of a new
four-year bargaining agreement with PP&L. ,

Report dated August 20, 1998

Trens 7. Financial Statements, Pro Forma Financial Information and
Exhibits

Computation of Ratio of Earnings to Fixed Charges

Report dated August 21, 1998

Itemr 5. Other Events

 Information regarding the acquisition of Penn Fuel Gas and the
PUC's Final Order approving the Joint Settlement Petition.

Repore dated September 28, 1998
Item 5. Other Events

Information regarding PP&L Global's acquisition of generating
assets and transmission resources of Bangor Hydro-Electric Company.
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GLOSSARY OF TERMS AND ABBREVIATIONS

AFUDC (Allowance for Funds Used During Construction) - the cost of equity
and debt funds used to finance construction projects that is capitalized as
part of construction cost. ‘
Atlantic -~ Atlantic City Electric Company

Clean Air Act {(Federal Clean Air Act Amendments of 1990} - legislation

enacted to address environmental issues including acid ra;n, ozone and
toxic air emissions

CrCc ~ Competitive transition charge

- Customer Choice Act ~ (Pennsylvania Electricity Generation Customer Choice
and Competition AaAct) - legislation enacted to restructure the state's
electric utility industry to create retail access to a competitive market
for generation of electricity

Delsur - Distributidora de Electricidad del Sur, an electrac distributipn
company in El Salvador ‘

DEP - Pennsylvania Department of Environmental Protection

District Court - United States District Court for the Eastern District of
Pennsylvania

DRIP (Dividend Reinvestment Plan) - program available to shareowners of
PP&L Resources' common stock and PP&lL preferred stock to reinvest dividends
in PP&L Resources' common stock instead of receiving dividend checks.

EGS - Electric Generation Supplier

EITF ~ Emerging Ilssues Task Force

Emel - Empresas Emel, S,Au, a Chilean electric distribution holding company
o !

Energy Marketing Center -  organization within PP&I responsible for
marketing and trading wholesale energy ,

EPA - Environmertal Protection Agency

FASB (Financial BAccounting Standards Board) - a rulemaking organization
that establlshes financial accounting and reporting standards.

FGD - Flue gas desulfurization equlpment installed at coal-fired power
plants to reduce sulfur dioxide emissions.

FERC (Federal Energy Regulatory Commission} - federal agency that regulates
interstate transmission and sale of elactrlc;ty and related matters.

HE.T. Lyons -~ H.T. Lyons, Inc., & PP&L Resouxces unregulated subsidiary
specralizing in heating, ventilating and air-conditioning.

IBEW - International Brotherhood of Electrical wOrkers

IS0 - Independent System Operator
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« ITC - Intangible transition charge
JCP&L - Jersey Central Power & Light Company

MoClure - McClure Company, & PP&L Resources unregulated subsidiary
spegializing in heating, ventilating and air-conditioning.

MSHA -~ Mine Safety and Health Administration

NO, ~ Nitrogen oxide

NPDES - National Pollutant Discharge Elimination System

NRC - Nuclear Regulatory Commission

NUG (Non-Utility Generator) -~ generating plants not owned by regulated
utilities. Tf the NUG meets certain criteria, its electrical output must
be purchased by public¢ utilities as reguired by PURPA.

PCB (Polychlorinated Biphenyl) - additive to o0il used in certain electrical
equipment up to the late-1970s. Now classified as a hazardous chemical. =

PECO - PECO Energy Company

Penn Fuel Gas - Penn Fuel Gas, Inc., a PP&L Resources regulated subsidiary,
specializing in natural gas distribution, transmission and storage
services, and the sale of propane.

PJy (PJM Interconnection, L.L.C.) - operates the electric transmission
network and electric energy market in the mid-Atlantic region of U.S.

PPEL - PP&L, Inc.

PP&L, - Capital Funding - PP&L Capital Funding, Inc., PP&L Resources'
financing subsidiary

 PP&L EnergyPlus - PP&L Energy Plus Co., a PP&l Resources subsidiary which
1s involived in retail electric marketing.

