


In contrast to the previous two
vears, in which earnings declined,
this past year showed an increase of
$6.2 million in net earnings for
common stock over 1978.

Th Two basic reasons for this

e year marked improvement were the

o « positive effects of the rate increase

ln prOflle of $23.3 million which went into
effect September 1, 1978, and
continuing and successful efforts
to constrain expenses at every level
of Company operations.

Increases in kilowatt-hour sales
were also positive factors in the
improved picture. Kilowatt-hour
sales showed a 2.9 percent rise over
1978 figures. This, plus the full
year of revenue from the already
noted rate increase, produced a 25.1
percent improvement in electric
sales revenues. Total operating
revenues were $145.3 million,

While they did not affect 1979
earnings, decisions made by the
Central Area Power Coordination
{CAPCO) group in January 1980
will reduce our financing burden
and have a positive effect on our
financial strength over the next
several years.

CAPCO terminated programs
involving the future construction of
four nuclear generating units and
delayed the scheduled completion
of two nuclear units which are
already under construction in
which the Company has an owner-
ship interest.

We and the other four companies
in CAY CO remain convinced that
nuclear energy is a safe, economical

COVER. On October 21, 1879 Thomas
Edison produced the world’s first
successful incandescent electric light. This
glowing filament from a replica of that
light symbolizes the industry’s observance
of the Centennial of Light during 1979
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and environmentally superior
method of generating electricity.
Unfortunateiy, the increase in
regulatory and political uncertain-
ties following the accident at Three
Mile Island made it highly advisable
for us to reduce the level of our
heavy financial commitment to this
energy source.

These decisions were not made
without risk, for they will affect
the supply of electricity in the
future. Reliability of electric service
to customers may be particularly
affected in the 1990s. A more
complete discussion of CAPCO
construction schedule changes
appears later in the report.

In June 1979 the Company sold
$20 million in first mortgage bonds
to finance construction programs.
Approximately $6 million principal
amount of pollution control notes
were issued by the Company in
April corresponding to a like princi-
pal amount of pollution control
bonds sold by industrial develop-
ment authorities, the proceeds
being used to pay part of the cost
of the pollution control equipment
at the New Castle Power Plant and
the Bruce Mansfield Plant.



Financing plans during 1980
include a private sale of $22 million
of first mortgage bonds (10.9%
Series) to a group of insurance
companies and a private sale of $10
million of 10.5 percent preferred
stock to a single insurance com-
pany. Late in the year we plan to
sell to our parent company, Ohio
Edison, 340,000 shares of common
stock (par value $30, total $10.2
million). Approximately $2 million
will be obtained through the
issuance of a pollution control note
in the summer of 1980. A portion
of this total of $44.2 million was
used March 1, 1980 to retire at
maturity $3 million of first mortgage
bonds (2-3/4% Series). The
remainder will be used for new
construction and improvement of
existing facilities. Approximately
$59.6 million has been budgeted
for such work in 1980.

As noted earlier, our present
financial health is somewhat better
than that of the previous two years.
But inflation continues its nagging
process of erosion, rising 25
percent since the test year which
was used as we sought the rate
increase mentioned above. That test
year was for the 12 months ended
July 31, 1977. Thus we have

Highlights

Total operating revenues were
$145.3 million, a 22.01%
increase.

On July 16, 1979, a new
system peak load of 554,000
kilowatts was recorded and on
August 1 this mark was
equalled.

applied to the Pennsylvania Public
Utility Co.nmission for an $18
million increase in rates. Application
for the increase was filed

January 16, 1980, to become
effective for all retail customers on
and after March 17, 1980. On
February 15, 1980 the Commission
suspended the increase pending
further proceedings.

The Company’s first mortgage
bond ratings have not changed.
Moody'’s presently gives us a Baa
rating on our first mortgage bonds,
while Standard & Poor’s gives us an
A rating.

Meeting air and water pollution
control requirements has been a
most challenging problem for the
past several years. The problem re-
mains with us, even though our
total estimated expenditures over
several years amount to $61 million
or more for air and water quality
and other environmental require-
ments. One of the most difficult
problems involves sulfur dioxide

emissions at our New Castle Power™ ~

Plant. A continuing series of meet-
ings with representatives of the
Pennsylvania Department of
Environmental Resources (DER)
has sought solutions to this issue.

Industrial kilowatt-hour sales
reached 1.9 billion, showing
an increase for the fourth
consecutive year.

CAPCO group terminated
plans to build four nuclear
generating units in major
construction cutback.

Average annual use per resi-
dential customer was 7,626
kilowatt-hours, a drop of 53
kilowatt-hours, first year since
the early 1930s to show a
decrease in average annual use.

At the present time we are awaiting
that agency’s response to certain
proposals suggested as solutions by
the Company. More detailed
information concerning this impor-
tant matter and other matters in
litigation appear later in this report.

The Company iost a valued
member of its board when Wesley S.
Hodge, director since 1965, died
July 4, 1979. We shall miss his
counsel, his experience as a business
and industrial leader and his
friendship.

John R. White, chairman of the
board since 1975, elected to take
early retirement effective
December 31, 1979. The past five
years have been among the most
difficult in the history of the utilit
industry and we are grateful for his
effective leadership.

While columns of statistics and
rows of figures are the heart of any
annual report, our major asset is
our strong team of employees
whose daily dedication to providing
good service often requires more
than ordinary effort. We sincerely
appreciate their talented contribu-
tions and continued support.

Oy € foey

Chairman of the Board

President

New Castle, Pennsylvania
March 11, 1980



Brief Financial Summary
1979 19,8
REVENUES RECEIVED: Thousands of Dollars
Operating revenues—
From sale of electricity and
miscellaneousrevenues . . . ... ...... $145340 $119,118
Other income-net, . . .............. 6,297 4,810
L et RN Sl S T DS 151,637 123,928
REVENUES PROVIDED FOR:
Wages to employees, including costs
of pensions, group life insurance,
hospitalization and other benefits, . . ., . . 14978 14,154
DL B I oo ol 5 e " & s o s 45 587 38,608
Materials and supplies and other
I £ et e, vt e T o 6 17,649 17,911
Electricity purchased, plus net
intérchange with other electric
utility companies. . . . .. .....c.000.. 7,516 3,134
Taxes - federal, stateand local . , . . ... .. 17,672 9,669
Provision for depreciation. . ... ....... 12,517 11,887
Amortization of debt discount,
premium and expense -net . . ... ..... 114 112
Interestexpense -net. . . . ........... 14,398 13,466
Capital stock issuance expense . . . .., ... - 12
Preferred stock dividend
T T e e B s s I A 4,660 4,660
Preferred stock dividends declared
in excess of requirements . ... ....... - 174
Common stock dividends . . . ......... 12,278 5,452
R R A G R A L S E e 147,369 119,239
RETAINED EARNINGS ............ § 4 gg § 4l§9
(1) Amounts for 1979 and 1978 include an increase of $1,686,717 and
a decrease of $1,175,344 respectively, representing the net
amortization of the previously deferred energy costs. See Note 1 of
Notes to Financial Statements on page 28 herein,
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where it came from,
where it went

A new system peak load of
554,000 kilowatts was established
July 16 and equalled August 1

l'otal kilowatt-hour sales were
2.9 percent higher than in 1978
Kilowatt-hour sales showed an
increase of 93,767,284 over 1978
while total electric sales revenues
increased 25.1 percent to $134.7

million

I'he previous year’s rate increase
of §23.3 million and increased fuel
prices affected all retail rate classes
ind raised the average residential
rate to 5.64 cents a kilowatt-hour
compared to 4.56 cents a kilowatt-
hour in 1978

\verage use per residential
customer was 7,626 kilowatt-hours
compared to 7,679 kilowatt-hours
in 1978, The average annual resi-
dential bill was $430.01 compared
to 3349.84 in 1978

i
T - s f 23 ’ 1 , .

L NS was the (st year since the
1

that the average residential kilowatt

depression vears of the earlv 1930s

hour use per customer failed to
gain over the previous year,
although total residential kilowatt-
hour sales did increase 1.1 percent

[t should be noted that 1979 was
a year without the usual extremes
of weather, resulting in less use of
heating and air conditioning in
many homes. This was compound-
ed by lower general use because of
higher energy costs. It was also a
vear which saw a slowing economic
pace in its latter months

‘he limited growth in the resi-
dential area was offset to some
degree by the record of industri:
and commercial use. Industrial
kilowatt-hour sales have shown a
solid growth trend for the past

three vears. Industrial sales for

1979 rose by 3.4 percent to a level
second oniy to the high established
-

n 1973. Commercial kilowatt-hour

| » )
ales rose o5

l'otal operating expenses were

585.7 milhion,

ompared to $7 3.8

million in 1978, These expenses per

LEFT J A. Elser, right, Zelienople
District customer services representative
and builder check plans of total electric
apartment complex in Mars, PA.

RIGHT. Substation crews move
transformer during construction to
increase capacity of Chippewa
Substation

kilowatt-hour sold were 2.56 cents
compared to 2.27 cents in 1978,

Part of the increase in operation
and maintenance costs was due to
extensive turbine repairs to Unit
No. 5 at the New Castle Power
Plant and the use of more expensive
low-sulfur coal since June at the
plant. Unit No. 5 was out of service
from February 9 to June 7. In
addition, the Beaver Valley nuclear
station was out of service from
March 13 to August 20 for the
Nuclear Regulatory Commission
(NRC) design investigation and
required modifications. Resuming
production in August, it again was
taken out of service December 1 for
refueling and further modifications.
[t is not expected to return to pro-

duction until July 1980

Loss of production from these
two stations required the operation
of less efficient units and also
caused purchased and interchanged

power costs to increase $4.4 million

lotal operating taxes increased

million from $9.7 million

5. Interest charges rose

imounting to S18.8 million. due

principally to the sale of first

mortgage bonds June 28, 1979
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Workmen at the generator of Unit No. 3 at the Bruce Mansfield Plant. Unit No. 3 is scheduled for commercial operation in October 1980

Most of the Company’s construc-
tion funds are allocated for
generating facilities in conjunction
with the construction program of
the CAPCO group.

This fivecompany group, in
addition to the Company and Ohio
Edison, consists of The Cleveland
Electric Illuminating Company,
Duquesne Light Company and The
Toledo Edison Company.

Since the CAPCO program began,
three coal-fired units and one nuclear
unit in which the Company has
ownership interests have been com-
pleted. A fourth coal-fired unit,
Bruce Mansfield Unit No. 3, is
scheduled to go into commercial
operation in October 1980. The

Company is the builder and
operator of the Bruce Mansfield
Plant for the CAPCO group. The
plant is located at Shippingport, PA.

On three occasions, in 1974,
1977 and 1978, the CAPCO
companies revised construction
schedules for generating units.
Forecasts indicated a slowing of
customer electricity needs, and the
resulting construction slowdown
eased to some degree the need for
the huge amounts of construction
capital.

