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A Message From The Chairman 8.
The President
t the core of every com-

'any lies a set of values.

These values shape our character and, to a large extent, determine our chance for success.

How we perform is tied to our
ability to mold those values to
achieve specific goals. Neither
luck nor skill can guarantee
results, only a well-defined
purpose and plan.
Values, goals and a mission:

together these define who we
are and what we do. They are
so important, in fact, that they
need to be revisited regularly to
make sure our efforts remain
relevant and appropriate to the
tasks at hand.

Of all these items, values tend
to change the least. As a generation and transmission cooperative, Allegheny's core values
are reflected through its board
of directors, made up of individuals who are members of
the rural electric cooperatives
we serve.
By definition, we are memberdriven. This stands as our most
important value because it

requires that we respond to
the changing needs of our
member distribution cooperatives. And that response is vital
for our continued success—
especially in meeting the technical, regulatory and social

Last year, key Allegheny staff
and the board of directors met

challenges that are now
reshaping the electric utility
industry and redefining what it
means to provide electric

to review the organization's mis-

service.

sion and goals. The result was

Alston Teeter
Chairman

the formulation of a strategic
plan —a blueprint —to serve
as our guide for the next five
years. included in the strategic
plan is a list of corporate values,
a mission statement, as weil as
goals and objectives that we
need to pursue.

Changes provide the motivation to re-examine our goals
and objectives, because as the
industry changes, so do the
services and program needs of
our members. The other corporate values
a pledge of
quality, teamwork, and a

—

concern for safety and fairness
—reinforce our commitment
to our members'eeds as well
as to the communities and individuals they serve.
Like these values, Allegheny's

mission has not varied sign Tii-

cantly over the years.
Allegheny strives to provide
services that will allow our
members to continue their

t

efforts at providing reliable,
competitively priced electricity,
as well as the means to
improve the quality of life in
rural communities.

power market, for example,
has garnered enormous costsavings for our members and
positioned us to reap even
more benefits in the future.
Our early participation in load
management, real-time system
monitoring and other technological advances has produced
similar benefits. And our partici-

pation in the regulatory and
political processes that affect
our industry has both cut costs
and positioned us as a trusted
corporate citizen speaking on
behalf of our members.

ues to fulfillthe mission has.
That's why one of our objec-

Change is certain. That's why
Allegheny manages and monitors change just as closely as
we do our power supply and
delivery system. That attention

tives is a recognition that
strategic planning is a continu-

has powered our past success
and will help us meet the chal-

While neither our values nor

mission has changed over the
years, how we apply these val-

ous activity to be addressed
regularly.
It is this acceptance and antici-

pation of change that has
enabled Allegheny to ride the
crest of industry changes
instead of being outpaced by
them. Our entry into the bulk-

lenges to come —even those
beyond electricity.

William E. Mowatt
President

About Allegheny Electric
Cooperative, Inc.

A

llegheny Electric Cooperative, Inc.

provides wholesale power to the 14
rural electric cooperatives in Pennsylvania
and New Jersey. Allegheny's 14 member
distribution cooperatives in turn provide
electricity to more than 600,000 rural
consumers.

Allegheny is owned and controlled by the 14
distribution cooperatives, which govern its
activities. Each member cooperative has
one seat on Allegheny's board, ensuring
that Allegheny's actions will best serve the
consumer-members who depend on the
cooperatives for electricity.

RECORD SEITER:

The Susquehanna

Steam

Electric Station (SSES), a two-unit nuclear power

plant located near Berwick, Pa., experienced a banner
year in 1995. Both units had scheduled refueling
outages this year. The Unit 1 outage was completed In

March 1995 in 43 days; the Unit 2 outage was

completed In September in 39 days. Prior to the
planned outages, both reactors generated electricity

for 287 consecutive days, establishing a new world'
record for continuous operation for a two-unit boiling

water nuclear plant. Later in the year, the federal
Nuclear Regulatory Commission (NRC) ranked the

plant as one of the best-operated nuclear power

facilities in the nation. In its Systematic Assessment
of Licensee Performance, the NRC gave SSES the
highest possible rating in all four evaluation
categories for the review period of February 1994-

August 1995. SSES is jointly owned by Allegheny and
Pennsylvania Power & Light Company.

Allegheny's member cooperatives own and
maintain approximately12.5 percent of the
electric distribution lines in Pennsylvania,
covering nearly one-third of the state's land
area in 41 counties. These lines, an essential component of rural business and industry, represent one of the Commonwealth's
largest non-governmental investments in
ruralinfrastructure.

Beyond Electricity
nly change is certain.

'That's why Allegheny
Electric Cooperative, Inc.

periodically steps back to
evaluate the direction in

which it is headed. Such
self-assessment is necessary, we believe, because
shifting technical, business
and economic conditions
can quickly render today'
strategies obsolete or
ineffective.
Because Allegheny is a
generation and transmission
cooperative, our operational
decisions are shaped by the

needs of our 14 member
distribution co-ops. Those
needs, in turn, are driven by
the evoMng requirements
of the rural residents and
businesses that depend on
our member cooperatives
for their electricity.
And new needs continue to
develop and grow.
The reliable delivery of
affordable electricity
remains Allegheny's primary
focus. But it is not the only

service our member coops, or their rural consumers, require of us. As a
result, Allegheny and its

members provide much
more than just electricity.
We go beyond.
Some of the "value-added"
services we provide are
extensions of those traditionally offered by an elec-

—

tric utility flexible rate
structures needed to attract
and retain businesses, innovative power supply agreements to keep costs down
and transmission projects to
improve reliability and

Allegheny's 10th transmission project,

power delivery.

Since the majority of the line is routed

IMPROVED RELIABILITY:
the 10-mile, 69 kV ChapmanTamarack transmission line, was
energized on schedule October 17.

through state forest, Allegheny

For example, Allegheny's
newest transmission project

worked with the Pennsylvania Bureau
of Forestry to develop an acceptable

—the Chapman-Tamarack
line —
was energized this

agreement. As part of the agreement,

year. It connects a private

"mitigation" plantings were

power company source
near Renovo, Clinton
County, Pa., to a member
co-op delivery point in

established. Grasses and small grains

Tamarack, Pa. The 10-mile,
69 kilovolt (kV) line will
improve reliability to existing
co-op members in the area

line route and right-of-way license

were seeded along the right-of-way

for wildlife cover and feed; seedlings

will be planted in the spring of 1996
on adjacent strip-mined lands.

TIME-OF-USE: Under coincident
peak billing which became effective in
1994, member co-ops can buy power

from Allegheny for as low as 2.5 cents
per kilowatt-hour to serve large

commercial and industrial customers

that can control the times when they
use electricity. This gives Allegheny
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members real control over their

wholesale power costs
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them to offer competitive rates to
businesses and industries.
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allows them to both predict

and around Tamarack,
including a natural gas
pumping station.

Additions to the transmission network like this are

important because they
create the infrastructure
needed to foster business
development and bring new

jobs and opportunities to

and allocate resources to
serve particular member
needs. The CP rate struc-

ture and the benefits it
brings to the co-ops are
based on Allegheny's success in negotiating beneficial power supply arrangements with various private
power companies from
which it buys power.

rural areas.

To further strengthen our

competitive position,
Allegheny implemented a
coincident peak (CP) billing
structure that allows our
member co-ops to offer
competitive rates to businesses and industries. AII
savings are passed directly
to the co-ops as they

occui;
Under CP billing, member
co-ops can buy power from
Allegheny for as low as 2.5
cents per kilowatt-hour to
serve large commercial and
industrial customers that

can control the times when
they use electricity. This

gives our members real
control over their wholesale
control that
power costs

—

Allegheny generates
approximately 64 percent

of the power it delivers to its
members through operation of the Raystown
Hydroelectric Project,
William F. Matson

Jesse C. Tilton III stepped down from his

post as Allegheny president in October
1995.