PPEL Global - PP&L Global, Inc., & PPEL Resources unregulated subsidiary
which invests in and develops world-wide power projects. ‘

PP&L Resources - PP&l Resources, Inc., the parent holding company of PP&L,
PP&L Global, PP&L Spectrum and other subsidiaries

- PP&L Spectrum - PP&LL  Spectrum, Inc., a PP&L Resources unregulated
subsidiary which offers energy-related products and services. :

PUC {Pemnsylvania Public Utility’Commission) -~ state agency that regulates
certain ratemaking, services, accounting, and operations of Pennsylvania
utilities

SEC - Securities and Exchange Commission

SER - Schuylkill Energy Resources, Inc.
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SFAS (Statement of Fln’:;al Accounting Standarg ~ ac:counting and
financial reporting rules issued by the FaSB, :

80, - Sulfur dioxide

Superfund - Federal and state legislation that addresses remedlatlon of
contaminated sites,

. SWEB - South Western Electricity plc, a British regional electric utility
company . '

Yedar 2000 - A set of date-~related problems that may be experler\ced by a
software system or appllcatlon
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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
py 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}

PP&L, Tnc.
(Registrant)

Date: lNovexber 12, 1998 _/s/ John R. Biggar
‘ ' John R. Biggaxr
Senior Vice President and
Chief Financial Officer
{PP&L Resources, Inc. and PP&L, Inc.)

/sf Joseph J. McCabe
Joseph J. McCabe
Vice President & Controller
(PP&L Resources, Inc. and PP&L, Inc.)
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COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
TMilliens of Dollars:

Exhibit 12

12 Months
Ended 12 Months Ended
September 30, December 31, o
19498 {a} 1997 - 109¢ 1§8% 1994 1993
Fixed charges, as defined:
Interest on long-term debt ... ... ... 5198 5196 $207 $213 $2314 8226
Interest on shoruv-rverm debt '
and cther Interest . ... i ieasennns 28 25 17 18- 18 13
Amorrizataion of debt discount, expense ,
and premium - net. ... R A 2 2 2 2 2 2
interest on ~apital lease obligations
Charged 6 CXRPENSEE . vy e r i 9 13 15 12 9
DABILELIZEE . h i ia e e ‘ 2 2 2 2z i 1
Evtimated interest component of '
ORETALING TERLALS .ot iven . vnn.n Cee 18 15 8 g 5 5
Prepertionate share of fixed charges
i St-percent-or-less-owned
PEESUNE . v e ivn s daviaavaenivnnsnnas 1 1 1 1 1 1
Total fixed charges ....... e §257 $250 $250 $258 5254 $257
Barnings., as defined:
HEt LNOOME o it cvnrsnsonasmisnasasss 5363 $286 $32% §32% §216 $314
Preferred and Freference Steck '
hividend Reguireménis, ..o, 0. whe e asn 26 24 28 28 28 34
Less undistribured incoine of less
than SG-pereent-owned persons ....... - - s - = -
: 389 320 357 351 244 348
Ady iGeduen) s ~ o ;
‘Federal income CAXeS . .u...icrisaeennnn 173 1es 189 185 198 163
SLALE INCOUME LBXESD W oy usavinecsons o 54 59 64 62 77 64
Detersed iRCOME TAXES . .ucrveeirvmnorsss 24 23 10 15 145} 22
Investment tax credit - het ... ....... {6) {103 (10} (1) {12) (14)
Income taxes on other income and S
GEdUILLONE » BT v v er v s v wrnsarnns s - (9] - 24 {38) {1)
Amcrtization f capitalized ~
interest on capital leases .........,. 2 2 4 5. g 12
Total fixed chazges as above
fexcluding capitalized interest
efi capital lease obligations) ....... 255 248 248 257 . 253 256
Total earnings ............. ... $896 $808  $862 5899 5636 $850
Ratic of earnings to fixed ‘
L O SN 3.49 3.23 3.45 3.47 0 2.70 ¢ 3.31