In mid-January 1980 the CAPCO
group announced major cutbacks in
1ts construction program, termina-
ting four nuclear units and
extending construction periods for
two other nuclear units in which

the Company has ownership
interests.

The four units terminated by this
action were Units Nos. 2 and 3 at
the Davis-Besse Nuclear Power
Station near Port Clinton, Ohio
and Units Nos. 1 and 2 at the Ene
Nuclear Plant north of Berlin
Heights, Ohio. At the time of
termination all of these units were
in the design stage.

Total estimated cost to build the
four terminated units was $7.3
billion, with the Company’s share
being $455 million.

Perry Unit No. 1 has been
rescheduled from May 1983 to May
1984, Perry Unit No. 2 has been
rescheduled from May 1985 to May
1988.



Below are the various CAPCO
units and the Company’s present
share of ownershio,

Coal-fired

Bruce Mansfield No. 1. . 4.2%

Bruce Mansfield No. 2. . 6.8%

Bruce Mansfield No. 3. . 6.28%

W. H. Sammis No. 7 20.8%
Nuclear

Beaver Valley No. 1. . 17.5%
Perry No.1......... - 6.28%
Perry No. 2 6.28%

Figures published by the
Pennsylvania Electric Association
(PEA) in mid-1979 show that
demand growth for the state’s
electric utilities in the eight vears
between 1966 and 1973 averaged
6.9 percent. In the period following
the Arab oil embargo 1974 to 1978,
demand declined in two of the five
years and annual growth averaged
only 1.6 percent in the state. The
revised projected rate of growth in
customer demand for electricity for
the CAPCO group of companies,
who serve about 2.5 million

customers in northern and central
Ohio and western Pennsylvania, is
in the range of 2 to 4 percent each
year,

Expenditures of $62.0 million
were authorized for 1979 by the
board of directors. A total of $57.6
million was expended for construc-
tion, $45.7 million of that amount
being utilized for power plant con-
struction. Most of the remainder
was utilized in substation construc
tion and expansion and for trans-
mission line construction.

LEFT. New Castle line crew, under
direction of Foreman W. L. Doran,
replaces a pole along a country road

T'OP. The coal-fired Bruce Mansfield
Plant along the Ohio River at
Shippingport, PA. Its three units wiil
have a net dependable capability of
2,475 megawatts.
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Four principal objectives guided
the Company’'s marketing activities
during the year

I'hese were to

* Improve the economic utilization
of Company facilities;

* Assist and encourage customers
to use electricity wisely

Maintain favorable customer
attitudes toward the Company
and the value of electric service:

\8s1st area communities to
maintain a healthy economy

\gain this year, as in 1978, the
Company'’s efforts to shift industrial
loads to off-peak periods showed
lefinite progress. Six thousand
seven hundred fifty kilowatts were
shifted to off-peak by industrial

ustomers. Annual system load
factor increased from 71.0 percent

to 71.6 percent

Load meters and off-peak water
heating rates for residential
customers have for vears been a
useful method of controlling
system loads. Peak load and power
f

factor-sensitive billing is emploved

or the majority of industrial and

ommerclal customers, enabling
these customers to realize economies
) their operations and simultane-

JUSLY improve our system load

factor

Electric heat pump installations
have continued their steady rise, a

pattern of growth continued in our
area for several years

Growing customer acceptance of
the neat pump 1s most evident in
the residential area. The past year
was excellent for new home
construction: 547 heat pumps were
installed compared to 322 in 1978
A total of 590 all-electric residen-
tial ingtallations were added to our
lines, bringing the total to 3,383,
an increase of more than 21 percent
over 1978

Workshops and seminars held
during the year, and close-working
relationships with architects and
builders, emphasizing the impcr-
tance and economics of energy
management, were key elements
which encouraged this growth
pattern. School programs and
public meetings, conducted by the
Company’s home economics
representatives, continued to
disseminate useful energy informa-
tion. During the year 1,441 school,
home and public programs were

onducted

[n addition to the usual on-the-
JOD assistance given by Company
custoiner service representatives to

builders, a new element was

introduced during the year, a video-
amera. Recording proper
equipment installation and insula-
tion techniques has upgraded the
quality of workmanship and
materials and has been helpful to

tape «

builders in meeting required energy
conservation standards

A majority of home builders in
Oour area are complying with the
standards set in the “Easy on
Energy Homes’' program and all
builders are kept informed as
requirements or changes are made
In construction or insulation
standards. This program has been in
effect for nearly three years

While totali-electric homes have
been growing in number, the
average energy use in such homes
has shown a gradual decline. This,
in part, is due to improving con-
struction and insulation technigues
and also because of the growth of
heat pump installations, which use
less energy than resistance heating

During 1979, 12 of the Company'’s
18 largest industrial customers
showed increases in kilowatt-hour
use. New industrial load connected
juring the year totaled 20,444
kilowatts compared to 18,873
kilowatts in 1978

['he past vear was excellent in
respect Lo expansion programs by
area industries, with 11 expending
more than $36.5 million, providing
employment for 227 workers. The
Company’s area development
representatives, working with
‘ommunity, county and state
development groups, attracted 16
new firms to our service area,
representing a capital investment
of more than $6.7 million and 380

new jobs

\wards ¢ pre ¢ d Duiie )
on uclieda ¢ ”n
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TOP TO BOTTOM. High pressure sodium

por lights were installed on East
Washington Street in New Castle s
renovated downtown business district
Life-size Reddy Kilowatt captured
attention of child at Lawrence County
Farm Shou

J. A. Elser at solar home in Zelienopie
District which has heat pump for basic
healing requirements

Moraine State Park, about 12 miles
east of New Castle, continues to grou
as @ major recreation area



Problems
persist

legal /environ mental

Through its participation in the
CAPCO arrangement and because
of construction of facilities in both
Ohio and Pennsylvania, the
Company is subject to environ-
mental regulations in those states in
addition to federal regulations.

Several legal proceedings are
underway and various negotiations
are continuing with environmental
authorities seeking reasonable
arrangements that will have the
least economic impact on the
Company and on its customers’
electric bills

I'he United States Justice Depart-
ment, at the request of the Federal
Environmental Protection Agency

EPA), filed suit against the
Company on May 16, 1979, alleging
the Company’s New Castle Power
Plant has been in continual viola-
tion of the Pennsyivania Depart-
ment of Environmental Resources
{DER) rules and regulations for
sulfur dioxide (SO4 ) emissions
since prior to August 7, 1977. The
suit requests that the Court impose
civil penalties of $25,000 per day
for the alleged violations

On December 18, 1978 the
Company was served with an
amended compilaint jonming it in a
legal proceeding begun August 2,
1978, by the federal government
against Duquesne Light Company
and Ohio Edison Company as co-
owners of W. H. Sammis Unit No. 7

This pattern of vessels and maze of pipes is the air quality control system for Units Nos
I and 2 at the Bruce Mansfield Plant

The proceeding brought in the
United States District Court for the
Southern District of Ohio, Eastern
Division, asks the District Court to
assess ‘‘appropriate’’ but unspecified
ivil penalties for alleged violations
of particulate emission regulations
promulgated under the Clean Air
Act,

The Company has submitted
proposed regulation changes for the
New Castle Power Plant and com-
pliance schedules for the W. H.
Sammis Unit No. 7. If such
proposals are not accepted by the
environmental agencies, substantial
civil penalties may result. If it is
necessary to install additional equip-
mer.. to satisfy any court order, the
capital cost of such equipment
could be approximately $85 miilion
at the New Castle Power Plant and
$26 million for the Company s
share of the W, H. Sammis Unit
No. 7

The Clean Air Act Amendments
of 1977 include, among other
things, provisions requiring the
imposition of substantial non-
compliance penalties for failure to
comply with applicable emission

limits after August 7, 1979, with
certain exceptions. Even if the
proposed changes and schedules
submitted for the New Castle
Power Plant and W. H. Sammis Unit
No. 7 are accepted by the environ-
mental agencies, substantial non-
compliance penalties may result. In
addition, the Company could be
forced to shut down those plants
that do not comply. The effect of
any such shutdown on the costs to
and operations of the Company is
not presently determinable, but it
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L. L. Hill, laborators
the Bruce Mansfield Plant

could require purchases of power at
prices significantly greater than the
Company’s cost of generation

The Company has pending a
request for a variance from the
thermal requirements of the water
discharge at its New Castle Power
Plant with the Pennsylvania DER
and a request for a similar variance
at the W, H, Sammis Plant is pend-
ing with the Ohio EPA, If the
variances are not granted, the
Company may be required to install
off-stream cooling at one or both of
the plants

The final determination of many
of these environmental matters and

analyst, conducting one of a variely of tests in the laboratory at

the financial effects on the Company
1s not known at this time but the
effect could be substantial

In July 1977, actions were filed
against the CAPCO ¢ . mpanies by the
Borough of Shippingport, where the
Bruce Mansfield Plant and the
Beaver Valley Power Station
are located. These actions seek to
enjoin operation of these two plants
In addition, individual plaintiffs
have filed actions seeking monetary
relief in an unspecified amount for
damages claimed to be a result of
alleged operational malfunctions of
the flue gas desulfurization system
at the Bruce Mansfield Plant and
the threat of radioactive emissions
from the Beaver Valley Power
Station.

A complaint, dated April 10,
1979, was filed against the CAPCO
companies in the United States
District Court for the Western
District of Oklahoma by Kerr-
McGee Corporation. The complaint
concerns an alleged breach ofa 1973
uranium supply contract provision

relating to price adjustment and
other provisions of theoriginal
contract between the two parties
The suit seeks to terminate the
contract, pursuant to which Ken
McGee Corporation 1s to deliver
approximately 12 million pounds
of uranium through 1985, and
seeks damages in an unspecified
amount. On June 28, 1979 the
CAPCO companies filed an action
for a declaratory judgment and
exemplary damages against Kerr-
McGee Corporation and Kerr-McGee
Nuclear Corporation in the United
States District Court for the
Northern District of Ohio. The com-
plaint requests the Court to declare
the rights and legal relations of the
parties as to disputed portions of
the 1973 contract and to grant to
the plaintiffs costs and exemplary
damages due to defendants’ unjusti-
fiable actions in attempting to
extract price increases from the
plaintiffs. On September 21, 1979
the District Court in Ohio trans-
ferred this action to the Federal
District Court in Oklahoma.