During Tilton's nine-year tenure as

president, Allegheny's wholesale rates

Generating Station, a 21megawatt hydropower facil-

increased by only 05 percent per year.

ity located at Raystown
Lake and Dam in

$ 300 million of assets to its rate base,

Huntingdon County, Pa.,
and its 10 percent ownership of the Susquehanna
Steam Electric Station, a
two-unit, 2,200-megawatt
nuclear power plant in
Luzerne County, Pa.
Another portion of
Allegheny's power supply is
low-cost hydropower purchased from the New York

Power Authority (NYPA),
formerly known as the

During that time, Allegheny added about

assumed the full financial burden of its 10

percent ownership of the Susquehanna
Steam Electric Station and absorbed large

wholesale rate increases imposed by
private power companies.
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COMMUNITYRESOURCE:
When

it comes to economic development
and quality-of-life initiatives, rural

electric co-ops in Pennsylvania and New
Jersey are uniquely positioned as

community leaders. To further rural
development, the co-ops, with assistance

from Allegheny, established two revolving
loan funds in 1995. The Rural Electric

Community Assistance (RECA) Fund

provides low-interest loans to aid

community projects, such as helping local
libraries, fire companies and hospitals.
The Rural Electric Business Assistance
(REBA) Fund creates a "one-stop

shopping" situation attractive to small
businesses, removing the red tape and

other impediments a business

p( gi

deals with in landing development

loans on its own.

Power Authority of the State
of New York.

keting support, group-buying and help with financing
requirements. The indirect

This diverse and environ-

support is a natural product
of Allegheny's cost control
efforts and power supply

mentally benign power supply shields our members
from severe swings in energy prices such as the rate

strategy.

—

increases many utilities,
dependent on fossil fuelfired generation, have had

to implement to meet federally mandated clean air laws.

t

By successfully marketing
its power, for example,
Allegheny has saved

approximately $ 24 million
since 1990.

Allegheny's staff provides
assistance to its member
cooperatives in conducting
commercial and industrial
energy audits. These
audits help businesses get
the most from their energy
dollar. Allegheny also helps
fund low-cost financing for
new business start-up and
existing commercial
expansion.

All these efforts help our

member co-ops to be
competitive. But they also
serve to create a stable
environment that allows the
co-ops to expand services
they offer their members
beyond electricity.

Co-op programs that assist
consumer-members —like
energy audits, power conditioning and economic
development —are directly
and indirectly supported by
Allegheny. The direct support comes through mar-

We also offer training to private contractors and co-op
personnel on topics like
heat loss analysis and geothermal heat pump installation. Such education trans-

CONSUMER OUTREACH:

lates directly into a stronger
service industry, satisfied

Allegheny uses both direct and

consumers and increased

indirect means of supporting the

energy sales.

marketing objectives of its member
co-ops. Two of the ways this is done

And because our co-ops
are member-driven,
Allegheny is in constant
contact with our members
and indirectly with their

are articles on energy management

plus advertisements in the
Penn Lines, which
co-ops'ewsmagazine,

reaches 600,000 rural electric

consumer-members each month.

COMPETITIVE
CHALLENGES: There's been
a

lot of talk ln the electric utility
industry recently about retail

wheeling

—allowing retail electric
consumers, chiefly large

industries, to shop around for the

lowest-priced electricity. Allegheny
and its member co-ops believe

that efforts by big industries and

their allies to establish retail
wheeling will increase electric
rates for homeowners and small
businesses, pIus stifle rural

development initiatives. Instead of

retail wheeling, co-ops hold that
greater competition ln the now-

maturing wholesale power market

will produce significant costsaving benefits for all electric
consumers, not just a few

consumers to track and
predict changing needs.
These extra efforts are vital
because Allegheny and our
member co-ops are impor-

tant rural service providers.
In fact, one of the key provisions of our mission statement adopted during the
past year is "continuing to
serve as an advocate for
policies that benefit rural
citizens."

Our co-ops actively support
initiatives like distance learning, which uses telecommunications to connect rural

school districts, colleges
and universities, making it
possible for rural students
to enjoy enhanced educational opportunities. They
also organized a medical
link program to bring

advanced medical diagnosis to rural hospitals. And
they have promoted rural
economic development
projects that have already
created over 200 new jobs,
with many more to come.
Education, health, and
employment opportunities
like electricity, these are

the basic components that
add up to a quality of life
necessary for development
and growth.
Sixty years ago, rural elec-

tric co-ops set out to provide universal electric service. Today, thanks largely
to that effort, electricity is
available everywhere.

But the availability of reliable,
affordable electric power is

only one of the elements
necessary for communities
to prosper. The key element
is people. If the rural com-

munities we serve are to
grow and prosper, then
accessto education, health
and information services

must also be present.

POWER SALES:
That's why Allegheny is
about more than just electricity. We believe that
meeting the quality-of-life
needs of our members is as
critical as providing an
affordable and reliable supply of electricity. Both represent investments in the
future, with diVidends from
each continuing to grow.

—
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By successfully marketing its

power, Allegheny has saved

approximately S24 million
since 1990.

Sam Eckenrod

Secretary

Southwest
Central REC

0o

Alston Teeter
Chairman

Tri-County REC

e
~.

Harold Hines

Treasurer

Northw

EC

05

lowell Friedline
Vice Chairman

Somerset REC

OQ

David Cowan

Adams

o

EC

~

Wayne Hillegass

Bedtord REC

Robert Sterrett

James Henderson

Central

Sussex REC

EC

John McNamara

Ed Hoffman

Claverack REC

United EC

'iA.

John Ritchey

Harold Ritchey

New Enterprise REC

Valley REC

:. 'e

John Anstadt

David Turner

Sullivan County REC

Warren EC

Allegheny's

senior

management
periodically
re-examines
the
services and
program
needs
of its
member
cooperatives.
team

I

fVfanagement

philosophy is
based on
a pledge
of rtua/ity,
teamvvork
and a
concern for
safety and
fairness, all

of vvhich

reinforces
Allegheny's
commitment
to its
as vill
as to the
rural
communities
members'eeds

andindividuals
they serve.

Seated from
V.

~ L4+j

Bladen,

left,4urence

director of
finance and
administrative
services;
Anthony C,

Adonizio, vice

general
hiovvatt,

president

counsel;

VI'illiam

and
8.

president;
Frank Af.
Betley, vice
president;
and
Rob A.
Seide,
comm

director of
unicatlons.
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Summary of Operations

—Allegheny Member

Systems

Adams

Bedford

Central

Claverack

$ 33,123,467

$ 11,405,321

&20,425,665

$ 17,66S,522

&20,940,844

$ 7,700,774

&1 2,308,222

&6,544,676

$ 2,161,363

$ 5,425,010

&1,91 2.496

$ 461,462

$ 1,223,205

&264,531

$79,962

&164,180

&2,012.122

$ 399,150

&31,674,669
&1,448,798

New
Enterprise

Northwestern

SUMMARY OF OPERATIONS
Operating revenue

$ 3,623,419

$ 18,906,642

&9,929,487

&2,499,111

&11,953,894

$ 4,615,280

&1,274,010

&4,687,090

&162,000

&1,108.700

&1,267,879

$ 1,381,229
$ 258,919
$ 1,188,358

&1 0,802,711

&20,388,496

&17,373,273

$ 3,968,420

&19,137.819

($ 34 S,001)

(&231.177)

$ 104,826

&24,548

&195,876

$ 1,586,341

$ 682,346

$ 37,169
$ 187,345
$ 224,514

&292,249

$ 137,543

$ 602,610
$ 79,736

&397,075

(&320.453)

($ 35,301)