{a) Excluding extraordinary items.
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le E. Russaell Pg_, Ine

o i
Associate General Coungel Twa North Ninth Street VN
Tel. 610 774-4254 Fax 610.774 6726 Allentown, PA 18101-1179 “ “‘ q“ll:, " »°
E-mail; perusseli@paplcom Tel 610774 5151 A .
i htip./hwwa . ppl-inc.cony L4

HAND DELIVERED

December 14, 1998 r‘ﬁﬂ =
22
2k =

James J. McNulty, Esquire SE =

Secretary @ =
Pennsylvania Public Utility Commission 5 ol
North Office Building Z 3
North Street and Commonwealth Avenue <

Harrisburg, Pennsylvania 17105-3265

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-1105000F:0206 —

In Re: Pennsylvania Power & Light Company
Request for Section 33(a) Certification
Docke_t No. M-00940535

Dear Mr. McNulty:

Enclosed for filing in the two above-captioned proceedings are an ongi—

nal and three (3) copies of the "Amended Conditions to Approval of PP&L's Applica-
tion for Holding Company Structure.”

On October 20, 1998, PP&L, Inc, (‘PP&L" or the “Company") filed a
petition for amendment of the orders entered by the Pennsylvania Public Utility
Commission ("PUC" or the “Commission") in the two above-captioned proceedings.

- Inthose orders, the PUC adopted conditions for approval of PP&L’s application for a
- holding company structure and approval of PP&L’s request for certification under

Section 33(a) of the Public Utility Holding Company Act of 1935. The purpose of the
proposed amendments was to reflect the effects of deregulation of the electricity
generation market, including adoption of the Electricity Generation Customer Choice
and Competition Act, 66 Pa.C.S. Chapter 28, and the terms of the settlement of

- PP&L's restructuring proceeding filed pursuant to that Act.
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James J. McNulty, Esquire -2- | - December 14, 1998

On November 9, 1998, the Office of Consumer Advocate (“OCA”) filed
an answer to PP&L'’s petition. No other answers, protests or objections to the petition
have been filed. In accordance with Commission regulations, the OCA and the
Company engaged in extensive negotiations to determine if the OCA’s concerns
regarding PP&L’s petition could be resolved. As a result of these negotiations, the
OCA and the Company have agreed to nine amended conditions which supersede
and replace the conditions previously adopted by the Commission in the two above-
captioned proceedings. Based upon PP&L’s acceptance of these amended condi-
tions, the OCA has agreed not to oppose PP&L’s petition.

Accordingly, PP&L respectfully requests that the Commission approve |
these amended conditions on an expedited basis. Specifically, the Company
requests that this matter be considered by the Commlssaon at its Public Meeting of
December 17, 1998, ; ;

If you have any questions regarding this letter or the enciosed amended
conditions, please call.

Very truly yours

Paul E. Russell
Enclosures

cc:  The Hon. John M. Quain, Chairman
The Hon. Robert K. Bloom, Vice Chairman
The Hon. Aaron Wilson, Jr., Commissioner
The Hon. David W. Rolka, Commissioner
The Hon. Nora Mead Brownell, Commissioner
Barbara Bruin, Esquire :
Cheryl Walker Davis, Esquire
Alphonso Arnold, Esquire
Tanya J. McCloskey, Esquire
Bernard A. Ryan, Jr., Esquire
Charles F. Hoffman, Esquire



Amended Conditions to Approval of PP&L’s
Application for Holding Company Structure

Following are the amended cbnditioﬁsﬁ to the PP&L, inc. (‘PP&L") applica-
tion for a holding company structure ,‘that\h.ave been agreéd to by PP&L and the Ofﬁc_e
of Consumer Adv0cate' (“OCA;'). |

It is the intent of PP&L and the OCA that these conditions be applied pro-
spectively and in a manner consistent with the provisions of the Joint Petition for Full
~ Settlement of PP&L, Inc.’s Restructuring Plan and Related Court Proceedings approved

by the Penn.sylvénia»Pub!ic Utility Commission (*PUC” or the “Commissioﬁ") in its order
entered August 27, 1998, at Docket No. R-00973954 (*Joint Petition"). - ;