Two of the Company’s munici-
pal resale customers, the Boroughs
of Ellwood City and Grove City,
filed a complaint October 3, 1977
against the Company, alleging that
the Company violated the antitrust
laws in respect to access to alterna-
tive sources of power and nuclear
generating facilities owned by the
CAPCO companies, the “wheeling”
of power to municipal systems, rate
schedules and other acts concerning
terms and conditions of service
The plaintiffs claimed treble
damages totaling $21 million. On
June 6, 1978 the Company filed a
motion to dismiss or in the alterna-
tive to stay the action. The Court
on January 4, 1979 granted the
Company's motion in part by
dismissing most of the claims,
staying one claim, and allowing one
claim to continue

The PUC instituted an investiga-
tion into an outage of Beaver
Valley Unit No. 1 during the period
March to August 1979. The outage
had been ordered by the NRC.



This pending investigation includes
consideration of whether Beaver
Valley Unit No. 1 should be elirmi-
nated from, or adjustments should
be made in, the Company’s rate
base as a result of this or any out-
age of the unit and whether
expenditures by the Company for
o

such outage should be disallowed
for purposes of the Company's
energy clause

In a separate investigation, the
PUC is considering whether addi-

1ased power resulting from any

tional construction costs resulting
from deferral of construction
projects should be excluded from
rate base \n subsequent rate
proceedings

Full discussions of legal/environ-
mental issues appear in the Notes to
Financial Statements in this report.

LEFT. Testing the water quclity of the
Beaver River at the New Castle Power
Plant was done by a Pittsburgh firm,
results will be made available to environ-
mental and regulatory agencies

ABOVE. The New Castle Power Plant at
West Pittsburg, PA with its banks of
electrostatic precipitators and 750-foot
high chimney
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and on...

Seldom has any subject captured
and held public attention over such
a long period as that of energy and
its problems.

With all of our expertise in pro-
ducing and delivering electric
energy, the need to explain the
industry to our customers has
grown proportionately with the
attention energy's problems have
received.

ACROSS TOP OF PAGE. President
Ray E. Semmler during an employee
information meeting

Gary Brown exhibiting Centennial
of Light symbol during a Speaker's
Bureau presentation,

One of several groups participating
in Nuclear Energy Education Day
(NEED) last October
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In our desire to reach as many
citizens as possible with useful
energy information, its costs, its
problems and its benefits, the
Company has for years utilized
newspaper and radio advertising,
regular news stories, displays and
information booklets and motion
picture films.

The Company’s monthly news
magazine [or employees is nearing
its 50th consecutive year of publi-
cation; a quarterly magazine known
as “Profile” is now in its seventh
year and continues to gain public
acceptance as a publication offering

a variety of credible energy informa-

tion. This magazine is sent to
opinion leaders in communities
throughout our service area as well
as to employees.

In the past 18 months, two new
groups have emerged which are
enhancing public understanding of
the complex issues of our industry.

These two groups are a Speakers
Bureau and a Consumer Informa-
tion Group. The Speakers Bureau,
consisting of 11 employees
representing several departments in
the Company, this past vear
presented programs on an average
of once every 11 days, speaking to
total audiences of 1,449. Since
1979 was designated the Centennial
of Light year by the industry,
marking the anniversary of Edison’s
invention of the incandescent light,
particular attention was given this
topic by the Speakers Bureau.

The Consumer Information
Group has been meeting regularly
with Company representatives since
its formation nearly two years ago.
Its 9 citizens represent church,
civic, educational and union and
senior citizen groups. Listening to
the concerns of this group and simul-
taneously providing the group with
insight into Company operations
and problems is useful to both
parties and serves to sensitize the
Company to consumer concerns.

Power plant tours continue to be
another useful communication tool,
particularly at a modern coal-fired
plant such as the Bruce Mansfield
Plant, with its impressive array of
environmental equipment. Requests
for tours at this installation have
been at a high level since they
began several years ago. About
2,300 visitors, ranging from
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elementary school students to state
legislators and engineers from
foreign countries, toured the plant
this past year.

When Nuclear Energy Education
Day was observed nationally in mid-
October, the Speakers Bureau
sponsored a series of informal
information sessions throughout
the service area. Nuclear specialists
from a major manufacturer lent their
expertise to many of these sessions,
which were attended by interested
citizens. The event was thoroughly
covered by television, radio and

newspaper. Several such sessions
were also held for employees.

For the second consecutive vear
a random, direct-mail opinion poll
was taken of 500 of our residential
customers. Simple in design,
quickly and easily answered, the
questionnaire sought customer
opinions about their electric service
and quality of service, nuclear
energy, possible energy shortages
and value of products related to
price. The results indicated that 51
percent feel that nuclear energy
should be used to generate

electricity. With respect to price, 64
percent rated electricity in the
excellent or good category and 94
percent rated their electric service
excellent or good. Admittedly, a
poll taken in this manner does not
have the scientific approach of the
professional pollsters, but we feel it
does give a useful cross-section of
public opinion.

In a continuing effort to expand
employee understanding of
Company operations and current
events, Company President Ray E.
Semmler for many years has
conducted semi-annual special
employee information meetings.
Meetings have been held at locations
throughout the Company area and
virtually every employee has
attended, with the opportunity to
get answers to any and all questions
about the Company.

Requests continue for tours of the Bruce

Mansfield Plant. This group is in the
or:trol room at the plant

ot



Lessons
in leadership
and safety

Employment rolls continue to
grow steadily, due principally to
the manpower needs at the Bruce
Mansfield Plant where Unit No. 3
is expected to go into operation in
October 1980.

Hiring of new employees, how-
ever, has been carefully monitored
in an effort to control costs.

At the close of the year the
Company had 1,500 employees,
compared to 1,335 at the end of
1978,

These increases plus the granting
of wage and salary increases brought
total wages and salaries and the cost
of fringe benefits to $21.8 million,
compared to $20.3 million in 1978.
The cost of fringe benefits reached
$492 per employee per month.
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An outside firm conducted intensive sessions during a three-day Customer Contact
Workshop for employees whose work involves consumer problems

Employees represented by the
bargaining unit are presently in the
second year of a two-year contract
The contract with Local 140 of the
Utility Workers Union of America
(AFL-CIO) provided for wage
increases of six percent on
September 1, 1979 and an
additional two percent on March 1,
1980.

Members of the Internaticnal
Brotherhood of Electrical Workers
(AFL-CIO) received a similar six per-
cent increase August 15, 1979 and
an additional two percent on
February 15, 1980.

All employees received a one per-
cent wage increase on December 21,
1979, retroactive to October 1,
1979, in accordance with the guide-
lines of the President’s Council on
Wage and Price Stability.

During 1979 the Company was

selected, because of its small size, by

the PUC to be the first electric
utility to be audited by an outside
consulting firm for management
effectiveness. Their findings showed
the Company’s management

techniques to be efficient, and the
report was favorable to the
Company.

The Company’s management
structure was also subjected to
intensive study by outside con-
sultants during the year and certain
changes were recommended which
we feel will further improve manage-
ment efficiencies.

Educational programs for specific
groups of employees were held
during the year. Supervisory
employees attended Management
by Objectives sessions, while
customer contact employees
attended a Customer Contact Work-
shop which was conducted by an
independent firm.

One of the most important, and
perhaps most difficult, of all
aspects of a company’s operations
lies in the area of employee safety.

Although the Company had its
first lost-time accident in several
years because of an electrical
contact, excellent safety records
have continued. The Company’s



Company supervisors attended

Mercer County Substation Depart-
ment has worked more than 26
vears without a lost-time accident.
Emplovees in the Zelienople
District achieved 1,600 days and
New Castle office employees
2,400 days without lost-time
accidents. In December the New

‘\’;‘;‘, 'j

i1

classes to study the elements of effective management

Castle Power Plant’s Operating
Department reached 800 days
without a lost-time accident

A single noncontributory
trusteed pension plan covers all
employees. At the end of the year
233 former employees and
provisional payees or surviving
spouses of deceased employees
were receiving retirement incomes
through the plan. Fourteen
employees retired during the year,

During the past year the Board
of Directors had several changes in

personnel. In May, Victor A. Owoc
and Justin T. Rogers, Jr. were
elected to the board. Mr. Owoc 1s

executive vice president and a
director of Ohio
now president of Ohio Edison,

dison

LEFT D. E. Hackett. director, accident
prevention, left, received a Certifica
\ppreciation from the Pennsylvania
Electric Association for serving as chair
man of the PEA Accident Prevention
Committee from 1977 to 1979. Ray E
Semmiler, Company President and a past
president of the PEA, made the

presentation

5)

Ahiii -
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| 3 ] i
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Mr. Rogers,

at that time was executive vice
president and a director of Ohio
Edison. When John R. White retired
from his duties as chairman of the
board on December 31, 1979,

Mr. Rogers succeeded him as
chairman,

All of the Company’s common
stock is owned by the Ohio Edison
Company, parent of Pennsylvania
Power Company. At year end, the
Company had outstanding nine
series of cumulative preferred stock
held by 3,483 shareholders. There
were a total of 599,049 preferred
shares outstanding. The preferred
stock is listed on the Philadelphia
Stock Exchange, Inc

BELOW. L. D
of the Zelienop
ment and veteran of 33 accident-free
vears with the Company, challenged

R. W. Mann, center, a new employee in
the district’s line department, o match
Westerman's perfect safety record
Challenge was issued during observation
by all Zelienople emplovees as they
marked 1,600 days without a lost-time
accident. President Ray E

’-h’\‘(.’r"m" left, a member

)sl" t’'s meter depart

Semmier

oined hands with Westerman and Mann
to seal the bargain




Service Area and
CAPCO Power Pool

CAVIS BESSE

SFIELD

PENNSYLVANIA POWER COMPANY
Uil DUQUESNE LIGHT COMPANY
B e LLuminaTinG cOMPANY
I oo eDisON comPany
I = oLeno EDisON ComPanY

GENERATING UNITS
BY TYPE

. NUCLEAR

‘ COAL FIRED

Numerasl indicates number
of units at each location

The CAPCO Power Pool

Five electric utility companies in Western Pennsylvania and
Northern Ohio have joined together for the development of
power generation and transmission facilities. Members include
Pennsylvania Power Company, Duquesne Light Company, The
Cleveland Electric Illuminating Company, Ohio Edison
Company and The Toledo Edison Company.
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Pennsylvania Power Company

Operating Statistics

SALES IN KILOWATT-HOURS (MILLIONS)
T e St Y S S ) S e B
T e L i o DR
BIRTIIE. & o 5 o e i e B e 6 AT
L AT el e S e

REVENUES FROM SALES (THCUSANDS)
T e SR T, S
T R N S P S
L R L e T R

[ R AT S

CUSTOMERS SERVED AT END OF YEAR
T LG S S N B
Commercial . . ............00ccvnvvunn.
DI . & & ot b b h R A e Y
T R I

RESIDENTIAL® CUSTOMER AVERAGES
Average Kwh Used per
RS CUBOMBE. . . .. . oo oen e sisnnas
Average Price Per Kwh—
L T N R R
KILOWATT-HOURS
GENERATED (millions), . ...............
KILOWATT-HOURS PURCHASED
AND INTERCHANGED (millions). . ........