Total Utilyyplant

$ 64,173,200

$ 17,922,851

&45,909,450

$ 45,739,715

&3.453.565

&40,740,320

Less accumulated depreciation

$ 14,374,971

&4,720,671

$ 10,877,630

&11,258,500

&2,540,170

&49,798,229

&1 3,202,180

&35,031,820

&34,481,215

$ 8,044,131
$ 8,739,377

$ 2,189,848

&5,621,251

&4,044,436

&1.997.428

$ 5,372,861

&2,292,427

$ 913,395
$ 522,982
$ 327,409

$ 81,007
&40,899,085

&0
&l,763,786

OPERATING EXPENSES
Purchased power

Operations & maintenance
Depreciation
Taxes

Interest

Cost of FJoctrtc SerVee
Operating Margins
Non-operating margins

8

capital credits

Not margins

&33,299

&250,628

&0

&1,137,507

ASSETS

Not utility plant

Other property 8 investments
Current & accrued assets
Deferred debits

&11,2~

&29,51~
$ 5.369,333
$ 2.847,470

&105,897

$ 118,596

&7.484

$ 66,687,634

&17,508,052

&46,033,41 6

Margins 8 equities

&24,146,298

&7,700,967

$ 16,016,648

$ 13,501,685

Long-tenn debt
Current & accrued fiabi5tios
Other credits 8 reserves

&37,694,246

&7,877,200

$ 25,434,684

&22.1 22,687

$ 1,761,819
$0

&4,847,090

$1,792,219

&4,350,854

&5,240,531

&1,967

$0

$ 137,666

$ 231,230

&34,182

$0

&45,764

Total Uabifities

$ 66,687,634

$ 17,508,052

&46,033,416

&40,899,08S

$ 1,763,786

&38,480,502

1,177

2,988
22,505

2,503

387

2,426

8,117

16,175

3,109

17,506

8.0

7.2

11,869

10,584
185,291

Total assets

&748,194

&38,480,502

LIABILITIES
$ 14,996,178
$ 19.765,688
$ 3,672.872

OTHER STATISTICS
Miles of Uno

Consumers served
Consumers per mile

Kwh sold per consumer
Mwh sales
Annual revenue per consumer

Rant investment per consumer
Revenue per mile of fine

2,565
24,596
9.6
13,343

6.9

7.5

14,340

8,122

6.5
9,227

328,182

116,397

182,786

149,253

36,902

$ 1,347
$ 2,025

&1,405

$ 1,080

$ 294

&1,686

$ 9,690

$ 1,092
$ 2,132
$ 7.058

$ 1,165

&12,914

$ 908
$ 1,557
$ 6,836

$ 9,363

&7,793

&1,626

18

Southwest
Central

Somerset

Sullivan

Sussex

Trl-County

United

Warren

Valley

TOTAL

$ 14,441,189

$ 24,792,134

$ 4,502,808

$ 12,949,105

$ 16,079,272

&15,849,134

&19,315,918

&4,958,576

&218,038,172

$ 9,713,206
$ 2,485,372

&1 6,624,895

&2.732,499

&7,986,255

$ 4,545,168

&644,821

&1,097,362

&847,883

&1,067,268

&1,149,526

&166,848

$ 711,312

$ 179,848
$ 1,126,237

$ 322,932
$ 54,963

$ 1,147,389
$ 169/239
$ 722,088

$ 2,784,302
$1,561,924
$ 347,000
$ 58,627

$ 132,691,603

$ 985,198

$ 8,059,854
$ 4,282,378

$ 12,302,013

$ 4,274,917

$ 7,156,247
$ 3,028,459

&144,910

&12,530,033

$ 13,721,559

&23,303,259

$ 18,884,624
$ 431,294
$ 245,674
$ 676,968

&4,896,763

$ 2111890,688
$ 6,147,484
$ 1,829,680
$ 7,977,164

&306,540

$ 1,451,695
$ 842,485

&4,402,132

$ 13,326,769

&214,829

$ 33,471

N,334,016
&1 5>1 47,536

&1,337,429

$ 14,862,658

$ 4,543,895

&50,414,740
&1 2,873,273

$ 3,381,039

$ 719,630

$ 1,488,875

$ 931,736

&136,500

&l00,676
$ 26,756

($ 377,664)

$ 260,794
$ 980,424

$ 85,732

$128,007

$ 1,625,375

$ 127,432

($ 291,932)

&1,059,743

$ 986,476
$ 150,053
$ 1,136,529

$ 25,35?,251

$ 40,875,355

&11,792.643

$ 28,710,562

&41,992,530

&44,977,015

&43,045,319

&7,282,109

$ 3,861,994

$ 7,788,918

$ 9,633,805

&11.244,683

$ 12,264,844

$13,043,736
$ 4,127,623

&467,733,51 2

&6,457,105

$ 33,593,246

&7,930,649

$ 20,921,644

&32,358,725

&30,780,475

&8,916,113

&350,075,674

&5,981.942

&1,140,189

&6,178,007

$ 3,354,822

$ 3,627,744

&26,576

$ 1,074,319
$ 32,820

$ 4,496,919
$ 4,433,418

&1,586,180

$ 3,979,112
&40,049

$ 2,620,886
$ 3,640,819

$ 33,732,332
&4,895,827

&471,626

&43,594,349

$ 10,177,977

$ 27,327,494

$ 68,916
&42,324,819

&25,546

&27,739,463

($ 91,970)
$ 41,799,584

$ 58,130,791
$ 45,761,219
$ 1,778,886

$ 39,736,358

&11,674,051

$ 455,746,570

&12,833,911

$ 20,504,979
$ 19.492,173

&3,492,591

$ 8,743,615
$14,580,932

&1 4,51 5,695

&13,211,064

&21,908.363

&8,271,593

$ 81,605,406

$ 24,232,591

&15,107,350

$ 39,736,358

$ 2,710,296 &234,982,305
&37,237,686
$ 457,367
$1,921,173
$ 234,795
&455,746.570
11,674,051
$

$ 18,900,146
$ 5,438,860
$ 3,373,881

&700.132

&3,030,405

$ 202

$ 20,893

$ 26,430,914
$ 1.970,875
$ 711,966

&43,594,349

$ 10,177,977

$ 27,327,494

$ 41,799,584

$ 42,324,819

2,449

825

630

2,962

2,632

2.508

1,027

5,217

10,355

16,551

16,671

18,837

6.3

16.4

5.6

6.3

7.5

$ 5,895,699
$ 789,485

$ 103,891

&27,739.463

1,878

&0

$ 66,290
$128,103

$ 3,975,731
$ 27,216

&3,493,306

$13,637,845
$ 1.267,707

$ 144,145

&61,813

&2,347,277

$ 373,368

$ 117,657,838

1

26,957
200,694

12.383

12.127

7,702

10,369

7,852

7,379

9,866

8,603
8.4
4,974

151,167

245,500

40,181

107,371

129,955

123,009

185,837

42.788

2,024,619

$ 1,183

&1,225

$ 863

$ 1,251

$ 971

$ 951

$ 576

$ 1,086

&1,520

&2,020

$ 1,955

$ 2,023
$ 6,022

$ 1,025
$1,634
$ 7,702

12,208

6.5

&1,548

$ 7,690

20.244
8.3

$ 1,659

$ 10,123

$ 5,458

&20,554

&5.429
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7.4

10.088

$1,036

&1,744

&4,828

&8,088

Allegheny Electric Cooperative, lnc.—
Five-Year Comparative Statements of Operations
(in thousands)

1995

1994

1993

1992

1991

$ 684,880

&669,886
3,449

&651,983

$644,429

$ 632,559

2,641

7,691

14,214

11,496

3,981

6,901

11.762

4,511

7,847

TOTAL PLANT

691,502

680,236

671,436

663,154

651,902

Accumulated provision for
Depreciation 8 Amortization

221,876

200,983

184,785

167,818

154,581

469,626

479,253

486,651

495,336

497,321

4,742
4,053

4,818
4,057
2,473
7,895
456
19,982
20,432

ASSETS
Utaty Rant In Service
Construction Work in Progress
Nudear Fuel in Process

Non-UtiTity Property - Net
Investments In Associated Organizations
Notes Receivable from members
Other Investments
Other Non-Current Assets
Cash and Cash Equivalents
Accounts Receivable
Inventotles
Other Current Assets
Deferred Charges

