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Metropolitan Edison Company is a subsidiary of
General Public Uutlities Corporation, an electric utility
holding company. Met-Ed’s corporate headquarters ar
located in Reading, Pennsylvania. The Company serve
more than 358,000 customers in 14 eastern and
south-central Pennsylvania counties covering more tha
3,274 square miles

GPU, the parent company headquartered in Parsip-
pany, New Jersey, has two other operating subsidiaric
Pennsylvania Electric Company, serving more than
508,000 customers in northern and western Pennsylva:
and Jersey Central Power and Light Company, servin
more than 690,000 customers in New Jersey. The thre
companies combined provide electric service to more
than half the land area of the two states. They jointly
own several of the System’s major electric generating
facilities

GPU is one of the nation’s largest publicly owned
electric utilities with assets of $5 billion. Its three
companies sold about 32 million megawatt-hours of
electricity in 1979, producing over $1.5 billion in
revenues.
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1979 FINANCIAL SUMMARY
1979* 1978 ¢ Change
Farnings Available tor Common Stock (S000) ......... $ 15585 $ 48318 (67.7)
Operating Bevenues (D) . ..o vauraninssonnssosassns $ 338,136 S 310,581
Construction Expenditures (S000) ............covvnnn. $ 53,559 S 87.657 (38.9)
Gross Utility Plant (8000) ... oo invn i iiiiinenen, §$1.376,767 $1,353,569 1.7
Gencrating Copacty (MW)™ . . .. ocviiinvinirnssvssas 2.144 - 144 0.0
Feak Lond-Winter {MW) . iiiiinvicivibeionecissss o 1.571 1,483 59
Fuel and Purchased Power Cost (Mills per Kwh). ...... 13.37 10.57 26.5
Generation Mix (97)

T e O e L O T R L T a e e 76 58

L o s SRR T R Y e B e e 2 2

I L sl R B e e e e 19 Kh)

CUBET (R0 & BYUFO) e covivvin daniesdbyeda il yams 3 2
Megawatt-Hour Sales (000) o i iiinnns 8,084 7917 2.1
Customers Served (Year-End, . ....iccicnicivannsins 358.265 251,554 1.9
Employees (Year-End) ..c... coicssesnsivnvbnnsnes 2,659 2.784 (4.5)
*See \ Consoadated Financiai Statements
**n i Iitree Mule Islana nuciear generaning station U'nus rated at 353 MW
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A MESSAGE FROM THE PRESIDENT

To the Security Holders, Customers and Employees of Met-Ed:

For Metropolitan Edison Company, this has been
its most difficult vear.

I'he accident March 28, 1979 at Three Mile
Island (TM1) Unit 2 has produced trying and
extremely troubling months for our customers, our
employees, our security holders and all of the
General Public Utilities System.

However, our resulting financial cnisis s severe and
continuing.

T'he removal of TMI-2 from rate base has
deprived us of the recovery of the capital costs for
that investment, reducing earnings to a point which
has virtually ehiminated our access to long-term
security markets and forced us to suspend payment
of common stock dividends. The cost of power to
replace the TMI generation is increasing and is
already far in excess of that currently being
collected from customers. As a result, we must limit
cash expenditures to those covered by revenues or
borrowings under a special revolving credit agree-
ment.

I he most critical factor in our continuing
financial viability and ulumate financial health is
reasonable and timely rate treatment by the
Pennsylvania Public Utility Commission during this
difficult period. At this ume, Met-Ed is not
recerving sufficient revenues to meet our overall
financial requirements.

1979 has been a year far removed from “business
as usual.” In addition to the accident, its severe
financial effect and the difficulties of dealing with
the rate regulatory situation, the procedures of the
Federal Nuclear Regulatory Commuission have
caused unreasonable delays in reaching decisions
concerning proposed safety modifications for the
restart of the undamaged TMI Unit | and for the
sate cleanup and recovery of TMI Unit 2.

The safe return of TMI-1 to service would be of
significant benefit to the GPU System customers
because of the savings (estimated at over $160
million annually) to be realized by the reduction in
replacement power costs. A more rapid pace in the
cleanup of the damaged Unit 2 than present NRC
decision making has permitted would be ciearly
beneficial, not only to the company, but more
important to our TMI plant neighbors.

The Accident Examined

The two major investigative studies, that of the
President’s Commission on the Accident at Three
Mile Island (The Kemeny Report) and one comm
sioned by the NRC (The Rogovin Report), emphi
ized that the nuclear industry overall, including
utilities, the NRC and equipment suppliers, share
responsibility for deficiencies that existed in the
industry and were brought to light by the TMI
accident. For example, in examining deficiencies 1
operator training, the Rogovin group found:

“These problems were not unique to Metropoli-
tar Edison. Although it is true that Met-Ed’s
training program was in some respects deficient, |
appears that Met-Ed afforded its operators trainit
that, taken as a whole, was typical of the industr:
and. in certain respects, was above average. The
shift crew on duty when the accident began were
products of the nuclear Navy training program, a
each had at least five years of Navy experience.
Prior to the accident all of them had completed
training courses which met NRC requirements, h:
passed NRC exams, ar had received simulator
training totalling S to 9 weeks each. Three had
received one week’s training at Penn State Univer
sity’s research reactor. Their combined average
NRC licensing exam test scores were above the
national average. The inadequate training that
played a role in this accident must be attributed :
to one utility but rather to the industry as a whol
and to the NRC."

Lessons learned will result in additional safe-
guards and response capabilities. Met-Ed and GF
are involved in industry-wide programs to upgrac
the safety of nuclear operations. Our involvement
includes the Nuclear Safety Analysis Center
(NSAC), the Institute of Nuclear Power Operatic
(INPO) and the industry’s establishment of a
mutual insurance organization to help cover cost:
of replacement power resulting from any future
nuclear accidents.

Financial Results Down

Metropohtan Edison Company's earnings avail
ble for common stock for 1979 declined nearly 6!
from those reported for the year 1978. The
regulators’ elimination of TMI-2 costs from our
rates was the primary cause of this decline.

The rate of return on average common equity
1979 was 4.16 percent, far below the 12.91 perce:
for 1978.



A major impact on the company has been the
need to purchase power to replace that lost from
the TMI station and thus maintain continuity of
customer service. The cost of replacement power
during 1979 was more than ten times the cost of
generation from TMIL. During 1979 Met-Ed spent
$177 mullion dollars for fuel and replacement power
but received only $112 million of this from
customer revenues. Although the difference is being
deferred for future recovery. it has imposed a severe
load on available sources of credit. (Refer to
Management’s Comments on Earnings).

Financing

In June, 1979, GPU and its member companies
entered into a revolving credit agreement with 45
banks under which the System had available at
December 31, 1979, $292 million of credit. The
agreement provides for an ultimate borrowing level
of $412 mullion with the favorable vote of the banks
providing 859 of the bank credit. A maximum of
$125 million is available to Met-Ed subject to the
overall system limit, which is less than the total of
the individual limits of the Company and its
affihates.

Also in June, Met-Ed issued and pledged to the
banks $40 million of Il percent first mortgage
bonds as collateral security for borrowings under
the revolving credit agreement. On January 31,
1980, Met-Ed sold S13 million of first mortgage
bonds to the group of banks. Ot this amount, $7
million was used to pay off bonds that matured in
February 1980 and $6 million was deposited with
the banks to repay short-term loans. (See Note 4 to
the consolidated financial statements).

I'he Company. in responding to the accident at
IT'MI-2, has incurred $50.6 million of costs asso-
clated with the clean-up and recovery process. Of
this amount $47.3 million have been deferred and
$3.3 million charged to operations. In addition to
the deferred clean-up and recovery costs, the TMI-2
nuclear fuel core was retired and its unamortized
book cost of SI18.5 million transferred to deferred
debits which aggregate $S65.8 million and have been
oltset by the insurance proceeds of $35.1 million
received through December 31, 1976,

Many measures were initiatied during the vear to
control cash flow as an aftermath of the TMI
accident. Among them were: (1) a reduction in total
number of emplovees, done principally through
attriion and an early retirement plan offered to
emplovees; (2) a freez2 on hiring except where
essential to fultill commitments at TMI required by
regulatory demands: (3) restrictions on overtime use
of employees: (4) a cutback on the use of outside
services: (3) a delay in noncritical maintenance
tasks: and (6) a delay in the construction of new
facilities.

Until such time as earnings and credit worthiness
can be restored. access to the securities market for
permanent financings is essentially precluded.

Rate Proceedings and Regulatory Matters

In March. 1979, Met-Ed was granted a rate
increase by the PaPUC which reflected in base rates
its investment in TMI-2 and the operating and
maintenance costs associated with the unit. In Apnl
the order was rescinded by the PaPUC, thereby
reducing rates by over $46 million to the levels in
effect prior to the March rate order.

On June 19. 1979, the PaPUC made these
reduced base rates permanent. In addition, the
order established a levelized energy adjustment
clause for Met-Ed for the period July 1, 1979
through December 31, 1980.

The increase in Met-Ed’s levelized energy adjust-
ment charge granted by the PaPUC in June 1979
assumed that TMI-1 would resume the generation
of electricity on January 1, 1980. Howeve:, due to
NRC actions that have delaved the restart of
TNI-1. Met-Ed had to file for an increase in the
levelized energy adjustment charge. That request
was filed with the PaPUC on November | to be
ctfective January 1. 1980. On February 8, 1980 the
PaPUC temporarily granted the increase effective
March I, 1950. The increase is subject to refund
depanding upon the final results of the current
hearings.

On November |, 1979, the PaPUC ordered
Met-Ed to show cause why its franchise to conduct
public utility operations should not be revoked. On
November §, 1979, the commission combined this
proceeding with investigations on whether the costs
associated with TMI-1 should continue to be
reflected in base rates and on the above energy
adjustment petition. The PaPUC is scheduled to
issue an order on such matters on or about May 23,
1980.

Customer Impact

At the end of 1979 the typical Met-Ed customer
(a residence not using either electric heat or electric
water heating) paid an average of slightly under 5.8
cents per kilowatt-hour, which was less than that
paid by the majority of utility customers in
Pennsylvania. With the additional energy cost
adjustment effective March |, the average cost to
this typical Met-Ed customer will be about 6.5 cents
per kilowatt-hour, which is still in the mid range for
the state.

Management Changes

The company instituted some significant execu-
tive changes in the attermath of the accident.
Robert C. Arnold was named senior vice president
in charge of TMI-1 recovery operations as of
August 2, 1979. Walter M. Creitz resigned as



president on August 29, 1979. Herman Dieckamp,
the president of the parent GPU Corporation,
became acting president.

Corporation Changes

In January. GPU announced plans to form a
GPU Nuclear Corporation (GPUNC) that will have
responsibility for the restoration and safe operation
of both TMI units and the safe and etficient
operation of Oyster Creek nuclear station in New
Jersey.

GPUNC will centralize and concentrate the
responsibility tor the design, construction and
operation of all nuclear plants in the GPU System.
Ownership of the TMI Units | and 2 will remain
the same: Met-Ed owning 50% and Pennsylvania
Electric Co. (Penelec) and Jersey Central Power &
Light Co. (JCP&L) will each own 25, Mr. Arnold
has been designated president of the planned GPU
Nuclear Corporation,

Plans are now underway to combine the manage-
ments of Metropolitan Edison Company and
Pennsylvania Electric, with William A. Verrochi
heading the operations. Mr. Verrochi is currently
president of Pennsvlvania Electric. The combined
operation will be managed by a single set of
officers, but. in a financial sense. will not be a
formal corporate merger. The objectives of achiev-
g improved management efficiency, economies of
scale, and uniform policies for better service to our
Pennsyvlvania customers do not necessitate a formal
merger. None of the outstanding securities of either
company will be affected.

Both reorganization programs will require regula-
tory approval.

Changes in System Operations

Electric service to the Hershey Electric Company,
which had been supplied on a wholesale basis by
Met-Ed since 1966, was transferred to Pennsylvania
Power & Light (PP&L) effective March |, 1980,
T'hat change will reduce the company’s peak power
requirements by approximately 4 percent. As part
of this changeover Met-Ed agreed to sell two
substations and other transmission equipment to
PP&L tor about $737.000.

Generation:  TMI-1 Restart

I'MI Unit | was shut down for refueling on
February 17, 1979, Althougzh awaiting NRC deci-
stons for restart, it still holds one of the finest
operational records in the nuclear industry.

We voluntarily held up the restart of TMI-] and
advised the NRC of steps we planned to take to
improve operational safety. However, NRC regula-
tory review procedures were instituted last summer
that will not be completed before late 1980 at the
carliest. These hearings will provide an opportunity
tor the public. and particularly the plant’s neigh-

bors. to witness the diligence of the comnany and
the NRC in assuring public safety.

Met-Ed is making everv effort to demonstrate to
decision-makers and the public the need to put
TMI-1 back on line for the benefit of the
customers. the nation’s energy independence and the
company’s financial viabihity.

Because of the loss of TMI-1 and 2. the company
has had to purchase approximately 50¢ of the
electricity delivered to customers. Special purchase
agreements have been made with individual electric
generating utilities that have reduced purchase
power costs.

Clean-up and Recovery of TMI-2

The massive job of cleanup at TMI-2 is being
carried out as expeditiously as safety and the
regulatory process permits.

First, and foremost, is the assurance of public
and employee safety, not only in the immediate
cleanup activity, but in the future operation of both
units. The areas of principal attention include the
preparation of plans to handle emergencies effec-
tively. the review and improvement of operating
procedures, the retraining and re-examination of
operators, the management of radioactive waste, th:
isolation of TMI Unit | from Unit 2, and the
overall management of the TMI operations.

The return of TMI-2 will be complex and
lengthy. First priority is to clean up the aftermath
of the accident and minimize any continuing hazarc
to the public. Decontamination of open areas in the
auxthary and fuel handling buildings 1s very near
completion. Epicor 11, a system designed and
installed specifically for decontaminating water, has
been 1n operation and has filtered over one-fourth
of the radioactive water from the auxiliary building
storage tanks.

A summary technical plan for decontamination «
the facility and removal of fuel from the reactor ha
been submitted to the NRC. Modifications will be
made as more knowledge is gained of the conditior
inside the containment building. In this regard.
probes have been made for water and air sampling
inside the containment building. Radiation reading
were not as high as anticipated.

Within a vear, the removal and decontamination
of the air and water in the reactor containment
building is expected to be acomplished. During the
year that follows, complete decontamination of the
building and removal of the core are planned. Fror
that point through 1982 and 1983, the major
emphasis will be decontamination of the reactor
system, testing of the major system components fo:
physical integrity, and repair or replacement of
damaged equipment. We wili be aiming for possibl
restart of TMI-2 in late 1983 or early 1984



Conservation and Load Management Improved

Principal goals in the company’s continuing
conservation and load management program are
reduced growth and improvement ot our daily load
tactor (a measure of how uniformly our load 1s
distnibuted throughout the day) to better utilize our
existing tacihities. The company has succeeded in
both aspects. The average daily load tactor hit a
record high 857 in 1979 as compared to 835 in
1970 and 79¢ in 1960. Cumulatively, the program
has also been responsible tor a 160,000 kilowatt
shift in demand to ott-peak periods. A total ot
1.296 energy management committees have been
established i industrial and commercial customer
companies.

Met-Ed has been active in collecting data in the
study of oft-peak storage heating systems to
determine its benetit to customers and the system.
In addition, the company s participating in the
installation and moritcrng of various alternative
energy systems, including solar water heaung and
wind turbined generaton, as well as biomass
conversion and methane gas production to generate
clectricity

Customer Services Enhanced

Much of the past year has been spent enhancing
the methods and procedures concerning standards
and billing pracuces for residential utihty service.

We are pleased to point out that a report issued
by the PaPUC Bureau of Consumer Services cites
the company tor its excellent performance in the
area of customer service and the collection ot
d-hinquent accounts,

Fhe four Consumer Advisory Councils estab-
hished thronghout the Met-Ed territory last vear are
now proving very usetul in dentfving customer and
community problem arcas that require Met-Ed’s
attention

Public Affairs and Communications

As a result of the experiences of the past vear,
Met-Ed has taken positive steps to expand its
public attawrs and communications efforts. At TMI,
public attairs and communications staffs have been
established to handle the large task of communicat-
ing nuclear-related matters to the residents of the
arca. the industry, the regulators, the government.
the press. the study groups and the emplovees
Press conterences, public meetings., television inter-
views and speaking engagements have become more
trequent occurrences. The need to improve public
understanding has fostered an increased and
upgraded emphasis on corporate public affairs and
communications

Rights Protected

In spite of all the adversities of the past vear. the
company has tunctioned well: our employees have
pertormed extraordinarily and with great lovalty.
and we have continued to provide unfailing seryvice
Lo our customers at comparable rates

Untortunately, the company's investors have not
lared nearly as well. Met-Ed has suspended
payment of common stock dividends and. while
payments continue to bond and proierred stock
holders. their ratings and value have dropped
signiticantly

I'his situation is ultimately detrimental to both
the customer and the investor. While our future is
very much in the hands of state and federal
regulators, Met-Ed and the other GPU System
companies are determined that the rnights of both
investors and customers must be protected. equally
and tarly.

Herman Dieckamp
Acting President
March 7, 1980
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Statement by Management

I'he management of Metropolitan Edison Com-
pany is responsible for the information and repres-
entations contained in the financial statements and
other sections of this annual report. The financial
statements have been prepared in conformity with
generally accepted accounting principles consist-
ently applied. In preparing the financial statements,
management makes informed judgments and esti-
mates of the expected etfects of events and
transactions that are currently being reported.

I'he accompanying financial statements and notes
thereto disclose the effect of the nuclear accident
on March 28, 1979 at Unit No. 2 of the Three Mile
Island Nuclear Generating Station (“TMI-2"). The
accident has had a significant adverse impact on
the earnings and financial position of the Company
in 1979

In the aftermath of the accident the Pennsylvania
Public Uulity Commussion reduced allowable annual
revenues by the capital and operating costs associated
with TMI-2, resulting in a substantial decline in earnin
In addition, several significant contingencies and uncer
tainties. the outcome of which cannot be determined a:
the present time, resulted

Reference should be made to Note | to the
accompanying financial statements and to Manage-
ment’s Comments on Earnings beginning on page 8 fo
further discussion on the effects and impact of the
nuclear accident at Three Mile Island.

Coopers & Lybrand, indzpendent public accoun-
tants, are engaged to examine and express an
opinion on our financial statements. Their opinion,
which appears on the following page. sets forth the
contingencies and uncertainties resulting from the accide



Report of Auditors

To the Board of Directors
METROPOLITAN EDISON COMPANY
Reading. Pennsylvania

We have examined the consolidated balance sheets of
Metropolitan Edison Company and Subsidiary Company
as of December 31, 1979 and 1978, and the related
consohdated statements of income, retained earnings and
sources ol funds used tor construction for ¢ach of the
five vears in the period ended December 31, 1979. Our
examinations were made in accordance with generally
accepted auditing standards and, accordingly. included
such tests of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances.

As more fully discussed in Note | o0 Consolidated
Financial Statements, the Company is unable to deter-
mine the consequences of the accident at Unit No. 2 of the
T'hree Mile Island Nuclear Generating Staton (TMI-2)
and of the response of rate-making and other regulatory
agencies to that accident. Among the contingencies and
uncertainties which have resulted as a direct or indirect
consequence of this accident are questions concerning:

a  The recovery of the approximately $349 million

investment in TMI-2.

b.  The recovery of $31 million of costs incurred net
of insurance proceeds received, and the in-
determinable amount of uninsured costs vet to be
incurred, in connection with the anticipated restora-
tion of TMI-2 to service.

¢ The recovery of the excess, if any, of amounts which
might be paid in connection with claims tor
damages resulting from the accident over avail-
able insurance proceeds,

d. The financial eftects should the capital and operating
costs associated with Three Mile Island Unit No. |
Nuclear Generating Station be removed from base
rates and the etfects of various investigations and
inquines upon the ultimate recovery of the
approximately $194 million investment in the unit
if action is taken to prevent its return to operation.

¢.  The financial effects should the Pennsylvania Public
LUulity Commussion order the revocation or modi-
fication ot the Company’s franchise to operate in
s service area.

The accompanying consohdated financial statements
have been prepared in conformity with generally
accepted accounting principles applicable to a going
concern which contemplates, among other things, the
realization of assets and the liquidation of liabilities in
the normal course of business. The Company s currently
not receiving a level of revenues sufficient to assure its
ability to continue as a going concern. The continuation
of the Company as a going concern is dependent upon
obtaining adequate and timely rate relief and maintaining
and increasing the availability of credit under the
revolving credit agreement. (See Note 4 to Consolidated
Financial Statements.) The eventual cutcome and effect
of the foregoing on the consolidated financial statements
cannot presently be determined.

As more fully discussed in Note | to Consolidated
Financial Statements, the Company may be required to
make refunds to customers for certain payments made
for coal. At this time, 1t is uncertain whether or to what
extent such refunds will have to be made.

In our opinion, subject to the effect. if any. on the
consolidated financial statements (the 1979 consolidated
financial statements only with regard to the uncertainties
discussed in the second and third paragraphs above) of such
adjustments as might have been required had the outcome
of the uncertainties discussed in the preceding paragraphs
been known, the aforementioned statements (pages 9
through 22) present fairly the consolidated financial
position of Metropolitan Edison Company and Subsidiary
Company at December 31, 1979 and 1978 and the consoli-
dated results of their operations and the consolidated
sources of funds used for construction for each of the
five years in the perniod ended December 31. 1979, in
conformity with generally accepted accounting principles
applied on a consistent basis.

COOPERS & LYBRAND

February 15, 1980
1900 Three Girard Plaza
Philadelphia. Pennsyivania 19102



MANAGEMENT'S COMMENTS ON EARNINGS
1979 vs. 1978

A rate increase tor the Company was authornized in

Farnings avaidable tor common stock tor 1979 declined late March 1979, but was rescinded belore implementa-
against those tor the vear 1973 The major factor causing ton so that the Company was never permitted to place
such dechine was the ratemaking treatment accorded to rates in effect to cover its share of the TMI-2 related
the capital and operating and maintenance Costs asso- costs. Since December 30, 197K, the Company has been
ciated with Three Mile Island Unit No. 2 (“TMI-2™). charging to income fixed capital and normal operating

. and maintenance costs assoctated with TMI-2
In 1978, allowance for funds useq during construction

was accrued on the Company’s investment in TM1-2 and

thereby offset the interest charges, preferred stock 1978 vs. 1977

dividends and common stock earnings requirements Earnings available for common stock for 1978 declinec
associated with such investment. Such accrual ceased shightly against those for the year 1977. The major

when TMI-2 was placed in commercial operation on factors involved in such dechne were a result of
December 30, 1978, Moreover, until TMI-2 was placed in increased ¢ gerating, maintenance and financing costs due
commercial service, the investment and operation and to inflation, generating plant outages and a new plant in
maintenance costs assoctated with that unit were service. Partially offsetting such decline were revenue
capitalized and depreciation was not accrued increases from sales growth,

A summary ol the principal factors affecting the changes in earnings available for common stock are as follows:

Change
1979 over 1978 over
(under) 1978 (under) 1977
(millions) % (mllions) %
KWH sales increased. . .......... U, AW AC NN S, IOy S . o 167 2% 506 16
== T = p=——4
Revenues other than energy related
ta) Revenues resulting from KWH sales growth ... P . B S
(b) Revenues resulting from lower rates ............... A R e A e 8 (7 (2)
Energy related revenues ... .. T g o s EL R P R o N g _Jo* e _0
Total Revenue Increase .....oovunes PR PRRC SRR e R ARy -t R 28 9 5 2
I Nergy Costs e i 6w S
(a) Resulting from Mgher unil FUel COSIE .« o is coimvrsavvimesssset snres veansvss 19 9
(h) Resulting from increased (decreased) system generation . ......ooovuvennos (32) (h
{¢c) Power purchused and interchanged ... .. covvvvserissssosornnsscosasronss 9% h)
{d) Deferred energy costs increased . ......... o I gl S R B e el _(_42) = _ﬁ) D
Total Energy Cost Increase (Decrease) ......ovveerivisiiisarescaniss 28 38 _& (5
Pavroll and other operation and maintenance expenses increased as a result ol an in-
crease in employees and higher wage rates in 1978, generating plant outages,
increased costs associated with new tacilities and inflationary tactors. Such increases
in 1976 were substantially offset by cost reduction programs and a reduced number
of employees., ..o 5 B e i AhRTE Rk N k-G B ek 0% 0k B N8 b ol < 6 122
Depreciation expense increased as a result of additional plant inservice (TM1-21n 12 7X) _—'2 - t _7
laxes
Income taxes declined primanly as a result of lower income subject to taxes and in
addition, in 1978 an increase in the tlow through portion of the excess of tax over
book depreciation principally resulting from the placing in service of the TMI-2
nuclear unit in December 1978 ($3.3 milhon) . .o ooovvvivrrioaisinrarisnnonsn (12) (61 (5) (2
Taxes other than income increased (decreased). The 1979 decrease is primanily attrib-
utable to PURTA refunds and credits for previous tax Years ......ooovenin 5 0) Tl T
VO i nak oy St A Pk AR o, § AT B e e ek e e T a3 WA 0l ___'_5_) _’ﬁ) _ﬁ) _1§)
Interest and preferred dividends increased primanly from additional security issuances at
higher rates and increased levels of shorttermdebt .. .00, ooa, < o 9 5 1l
Allowance for funds used durning construction, net, declined in 1979 Sl = M e
primarily as a result of TMI-2 in service w: 12 78......... oy T R e (24) (86) 4 15
Other income. net increased manly as a result of interest income from securities . . . . :I ) :__L— )
Earnings avaidable for common stock . ........... R R 410 B e e s g ﬂ' (68 S —
== = ==

* Thewe «hanges are maindy s @ result of the nuclear accrdent ar TMIED, see Note | o consolidated financial statements



CONSOLIDATED STATEMENTS OF INCOME (Note 1)
Metropolitan Edison Company and Subsidiary Company

(In Thousands)
For the Years Ended December 31, 1979 1978 1977 1976 1975

ENOREINE TIUMININ . v« o e i fo 5 TR e e i d $338,136 $310,581 $305,222 $264,113  $249,525

Operating Expenses:

I 550005 -t 0 e 0 W b B e T e e I 70,675 83,874 76,541 69,392 80,828
Power purchased and interchanged, net:

IR 5,755 15 el ey e ek S UTRE & T oyt ol B A 164 (7,732) (11,438) (2,721) (14.766)

ST « 55 55457504 540 & N0 - T SR S R RAT 107,659 25,228 23,702 22,431 1,742
Delferral of energy costs, net (Note 2)..... VRN, o (59,278) (9.989) 7.132 (12,006) 376
PRI 5 00 & 5 24005 ARl -8 A O ST Fah 34,369 33,770 29,635 27419 25,537
Other operation and mainten ince (excluding