PEAK LOAD (kilowatts) . .................

* Includes farm customers

1979 1978 1977 1976 1975 1974
823.3 814.7 788.3 750.5 71178 699.6
512.6 4945 487.8 467.6 4424 4145
18785 18169 1,7245 1,7045 15410 18322
130.4 125.0 123.4 112.0 104.8 105.3
A48 32610 31260 30346 28061 30518
$46,425 837,113 $31,763 $30,643 $29.967 $24,357
25,588 20,320 17,659 17,202 17,000 13513
58,128 45,201 37,085 37,786 36,547 30,844
4,540 4,994 3,555 2,955 2,465 2,500
7 7 1214

109,032 107,126 105,197 103,725 101,924 100,545
12919 12,647 12,317 12,09C 11,800 11,629
135 133 133 135 133 133
114 113 111 113 114 115
122,200 120019 117,758 116,063 113971 112,422
7,626 1,673 7,548 7,301 7,098 7,018
5.64 456 403 4.08 417 3.48
3,1948 3,320.1 35506 27793 2,375.0 26205
281.7 116.7 (205.8) 4748 640.8 607.3
554,000 552,000 551,000 526,000 495,162 498,199
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Pennsylvania Power Company

Financial Statistics

Operating Revenues. . .. .............
Operating and Maintenance Expenses
T SN S
Taxes: Federal and State Income
Currently Payable . .. .........
Deferred (Net)
Investment Tax Credits (Net) . . . ..
I s i sl e T

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

OperatingIncome . . ................
Other Income (Net). . ...............
Netinterest .. ...........cc0numunn

Income Before Cumulative Effect of a
Change in Accounting Method . . . .. ...

Cumulative Effect to December 31, 1973 of
Recording Metered but Unbilled Revenues
(Net of related income taxes of $211,000)

Net income

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

Preferred Stock Dividend Requirements. . . .
Net In:ome for Common Stock . . .......
Common Stock Cividends. . . ..........

R I, o i R e e
Depreciation Reserve .. .. ............

CAPITALIZATION
Long-TermDebt. .. ..............
Non-redeemable Preferred Stock . . . . ..
Redeemable Preferred Stock . .. ......

CAPITALIZATION RATIOS
LongTermDebt. . ...............
Non-redeemable Preferred Stock . ... ..
Redeemable Preferred Stock . .. .... ..
Common Stock and Retained Earnings . .

1979 1878 1877 1976 1875 1974
Thousands of Dollars

$145340 $119,118 $100,843 $89,583 $87,212 $72.510
85,730 73,807 81,068 59,400 56,846 45, 6
12,517 11,887 10,654 71,342 5,984 5,856
2,241 (142) (979) (1,077) 5713 2472
2,501 3,353 3,456 535 (126) 2,704
2,634 (1,458) (554) 1,423 701 238
10,296 7916 6,717 6.238 5,817 4,877
29421 23,755 20,481 15,722 12,277 11,347
6,297 4810 5,352 13,101 12,049 8,613
14,512 13,578 10,322 12,304 8,941 7,484
21,206 14,987 15,511 16,519 15,385 12,476
- - - - - 279
21,206 14,987 15,511 16,519 15,385 12,755
4 660 4 660 3,873 3,626 3,035 2,120

] & 7 <
§546,744  $506,374 $454522 $409,062 $350,123 $307,306
101,585 90,742 81,542 72,058 65,680 60,702

$445,059 9415632 $372.980 _$331.004 $264.443  $246 604

$§225,156 $205,683 $180,385 $167,813 $135075 $117,349

41,947 41,947 41,947 41,947 33,947 33,947
17,600 18,000 18,000 8,000 8,000 -

154396 150,128 140,939 118,554 106,118 98,341

4 1 49 637

51.3% 49.5% 47.3% 49.9% 47.7% 47.0%
9.5 10.1 11.0 125 120 13.6
4.0 43 a7 24 28 -
35.2 36.1 37.0 35.2 37.5 384



Pennsylvania Power Company

Management Discussion and Analysis

Operating Revenues—

Total operating revenues
increased $18,275,000 and
$26,222,000 during the years 1978
and 1979, respectively. The 1978
increase was due to an increase in
energy cost revenues of 28.5% and
an increase in kilowatt-hour sales of
4.1%. In addition, the increase in
retail base rates of 12.6% resulted
from the annual increase of 40% in
base rates granted by the Pennsyl-
vania Public Utility Commission,
effective September 1, 1978.
Municipal resale revenues increased
56.4% as a result of implementing
in September 1977 a proposed rate
increase, subject to refund, pending
a final decision by the Federal
Energy Regulatory Commission.
Surcharge revenues related to the
collection of certain Pennsylvania
taxes imposed on utilities, increased
due to increased kilowatt-hour sales
and the increase in retail base rates.
The 1979 increase of 22.0% is mainly
due to an increase in base rates
granted by the Pennsylvania Public
Utility Commission, effective
September 1, 1978, which resulted
in a 21.9% base rate increase. On
July 1, 1978, the Company rolled
95% of the energy costs for the 12-
month period ended July 31, 1977
into base rates as a result of a
Pennsylvania Public Utility
Commission Order. Surcharge
revenues increased 34.1% and
kilowatt-hour sales increased 2.9%.

Since September 1977, the
Company has been collecting rates
subject to refund from the munici-
pal resale class pending a decision
by the Federal Energy Regulatory
Commission. The 1979 revenues
have been adjusted to exclude an
estimated $1,023,923 which is the
amount estimated to be refund-
able to the municipal resale
customers for this 28-month period.

Operating and Maintenance Expenses—
The increase in 1978 of
$12,739,000 reflects an increase of
$2.89 in the cost per ton of coal
consumed, as well as the fact that
kilowatt-hours generated
from Beaver Valley Unit No. 1
(Nuclear) decreased 7.4% while
kilowatt-hours generated from oil
combustion units increased 43.1%.
Also contributing to the increase in
operating costs was the placing in
commercial operation of Bruce
Mansfield Unit No. 2 in October
1977, thus reflecting a full year of
expenses. Purchased and inter-
changed power increased due to the
Company’s buy/sell position as a
member of CAPCO caused by
extended outages of various CAPCO
units, which put the Company in a
*“Net Receipt” position.

The increase in 1979 of
$11,925,000 reflects an increase of
$3.58 in the cost per ton of coal
consumed along with a minimal
increase in tons consumed and
kilowatt-hours generated. This
increase is partially offset by a
38.9% decrease in kilowatt-hours
generated from oil combustion
units. The overall kilowatt-hours
generated from all units decreased
125,347,100 or 3.8% while the cost
of fuel consumed for all units
increased $4,117,290 or 10.4%. Also

contributing to the overall increase
in cost of fuel is an increase of
$2,862,000 due to the operation of
the Company’s deferred energy
clause. Purchased and interchanged
power increased $4,382,000 or
139.8% in 1979 over 1978 due to a
reduction in kilowatt-hour deliveries
to the parent, Ohio Edison
Company, in 1979 compared to
1978 when Ohio Edison Company
received substantial deliveries from
Pennsylvania Power Company as a
result of a coal strike during the
first quarter of 1978. In addition,
the Company sold fewer kilowatt-
hours to other CAPCO companies
during 1979 as a result of a change
in our buy/sell position and the
unavailability of the Beaver Valley
Nuclear Unit caused by a Nuclear
Regulatory Commission Order.



Management Discussion and Anz . /SiS —continued

In 1978 maintenance expenses
increased due to replacement of a
failed step-up transformer &t Beaver
Valley Unit No. 1, replacement of a
generator at W. H. Sammis Unit
No. 7, along with forced and
scheduled outages of various units
at the New Castle Power Plant
during the year. The forced outages
at Beaver Valley Unit No. 1 and
W. H. Sammis Unit No. 7 together
entailed nearly a year of downtime.
Maintenance expenses in 1979
increased principally due to
scheduled outages at the New
Castle Power Plant and W H.
Sammis Unit No. 7. The INo. 5 Unit
at the New Castle Power Plant was
down approximately four months
for a boiler and turbine overhaul.
Escalating wage and fringe benefits,
increased material and other costs
also contributed to the overall rise
in the level of expenses,

Depreciation—

The provision for depreciation
increased $1,233,000 for the year
1978 due to placing in service
Bruce Mansfield Unit No. 2 in
October 1977 and other additional
property. The 1978 increase was
partially offset by the adoption of
reduced depreciation rates approved
by the Pennsylvania Public Utility
Commission. The increase of
$630,000 in 1979 is due to
additional plant placed in service.

Taxes~

General taxes increased
$1,199,000 for the year 1978 and
$2,380,000 for the year 1979. The
1978 increase reflects higher gross
receipts taxes as a result of higher
revenues, and additions to property
have resulted in higher property
taxes. The 1979 increase in general
taxes is principally due to an
increase in Pennsylvania Gross
Receipts Tax resulting from an
increase in rates granted by the
Pennsylvania Public Utility
Commission effective September 1,
1978 and an increase in the
Pennsylvania Public Utility Realty
Tax due to an expanded tax base at

the 30 mill rate and a one-time
surtax at 105 milis upon the
taxable value of items of utility
realty at December 31, 1978
previously excluded from the tax
base less amounts of petitions for
refunds of the realty tax paid in
prior years.

Changes in the provisions for
income taxes for the years 1978
and 1979 are set forth in Note 1 of
Notes to the Financial Statements.

Other Income (Net)-

The decrease in 1978 of $542,000
results principally from the
decrease in allowance for funds
used during construction, reflecting
the placing in commercial operation
of Bruce Mansfield Unit No. 2 in
October 1977, although the overall
rate for computing the allowance
was increased slightly. The increase
in 1979 of $1,487,000 reflects a
higher level of construction work in
progress.

Net Interest—

The increase in 1978 of
83,256,000 reflects the sale of first
mortgage bonds in April 1978, and
a decrease in allowance for
borrowed funds used during con-
struction, a credit amount, due to
the placing in commercial operation
of Bruce Mansfield Unit No. 2 in
October 1977. The 1979 increase
of $934,000 reflects the sale of
pollution control notes and first
mortgage bonds in April and June
of 1979, respectively, and the
increase in short-term borrowings.
The above increase is partially
offset by the allowance for
borrowed funds used during
construction, a credit amount, due
to the increase in the level of con-
struction work in progress.



Pennsylvania Power Company

STATEMENTS OF INCOME
AND RETAINED EARNINGS:

For the Years Ended December 31, 1979 and 1978

Electric Operating Revenues (Note 1) . . . . . ........

Operating Expenses and Taxes:
Operation—

Coof Tl INOE 1) . . ovcincinsvonevnssses
Purchased and interchanged power, net (Note 1), . . .