A ASSETS
EQUITIES:
Memberships
Donated Capital
Patronage Capital
Other Margins and Equities
Net Unreallized Gains (Losses)

TOTAL EQUITIES

3,130
8,821

423
22,360
19,652

4,892
2,303

5,164

13,749

2,652
14,442

$ 553,751

$ 561,624

4,741

4,916

5,010

4,035
2,899

4,069
3,368
6,994
522

4,068
3,695
6,427
554

7.737

488
35,530
9,769
4,842
3,936

23,391

37,117

9,920
4,947
3,339

13,374

14,156

13,370

4,694
2,470
2,643

$ 574,784

&570,172

$ 577,373

&3

$3

&3

&3

38
35,722

51

51

51

'51

37,342

37,952

37,952

(8,909)
408

(14,338)

(12,154)

(23,561)

37,952
(25,937)

27.262

23,058

25,852

14,445

12.069

Long-Term Debt
Current portion of Long-Tenn Debt
Accents Payable and Accrued Expenses
Accounts Payabie to Members
Accrued Nuclear Decommissioning
Accrued Decontamination and
Decommissioning of Nudear Fuel
Deferred Income Tax Benefits from
Safe Harbor Lease
Other Defened Credits

477,295
12,933

490,192
12,092

496,411

504,127

513,218

11,348

13,645

11,535

11,883

12,237
12,887

11,550

369

285

11,081

302
9,720

10,686
4,475

8,551

7,165

6,020

3,288

3,502

4,150

8,383

9,194

11,454

1,681

9,969
4,442

10,711

1,605

7,215

6.676

TOTAL LIABILITIES

526,489

538,566

548,932

555,727

565,304

&553,751

$ 561,624

$ 574,784

&570,172

&577.373

&3

LIABILITIES:

TOTAL EQUITIES AND LIABILITIES

2,741

Operating Revenue - indudkng member sales

1995

1994

1993

1992

1991

$ 138,720

$ 139,465

$ I44,635

$ 133,438

$ 145,347

27,613

40,399

31,554

34,448

43,054

13,138

12,229
129
17,934
6,562

11,940

10,531

9,319

160

98
15,674

69
15,556

6,258
7,263

8,453

12,511

11,441

4,336
6,186

4,279
5,994

Operating Expenses:
Purchased Power
Transmission - Operation
Transmission - Maintenance
Production - Operation
Production - Maintenance

71

Depreciation
Taxes
Administrative and General

16,491

15,007

3.869
7,882

4,078
7,469

20,882
4,657
7,996
13,806
3,956
6,520

Total Operating Expenses

101,747

110,627

101,471

97,305

105,896

Operating Margins

36,973

28,838

43,164

36,133

39,451

Interest Expense
Other Deductions (income), net

34,064

34,921

(342)

38,465
(965)

41,277

591

34,086
(489)

2,318

(4,759)

8,585

(1,367)

(1,840)

(133)
1,803

Fuel

ting Income (Loss)

17,091

7,728
7,864

6,820

7,731

14

Non-operating IVlarglns:
Net Non-operating Rental Loss
Interest Income
Other

Net Margins
MEMBERS REVENUES (IN THOUSANDS)
Adams
Bedford
Central
Ciave rack
New Enterprise
Northwestern
Somerset
Southwest Central

(21)

(72)

1,152

2,840
924

3,657
794

($ 2,184)

&11,407

&2,376

&2.539

&20,508
8,094

&21,198

&19,370

$ 18,201

7,701

5,534

5,180

12,355

12,031

7,824
12,440

11,979

11,410

9,929
2,508

10,056

10,191

9,611

8,901

2,539

2,594

2,430

11,874

11,746

11,778

11I187

10,401

10,747

9,794

17.501

17,142

2 733
7,086

8,205

2,619
6,778
7,906

2,301
10,484
9,107
16,166
2,391

8,681

8,280

7,949

11,695

11,123

3,159

3,181

$ 127,484

$120,380

(118)

(177)

2,366
863

1,976
776

&5,429

$ 20,876

9,755
16,625

Suilllvan

2,781

16,929
2,739

Sussex
Trl-County
United
Vatey
Warren

7,159

7,119

8,057
7,998

8,190
8,473
12,200

TOTAL MEMBER REVENUES

2,784

2,966

12,420
3,072

$ 132,663

$ 133,991

$ 136,470

12,261

21

6,535
7,451

1995 Financial Review
The 1995 margins exceeded Allegheny's Times Interest Earned Ratio (TIER) target of 1.06 by yielding a
TIER of 1.15. This was primarily the result of lower interest costs and better than anticipated performance by the Susquehanna Steam Electric Station (SSES), coupled with lower operating expenses for
both SSES and the Raystown Hydroelectric Project.

FINANCING
Interest is Allegheny's single biggest expense. In 1995, it accounted for nearly 26 percent of total
costs. To help minimize interest costs, Allegheny has used a variety of financing options. These
include the use of tax-exempt Pollution Control Bonds (PCB), federal Rural Utilities Service (RUS)—
formerly Rural Electrification Administration insured and guaranteed loans, leveraged and Safe
Harbor leasing and the repricing of long-term Federal Financing Bank (FFB) debt.

—

POLLUTION CONTROL BONDS: Portions of the SSES pollution control facilities are financed by
tax-exempt variable rate PCBs issued through the Lehigh County Industrial Development Authority and
backed by irrevocable letters of credit from Rabobank Nederland. The average yield on these bonds
for 1995 was 3.85 percent.
RUS INSURED AND GUARANTEED LOANS: A blend of RUS insured and guaranteed loans
continues to make up the majority of Allegheny's debt. These loans are used to finance transmission
and load management projects and certain SSES capital additions.

LEVERAGED LEASE: The leveraged leasing of the Raystown Hydroelectr ic Project assists in
lowering the carrying cost of the project. Under the lease, Allegheny controls the placement of $ 18.9
million of lease debt. During 1995 this debt was placed at various maturities dates ranging from 30
days to 4 years.
CFC: In addition to loans of $ 4.2 million for load management and transmission facilities, CFC provides the financing for Allegheny's Locust Court Building headquarters.

TAXABILITY:Allegheny has a private letter ruling from the Internal Revenue Service providing for
the cooperative to remain taxable until an application is made to become a tax-exempt organization
again. Allegheny expects to have tax losses to carryforward to offset regular tax liability for the foreseeable future. Allegheny continues to be subject to the Alternative Minimum Tax (AMT) provisions of
the Internal Revenue Code. Allegheny believes that the tax liabilities arising from the AMTwill remain
negligible.

REGULATION: Unlike for-profit, investor-owned private power companies, Allegheny and its
member cooperatives are consumer-owned and non-profit. They are self-regulated by their consumer-members acting through a democratically elected board of directors and thus are not under
the jurisdiction of the Pennsylvania Public UtilityCommission or the New Jersey Board of Regulatory
Commissioners. However, RUS does review the cooperative's rate making and operating practices.
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Allegheny's board of directors are democratically elected. One director is selected from each of
Allegheny's member cooperatives. The board governs all policies, including the establishment of rates.
Board review of the rate making process and approval of each rate change ensures that the member

cooperatives pay a fair and reasonable price for electricity.

ALL-REQUIREMENTS CONTRACT: Each of the 14 cooperatives served by Allegheny has
entered into a Wholesale Power and Power Cost Pooling Contract, commonly referred to as an AllRequirements Contract. As a condition for approval of loans to Allegheny, RUS required Allegheny's
members to execute these contracts. All generation and transmission cooperatives borrowing money
from RUS are required to have substantially similar contracts signed by their member distribution cooperatives.