DRSO AN B s 5 & 55004 658k s ik S 45,112 41,330 33,165 33,771 29,459
Depreciation (Note 2) ...... vcoviviiverveesssnnnss 37,707 25,485 23910 22,176 21,198
laxes, other than income tax's(Note 7)  ........ 22.682 25,290 24,176 20,654 20,171

BORENE 3 2545 T50 5 DT BT i b e bmro 259,090 217,256 206,823 181,116 164,545
Operating Income Before Income Taxes........... 79,046 93,325 98,400 82,997 84,980
Income Taxes (Notes 2200 6) ¢ .vvvivinerrivinis 10,265 27,462 31,229 23,962 25,935
ODEERINE DRI« - o o0 sntpeisbing ey susbesnss 68,781 65,863 67,171 59.035 59,045

Other Income and Deductions:
Allowance for other funds used during

CONSITUCLION (NOWE 3) oo ovvivvrnvonsvosonnnnnns 5 20882 18,929 17,249 14,138
ORDET IRCOMME, BB 5o s vsinvinnievosasecindessvssss 1,067 78 (1.000) 291 (163)
Income taxes on other income, net x &

i T BT e e (646) (29) 226 (213) 22

Total Other Income and Deductions...... 426 20,931 18,155 17,327 13.997
Income Before Interest Charges .. .................. 69,207 86,794 85,326 76,362 73,042

Interest Charges:

Interest on first mortgage bonds ................. 35,262 31,961 28,209 26,593 19,513
EIIRTROt ON GEDRREUPEE « 5 ¢ . 50 vovnisiinanesssmsis 6,603 6.730 6,880 7,004 7,202
i @ PRl MR S R (U Syl RN 8,917 1818 2,397 7 2,562
Allowance for borrowed funds used during
construction—credit (net of tax) (Note 3) ....... (3,873) (6,665) (5.115) (4.439) (3.885)
Income taxes attributable to the allowance for
borrowed funds (Notes 3and 6)................ (3,576 (7.657) (5.877) (4.929) (4,280)
Total Interest Charges .................. 43,333 28.187 26,494 24,751 21,112
Net Income ... ... .. R e ok sl B B ok b o b 25874 58,607 58,832 51,611 51.930
Preferred Stock Dividend . ... . .................... 10,289 10.289 10,289 10,289 10,289
Earnings Available for Common Stock ............. S 15,585 S 48318 S 48,543 S 41,322 S 41,641
———— ———— ——— —_— ——

The accompanying notes are an imtegral part of the consolidated ‘inancial stazements



CONSOLIDATED BALANCE SHEETS (Note 1)

Metropolitan Edison Company and Subsidiary Comp iny

(In Thousands)

December 31, 1979 1978
“
ASSETS

Utility Plant (at onginal cost).
In service (Note 1)

Investmnent i THeee Mile IsInng Unib Nb. 2« .o oo sninsseoasnsseeinns e e sse s S 359647 $ 157737
RO - s s crr o oris wak R a8 b T i id WA v TR RIS IS8, LU B e 87k s SRR AN 934 838 899 432
FOERE B IRENREIE L & s 5is s s 2 bt s By mm a a AU G a s Seach S04 BRI €50 i 8 b 2 I w0 W Wt 1,294 485 1,257,169
Less, accumulated depreciation (NOte 2) .. ..cocvvvsnrnsersnsonossssansssrssssvarsons 241,985 208,936
L R R g g S o e g e e e e e L e g M e L S S 1,052,500 1.048 233
ConStruction WOrk il PrOGIESS. . ..vocuueesiosasssrsrvsssessssssuisessesssasssssanns 11,583 19.670
g T e T o el N S R e e Py Pyt o 12,579 12,561
BRI - T T S, a3 5 e B I A o SR I AT o W SC i o e e 1,076,662 1.080.464
NUCIERT TREI EINDUE ) v o5 s v o 00 08 45 Kt bi vranh o €8S F 6 SHFCRGF RS 055 641060 PFn a8 2w &0 P ¥ 5 38.120 64.169
Less. accumulated amortization (NOLE 2). . ... cvevennnesssnssravsssssnnssenssaenssss 7.399 11.052
RN IR TR o o vos it 5k P ea A S RN SRR AR AN R e R 50,721 §3.117

DR OREEEN DRI 55 & ol 4 s T koo fI bt n Bt o R B AR 3 S I Wo0h o BT A 58 1,127,383 1,133,581

Investments:

Other physical Property, Net......oseosssssssveesaasesrscrssrsastssssssesnssnsnssns 164 171
EIEIEED. B BOBE i o i o5 5 5 N 80 i B 7 e Sobeh D 20§ BN A R ] 30 0 495 495
e R e e e e 659 666

Current Assets:

TR T T R e S N N A S AT S e S 2,137 6,403
SPecial dEPOBIE o iurvvivriatsiibusssasosnismessnssersestssassashessyessossscaness 2,747 2,740
Accounts receivable:

T R N et PSS o L R STy S e SR S S Y o v 29

CUBMOTINE: THIE & oo i x5 %o 66 p w1 L85 A8 6 it 5 2o T A L WA e W i B .ok b 20,493 16,958

CIERBE RO B .o 5 dovrinsd v b am ity S w5 My o4 68 W s B d b6 Rbia & e 2y 7412 18,718
Inventories, at average cost or less:

Materials and supyplies for construction and OpPeration . .......ovvvrvuvrrrersninrnsss 15,039 10,900

R & L at ok e a s b o MR AR AR B R 6 W B A o e AR o Ry Ao 19,609 15,267
PrEPRYITIEALS . oo covnvvusiarorsossnsonsssassssonts absssssnssnsesbasontosncshenss 942 570

L R R =gt P o P Sy v O S S 68.408 71,556

Deferred Debits.

DEterred SHeTRY cOMS (TNORES b BB 2) o c5oiivsvesios i sanphon Eaintine o oapmessnbs s 82,499 23,221
Deferred costs— nuclear accident, net of insurance recoveries (Note .V .. ... iiiiivnnnn 30,670

Deferred income taxes (Notes 2and 6) .....ciciirocnsrsesssssvsnsavsssnssnssssssans 5,001 3.157

5 R R G Y L P | R RO PRSP ROR s IR I S e 12,529 7.622

e T TNt ST SNPD < DU SO T SNSRI ) 130.699 34.000

o e R A gt e e G R st R (R X e, WS S =S8, e P B $1.327.149 $1.239 803

Eiae—————1 SSupee————

The accompanving notes are an imiegral part of the consohda« f financial statements



(In Thousands)

1979

1978

e T ——

LIABILITIES AND CAPITA!
Long-Term Debt, Capital Stock and Consolidated Surplos:
EIL (DORPNEE DORER LPOBE BXis o v i v v 65t horv b vt aie e A S H a6 W 0 1o B men s e 50 0

Debentures (page 13).....

Unamortized net discount on 1ong-term debl .. ..oun it ittt ieiriinianns

RO 2704 s s

Cumulatve preferred stock

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

no mandatory redemption (page 13)........ooiiiiiiiinn.

Premium on cumulative preferred StOCK .. .....vvvernvreenrenssensesssosnrerssansens

T R T

Common stock and consoh
Common stock (page 13)

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

dated surplus (Note 1)

SOROUGSIOG COPIRT SUPPHMD & « 1 6557 o500 5w h b w BN 08 00 NI 90 o s 0 906 8
Consolidated retained earnings (NOte 3) . .cicviiiiriivosivonersonosasossernssssiss

ORI s vy i

Current Liabilities:

Dedt due Within one YEar (PBEE I3) v iv it oimnnoiansrniosssonssnssssnsssiossnss

Notes payable to banks (N«
Accounts pavable
MEIRIBSANE | o oo 000 ik nss

B P R

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

Deferred € redits and Other Liabilities:

Deferred income taxes (Notes 2 and 6)

Unamortized investment credits (NOtes 2 and 6) «ovvvvinvnvnnnnnseeneennnsnseessnnsns

EMNEE s iidevasssnrses

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

Commitments and Contingencies (Note 1)

Total Liabilities and Capital

$ 450462 S 462957
80,720 82.700
(1,586) (1.636)

529.596 544,021
139,391 139,391
483 483
139,874 139874
66,273 66,273
280,523 280,523
31,604 23,019
378,400 369 815
1,047,870 1.053.710
14,475 2,102
68,000 35.500
1377 913
34,532 171272
587 571
7,970 6.193
11,857 11,027
7,614 7.75¢
146,432 81.334
110,631 66,643
18,200 11432
41016 4,684
132,847 104,759
$1,327,149  $1,239 303

RS e

11



CONSOLIDATED STATEMENTS OF SOURCES
OF FUNDS USED FOR CONSTRUCTION (Note 1)

Metropolitan Edison Company and Subsidiary Company

(In Thousands)
For tne Years Ended December 31, 1979 197% 1977 1976 1975
T e e e e e . e St B e e e i ST S A, i MG SRS 1 - £ A SR 2cm G

Sources of Funds:
Funds generated from operations:

L T e e B T P N e, R S L N S O U, $ 25874 S 58607 S 58832 S 51611 S 51930
Add items not requiring current cash outlay or (receipt):

Depreciation (NO1€ 2) ...covrusisevrisnnsssssnsresis 37,707 25,485 23910 22,176 21,198

Amortization of nuclear fuel (Note 2) ................ 3,340 4902 4,509 4,603 7412

Investment credits, net (Notes 2 and 6) ........ovvnunn (15,226) 13,330 7.158 1,450 5618

Deferred income taxes, net (Notes 2and 6) ........... 42,078 20,466 4,663 14,646 8.586
Allowance for other funds used during

CONSLIUCLION (NOE 3). v it iivr i cresnsnsnnrnnensns (8) (20.882) (18929) (17.249) (14.1138)

S o v rmn 2 D RN o T R -l e AT 93,768 101.90% 80,143 77,237 80.606

Less, cash dividends — common stock . .......covuvnennnnn 7,000 45.000 49 000 19,500 37,800

PIRESEIEd ROEK <+ o5 5 v 5onoh wovisd _ el 10,289 10.289 10,289 10,289

FORRRE s srnison e »ior b bali wsh ani Bre's s mmdine wik A bie XA b A Ee 7‘.‘7’ 41619 20854 27.448 32517

Other sources (uses):

Deferred energy costs, net (Note 2) .....vvvvivienerinanns (59,278) (9.989) 7,132 (12.006) 376

Deferred costs— nuclear accident, net of insurance recoveries
b U g TR Wl L e e A By oS DY el (12,185)

Changes in —-cash (NOE 4) .o ooviiinniinnicrnnennsnnnnss 4,266 (1,749) 146 (209) 5,164

BCCOUNES TECOIVADIC « .o covvvivssisssinsanssin 7,741 (16,303) 8,592 (7.037) 504

HECOUDED PATADIE « <« o o0 s immnnae sumanseas 17,744 31896 (878) 1.565 (49%)

inventories - materials, supplies and fuel...... (8,481) 1,199 (4.659) (129) 2,036

MRS NCET s o' & s 5:5% 50 £ 005 355 K6 dbos okt 830 1.686 876 1.671 1,626

LAXES ACCTUCH + v v v v v v evnneennsnssornnens 1,777 (8,566) 31938 571 1818

EDEBUEE. TOR /o oo ot imagre s o orme g w5y e e A S o o o B 1 (5,737) (4.24%) (959) 3416 (11.594)

DRI 5+ B o b B 8 R e R R e beih ek P (53,323) (34.074) 14,188  (12.158) 1.432

Funds from linancings:

SRR OF IOBEORITI BB o v 55 655 ni0i6 9 54 BHS 5 7 Bop570 nem o s SK.700 35.000 50.000 95.000

Bank borrowings, net (Note d) ... 32.500 2,250 19.250 10,000  (53.700)

Retirement or redemption of long-term debt . ........... : (2.102) (5.720) (6.71%) (2.215)  (13.235)

FARIIN: 415 5 3l v i -3 W ™ o 0 T e T T e e i 30398 57.230 47532 57.785 25.065

s A SR e - Ml & L D e I Y $ 53584 S 66775 S B2S574 S 73075 S 62014
—————— ————— p———————

Construction Expenditures:

BRI I ot s W05 e e s vk s 2 R A A B R Y b 615 B b T $ 34128 S 77455 § 81454 § 73507 S 68220
L P e P 19.431 10,202 20,049 16,807 1,932
I + 3.+ .6 70 b 0 5T PR i 5 U0 DR 54 8 53,559 87.657 101,503 90,324 76,152
Allowance for other funds used during construction (Note 3) .. (5) (20,882) (18929) (17.249) (14,138)
ORI« v ke ctivials 565 BF 5 wvd b 3 pas ba s b e ) $ 83,584 § 66775 § 82574 § 73075 S 62014

L

The accompaniing notes are an injegral pari of the consolidated financial statermenis
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LONG-TERM DEBT AND CAPITAL STOCK
Metropolitan Edison Company and Subsidiary Company

December 31, 1979 fIn Thousands)

e e B e e e e e . 5 e e i e, P e e s e e A A .
Long-Term Debt:
First mortgage bonds—Series as noted (a).

DO ERBDEE I o o 0 nAn AR €A A & R b ek G AR BE RS e Sl b LR A et s s 1,207
ST B 5.iniid os s b a ness horyess avommhodham xosms campamsns sme saaisns ambi 54 Mg n 12,250
B TR IRONIEE .« iion wiamis aon 6 ki o § B T A S o B e g et 8 g S o v B T "
e R - S e L S . 7.800
RIS OBE NI oo i 5050 00 b B 2G5 FEE R b B s beir s w0 m e isn ¥ iiged s e ik Wi Sy m i tialha e f-iiwreckBen 50,000
ORI T, . cr ¢ v pinenios abosbnis s B 5 SR B 8 ANt 5 R e 15 S e i A A3 e T R s 15,000
SIIE B BT ' cois iy s £ A R aanhie SR MR PO WA E AR R S Surl g R SR A 45.000
BINT RN IR & i rcmopn 5ot s b 8 Ebi o 05 4500 34 & S diahiped bis s Srmnsbusmine be Rt mie by b EEEC 19.000
I TEABEG THIEE ", ool ans 55,50 re w6 5700 80 6 R B e AT SR & B T T e R A kel 15,000
s m s ST o N S (P S S e oy L 15,000
POTR T BT v 50 3 s v s R b R BT B 5 e B e 8 s o RS O R PR R A A 12.000
5\]'.1 L L T L l5.000
F DBl B o c0den o3 na b0 harics ot dbs o iwasinest b 2 e & aEmn Cs s w2 Bl e e v g 0 26.000
STD IR RN 00 50550 2hss 20 STl B B SRR AR T & TS 6 HETE ¥y SR SRRk e d TS 25.000
g T e Ry L oy Sy DTS S s e U SR g e 15.000
TR ABE0D ooisinusosiaioniostnsssinntiosserrsrsvsnne seosnbrsessssons shbsshenssnnhseiss 26.000
BOSTE AR GIIT & i v+ nie i a0k ST BT Eih M W I B0 e e 8 9T SR D B 5 e R R S 20.000
B B TN - n i somrs x 3060k v B U S W R R T B B LR 0 TR AP S RS R K e WEAEY 50.000
BHTE BN AIEY < ooviionssiivinatlind e vists b bbb enes s 5hn s s s oW or 20y« sinpaebe sy vavnsd v iR 35.000
B TENE GOE- s 0o d e A s WA AR e MR o 0 S ne ¥ 8 b R bR Biae B Heek e bl 5.700
e B L e = G GG B, 50.000
L T | F AR IO S ey PSS N, ) 462957
bS5 ONE TS0 ORI PO 5 « /5 o5 .05 w6 wie vincin 54 3 614 70 555 55 5.8 S50 bk 00 3 BTG HATIE B Pk B R (245)
SRR L DIIE ' o 5 o0 b 58w mBv win W gt et o BN 2 PN N 8 IO W e R s o (12,250)
T c 55 % 5mw 3 5% 2 38 b £ RS g SN 8 6 B e womchx e B e . f wwr s s ideion ol win - wbownand w e lTl 450 462
Debentures — Senes as noted (b): I
L T T N . SR BSOS SRS NOISE, RS 4320
DATEBOE EIUR 5o 5 im 2 bubs Cid e v BRaTorns arsibn ¥ o7 se-ary £ U a8 25 575 2% w'we Wik Bx Ensio e dieh o & 15.200
UM QB TIIT o s caie v nir s s wams s 5 Bawi o & 24 e, 550 8 0 g I S s 0, W e . B 36 RN 45.580
SITEQUE FURE s c x50 0no 0 37,0075 0ip 2055 5 i i 0w % A, PRI AR B W RS ST S S 17.600
BAUBIREE ci7 5000 v 10 1k F T F o STRE b b G RTAARE 0D g bl § v o b e Wovakis b6 w3 00T el ale ¥2.700
Sinking fund TequITCIREnts GUe WL OfB YBRT +s v.vovuers oo animns s.050 2 5wasssammes sonoln sossfowsass (1.980)
BOEME L o o oTirsmiins wir 8 S mebinnn ariele ok v AW N B (4 SR 6 R iR, BTN @ a0 S e e 80.720
Unamorrized- oot Jissousit on IOBRARIIN SEB8 1) ¢ oo vaises ada s nban wis slevie ananpelialion b hons ko $hk (1.586)
BORMI -« 2 e i 55 06 o i s P ey i g, e g 6 g S 4 358 P R v 3T P 1 7 SRS $529.596

Capital Stock:
Cumulative preferred stock, no par value (stated value $100 per share), 10,000,000 shares
authorized (1,393,912 shares issued and outstanding):

1907 Senes, 117,729 shares outstanding. callable at $105625 ashare ...........cvvvviiiinnns $ 11,773
4 35% Senes, 33.249 shares outstanding, callable at S104.25 ashare ..........ccvvvininvnnnns 3,325
385 Series, 29.175 shares outstanding, callable at S104.00 ashare ...........ooiviuviiiann 2917
IR0 Senes, 18,122 shares outstanding, callable at SI04.70 ashare ......cooovinerennnnnen.. 1812
4.45% Series. 35637 shares outstanding. callable at S104.25 a share ... ................. o 3.564
B.120% Series. 160,000 shares outstanding, callable st $107.59 ashare ..., 16.000
T 68 Series G, 350,000 shares outstanding. callable at $107 48 ashare ........ ... ..oiveninns 35.000
83267 Series H. 250,000 shares outstanding, callable at SI08.24d ashare ..................c...n.. 25.000
R 12% Senes 1. 250,000 shares outstanding, callable at $107.59 ashare .......... ......oovinnn 25.000
832 Series ). 150,000 shares outstanding. callable at S107.70 ashare ...........ovvninnenen.. 15.000

T R e T P TN g ety R e e T A $139.391

Common stock, no par value, 900,000 shares authonized, 859.500 shares issued and outstanding (Note 4).. S 66,273
B

fa) Substannaly ail the utdicy plant of the Company is subject 1o the lien of the morigage

(B1 For the vears 1981 through (984 (based on debentures outstanding ar December 31, 1979) cash sinking fund
reQuiremenis with respect 1o these debentures will be $1.950.000 per annum

* buwed and pledged 1o banks $40 mullion, |15 Series due October |, 1981, as collateral security for horrowings under a revolving credit agreement
see Nore 4 10 Comsolrdated Fimancial Statements 13



CONSOLIDATED STATEMENTS OF RETAINED EARNINGS (Note 1)

Metropolitan Edison Company and Subsidiary Compan

(In Thousands)

For the Years vnded December 31,

e e e e . e e e e e e e e e e o e e e TS e S Sy el S emnegmncs. | —emmemmmes

Balance, beginning f year
Add, net income . ..

Totals ...

Deduct:
Dividends on capital stock (in cash)
Cumulative preferred stock (at the annual
rates indicated below):

390% Senies ($3.90 ashare) .....covvvivens
4.35% Series ($4.35ashare) .........o0uven
3.85% Series ($3.85ashare) ....c.convvvias
J80% Series ($380ashare) ........o00uves
4.45% Series (5445 ashare) .........c0nnee
8.120; Series ($8.12ashare) .....ovcvvvenes
7.68¢ Sernes G(S768 ashare) .............
8.32¢; Series H(SB.32 ashare) ....c.covevins
B.129 Series | ($8.12 ashare) .....civoveve
8.32¢; Series J ($8.32ashare) .......c.0n..

Common stock (not declared on a per share basis)

FRERIE & <0 b moeeb iyt -Ebd Bin B v Bh wh Bk
Balance, end ol year (Note 5) . ... cvvvvvnvvvinnnenss

1979 1978 1977 1976 1975
$23.019 22,701 $23.058  S21.336  $17.495
25,874 58.607 SK.832 siell 51930
48.893 81.308 %1.990 72.947 69.425
459 459 459 459 459
145 145 145 145 145

12 12 12 12 12

69 69 69 69 69

159 159 159 150 159
1,299 1299 1.299 1,299 1,299
2,688 2688 2.68% 2,688 2,688
2,080 2.080 2.080 2.080 2 080
2,030 2,030 2,030 2,030 2430
1,248 248 1,248 1,248 1,24
7,000 45.000 49.000 19,500 37,800
17,289 5%.289 59.289 49,789 48 089
$31.604  $23.019 $22.701 $23,158 $21,336
_——= _

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Commitments and Contingencies:

hree Mile Island Nuclear Accident: On March 28,
1979, an acadent occurred at Unit No. 2 of the Three
Mile Island nuclear generating station (*TMI-2") result-
ing in significant damage to TMI-2, and a release of
some low level radiation which published reports of
governmental agencies indicate did not constitute a
significant public health or safety hazard. TMI1-2 s
jointly owned by the Company, 509 Jersev Central
Power & Light ("JCP&L™), 25 . and Pennsyvivania
Electric Company (*Penelec™), 25%. who are collectively
owned by General Public Utilities Corporation (*GPU™).
At December 31, 1979, total net investment by the
Company and 1ts atfiliates in TMI-2 was approximately
S682 mullion ($705 million investment less $23 mullion
accumuiated depreciation), excluding the unamortized
investment of approximately $37 million in the nuclear

fuel core of which the Company's share is approximately

$349 mulhion (3360 mallion investment less $11 million
accumulated depreciation), excluding the unamortized
investment of approxing .ely $19 million in the nuclear
tuel core

I'he Company and its affiliates have engaged a
consulting engineenng firm to prepare a cost estimate
and schedule for restoring TMI-2 to service. The firm’s

4

initial report indicates that, while the decontamination of
the buildings and removal and disposal of large
quantties of radioactive matenal is a major undertak-
ing. the technology and techniques are well-knowr and
have been previously demonstrated. This initial report
emphasizes the inherent uncertainties in cost and
schedule estimates until (a) entry into the containment
vessel has been gained and the difficulties of decontami-
nation have been evaluated. (b) the reactor vessel has
been opened and the difficulties of core removal have
been evaluated. and (¢) the physical integrity of major
components has been assessed.

Subject to these qualifications, the imtial report
estimates that decontamination and restoration of TMI-2
to service, exciusive of replacement of the reactor core,
would cost approximately $240 million and take about
four years. The report also recommends that, because of
the unknowns and variables. an ailowance of SR80 million
for contingencies be included in the estimate of cost,
bringing the total to $320 million. The estimate does not
include provision for the repiacement of the reactor core
(estimated by the Company and :ts affiliates to cost $60
million to $85 million) nor for the company’s and its
affiliates’ replacement power, finarncing and other costs
during the period of rehabilitation of TMI-2. The



Company and 1ts affiliates increased, by $25 million, the
engineering firm’s estimate of costs to provide for other
items possibly omitted from that estimate. The
estimates do not take into account potential legal,
political or regulatory delays. which would further
increase the cost of restoring TMI-2 to service. The
delays expenienced to date in obtaining regulatory
authorizations to proceed with the decontamination may
have exhausted the allowance for contingencies in the
engineer’s estimate

I'he Company and its affihates carried the maximum
insurance coverage available (8300 million) for damage to
the unit and core and for decontamination expenses. The
insurance does not cover replacement power costs or return
on mvestment while the unit 1s not providing electnicity tor
customers. but it otherwise covers most types of costs. It is
the Company’s and uts atfiliates” beliet that, if the estimates
of the consulung engineering firm are borne out. the recov-
enes from the insurance companies will approximate the
amount of the insurance carned.

I'he Company does not know the extent, if any, to
which the expenditures for repair and restoration of the
unit to operation will represent plant improvements or other
items that are properly capitalizable and recoverable in
the future through rates charged to customers by
amortization or depreciation charges. Moreover, the
Company and 1t's athiliates expect 1o seek financial assis-
tance from the Federal government and or the utihity
industry in areas where the techmcal information should be
ol wide value and sigmificance. Under these circumstances,
the amount ol loss, if any, sutfered by the Company and its
atfiliates resulting from the TMI acaident 1s not present!y
determinable and no provision therctor has been made in
thewr accounts,

The property damage insurance. and the $300 milhon
limit of coverage, was apphicable to both Thice Mile Island
Unit Noo 1 ("TMI-1™) and TMI-2. This property
insurance has been reduced by claims paid. The
msurance carriers have reinstated the onginal coverage
fimats tor TMI-1 but have retused to do so at this ime
tor TMI-2. Additional property damage insurance for
IMI-1 of up to $300 milhon was obtained by the
Company and its atfibates through membership in
Nuclear Mutual Limited ("NML™). As members of
NML, the Company and its atfiliates are subject to
annual assessments ol up to 14 tumes their annual
premium, or S13 million, in the event of an incident at a
nuclear plant of any member company. With regard to
property insurance for TMI-2, $50 million of coverage
has been obtained for possible damages which might
result from a non-nuclear accident during the unit'’s
restoration penod.

The Company. in responding to the accident at TM1-2,
has incurred $50.6 million of costs associated with the clean-
up and recovery process. Of this amount $47.3 muilion have
been deterred and $3.3 million charged to operations. In
addition to the deferred clean-up and recovery costs. the
IMI-2 nuclear tuel core was retired and its unamortized
book cost of SIR.S mullion transterred to deferred debits
which aggregate $65.8 million and have been offset by the
insurance proceeds of $35.1 million received through
December 31, 1979 All net deferred costs will be charged to
operations or plant in service (for those which constitute

permanent improvements) upon a determination that such
costs are not recoverable through additional insurance pro-
ceeds, rates or by financial assistance from the Federal
government or from other public or private sources and or
utility industry. In its rate order issued on June 19, 1979
referred to below, the Pennsyivama Public Utility
Commussion (“PaPUC™) recogmized that no claim for
such costs had been made in the proceedings in which
such order was entered. Nevertheless, the PaPUC stated
in that order: “the Commussion is of the view that none
of the costs of responding to the incident, including
repair, disposal ol wastes and decontamination are
recoverable from rate-pavers. These costs are and should
be insurable.”

ITMI-1. which adjoins TMI-2. was out ol service for a
scheduled refuching and was not involved in the accident.
At December 31, 1979 total net investment by the
Company 1in TMI-1 was approximately $194 million,
including the nuclear fuel core of $15 million.