Other Operation expenses . . . . . . .. . ... ..«

TOME ORI . s i oiod snlnos aha e

MBINIONBNEE. . . . o . v oo ciivssonsasintasnsis

Provision for depreciation (Note 1), . . .. .........
SRR & 5 5 oe ala o orm e R AL o R
INCOMBLENIS (NOW 1) . . - i o oo vl ssnabss s oains

Total operating expenses and taxes. . . . .. ....

T T R R PR

Other Income and Deductions:
Allowance for equity funds used

during construction (Note 1) . . . .. ............
PRORIONIOIE. W0 . . i« v vnv o0m 5o v & 58804 v b & @
Incometaxas (NOW 1) . .. .oorvvovannorsvssnse

Total other income and deductions, net, . . .

e L R T SR o Ly

Net Interest:
Interest on long-termdebt. . . . . ... .. ..
Allowance for borrowed funds used during

construction (Note 1), . . ... ................
R el Lo e ol L Ry 2w E sl ahos b R A

Retained Earnings—Balance at beginning of year . . . . .

Net income for commonstock. . . . .......
Less—Dividends on commonstock . . .. ... .......
~Dividends declared on preferred stock in excess
of current period’s requirements. . . . .. ... ..
Capital stock issuance expense . . . .

Retained Earnings—Balance at end of year (Note 5) . . . .

{ ) Denotes negative amount

i RS 45,587
o ala 7,516

19,204

T z

Vikenea 72,307
e 13,423
. 12,517
Shsazin 10,296

7,376

:

— 115,919
- vy 29,421

¥ T $ 32,828
TN 16,546
danis 12,278

$ 37,096

Increase or

1978 Decrease

Thousands of Dollars
$119.118 8 26222
38,608 + 6,979
3,134 + 4,382
19,483 =21
61,225 + 11,082
12,582 + 841
11,887 + 630
7,918 + 2,380
1,753 + 5,623
95363 +_ 20556
_ 23756 +_ 5866
4,592 + 1,666
419 - 341
___(201) + 182
4810 + 1,487
28,565 + 7,183
15,292 + 2,061
(2,613) - 1,688
899 + 561
13,678 + 934
14,987 + 6,219
4,660 -

i 19 227 ﬁ § 212
$ 28,139 +$ 4,689
10,327 + 6,219
5,452 + 6,826
174 - 174

12 - 12

£.32828 2 5.2288

The accompanying Notes to Financial Statements are an integral part of these statements,
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Pennsylvania Power Company

Balance Sheets: .. December 31, 1979 and 1978

Assets

Utility Plant (Note 1):
In service, atoriginal Cost . . . . ... .........0c000uns
Less—Accumulated provision for depreciation. . . ... ....

Constructionwork inprogress . . . . .. ..............
Nuclesr fusl iINProeems . . . ... ....ccovnvviosssmensa

Other Property and Investments:
Construction funds held in escrow, including
T R P A e
R R vl e e (PN el s

Current Assets:
e P s e e e
Receivabies—

Customers (less accumulated provision of $180,000 and
$160,000, respectively, for uncollectable accounts) . . . .

e e R e e L LR e A

o e R e R i S el s

ek R R R T e SR R

Deferred Debits:
Deferred energy costs (Note 1), . . . ... ... b b e R
Deferred cost of terminated construction projects (Note 3) .
I S s b o e o e’ e Wy, S

327,431
115,989

1,739

445,159

1978

Thousands of Dollars

$414,657
90,742

323,915
90,126
1,891

415,632

2,200
313
2,513

—_—

795

11,221
10,373
9,228

8,138
3,323
W

43,562

4717

7,423

_—

12,140

The accompanying Notes to Financial Statements are an integral part of these balance sheets.

Increase or

+8 14,359

+ 10843

+ 3516
+ 25,863
- 148

+ 29527

2,124

- 2124

+ 181
- 112
- 1042

+ 1,607
+ 823
+ 133

+ 194

1,687
+ 14,781
+ 2767

+ 15841



Capitalization and Liabilities

Capitalization: (See Statements of Capitalization)

Common stockholder'sequity . . . ... ... ...coouvuus
Non-redeemable preferredstock. . . . ... ............
Redeemable preferredstock . ... .................
SR IR OIS 5 5 v s 6 4 von s i BT N Bk a b e R

Current Liabilities:

Current maturities of long-term debt and preferred stock . .
Notes payable to banks (Note 8) .. ................

Accounts payable—

T T T e e et g R T e B
I s e ook e o g o T s A L el
T e N G SR Sl i S L T i
T A R
Dividends declared on preferredstock . . . .. ..........
R = o i i s 5 r s B e A

Deferred Credits:

Accumulated deferred income taxes (Note 1) . . . . ......
Accumulated deferred investment tax credits (Note 1) . . . .
6 USRSy e e NG R o e L S e

Commitments, Guarantees and Contingencies
(Notes 2, 4 and 7)

1979

$512.285

1978
Thousands of Dollars
$160,128
41,947

18,000
205,683

415,758

6,500

1.9
23,362
3,329
3,219

1,872
41,187

9,853
2,608
4,441
16,902

The accompanying Notes to Financial Statements are an integral part of these balance sheets,

Increase or
_Decrease
+8§ 4,268
- 400
+ 19,473
+ 23,341
+ 3,400
+ 9,000
+ 532
+ 313
+ 2977
+ 264
- 449

+ 16,935

+ 286
+ 2634
+ 242
+ 3,162
15 43438
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Pennsylvania Power Company

Statements of Capitalization: at December 31, 1979 and 1978

1979 1978
Thousands of Dollars
Common stockholder’s equity:
Common stock, $30 par value, authorized—4 800,000
shares—outstanding 3,910,000shares . . . ... ..........c000ovuuon. $117,300 $117,300
Rocined amrnings INOSE BR). » .. <. oo i svaivn s nis s s 37,006 _ 32828
Total common stockholder'sequity . ... ................. 154,396 35.2% _150,128 36.1%
Optional Redemption Price
Number of Shares Aggregate
Qutstanding {In
1979 1978 Per Share Thousands)
Preferred stock (Note 5b):
Cumulative, $100 par value
Authorized—740,000 shares,
issuable in series
Non-redeemable:
424% -4.64% 141,049 141,049 $102.980-105.000 $14,614 14,105 14,105
7.64% - 8.00% 118,000 118,000 106.380-107.270 12,605 11,800 11,800
8.48% -9.16% 16C,00C 160,000 107.320-109.160 17,319 16,000 16,000
Premium - - - 42 42
Total non-redeemable
preferred stock 419049 419 049 $44538 41947 95 419847 101
Redeemable (Note 5¢):
8.24% 100,000 100,000 $108.240 $10,824 10,000 10,000
11.00% 80,000 80,000 112.110 8,969 8,000 8,000
180,000 180,000 §19793 18.000 18.000
Redeemable withinoneyear . . . .. ............c000iuininn. (400) -
Total redeemable
L RN N e g P S S I e 17,600 4.0 18,000 4.3
Long-term debt (Note 5d):
First mortgage bonds—
/8% Series Oue 1080 . . ........c.iiiii it e seen s - 3,000
o T T R P e R i D B S T B 5,000 5,000
c ot TR e i o I RN e s R 5,805 5,805
9-1/2% Seriesdue 1985 . . . ... ..........c.c0iiiinrnns 25,000 25,000
4.3/8% - 10-1/2% Series due 1992 through 2000 . . . . .. ... ........ 68,000 48,000
7-5/8% - 9-1/2% Series due 2001 through 2008. . . .. ... .......... 74,000 74,000
Total first mortgagebonds . .. ...........cc0iininnnns 177,805 160,805
Secured notes and obligation—
Pollution control—
1973 Series A, average interest rate 5.75%, due 1984
e o e - R L RN 3500 3,500
1974 8-3/8% Series A and B, due 1990 through2004. . ... ......... 6,.47 6,647
1976 7-7/8% - 8% Series A and D, due 1992 through 2006 . . ... ... .. 20,0 20,000
1977 4-3/4% Series E, due 1979 (refinanced n 1979). . .. .. ... ..... - 3,500
1977 6-3/4% Series B, due 1998 through 2007 . . .. ... ........... 10,6L90 10,600
1978 7.30% Obligation, due 1988 through2003. . . . ... .......... 314 314
1979 780% SeriesCand F,due 2004 . . ... ..........00vuvuun 6,000 ~
46,961 44 461
1976 7.90% Environmental Note, due 1992 through 2001 ... ........ 1,000 1,000
Total secured notesand obligation . . . . .................. 47,961 45,461
Net unamortized premium (discount) ondebt. . . ... ............... (610) (583)
P I I 215 5 e n ot i B e e e e 225,156 51.3 205,683 495
Total capitalization (Note 7) . . . . . ..... ..o inennnnns, M m m 100.0%

The accompariying Notes to Financial Statements are an integral part of these statements.



Pennsylvania Power Company

Statements of Sources of Funds

for Gross Property Additions: time 3" 6% s 1978

1979 1978
Thousands of Dollars
Sources of Funds:
L I ol s o L L s b ST AT ol Te e b T B Vb Boes B 6 Hikians e o @ b $ 21,206 $ 14987
Less—Dividends on common stock . . . . . .. ..ot i i i e 12,278 5,452
DnUsonpreferrad stoeK - . . . ... i snrrrossa doanens e 4660 4834
4,268 4,701
Principal non-cash items—
Depreciation and amortization—
Charged to provision for depreciation . . . . . ... .. ..o i innennn 12,517 11,887
CRrgRd 1O O SOBDUMEE, .« . . & . o oo oo s oo rssssovosnoensasestsss 201 199
Deferred iINCOME taXes—NeT ., . . . . . . .. ... .. ' itenninnssennenns 3,382 2,801
Investment tax Credits—net . . . . . . . ... .. e e 2,634 (1,458)
Allowance for equity funds used during construction. . . . . .............. (6,258) (4,592)
Deferred energy costs, net of deferred income taxes
TN RN, 5+ & & w58 500w a4 8 6 el a0 b g e BTy o o 8 oo 806 __|624)
Total funds fromoperations . . . . ........................ 17550 12914
Proceeds from issuance of—
COmMMON St0CK . . . . .. o e e e e e e - 4,500
First mortgage bonds . . . . ... ...t e 20,000 25,000
Secured notes and OblGAtIoON . . . . . . . .. .. ... 6,000 314
Increase in notes payable tobanks . . . .. ... .. ... ... ... 9,000 6,500
35,000 36,314
Payment at maturity of long-termdebt . . . .. ... ..... .. .. ... (3,500) (1,000)
Construction funds held in escrow including accrued interest, . . . . . ... .. ity 2,124 5,540
Net change in current assets and current liabilities excluding notes
payable to banks and current maturities of long-term debt and
preferred stock —
e T ST L 3,003 (13,216)
Materials and supplies. . . .. .. ............00 v (2,430) (616)
ACCOUNtS PRYBDIR . . . . .. .......000iinnirnet e 845 12,731
FOEIIEE PO 410 e T o s o 5 % 00 oot o 6 et i ol e 2,977 (380)
c ot A O e TR N ST LB T3 L (54) 523
4 341 (938)
S e O R e W L St S-S ST R 2,161 2,128
Gross Property Additions (i) . .. ... ... ... . .. .. .. . ... .. ... $ 57 §76 $ §4lg5§

( ) Denotes negative amount
(i) Includes allowance for equity funds used during construction (Note 1).