By signing this contract, Allegheny's member distribution cooperatives agree to purchase all their
power supply needs from Allegheny. They also agree to adjust their retail rates to meet all costs and
TIER requirements.

of Allegheny's member cooperatives executed an amendment to the original
1965 contract to cover Allegheny's purchase of 10 percent of the SSES. The amendment extended the
contract to December 31, 2025 to cover the life of the plant.
In January 1977, each

TERRITORIAL INTEGRITY: The Unincorporated Area Certified Territory Law of 1990, originally
signed into law in July 1975 and codified in 1990, assigns exclusive tenitories for all of Pennsylvania's
rural electric cooperatives and private power companies. The law states that each electric supplier has
the exclusive right and duty to provide service within its own territory.
This law helps avoid costly duplication of facilities, waste of materials and natural resources, plus
improves electric system efficiency. It also allows cooperatives to retain large loads such as businesses, factories and retail centers that move into co-op territory. These additional loads help the cooperatives, which primarily serve sparsely-populated areas, to moderate rates by spreading their costs over
greater sales.
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a professional services arm

Report of Independent Accountants
Board of Directors
Allegheny Electric Cooperative, Inc.
We have audited 'the accompanying balance sheets of Allegheny Electric Cooperative, Inc.
(Allegheny) as of October 31, 1995 and 1994, and the related statements of operations, equities,
and cash flows for the years then ended. These financial statements are the responsibility of
Allegheny's management.
Our responsibility is to express an opinion on these financial
statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards.
Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Allegheny Electric Cooperative, Inc. as of October 31, 1995 and 1994,
and the results of its operations and its cash flows for the years then ended in conformity with
generally accepted accounting principles.

One South Market Square
Harrisburg, Pennsylvania
January 23, 1996
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ALLEGHENY ELECTRIC COOPERATIVE, INC.

Balance Sheets
as of October 81, 1995 and 1994
(in thousands)

&

684,880

$

2,641
3,981

Less: accumulated depreciation and amortization

Other assets and investments:
Non-utility property, at cost (net of accumulated depreciation of
&2,481 in 1995 and $ 2,271 in 1994)
Investments in associated organizations
Notes receivable from members, less current portion
Other investments
Other non-current assets

Current assets:
Cash and cash equivalents
Accounts receivable, including accounts receivable from members of
$ 18,777 in 1995 and $ 19,498 in 1994
inventories
Other current assets
Deferred charges
Total assets

1994

1995

ASSETS
Electric utility plant:
In senrice
Construction work in process
Nuclear fuel in process

$

669,886
3,449
6 901

691,502
221.876

680,236
200,983

469,626

479,253

4,742
4,053
3,130
8,821

4,818
4,057
2,473
7,895

423

456

21,169

19,699

22,360

19,982

19,652

20,432

4,892
2.303

2,652

49.207

48,230

13,749

14,442

553,751

5,164

$

561,624

EQUITIES AND LIABILITIES
Equities:

Long-term debt, less current portion
Current liabilities:
Current portion of long-term debt
Accounts payable and accrued expenses
Accounts payable to members

Other liabilities and deferred credits:
Accrued nuclear decommissioning
Accrued decontamination and decommissioning of nuclear fuel
Deferred income tax benefits from safe harbor lease
Other deferred credits
Total equities and liabilities

3

3
38

Memberships
Donated capital
Patronage capital
Other margins and equities
Net unrealized gains (losses)

51

35,722.

37,342

(8,909)
408

(14,338)

27.262

23,058

477.295

490,192

12,933

12,092

11,535

11,883

369

302

24,837

24,277

11,081

9,720
3,502

3,288
8,383

&

9,194

1,605

1.681

24.357

24,097

553.751

&

The accompanying notes are an Integral part of the financial statements

561.624

ALLEGHENY ELECTRIC COOPERATIVE> INC.

Statements of Operations
for the years ended October 31, 1995 and 1994
(in thousands)

Operating revenue, including sales to members of $ 132,663
in 1995 and $ 133,991 in 1994

1995
&

Operating expenses:
Purchased power
Transmission - operation
Transmission - maintenance
Production - operation
Production - maintenance

1994

138,720

12,229
129
17,934
6,562

17,091

7,728
7,864

Depreciation
Taxes
Administrative and general

Operating margin before interest and other deductions

Interest and other deductions (income):
interest expense, net of allowance for funds used during
construction of $ 820 fn 1995 and $ 878 in 1994
Other deductions (income), net

6,820

16,491

15,007

3,869
7,882

4,078
7,469

101,747

110.627

36,973

28,838

34,064

34,086
(489)

591

34 555

Operating income (loss)

~335

2,318

Non-operating margins:
Net non-operating rental loss
interest income
Other

7

(4,759)

(118)

&

139,465

40,399

27,613
13,138
,71

Fuel

Net margin

$

(177)

2,366
863

1,976
776

3,111

2,575

5,429

$

The accompanying notes are an integral part of the financial statements

(2,184)

ALLEGHENY ELECTRIC COOPERATIVE, INC.

Statements of Equities
31, 1995 and 1994
(In thousands)

for the years ended October

~Mhmhh Shi S

Balance at October 31, 1993

$

3

Donated

Patronage

~CE Ital

~Ca Ital

$

$

51

37,952

Other
Margins
and
Ettulttes

$ 25,852

(2,184)

(2,184)
(610)

(610)

37,342

Balance at October 31, 1994

23,058

(14,338)

Change in unrealized gains
(losses), net

$

408

Balance at October 31, 1995

$

3

$

38

(1,633)

(1,620)

(13)

$

35,722

$

(8,909)

$

408

The accompanying notes are an integral part of the financial statements
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408

5,429

5,429

Net margin
Return of capital

Total

$ (12,154)

Net margin
Return of patronage capital

Net
Unrealized
Gains
~LossBS

$ 27,262

ALLEGHENY ELECTRIC COOPERATIVE, INC.
Statements of Cash Flows

for the years ended October

312

(in thousands)

1995 and 1994
1994

199S
Cash flows from operating actiVities:
Net margin
Adjustments to reconcile net margin to net cash provided by
operating activities:
Depreciation and fuel amortization
Amortization of deferred charges and deferred credits
Gain on sale of other investments
Increase (decrease) due to changes in operating assets
and liabilities:
Accounts receivable
Inventories
Other current and non-current assets
Accounts payable and accrued expenses
Accounts payable to members
'ther liabilities and deferred credits

8

5,429

&

22,742
(408)

20,375
(3,259)
(203)

(57)

780

(10,663)
(322)
1,337
(1,004)

272

403
(348)
67
1,361

(2,184)

17
1.119

.

30 241

5 213

Cash flows from investing actMties:
Additions to electric utility plant and non-utility property
(Purchase) redemption of investments in associated organizations
Payments received on notes receivable from members
Purchases of other investments
Proceeds from sale of other investments

(13,039)
4
(678)

(13,054)
(22)

(13,314)

12,853

(12,853)
12,898

Net cash used in investing actMties

(14,174)

(12.626)

(12,056)

~610)

(13,689)

(8.135)

Net cash provided by operating actMties

Cash flows from financing activities:
Proceeds from long-term debt
Payments on long-term debt
Return of capital

405

4,234

~1.633

Net cash used in financing actMties
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

$

(11,759)

2,378

(15,548)

19,982

35,530

22.360

8

The accompanying notes are an integral part of the financial statements
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19,982

ALLEGHENY ELECTRIC COOPERATIVE> INC.

Notes to Financial Statements

Summary of Significant Accounting Policies:
Business and Operations:
Allegheny Electric Cooperative, Inc. (Allegheny) is a rural electric cooperative utility established under the
laws of the Commonwealth of Pennsylvania. Financing assistance is provided by the U.S. Department of
Agriculture, Rural Utilities Service (RUS) formerly known as the Rural Electrification Administration (REA) and,
therefore, Allegheny is subject to certain rules and regulations promulgated for rural electric borrowers by
RUS. Allegheny is a generation and transmission cooperative, providing power supply to fourteen
owner/members who are rural electric distribution cooperative utilities providing electric power to consumers in certain areas of Pennsylvania and New Jersey.
Allegheny maintains its accounting records in accordance with the Federal Energy Regulatory Commission's
chart of accounts as modified and adopted by RUS.