Further, it is the intent of PP&L and the OCA that these aﬁiehded condi-
tions sdpersede and replace the conditions adopted by the Commission in its order
entered February 10-, 1985, at Docket No, A-110500F ;206 and its orde‘r entered

April 22, 1996, at Docket No. M-00940535. " @@ RETE

DEC 15 1998

Bidding for Generating Capacity Resources

1. PP&L’s procurement of generating capacity resources from any

PP&L affiliate shall be governed by the applicable codes of conduct from ttg}a Joint Peti-

3

‘:_J N

tion at Docket No. R-00973954 and other apphcable codes of conduct, Commrssmn '

regulations and statutory requirements.
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Access to Records and Personnel

2. Upon request, PP&L will provide to the Commission and the OCA
access to the books, records, ofﬁcials and staff of affiliated companies involved in busi-
ness activities not regulated by thé PUC to the extent necessary for the PUC to perform
its regulatory oversight of PP&L.

PP&L will accept service in Allentown, Pennsylvania, of any
requests made pursuant to this provision. Further, in responding to such requests‘
PP&L will produce records and personnel in the Commonwealth of Pennsylvania.

PP&L does not waive its right to rafsé traditional discovery objec-

; tions to any requests under this provision including, but not limited to relevance and
privilege. Furthermore, before respond‘ing to any requests under this provision, PP&L
may require whatever protection it deems necessary to prohibit disclosure of proprietary

or confidential information.

Financial Statements and Reports

3. PP&L will provide the Commission and the OCA with annual state-
- ments éf intercompany tran‘sactions and all financial reports filed with the Securities and
Exchange Commission for PP&L énd PP&L Resources, Inc. (“Resources”).

Before providing any information under this provision, PP&L may
require whatever pmtection it deems nécessary to prohibit disclosure of ;’zroprietary,

- confidential or non-public information.
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Investments in Diversified Businesses

: When any investment (domestic or foreign) in a buéinéss not
requlated by kihe PUC equals or exceeds $200 million, PP&L shall report the naiure and
amount of the investment and the projected closing date to the Commission and the
OCA. Such notification shall occur no later than 15 days after ente,ring into agreements
regarding the investment. In addition, PP&L shall be SUbjﬂect to the f'oHoWing conditions: ,

(a)  PP&L shall not guarantee the debt or credit instruments of
eithér‘the holding company or any affiliated éompany not regulated by the PUC, unless
first approved by the PUC. |

(b)  PP&L utility property shall not be used to secure any loans
or credit instruments of the holding company or any affiliated company niot _tegulated by
the PUC, unless first approved by the PUC. | ‘

| (c) PP&L shall not provide’ loans for a stated term of one year or
more to the holding ¢ompany or any affiliated company not regulated by the PUC,

unless first approved by the PUC.

Cost of Capital and Rate of Retum

5. PP&L's cost of capital for retail ratemaking purposes shall not
reflect any risk increment associated with the risks of Resources or any affiliated com-
pany not regulated by the PUC. This applies to the cost of debt, cost of preferred stock,

the capital structure ratios and the cost of equity.



Transactions Between PP&L and its Affiliates

6.  PP&L will maintain accounting controls and other procedures for
aliocation of overhead and other costs of jointly-used assets br personnél. Such con-
trols and procedureskwill be designed to assure that PP&L will not bear any costs asso-
- ciated with the business aétiviﬁes of its affiliated companies which are not regulated by
‘the PUC.

7. PP&L will maintain pr‘icing protocols for determining transfer prices
between ulility operations and affiliated companies involved in business activities not
.re‘gu‘iated by the PUC. PP&L will provide for appropriate ratemaking recognition of all
after-tax proceeds from the sale of utility assets that have been kaHowed in PP&L’s retail
base rates. Further, PP&L will provide for appropriate ratemaking recognition of royal-
ties paid to PP&L kby its affiliated companies involved in 'bus'iness activities not ’regu~
lated by the PUGC for programs, etc., that were developed at ratepayers’ expense,

8. PP&L will maintain an organization and staffing plan which pro-

vides for adequate, efficient staffing of the utility business. PP&L will report transfers of

PP&.L staff to any of its affiliated companies annually to the Commission.