By orders dated July 2, 1979 and August 9, 1979, the
Nuclear Regulatory Commussion (“NRC™) directed that
TMI-1 remain in a shut down condition until resumption
of operation is authorized by the NRC, after public
hearings and the satisfaction of various requirements set
forth in such orders. The NRC has not vet established a
tfirm time schedule for the completion of the hearings
and 1ts decision.

In its rate order issued in June 1979, the PaPUC deter-
mined that the capital and operating costs associated with
TMI-1 should continue to be reflected in base rates.
However, on September 21, 1979, the PaPUC issued an
order instituting &n investigation to determine whether
the costs ot the Company associated with TMI-1 should
be removed from its base rates. Operating and capital
costs for TMI-1 in base revenues represent approximately
$27 million »f the Company’s annual base revenues.

In order t. make provisions tor the subsiantial
capenditures required for clean up and repair, replace-
ment energy and other added costs resulting from this
accident, the Company and its atfiliates entered into a
revolving credit agreement with a group of banks in June
1979 (see Note 4).

On January 23, 1980, the NRC ordered the Company
to pay a fine of $155.000 for safety. maintenance,
procedural and training violations at TMI. Such fine was
puld on February 13, 1980, The NRC has also stated that,
depending upon the findings of continuing investigations
into the TMI-2 accident. it may take additional enforcement
action such as assessing additional civil penalties or ordering
the suspension. modification or revocation of the
Company’s license to operate TMI-2. The Company does
not know what the ultimate outcome of this matter will be.

On October 30, 1979, the Presidential (Kemeny)
Commission on the Acaident at Three Mile Island issued
its report. The Report states, in part, that its “investiga-
tion has revealed problems with the ‘system’ that
manufactures, operates and regulates nuclear power
plants™ and the shortcomings which turned the incident
into a serious accident “are attributable to the utility, to
suppliers of equipment and to the tederal commission
that regulates nuclear power.” On January 23, 1980. the
NRCO'S Special Inquiry Group (Rogovin) reported the
results of its investigation of the acaident at T™mI-2. Its
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conclusions with respect to the assignment of responsibil-
ity for the accident were similar to those of the Kemeny
Commussion. The Company and its affiliates do not know
what effect, if any. these reports will have upon them.

Other investigations and inquinies into the nature,
causes and consequences of the TMI-2 acadent com-
menced by vanious federal and state bodies are continu-
ing. The Company and 1ts affiliates are unable to estimate
the tull scope and nature of these continuing investigations
or the potential consequences thereol to the investors in
their secunties. The Company and us affilhates are also
unable to determine the impact, if any. the results of such
investigations may have on the proceedings to return TM1-1
to operation and the efforts to rehabilitate TMI-2.

On March 22, 1979, the Company was granted
a retanl rate increase by the PaPUC which, among
other things, reflected in base rates its investment
in TMI-2 and the operating and maintenance costs
associated with the unit. On Apnil 19, 1979, the PaPUC,
as a result of the acaident, established temperary rates
tor the Company, reducing annual base revenues by the
operating and capital costs associated with its interest in
IMI-2. This action effectively revoked, prior to becoming
effective. the $46 .6 million increase in base rates granted the
Company on March 22, 1979, returning the rates to levels in
effect prior to that rate order.

On June 19, 1979, the PaPUC issued a rate order which
directed that the Company's temporary rates prescribed
by 1ts Apaid 19, 1979 order be made permanent. In
addition, the order established a levelized energy
adjustment clause for the Company tor the period July |,
1979-December 31, 1980 at a level which the PaPUC
believed would be sufficient to recover the increases in
the company's energy costs duning that period. This
levehized energy adjustment clause did not make provi-
sion for the increased energy costs expenienced by the
Company during the March 2¥-june 30, 1979 period, but
the discussion at the public meeting at which such order
was entered indicated that such costs will ultimately be
recoverable. The order also made provision for the
amortization through base rates by the Company of $5.8
million annually of previonsly dei rred energy costs of
$14 million

I'he increase in the Company’s levelized energy adjust-
ment charges granted by the PaPUC in June 1979
assumed that TMI-l would resume the generation of
clectnicity on January 1, 19%0. In hight of the NRC’s
action requirie ¢ that TMI-1 remain in a shut-down
condition unul resumption of operation is authorized by
it, while allowing similar type units to operate, and as a
result of increased fuel costs, the Company on November |,
1979 filed with the PaPUC for an annual increase of $55
milhon in its energy clause charges, effective January 1,
1980 The Company, in its filing with the PaPUC, indicated
that fatlure by the Commussion to act ina positive and timely
manner on its request could result in the inability of the
Company to obtain additional short term financing and
thus impair its ability to meet its obligations in the
future

On February 8, 1980, the PaPUC 1ssued an order
permituing the Company to increase its levehized energy
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clause charges. subject to investigation, by an additional $55
million annually, effective March 1, 1980. This order is
effective pending final resolution of the issues in the
proceedings referred to in the next paragraph and does
not determine that any specific costs are recoverable.

On November |, 1979, the PaPUC ordered the
Company to show cause why its governmental authonza-
tion to conduct public utility operations should not be
revoked. The Company has responded to such order
contending that there is no basis for such revocation and
that such revocation would be contrary to the public
interest. On November 8, 1979, the PaPUC combined
into one proceeding (1) its investigation to determine
whether the Company's costs associated with TMI-1
should continue to be reflected in base rates, (1) the
Cumpany's request for additional energy clause adjust-
ment revenues and (i11) its show cause order why the
Company’s authorization to conduct public utility opera-
tions should be revoked. By orders dated February 8,
1980, the PaPUC stated that it expected to complete
these combined proceedings or May 23, 1980.

As indicated by the preceding paragraphs, the depreci-
ation and return requirements associated with the Com-
pany's investment in TMI-2 (amounting to approxi-
mately $47 million per vear) are not being recovered
from ¢vstomers. Such depreciation ard return require-
mnents are currently being reflected in the financial
statements of the Company and its affiliates in that (a) de-
preciation charges in respect of the unit are being provided
and charged to expense, (b) the interest and pref:rred
stock dividend components of that investment are being
accrued. and (¢) the earnmings available forcommon : tock re-
flect the loss of the return on the common equity coraponent
of that investment.

The Price-Anderson Amendments to the Nuclear
Energy Act limit Liability to third parties to $560 million
for each nuclear incident. Coverage of the first $140 million
(raised to $160 million following the accident) of such
liability 1s provided by private insurance. The next $335
million (reduced to $315 million following the accident) is
provided by assessments of up to the himit of $5 million
per nuclear reactor per incident, but not more than $10
million tn any calendar year. The remainder i1s provided
by a government indemnity. Based on its ownership interest
in two nuclear reactors, the Company’s maximum potential
assessment under these provisions would be $5 millicn per
incident but not more than $10 million in any calendar year
for claims covered by this insurance.

The Company's and its affiliates’ private insurance
under Price-Anderson provides that coverage is reduced
by claims paid but is subject to reinstatement to original
coverage limits upon approval by the insurance carriers.
The Company and its affiliates have applied for such
reinstatement but are unable at this time to ascertain
whether or when such reinstatement wiil be approved.
The NRC has informed the Company that the failure by
it to obtain such reinstatement could result in the
suspensinn or revocation of its license to operate TMI-2.

As a result of the accident, the Company, and or its
affihates, have been named as defendants in various law
suits. The suits include (i) individual suits and purported



and actual class actions for personal and property
damages tincluding claims for pumtve damages) result-
ing from the accident and (i1) suits to enjoin the future
operations of TMI1-2,

I'he suits described in (1) above involve questions as to
whetner certatn of such claims, matenial in amount and
ansing out of both the accident itself and the cleanup
and decontamination efforts, are (a) subject to the
hmitation of hiability set by the Price-Anderson Amaad-
ments: and (b) outside the insurance cov ‘rage provided
pursuant to the Price-Anderson Amendments. These
questions have not vet been resoived

Class suits for damages on behall of purchasers of
GPU common stock during the period August 25, 1975
through April 1, 1979 have also been instituted against
GPU and certain ot its directors as a result of the
accident. These suits have raised questions, which have
not yvet been resolved. as to whether certain claims are
bevond the insurance coverage for directors’ and office
liability carned by the System companies.

The Company and s atfiliates are presently unable to
estnnate the hikelinood of an unfavorable outcome on
any of the matters set forth in the preceding paragraphs
or their financial exposure with respect thereto.

Coal Purchase Costs:  In January 1977, the PaPUC
issued an amended complaint asserting that the Com-
pany made payvments in 1974 for coal that were $9 8
muilhion in excess of those required by its contracts, and
that such ¢xcess pavments were without justification and
directing the Company to show cause why it should not
be required to retund $9.8 mill:on to its customers. The
Company believes that the payvments which it made were
justilied and that there is no basis for requiring such
refunds and so responded to the complaint. In November
1979, the administrative law judge who heard the
evidence in the complaint against the Company for 1974
recommended that the Company refund $2.7 million,
plus interest, to its customers. The Company filed
exceptions to such recommendation, asserting that the
evidence does not support any refund. Other parties filed
exceptions asserting that the refunds should be increased.
Oral arguments before the PaPUC were held in February
1980 and the matter is awaiung decision.

In November 1978, the PaPUC issued a further
complaint asserting that the Company incurred excess
costs of $4.6 mullion for coal during 1975, and that such
excess pavments were without justification and directing
the Company to show cause why it should not be
required to retund S4.6 million to 1ts customers. Such
complaint was based on an audit report prepared by the
PaPUC statf. The Company believes that the payments
which it made were justified and that there is no basis
tor requiring such retund. and has so responded to the
complaint

I'he Company s unable at this ume to predict the
outcome of these matters.

Compliance Audits: During 1977, the staff of the
Federal Energy Regulatory Commussion ("FERC™) con-
ducted a comphance audit of the Company’s accounting
records covering the period ending December 31, 1976.
I'he remaiming unresolved issue concerns the base to
which the allowance tor tunds used during construction
("AFC™) accruals were apphed. It such issue was to be
uniavorably resolved, the resulting reduction in consoli-
dated earnings would approximate $2.2 million. The
Company believes that the FERC's position is not
justified and it is contesting it.

Other:  The Company’s construction program. which
extends over several years, contemplate expenditures of
approximately $50 million during 1980. In connection
with this construction program the Company has
incurred substantial commitments.

The Company is engaged in negotiations and. in one
instance, hitigation with various suppliers relating to the
latters’ claims for delay or termination charges or
increased fees which such suppliers assert result from the
Company’s revisions of its construction plans and
schedules and or from the increased scope of supply.
The Company's management does not expect at this time
that such negotiations and litigation wili result in any
material increase in costs that would not be vahd costs
properly recognizable through the ratc-making process.,

2. Summary of Significant Accounting Policies:
General: The consolidated financial statements include
the accounts of York Haven Power Company, a
wholly-owned subsidiary company.

It 1s the general policy of the Company to record
additions to utility plant at cost, which includes matenal,
labor, overhiead and AFC. The cost of current repairs
(except those related (o the nuclear accident described in
Note 1) and minor replacements is charged to appro-
priate operating expense and clearing accounts and the
cost of renewals and betterments is capitalized. The
original cost of utility plant retired. or otherwise
disposed of, is charged to &¢¢c umulated depreciation.

Operating Revenu. s: Revenues are genera'ly recorded on
the basis of billings rendered.

Deferred Energy Costs: The Company follows a policy of
recognizing energy costs in the period in which the
related energy clause revenues are billed.

Deferred energy costs at December 31, 1979 include
(a) an.ounts accumulated prior to the TMI-2 accident
which are being amortized to income in accordance with
ratemaking orders (S13.1 million at a rate of $5.8 million
per vear), and (b) amounts accumulated subsequent to
the TMI-2 accident reflecting the operation of ievelized
energy adjustment clauses placed in effect pursuant to
the ratemaking order entered in June 1979 (see Note ).

Depreciation: The Company provides for depreciation at
annual rates determined and revised periodically, on the
basis of studies. to be sufficient to amortize the onginal
cost of depreciable propertv over estimated remaining
service lives, which are generally longer than those
employed for tax pugposes. The Company uses deprecia-
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tion rates which, on an aggregate composite basis,
resul'ed in an approximate annual rate of 2.95¢;, 2 84¢;,
2806, 275%, and 2827 for the vears 1979, 1978, 1977,
1976 and 1975, respectively.

Effective January 1, 1977, to contorm with rate-
making treattaent, the Company 1s charging depreciation
¢xpense with the cost of removal (less salvage) as
imcurred rather than including it in the provision for
depreciation.

Nuclear Plant Decommissioning Costs: In accordance
with ratemaking determinations the Company is charging
to expense amounts iniended to provide over its service
lives for the decommussioning of its share of the
radioactive components of its nuclear units (approxi-
mately $24 mullion per unit in then current dollars for
rate-making purposes). In accordance with rate-making
requirements, these charges make no provision for
possible inflation in decommussioning costs during the
period prior to decommissioning but are expected to be
subject to modihication to take cognizance of that factor.

tmortization of Nuclear Fuel: The amortization of
nuclear tuel s provided on a unit of production basis.
Rates are determined and periodically revised to amor-
tize the cost over the usetul hife. Prior to December 1.
1976, amortuzation of nuclear fuel costs included
estimated costs of reprocessing such fuel and estimated
restdual value of uranium. Due to the uncertain future of
government approvals for reprocessing and plutonium
recyehing, the Company, effective December |, 1976,
began using amortization rates for nuclear fuel at TMI
which makes no current provision for reprocessing costs
and gives no credit tor residual values. Should reprocess-
ing eventually be undertaken, the Company expects that
any difference between such costs and accumulated
reserves will be recognized prospectively in the rate-
making process.

frwcome Texes: General Public Utilities Corporation
("GPUY) and its subsidianes file consohdated Fr seral
income tax returns. All participants in a consondated
Federal income tax return are severally hable

tor the tull amount of any tax. including penalties

and interest, which may be assessed against the group.
Beginning with the vear 1979, GPU and uts subsidiaries
changed the method of allocation of Federal income
taxes. The etfect of this change 1s to allocate the tax
reduction attributable to GPU expenses among its
subsidianies in proportion to the dollars of average
common equity investment of GPU in such subsidianes
during the vear. In addition, each subsidiary will receive
in current cash payrients the benefit of its own net
operating loss carryvbacks to the extent that the other
subsidiarnies can utihze such net operating loss carrybacks
to oltset the tax habihity they would otherwise have on a
separate return basis (after taking into account any
investment tax credits they could utilize on a separate
basis). This method of allocation does not allow any
subsidiary to pay more than its separate return hability
as if 1t had always tiled separate returns,
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The revenues of the Company in any period are
dependent to a significant extent upon the costs which
are recognized and allowed in that period for rate-
making purposes. In accordance therewith, the Company
has emploved the foilowing policies:

Tax Depreciation: The Company generally utilizes
liberalized depreciation methods and the shortest
depreciation hives permitted by the Internal Revenue
Code in computing depreciation deductions and
provide tor deferred income taxes where permitted in
the ratemaking process.

Investment Credits: The 3 investment credits are
being amortized over a 10-year perrod while the 4
and 107 investment credits are being amortized over
the estimated service hives of the related facilities.

Investment credits apphcable to the Tax Reduction
Act Employee Stock Ownership Plan (“TRAESOP™)
are remitted to the Plan Trustee and have ro effect on
income. As & result of tue nuclear accident referred to
in Note |, the Company has suspended the TRAESOP.

Pension Plans: The Company has a pension plan
applicable to all employees. the accrued costs of which
are being funded. The cost of a supplemental pension
plan apphicable only to supervisory employvees was not
funded prior to 1976. The previously unfunded supple-
mental pension plan costs are being tunded during the
five year period beginming January 1, 1977, Prior service
costs apphicable to all plans are being amortized and
tunded over 25-vear periods.

3. Allowance for Funds Used During Construction:

The applicable regulatory Unmiform System of Accounts
provides for AFC which is defined as including the net
cost during the period of construction of borrowed funds
tallowance for borrowed funds used during construction)
used tor construction purposes and a reasonable rate on
other funds (allowance for other funds used during
construction) when so used. While AFC results in a
current increase in utility plant to be recognized for
rate-making purposes and represents, in this fashion,
current compensation for the use of capital devoted to
construction, AFC is not an item of current cash income:
instead, AFC 1s re2'wzed in cash after the related plant is
placed in service by means of the allowance for
depreciation charges based on the total cost of the plant,
including AFC.

To the extent permitted in the rate-making proceedings
of the Company. the income tax reductions associated
with the interest component of AFC have been allocated
to reduce interest charges and, correspondingly, have not
reduced income taxes charged to operating expenses.
Pursuant to such rate orders, the Company employs a
net of tax accrual rate for AFC.

The Company has accrued AFC using rates which, on
an aggregate composite basis, resulted in annual rates of
7.53%. 7.59%. 9.50%. 9.25% and 8.025 for the years
1979, 1978, 1977, 1976 and 1975, respectively.



4. Short-Term Borrowing Arrangements:

In June 1979, GPU and its subsidiai‘es entered into a
revolving credit agreement with a group of banks. under
which they had available. at December 31, 1979, $292
mellion of credit, of which $171 million were utilized tor
outstanding borrowings. Such available credit can be
increased to $412 million upon approval of banks
holding 857 of the notes outstanding. Subject to the
overail system himit. which s less than the total of the
individual limits of the Company and its affiliates, the
Company 15 limited to $125 million of which $68 million
was utilized at December 31, 1979 The agreement
provides for a commitment fee of one-half of one percent
per anrum of cach bank's total commitment (whether
used or unused). Interest rates on such borrowings range
trom 105 to 111 % ol the prime rate.

GPU has guaranteed all borrowings outstanding under
the revolving credit agreement. In order to secure such
guarantee, GPU has pledged the common stek of all its
subsidianies including the Company.

The Company has secured its notes under the
revolving credit agreement by granting a secunity interest
in certain nuclear fuel in the process of refinement,
conversion, enrichment and fabrication. Such nuclear
fuel was recorded. on the December 31, 1979 balance
sheet, at a cost of $12.6 million. In addition, the
Company has pledged $S40 million of first mortgage
bonds as security for its indebtedness under the revolving
credit agreement.

[ he revolving credit agreement contains provision for
the immediate payment of the indebtedness involved
upon the occurrence of an event deemed by the majority

ot the lenders to have a matenially adverse effect on the
bhorrower

In addition, the Company has infermal hines of credit
with vanous lenders. These arrangements generally
provide tor the maintenance of compensating balances
ranging from a mimimum of 10 of the availabie line of
credit to a maximum of 109 of the line plus 10% of the
loans out anding, as determined on a daily average
basis. At December 31, 1979 and 1978, the lines of credit
available under these arrangements totaled approxi-
mately S1 million and $75 milhon respectivelv. Substan-
tially all of the cash at December 31, 1978 was maintained as
compensating balances. Under the revolving credit
agreement, the amount of debt outstanding under these
external hines cannot exceed $5 million,

The maximum aggregate amount of bank borrowings
outstanding at any month-end during 1979 was $98
mullion. For the vear 1979, the average daily amount
outstanding was approximately $55 million, having a
weighted average interest rate of 14.4% . Bank borrowings
outstanding at December 31, 1979 aggregated $68 million
having a weighted average interest rate of 16,27,

the maximum aggregate amount of bank borrowings
outstanding at any month-end during 1978 was $69
mullion. For the vear 1978, the average daily amount

outstanding was approximately $41 million, having a
weighted average interest rate of 8.6, Bank borrowings
outstanding at December 31. 1978 aggregated $35.5
million having a weighted average interest rate of 10.57.

5. Consolidated Retained Earnings:

Consolidated retained earnings at December 31, 1979,
include $3.360,000 which amount 1s restricted as to the
declaratton of cash dividends on common stock in
accordance with the most restrictive of the provisions
contained in its mortgage, debenture indenture and
articles of incorporation. These restrictions do not affect
its present policy with respect to the distribution of
dividends on its common stock.

6. Income Taxes:

Examination of Federal income tax returns through 1976
has been completed and the vears 1977 and 1978 are
currently under review. The Company has provided for
any anticipated liabilities that may result from such
examination.

Income tax expense for the years 1975 through 1979
was less than the amount computed by applyving the
statutory rate to book income subject to tax as follows:

(In Millions)

1979 1978 1977 1976 1975

Operating income
before income
taxes

$79 S 9% S 83 $ 85
Other income. net 1
50

Totals 97 83 85
Interest expense (51) (43) (37) (34) (29)
Book income

subject to
income tax $29 S5SI S 60 S4 S 56

|
|
|
|

Income tax at

statutory rate (a) S 14 §2§ $29 $24 S
Excess of tax over

book depreci-

aton (flow

through portion)

(Note 2) (3) (6) (3) (4) 4)
Amortization ot ac-

cumulated in-

vestment credits

(Note 2) () (h h h (h
Allocated share of

consolidated tax

return benetit

(Note 2) {
Other adjustments 3

S

L
—
-

——
-
Ld

|'J

Income tax
expense

~4
w
s
=
=
w
'

25 SI9 s

Effective income

;-

tax rate 24% 427 3005 190y
= — ———3 3
la) Efteceive January !, 1979 the st@tutory rate was hanged [-om 48,
1o 48



Income tax expense s comprised ol the following:

(In Millions)

1979 1978 1977 1976 1975
Federal income tax — $(17xa)$ (8uby S 1Xe) S 6 8 sy
State income tax 2 6 2 K}
Income taxes on
other income, net 1
Income taxes
attributable to
the allowance for
borrowed tunds
(Note ) _(_‘) (%) 6 (5) J)
Provision tor
Laxes cur-
rently pay-
able
(refundable) (20xa) (14xb)  13c) 3 8(d)
Deterred income
taxes, net 42 21 5 15 9
Current investment
credits (1dxa)  ldeh) 8(c) 2 6(d)
Amortization ol
accumulated in-
vestment credits _(_1} _ﬂ) _th th _(_H
Income tax
expense $7 S22 $25 $19 S22
E——— 3 == ——- 4 _ ===

ta) Rederermination of prior vears’ investment credits resulting from
1979 net operatng loss. This amount o5 reflected in the 1978 unused
imvesiment credit
(b Inclwdes 1978 mvesiment tax credis of 39 mullion carred back 1o
prror vedrs. which iy included in Accounts Recetvable— (Other in the
accompanying December 31, 1978 comsolidared balance sheet
Retlects 1976 imvestment tax credits of S16 midlon, resuliing from
adoprion of TRAESOP in 1977 and the election to claim inveximent
rav credis under the progress payvment method

fd) Retelors an mmvesiment credit carrv-over of 85 mlion from 1974

() Uniased 1978 and 1979 investment credies of approvamateiv 517
miilthon and 35 mudlion, respectively (inchading ST midlion and $1
milhon. respectively, of TRAESOP crediis) are available for carry-
forward 1o future vears

1 he provisions tor deferred income taxes, net, resuit from
the inllowing tming differences:

(In M llions)
1979 1978 1977 1976 1975

Liberalized depreciation

(Note 2)

Federal 28k 3% .8 T-%§ 7 . § 7%

State F 3 2 2
Deferral of energy costs

{Note 2)

Federal 28 4 3 h}

State th | th !
Other JEES 3 PR e T

Totals $42 s$21 §$ 5§ SIS 59
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7. Supplementary Income Statement Information:
Maintenance and other taxes charged to operating ex-
penses consisted of the following:

(fa Millions)
1979 1978 1977 1976 1975

Muaintenance (including
applicable payroll
charges $24 S8 22 82 20
E_____I———
Other taxes:
State and local gross

receipts $1s sS4 s13 S12 sio
Capital stock 6 5 5 1 R
Real estate and
personal property “ R B -
Other 2 2 2 2 2
Totals $23 825 sS4 821 $20

For the vears 1979, 1978, 1977, 1976 and 1975 the cost
to the Company of services rendered to it by GPU
Service Corporation, an affiliated cempany. amounted to
approximately $10.655.000, $7.612,000, $6,780.000
$6.460.000 and $5.588.000, respectively, of which approx-
imately $7,108,000, $6.251.000, $5.276.000. $5.007.000
and $4.225.000, re pectively, were charged to income.

8. Pension Plans:

Total pension costs for the years 1979, 1978, 1977, 1976
and 1975 amounted to approximately $6.0 million, $5.0
millicn, $4.2 milhon, $3.8 million and $3.2 million,
respectively. Based on the latest available actuanal
reports as of January |, 1979, the actuarially computed
vested benefits under the plans exceeded the actuanal
value of trust assets or reserves created in respect of such
plans by $39 million and the unfunded past service
liabilities for the plans amounted to approximately $32.2
million. or 39¢ of the total reserve requirement.

9. Jointly Owned Generating Stations:

The Company participated. with affil:ated and nonaffil-
tated utilities, in the following jointly owned generating
stations at December 31, 1979:

Balance (In Thousands)

In Accumulated

Station ¢ Ownership  Service Depreciation
Conemaugh 1645 $ 43911 S 8737
TMI(See Note 1) S0 $63.615 42,599

Each participant in a jointly owned generating unit
finances its own portion and charges the appropriate
operating expenses with its share of direct expenses. The
dollar amounts shown above represent only those
portions of the units owned by the Company.



10. Quarterly Financial Data (Unaudited):
{In Thousands)

First Quarter Second Quarter
1979 1978 1979 1978

Operating Revenues  $88.866 S81.761 $75813 $73.527
Operating Income SIBB57 Six 166 $17.906 S14.062
Net Income $ 9973 Si17077 $ 6917 $12639
Farnings Available

for Common Stock § 7,401 $14.505 § 4,345 § 10,067

Third Quarier Fourth Quarter
1979 197% 1979 197%

Operating Revenues 385846 $76.237 $87.611 $79.056
Operating Income $17,9587 SI15843 S$14,061 $17.752
Net Income $ 6,340 S14552 8 2,644 S14309
Earnings Available

for Common Stock § 3,767 $12009 § 72 SI11.7%7

Net income for the fourth quarter of 1978 reflects a
$3.3 million decrease in income tax expense due to the
tlow-through of a portion of the excess of tax over
book depreciztion. resulting from Three Mile Island Unit
No. 2 being placed in service in December 1978,

Earmings available for common stock for the second,
third and tourth quarters of 1979 have been atfected by
the actions of the PaPUC in removing TMI-2 from rate
base subseguent to the accident described in Note |,

11, Supplementary Information To Disclose The
Effects of Changing Prices (U naudited):
The tollowing supplementary information is supplied in
accordance with the requirements of FASB Statement
No. 33, Financial Reporung and Changing Prices, {or
the purpose of providing certain information about the
effects of changing prices. It should be viewed as an
estimate of the approximate effect of inflation, rather
than as a precise measure. since a number of subjective
judgements and estimating techmques were emploved in
developing the information.