Electric Utility Plant and Depreciation:
Electric utility plant is stated at cost, which includes an allowance for funds used during construction.
Depreciation for nuclear utiTity plant and production assets is provided on the modified sinking fund method
under the amended phase-in plan adopted to conform to Statement of Financial Accounting Standards No.

92, Regulated Enterprises - Accounting for Phase-in Plans (SFAS 92). Ihe straight-line method is used for
all other assets, except nuclear fuel. The cost of units of property retired or replaced is removed from utility
plant accounts and charged to accumulated depreciation.

Nuclear Fuel:
Nuclear fuel is charged to fuel expense based on the quantity of heat produced for electric generation.
Under the Nuclear Waste Policy Act of 1982, the U.S. Department of Energy (DOE) is responsible for the
permanent storage and disposal of spent nuclear fuel removed from nuclear reactors. Allegheny currently
pays to Pennsylvania Power 8 Light Company (PP8 L), co-owner of Susquehanna Steam Electric Station
(SSES), its portion of DOE fees for such future disposal services.

Cost of Decommissioning Nuclear Plant:
Allegheny's portion of the estimated cost of decommissioning SSES is approximately $ 37.8 million and is
being accrued over the estimated useful life of the plant. Decommissioning costs are included in rates to
the extent required to meet the funding schedule approved by the Nuclear Regulatory Commission (NRC).

As required by the NRC, Allegheny established a Decommissioning Trust Fund (Trust Fund B) which is
restricted for use to ultimately decommission SSES. In accordance with the NRC funding schedule, $ 1.3 million and $ 1.0 million was funded to Trust Fund B for the years ended October 31, 1995 and 1994, respectivemilly. Allegheny's Board of Directors has restricted as of October 31, 1995 and 1994, $1.3 million and $ 2.2
in
lion, respectively, of Trust Fund A for future payments to Trust Fund B. Trust Fund A and B are included

other investments.
Accrued nuclear decommissioning as of October 31, 1995 and 1994 was $ 11.1 million and $ 9.7 million,
respectively.

Allowance for Funds Used During Construction:
Allowance for funds used during construction represents the cost of directly related borrowed funds used
for construction of or additions to an electric utility plant. The allowance is capitalized as a component of the
cost of electric utility plant while under construction.
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Summary of Significant Accounting Policies, continued:
Investments in Associated Organizations:
Investments in associated organizations are camed at cost.

Preliminary Surveys:
Costs of preliminaiy surveys for potential development projects are recorded as deferred charges. If construction of a project results from such surveys, the deferred charges are transferred to the cost of the facilities. If a preliminary survey is abandoned, the costs incurred are charged to operations when the project is
determined to be abandoned.

Cash Equivalents:
For purposes of the statements of cash flows, Allegheny considers all highly liquid investments with an origior less when purchased to be cash equivalents. Cash equivalents are camed
at cost.
na! maturity of three months

Inventories:
Allegheny accounts for certain power plant spare parts using a deferred inventory method. Under this
method, purchases of spare parts under inventory control are included in an inventory account and then
charged to the appropriate capital or expense accounts when the parts are used or consumed.
Inventories are carried at the lower of cost or market value, cost being determined on the average cost
method.

Other Investments:
Effective November 1, 1994, Allegheny adopted Statement of Financial Accounting Standards No. 115,
"Accounting for Certain Investments in Debt and Equity Securities" (SFAS 115), which resulted in a change in
the method of accounting for debt and equity securities held for investment purposes. SFAS 115 was
adopted prospectively, and had no impact on 1995 earnings. Prior to November 1, 1994, Allegheny carried
debt securities at amortized cost and equity securities at the lower of aggregate cost or market value.
Allegheny has determined that the cumulative effect of implementation is immaterial.

Management determines the proper classification of debt and equity securities at the time of purchase. As
31, 1995, all securities covered by SFAS 115 were designated as available for sale. Accordingly,
these securities are stated at fair value, with net unrealized gains and losses reported as a separate component of equities. Realized gains and losses on sales of investments, as determined on a specific identification basis, are included in the statements of operations.

of October

Patronage Capital and Other Margins and Equities:
Allegheny had established an unallocated equity account, Other Margins and Equities, as a result of a
charge against income in connection with the adoption of Statement No. 92. This charge against income
was recorded as a deficiency in an unallocated equity account since the amount is not allocable to
Allegheny's members. All net margins recognized by Allegheny are required by RUS to be used to reduce
this deficiency.

Rates:
The Board of Directors of Allegheny has full authority to establish electric rates subject to approval by RUS.

Revenues:
Revenues from the sale of electricity are recorded based on billings to members and on contracts and
scheduled power usages, as appropriate.

0

Income Taxes:
Effective November 1, 1993, Allegheny adopted Statement of Financial Accounting Standard No. 109,
'Accounting for Income Taxes'SFAS 109). SFAS 109 requires recognition of deferred tax assets and liabilities resulting from the deferred tax consequences of temporary differences in recognition of assets, liabilities, income and expense for financial reporting and income tax reporting. The resulting deferred tax assets
and liabiiities are established based on enacted tax laws and statutory tax rates applicable to the periods in
which the differences are expected to affect taxable income. Allegheny has determined that the cumulative

effect of implementation is immaterial. Allegheny's future temporary differences result primary from the
financial statement and income tax recognition of depreciation expense and rental payments for safe harbor
leasing arrangements. The future deferred tax liability resulting from these differences would be fully offset
by the utilization of available net operating loss canyforwards.
Investment tax credits, other than those sold through the safe harbor lease arrangement, are accounted for
under the flow-through method whereby credits are recognized as a reduction of income tax expense in
the year in which the credit is utilized for tax purposes.

Utilization of Estimates:
The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those esti-

mates.

2.

Electric Utility Plant In Service:
Electric utility plant in service consists of the following as of October 31, 1995 and 1994:

Depreciation/
Amortization,
Lives/Rates

Nuclear UtilityPlant:
Production
Transmission
General plant
Nuclear fuel

Non-Nuclear Utility Plant

39 years
2.75%
3% - 12.5%
Heat production

3% - 33%

Total
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1994
1995
(in thousands)

$ 528,651

$ 524,730

45,616
847
102,200

42,963
836
93,855

677,314

7,566

662,384
7,502

$ 684.880

$ 669,886

3.

Susquehanna Steam Electric Station (SSES):
Allegheny owns a 10% undivided interest in SSES. PP&L owns the remaining 90%. Both participants provide their own financing. Allegheny's portion of SSES'ross assets, which includes electric utility plant in service, construction and nuclear fuel in progress, totaled $ 666 million and $ 656 million as of October 31, 1995
and 1994, respectively. Allegheny's share of anticipated costs for ongoing construction and nudear fuel for
SSES is estimated to be approximately $ 63 million over the next five years. Allegheny receives a portion of
the total SSES output equal to its percentage ownership. SSES accounted for 58.9% of the total kiIowatts
sold by Allegheny during 1995. The balance sheets and statements of operations refiect Allegheny's
respective share of assets, liabilities and operations associated with SSES.

4.

Investments in Associated Organizations:
Investments in associated organizations, at cost, consists of the following as of October 31, 1995 and 1994:

1995
1994
(in thousands)
National Rural Utilities Cooperative Finance Corporation
(CFC) Subordinated Term Certificates, bearing interest
from 0% to 5%, maturing January 1, 2014 through

October

1,

2080

$

National Rural Utilities CFC Capital Term Certificates

3,859

$

184

3,859
175

Other

23

$

4,053

$

4,057

Allegheny is required to maintain these investments pursuant to certain loan and guarantee agreements.

5.

Notes Receivable From Members:
Notes receivabie from members arise from the lease of load management equipment to the member
cooperatives. Such notes bear interest at a variable rate (5.375% arid 5.180% as of October 31, 1995 and
1994, respectively) and mature at various dates through March 31, 2009.
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6.