The accompanying Notes to Financial Statements are an integral part of these statements.
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Pennsylvania Power Company

Notes to Financial Statements:

(1) Summary of Accounting Policies:

The Company follows the accounting policies and
practices prescribed by the Pennsylvania Public Utility
Commission (the Commission) and the Federal Energy
Regulatory Commission (FERC). The more significant
policies are summarized below.

Revenues—

The Company’s residential and commercial customers
are metered on a cycle basis. The Company’s policy is to
include in revenue residential and commercial service
revenues relating to meters read through the end of the
month.

Effective September 11, 1977, the FERC authorized the
Company to increase its rates for municipal resale service to
yield approximately $1,317,000 of additional annual reve-
nues based on the test year data. The approved rates are
being collected subject to refund pending the results of
further hearings. For each of the years 1979 and 1978,
operating revenues and net income, attributable to such rate
increase, amount to approximately $1,50C,000 and
$475,000, respectively. Management believes that any
refunds which may be required in this case would not
have a significant effect on the results of operations for the
periods presented.

Revenues attributed to the Company's largest customer
amounted to approximately $17,465,000 and $14,200,000
for 1979 and 1978, respectively, which represented
approximately 12.0% of the Company’s total operating
revenues in each year,

Deferred Energy Costs—

The Company defers certain increased energy costs
incurred and estimated to be billable to most customers in
succeeding periods in accordance with its energy clause.
Effective July 1, 1978, the Commission adopted an energy
clause which replaced the fuel adjustment clause. The
energy clause provides for the recovery or refund, over a six-
month period, which commenc2s two calendar months
after incurrence, of energy costs which differ from
established base energy costs. The energy clause also
provides for an adjustment for any over or under collection
resulting from the operation of this clause.

The effect of the Company’s accounting, which has been
approved by the Commission, was to decrease net income
for 1973 by $806,000, and to increase net income for 1978
by $624,000.

Management expects that the Commission will allow the
Company full recovery of any deferred costs inciuding
those relating to changes in the lag period or any other
changes, in accordance with the objectives of the energy
clause provisions included in its approved tariffs,

Utility Plant, Depreciation and Maintenance—

Utility plant is stated at the original cost of construction
which includes payroll and related costs such as taxes,
pensions and other fringe benefits, general and
administrative costs and an allowance for funds used during
construction (see Allowance for Funds Used During
Construction).

The Company provides for the depreciation of
depreciable plant in service on a straight-line basis at various
rates over the estimated lives of the property. In the
opinion of management, the amounts provided have been
adequate and the methods used to determine the amounts
meet the requirements of the regulatory commissions. The
effective annual composite rate for 1979 and 1978 is
approximately 3.1%. The Company was granted a total
aliowance of approximately $2,300,000 for its share of the
estimated decommissioning costs of the radioactive
components of its only nuclear generating unit in service in
its recent rate case and began providing for such costs in
1979.

Property additions, renewals and replacements are
charged to utility plant accounts. Property considered to be
retirement units, retired or otherwise disposed of in the
norm.' course of business, together with the cost of
removal, less salvage, is charged to the accumulated
provision for depreciation and no gain or loss is recognized
in the income accounts. Repairs of property are charged to
maintenance.

Common Ownership of Generating Facilities—

The Company and other Central Area Power
Coordination (CAPCO) group companies own various
power generating facilities as tenants in common. Each of
the companies is obligated to pay a share of the costs of
any such jointly owned facilities in the same proportion as
its ownership interest therein. The amounts reflected in the
accompanying Balance Sheet under utility plant include
such costs at December 31, 1979 as follows:



Notes to Financial Statements—Continued

CAPCO Units in Service (b) CAPCO Units under Construction
Bruce Bruce Perry
W.H. Mansfield Beaver Mansfield 1and
Sammis 7 1and 2 _Valley t 3 2 Total
Thousands of Dollars
Urity plant inservice ... $ 26113 $45181)  SI01748 0§ - S SU2043
Accumulated provision
for depreciation . ... $ 543 $£.38% 2 $0085 $ - S £1008
Construction work in
PrOGreSS. ............. $.34 § 1M1 S B5Y  $20466  $7109)  $108982
Nuclear fuel in
process(c) .. .......... S_1739
Company’s ownership in-
terest in unit capacity. . . . . —20.8% 5.5% 17.5% —ta28% 5.28%
(a) Includes common facilities.
(b) The Company's portion of operating expenses associated with the common ownership of generating
facilities is included in the corresponding operating expenses in the accompanying Statements of Income.
(c) Unsegregated amount among the CAPCO nuclear units.
Nuclear Fuel-

The cost of nuclear fuel in service is charged to fuel 1979 1978
expense based on the rate of consumption assuming a zero Thousands of Dollars
net salvage value. The manner of disposition of spent Currently payable—
nuclear fuel may not be determined for many years, I $1330 § -
therefore necessitating storage of such fuel for an indefinite T YR e Rl ol '950 59
period. The Company will seek regulatory approval for
recovery of such costs through its rate case proceedings. Total currently payable 2,280 59

Deferred, net—
Allowance for Funds Used During Construction— PO - oot s e e + 1893 2,880

The allowance for funds used during construction, a BRI i i s st b Eptes 608 473
non-cash item which is charged to construction work in Totsl deferred. net
progress during the period of construction, represents the o - 2501 1353
net cost of borrowed and equity funds used for construction OO 2« v o0 v hs L =L
purposes. The amount of the allowance varies as a result Investment tax credits, net of
of changes in the level of construction work in progress and amortization (i). . .. ......... 2,634 (1458)
e e

income taxes ........ $ 7415 § 1954

treatment. The rate used during 1979 and 1978 was 8%.

Income Taxes—

The provision for income taxes shown in the accompa-
nying Statements of Income consists of the following
components:

() Denaotes negative amount

(i) 1978 reflects the reversal of previously
recorded investment tax credits, now being carried
forward due to the carry-back of net operating losses.



Notes to Financial Statements—Continued

Such provision is included in the accompanying
Statements of Income as follows:

1979 1978
Thousands of Dollars

Operating Expenses . . . ........ $ 7376 § 1,753

Other InCOmS . . ... .ooonivsns 39 201
Total provision
for income taxes . . .. .. § z4]§ m

Deferred tax expense results from timing differences in
the recognition of revenues and expenses for tax and
accounting purposes. The sources of these differences and
tax effect of each are as indicated below:

1979 1978
Thousands of Dollars

Debt component of allowance for
funds used during construction
which is credited to plant . . . . . .

Excess of tax depreciation allowed
pursuant to the Class Life ADR
depreciation system, net. . ... .. 1,308 1,599

Accelerated amortization of the
cost of certain facilities covered

$2215 § 1,392

by Necessity Certificates. . . . . . . (182)  (182)
Property taxes applicable to sub-
sequent periods, net. . .. ...... 40 (8)
3382 280
Deferred energy costs, net. . ... .. (881) 552

Total deferred tax expense,
| p R e

() Denotes negative amount

For income tax purposes, the Company has claimed
liberalized depreciation (double-declining balance, guideline
lives and the Class Life ADR System provision methods)
and, consistent with the accounting and rate-making
policies of the applicable regulatory authorities, the
Company has followed “flow-through” accounting except
as indicated above.

The Company follows deferral accounting with respect
10 investment tax credits and amortizes such credits to
income over the estimated life of the related property. At
December 31, 1979, approximately $12,000,000 of unused

investment tax credits were available to offset future
Federal income taxes payable, of which $4,000,000 expires
at the end of 1983, $4,000,000 expires at the end of 1984,
$3,000,000 expires at the end of 1985 and $1,000,000
expires at the end of 1986.

The total provision for income taxes shown in the
accompanying Statements of Income is iess than the
amount which would be computed by applying the
statutory Federal income tax rate to income before
income taxes. The following table summarizes the major
reasons for these differences:

1979 1978
Thousands of Dollars
Book income before provision for
incometaxes .............. $28.621 $16941

Amount of Federal income tax
expense at statutory rate. . . . . ..
Increases (reductions) in taxes
resulting from: (i)
Allowance for equity
funds used during
construction which does

$13,166 $ 8,132

not constitute taxable

RIS S (2,879) (2,204)
Excess of tax over book

depreciation, . . .......... (3,296) (3,837)
State income taxes, net of

Federal income tax benefit . . . 841 217
Capitalized overhead costs. . . . . 254 (105)
Amortization of deferred invest-

ment tax credits . . ........ (376) 66
L S I (295) (375)

Total provision for
income taxes . ....... $ 7415 $ 1954

() Denotes negative amount

(i) Under the established rate-making practices of the
regulatory commissions to which the Company is
subject, it is expected that the deferred taxes not
provided for currently will be collected in customers’
rates when such taxes become payable.

It is not expected that the cash outlay for income taxes
with respect to any of the succeeding three years will
materially exceed income tax expense for such years.
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Pensions—

The Company has a trusteed noncontributory pension
plan covering substantially all full-time employees. Upon
retirement, employees are provided a monthly pension
based on length of service and compensation. Pension costs
for 1979 and 1978 were $2,321,000 and $1,943,000,
respectively, of which $1,146,000 and $839,000,
respectively, were charged to operating expenses and the
balances were charged primarily to construction. Such costs
include the amortization of past service costs on an actuarial
hasis over 30 years. The Company funds pension costs
accrued. The estimated unfunded past service liability of
the plan at June 30, 1979 (the date of the latest actuarial
report) was $7,715,000. The market value of the pension
fund at December 31, 1979 exceeded the actuarially
computed value of the vested benefits at June 30, 1979.

Purchased and Interchanged Power, Net—

Purchased and interchanged power, net in the accom-
panying Statements of Income includes the interchange of
power with Qhio Edison Company, the Company’s parent,
which resulted in a net expense to the Company of
$7,600,000 in 1979 and $4,500,000 in 1978. Such
amounts are determined in accordance with operating
agreements entered into by the Company with the CAPCO
companies. These agreements prescribe the method of
accounting to be followed in the billing of power, and have
been filed with the FERC.