Constant dollar amouiits represent historical costs
stated in terms of dollars of equal purchasing power, as
measured by the Consumer Price Index for All Urban
Consumers (CPI-U). Current cost amounts reflect the
changes in specific prices of plant, and differ from
constant dollar amounts to the extent that specific prices
have increased more or less rapidly than prices in
general

The current cost of property, plant. and equipment.
which includes land. land rights. intangible plant,
property held lor tuture use. construction work in
progress. and other physical property, was determined by
mdexing the surviving plant company equipment cost
indices or by the Handy-Whitman Index of Public Utiliny
Construction Costs. These current cost amounts do not
necessantdy represent the replacement cost or current
value ol existing plant productive capacity. The actual
replacement of the capacity of present tacihities will occur

over many vears as future facihities, different in Kind
from present tacilities, are constructed and placed in
service

I'he current years provision for gepreciation on the
constant dollar and current ¢c¢ t amounts of property,
plaat. and equipment was determined by applying the
depreciation rates of the Company to their respective
indexed average 1979 depreciable plant amounts.

Fuel inventories, nuclear fuel. the cost of fuel used in
generation, and purchased power and interchange have
not been restated from their historical cost in nominal
dollars. Regulation limits the recovery of f.:! and
purchased power and interchange threugh the operation
of energy adjustment clauses or adjustments in base rate
schedules to actual costs. For this reason fuel inventories
and nuclear fuel, are effectively monetary assets.

As prescribed in Statement 33, income taxes were not
adjusted.

Under the rate making prescribed by the regulatory
commissions to which the Company 1s subject, only the
historical cost of plant 1s recoverable in revenues as
depreciation. Therefore, the excess of the cost of plant
stated in terms of constant dollars or current cost over
the historical cost of plant is not presently recoverable in
rates as depreciation, and 1s reflected as a reduction to
net recoverable cost. While the rate-making process gives
no recognition to the current cost of replacing property,
plant, and equipment, based on past practices, the
Company believes it will be allowed to earn on the
increased cost of its net investment when replacement of
facilities actually occurs.

To properly reflect the economics of rate regulation in
the Consolidated Statement of Income Adjusted for
Changing Prices, the reduction of net property, plant,
and equipment should be offset by the gain from the
decline in purchasing power of net amounts owed.
During a peniod of inflation, holders of monetary assets
suffer a loss of general purchasing power while holders
of monetary habilities experience a gain. The gain from
the decline in purchasing power of net amounts owed 15
primarily attributable to the substantial amount of debt
which has been used to finance property. plant, and
equipment. Since the depreciation on this plant 1s limited
to the recovery of historical costs, the Company does not
have the opportunity to realize a holding gain on debt
and 15 limited to recovery only of the embedded cost of
debt capital.

‘o
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Consolidated Statement of Income Adjusted for Changing Prices

In Thousands
Conventional Constant Doliar Curremt Cos:
Historical Average Average
For the Year Ended December 31, 1979 Cost 1979 Dollars 1979 Dollars
Operating Revenues (a) $338.136 $338.136 $338.136
Energy Couts (b) 119.220 119.220 119,220
Depreciation 37.707 62,943 68,768
Other Operating Expenses 102,163 162,163 102,163
Income Taxes 10.265 10,265 10,265
Total Operating Expenses 269355 294 591 300416
Operating Income 68,781 43555 37,720
Other Income and Deductions 426 26 26
Interest Charges 43333 43,333 43,333
Income from continuing operations (a)
texcluding reduction to net recoverable cost) 25874 638(c) (5.187)
Preferred Dividend Requirements 10,289 10,289 10,289
Income (loss) after preferred dividend requirements (a) $ 15,585 $ (9.651) $(15.476)
Change in net plant assets ounng 1979 due to increases
in specific pnces $137.303(d)
Less:  Change in net plant assets during 1979 due to increase in
general price level (inflation) 223,310
Change in specific prices net of general price level
(inflation) $(86.007 )
Reduction to net recoverable co.t of plant assets $0104.733) $(18,406)
Gan from decline in purchasing power of net amounts owed s 71171 §$71.171

(a) Revenues do not include amounts for the operating end return requirements associated with the Company's invesiment in TMI-2 and, corre-
se adingly, the amounts of income from continuwing operations have been adversely affected by this loss of revenues (see Note |).

th) Enerxy costs include fuel, power purchased and interchanged and deferral of emergy cosis.

1) Including the reduction to net recoverable cost, the (loss) from continuing operations on a constant dollar basis would have been S(104.095.000)

for 1979

td) At December 31, 1979, current cost of property, plant, equipmeni, and other physical properiy nei of accumulated depreciation. was

$1.832 430.000 while historical cost or net cost recoverable through depreciation was §1.076.825.000.

Five-Year Comparison of Selected Supplementary Financial Data*
Adjusted for Effects of Changing Prices

In Average 1979 Dollars

Years Ended December 31, 1979 1978 1977 1976 1975
Operating revenues (in thousands)
As reported $338.136  $310.581 €305,223 $264,113  $249.525
In 1979 purchasing power 338.136 345,549 365,595 336,763 336518
Average consumer price index 2174 1954 181.5 170.5 161.2

*The Compony does not declare cash divide 1ds on a per share hosis, nor is the Company's common stock traded on the market. Accordingiy, no

five vear comparisons are presented with respect 1o cash dividends per common share and marker price per share.

s
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COMPANY STATISTICS

Metropolitan Edison Company and Subsidiary Company

1979 1978 1677 1976 1975
e e e e e SRt
Generating Capacities and Peak (MW):
installed capacity (at yearend) (@) .....cvvun.. 2,144 2,144 1,698 1 811 1.865
Annual hourly peak load .................. 1,571(b) 1.483(b) 1 4238(b) 1.410(b) 1,300(¢)
T P P A e ety S 36.5 446 189 284 434
Net System Requirements (in thousands of MWH):
DNOS DOEPREROR oo v a5 -0 o Bin w0 T 6 ST b 5434 8,391 5,144 7.294 8.154
Power purchased and interchanged, net .... .. 3382 180 (79) 626 (782)
Total Net System Requirements ...... 8,786 8,571 8.065 7,920 7,372
B —_—— B e = —————
Load Factor (%) ........00vves e P bk asireloh 63.8 66.0 64.5 639 647
Production Data:
Cost of fuel (in mills per KWH of generation):
Y R RO PO L el R R e S 15.12 14.59 12.53 12.37 13.19
o P TTRE Ay Sy LR T N, 4%.07 39.68 41.35 37.27 35.85
BENEIIRE 5o 550 imnior avna b b Eem s Sl s s S 328 1.54 1.65 2.10 2.69
L L TR D o, LR, Myl L 51.78 41.72 36.54 22.01
ANEERII « o' v.oplas'as e wax 4 60 b BEEED 63 13.37 10.57 9.53 967 10.04
Generation By Fuel Type (%):
SRR e w43 75 2k 2 F B R E P BTN Sl S 76 58 62 66 62
7 N S P S I e 2 2 2 2 2
PRIRIERE. » 4 0% 470305000 S5m0 b S TS 8 ey el TR 19 38 4 30 4
Qiker- (ot & BYBEOY » oo o' 5 wdlinn o vas wn wos 3 2 2 2 2
BRI oy s T 8 « b SHE B E R d brd b 100 100 100 100 100
Electric Energy Sales (in thousands of MWH):
T T o .. o b ‘o 2,489 2,504 2,340 2. 2,144
COMUEIRIRE + - dasin s oo & 54167 200 55,56 VT aoieskid 1,535 1,538 1,451 1,351 1,276
T 3341 3,166 2.937 2,794 2.547
xR ORECar T SN DU I T LY 719 709 683 676 637
RORIRE < 5 3.5 5 5 DR DED F By 3 Rk 5084 7917 7411 7.089 6.604
- === = == —
Electric Operating Revenues (in thousands):
ST R e ety et B s $122.317 S116.351 $113.682 $101.347 $ 96,356
e T T S R X R N T ) 66,292 65,573 64 954 55,693 53,529
T (S S B gl et o= I L L. S 112,833 94,500 92,745 78.709 75.846
| g TR Ny | S st R DI, S 27,677 24,107 23,092 21.980 18,375
Totals from KWH sales ............. 329,119 300,531 204 473 257.729 244,106
ERET DEVBIAINE. » 5'<s v 0 a s o cuvs s it e nt s e s 9.017 10.050 10,500 5.774 4,767
TORMIS Y i ch s aaies SR e b $338.136 $310.581 $304,973 $263,503 $248 873
=== 1 e e
Customers — Year End (in thousandsy:
RESNIPBEARY « x5« vt 545 0 arie wwa'nin os wbae Baa wens 317 311 308 299 295
s e e A e e 36 36 35 35 34
T e R R S R e 2 2 2 2 2
BB oo whoir v e ia e s e e s Areiaimn Al dreshie 3 3 3 3 3
BORREE . « o4 5 2nvs a0 e 5k s We 3l b 358 352 345 339 3
e ==
Price per KWH — all customers (cents) ......... 4.07 180 197 364 370

@) Inciuwdes the imvialled capaciuy of the Three Mhile Iiand nuclear generaing stanon Lt No

e vCludmg these unns tor 1979, wowld be (1786, )
") W ooner peak
Sunnner peak

Fof 300 MW and Unir No. 2 ot 453 MW The reserve capacity

LW



Metropolitan Edison Company

4 member company o, the General Public Unilities System

Company Officers

Wilham G Kuhns
Chairman of the Board and
Chief Executive Otficer

Herman M. Dieckamp® - Eff. 8. 2979
Acting President

Robert C. Arnold-— Eff. 8. 2'79
Sentor Vice President

Floyd J. Smuith—Eff. 9/ 179

Senior Vice President

lames S. Bartman
Vice President, Engineering

Verner H. Condon
Vice President, Finance

John G Herbein
Vice President, Generation

Henry L. Robidoux
Vice President, Operations

Frnest W. Schleicher
Vice President, Consumer Affairs

Robert B Gehman
Ireasurer

Robert B. Heist
Secretary

Ravmond E. Werts
Comptroller

Helen M. Gravdon—Eff. 10/ 10 79
Assistant Secretary

Rita M. Powers
Assistant Secretary

Dawvid L. Hufl
Assistant Comptroller

Donald B. Wise
Assistant Comptroller

*Subject to FERC approval
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Board of Directors

William G. Kuhns, Chairman
James S. Bartman

Verner H. Condon

Herman M. Dieckamp

Fred D Hafer

Frnest W. Schleicher

Floyd J. Smuth—Eff. 1010/ 79
Raymond E. Werts

The Executive Committee comprises
Mr. Kuhns as Chairman, with Messrs
Dieckamp and Schleicher as members
ar Messrs. Bartman and Smith as
alternate members

Division Offices

Central Division

Richard E. Dreas, Manager

2800 Pottsville Pike

P.O. Box 542, Reading, PA 19640

Eastern Division

Robert C. Nagel, Manager

2121 Sullivan Trail,

P O. Box 425, Easton, PA 18042

Lebanon Division

Ernest H. Ellichausen, Manager
600 South Fifth Ave

P.O. Box 240, Lebanon, PA 17042

Western Division

John R. Clugston, Manager
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Annual Meeting
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2800 Pottsville Pike,
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P O Box 542, Reading, PA 19640

Trustee — First Mortgage Bonds
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New York, NY 10015

Trustee — Debentures

Marine Midland Bank
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New York, NY 10015

Preferred Stocks

Transfer Agents

American Bank and Trust Co. of Pa.
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Reading, PA 19601
Chemical Bank

20 Pine Street

New York, NY 10015
Kegistrars

Girard Bank

Broad and Chestnut Streets
Philadelphia, PA 19101
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New York, NY 10015
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GPU in Brief

General Public Utilities Uorporation is an electric
utility holding company that provides electricity to
about 4 million people living in apout half the
land area of New Jersey and Pennsylvania. It serves
over 1.5 million customers. Som: “2 billion
kilowatt hours of electricity were distributed in
1979. Of this total, 34 percent went to residential
customers, 23 percent to commercial accounts,
37 percent to industry and 6 percent other customers.
The GPU System includes three operating
companies: Jersey Central Power & Light Company
and, in Pennsylvania, Metropolitan Edison Com-
pany and Pennsylvania Electric Company. The
System has total assets of $5 billion, making it the
nation’s 14th largest investor-owned electric utility.
The GPU companies depend primarily on coal
and nuclear energy for the generation of electricity.
The generation mix in 1979, exclusive of purchased
power, was 25 percent nuclear, 67 percent coal and
8§ percent oil and gas. The nuclear component was
34 percent in 1978, the last full year before the
TMI accident.
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1979 Financial Summary

Net Income ($000)
Earninas Per Average Share
Annual Cash Dividend Paid Per Share
Book Value Per Share
Common Shares Outstanding (000):
\verage
Year-End
Number of Stockholders
Generating Capacity ( megawatts)®
Peak Load ( megawatts)
Cost of Fuel and Purchased Power (mills per kwh)
Megawatt-Hour Sales (000)
Operating Revenaes { $000)
Customers Served at Year-End
Construction Expenditures ($000)
Total Assets ($000)

Number of Employees at Year-End

1979°° 1978 % Change

$ 95793 $ 138,774 (31.0)
S 1.56 $ 230 (32.2)
$ 1.20 $ 157 (32.2)
$ T4 $ 2241 1.5
681,218 80,217 1.7
61,264 60,971 3
169,258 177,056 (44)
8,262 8.281 \2)
6,173 5,898 47
17.68 13.81 25.0
31,995 31.270 23
$1,450,154 $1,326,644 12.3
1,558,094 1,532,008 o
$ 351.026 $ 407,690 (13.9)
$4,991,994 $4,612,683 82
11,159 11,597 (3.8)

e T B e e o B T e e e T ST TGRS,

* Includes both TMI units rated at 170C MW,

** See Note 1 to Consolidated Financial Statements and Report of Auditors.

1980 Annual Meeting

The annual meeting of stockholders of General
Public Utilities Corporation will be held at 2 " M.,
local time, May 5, 1980, at the William G. Mennen
Sports Arena, 161 East Hanover Avenue,
Morristown, N, J.

Further Information

For turther information about the company, a copy
of the GPU System Statistics and the Corporation’s
L4979 annual report to the Securities and Exchange
Commission will be available after March 31, 1980.
Write to Miss Helen M. Gravdon, Secretary,
General Public Utilities Corporation, 100 Interpace
Parkway, Parsippany. N. J. 07054

Too Many Annual Reports?

You may be receiving extra copies of the GPU
\nnual Report because of multiple accounts
within vour household. To stop the extra copies,
please write to the Hartford National Bank and
Trust Company, P.O. Box 210, Hartford, Ct. 06101.
Please enclose the mailing labels from the

extra copies



To the Stockholders

Last vear's nuclear accident at Three Mile Island
brought on the most severe crisis in the history of
the GPU System, That crisis continues todav and
dominates virtually every aspect of the company’s
operation
At the time of the accident, the GPU System was
well positioned in terms of both the customer and
the investor. We had just received rate-making
recognition of the $750 million .avestment in
TMI-2. The construction of that unit had imposed
a heavy burden on the investors—but it had been
completed and was delivering lower cost nuclear
power to our customers. The outlook for earnings
was improved us a result of rate orders approved
in both Pennsvlvania and New Jersey shortly before
the accident. Our capital structure was balanced;
our energy supply sources were a healthy
527% coal, 4177 nuclear and a modest 7% oil and
gas, ar<d our rates were in the mid-range of those
charged by other utilities in surrounaing areas.
Then on March 28 vour healthy company
suffered the accident that the President’'s Commis-
sion characterized as “eventually inevitable” in the
nuclear industry. In the highly charged environ-
ment following the acciv.ent, we have cooperated
to the fullest extent possible with the regulatory
agencies involved. Even with all these efforts, we
have had an extremely difficult time in obtaining
appropriate and timely responses by state and
federal regulators to our difficult circumstances.
The accident forced us to seek rate o 'ers to
recover the immediate and sharp increase in the
cost of power purchased to replace the lower cost
nuclear energy supply interrupted by the accident.
Despite the attention of the utility commissions
in both New Jersey and Pennsylvania through
extensive hearings, the very nature and format of
these proceedings invite delays and diversions.
Our internal response to the cash crisis continues
to include deep cutbacks in virtually all of our
programs. Our only significant external scurce of
cash today is the revolving credit agreement
with 45 banks which was put in place after the
accident. Although that agreement provides for
an ultimate borrowing level of $412 million, we
are currently limited to an interim ceiling of
$292 million which we cannot exceed without the
favorable vote of the banks providing 857 of the
bank credit. That vote will depend upon the
outcome of pending regulatory proceedings. In
addition, the availability of credit under this
agreement depends upon a continuing absence of
“material adverse developments” which threaten

L]

the ultimate repayment of the berrowings. This
again - primarily directed at continuing reasonable
regulc ey response to cash and earnings needs.

Our borrowings under the revolving credit agree-
ment at the end of February amounted to $220
million, and our cash projections show ihat we could
reach the interim ceiling of $292 million this
spring. It was in the context of these difficult
circumstances that we made the decision to omit the
cash d*.idend in February. We fully understand
th~ importance of maintaining regular quarterly
cash dividends and the fact that a great many GPU
shareholders, with our heavy concentration of
retirees, are counting on such dividends to supple-
ment their other income. In light of the serious
uncertainties facing us, vour Board of Directors
concluded that it was necessary and in the best
long-term interests of the stockholders to conserve
cash and credit resources. First priority had to
be placed on preserving the financial integrity of
your corporation.

The most critical factor in our continuing
financial viability and ultimate financial
health is the granting of timely and adequate
rate relief by the Pennsylvania and

New Jersey state commissions during this
difficult period.

Other sections of this report outline the details
of our situation and our planning. To summarize
our present position:

1. The cash crisis is severe:

a. The removal of TMI-2 from rate base
deprives us of the recovery of the capital
costs of that investment, thereby reducing
earnings to a point which severely restricts,
if not eliminates, continuing access to
long-term security markets.

b. The cost of power purchased to replace the
energy made unavailable by the accident
continues to increase at a pace in excess
of that currently collected from customers.

c. We must limit cash expenditures to those
covered by revenues or borrowings under

the revolving credit agreement.

9

The most critical factor in sur continuing
financial viability and ultimate financial



health is the granting of timely and adequate
vate relief by the Pennsylvania and New Jersey
state commissions during this difficult period.

3. We continue to be deeply involved in
proceedings in Pennsylvania relating to the
possible loss of Metropolitan Edison’s
franchise to serve its customers, We believe
that our past record of excellent service to
those customers justifies the retention of the
franchise. We have the confidence and
determination to solve the problems at TMI
and do the job at least as well as any other
group

While dealing with these critical factors we have
two important objectives. The first of these is the
return to service of the undamaged TMI-1 unit,
which is being unreasonably delaved by the
Nuclear Regulatory Commission. The safe return
of that unit sooner rather than later is in the
interests of the customer because of the immediate
reliet 1t will provide from rising fuel costs, A second
objective that is clearly beneficial to the TMI plant
neighbors is the clean-up of the damaged Unit 2
at a more rapid pace than present NRC decision
making has permitted.

We are taking significant steps to strengthen the
GPU Syetem organization through the establish-
ment of a separate nuclear corporation to design,
operate and maintain all nuclear plants. Addition-
v, we are combining the managements of the
two Pennsylvania operating companies so as to
make the fullest use of their resources.

At the same time we recognize that neither we
nor anyone else can do these tasks alone. We
continue our eflorts to justifv the support of the
regulators and to regain the trust and corfidence
of our customers, plant neighbors and government
leaders

We believe very strongly that regulatory actions
which will permit the recovery of the financial
health of the GPU System are in the best interests
of both customers and investors. From the time of
the accident we have supported and sought to
establish a sharing of the burdens of the accident.
To date the stockholders have borne a heavy and
disproportionate share of the costs. We are
determined that investor rights be protected.

We are determined that investors be treated fairly.

A/71:_.¢-_./7./.@4/74

William G. Kuhns Herman Dieckamp
Chairman and President and
Chief Executive Officer Chief Operating Officer

We are taking significant steps to
strengthen the GPU System organization
through the establishment of a separate
nuclear corporation...



1979 Financial and Operating Report

Reviewing GPU's Financial Picture
Income and Earnings Down CPU’s 1979 net

income and earnings per share were down sub-
stantially from the previous vear despite an increase
in kilowatt-hour sales and revenues. This was
mainly because, since the accident, the canit.l,
operating and maintenance costs of TMI-2 were

not recovered even though they were charged
against income for the full year. Right after the
accident, Unit 2's costs were removed from the rates
of the GPU operating companies by the New

Jerseyv and Pennsvlvania regulatory agencies.

Net income for 1979 was $95.8 million, compared
with $138 8 million for the previous year, a
decline of 31 percent.

Earnings per average share in 1979 were $1.56.
This was a decline of 32 percent from $2.30
in 1978

The regulators’ elimination of TMI-2 costs from
our base rates has the effect of reducing our
net income by $56 million a year, or 92 cents
per share annually. A major portion of this adverse
impact was reflected in 1979 net income.

The Board of Directors in April 1979 reduced the
quarterly dividend from 45 cents to 25 cents, a
regrettable, but necessary step. At the same time,
the dividend reinvestment program was suspended.

Even more regrettable, but necessary, was the
recent decision to omit the February 1950 dividend.
To date, these two actions have enabled us to
retain approximately $64 million to offset the
enormous cash drain imposed by the high cost
of supplying replacement power to our customers.

Approximately 59 percent of 1979's dividends
represented return of capital and therefore will not
be subject to current income taxes as dividend
income.

( For further details on the 1979 financial
results, see Management’s Comments on Earnings,
page 18.)

Growth Rate Slows Sales of electricity
increased 2.3 percent—from 31.3 billion kilowatt
hours in 1978 to 32.0 billion kilowatt hours in
1979 This is a lower growth rate than the 5 percent
registered in the previous vear and the 4.5
percent projected for 1979, but it is consistent
with our conservation objectives.

Operating revenues in 1979 totaled $1.49 billion,
a gain of 12 percent over revenues of $1.33 billion
the vear before.

Revenues in 1979 not related to energy ( fuel
and purchased power) costs were $967 million, an
increase of $70 million, or 8 percent, over the
non-energy related revenues of $897 million
in 1978.

Primarily because of the severe increases in
il costs and the high cost of energy purchased
to replace TMI's generation, energy associated
revenues rose by 894 million. or 22 percent over
1978. to 8323 million in 1979. These energy-related
revenues had no impact on 1979 earnings because
thev were used to partially offset energy-related
expenses, with the remainder of those expenses
being deferred for future recovery from customers.

Accident Creates Cash Fiow Crisis The
immediate impact of the TMI accident was to
deprive the System of 1.7 million kilowatts of
nuclear capacity from our two TMI nuclear units.
This created the cash flow crisis because we

had to replace TMI's output with more expensive
energv—mnuch of it purchased from other utilities—
at a cost of $20 million to over %35 million

per month,

The cash problem was further aggravated when
the Pennsylvania and New Jersey regulatory
commissions removed the costs of TMI-2 from
the rates of the GPU operating companies, reducing
base rate revenues by an estimated $100 million
annually.

Slightly more than $101 million in costs were
incurred in 1979 in containing the accident and in
beginning clean-up and repairs at TMI-2. In
addition, we have retired the Unit’s $37 million
nuclear fuel core. Of this total, $138 million, we
have charged $7 million to operations and have
received $70 miliion in insurance payments.

The remaining costs, $61 million, have been
deferred pending resolution of whether they will be
recovered throngh insurance pavments, under rates,
or thronugh other sources.

Immediate Remedies Applied The cash flow
problem was attacked on several fronts. Very soon
after the accident, the company suspended con-
struction projects involving new generating and
transmission facilities. cut compensation for
directors and corporate officers, reduced the
number of emplovees, cut preventive maintenance
work to a minimum compatible with reliable
service, and songht advance payment from insur-
ance carriers.

Credit Agreement Negotiated To place

interim financing on a firm footing, GPU concluded
a revolving credit cgreement with a consortium

of 45 banks. This arrangement currently makes
available « credit level of $292 million. With
approval of the banks representing 85°% of the
total credit line. this amount may be increased

to $412 million. ( As of December 31, 1979

GPU had $171 million outstanding under this
agreement. )
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1979 Financial and Operating Report (continued)

Subsequently, Jersey Central Power & Light
Company and Pennsylvania Electric Company sold
a total of $147 million in 20-vear first mortgage
bonds to a group of institutional lenders.

The revolving credit agreement and these bond
purchase agreements contain provisions which
call for the immediate repavment of the total
indebtedness involved if an event occurs which a
majority of the lenders or holders of the bond issues
deem to have a materially adverse effect on the
boriower

As of the end of February, our borrowings totaled
$220 million, up $49 million from the $171 million
level at year end 1979. Our cash projections show
that we could reach our interim $292 million ceiling
on bank borrowings some time in the second
quarter of 1980.

The banks participating in the credit agreement
have indicated to us and to the state regulatory
commissions the importance of our receiving a rate
regulatory response that would anticipate the
ultimate repayment of the borrowings before there
is an attempt to increase the $292 million limit.

Regulatory Actions Critical

I'he most critical aspects of GPU’s financial
recovery and of TMI's technical recovery have to
do with the actions of our regulators, especially
those by the utility commissions of New Jersey and
Pennsvivania and by the federal Nuclear Regulatory
Commission.

At the subsidiaries’ present rates, they are not
receiving sufficient revenues to meet their ove vall
requirements. It is essential that the subsidiary
companies receive rates which will restore them, to
financial health ot the earliest practical date. Because
of our major and immediate cash flow problem,
delayed decisions place a great burden on our
ability to continue with « successful recovery
effort. This section will review our state rate
regulatory situation. The NRC has delayed a
TMI-1 restart decision by nearly a year and has yet
to approve major TMI-2 cleanup plans. Its
activities will be reviewed in the section following.

Early Rate Rellef Granted [n June more than
two months following the accident, the regulatory
~ommuissions in New Jersey and Pennsylvania
granted increases in the energy adjustment charges
to customers, providing recovery, over an 18-month
period, of about 85 percent of the estimated
replacement power costs. Both commissions
established these charges at levels that assumed we
could secure savings in the purchase price of
replacement power and that TMI Unit 1

(undamaged by the accident) would be back in
service by January 1, 1950

We have been able to make substantial savings.
The company has negotiated agreements with U.S.
and Canadian utilities that have been saving
GPU customers about $6 million a month, and
our efforts continue. But since other energy costs
( prircipally oil ) increased by even greater
amounts, net savings could not be achieved.
TMI replacement power costs continue to be high,
especially until the NRC permits TMI-1 back into
operation. This could cut the replacement power
bill by over $160 million annually, or about
$14 million a month.

Additional Energy Cost Offsets Jersey Central
in September received an additional $70 million
annual increase in its energy adjustment charges to
offset its rising energy costs, especially for oil. This
increase is not related to the TMI accident.