Other Investments:
Other investments consist of the following as of October 31, 1995 and 1994:

1995 (In thousands)
Gross
Gross
Unrealized Unrealized
Losses
Gains

Cost
Decommissioning Trust Fund A:
Money market funds
U.S. Government securities
Common stocks

Fair
Value

11

11

52

52
1.275

$

1,338

340

~$

23

1,592

340

~23

1,655

NRC mandated Decommissioning
Trust Fund B:

Money market funds
U.S. Government securities
Corporate bonds
Common stocks

66
3,998
885

77
3

250

23

5,199

103

66
4,070

(5)

~7

888
266

~12

5,290

Debt Service Reserve Fund:
U.S. Government securities

1,800

1,800

Accrued interest receivable

76

76

&

8.413

$

443

~$

35

$

8,821

6.

Other Investments, continued:
1994 (in thousands)
Gross
Gross
Unrealized Unrealized
Gains
Losses

Cost
Decommissioning Trust Fund A:
Money market funds
U.S. Government securities
Corporate bonds
Common stocks

$

111

599
54
1,409

Fair
Value

$

111

577

(22)

~60
~63

53

(1)

3

2.173

146
146

1,495

2,236

NRC mandated Decommissioning
Trust Fund B:

Money market funds
U.S. Government securities
Corporate bonds

44
3,653

~4

(103)

168

3,865
Debt Service Reserve Fund:
U.S. Government securities

44
3,550
164

3,758

(107)

1,788

Accrued interest receivable

1,788

69

$

7,895

$

146

$

(190)

$

7,851

Proceeds from sales of securities available for safe were approximately $ 12,853 in 1995. Gross realized
gains and losses on such sales were not material.
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T.

Deferred Charges:
Deferred charges consist of the following as of October 31, 1995 and 1994:

1994

1995

(in thousands)
Unamortized FFB debt repurchase premium
Accrued decontamination and
decommissioning of nuclear fuel
Low-level radiation waste facility costs
Safe harbor lease closing costs
Preliminary surveys

$

$

9,318

$

9,849

3,561

3,770

599
206
65

599

13,749

218

6

$

14,442

8.

Long-Term Debt:
Long-term debt consists principally of advances under mortgage notes payable for electric utility plant to
RUS and to the United States of America acting through the Federal Financing Bank (FFB) and guaranteed
by RUS. Substantially all of the assets of Allegheny are pledged as collateral. Long-term debt consists of
the following as of October 31, 1995 and 1994:

1995

1994

(in thousands)
Advances under mortgage notes payable to FFB at interest
rates varying from 5.2% to 10.298% in 1995 and
4.550% to 10.734% in 1994, due in varying amounts
through 2024.

$ 449,072

$ 460,358

25,200

25,700

Mortgage loan payable to CFC in various quarterly
installments, including interest through January 2015.
Variable rates ranged from 5.60% to 6.60% in 1995 and
4.1% to 5.6% in 1994.

1,823

1,865

Notes payable to CFC in various quarterly installments,
including interest through October 2019. Variable
rates ranged from 5.60% to 6.60% in 1995 and 4.10%
to 5.60% in 1994.

4,223

4,278

5% mortgage notes payable to RUS due in varying amounts
through 2019.

9,910

10,083

490,228

502,284

12,933

12,092

$ 477,295

$ 490,192

Pollution Control Revenue Bonds, payable semiannually,
including interest through 2014. Vanable rates ranged
from 2.95% to 5.40% in 1995 and 1.75% to 3.60% in 1994.

Less current portion
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8.

Long-Term Debt, continued:
Allegheny has the option on advances under long-term mortgage notes payable to FFB to elect (subject to
RUS approval) a short-term interest rate with an interim maturity date of two years after the date of the
advance. At the date of the advance or on the maturity of an interim advance, Allegheny may atso designate that it desires a long-term interest rate with a long-term maturity up to a maximum of 34 years from
the end of the calendar year in which the note was issued. As of October 31, 1995 and 1994, Allegheny had
elected short-term interest rates with interim maturities on advances under these mortgage notes payable

to FFB of $ 53.9 million and $ 55.2 million, respectively. The remaining advances under mortgage notes
payable to FFB have previously been converted to long-term interest rates and maturities. As of October
31, 1995, Allegheny had $ 53.9 million of advances which are scheduled to mature and have interest rates
reset within one year. Allegheny intends to roll these advances over for additional two-year periods or to
extend them to long-term maturities, in accordance with the mortgage agreement.
Allegheny had previously executed a three-party agreement modifying promissory notes with FFB and RUS
resulting in a one-time reduction of the interest rates on certain advances made to Allegheny by FFB under
the original mortgage notes. Total outstanding advances modified under the agreement amounted to
$ 122.0 million. Under terms of the agreement, Allegheny was required to pay a repurchase premium, as
calculated by RUS, of $ 9.7 million. This premium was recorded as a deferred charge and is being amortized
over the remaining term of the advances modified by the agreement.
Effective May 13, 1994, Allegheny executed another three-party agreement modifying promissory notes
with FFB and RUS resulting in a one-time reduction of the interest rates on additional advances made to
Allegheny by FFB under the original mortgage notes. Total outstanding advances modified under the
agreement amounted to $ 9.4 miIIion. Under the terms of the agreement, Allegheny was required to pay a
repurchase premium, as calculated by RUS, of $ 1.2 million, which was added to the debt outstanding. This
premium was recorded as a deferred charge and is being amortized over the remaining term of the
advances modified by the agreement. The assumption of additional debt is considered a noncash tra'nsac-

tion and, accordingly, is not reflected in the statements of cash flows.

Long-term Pollution Control Revenue Bonds (Bonds) were issued by an industrial development authority on
Allegheny's behalf. The Bonds are subject to purchase on demand of the holder and remarketing on a
"best efforts'asis until the Bonds are converted to a fixed interest rate at Allegheny's option. If a fixed
interest rate is established for the Bonds, the Bonds will cease to be subject to purchase by the remarketing
agent or the trustee. The Bonds are collateralized by irrevocable letters of credit from Rabobank Nederland
which are backed by a five-year credit facility in the event the bondholders tender the Bonds prior to the
conversion to a fixed interest rate and the Bonds cannot be remarketed. The stated amount of the letters
of credit are equal to the amount of outstanding Bonds plus an amount equal to sixty-five days'nterest
accrued on the Bonds at 12%. The indenture agreement contains various redemption provisions with
redemption prices ranging from 100% to 103%. Included in other investments, at both October 31 1995 and
1994, are $ 1.8 million of investments which relate to a debt service reserve fund required under the Bond
~

indenture.
Future maturities of all long-term debt for the next five years are as follows (in thousands):

1996
1997
1998
1999

2000

0«

$
$
$
$
$

12,933
12,11 4
14,805
15,565
16,231

8.

Long-Term Debt, continued:
'ihe above maturity schedule reIIects management's intent to convert advances under mortgage notes
payable to FFB with interim maturity dates to long-term debt.
Allegheny is required by mortgage covenants to maintain certain levels of interest coverage and annual debt
service coverage. Allegheny was in compliance with such requirements as of October 31, 1995 and 1994.
Certain of Allegheny's long-term debt is at variable interest rates and is therefore subject to various market
and interest rate fluctuations.
During 1995 and 1994, Allegheny incurred interest costs of $ 34.9 million and $ 35.1 million, respectively, of
which $ 0.8 million and $ 0.9 million, respectively, was capitalized as part of the construction of the electric
utility plant. Interest paid, net of amounts capitalized, was $ 34.3 million and $ 34.2 million, respectively.

9.

Deferred Credits:
Deferred credits consists of the following as of October 31, 1995 and 1994:

1995
1994
(in thousands)
Raystown lease gain
Deferred compensation arrangement with PREA

$

1,565

$

40

$

1,605

1,620
61

$

1,681

10. Income Taxes:
As of October 31, 1995, Allegheny had available nonmember net operating loss canyforwards of approximately $ 210.8 million for tax reporting purposes expiring through 2009 and investment tax credit canyforwards of approximately $ 22.1 million expiring through 2004. Allegheny also had net operating loss canyforwards attributable to member activities of approximately $110.5 million for tax reporting purposes which may
be canied forward indefinitely.