(2) Ohio Valley Electric Corporation (OVEC):

The Company and Ohio Edison Company are partici-
pating with 13 other investor-owned electric utility
companies and with QVEC in arrangements with the
Department of Energy (DOE) to supply the power
requirements of the DOE plant near Portsmouth, Ohio. The
sponsors are entitled to receive from OVEC, and are
obligated to pay for the right to receive, any available
power in excess of the DOE contract demand. The proceeds
from the sale of power by OVEC are to be sufficient to
meet all of its costs including amortization of debt capital
over a period ending December 31, 1981, and to provide
for a return on common stock. At December 31, 1979,
QVEC had debt capital of approximately $24,000,000
remaining to be amortized. The participation of the
Company in the power arrangements is 2%.

(3) Terminated Construction Projects:

In January 1980, the Company and all other CAPCO
companies terminated plans to construct the following
four nuclear generating units—Davis-Besse No. 2 and No. 3,
and Erie No. 1 and No. 2. The Company's share of con-
struction costs incurred as of December 31, 1979 applicable
to these units amounted to $14,761,000. The Company

intends to seek approval from the Commission and the FERC
to amortize these amounts plus contractors’ cancellation
charges, if any, over several years and to recover the costs
from customers to the extent that they are not otherwise
recoverable. The Company believes that such costs

were prudently incurred and has no reason to believe that
the regulatory authorities involved will not react favorably
to its requests and therefore believes that any loss of invest-
ment and cancellation charges, if any, will be recoverable
from its customers. Until orders are received from the
Commission and the FERC, none of the charges will be
reflected in earnings.

(4) Leases:

The Company rents or leases nuclear fuel, certain trans-
mission and distribution facilities, office space and other
incidental equipment and property under cancelable and
noncancelable leases. The total rent expense included in the
accompanying Statements of Income for 1979 and 1978
was $2,304,000 and $3,109,000, respectively. The future
minimum rental commitments as of December 31, 1979 for
all noncancelable leases are as follows:

R S S R $ 2,290,000
| A O PO SR A 3,968,000
B - s o3 9 i i A6 4 s 4,125,000
DR 5w o s s R A 2 A 3,627,000
TIN5 5la i s x4 n % b WA A H 2,402,000
RO - - s o5 s g wHd s 435 RS 43,687,000

If all noncapitalized financing ieases had been capitalized,
the effect on total assets, total liabilities and expenses
would not be material,

(5) Capitalization:
(a) Retained Earnings—

Under the Company’s indenture, the Company’s
retained earnings not available for payment of cash
dividends on the Company‘s Commaon Stock was
$13,124,000 at December 31, 1979.

(b) Preferred Stock—
The Company had 140,351 shares of preferred
stock authorized and unissued at December 31, 1979.
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The preferred stock is redeemable in whole or in
part, unless otherwise noted, at the option of the
Company, at any time upon not less than 30 nor more
than 60 days notice.

Redemption of preferred stock (excluding the
4.24% — 4.64% Series) is subject to certain restrictions
regarding refunding operations for five years from date
of issue. The current redemption prices shown will
decline to eventual minimums per share in accordance
with the Charter provisions establishing each series.

(c) Redeemable Preferred Stock—

The 11% Series includes a provision for a mandatory
sinking fund sufficient to retire a minimum of 4,000
shares at $100 per share plus accrued dividends on
January 1 in each year beginning in 1980. The 8.24%
Series includes a provision for a mandatory sinking fund
sufficient to retire a minimum of 5,000 shares at $100
per share plus accrued dividends on December 1 in each
year beginning in 1982.

The sinking fund requirements for each of the five
years ending December 31, 1980 through 19864 will
amount to:

TS 5. e AN W Bie: & wars £ sl $400,000
L e G e R LI 400,000
R R G PR 300,000
B v v Ca s e A e 900,000
ST e A el e 900,000

(d) Long-Term Debt-
Substantially all property owned by the Company
is subject to a direct first mortgage lien.

Based on the amount of bonds authenticated by the
trustee through December 31, 1979, the annual sinking
and improvement fund requirements amount to
$2,019,000. It is presently contemplated that these
requirements will be satisfied in 1980 by permanently
waiving the Company's right to issue bonds against
$2,019,000 of the $2,798,000 of retired bonds that are
presently available for that purpose. In the alternative,
the Company could deposit funds in the amount called
for which could then be withdrawn upon surrender for
cancellation of a like principal amount of bonds
specifically authenticated for such purposes against
unfunded property additions. The withdrawal of sinking
and improvement fund deposits in this manner results
in @ minor increase in the amount of the annual sinking
and improvement fund requirements for the Company.

As of December 31, 13979, the sinking and improve-
ment fund requirements and maturities of long-term
debt for each of the five years ending December 31, 1980
through 1984 will amount to:

B U RS0 & Sd i dor e RS 5 i R $5,019,000
- SRR, ST A i 7,019,000
DR 5.0 w0 i 5s v s naaliionwl WEETRNG 7,824,000
B s 700 o a5 o w w 2,018,000
SR WP SR P S 2,069,000

(6) Notes Payable to Banks and Lines of Credit:

The Company has lines of credit that provide for
borrowings of up to $20,000,000 at rates varying from
prime to 108% of the prevailing prime interest rates. Short-
term borrowings may be made under these lines of credit
on unsecured notes of the Company. All of the current
lines expire December 31, 1980; however, all unused lines
are cancelable at the option of the banks.

The Company maintains cash balances on deposit with
the bank to provide operating funds and to assure avail-
ability of $4,500,000 of the above-mentioned lines of
credit. Such compensating balances, net of “float”, are
expected to be maintained at an average of $320,000.
These balances are not subject to any contractual restriction
against withdrawal. In addition, the Company is required to
pay a commitment fee to assure the availability of an
additional $4,500,000 cf the above-mentioned lines of
credit.

Additional information with respect to these notes
payable is as follows:

1979 1978
Interest rate on outstanding
bank line borrowings at
December31 ......... 15.14% 11.75%

Maximum amount drawn

down during the year. . . . w $£12,000,000

Average borrowings during

A ol s $_8.083.000 $ 2,813,000

Weighted average interest
rate during the year (based
on the daily amounts
outstanding—excluding

commitment fee). . . .. .. 12.98% 10.16%
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{7) Commitments, Guarantees and Contingencies:

The currently estimated cost of property additions and
improvements presently expected to be required by the
Company during the period 1980-1984, inclusive, is
approximately $251,481,000 of which $59,600,000 is
applicable to the year 1980. The major portion of the
Company’s construction activities during the 1980-1984
period relates to the CAPCO companies’ program for the
joint development of power generation and transmission
facilities. In connection with the future commercial opera-
tion of nuclear generating units, the CAPCO companies
have entered into commitments with respect to the supply
of nuclear fuel. The Company’s share of the cost associated
with such commitments is estimated to be $230,000,000.

The Company presently contemplates a financing
program during this five-year period which wi!! include the
sale or issuance from time to time of appropriate additional
amounts of first mortgage bonds, secured pollution control
and environmental notes and obligations, preferred stock
and common stock. The issuance of additional first
mortgage bonds and preferred stock is subject to the
limitation requirements of the Company’s mortgage
indenture and charter,

The Company, together with the other CAPCO
companies, has made long-term coal supply arrangements
with Quarto Mining Company (Quarto). The CAPCO
companias have severally, and not jointly, agreed to
guarantee their proportionate shares of Quarto’s debt
and lease obligations incurred in connection with
developing and equipping the mines whether or not the
coal can be utilized because of environmental considerations.
As of December 31, 1979, the Company’s share of the
guarantee was $30,702,000 ($11,619,000-long-term
indebiedness, $11,681,000—Iease obligations and
$7,402,000—-short-term bank credit), which is ultimately
expected to increase to $35,640,000 based on presently
budgeted mine construction costs of $431,000,000.
Because of significant difficulties experienced during the
development period, the CAPCO companies are reviewing
the various alternatives available to reduce unit production
costs, which are presently in excess of the current spot
market price of coal. Management believes that the costs
incurred in connection with this project will be recovered
through the operation of the Company's energy ciause or
through base rates.

The Company is subject to regulation with regard to air
and water quality and other environmental matters by
various Federal, state and local authorities. For compliance
therewith, it is presently estimated that additional capital

expenditures of approximately $61,000,000 may be
required by the Company, of which approximately
$26,000,000 has been expended prior to 1980 and
$24,000,000 is included in the estimated construction costs
for the 1980-1984 period referred to above. If the use of
low sulfur non-Ohio coal is not permitted for compliance
with Federal sulfur dioxide emission limitations at Sammis
Unit No. 7, estimated capital expenditures would be
increased by approximately $26,000,000 and annual
operating costs wouid be increased substantially. Similarly,
if a flue gas desulfurization device must be installed at the
Company’s New Castle plant to comply with such emission
limitations, it is estimated that the capital expenditures
would be increased by $85,000,000 and annual operating
expenses would increase by approximately $15,000,000.

If the Company is required to install additional off-stream
cooling in connection with the operation of the New Castle
plant and W, H. Sammis Unit No. 7, additional substantial
but presently undeterminable costs would be incurred.
Although the Company is unabie to predict the ultimate
results of the legal proceedings pending in Ohio and
Pennsylvania relating to compliance with environmental
regulations or any additional capital and operating
expenditures that may be necessary as a result wiereof, it
expects that the impact of any such costs eventually

would be reflected in its rate schedules.

In some proceedings, criminal fines or civil penalties
ultimately could be imposed under the Clean Air Act
Amendments of 1977 and the Federal Water Pollution
Control Act as amended by the Clean Water Act of 1977 or
the Company could be forced to shut down significant
amounts of coal-fired capacity. The Federal government has
begun legal proceedings against the Company under the
Clean Air Act asking the courts to assess civil penalties for
alleged continuing violations of particulate emission regula-
tions at the W. H. Sammis Plant and sulfur dioxide emission
regulations at the Company's New Castle Power Plant. The
Clean Air Act amendments which became effective in August,
1977, permit the imposition of civil penaities of up to
$25,000 per day of violation. The penalties, if any, that
may be imposed by the courts for alleged past violations are
not now determinable, but such penaities could be substan-
tial. Ohio Edison, the operator of the Sammis Plant, and
the Company expect to comply with any final orders of the
courts and in the meantime to conduct the operation of the
plants so as to minimize the applicable emissions to the
greatest extent that they deem to be practicable; therefore,
the litigation described above should not result in the
imposition of any substantial civil penalties for future
conduct.
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The Federal Environmental Protection Agency (EPA)
had tentatively indicated an intention to seek to enforce
noncompliance penalties beginning August 7, 1979, for
failure to comply with applicable emission limits, as required
under the Clean Air Act; however, final regulations have
not been issued. Even if the application to change the State
Implementation Plan which would bring the New Castle
Power Plant into compliance and the submitted schedule
to bring the Sammis Plant into compliance by 1984 are
accepted, substantial noncompliance penalties may result.
Until final regulations are issued, the date from which
penalties will begin and the method of calculating such
penalties will not be kmown.