On March 6, 1980, Jersey Central received an
annual increase of $84 million in its energy
adjustment charges, effective March £ 1950, for
energy costs, again distinct from those resulting

It is essential that the subsidiary companies
receive rates which will restore them to
financial health at the earliest practical date.

from the TMI mishap. Jersey Central has pending
in this proceeding a request for $37 million a year
to cover higher replacement energy costs for

Three Mile Island, primarily because of the
regulatory delay in returning TMI Unit-1 to service,
and hearings in this matter are continuing,

Interim Relief for Met-Ed In November 1979,
Met-Ed requested a $55 mi'lion annual increase in
its energy adjustment clause, effective January 1,
1980, to permit it to recover part of its increased
cost of energy. Because of our declining cash
resources, we have repeatedly urged the early
consideration of the energy cost issue. On
January 17, 1980, the Pennsylvania PUC
announced a schedule which provided for the
issuance of an order on April 4. About a week
later, we filed a motion again requesting prompt
action on an increase in energy costs.

On February 8. the day after GPU’s Board voted
to omit the February dividend, the Pennsylvania



PUC voted to temporarily permit Met-Ed to put
the $53 million energy clause increase into effect on
March 1. This order is in effect only until final
resolution of the tull proceedings, which was
pushed back fraom April 4 to May 23. The increased
revenues collected in the interim are subject to
review

GPU’s Rates Below Average [espite the cost
of replaceinent power and the impact of inflation as
reflected in the rate increases, the average cost of
electricity to GPU customers as of vear-end 1979
was lower than the average pais! by the majority of
utility customers in New Jersey and Pennsylvania.

In the case of Jersey Central, the company’s rates
to the great bulk of its residential customers, those
without electric space heating or electric water
heating, were the second lowest in the state and
among the lowest of major utilities in surrounding
arcas

The situation is much the same for both Met-Ed
and Penelec. The rates of both companies are still
in the mid-range of those charged by Pennsvlvania’s
major utilities,

Nor have the GPU System’s rates increased
significantly over the past several years. In fact,
corrected for general inflation ( measured by the
Consumer Price Index), GPU s average kilowatt
hour charge for 1979 wa seven percent lower than
in 1977 and two percent lower than in 1975, During
the past Bve vears, the cost to GPU’s customers for
a kilowatt hour has decreased with respect to Social
Security benefits; has decreased with respect to the
minimum wage: and has decreased with respect to
manufacturing wages. Minimizing electric costs for
our customess remains one of our prime objectives.

Show Cause Orders Present Challenges Two
“show canse” orders by the Pennsylvania PUC have
presented additional challenges for the GPU
operating companies,

In September 1979, the Pennsylvania Public
Utility Commission ordered hoth Met-Ed and
Penelec to show cause why TMI-1 should not be
taken out of their rate bases as long as the unit is idle.

We helieve that the capital, operating and
maintenance costs of TMI Unit 1 should be
continned in the operating companies’ rates because
of its four and a half vears of safe and efficient
operation, and because it is not permitted to resume
generation for reasons over which we have no
control

In November, the Pennsylvania PUC also ordered
Met-Ed to show cause why its operating franchise
to serve its customers should not be rescinded. GPU
has used this as an opportunity to review the several
problems facing Met-Ed in an integrated manner

and to explain the many positive actions taken to
assure continued safe, reliable customer service.

The Pennsylvania PUC is to announce on May 23,
1950 its decisions concerning the three issues before
it: retention of TMI-1 in the rate base; continuation
of Met-Ed’s franchise; and a final order concerning
Met-Ed's rate request.

In New Jersey, the New Jersev Board of Public
Utility Commissioners ( NJBPU ) stated in its
March 6, 1950 order that it will shortly take up the
issue of the retention of TMI-1 in the JCP&L base
rates. In February 1950, bricts were filed in response
to a BPU order concerning what action, if any. the
BPU should take in the light of the Kemeny.,
Rogovin and other reports concerning the causes of
the TMI-2 accident. In its March 6 order, the BPU
stated that it will establish a hearing date to begin
this complex investigation,

Audit to Review Financial Viability In late 1979
the Pennsylvania PUC ordered a full-scale
management audit of Met-Ed, Penelec and GPU.
The PUC has asked for preliminary findings on the
financial viability of Met-Ed and GPU by Theodore

CE——e s S ST AR
... the average cost of electricity to GPU
customers as of year-end 1979 was iower
than the average paid by the majority of
utility customers in New Jersey and
Pennsylvania.

Barry & Associates, the firm conducting the audit.
These results are to be presented to the PUC about
mid-March 1950.

The audit is also examining decisions related to
construction. maintenance and operation of TMI-2.
The cost of this nine-month audit, estimated at
$775.,000, will be paid by GPU’s Pennsvlvania
operating companies, Met-Ed and Penelec. Just a
vear earlier. GPU provided to the Commission *he
nine-volume report of Booz-Allen-Hamilton's
exhaustive management audit of all components
of the System.

In September of last vear, in response to concerns
about our long-term service capabilities, the NJBPU
ordered an independent study of various
reorganizational alternatives for Jersev Central.
Completion of the study, which JCP&L will pay for,
is not expected until at least late 1980.
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TMI Recovery Steps
First Step: TMI-1 Restart Tl first major step

toward financial recovery will come when TMI-1 is
permitted to resume generation, now not anticipated
betore late 1950. At that time, the bill for
replacement power will drop an estimated $14
million monthly and revenues could become
available to reduce the deferred energy balances
and short-term debt

Three months after the accident, we advised the
NRC of the steps we planned to take to improve
operational safety of TMI-1 prior to restart.

The NRC has not yet established & firm time
sciedule for the completion of the hearings and
decision. While we agree there should be no restart
until the NRC and the public are assured of the
unit’s safety, we have urged the Commission to
expedite its procedures to get TMI-1 back on line.
Preliminary public hearings on the TMI-1 restart
began in the Harrisburg-Hershey area in mid-
November, 1979 and are expected to continue
through much of 1980.

For our part, we expect to have the TMI-1
technical modifications and necessary personnel
trining completed and the unit ready for restart
well ahead of the conclusion of the hearing
procedures.

Second Step: TMI-2 Recovery The iecovery of
TMIE2 now in “cold shutdown,” is a complex and
lengthy technical project. However, progress is
being made. Decontamination of open areas of the
anxiliary and fuel handling buildings is near
completion. A system designed specifically for the
M1 project, known as Epicor 11, has filtered
120,000 gallons (about 307% of the total) of the
racdioactive water in the auxiliary building storage
tanks. The clean water is being stored in tanks

on site

Probes inserted into the containment building
have shown that radioactive contamination is lower
than anticipated. Television cameras inside the
containment building do not indicate any major
damage to any important components of the
reactor system,

In Nevember 1979, we submitted a plan to vent
the gases in the reactor building to allow us to
begin cleanup of that area. This plan is still
awaiting approval,

A summary technical plan for decontamination
of the facility and removal of fuel from the
reactor was submitted to the NRC in 1979, The
plans for cleanup will be refined as we gain
more knowledge of the conditions inside the
containment building.

Clean-up, Repair, Restart The next steps in the
recovery process for TMI-2 will be removal and
decontamination of the air and water from the
reactor containment building, the first eatry of
workers into the building, and its partial decon-
tamination by remote control techniques. These
steps should be completed within about a year,

Duriag the following year, we plan to complete
decontamination of the containment building and
prepare for removal of the fuel from the
reactor core.

In the next recovery phase, fuel will be removed
and the reactor cooling svstem will be decon-
taminated. Tests will be made to certity the
physical integrity of the major system components.
These steps will require most of 1982,

Repair or replacement of damaged equipment
will follow, with startup of TMI.2 possibly
occurring in late 1983,

The TMI-2 recovery effoct, requiring about four
vears and costing an estimated $400 million
(up to $300 r.allion of which may be covered by
insurance ), remains subject to what is found upon
entry into the contains ent building, as well as on
public and regulatory support for the cleanup
and restart of this unit.

CPU Organizational Changes

Creating a separate ni.clear subsidiary and
combining the managements of Met-Ed and
Penelec will place the System in a stronger
position to carry out all aspects of the recovery
effort. Regulatory approval will be required for
both of these programs.

Unitying Nuclear Control Even before the TMI
accident, the company’s planning contemplated a
GPU Nuclear Corporation. A step in this

direction was taken last June by formation of

the TMI Generation Group, which brought
togetner about 275 Met-Ed and GPU Service
Corporation nuclear and technical people who had
TMI as their primary responsibility.

GPU Nuclear will be responsible for the safe
and efficient operation of Oyster Creck nuclear
station in New Jersey and the restoration and
safe operation of the two units at TMIL. It also will
have responsibility for the design, construction and
operation of any future nuclear plants in the GPU
System. Ownership of the nuclear units will remain
with the GPU operating companies.

This move to unify and expand the System’s
nuclear capability, reflecting recommendations of
the President’s Commission on TMI, will provide
for sater and more reliable generation of electricity



with nuclear energy. The low of vital technical
and operational information between nuclear
stations, both within and outside the GPU System,
will be stimulated. Formation of this separate
nuclear companv should help attract the best
personnel from s entire nuclear industry.

lobert C. Arnd' A, currently head of the TMI
recovery operation, will be president of GPU
Nuclear Corporatioa. GPU’s president, Herman
Dieckamp, will assume the additional respon-
sibilities of chairman and chief executive officer for
GPU Nuclear. Philip Clark, senior staff member
with the Naval Reactors Program for the past
twenty-five vears, will be named executive
vice president.

Based at GPU headquarters in Parsippany, NJ,
CPU Nuclear will be responsible for about $1.8
billion in nuclear facilities, Initial employment, most
of which will be drawn from within the System,
will be about 1,100 peogle; of these some 300
have professional degrees, along with 3,500 work
vears of nuclear experience.

Formation of GPU Nuclear Corporation is
expected to be completed by late summer 1980.

Combining Management Strengths Combining
the managements of GPU’s two Pennsvlvania
operating companies will enhance the System’s
ability to provide reliable service to customers at
reasonable cost. It will do this by bringing together
the complementary strengths and resources of

the Pennsylvania companies

The new organization will have sole respon-
sibility for the GPU System’s existing coal-fired
generating plants, all of which are in Pennsylvania.
This has obvious benefits in light of the growing
role of coal in the country’s energy future and the
demonstrated expertise of GPU's Pennsylvania
companies in the operation of coal-fired
generating stations.

The combined management will also focus on
the Svstem's expanding conservation and load
management programs and on the ongoing
improvement of customer and community relations.

The organization will be headed by William A.
Verrochy, current president of Penelec, and will be
headquartered in Reading, where Met-Ed cur-
rently is based. Penelec’s headquarters facilities
in johnstown will continue as 4 kev management
center, particularly for customer and community
relations and for the operation and management
of the System’s coal-fired generating plants.

The new structure will have a single set
of directors and a single set of officers, but will not
be a formal corporate merger. A formal merger
is not considered necessary to achieve the desired
objectives of improved management and efficiency,

None of the outstanding securities of either
company will be affected.

Before completing its Pennsylvania reorgani-
zational plan, GPU will review the proposed
changes with the Pennsylvania PUC’s m.i-agement
audit firm to secure their comments and recom-
mendations. This review is expected to be
accomplished by late spring and implementation of
the approved changes to take place later in 1950.

GPU’s Unizquivocal Commitment to
Nuclear Safety

The continuation of a commercial nuclear industry
in America rests squarely on our industry’s ability to
operate nuclear plants safely. This is as it should
be, and GPU is unequivocally committed to the
safe operation of its nuclear generating plants.

Both the Kemeny Report and the report by the
Special Inquiry Group, directed by Mitchell
Rogovin, dealt in detail with the overall nuclear

The continuation of a commercial
nuclear industry in America rests
squareiy on our indusiry’s ability
to operate nuclear plants safely.

industry, including equipment suppliers, the
utilities and the federal Nuclear Regulatory
Commission, which regulates the nuclear

industry. Each report offered a large number of
recommendations to help assure that the operation
of nuclear generating plants will be safe. Many of
their recommendations stemmed from lessons
learned at TMI. GPU is working with the NRC ard
with the entire nuclear industry to implement these:
and other recommendations as they apply to our
nuclear plants and to bring an added level of
safety to nuclear power generation.

GPU's Safety Programs CPU’s uvn safety
programs are closely tied to preparations for the
restart of TMI Unit 1 ( the undamaged unit), which
was down for refueling at the time of the accident.
At the same time, those improvements designed

to make TMI safer also are being implemented, as
applicable, at the company’s Oyster Creek nuclear
generating station
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The major safety-oriented areas being addressed
include: the retraining and reexamination of
operators; review and improvement of operating
procedures; preparation of improved plans for
handling emergencies; plant modifications; the
isolation of TMI Unit 1 from Unit 2; radicactive
waste manarement; and overall management of the
TMI operation.

Improving Operator Training C.I'U early last
summer began a complete review of its operator
training programs. All licensed control room
operators and some supervisory and professional
personnel are participating in retraining programs
with an expanded curriculum that includes the use
of computerized simulators to re-enact not only
the TMI-2 event but also other potential accident
situations involving single and multiple
malfunctions.

At all times, a graduate engineer will be in GPU’s
nuclear plant control rooms to provide additional
diagnostic capability. This has been in effect at
the Oyster Creek station in New Jersey since last
fall. Operating and emergency procedures are
being completely reviewed and upgraded.

Emphasis on Emergency Planning The area of
emergency planning has received special emphasis.
The emergency plan has been revised in accord-
ance with new guidelines laid down by the Nuclear
Regulatory Commissicn.

Included in this emergency planning are specific
detailed activities to be undertaken by the utlity
and public officials in the event of radiation
releases bevond the plant site, and an emergency
communications program to keep the public and its
official representatives promptly and accurately
informed in the event of a future accident.

These plans, developed in cooperation with local
and state officials, provide for emergency opera-
tions centers to give government leaders direct
communications with the plant. Additional
emergency equipment is being provided, such as
respirators and radiation detectors. The company is
also lending support and assistance to local com-
munities to develop their own related emergency
plans,
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Plant Safety Modifications A number of
physical modiications are being made to the plant.
These incluce system improvements for assuring
reactor ceoling and immediate shet down of the
reactor . the event of a wider range cf potential
ma’ ctions. Special instrumentation is being
«dded to plant svstems and equipment to monitor
those items critical to safety.

Other measures are being taken to prevent
significant radioactive releases resulting from an
accident. These include upgrading instrumentation
for the early isolation of the containment building.

The control room computer is being improved
so operators will have faster and more accurate
information on the piant’s status at all times. Visual
display of this information in the control room is
being improved to make it more readily apparent
and understandable to operators.

Separating Units 1 and 2 The common facilities
shared by TMI Units 1 and 2, such as the fuel
handling building and the radioactive waste
treatment processes, are now being modifiad so that
each unit will be totally separate and independent,
thus removing any likelihood that the cleanup of
Unit 2 can interfere with operation of Unit 1.

Safety is the prime concern of each step involved
in the cleanup of Unit 2. Every major function
along the way not only is being closely examined for
its possible impact on public safety, but also will
be the subject of searching NPC investigations,
evaluations and public hearings.

Industry Safety Efforts Even while improving its
own facilities, GPU is participating in the
substantial industry-wide efforts to upgrade the
satety of nuclear operations.

These industry actions have led to the formation
of an industry group, the Nuclear Safety Analysis
Center (NSAC), that will investigate and apply the
technical lessons learned at TMI. The electric
utility industry also has formed (and the GPU
companies have already joined ) the Institute of
Nuclear Power Operation (INPO ), with an annual
budget of $11 million, to establish benchmarks for
excellence in nuclear power operation. It will
conduct audits to verify compliance with its
standards and will analyze and share reactor
orerating experience with utilities owning nuclear
plants.

GPU has also been involved in the industry’s
establishment of a mutual insurance organization
to help cover the costs of replacement power
resulting from any future nuclear accidents. This
coverage will be available only to those utilities that
meet the safetv standards established by the NRC,
NSAC and INPO.



The Accident Investigated

Several major investigations at the federal, state and
local levels have focused on the TMI accident.

The most important were those of the President’s

( Kemeny | Commission on TMI and of the NRC's
Special Inquiry Group, headed by Mitche!l
Rogovin, a prominent Washington attorney. The
conclusions of the two are similar in many major
areas. And their conclusions support GPU's original
position that the accident involved the entire
industrial, technological and regulatory structure of
nuclear power in the United States.

Training, Public Information Examined Despite
any crit:cism of the company’s response to the
accident, the efficiency and adequacy of the TMI
operators were recognized as being well np on the
scale of nuclear industry norms. The Kemeny
Report states that the TMI control room operator
t.aining program met all applicable NRC standards.
W« now recognize that there have been deficiencies
in these standards for all operator training and we
have instituted wide ranging improveme ats.

But, as the Rogovin Report points out: “These
problems were not unique to Metropolitan Edison.
Although it is true that Met-Ed's training program
was in some respects deficient, it appears thet
Met-Ed afforded its operators training that, taken as
rwhole, was typical of the industry and, in certain
respects, was above average. The shift crew on duty
when the accident began \ ere all products of the
nuclear Navy training program, and each had at
least 5 years of Navy experience. Prior to the
accident, all of them had completed training courses
which met NRC requirements, had passed NRC
exams, and had received simulator training totalling
5 to 9 weeks each. Three had received 1 week's
training at Penn State University's rescarch reactor.
Their combined avercee NRC licensing exam test
scores were above the n.tional average. The
inadequate training that pla,. 1 a role in this
accident must be attributed to not one utility but
rather to the industry as a whole and to the NRC.”

While many problems arose in reporting the
accident to the public, the Kemeny Report found
“there was no systematic attempt at a cover-up by
the sources of information.” The Rogovin study
found that “the evidence failed to establish that
Met-Ed management or other personnel willfully
withheld information .. " The GPU companies have
developed improved emergency communications
plans for their nuclear units based on the
recommendations from these reports and on the
lessons learned at TMI-2,

“Delense-In-Deptn”’ Protected Public The
Rogovin study tound that one of nuclear’s major
safety concepts, defense-in-depth, “worked to
prote. : the public health and safety. In spite of
multiple equipment malfunctions, human failures,
and the creation of conditions in the reactor

a~d auxiliary buildings that were never contem-
plated in the design of the plant's safety systems,
the utility and its engineering support staff were
able to bring the system to a stable condition
without releases of radioactive materials to the
atmosphere that could have resulted in significant
health effects to those living near the plant.”

Speakir« to the possibility of a “meltdown” of the
reactor’s fuel core, the Rogovin Report notes that
had operators not closed a valve (the PORV block
valve ) when they did, calcuiations project that,
within 30 to 60 minutes, a substantial portion of
fuel in the core would have melted.

However, Rogovin concludes that even with a
core meltdown, the most likely probability is that
the reactor building would have surcvived in this
accident scenario, and the vast majority of the
radioactive material released from the fuel would
have been retained within the building, not released
to the surrounding environment.”

Investigations Reject Moratorium  Both the
Kemeny and the Rogovin investigations specifically
rejected proposing or recommending a moratorium
on operating nuclear reactors or on granting new
operating licenses for reactors now under construc-
tion. Both groups did, however, recommend a
number of changes in the manner in which licenses
are granted and evaluated.

The Rogovin report looked at changes since the
accident and determined that “an accident identical
to that at Three Mile Island is not going to happen
again. Not only have changes been made to amelio-
rate the particular problems revealed there, but the
accident has spawned a mejor re-examination by
the industry and the NRC of many aspects of design
and operations that contributed to the accident.”

Two other major investigations being conducted
by two committees of the U.S. Congress have been
essentially completed, and, as this report goes to
press, recommendations for follow-up legislation
are being developed.
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GPU'’s Construction Program
Construction Program Cut  Suspension of major

construction activity following the accident
involved two major generating plants—a 1.1
million kilowatt nuclear unit at Forked River, NJ,
and a 625,000 kilowatt coal-fired facility at the
Seward Station near Johnstown, PA.

There are no current plans for near-term
resumption of the Forked River nuclear project.
However, studies on capacity addition alternatives,
including Forked River's conversion to a coal
unit, are being evaluated. Subject to cash avail-
ability, construction may be resumed at Seward

late in 1980, with a projected 1987 completion date.

GPU has cut actual and projected construction
expenditures by more than $1.4 billion in the six-
year 1979-84 period. This is a reduction of 38
percent, dropping construction activity from nearly
$3.7 billion to about $2.3 billion during these
vears. This reduced construction program will be
backed up with an intensified conservation and
load management effort through which we plan to

minimize future increases in customer requirements.

Financing 1979 Construction The System’s 1979
capital requirements totaled about $406 million,
of which 8351 million was for construction and
$55 million for retirement of matured securities
and sinking funds

The 8351 million spent in 1979 on construction
was 23 percent less than the $455 million con-
struction budget planned before the accident.

The GPU System raised a total of $246 million
from external sources. Of this, $154 million came
from sales of first mortgage bonds; $87 million
came from bank loans ( mainly from the revolving
credit agreement ); and $5 million came from
common stock sales through GPU's dividend
reinvestment and employee stock purchase plans
( betore they were suspended as a result of
the accident)

The System’s capitalization ratios at vear-end
1979 stood at 51 percent long-term debt, 12 percent
preferred stock, 33 percent common equity and
4 percent short-term bank debt. These capitaliza-
tion ratios are not substantially ditferent from
those at the end of 1978,

1980 Capital Needs Subject to available cash
resources, capital expenditures in 1980 are expected
to total about $305 million, of which $275 million
will be for construction and $30 million for
retirement of matured securities and sinking funds.
The 1980 construction budget is 47 percent less

then the $515 million budgeted prior to the accident.

Conservation Efforts Intensified As an
important part of its program to minimize new
construction, GPU has underway an intensified
conservation and load management program to
turther slash increases in the System’s peak demand
for electricity over the next decade.

GPU’s existing and planned programs had been
expected to cut the growth in peak demand to
about 2 million kilowatts in 1990. The newly
intensified effort will further reduce this growth
by half to about one million kilowatts.

Another move that reduced the peak power
demand was the transfer, on March 1, 1980, of
Met-Ed's wholesale service to Hershey ( PA)
Electric Company to another utilitv. The action
trims GPU’s peak power requirement by about
1 percent. As part of the changeover, Met-Ed sold
two substations and other transmission equipment
for $737,000.

Coal’s Contributions Significant The company’s
large coal-fired generating stations in Pennsylvania
are contributing significantly to minimizing the

GPU has cut actual and projected
construction expenditures by more than
$1.4 billion in the six year 1979-84 period.

purchase of outside power. These stations have a
combined generating capacity of about 6.9 million
kilowatts, about half owned by the GPU companies.
Two-thirds of GPU's generation was produced
trom coal during 1979.

The clean and efficient use of coal is being
enhanced by the coal cleaning unit installed several
years ago at the Homer City, PA station. In 1979,
the Homer City site was selected by the Electric
Power Research Institute for construction of a
$12.4 million experimental facility to test the
applicability of alternate cleaning processes for
various types of coal to meet environmental
requirements.

Oyster Creek Savings The Oyster Creek nuclear
station, owned by Jersey Central Power & Light,
marked its tenth birthday on December 23, 1979.



With one exception, Oyster Creek has produced
more electricity than any other nuclear plant in the
US. In its ten vears of operation, it has produced
37.5 billion kilowatt hours of electricity. Fuel
savings of $600 million have exceeded the interest
costs, taxes and operation and maintenance
expenses of the station as well as its capital cost of
$110 million. These fuel savings have been passed
on to customers through a lower energy adjustment
cost than would have been necessary if the power
had been genercted with oil.

Ovstei Ureek is now undergoing its annual
refueling. a process which has been extended
bevond its scheduled length for maintenance and
possible repairs. At this date, the schedule for its
resumption of operations is uncertain. Replacement
power for the station’s output costs about
$3.5 million a week,

Fuel Sources Assured Some 60 percent of the
System's coal requirements in 1979 were me*
through long-term contracts. Future require, ‘ents
will be filled by a combination of spot, short-te m,
intermediate-term and long-term contracts, as wesi
as through control of some coal reserves.

In the fall of 1979, GPU converted five oil-
burning units in New Jersey and Pennsylvania to
natural gas. This fuel, purchased on a contract
hasis, will be used as long as supplies remain
plentitul at a lower cost than oil. It is estimated that
the conversion will save about two million barrels
of oil by June 1, 1980 and reduce energy costs
by $18 million

Uranium for the nuclear plants is provided under
long-term contracts. There are, however, unresolved
legal questions concerning supplies for the Oyster
Creek Station. ( See Note, page 28.)

GPU’s Employee Relations

This vear has been a very tryving and stressful
period for our employees and. until all major
aspects of our recovery efforts have been resolved,
they will continue to bear a significant burden.

All of us, as stockholders, customers or manage-
ment, are deeply indebted to the System’s
emplovees, many of whom have worked long days
and nights and given up weekends and holidays,
month atter month, to help see us through this
difficult period.

C.PU continues to emphasize its Equal Employ-
ment commitment, While the number of employees
in the Svstem was reduced by over 400 people, the
proportion of both minority and female employees
actually increased slightly during 1979,

Cost reduction programs initiated following the
TMI accident resuited in work force reductions
or! yoffs at Jersey Central, Met-Ed, Penelec and
the GPU Service Corporation. System-wide
employment at the end of 1979 was 11.139, down
about four percent from the 11,597 emploved at the
beginning of the year.

The GPU System’s labor relations climate remains
favorable. Recent agreements with labor unions
include:

Jersey Central concluded negotiations with the
International Brotherhood of Electrical Workers
{IBEW) for a two-vear closed contract with a wage
settlement of 6.9 percent effective November 1,
1979, and an increase of 6.7 percent effective
November 1, 1950

Penelee negotiated a one-year contract with
IBEW and the Utility Workers Union of America,
providing for a wage increase of 8.8 percent.
Met-Ed’s current labor agreement expires
April 30, 1980.

All three operating companies completed
negotiations amending their retirement annuities
plans.

Board Changes

John F. O'Leary, former deputy secretary of the
U.S. Department of Energy, was elected a member
of the GPU Board of Directors at the Board's
October meeting.

Mr. O'Leary has devoted most of his career to the
energy field. having served in a number of state
and federal energy posts both as administrator
and regulator. He joined the Department of Energy
when it was formed in 1977. In the early 1970's he
was director of licensing for the Atomic Energy
Commission,

John W. O-wald. president of Pennsvlvania State
University, was elected a member of the GPU
Board of Directors at the Board’s March 1980
meeting,

Dr. Oswald has been president of Penn State
since 1970. Prior to that he had served as president
of the University of Kentucky and in several senior
executive and teaching positions at the University
of California.

George H. Lanier. Jr. and Ferdinand K. Thun
retired in late 1979 in accordance with company
policy for retirement because of age. Both were
elected directors emeritus, effective January 1, 1980.