Continued PUC Jurisdiction Over PP&L

9. PP&L’s holding company structure does not affect PP&L’s existing
obligétion to comply with all provisions of the Public Utility Code, including Chapter 11
(relating to PUC approval of transfer of utility assets) and Chapter 21 (relating to PUC

approval of contracts between affiliated interests).



COMMONWEALTH OF PENNSYLVANIA

DATE: December 15, 1998

SUBJECT: A-110500F0206; M-00940535

TO: Office of Speciat Assistants
‘ Y "V Pz et wogen s gueee S,
,, | | | T\{@E\SET‘EJR
FROM: 6 James J. McNulty, Secretary LJ ‘ ~
N\l | ; DFC 151998

Appl lca'uon of Pennsylvania Power & Light Company for Approval, Pursuant
to Chapter 11 of the Public Utility Code of Certain Transactions in
Connection with the Ulility’s Establishment of a Holding Company Structure
Docket No. A-110500F0206

Pennsylvania Power & Light Company Request for Section 33(a) Certification
Docket No. M-00940535

Attached is a copy of the *Amended Conditions to Approval of PP&L's
Application for Holding Company Structure” of PP&L filed in connection with
the above docketed proceeding.

This matter is assigned ta your Office fof appmpriate action.
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Wwjz | AT ERATT R
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Pennsylvania Public Utility Commission J g

North Office Building -
P.0. Box 3265 DEC 22 1998
Harrisburg, PA 17105-3265

Re: - Application of Pennsylvania Power & Light Company
for Approval, Pursuant To Chapter 11 of the Public
Uulity Code of Certain Transactions in Connection
With the Establishment of A Holding Company
EEF Structure, .
Docket No. A-110500F.0206 -

In Re: Pennsylvama Power & Light Company’s
Request for Section 33(a) Certification,
Docket No. M-00940535

Dear Secretary McNulty:

The Office of Consumer Advocate (OCA) 18 in receipt of the "Amended Conditions
to Approval Of PP&1.’s Application for Holding Company Structure™ filed with the Commission
by Letter of PP&L, Inc. dated December 14, 1998. As noted by Mr. Russell in the Letter, PP&L
filed a Petition requesting an amendment of the conditions in light of the adoption of the Electricity
Generation Customer Choice and Competition Act, The OCA filed an Answer raising certain
concerns about PP&L’s proposed amendments. Subsequent to the filing of the OCA’s Answer, the

- OCA and PP&L engaged in negotiations to determine if the OCA’s concerns regarding PP&L’s
Petition for Amendment of the Conditions could be resolved. The ¢ “Amended Conditions” filed by
PP&L on December 14, 1998 reflect the result of these negotiations.

The OCA agrees that these amended conditions resolve the OCA’s concerns raised
in 1ts Answer to PP&L’s Petition. The OCA would request that the Commission approve these
“Amended Conditions” in any Order resolving PP&L’s Petition.

. - UUCUMENT
e , FOLDER
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James J. McNulty, Secretary
December 15, 1998
Page 2

If you have any questions regarding the “Amended Conditions™ or the OCA’s
position, please feel free to contact me at any time.

Sincerely,

Tanya ¥ Mc mkey %
Assistant Consumer Advocate

ce: Honorable John M. Quain, Chairman
Honorable Robert K. Bloom, Vice Chairman
Honorable David W. Rolka, Commissioner
Honorable Nora Mead Brownell, Commissioner -
Honorable Aaron Wilson, Jr., Commissioner
Barbara Bruin, Executive Director "
Cheryl Walker Davis. Director, OSA
Alphonso Arnold, OSA
Paul Russell, PP&L, Inc.
Bemnard A. Ryan, OSBA
Charles F. Hoffman, OTS