11.

Related Party Transactions:
Allegheny has an arrangement with an affiliated organization, Pennsylvania Rural Electric Association (PREA),
under which PREA provides Allegheny with certain management, general, and administrative services on a
cost reimbursement basis. Total costs for the services provided for the years ended October 31, 1995 and
1994 were approximately $ 5.8 million and $ 5.1 million, respectively.
Allegheny leases office space to PREA under a year-to-year lease. Rental income was approximately
$ 60,000 for the years ended October 31, 1995 and 1994.

12. Commitments and Contingencies:

Insurance:
Allegheny and PPB L are members of certain insurance programs which provide coverage for property
damage to members'uclear generating plants. Allegheny's portion of the facilities at SSES is insured
against property damage losses up to $ 300 million under these programs. Allegheny is also a member of
an insurance program which provides coverage for the cost of replacement power during prolonged outages of nudear units caused by certain specified conditions. Under the property and replacement power
hsurance programs, Allegheny could be assessed retrospective premiums in the event the insurers'osses
exceed their reserves. The maximum amount Allegheny could be assessed under these programs during

the current policy year is $ 0.8 million.
Allegheny's public liability for daims resulting from a nuclear incident is currently limited to $ 892.0 million
under provisions of the Price-Anderson Amendments Act of 1988 (Act), which extended the Price-Anderson
Act to August 1, 2002. Allegheny is protected against this potential liability by a combination of commercial
insurance and an industry retrospective assessment program.

of a nuclear incident at any of the facilities owned by others and covered by the Act, Allegheny
could be assessed up to $ 15.1 million per incident, but not more than $ 2.0 million in a calendar year.
In the event

Safe Harbor Lease:
Allegheny previously sold certain investment and energy tax credits and depreciation deductions pursuant
to a safe harbor lease. The proceeds from the sale, including interest earned thereon, have been deferred
and are being recognized on the statements of operations over the 30-year term lease. The net proceeds
and related interest were required by RUS to be used to retire outstanding FFB debt.

Under the term of the safe harbor lease, Allegheny is contingently liable in varying amounts in the event the
lessor's tax benefits are disallowed and in the event of certain other occurrences. The maximum amount
for which Allegheny was contingently liable as of October 31, 1995 was approximately $ 15.4 million.
Payment of this contingent liability has been guaranteed by CFC.

Litigation:
of business, there are various claims and suits pending against Allegheny. In the opinion of Allegheny's management, the amount of such losses that might result from these claims and suits, if
any, would not materially affect the financial position or results of operations of Allegheny.
In the normal course

Settlements:
a settlement of $ 3.5 million in cash. Allegheny recorded the $ 3.5 million
cash settlement as a deferred credit and was recognized as income over the three years ended October
31, 1995. In addition, Allegheny will receive $ 4.5 million through noncash discounts on purchases of capital
equipment, of which, $ 3.5 million was utilized as of October 31, 1995.
In May 1992, Allegheny received

13. Sale/Leaseback

Arrangement:

Allegheny previously completed a sale and leaseback of its hydroelectric generation facility at the Raystown
Dam (the Facility). The Facility was sold to a trustee bank representing Ford Motor Credit Company (Ford)
for $ 32.0 million in cash. Under terms of the arrangement, Allegheny is leasing the Facility from Ford's
trustee for an initial term of 30 years. Payments under the lease are due in semi-annual installments which
commenced January 10, 1989. At the end of the 30-year term, Allegheny will have the option to purchase
the Facility for an amount equal to the Facility's fair market value or for a certain amount fixed by the transaction documents (determined by 1988 appraisal of the then foreseeable residual value at the end of the
lease term), whichever is less.
Allegheny also has the option to renew the lease for a five-year fixed rate renewal and three fair market
renewal periods, each of which may not be for a term of less than two years. Payments during the fixed
rate renewal period are 30% of the average semi-annual installments during the initial lease term. Allegheny
will retain co-licensee status for the Facility throughout the term of the lease. The gain of $ 1.9 million related
to the sale is being recognized over the lease term in the same proportion that the annual rental payments
relate to total rental payments. The unrecognized gain is recorded in deferred credits.

The payments by Allegheny under this lease were determined in part on the assumption that Ford will be
entitled to certain income tax benefits as a result of the sale and leaseback of the Facility. In the event that
Ford were to lose ail or any portion of such tax benefits, Allegheny would be required to indemnify Ford for
the amount of the additional federal income tax payable by Ford as a result of any such loss.

The leaseback of the Facility is accounted for as an operating lease by Allegheny. As of October 31, 1995,
future minimum lease payments under this lease, which can vaiy based on the interest paid on the debt
used by Ford to finance the transaction, are estimated as follows (in thousands):

1996
1997
1998
1999

$

2,237
2,078
2,361
2,361
2,361

2000
Thereafter

43,654

Total minimum lease payments

$

55,052

The future minimum lease payments shown above are for the initial lease term and the five-year renewal
period. These payments are based on an assumed interest rate of 8.8% and may fluctuate based on differences between the future interest rate and the assumed interest rate.
Rental expense for this lease totaled
1995 and 1994, respectively.

$ 1.9 million and $ 1.8 million for each of the years ended October

31,

14. Concentrations of Credit Risk:
Allegheny is comprised of member rural electric cooperatives, whose operations are located in Pennsylvania
and New Jersey. The member cooperatives'rimary service areas are small communities located throughout much of rural Pennsylvania and New Jersey.

Allegheny's investments are invested in a variety of financial instruments. The related values as presented in
the financia statements are subject to various market fluctuations which include changes in the equity markets, interest rate environment and the general economic conditions. Allegheny's credit losses have historically been minimal and within management's expectations.

16. Government Regulations:
The Energy Policy Act of 1992 established, among other things, a fund to pay for the decontamination and
decommissioning of three nuclear enrichment facilities operated by DOE. A portion of the fund is to be collected from electric utilities that have purchased enrichment services from DOE and will be in the form of
annual special assessments for a period not to exceed more than 15 years. The special assessments will
be based on a formula that takes into account the amount of enrichment services purchased by the utilities
in past periods.

Allegheny has previously recorded its share of the liability in connection with PP8 L's recognition of the liability
in the accounts of SSES. Allegheny's share of the liability is $ 4.4 million which will be paid over a period of 15
years. Allegheny recorded its share of the liability as a deferred charge which will be amortized to expense
over 15 years consistent with the ratemaking treatment.

16. Fair Value

of Financial Instruments:

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments:

Cash and Cash Equivalents:
The carrying amount reported approximates fair value because of the short maturity of these financial
instruments.

Other Investments and Investments in Associated Organizations:
The fair value of other investments are estimated based on quoted market prices. Fair values of investments in associated organizations approximates their carrying amount.

Notes Receivable from Members:
The carrying amount of Allegheny's notes receivable from members, which primarily relate to sales-type
leases, approximates fair value because the notes bear a variable rate of interest which is reset on a frequent basis.

16. Fair Value of Financial Instruments, continued:

Long-Term Debt:
The carrying amount of Allegheny's variable rate long-term debt approximates fair value. The fair value of
Allegheny's fixed rate long-term debt is estimated using discounted cash flows based on current rates
offered to Allegheny for similar debt of the same remaining maturities.

Summary of Fair Values:
The estimated fair values of Allegheny's financial instruments at October 31, 1995, are as follows
(in thousands):

Cash and cash equivalents

Other investments
investment in associated organizations
Notes receivable from members

Long-term debt

42

Carrying
Value

Fair
Value

$ 22,362
8,410
$
4,053
$
3,789
$
$ (490,228)

$ 22,362
8,818
$
4,053
$
3,789
$
$ (494,582)