Barbara Barnes Hauptfuhrer, GPU director since
1976, resigned in December, citing personal reasons.
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Operating Companies’ Statistics

Sales Mix

Reventes Total Assets

Customers—

Company ($000) (8000) Residential Commercial Industrial  Year-End
Jersey Central Power & Light $ 664,947 $2.114,054 40% 27% 30% 690,859
Metropolitan Edison $ 338,136 $1.327,149 31% 19% 17 358,265
Pennsylvania Electric $ 493,061 $1.496,576 28% 21% 44% 508,940
Seneral Public Utilities System 1 190,154 $4,991,994 34% 23 7% 1,558,094
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Electric Sales  Peak Load® Number of Fuel Mix
MWH) (MW) Employees Coal Oil&Gas Nuclear
12,770,989 2,548 3,599 19% 22% 59%
5,084,033 1,533 2.659 76% 5% 19%
11,140,457 2,092 4,067 95% 1% 4%
31,995,479 6,175 11,159 67% 8% 25%

* At time of GPU' System peak.
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Statement of Management

The management of General Public Utilities
Corporation is responsible for the intormation and
representations contained in the financial state-
ments and other sections of this annual report.
The financial statements have been prepared in
conformity with generally accepted accounting
principles consistently applied. In preparing the
Snancial statements, management makes informed
judgments and estimates of the expected effects

of events and transactions that are currently being
reported.

The accompanying financial statements and notes
thereto disclose the ¢ “ect of the nuclear accident
on March 28, 1979 at Unit No. 2 of the Three Mile
Island Nuclear Generating Station (“TMI1-2").
The accident has had a significant adverse impact
on the earnings and financial position of the
Corporation in 1979.

In the aftermath of the accident the subsidiaries’
respective state utility commissions reduced
allowable annual revenues by the capital and
operating costs associated with TMI-2, resulting
in a substantial decline in earnings. In addition,
several significant contingencies and uncertainties,
the outcome of which cannot be determined at
the present time, resulted.

Reference should be made to Note 1 to the
accompanying financial statements and to
Management Comments on Earnings on page 18
for further discussion of the effects and impact
of the nuclear accident at Three Mile Island.

Coopers & Lybrand, independent public
accountants, are engaged to examine and express
an opinion on our financial statements. Their
opinion, which appears on the following page,
sets forth the contingencies and uncertainties
resulting from the accident.



Report of Auditors

Te the Board of Directors and stockholders
GENERAL PUBLIC UTILITIES CORPORATION
Parsippany, New Jersey

We have examined the consolidated balance sheets
of General Public Utilities Corporation and Sub-
sidiary Companies as of December 31, 1979 and
1978, and the related consolidated statements of
income, retained eamings and sources of funds used
for construction for each of the five years in the
period ended December 31, 1979 Our examinations
were made in accordar-e with generally accepted
anditing standards and, accordingly, included such
tests of the accounting recerds and such other au-
diting procedures as we considered necessary in
the circumstances,

As more fully discussed in Note 1 to Consolidated
Financial Statements, the Corporation is unable to
determine the consequences of the accident at Unit
No. 2 of the Three Mile Island Nuclear Generating
Station ( TMI-2) and of the response of rate-making
and other regulatory agencies to that accident.
Among the contingencies and uncertainties which
have resulted as a direct or indirect consequence of
this accident are questions concerning:

a. The recovery of the approximately $652 mil-
lion investment in TMI-2.

b, The recovery of $61 million of costs incurred
net of insurance proceeds received, and the
indeterminable amount of uninsured costs
vet to be incurred, in connection with the
anticipated restoration of TMI-2 to service.

¢ The recovery of the approx.mately $354 mil.
lion investment by the Corporation’s New
Jersev subsidiarv in the Forked River Nu-
clear Generating Station, construction of which
has been suspended.

d. The recovery of the excess, if anv, of amounts
which might be paid in connection with
claims for damages resulting from the acci-
dent over available insurance proceeds.

e. The financial effects should the capital and
operating costs associated with Three Mile
Island Unit No. 1 Nuclear Generating Station
be removed from base rates and the effects of
various investigations and inquiries upon the
ultimate recovery of the approcimately $387
million investment in the unit if action is
taken to prevent its return to operation.

£ The financial effects should the Pennsylvania
Public Utility Commission order the revoca-
tion or modification of Metropolitan Edison
Company’s franchise to operate in its service
area.

The accompanving consolidated financial state-
ments have been prepared in contormity with gen-
erally accepted accounting principles applicable to
a going concern which contemplates, among other
things, the realization of assets and the liquidation
of liabilities in the normal course of business. The
Corporation’s subsidiaries are currently not re-
ceiving a level of revenues sufficient to assure their
ability to continue as a going concern. The con-
tinuation of the Corporation as a going concern is
dependent upon obtaining adequate and timely rate
relief and maintaining and increasing the availabil-
ity of credit under the revolving credit agreement.
(See Note 4 to Consolidated Financial Statements. )
The cventual outcome and effect of the foregoing
on the consolidated financial statements cannot
presently be determined,

As more fully discussed in Note 1 to Consolidated
Financial Statements, the Corporation’s New Jersey
subsidiary is engaged in litigation with a nuclear
fuel supplier involving the pricing of nuclear fuel.
At this time, the outcome of the litigation and the
rate-making treatment of anv increased fuel costs
which might result from an adverse legal determi-
nation are uncertain.

As more fully discussed in Note 1 to Consolidated
Financial Statements, the Corporation’s Pennsyl-
vania subsidiaries may be required to make refunds
to customers for certain payments made for coal. At
this time, it is uncertain whether or to what extent
such refunds will have to be made.

In our opinion, subject to the effect. if any, on the
consolidated financial statements (the 1979 consoli-
dated financial statements only with regard to the
uncertainties discussed in the second through fourth
paragraphs above) of such adjustments as might
have been required had the outcome of the uncer-
tainties discussed in the preceding paragraphs been
known, the aforementioned statements (pages 19
through 38) present fairly the consolidated financial
position of General Public Utilities Corporation and
Subsidiary Companies at December 31, 1979 and
1978 and the consolidated results of their operations
and the consolidated sources of funds used for con-
struction for each of the five vears in the period
ended December 31, 1979, in conformity with zen-
erally accepted accounting principles applied on a
consistent basis.

COOPETS & LYBRAND

March 6, 1950
1251 Avenue of the Americas
New York, New York 10020



Management’'s Comments on Earnings

1979 vs. 1978

Earnings available for common stock for 1979
declined against those for the year 1978. The major
factor causing such decline was the ratemaking
treatment accorded to the capital and operating
and maintenance costs associated with Three Mile
Island Unit No. 2 ("TMI.2").

In 1978, allowance for funds used during con-
stroction was accrued on the subsidiaries’ invest-
ment in TMI2 and thereby offset the interest
charges, preferred stock dividends and common
stock earnings requirements associated with such
investment. Such acernal ceased when TMI-2 was
placed in commercial operation on December 30,
1978, Moreover, until TMI-2 was placed in com-
mercial service, the investment and operation and
maintenance costs associated with that unit were
capitalized and depreciation was not accrued.

Effcctive about February 1, two of the subsidi-
aries owning an aggregate 507% of TMI-2, received
rate increases covering the bulk of the capital and
operation and maintenance costs associated with

their interests in TMI-?2 However, in their June
1979 rate orders the two subsidiaries were ordered
by their respective commissions to remove TMI-2
costs from their base rates. A rate increase for the
third subsidiary, owning the other 507 of the unit,
was authorized in late March 1979, but was re-
scinded before implementation so that the sub-
sidiary was never permitted to place rates in effect
to cover its share of the TMI-2 related costs. Since
December 30, 1978, the subsidiaries have been
charging to income fixed capital and normal oper-
ating and maintenance costs associated with TMI-2,

1978 vs. 1977

Earnings available for commen stock for 1978
declined against those for the vear 1977. The major
factors involved in such decline were a result of
increased operating, maintenance and financing
costs due to inflation, generating plant outages and
new plant in service. Partially offsetting such
decline were revenue increases from sales growth
and increased rates.

A summary of the principa! factors affecting the changes in earnings available for common stock are as

follows:
1979 over 1978 over
(under) 1978 (under) 1977
(millions) % (millions) %
KWH sales increased . ... ... .00 0uunmunvossosnesansososasssasanssnss 728 2% IES(X) 5%
Revenues other than energy related: = e
(a) Increased revenues resulting from KWH sales growth . .. .......... $21 $40
(h) Increased revenues resulting from higher rates . ... ... ....... 254 19 30
Y SRR SOV o 6 o v e 5% #5055 B B § oA 56 0825 6 b e R & 94 s _
TOME ROvanil TROIORID « . i « o ivnvs s 4o ¢ 58 0washs chsdoiaaEs 164 12 i S
Energy costs:
(a) Resulting from higher unit fuel costs . .......................... 46 29
(h) Resulting from increased (decreased) system generation ........... (28) 26
fe) Power purchased and interchanged . ...............c.cooivviiinn, 135 (52)
(d) Deferred energy costs increased ... ........ooivvenirniiraniiiiins (52) -
Total Energy Cost Increase . .........ocovvvmnmrrncnnsinses 104* 23 d 1
Payroll and other operation and maintenance expenses increased as a result of
an increase in employees and higher wage rates in 1978, ting plant
outages, increased costs associ with new facilities and nmn ’m
Such ‘ncreases in 1979 were substantially offset by cost reduction programs
and a reduced number of employees . .. ... .. .. i 4 1 54 21
Depreciation expense incressed as a result of additional plant in service (includ-
ing TMI-2 in 12/78 and Homer City 3in 12/77) .o oviiiiiiereeinnsiens 32 29 13 14
Taxes
Income taxes declined primarily as a result of lower income subject to taxes
and in addition, in 1978, an increase in the flow through of the
excess of tax over book depndauon principally result S‘( the plac-
ing in service of the TMI.2 nuclear unit in December 1978 ($5 mi ) (9) (12) (12) (18)
Taxes other than income increased due primarily to higher state revenue
A e N LT 20 15 15 13
p ¢ T R TN L SR} S S L S . 1n 3 3 2
Interest and preferred dividends increased primarily from additional security
issuances at higher rates and increased levels of short-term debt ........... 33* 18 1 6
Allowance for funds used during construction, net. declined in 1979 primarily
as aresult of TMI-2 inservice in 12/78 . . ... ........covvvnnnn i, L _(29 (40) 2 _}
Other income, net increased mainly as a result of interest income from securities 6 3
Earnings available for common stock . ... ...t s $(43) (31 $ (4) (3)
Eamnings per Average SHare ... ... ... covnruress i vrnrecnansieonssrnsssass $(.74) (32)% $(.20) (8)%
— = —

* These changes are mainly as a result of the nuclear accident at TMI-2, see Note 1 to consolidated financial statements.
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Consolidated Statements of Income (1o 1)

Genwva' Public Utilities Corporation and Subsidiary Companies

(In Thousands )
For the Years Ended Decomber 31, 1979 1978 1977 1976 1975
Operating Revenues Ceeeccencis 81,490,154 $1326644 81252013 81065753 $954.420
Operating Expenses:
T 7079 326,083 270612 245638 256,972
Power purchased and interchanged, net . . . .. 268.210 133.741 156,235 120784 52277
Deferral of energy costs, net (Note 2) ...... (69832) (17916) (17937) (21.728) (9.999)
Payroll .. ... b et 133,336 127,163 109,500 100,575 91,949
Other operation and maintenance
(excluding pavroll) (Note 12) ... ........ 177,485 179,423 143,245 131,281 113,773
Depreciation (Note 2) ....... .......ovuus 141,224 109,505 96,508 57839 82834
Taxes. other thun income taxes ( Note 12) ... 149445 129 862 114.682 94,927 89,879
Totals .......oovvvviivcennsnsssnen 1.146.947 987 861 902,845 739,318 677,685
Operating Income before Income Taxes ... .. 343,207 338,783 349,168 309435 276,735
Income Taxes (Notes 2and 10) ........... 65.905 54354 95,805 79,832 66,123
COPORERAG SO . . ..« c v v nnhin b sy son 277,302 254429 253363 229,606 210612
Other Income and Deductions:
Allowance for other funds used during
construction (Note 3) ... ....o0vvens 24,744 49 558 47,787 42269 32,054
Other income, net .. ....... ... iiireinees 8,937 3,682 274 1,165 1,206
Income taxes on other income, net
(Notes 2and 10) . ...... ..........cc.us (5.146) (2,461) (996) {1,157) (1,004)
Total Other Income and Deductions . . 28.535 51,109 47,065 42277 32,256
Income Before Interest Charges and
Preferred Dividends . 305,837 305,538 300,428 271880 242868
Interest Charges and Prefmod Dividendsx
Interest on first mortgage bonds ............ 144,097 131.461 118,734 108,802 87.048
Interest on debentures and other
longterm debt . ... ... ... ... 24,228 23,859 23,898 26,202 25.384
Other interest R PR 24,387 4,527 9,117 3,994 15.360
Allowance for borrowed funds used durin
construction—credit (net of tax) (Note 3 (18,296) (22255) (22269) (17,080) (15858)
Income taxes attributable to the allowance for
borrowed funds (Notes 3 and 10) ........ (7977) (14758) (12514) (10887) (8,755)
Preterred stock dividends of subsidiaries . ... 43,615 43,930 40,683 39652 32307
(8] '
. It)unlnl(;‘::\:ﬁs' Chamesand Prefcrred . 210,054 166,764 157,649 150683 135,486
Net Income ... ... s $ 95783 $ 135774 § 142779 $ 121,197 8107382
Eamings per average share .. ... .. ..., $1.56 $2.30 $2.50 $2.20 $2.13
Book value per share (Note 1) . ... . ... $22.74 §22.41 $21.96 $21.43 $20.94
Common Shares Outstanding—
Average for year .............vovvnnnnsnns 61,218 60217 57.208 54.968 50,408
YO End .. .u vv v snienit s iniedbnese sy 61,264 60,971 59721 55,263 54,757

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Balance Sheets (rote 1)

General Public Utilities Corporation and Subsidiary Companies

S

(In Thouwsands)
December 31, 1979 1978
ASSETS
Utility Plant (at original cost):
In service (Note 1):
Investment in Three Mile Island Unit No. 2 ................ $ 704992 $ 701267
o T e Ay, S ey s e sces [ g SE oy IR PR 3,773,897 3.595.515
0§ o e O SN, S Sl i e NP ol 1478559 4,300,082
Less. accumulated depreciation (Note 2) ................ P 973490 __850,422
DR o bl B i S e e 3k S AR N F T ER R 3,505,399 3,449 660
Construction work in progress (Note 1) ..................000 553,684 471 468
T T T I PN U S T 24568 __ 26577
TV oI55 » ke i e et s arn s Sl B e A T R e e AR 4,083,651 3,947,705
NNUCInr Torl ENOME Y & i ovd vd ko wTinins v b v bk Bdessadd & 232.032 224 429
Less, accumulated amortization (Note 2) ... ........ovvvvvnes 47241 50.809
INOU NUBRIAE BE & coive iy isins vihsiedia oo avatos s 184.791 173.620
NOUOMIIRY PRI . .. oioncioisinesrnbnrsssesitersoasssnsg 4,265,442 4,121,325
Excess of investments in subsidiaries over related net assets . .. .. 30,805 _ _20.805
Investments:
Other physical property, net ........ ...cicvasevscssssnssrns 968 1,116
Loans to non-affiliated coal companies (Note 11) ............ 19.375 19,375
e A RO eyl S RS0 et B O 753 83
T UL Y A . Sy | sl Y 21,126 21 3”2!
Current Assets:
Cash (Note 4) .....ooo0vnie FHERE g PRI T g, 7.909 17 981
SPDUAB BN -« . i s w3 s i g SR Ay WA e s 21,508 11,839
Temporary cash investments .. ..............cciiiiinneinns 60,711
Accounts receivable:
A eyt e e R o 113,870 91,352
SO LIS T s i lan e e paw B o' bk A R b 4 ey 10,478 59,437
Inventories, at average cost or less:

Materials and supplies for construction and operation ... ..... 53,254 39.267
T L R R = AT A e 69,507 44777
PIUDEIIIIIIE . 5o oo iiiin o vus B piin e el see. e wr e e b e R 8 12.439 6.152

DI ~ 4sdninie 645 0% 56 0E arp ke wE TR B RPN R imine 349976 273,750
Deferred Debits:
Deferred energy costs (Notes Land 2) ................ooviunn 172,770 102,938
Unamortized mine development costs (Note 2) . .............. 7631 8,765
Deferred costs—nuclear accident, net of insurance

PROOVEEE (N0 1) .. oiinioiiivsiosinnisisinsss . Ve 61,171

Deferred income taxes (Notes 2and 10) ... ................. 28,646 15.726
T e e R e e A e e 51,427 38.047

e e A R B e PRt KN 321.645 165,476

T P P L S Tt $4.991,994 $4,612,683

The accompanying notes are an integral part of the consolidated financial statements.




{ In Thousands )

1979 1978
LIABILITIES AND CAPITAL
Long-Term Debt, Capital Stock and Consolidated Surplus:
Long-Term Debt | Notes 4 and 3);
First mortgage bonds (3% to 129%, due 1981 throngh 2009 ) 81,868,733 $1,732,074
Debentures (4%% to 9% %, due 1986 through 1998) ........ 230,580 236,450
Other long-term debt ( varying rates, due 1981 through 1984) . . 54,065 54.046
Unamortized net discount on long-term debt ............... (4,406) (5,477)
Totals . ...... 2,145,972 2,017,123
Cumulative preferred stocl:—mandatory redempﬁon (Vote 6) 90,400 95,750
Less, capital stock expense .. .............ccccoviiiienirnennn. 3,004 3.347
L S - S LA A A 87,396 92,403
Cumulative preferred stock-—no mandatory redempticn ( Note 7) 423,391 423,391
Premium on cumulative preferred stock . ..................... 1348 1348
Less, capital stock expense ................cc.civrvveenennns 1.663 2495
Totals .. o e re e ren 423.076 422.244
Common stock and consolidated surplus (Note 1):
Common stock (Note 8) ... .. ... . vt iininnis 153,229 152,498
Consolidated capital surplus (Note 8) ..................... 772,538 768,350
Less, capital stock expense .. .............................. 17,953 17,836
Consolidated retained earnings (Note 9) ................... 485.571 463,173
Totals ... e e re e 1,393,355 1,366,185
Less, reacquired common stock (Note 8) . ................. 70 70
Totals . .......oovvivviiiininnnns P L MR S 1,393,285 1,366.115
Totals .. ... .. i 4,052,729 3,897,885
Current Liabilities:
Securities due within one vear (Notes 5and 6) .............. 44,164 65,065
Notes payable to banks (Note 4) ... ... iiiriiiiiiiennnns 171.000 90,100
Accounts pavable . ... ... ... ... .. ... s, —— 162.162 94,453
Coustomer SOPOsiE . . .. .oo.corvsnissrsssnrnsssanans R 6,387 6,775
Taxes acerued (Note 10) ... o iritt e enenennnns i 40,560 20,657
Interest accrued . ... .. .. ... e, A 43477 38,639
I » 0 vz 3o v 055 waws Sidinndiod 2L L Rpem AP, 36,322 34.204
TR £+ § v oty snie g s Tl ot STk . 504,072 349 593
Deferred Credits and Other Liabilities:
Deferred income taxes (Notes 2and 10) ..........c0vverinens 294,510 213,757
Unamortized investment credits (Notes 2 and 10) . ...... A 115212 127,055
Otht‘f e S T o T 0 o e e i S e o rep ey . ”,‘71 24.093
IR 5 5w v 3 s Sl me i e e P 435,193 364,905
Commitments and Contingencies ( Note 1)
Total Liabilities and Capital ... ...... Sb s e £ 0 A b $4,991,994 $4,612 583
p—— 1




Consolidated Statements of Sources of Funds Used For Construction (note 1)

General P ablic Utilities Corporation and Subsidiary Companie.

( In Thousands )
For the Years Ended December 31, 1979 1978 1977 1976 1975
Sources of Funds:
Funds generated from operations:
DURRE DOBBIED ¢« 7 v e bptn udnssssaviapdhQpdnamrausd $ 95783 S$138774 $142779 $121,197 $107,382
Add, iiems not requiring current cash outlay or
(receipt ) :
Depreciation {Note 2) . ..........co0uiivennn 141,224 109505 96508 87839 82834
Amortization of nuclear fuel (Note 2) ... .... 21,314 21,443 7.7 16374 20543
Investment credits, net (Notes 2 and 10) ... .. (11,830) 417 42,496 7.7 15,834
Deferred income taxes, net (Notes 2and 10) .. 67,882 58285 35296 33732 27359
Allowance for other funds used during construc-
0 EPOD B) L iosrmniannnsubanns o (24,744) (49,888) (47,787) (42.269) (32,054)
g T S, T R S W - ke SR s e 289629 319832 257056 224656 222,198
Less, cash dividends on common stock ............ 73385 106424 97609 92261 84574
o R A N et B I R ey 216244 213428 159447 132395 137,624
Other sources (uses ):
Deferred energy costs, net (Note 2) ............. 169,832) (17916) (17937) (21..726) (8,473)
Deferred costs—nuclear accident, net of insurance
recoveries (Note 1) . ......coviiiinrninnnnnnns (24,373)
Loans to non-affiliated coal companies (Note 11) .. (625) (2,350) (650) (1,500)
Unamortized mine development costs (Note 2) . .. 1,134 598 513 526 71
Changes in—cash (Note 4) .................... 10,072 6310 13,378 (2,302) 20250
—temporary cash investments ... ...... (60,711) 2988  (2,988)
~—accounts receivable ................ 26,441 (43788) (2433) (14,070) 3,643
~—accounts payable .................. 67,799 12386 20,129  (3.168) 25594
—inventories-materials, supplies and fuel (35,772) 18284 (30,620) (7,196) 6.576
~initerest acerued .......coo0i00rains 4,848 131 3218 5,791 565
—tanes Acorued ......ciccoiisnnienne 19,903 (7.845) (24698) 22470 10352
O B8 o iineveisnsr b anissasas s iweaiinns (20579) 5479 (16091) 10121 _ (3,349)
g SRR PSRl W T KRN gl S e (81,470) (23,698) (59879) ( 10,204) 54,72
Funds from financings:
Sale of long-termdebt .. ............coiiiiiins 153,800 154082 155920 217000 225953
Sale of common stock, net of expense (Note 8) ... 4,7 22.27: 82,166 8466 97014
Sale of preferred stock (Notes6and 7) ........... 50,000 35000 87,450
Bank borrowings, net (Noted) ..........coov0ens 87,400 24,625 19,125 13,300 (270.690)
Retirement or redemption of long-term debt and
preferred SO0k ....co.oniiiiiiiniinairinranes (54,463) (32908) (73,389) (71.990) (19.687)
TOIE o oivoh it irro a bR AW R R S 191,508 168072 233822 201,776 123,040
TN & i oo s s heraacnineyass i sevosihsone $326,282 $357.802 $363.390 1333987 $315,393
Construction Expenditures:
Utility plant .......ccooiivsisnssrssnasrsnnsenes $281912 $376812 $343909 $321.150 $315.350
T R R TR S g e 69,114 30878 67268 45086  32.097
BRI . & 5700 his AT DSBS A VTS WID 351026 407690 411,177 366236 347447
Al rancs yor other funds used during consiruction . (24744) (49888) (47787) (42369) (32.084)
O FE RNt R s S e $326.282 $357.502 8363390 $323967 $315393
- 1 p—————

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Retained Earnings (Note 1)

( In Thousands )

For the Years Ended December 31, 1979 1978 1977 1976 1975
Balance beginning of vear ... ... . ...... $463,173  »430523 8383653 83356717 $333.909
Add, net income .. ... ... s 95.753 135,774 142779 121,197 107.382

TOREIE 1% 55 wr st wkih barbeshn see b e B 5 558.956 569597 528,432 77,914 441,291
Deduct. dividends on common stock .......... 73.385 106.424 97 609 92.261 84574
Balance, end of year (Notes 1 and 9) . ..... ... $4585571 8463173  $430523 3385653  $356,717
Cash dividends on common stock, per share . . .. $168

$1.20 $1.77 $1.70 $1.68

Notes to Consolidated Financial Statements

1. Commitments and Contingencies:

Three Mile Istand Nuclear Aceident: On March 28,
1979, an accident occurred at Unit No. 2 of the
Three Mile Island nuclear generating station
(“TN1 27) resulting in significant damage to TMI-2,
and a release of some low level radiation which
published reports of governmental agencies indicate
did not constitute a significant public health or
safety hazard. TMI-2 is jointly owned by the
Corporation’s subsidiaries. Jersey Central Power &
Light ("JCP&L™), 257 ; Metropolitan Edison
Company ("Met-Ed"). 50°%; and Pennsylvania
Electric Company (“Penelec” ), 2577 At December
31, 1979, total net investment by the subsidiaries
in TMI-2 was approximately $682 million
(8705 mullion investment less $23 million accu-
mulated depreciation ), excluding the unamortized
investment of approximately $37 million in the
nuclear fuel core.

The subsidiaries engaged a consulting engineer-
ing firm to prepare a cost estimate and schedule
for restoring TMI-2 to service. The firm’s initial
report indicats that, while the decontamination of
the buildings and removal and disposal of
large quantities of radioactive material is a major
andertaking, the technology and techniques are
well-known and have been previously demon-
strated, This initial report emphasizes the inherent
uncertainties in cost and schedule estimates until
(a) entry into the containment vessel has been
gained and the difficulties of decontamination have
been evaluated. (b) the reactor vessel has been
opened and the difficulties of core removal have
been evaluated, and (¢) the physical integrity of
major components has been assessed.

Subject to these qualifications, the initial report
estimates that decontamination and restoration
ot TMI-2 to service, exclusive of replacement of the
reactor core, wonld cost approximately $240 million
and take about four vears. The report also recom-
mends that, because of the unknowns and variables,

an allowance of $80 million for contingencies be
included in the estimate of cost, bringing the total
to 8320 million. The estimate does not include
provision for the replacement of the reactor core
(estimated by the subsidiaries to cost $60 million
to 885 million ) nor for the subsidiaries’ replace-
ment power, financing and other costs during the
period of rehabilitation of TMI-2. The subsidiaries
increased, by $25 million the engineering firm’s
estimate of costs to provide for other items
possibly omitted from that estimate. The estimates
do not take into account potential legal. political
or regalatory delays, which would further increase
the cost of restoring TMI-2 to service. The delays
experienced to date in obtaining regulatory
authorizations to proceed with the decontamination
may have exhausted the allowance for contingencies
in the engineer's estimate.

The subsidiaries carried the maximum insurance
coverage available (8300 million) for damage
to the unit and core and for decontamination
expenses. The insurance does not cover replace-
ment power costs or return on investment while the
unit is not providing electricity for customers,
but it otherwise covers most types of costs. It is the
Corporation’s belief that. if the estimates of the
consulting engineering firm are borne out, the
recoveries from the insurance companies will
approximate the amount of the insurance carried.

The subsidiaries do not know the extent, if any,
to which the expenditures for repair and restoration
of the unit to operation will represent plant
improvements or other items that are properly
capitalizable and recoverable in the future through
rates charged to customers by amortization or
depreciation charges. Moreover, the subsidiaries
expect to seek financial assistance from the Federal
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gosernment and ‘or the utility industry in areas
where the technical information should be of wide
value and significance, Under these circumstances,
the amount of loss, if any, suffered by the
Corporation and its subsidiaries resulting from

the TNil accident is not presently determinable
and no provision therefor has been made in

their accounts.