In addition, the following summarizes certain other
outstanding legal actions and complaints against the
Company:

In 1877, the Borough of Shippingport, Pennsylvania,
filed actions against the CAPCO companies seeking to
enjoin the operation of the Bruce Mansfield and Beaver
Valley plants and to obtain damages resulting from alleged
operational malfunctions of the fiue gas desulfurization
systemat Manstield and the threat of radioactive emissions
at Beaver Valley. In addition, numerous individual plaintiffs
have filed actions seeking monetary relief in an unspecified
amount for damages claimed to be the result of the same
alleged operational malfunctions. Although unable to
predict the ultimate outcome of the matter, the Company
believes that the ultimate disposition will not result in any
material adverse effect on the Company’s financial position
and results of operations.

In 1877, the Boroughs of Eliwood City and Grove City,
Pennsylvania, filed a complaint against the Cumpany,
alleging that the Company, individually and in conspiracy
with Ohio Edison and other CAPCO companies, has
violated Sections 4 and 16 of the Clayton Act to restrain
and monopolize trade and commerce in alleged markets for

electric power. Damages of $7,000,000 (to be trebled) and
injunctions against the unlawful acts are sought. On
January 4, 1979, the Court granted summary judgment in
favor of the Company as to certain allegations of the com-
plaint. Management is unable to predict the ultimate out-
come of this action.

On April 10, 1879, Kerr-McGee Nuclear Corporation
filed a complaint against the CAPCO companies aileging a
breach of a 1973 uranium supply contract, thus allegedly
entitling Kerr-McGee to treat the contract as having been
terminated. Kerr-McGee also seeks unspecified damages,
costs and such further relief as the Court deems just and
proper. If the uranium is not delivered by Kerr-McGee,
steps will have to be taken to effect other arrangements,
which may result in additional but presently undeterminable
costs to CAPCU members. On June 28, 1973, the CAPCO
members filed a counteraction against Kerr-McGee Corpora-
tion and Kerr-McGee Nuclear Corporation seeking a
declaration by the Court as to the rights of the parties and a
granting by the Court of the plaintiffs’ costs and exemplary
damages due to defendants’ attempt to extract price
increases from the plaintifts.

The Commission instituted an investigation into an
outage of Beaver Valley Unit No. 1 durino the period
March-August 1979, which outage had been ordered by the
Nuclear Regulatory Commission to analyze possible seismic
deficiencies of safety-related piping and pipe supports in the
Unit. This investigation is to determine whether, as a result
of this outage, the Unit should be eliminated from, or
adjustments should be made in, the Company s rate base
and whether expenditures by the Company for purchased
replacement power should be disallowed for purposes of
the Company's energy clause. In a separate investigation,
the Commission is considering whether additional con-
struction costs resulting from deferral of construction
projects should be excluded from rate base in subsequent
rate proceedings.
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(8) Summary of Quarterly Financial Data:
The following data summarize certain operating results for the four quarters of 1979 and 1978.
Three Months Ended
March 31, June 30, September 30, December 31,
1979 1979 1979 1979

Thousands of Dollars
Operating Revenues. . . ................ $37,335 $35,444 $36,595 $35,966
Operating Expensesand Taxes. . .......... 29,496 29,080 28,367 28,976
OperatingIncome . . .................. 7,839 6,364 8,228 6,990
Other Income and Deductions, net. . ....... 1,358 1,510 1,646 1,773
T R A R 3,355 3,592 3,717 3,848
ORI s -0 0 b 5 & ok o $ 5852 $ 4282 $6.157 $4315
Net Income for Common Stock . . . ........ $ 4587 $ 3117 $ 4992 $ 3750

Three Months Ended

March 31, June 30, September 30, December 31,
1978 1978 1978 1978

Thousands of Dollars
Operating Reverues. . . ................ $27,305 $26,352 $29,556 $35,905
Operating Expensesand Taxes. . .......... 21334 21,141 244N 28,417
Operating Income . . . ................. 597 5211 5,085 7,488
Other Income and Deductions, net. . . ...... 857 1,282 1,163 1,508
T S R N g P KIS s g Tk 3,026 3,300 3,457 3,795
T R e s $ 3802 $.3.193 $2191 $ 5201

Net Income ror Common Stock . .. ... ..... $ 2637 $. 2028 $ 1628 $ 4036



Auditors’ Report

ARTHUR ANDERSEN & Co.

1045 AVENUE OF THE AMERICAS

NEw York, N.Y. 10019

[o the Board of Directors of Pennsylvania Power ( Lompany

We have examined the balance sheets and statements of capitalization of
Pennsylvania Power Company (a Pennsvivania « orporation and a wholly-owned subsidiar
of Ohio Edison Company) as of December 31. 1979, and 1978, and the related stateme nts
ob imcome and retained earnings and sources of funds for gross property additions for the
vears then ended. Our examinations were made in accordance with generally ace epted
auditing standards and, accordingly. included such tests of the accounting records

and
such other auditing procedures as we considered necessary in the circumstances

In our opmion, the financial statements referred to above
present fairly the financial position of Pennsvivania Power ( ompany as of December 31
1979, and 1978, and the results of its operations and sources of fund
additions for the vears then ended i conformity with
principles applied on a consistent basis

s lor gross property
generally accepted accounting

February 8, 1980 a«ﬁ.‘v\/ MM Y C
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PENNSYLVANIA POWER COMPANY
Supplementary Financial Nata
Financial Reporting and Changing Prices

Statement of Financial Accounting Standards No. 33,

“Financial Reporting and Changing Prices” (SFAS No. 33),

provides for the preparation of cupplementary financial

information to disclose the estimated effects of inflation

and changes in prices on property, plant and equipment.

This data is presented in accordance with SFAS No. 33,  As Reported

however, it is not intended as a substitute for earnings in the
reported on a historical cost basis. Primary
Statements
Adjusted for the Effects of Changing Prices
For the Year Ended December 31, 1979 (In Thousands)
Operating Revenues. . . ... .........ccvvuuvnans $145,340
Operating Expenses and Taxes:
Operationand maintenance. . . . ... ............. 85,730
Provision fordepreciation. . .. ................. 12,517
T T T R N e e ot et e T s S 10,296
T T TR A e iy - e i ISR e e 1,376
Total operating expensesand taxes. . . ........... 115918
e P N 29,421
Other Income and Deductions, net. ............... 6,297
T e e T s S N R A 14,512
Preferred Stock Dividend Requirements. . . .......... 4,660

Income from Continuing Operations
(excluding reduction to net recoverable

el o T SR T e R AN R $ 16546

Increase in specific prices (current cost) of

property, plant and equipment held during’

T e e T R R RS e i
Reduction to net recoverablecost. . .. .............
Effect of increase in the general price level

on property, piant and equipment . . .............

Excess of increase in the general price level

over increase in specific prices of property,

plant and equipment after reduction to net

TR B .l s i st s i s o
Advantage resulting from the decrease in

purchasing power of net monetary liabilities. . . . ... ..

Historical
Cost Adjusted for
Adjusted for Change in
General Specific Prices
_Inflation {Current Cost)
(Average 1979 Dollars)
$145,340 $145,340
85,730 85,730
22,373 24,123
10,296 10,296
1,376 1,376
125,775 127,525
19,565 17,815
6,297 6,297
14,512 14,512
4,660 4,660
$_6.690) $ 4940
$ 65,358
$(44,079) (20,379
(87,308)
(42,324
35,752 35,752
$ (8322 $ (6572

(a) Including the reduction to net recoverable cost, the income (loss) from continuing operations adjusted for general

inflation would have been $(37,384,000).

(b) At December 31, 1979, properiy, plant and equipment, net of accumulated depreciation, all adjusted for changes
in specific prices (current cost) was $741,128,000, while historical cost (net cost recoverable) was $445,247,000.

See Notes to Supplementary Financial Data on page 38.



PENNSYLVANIA POWER COMPANY

Five-Year Comparison of Selected Supplementary Financial Data

Adjusted for the Effects of Changing Prices For the Years Ended December 31, 1979

Operating Revenues

As reported in the primary statements. . . .. ...........
Adjusted to average 1979 dollars . . .. ...............

Historical Cost Information Adjusted for General Inflation
(in Average 1979 Dollars)
Income from continuing operations (excluding

reduction to net recoverablecost). . ... ..............

Current Cost Information
{In Average 1979 Dollars)
Income from continuing operations (excluding

reduction to net recoverablecost), . . ...............

Excess of increase in the general price level over increase
in specific prices of property, plant anc equipment after
reduction to net recoverablecost . . . ..............

Other Information
Common stockholder’s equity at December 31 at

net recoverable cost (Average 1979 Dollars) . . . ........

Advantage resulting from the decrease in purchasing

power of net monetary liabilities (Average 1979 Dollars) . .

Average consumer price index

Notes to the Supplementary Financial Data

The Consumer Price Index for All Urban Consumers
(CPI-U) was used for converting historical amounts for
property, plant and equipment into average 1979 dollars,
thus giving an indication of the effect of general inflation
on the principal assets of the Company.

Current cost of property, plant and equipment other
than land was ca'culated by applying the Handy-Whitman
Index of Public Utility Construction Costs for the North
Central Division and the Bureau of Labor and Statistics
engineering indices to functional accounts by vintage years,
except for large construction projects which were trended
based on the year that costs were incurred. The current cost
of land was calculated by applying the CPI-U to the aciual
costs in the respective years of acquisition. The current cost
data approximately reflects the currer cost of acquiring
property, plant and equipment identical to assets currently
owned.

Depreciation expense adjusted for general inflation and
for changing prices was determined using the same rates and
methods used in calculating the provision in the primary
financial statements. The accumulated provisions for
depreciation were estimated for each functional class of
property, plant and equipment by applying the Handy-

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

1979 1978 1977 1876 1975
Thousands of Dollars
$145,340 $119,118 $100,843 S 89583 § 87,212
$145,340 $132,529 $120,789 $114,225 $117,617
$ 6,690
$ 4,940
$(42,324)
$146,947
$ 35,752
2174 195.4 181.5 170.5 161.2

Whitman Index to a vintaged theoretical reserve for
depreciation.

Incorae taxes included in income from continuing opera-
tions adjusted for general inflation and for changing prices
is the same as the provision reported in the primary
financial statements, in conformity with SFAS No. 33.

During inflationary periods, the investment necessary to
replace property, plant and equipment will be more than
their original cost. Because the Company is permitted to
recover in revenues, through a depreciation allowance, only
the historical costs of such assets, the additional cost of
plant as adjusted for .1 anging prices is indicated as a
“Reduction to net recoverable cost.”

Net monetary liabilities of the Company consist
primarily of long-term debt and preferred stock. During
inflationary periods, the Company will be repaying these
net monetary liabilities with dollars having less purchasing
power than doliars had when the liability was originally
incurred. The difference is indicated by the “Advantaye
resulting from the decrease in purchasing power of net
monetary liabilities.”



Pennsylvania Power Company
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