Tlhe property damage insurance, and the
$300 mallion limit of coverage, was applicable to
both Three Mile Island Unit No. 1 (“TMI-17)
and TMI-2. This property insurance has been
reduced by claims paid. The insurance carriers
have reinstated the original coverage limits for
TMI-1 but have refused to do so at this time for
TMI-2 Additional property damage insurance
for TMI-1 of up to $300 million was obtained by
the subsidiaries through membership in Nuclear
Mutual Limited (“NML"). As members of NML,
the subsidiaries are subject to annual assessments
of up to 14 times their annual premium, or
$13 million. in the event of an incident at a nuclear
plant of any member company. * Jith regard to
property insurance for TMI-2. $50 million of
coverage has been obtained for possible damages
which might result from a non-nuclear accident
during the unit’s restoration period.

The subsidiaries, in responding to the accider
at TMI-2, have inenrred $101.2 million of cost,
associated with the clean-up and recovery process.
OF this amount, $94.5 million have been defi rred
and $6 7 million charged to operations. In a«dition
to the deferred clean-up and recovery costs, the
TMI-2 nuclear fuel core was retired and its
unamortized hook cost of $36 8 million transferred
to deferred debits, which aggregate $131.3 million
and have been offset by the insurance proceeds of
8701 million received through December 31, 1979,
All net deferred costs will be charged to operations
or plant in service (for those which constitute
permanent improvements ) upon a determination
that such costs are not recoverable through
additional insurance proceeds, rates or by financial
assistance from the Federal government or from
other public or private sources and /or the utility
industry. Lo its rate order issued on June 191979
referred to below, the Pennsylvania Public Utility
Comn.ission (“PaPUC") recognized that no claim
for such costs had been made in the proceedings
in which such order was entered. Nevertheless,
the PaPUC ctated in that order: “the Commission

is of the view that none of the costs of responding
to the incident, including repair, disposal of wastes
and decontamination are recoverable from rate-
payers. These costs are and should be insurable.”

TMI-1. which adjoins TMI-2, was out of service
for a scheduled refueling and was not involved
in the accident. At December 31, 1979 total net
investment by the subsidiaries in TMI-1 was
approximately $357 million, including the nuclear
fuel core of $30 million. By osuers dated July 2,
1979 and August 9, 1979, the Nuclear Regul.tory
Commission (“NRC”) directed that TMI-1 remain
in a shut down condition until resumption of
operation is authorized by the NRC, after public
hearings and the satisfaction of various reguire-
ments set forth in such orders. The NRC has not et
established a firm time schedule for the completion
of the hearings and decision.

In their rate orders issued in June 1979, the
PaPUC and Board of Public Utilities of the State
of New Jersev (“NJBPU") determined that the
capital and operating costs associated with TMI-1
should continue to be reflected in base rates.
However, on September 20, 1979, the PaPUC
issued an order instituting an investigation to
determine whether the costs of Met-Ed and Penelec
associated with TMI-1 should be removed from
their base rates. Similar issues have been raised by
some of the parties in the proceedings initiated
betore the NJBPU in January 1980 by JCP&L which
are referred to below. Operating and capital costs
for TMI-1 in base revenues aggregate approximately
$54 million annually.

In order to make provisions for the substantial
expenditures required for clean up and repair,
replacement energy and other added costs resulting
from this accident, the Corporation and its sub-
sidiaries entered into a revolving credit agreement
with a group of banks in June 1979 (see Note 4).
In addition, JCP&L and Penelec each issued
$50 million of first mortgage bonds in June 1979
and JCP&L sold $47.5 million of first mortgage
bonds in October 1979, $25 million of which was
applied to the payment of maturing bonds.

On January 23, 1980, the NRC ordered Met-Ed
to pay a fine ot 3155,000 for safety, maintenance,
procedural and training violations at TML Such fine
was paid on February 13, 1980. The NRC has also
stated that, depending upon the findings of
continuing investigations into the TMI-2 sccident,
it may take additional enforcement action such as
assessing additional civil penalties or ordering
the suspension. modification or revocation of
Met-Ed's license to operate TMI-2. Met-Ed does
not know what the ultimate outcome of this matter
will be,



On October 30, 1979, the Presidential ( Kemeny)
Commission on the Accident at Three-Mile Island
issued its report. The Report states, in part, that
its “investigation has revealed problems with the
svstem” that manufactures, operates and regulates
nuclear power plants” and the shortcomings
which turned the incident into a serious accident
“are attributable to the utility, to suppliers of
equipment and to the federal commission that
regulates nuclear power.” On January 23, 1980,
the NRC's Special Inquiry Group ( Rogovin)
reported the results of its investigation of the
accident at TMI-2. Its conclusions with respect
to the assignment of responsibility for the accident
were similar to those of the Kemeny Commission.
The Corporation does not know what effect, if
any, these reports will have upon it or its
subsidiaries.

Other investigations and inquiries into the
nature, causes and consequences of the TMI-2
accident commenced by various federal and state
bodies are continuing. The Corporation is unable
to estimate the full scope and nature of these
continuing investigations or the potential conse-
quences thereof to the investors in the securities
of the Corporation and its subsidiaries. The
Corporation is also unable to determine the impact,
it any_ the results of such investigations may
have on the proceedings to return TMI-1 to
operation and the efforts to rehabilitate TMI-2.

On January 31, 1979, JCP&L was granted a
$33.8 million annual rate increase by the NJBPU,
which, among other things, reflected in base rates
its investment in TMI-2 and the operating and
maintenance costs associated with the unit. On
June 18, 1979, the NJBPU issued a rate order
reducing annual base revenues by $29 million
which represents JCP&L's annual capital and
operating cost associated with its interest in TMI-2.
The order also provided for a reduction in energy
revenues of $7.3 million over a prospective
eighteen month period as an offset to base rate
revenues attributable to TMI-2, collected during
April, May and June 1979. Accordingly. such
amount was recorded as a charge to energy costs
by JCP&L in June 1979. In addition, the order
authorized JCP&L to increase its levelized energy
adustment charges to its customers over the
period July 1, 1979-December 31. 1980, by an
amount which the NJBPU believed would be
sufficient to recover the replacement power costs
associated with the non-availability of TMI since
March 31, 1979. On September 3, 1979, the
NIBPU authorized JCP&L to increase its levelized
energy adjustment clause charges to recover
mereases in energy costs, not associated with TMI,

anticipated for the period September 1, 1979-
August 31, 1950, such increase is expected to
provide approximately $70 million of revenues
during that period.

During the first quarter of 1979, Met-Ed and
Penelec were granted retail rate increases by the
PaPUC which. among other things, reflected
in base rates their investment in TMI-2 and the
operzting and maintenance costs associated with
the unit. On April 19, 1979 and April 25, 1979,
the PaPUC, as a result of the accident, established
temporary rates for Met-Ed and Penelec, respec-
tively, reducing annual base revenues by the
operating and capital costs associated with their
interest in TMI-2. These actions effectively
revoked, prior to becoming effective, the $46.6 mil-
lion increase in base rates granted Met-Ed on
March 22, 1979, returning the rates to levels in
effect prior to that rate order. In Penelec’s case,
the PaPUC prospectively reduced the $36.2 million
rate increase which the company had been billing
since January 27, 1979 by $25.0 million.

On June 19. 1979, the PaPUC issued a rate order
which directed that Met-Ed’s and Penelec’s
temporary rates prescribed by its April 19, 1979
and April 25, 1979 orders be made permanent.

In addition, the order established levelized energy
adjustment clauses for Met-Ed and Penelec for

the period July 1, 1979-December 31, 1950 at a
level which the PaPUC believed would be
sutficient to recover the increases in the companies’
energy costs during that period. This levelized
energy adjustment clause did not make provision
tor the increased energy costs experienced by
Met-Ed and Penelec during the March 28-June 30,
1979 period, but the discussion at the public
meeting at which such order was entered indicated
that such costs will ultimately be recoverable. The
erder also made provision for the amortization
through base rates by Met-Ed of $5.8 million
annually of previously deferred energy costs of

$14 million, and by Penelec of $5.5 million annually
of previously deferred energy costs of $19.4 million.

The increases in the subsidiaries’ levelized
energy adjustment charges granted by the NJBPU
and PaPUC in June 1979 assumed that TMI-1
would resume the generation of electricity on
January 1, 1980. In light of the NRC’s action
requiring that TMI-1 remain in a shut-down condi-
tion until resumption of operation is authorized
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by it, while allowing similar type umts to operate,
and as a result of increased fuel costs, Met-Ed

on November 1, 1979 and JCP&L on January 21,
1950 filed with their respective state commissions
for increases in their levelized energy clause
charges. Met-Ed requested an increase of $35 mil-
lion annually effective January 1, 1950 and JCP&L
an increase of $142 million annually effective
March 1, 1480. JCP&L and Met-Ed, in filings with
their respective state commissions, indicated that
failure by the Commission to act in a positive and
timely manner on their requests could result in
the inability of JCP&L and Met-Ed to obtain
additional short term financing and thus impair
their ability to meet their obligations in the future.

With respect to JCP&L's proceeding, on
February 27, 1980, the administrative law judge
granted a motion of intervenors in that proceeding
to deal initially with energy costs other than those
relating to the replacement of TMI generation and
to continue the proceedings for TMI replacement
energy costs. On March 6, 19580, the NJBPU
authorized JCP&L to increase its levelized energy
adjustment clause charges, «ffective March 6,

1980, for non-TMI energy costs by a factor
estimated to produce approximately $84 million of
additional annual revenues. The NJBPU also stated
in this order that it will shortly take up the issue of
the retention of TMI-1 in JCP&L's base rates.

On February S. 1980 the PaPUC issued an order
permitting Met-Ed to increase its levelized energy
clause charges. subject to investigation, by an
additional $35 million annually, effective March 1,
1980. This order is effective pending final resolution
of the issues in the proceedings referred to in the
next paragraph and does not determine that any
specific costs are recoverable.

On November 1, 1979, the PaPUC ordered
\Met-Ed to show cause why its governmental
authorization to conduct public utility operations
should not be revoked. Met-Ed has responded to
such order contending that there is no basis for
such revocation and tha such revoeation would be
contrary to the public interest. On November 8,
1979 the PaPUC combined into one proceeding
(1) its investigation to determine whether Met-Ed’s
and Penelec’s costs associated with TMI-1 should
continue to be reflected in base rates, (ii) Met-Ed's
request for additional energy clause adjustment
revenues and (iii) its show cause order why
Met-Ed's authorization to conduct public utility
operations should be revoked. By orders dated
February 8, 1980, the PaPUC stated that it expected
to complete these combined proceedings on
Mayv 23, 1980.

£

During the pendency of the proceedings which
resulted in the June 18, 1979 order of the NJBPU,
certain intervenors requested that the NJBPU
consider the issue of fault regarding the causation
of the TMI-2 accident. At that time, the NJBPU
ruled that this issue would be considered in a later
phase of such proceedings. On January 23, 1950,
the NJBPU directed the filing of legal memoranda
attempting tc identify the legal standards which
should govern the NJBPU’s evaluation of fault, the
legal and factual contentions regarding fault,
the regulatory consequences of a fault finding, the
NJBPU'’s leqal authority to impose such conse-
quences and the implications thereof. Such
memoranda have been filed. On March 6, 1950, the
NJBPU stated that it will establish a hearing date to
begin consideration of the above issues.

As indicated by the preceding paragraphs, the
depreciation and return requirements associated
with the investment in TMI-2 (amounting to
approximately $94 million per year) are not being
recovered from customers. Such depreciation and
return requirements are currently being reflected
in the financial statements in that (a) depreciation
charges in respect of the unit are being provided
and charged to expense, (b) the interest and
preferred stock dividend components of that
investment are being accrued, and (c¢) the
earnings per share of common stock are determined
on a basis which reflects all ontstanding shares
including the shares issued to finance the common
stock components of that investment.

The Price-Anderson Amendments to the Nuclear
Energy Act limit liability to third parties to
$360 million for each nuclear incident. Coverage
of the first $140 million ( raised to $160 million
following the accident ) of such liability is provided
by private insurance. The next $335 million
( reduced to $315 million following the accident)
is provided by assessments of up to the limit of
85 million per nuclear reactor per incident, but not
more than $10 million in any calendar vear. The
remainder is provided by a government indemnity.
Based on the ownership of three nuclear reactors,
the subsidiaries” maximum potential assessment
under these provisions would be $15 million per
incident but not more than $30 million per
calendar vear for claims covered by this insurance.

The Corporation’s private insurance under Price-
Anderson provides that coverage is reduced by
claims paid but is subject to reinstatement to
original coverage limits upon approval by the
insurance carriers. The subsidiaries have applied for



such reinstatement but are unable at this time to
ascertain whether or when such reinstatement will
be approved. The NRC has informed Met-Ed that
the tadure by it to obtain such reinstatement could
result in the suspension or revocation of its license
to operate TMI-2,

As a result of the accident, the Corporation,
and /or its subsidiaries, have been named as
defendants in various law suits. The suits include
(1) individual suits and purported and actual class
actions for personal and property damages
(including claims for punitive damages ) resulting
from the accident and (i) suits to enjoin the future
operations of TMI-2.

The suits described in (i) above involve questions
as to whether certain of such claims, material in
amount and arising out of both the accident
itself and the cleanup and decontamination efforts,
are (a) subject to the limitation of liability set by
the Price-Anderson Amendments; and (b) outside
the insurance coverage provided pursuant to the
Price-Anderson Amendments. These questions have
not vet been resolved.

Class suits for damages on behalf of purchasers
of GPU common stock during the period August 25,
1975 through April 1, 1979 have also been
instituted against the Corporation and certain of its
directors as a result of the accident. These suits
have raised questions, which have not yet been
resolved . as to whether certain claims are bevond
the insurance coverage for directors’ and officers’
liability carried by the System companies.

The Corporation and its subsidiaries are presently
unable to estimate the likelihood of an unfavorable
outcome on any of the matters set forth in the
preceding paragraphs or their financial exposure
with respect thereto,

Forked River Project: In view of the impact of the
accident at TMI-2 on its financing capability,
JCP&L suspended construction on its Forked River
nuclear generating station during the second
quarter of 1979. JCP&L's investment in the project
at December 31, 1979 was approximately $384
wallion, approvimately $30 million of which has
been included in JCP&L's rate base. Of this
investment, $75 million reflects the o rual of
allowance for funds used dvrine const uction
(PAFC™) . JCP&L does not know when it will be
able to resume construction of the station, whether
it will be able to finance compl stion of the station
without substantial rate reliet and participation by
other entities, and what additional modifications, if
any, will be required upon resumption of
construction. There are no current plans for
near-term resumption of construction of the station.

Prior to the accident, JCP&L was negotiating for
the sale of undivided interests in the station to two
unaffiliated utilities, one of which has since
indicated it is no longer interested in such a
purchase. JCP&L does not know whether it will be
able to sell any w divided interest in the station.

[n addition, JCP&L is unable to estimate what
effect any delay in, or moratorium on, the issuance
by the NRC of construction permits or operating
licenses tor nuclear generation stations may have
on the resumption of const:uction or the eventual
issuance of an operating license for the Forked
River station.

JCP&L. is currently reviewing possible alternatives
for the supply of additional capacity, including
the possible conversion of the Forked River project
to a coal-fired facility. Pending resolution of these
matters, JCP&L has continued to accrue AFC on
its investment in Forked River.

Oyster Creek Outage: The Oyster Creek nuclear
generating station, owned by JCP&L is currently
being refueled, a process which has been extended
beyond its scheduled length for maintenance and
possible repairs. At this date, the schedule for its
resumption of operations is uncertain. Replacement
power tor the station’s output costs approximately
$3.5 million per week.

Coal Purchase Costs: In January and April 1977,
the PaPUC issued amended complaints ~-serting
that Met-Ed and Penelec made pavme: .o
1974 for coal that were $9.8 million and $4.9 mil-
lion, respectively, in excess of those required
by their contracts, and that such excess pavments
were without justification and directing Met-Ed
and Penelec to show cause why they should not
be required to refund $9.8 million and $4.9 million,
respectively, to their customers. Met-Ed and
Penelec believe that the pavments which they
made were justified and that there is no basis for
requiring such refunds and they so responded
to the complaints. In November 1979, the
administrative law judge who heard the evidence
in the complaint against Met-Ed for 1974 recom-
mended that Met-Ed refund $2.7 million, plus
interest. to its customers. Met-Ed filed exceptions
to such recommendation, asserting that the
evidence does not support any refund. Other parties
filed exceptions asserting that the refunds should
be increased. Oral argument before the PaPUC
was held in February 1950 and the matter is
awaiting decision.

In November and December 1978, the PaPUC
issued further complaints asserting that Met-Ed
and Penelec incurred excess costs of $4.6 million
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andd 8.8 million, respectively, for coal during
1975 and 1976, and that such excess payments
were without justification and directing Met-Ed
and Penelec to show cause why they should not
be required to refund $4.6 million and $.8 million,
respectively, to their customers. Such complaints
were based on audit reports prepared by the
PaPUC staff. Met-Ed and Penelec believe that the
pavments which they made were justified and
that there is no basis for requiring such refunds,
and they have so responded to the complaints.
The Corporation is unable at this time to predict
the outcome of these matters,

Compliance Audits: During 1977 and 1978, the
staff of the Federal Energy Regulatory Commission
(“FERC") conducted compliance audits of
Met-Ed's and Penelec’s accounting records
covering the periods ending December 31, 1976
and December 31, 1977, respectively. The remain-
ing unresolved issues concern the base to which
AFC accruals were applied. If such issues were

to be unfavorably resolved, the resulting reduction
in consolidated earnings would approximate

$2 S million. Met-Ed and Penelec believe that the
FERC's position is not justified and they are
contesting it,

Nuclear Fuel Litigation: In 1971, JCP&L entered
into a contract for the purchase of three nuclear
fuel reloads for the Oyster Creek Station, with an
option for five additional annual reloads beginning
in 1976 In 1974 the supplier offered an extension
of that contract to cover five additional annual
reloads beginning in 1981, JCP&L believes that it
effectively exercised the option in the initial
contract and accepted the offer to extend the
contract to cover the annual reloads through 1985.
The supplier disputes this position and, in
November 1978, submitted bills for material and
services in the ¢ zgregate amount of approximately
$33 million. covering reloads supplied in 1977,
1978 and 1979. The supplier stated that its
abjective was to establish revised prices and other
terms and conditions rather than to diminish
supplies and, withov . prejudice o its legal position,
provided the 1979 annual fuel reload. Of the

$33 million claimed by the supplier to be due,
JOCP&L has paid approximately $3.8 million and

is of the opinion that the balance of approximately
$29 million is not pavable by it and has so
intormed the supplier. On January 26, 1979, the
supplier filed suit against JCP&L, the Corporation
and GPU Service Corporation. JCP&L has filed

a counterclaim for a declaratory judgment
confirming its view of the contractual status and
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for damages and has also filed another suit against
the supplier and its parent seeking damages.
JCP&L believes that any additional amount that

it might be required to pay if the supplier is
successful in its suit would be valid costs and
should be recognized for rate-making purposes.
However, there can be no assurance that this will
be the case. If the suits were to be resolved

in the supplier’s favor, JCP&L would incur $6.7 mil-
Lion in additional fuel expense, based on the amount
of fuel consumed through December 31, 1979.

Other: The subsidiaries’ construction programs,
which extend over several years, contemplate
expenditures of approximately $275 million during
1950. In connection with these construction
prczrams the subsidiaries have incurred substan-
tial commitments.

The subsidiaries are engaged in negotiations
and, in one instance, litigation with various sup-
phers relating to the latters’ claims for delay or
termination charges or increased fees which such
suppliers assert result from the subsidiaries’ revi-
sions of their construction plans and schedules
and,/or from the increased scope of supply. The
subsidiaries’ managements do not expect at this
time that such negotiations and litigation will
result in any material increase in costs that would
not be valid costs properly recognizable through
the rate-making process.

Claims for damages arising out of the operation of
the Oyster Creek station have been asserted.
JCP&L's management helieves that such liability,
if any. as it may have for such damages in the
pending suits and for all ¢ serted and potential
similar claims would not e material.

JCP&L. was a participant in the Atlantic generat-
ing station project. In December 1978, the non-
affiliated co-owner and principal sponsor of the
station announced the abandonment of the project.
At December 31, 1979, JCP&L's investment in
the project was $4.2 million. JCP&L plans to seek
regulatory approval to amortize this investment,
net of related income tax reductions of $1.4 million,
over a perio.. uf years for rate-making purposes.
The NJBPU has accorded such treatment for
similar items in the past.

2. Summary of Significant Accounting Policies:

General: The consolidated financial statements
include the accounts of all subsidiaries.

It is the generai policy of the Corporation’s
subsidiaries to record additions to utility plant at



cost, which includes material, labor, overhead and
AFC. The cost of current repairs ( except those
related to the nuclear accident described in Note 1)
and minor replacements is charged to appropriate
operating expense and clearing accounts and the
cost of renewals and betterments is capitalized. The
original cost of utility plant retired, or otherwise

disposed of, is charged to accumulated depreciation.

Uperating Revenues: Revenues are generally re-
corded on the basis of billings rendered.

Deferred Energy Cosis: The subsidiaries follow a
policy of recognizing energy costs in the period in
which the related energy clause revenues are billed.
Deferred energy costs at December 31, 1979
include (a) amounts accumulated prior to the
TMI-2 accident which are being amortized to
income in accordance with ratemaking orders
( JCP&L—$52 million at a rate of $2.3 million per
year, and Pennsylvania subsidiaries—$22.5 million
at a rate of $11.3 million per year), and
(b)) amounts accumulated subsequent to the
TMI-2 accident reflecting the operation of levelized
energy adjustment clauses placed in effect
pursuant to ratemaking orders entered in June and
September 1979 (see Note 1).

Depreciation: The Corporation’s subsidiaries pro-
vide for depreciation at annual rates determined
and revised periodically, on the basis of studies, to
be sufficient to amortize the original cost of
depreciable property over estimated remaining
service lives, which are generally longer than those
emploved for tax purposes. The subsidiaries use
depreciation rates which, on an aggregate com-
posite basis, resulted in an approximate annual rate
of 3.17%, 3.07%%, 3.02%%, 2.95%, and 2.88% for

the vears 1979, 1978, 1977, 1976 and 1975,
respectively,

Effective January 1, 1977, to conform with rate-
making treatment, Met-Ed and Penelec are
charging depreciation expense with the cost of
removal | less salvage) as incurred rather than
including it in the provision for depreciation.

Nuclear Plant Decommissioning Costs: In accord-
ance with ratemaking determinations (a) JCP&L
is charging to expense and crediting to a non-
tunded reserve amounts intended to provide over
their service lives for the cost of decommissioning
nuclear plants at the end of their useful lives
(estimated for purposes of the ratemaking determi.

nations to range between $27 and $36 million per
unit in then current dollars assuming in-place
entombment ), and (b) Met-Ed and Penelec are
charging to expense amounts intended to provide
over their service lives for the decommissioning of
their shares of the radioactive components of their
nuclear units (approximately $24 million per unit

in then current dollars for rate-making purposes ).
In accordance with rate-making requirements, these
charges make no provision for possible inflation in
decommissioning costs during the period prior

to decommissioning but are expected to be subject
to modification to take cognizance of that factor.

Amortization of Nuclear Fuel: The amortization of
nuclear fuel is provided on a unit of production
basis. Rates are determined and periodically
revised to amortize the cost over the useful life.
Prior to December 1, 1976, amortization of nuclear
fuel costs included estimated costs of reprocessing
such fuel and estimated residual value of uranium
and plutonium. Due to the uncertain future of
government approvals for reprocessing and
plutonium recycling, the Corporation’s subsidiaries,
effective December 1, 1976, began using amortiza-
tion rates for nuclear fuel at TMI which makes no
current provision for reprocessing costs and gives no
credit for residual values. Effective September 1,
1977, similar treatment was adopted pursuant to
authorization by the NJBPU for the Oyster Creek
station nuclear fuel. Also effective September 1,
1977, JCP&L is providing for estimated future
handling costs for the spent Oyster Creek nuclear
fuel, and similar treatment will be provided for
future handling costs for the spent TMI nuclear
fuel when required. Previously accumulated
estimated residual credits, net of previously
accumulated estimated costs of reprocessing, for
the Oyster Creek station nuclear fuel are being
amortized to fuel expense ou a unit of production
basis. Should reprocessing eventually be under-
taken, the Corporation expects that any difference
between such costs and accumulated reserves

will be recognized prospectively in the rate-making
process.

Income Taxes: The Corporation and its subsidiaries
file consolidated Federal income tax returns. All
participants in a consolidated Federal income tax
return are severally liable for the full amount of
any tax, including penalties and interest, which may
be assessed against the group.

The revenues of the Corporation’s subsidiaries
in any period are dependent to a significant extent
upon the costs which are recognized and allowed in
that period *or rate-making purposes. In accord-
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ance therewith, the Corporation’s subsidiaries have
emploved the following policies:

Tox Depreciation: The subsidiaries of the Corpo-
ration generally utilize liberalized depreciation
methods and the shortest depreciation lives
permitted by the Internal Revenue Code in com-
puting depreciation deductions and provide

for deferred income taxes where permitted in
the rate-making process.

Investment Credits: The 3% investment credits
are being amortized over a 10-year period while
the 492 and 109% investment credits are being
amortized over the estimated service lives of the
related facilities,

Investment credits applicable to the Tax
Reduction Act Employee Stock Ownership Plan
(“TRAESOP”) are remitted to thke Plan Trustee
and have no effect on income. As a result of the
nuclear accident referred to in Note 1, the
Corporation has suspended the TRAESOP.

Pension Plans: The Corporation’s subsidiaries have
several pension plans including plans applicable
to all emplovees, the accrued costs of which are
being funded. The costs of supp'emental pension
plans applicable only to supervisory employees
were not funded prior to 1976. The previously
unfunded supplemental pension plan costs are
being funded during the five yvear period begin-
ning January 1, 1977, Prior service costs applicable
to all plans are being amortized and funded over
25-vear periods.

Mine Development Costs: These costs are being
amortized to income over the estimated life
(20 years) of the mines.

3. Allowance for Funds Used
During Construction:

The applicable regulatory Uniform System of
Accounts provides for AFC which is defined as
including the net cost during the period of
construction of borrowed funds (allowance for
borrowed funds 1sed during construction ) used for
construction purposes and a reasonable rate cn
other funds (allowance {or other funds used during
construction ) when so used. While AFC results

in a current increase in utility plant to be recog-
nized for rate-making purposes and represents,

in this fashion. current compensation for the use

of capital devoted to construction, ~LFC is not an
item of current cash income; instead, AFC is
realized in cash after the related plant is placed
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in service by means of the allowance for deprecia-
tion charges based on the total cost of the plant,
including AFC.

To the extent permitted in the rate-making
proceedings of the subsidiaries, the income tax
reductior s associated with the interest component
of AF". have been allocated to reduce interest
cha.ges and, correspondingly, have not reduced
income taxes charged to operating expenses.
Pursuant to such rate orders, the Pennsylvania
subsidiaries employ a net of tax accrual rate for
AFC. JCP&L emploved a partial net of tax AFC
accrual rate from June 1975 through July 1976, and,
effective September 1977, began employing a net
of tax accrual rate for AFC on certain construction
projects while using a gross AFC rate on others.

The subsidiaries have accrued AFC using rates
which, on an aggregate composite basis, resulted in
annual rates of 8.60%, 7.99%, 9.03%%, 8.71% and
8.129% for the vears 1979, 1978, 1977, 1976 and
1975, respectively.

4. Short-Term Borrowing Arrangements:

In June 1979, the Corporation and its subsidiaries
entered into a revolving credit agreement with a
group of banks, under which they had available,
at December 31, 1979, $292 million of credit, of
which $171 million were utilized for outstanding
borrowings. Such available credit can be increased
to $412 million upon the approval of banks
holding 85% of the notes outstanding. The
agreement provides for a commitment fee of
one-half of one percent per annum of each bank’s
total commitment ( whether used or unused ).
Interest rates on such borrowings range from
105% to 1119 of the prime rate.

The Corporation has guaranteed all borrowings
outstanding under the revolving credii agreement,
In order to secure such guarantee, plus the
Corporation’s $39 million term loan and the
guaranie by the Corporation of $17.8 million
of loans to GPU Service Corporation (“GPUSC™),
the Corporation has pledged the common stock of
JCP&L, Met-Ed, Penelec and GPUSC.

JCP&L and Met-Ed have secured their notes
under the revolving credit agreement by granting
a security interest in certain nnclear fuel in the



process of refinement, conversion, enrichment and
fabrication. Such nuclear fuel was recorded. on the
December 31, 1979 balance sheet, at a cost of
$30.5 million. In addition, Met-Ed has pledged

$40 million of first mortgage bonds as security

for its indebtedness under the revolving credit
agreement,

The revolving credit agreement and the purchase
agreements of the bonds sold by JCP&L and
Penelec subsequent to the accident at TMI-2
(81475 million) contain provisions for the
immediate payment of the indebtedness involved
upon the occurrence of an event deemed by the
majority of the lenders or holders of an issue to have
a materially adverse effect on the borrower.

In addition, the Corporation and its subsidiaries
have informal lines of credit with various lenders.
These arrangements generally provide for the
maintenance of compensating balances ranging
from a minimum of 107% of the available line of
credit to a maximum of 10°% of the line plus 107%
of the loans outstanding, as determined on a daily
average basis. At December 31, 1979 and 1978, the
lines of credit available under these arrangements
totaled app.oximately $27 million and $255 million,
respectively. At December 31, 1979, $1.2 million
was maintained as compensating balances.
Substantially all of the cash at December 31, 1978
was maintained as comipensating balances.

Under the revolving credit agreement, the amount
ot debt outstanding under these external lines
cannot exceed $15,000 000

The maximum aggregate amount of bank bor-
rowings outstanding at any month-end during 1979
was $230 million. For the vear 1979, the average
daily amount outstanding was approximately
$157.2 million, having a weighted average interest
rate of 14.2%. Bank borrowings outstanding at
December 31, 1979 aggregated $171 million having
a weighted average interest rate of 17.2%.

The maximum aggregate amount of bank bor-
rowings outstanding at any monti-end during
1978 was $102 million. For the vear 1978, the
average daily amount outstanding was approxi-
mately $67 million, having a weighted average
interest rate of §.67. Bank borrowings outstanding
at December 31, 1978 aggregated $90,100,000
having a weighted average interest rate of 11.1%.

5. Long-Term Debt Maturities:

Long-term debt due during the years 1980 through
1984 is as follows:

( In Thousands )
First
Mortgage
Year Bonds Debentures Other Totals
1980 $ 15334 $5,000 $18,480 $ 38,514
1981 9,321 5,900 44,433 59,654
1982 21,625 5,900 5,433 32,958
1983 101,830 5,900 200 107,930
1954 90,856 5,900 4.000 100,756

Substantially all of the subsidiaries” property is
subject to the lien of their respective mortgages.

6. Cumulative Preferred Stock—Mandatory
Redemption:

At December 31, 1979 and 1978 the subs.diaries
had outstanding the following issues of cumulative
preferred stock which are subject to mandatory
redemption requirements:

Shares Stated Value
Qutstanding (In Thousands,

1979 1978 1979 1978

JCP&L:
13.5% Series F 187,500 200,000 $18,750 $20,000
117% Series G(1) 250,000 250,000 25,000 25,000
Due within one year (25,000) (12,500) (2,500) (1,250)
Penelec:
11.72% Series J(1) 200,000 212,500 20,000 21,250
10.85% Series K(1) 320,000 320,000 22,000 32,000

Due within one year (28,500) (12,500) (2.850) (1,250)
Totals 904,000 957.500 $90.400 $95,7

(1) sold in 1975

JCP&L has had an annual redemption require-
ment of 12,500 shares of the Series F preferred
stock since 1975. It also has an annual redemption
requirement of 12,500 shares of the Series G
preferred stock beginning in 1950,

Penelec has had an annual redemption require-
ment of 12,500 shares of the Series ] preferred
stock since 1976. It also has an annual redemption
requirement of 16,000 shares of the Series K
preferred stock beginning in 1980,

All redemptions are at the stated values of the
shares. plus accrued dividends. No redemptions of
preterred stock may be made unless dividends
on all preferred stock for all past quarterly divi-
dend periods Lave been paid or declared and set
aside for pavment.
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The subsidiaries aggregate mandatory rcedemption
requirement for all issues of cumulative preferred
stock outstanding at December 31, 1979 is
$26.750,000 through 1984,

7. Cumulative Preferred Stock—No Mandatory
Redemption:

At December 31, 1979 and 1978, the subsidiaries
had outstanding the following issues of cumulative
preferred stock, which are redeemable solely at

the option of the issuers:

Shares Stated Value
Qutstanding ( In Thousands )
JCP&L
4% Series 125,000 $ 12,500
9 38% Series 250,000 25.000
8.12% Series 250,000 25,000
8% Series 250,000 25.000
T88% S.nies 250,000 25,000
8.75% Senes H(1) 2,000,000 50,000
Met-Ed:
3.90% Series 117,729 11,773
4.35% Series 33,245 3,325
385% Series 2975 2917
3.80% Series 18,122 1,812
4.45% Series 35,637 3,564
K.12% Series 160,000 16,000
7 68% Series G 350.000 35,000
8.32% Series H 250,000 25,000
8.12% Series I 250,000 25,000
8.32% Series | 150,000 15,000
Penelec:
4 40% Series B 56,810 5,681
}.70% Series C 97,054 9,7
4.05% Series D 63,696 6,370
4.70% Series E 28,739 2,874
4.50% Series F 42,969 4,297
4.609% Series G 75,732 7.573
8.36% Series H 250,000 25,000
8.12% Series 1 250,000 25,000
9.00% Series L(2) 1,400,000 35,000
Total 6,783,912 $423,391

(1) sold in 1977
(2) sold in 1976

At December 31, 1979 and 1978, the subsidiaries
were authorized to issue 37,035,000 shares (JCP&L
—15 600,000 shares, Met-Ed—10,000,000 shares,
and Penelec—11,435,000 shares ) of cumulative
preterred stock, no par value.

S. Common Stock and Capital Surplus:

Of the 75 million authorized shares of $2.50 par
value common stock of the Corporation, 61,264,000
shares were issued and outstanding at December 31,
1979 and 25,000 shares were recorded as re-
acquired at $2.50 per share.

During the period January 1, 1975 through
December 31, 1979, the Corporation issued addi-
tional shares of common stock as follows:

( In Thousands )
Par Value Excess over
Credited to Par Value
Number Common Credited to
Year of Shares Stock Capital Surplus
1975 7,399,000 $18,497 $54,296
1976 507,000 1,266 7,431
1977 4,458,000 11,146 72,767
1978 1,250,000 3,124 19,467
1979 293,000 731 4,188

9. Consolidated Retained Earnings:

Under the revolving credit agreement, $300,000,000
of the balance of consolidated retained earnings is
restricted as to the payment of cash dividends

on common stock.

10. Income Taxes:

Examination of Federal income tax returns through
1976 has been completed and the years 1977 and
1978 are currently under review. The Corporation
and its subsidiaries have provided for any antici-
pated liabilities that may result from such
examination.



Income tax expense for the years 1975 through
1979 was less than the amount computed by
applying the statutory rate to book income subject

to tax as follows:

( In Millions )
1979 1978 1977 1976 Y75
Operating income
before income
taxes $343 359 8349 8310 8277
Other income, net 9 4 |
Totals 352 343 349 311 278
Interest expense  (193) (160) (152) (139) (128)
Book income
subject to
income tax $159 S$183 8197 8172 8150
Income tax at
statutory
rate(a) $73 $38 395 §$82 872
Excess of tax
over book
depreciation
( low through
portion )
(Note 2) (2) (10) (7) (9) (12)
Amortization of
accumulated in-
vestment credits
{Note 2) (5) (4) (4) (4) (4)
Other adjustments (3) (2) 1 2
Income tax
expense $63 $72 $84 870 $58
Effective income
tax rate 0% _39% 43% _41% _39%

(a) Effective January 1, 1979, the statutory rate

Incon e tax expense is comprised of the following:

( In Millions )

1979

1978 1977 1976 1975

Federal
incometax $ 3

State income
tax

Income taxes
on other
income, net 5
Income taxes
attributable
to the

-1

Provision
for taxes
currently
pavable

(refund-

able) 7

Deferred
income
taxes, net 68

Current
investment

credits

Amortization
of acen-
mulated
investrent
credits (3)

(7)(a)

Income
tax

$(20)(b) 8 9(c) $33 $15(d)

5 9 5 8

(28)(b) 6(c) 28

58 35

2
3

46(b) 7(c) 12

(4) 4) (4) 4)

was changed from 48% to 467%.

(a)

(b)

(¢)

(d)

$ 72

expense § 63

|2
I

Redetermination of prior years’ investment
credits resulting from 1979 net osleeratin

loss. This amount is reflected in 197
unused investment credit.

Includes 1978 investment tax credits of $27
million carried back to prior years, which is
included in Accounts receivable-Other in

the accompanying December 31, 1978 con-
solidated balance sheet.

Reflects 1976 investment tax credits of $7
million, resulting from adoption of TRAESOP
and the election to claim investment tax
credits under the progress payment methoa.
Reflects an investment credit carry-over of $12
million from 1974.

(e) Unused 1978 and 1979 investment credits of

approximately $17 million and $29 million,
respectively (including $5 million and

$4 million, respectively, of TRAESOP credits)
are available for carry-torward to future years.
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The provisions for deferred income taxes, net,
result from the following timing differences.

(In Millions)
1979 1978 1977 1976 1975
Liberalized depre-
ciation (Note 2):
Federal $5 $37 $24 821 $2
State 5 4 3 3
Deferral of energy
costs (Note 2):
Federal 33 7 8 9 8
State (2) 1 2
Revenue taxes
—energy clause
revenues
(Note 12) (4)
Other (9) 8 (1) (1) (1)
Totals $68 858 $35 $3H4 s

I
|

11. Loans to Non-Affiliated Coal Companies:

Penelec is providing financing to non-affiliated
mining companies supplying coal to the Homer
City generating station under long-term contracts.
These 'oans bear interest at a rate which is 1%%
per annum above the prime interest rate.

12. Supplementary Income Statement
Information:

Maintenance and other taxes charged to operating
expenses consisted of the following:
(In Millions)
1979 1978 1977 1976 1975

Maintenance (including
lgx'licablc payroll
¢

ges) $91 8108 $87 879 §70
— _— —— —
Other taxes:
State and local gross

receipts $87 $75 8§67 855 851

Cross revenue a:
franchise 20 17 14 12 11
State surtax 9 7 8 5 5
Capital stock 11 11 10 6 7

Real estate and
personal property 12 11 11 10 10
Other 10 9 T 1 .5
Totals $149 S$130 S$115 $95 $90
—3 _— — — ==

The liability for New Jursey State franchise and
gross receipt taxes and surtax is established in

each vear of exercise of such franchise based on the
preceding vear's gross receipts and no liability
exists in a current year to pay a tax based on that
year's gross receipts. JCPEL has consistently made
provision in its accounts for such taxes on this
basis. For rate-making purposes (including the
operation of the energy adjustment clause) the
NJBPU computes allowable expenses as including
provision for such taxes based on the current year's
gross receipts rather than those of the preceding
vear. Effective January 1, 1979, pursuant to a
recommendation by the FERC, JCP&L began
recording the state revenue taxes related to energy
clause revenues in the period the revenues are

collected.

13. Pension Plans:

Total pension costs for the years 1979, 1978, 1977,
1976 and 1975 amounted to approximately $22.8
million, $19.6 million, $16.8 miilion, $14.9 million,
and $12.4 million, respectively. Based on the latest
available actuarial reports as of January 1, 1979,

the actuarially computed vested benefits under
certain of the plans exceeded the actuarial value of
trust assets or reserves created in respect of such
plans by $13.6 million and the unfun<ed past
service liabilities for the plans amounted to approxi-
mately $125.7 million, or 399 of the total reserve
requirement.



14. General Public Utilities Corporation
(Parent Company ) :

Th - balance sheets of the Corporation at

December 31, 1979 and 1978 are summarized

as follows:

(In Millions)
199 1908
ASSETS
Investment in subsidiaries, at equity
(Notes 1 and 4) $1.49] $1,401
Cash 5
Other Assets 1 2
Total Assets 81,492 $1,408
LIABILITIES AND CAPITAL o
Long-term debt $ 19 $ 39
Notes payable (Note 4) 55
Other liabilities 2 3
Totals 99 4
Common stock (Note 8) 153 153
Capital surplus, less capital stock
expense 754 750
Retained earnings (Notes 1 and 9) 456 463
Commitments and Contingencies
(Note 1) o R
Totals 1,393 1,366
Total Liabilities and Capital $1.492 $1,

The income statements of the Corporation for the
vears 1975-1979 are summarized as follows:

(In Millions)
1979 1978 1977 1976 1975

Equity in earmings
of subsidiaries $108  $145 8153 8130 s121

Interest expense (9) (3) (7) (6) (11)
Other expenses (3) (3) (3) (3) (3)
Net Income 8§ 96 3139 8143 $121  $107

E—— _ —

The statements of sources of funds used for invest-
ment in operating subsidiaries of the Corporation
for the vears 1975-1979 are summarized as follows:

(In Millions)
1979 1978 1977 1976 1975
Net Income $96 $i39 S$143 8121 s107
Equity in earnings of
subsidiaries not
distributed 59) _(3) (&) _(3) _(T)
Totals 37 136 139 118 100
Dividends paid (73) (108) (98) (92) (85)
Totals (36) 30 41 26 15
Other sources (uses), net 4 10 (1) 25
Totals (32) 30 51 25 40
Sale of common stock
(Note 8) 4 22 82 ] 97
Sale of long-term debt 45
lh(n.k"(ote 4) - 58 (2) (3%5) 37 (120)
Retirement of
long-term debt __ _(e (s8)
Totals $30 $ 44 $85 $70 817

c.;h capital contri-
utions to operating
subsidiaries $30 $ $55 $70 $17

15. Jointly Owned Generating Stations:

The Corporation’s subsidiaries participated, with
nonaffiliated utilities, in the following jointly owned
generating stations at December 31, 1979:

Balance (In Thousands)

In Accumulated

Station % Ownership Service  Depreciation
Homer City 50 $284.176 $37,013
Keystone 18.67 37,059 9,851
Conemaugh 16.45 43911 8,737
Yards Creek 50 16,549 2,433
Seneca 20 13,100 1,647

Each participant in a jointly owned generating unit
finances its own portion and charges the appro-
priate operating expenses with its share of direct
expenses. The dollar amounts shown above repre-
sent only those portions of the units owned by
subsidiaries of *he Corporation.
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16. Quarterly Financial Data ( Unaudited ) :

{In Thousands Except Per Share Data)
First Quarter Second Quarter
1979 1978 1979 1978

Operating
Revenues $384 889 $345812 $335364 $315,254
Operating Income $ 76492 § 66,501 $ 63778 § 56,052
Net Income $ 35744 $ 38506 $ 19936 § 27,245
Earnings per Share $ 598 65 $ 33 8 45
Average Shares 61,082 59,799 61,264 600186

Third Quarter Fourth Quarter
1979 1978 1979 1978

Operating

Revenues $383,927 $336,278 $385,974 $329,300
Operating Income $ 73,220 § 66639 $ 63812 $ 65,147
Net Income $ 25591 $ 38014 8 14512 8 34919
Earnings per Share § 42 8 63 8 23 8 57
Average Shares 61,264 60275 61,264 60,776

Net income for the fourth quarter of 1978 reflects

a $5 million decrease in income tax expense due to
the flow-through of a portion of the excess of

tax over book depreciation, resulting from Three
Mi'e Island Unit 2's being placed in service in
December 1978, and a $2.7 million reduction in
income tax expense, plus related interest of $1
million ( net of tax ), because of the final resolution
of certain Federal income tax matters,

Net income for the second, third and fourth
quarters of 1979 have been affected by the actions
of the PaPUC and the NJBPU in removing TMI-2
from rate base subsequent to the accident described
in Note 1.

17. Supplementary Information To Disclose The
Effects Of Changing Prices ( Unaudited ) :

The ollowing supplementary information is sup-
plied in accordance with the requirements of
FASB Statement No. 33, Financial Reporting ~nd
Changing Prices, for the purpose of providing
certain information about the effects of changing
prices. It should be viewed as an estimate of the
approximate effect of inflation, rather than as

a precise measure, since a number of subjective
judgements and estimating techniques were
emploved in developing the information.

Constant dollar amounts represent historical
costs stated in terms of dollars of equal purchasing
power, as measured by the Consumer Price Index
for All Urban Consumers ( CPI-U ). Current cost
amounts reflect the changes in specific prices of
plant, and differ from constant dollar amounts to
the extent that specific prices have increased more
or less rapidly than prices in general.

The current cost of property, plant, and equip-
ment, which includes land, land rights, intangible
plant, property held for future use, construction
work in progress, and other physical property, was
determined by indexing the surviving plant by
indiv .dual company equipment cost indices or by
the Handy-Whitman Index of Public Utility
Construction Costs. These current cost amounts
do not necessarily represent the replacement cost or
current value of existing plant productive capacity.
The actual replacement of the capacity of present
facilities will occur over many years as future
facilities, different in kind from present facilities,
are constructed and placed in service.

The current year's provision for depreciation on
the constant dollar and current cost amounts of
property, plant, and equipment was determined by
applying the depreciation rates of the Corporation’s
subsidiaries to their respective indexed average
1979 depreciable plant amounts.

Fuel inventories, nuclear fuel, the cost of fuel
used in generation, and purchased power and
interchange have not been restated from their
historical cost in nominal dollars. Regulation limits
the recovery of fuel and purchased power and
interchange through the operation of energy
adjustment clauses or adjustments in base rate
schedules to actual costs. For this reason fuel
inventories and nuclear fuel, are effectively
monetary assets.

As prescribed in Statement 33, income taxes were
not adjusted.

Under the rate making prescribed by the regula-
tory commissions to which the Corporation’s sub-
sidiaries are subject, only the historical cost of
plant is recoverable in revenues as depreciation.
Therefore, the excess of the cost of plant stated in
terms of constant dollars or current cost over
the historical cost of plant is not presently recover-



able in rates as depreciation, and is reflected as

a reduction to net recoverable cost. While the
rate-making process gives no recognition to the
current cost of repiacing property, plant, and
equipment, based on past practices, the subsidiaries
believe they will be allowed to earn on the in-
creased cost of their net investment when replace-
ment of facilities actually occurs.

To properly reflect the economics of rate regula-
tion in the Consolidated Statement of Income
Adjusted for Changing Prices, the reduction of net
property, plant, and equipment should be offset by
the gain from the decline in purchasing power

of net amounts owed. During a period of inflation,
holders of monetary assets suffer a loss of general
purchasing power while holders of monetary
liabilities experience a gain. The gain from the
decline in purchasing power of net amounts owed
is primarily attributable to the substantial amount
of debt which has been used to finance property,
plant. and equipment. Since the depreciation on
this plant is limited to the recovery of historical
costs, the Company does not have the opportunity
to realize a holding gain on debt and is limited

to recovery only of the embedded cost of debt
capital

Consolidated Statement of Income Adjusted for Changing Prices

Erergy Costs( h)
Depreciation

Income Taxes

Operating Income

In Thousands
Cm Con:cnt Dollar Cu:ent Cost
For the Year Ended December 31, 1979 “éw 1979 Dollars 1979 Doilars
Operating Revenues(a) $1,490,154 $1.490.154 $1,490.154
545457 545457 545,457
141,224 248,903 280,147
Other Operating Expenses 460,266 460.266 460,266
Total Operating Expenses 1,212,852 1,320,531 1,351,77.
277,302 169623 138,379
Other Income and Deductions 28,535 28,535 28.535
Interest Charges and Preferred Dividends 210,054 210.054 210,054
Income from continuing operations(a)
(excluding reduction to net recoverable cost) $ 95783 S (11.596)(¢) $ (45,140)
Income loss) per common share (after preferred
dividend requirements ) (a) s 1.56 s (.19) $ (.70)
Change in net plant assets during 1979 due to increases
in specific prices § 594918(d)
Less: Change in net plant assets during 1979
due to increase in general price level ( inflation) $ 864144
Change in specific prices net of general price level (inflation ) $1(269,226)
Reduction to net recoverable cost of plant assets $(363695) $ (95002)
Gain from decline in purchasing power of net amounts owed $ 281599 $ 281,599

(a) Revenues do not include amounts for the operating and return requirements associated with the
subsidiaries” investment in TMI-2 and, correspondingly, the amounts of income from continuing
operations have been adversely affected by this loss of revenues ( see Note 1 ).

(b) Energy costs include fuel. power purchased and interchanged. and deferral of energy costs.

(¢! Including the reduction to net recoverable cost, the
dollar basis would have been ( 8375,591,000) for 197

(d) At December 31, 1979, current cost of property,
accumulated depreciation, was $7,199.735,000 w

depreciation was $4,054,619 000.

(loss ) from continuing operations on a constant

lant, equipment, and otner physical property net of
ile historical cost or net cost recoverable through
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Five-Year Comparison of Selected Supplementary Financial Data

Adyusted for Effects of Changing Prices

(In Average 1979 Dollars )

Year Ended December 31, 1979 1978 1977 1976 1975
Operating revenues (in thousands)

As reported $1,490,154 $1,326,644 81,252,013 $1,068,753 $ 954,420

In 1979 purchasing power 1,490,154 1,476,010 1,499,656 1,362,738 1,287,164
Cash dividends per common share

As reported $ 120 $ L.77 $ 170 $ 1.68 $ 1.68

In 1979 purchasing power 1.22 1.97 2.04 2.14 2.26
Market price per common share at year-e~d

As reported $ 5.625 $17.500 $20.875 $19.500 $17.000

In 1979 purchasing power 8.156 18.751 24.386 24.322 22.224
Average consumer price index 2174 195.4 181.5 1705 161.2
December consumer price index 2299 202.9 186.1 174.3 166.3

e e R A N e e T e S DS DU ST SV S B ™|

Quarterly Stock Price
and Dividend Data 1978-1979

Price

R ... ——  Dividends

1978 High Low (Cents)
First Quarter $21% $18% 44
Second Quarter 20% 18 4
Third Quarter 19% 17% 44
Fourth Quarter 19% 16% 45
1979

First Quarter  18% 16% 15
Secord Quarter 15% SK 25
Third Quarter 10% 9 25
Fourth Quarter 9% 7 25
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1979 1978 1977 1976 1975
Generating Capacities and Peaks (MW ):
Installed capacity (at yearend)(a) ......... 8,262 8,281 7,190 7,038 7115
Annual hourly peak load .................. 6,173(b)  5898(b) 5760(b) 5705(b) 5244(b)
U A, e L i NI T 338 404 248 234 35.7
Net System Requirements
{in thousands of Mwh ):
Net generation ...........ccoenvvvrvnnnnes 26,891 29,747 26,576 26213 27,169
Power purchased and interchanged, net . .. .. 7,952 4275 5,926 5,489 2,558
Total Net System Requirements .. ..... 34,873 34,022 32,502 31,702 29,727
Load Factor (%) .. ...............cccv'uu 64.5 658 644 63.4 84.7
Production Data:
Cost of fuel (in mills per kwn of generation):
L 12.95 13.17 11.15 10.50 10.42
. Rl S 39.01 28.62 29.74 26.13 27.00
L e e 3.18 231 2.06 2.01 243
Other . . it iiiiiriennns 35.77 27.58 22.82 16.44 16.45
AVETAZR ... ... vvrrrrineninnsssnnnnsns 12.48 11.17 10.17 9.32 9.43
Generation by fuel type (%):
L) S 67 57 56 59 58
T 6 9 10 9 9
Nuclear . i iiiiiiierrerrrrnreas 25 34 33 31 32
Other (gas& hydro) . ...........couun... 2 1 1 1
i 100 100 100 100 100
———————3 ———————3 _
Flectric Energy Sales (in thousands of Mwn):
Residential ... ... .00 iiiiirinnnnes 10,754 10,715 10,257 9,932 9,418
Commercial ... .. ey 7,359 7,208 6,832 6,483 6,063
P b 11,974 11,447 10,849 10,477 9,847
Other S 1. W 1,908 1,900 1,832 1,745 1,576
RORIE v viiciniains L e F A S 31,995 31,270 29,77 28,637 26,904
Electric Operating Revenues ( in thousands):
LT T T R S W kel T, ey oy B $ 597,757 8 544571 $ 515522 $ 444244 $395329
Commerelal ..........cocoisinmsssvasssss 360,859 325,081 308,904 263,423 237,676
Industrial ... . 431,104 365,456 342 487 285,056 258,355
1 RS VR RPN Srey ] By S 77,512 67,421 64,541 57,180 45709
Totals from xwh Sales ................ 1,467,232 1305529 1,231.454 1,049,903 937,089
Other revenues .........c..coeereesescasss 20,479 18,721 18,222 16,273 15,259
VRORIIE 5 v« b.v.v e 2 o b e b s e e $1.487.711 $1324250 81249676 $1,066,176 $952328
B 4 - b —_—
Customers—Year Fnd (in thousands):
T R D R 1,386 1,364 1,339 1,320 1,299
T R RN (B 5. | o I LR 157 154 151 149 148
R RO K, I e N 10 9 9 10 10
L o B U o L. S EER A W e 5 5 5 4 3
¢ 0 e T R = S B TR R 1.558 1,532 1,504 1.483 1,460
Price per xwu—all customers (cents) ....... 4.59 418 414 3.67 3.48

(a) lnchudes the installed capacity of the Three Mile Island nuclear generating shﬂon Unit No. 1 of 800 MW aad Unit No. 2
of 9068 MW. The rescrve capacity, excluding these units for 1979, would be 6

(b)) Winter peak.
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