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. Financial Highlights

For the Yeurs Ended December 81,

Kilowatt Hour Sales
Operating Revenues
Operating Expenses
and Taxes
Operating Income
Allowance for Fuads Used
During Construction
Interest Expense
Net Income
Earnings on Common Stock

Dividends on Capital Stock
Capital Expenditures
Construction of Facilities
Nuclear Fuel
Capital Leases
Total

Internally Generated Cast
External Financing
New Finand ing
Redemptions and
Repayments

Net External Financing

Return on Average Common
Bguity

WA | k8

(In Millions)

b,

=

021
278.2

211.1
671

Change

B 1%

' B.6%

v R2%

¢ 0.T%

36 6%
6.0%
8.7%

11.1%

0.8%

PENN POWER
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Record revenues and new highs in customer demand
distinguished Penn Power's performance in 1988

Recognizing our progress, both Moody's Investor Service and
Duff & Phelps upgraded their ratings of our debt and preferred
stock during the vear.

Retail sales remain firm

Higher kilowatt-hour sales to commercial and residential
customers helped the Company nearly match its 1988 retail
sales record. Continued growth of service and retail businesses
in our area led to a 4.5 percent increase in sales to commer-
cial customers — the fourth year in a row that commercial sales
have set a record

Residential sales were up 1.6 percent because of our expand-
ing customer base and increased share of the home heating
market. This continues our long hiscwory of uninterrupted an-
nual growth in residential sales.

Industrial sales were off 3.7 percent, due mainly to lower
production by steel companies — the largest segment of our
industrial sales.

Tota! kilowatt-hour sales were down 8.1 percent, primarily
because of a 287 percent drop in sales to other utilities,
Refueling outages at Perry 1 and Beaver Valley 1 and the
scheduled maintenance of other generating units reduced our
opportunities for off-system sales.

However, off-system sales were bolstered by our long-term
agreement with Potomac Electric Power Company (PEPCO),
which in 1989 more than doubled scheduled sales from 28 to
63 megawatts. The agreement extends through the year 20058
and will produce an average of $21 million in annual revenues.

Revenues reach record level

Total revenues in 1989 were up 8.6 percent to a record $302

mon because of new rates that reflect costs associated with
v 1

In 1988, the Pennsylvania Public Utility Commission (PPUC)
approved a $67.1 million retail rate increase under a four-vear
phase-in plan. On May 4, 1989, the second phase of the increase
took effect.

Despite the record revenues, higher operation and
maintenance expenses caused an 8.7 percent decline in net in-
come. However, the extensive maintenance of our generating
units completed in 1989 should significantly improve plant per-
formance as we begin the 1990s.

2

T T

Customers set record demands

High airconditioning use by our growing customer base
pushed demand to a record peak of 667 megawatts on August 4.
That record was surpassed on December 21, as greater use of
electric heating during a record cold wave boosted customer
demand to 683 megawatts.

Expanding our market

In 1989, we added 116 million kilowatt-hours of new
business. Over the course of our five-year marketing plan,
completed last year, we added a total 647 million kilowatt:
hours of new business— exceeding our goal by 11.5 percent.
These sales represent an cstimated $38 million in additional
annual revenue. As we enter the 1990s, our marketing strategy
targets more sales from space heating, water heating and
industrial process heating.

Incentive programs encourage new business

Economic development corporations throughout our service
area are receiving $625,000 in seed money from the Company
as part of a two-year refund program approved by the PPUC.
The funds will help develop industrial sites and buildings that
attract new business. Another $100,000 is helping needy
families pay their energy bills through the Company ‘s Project
REACH Hardship Fund, administered by the Salvation Army.
These funds represent interest on revenues collected from
customers through PPUC.approved rates for pre-construction
costs of four nuclear units canceled in 1980. Subseguent court
actions disallowed those costs and resulted in refunds to
customers,

Our economic development rate continues to attract new
business. This special five.year incentive offere significant
savings to qualified industries that move to our service area
or expand existing operations here. The 48 companies on this
rate have created 1,900 new jobs since 1984 and added more
than $19 million in revenues from electric sales

In an effort to expand residential heating sales, we introduced
a seasonal electric rate that provides electric heating customers
with reduced winter rates.

Also, municipal street lighting customers have responded
favorably to a new rate program which reduces energy costs
for communities that convert to sodivm vapor lights, resulting
in higher efficiency, lower maintenance costs and improved
public safety.



Success keved to employee offorts

To help us improve performance, the Employee Savings Plan
was modified to provide additional Company contributions tied
to achievement of certain corporate objectives Objectives were
defined in the areas of earnings, operating effectiveness, sales
growth, safety, attendance and service value. Last vear
employees attained the safety, attendance and service valus
ohjectives

Employees continue to improve productivity through their
participation in the Employee Suggestion System. One idea
submitted in 1989 by a power plant employee resulted in record
savings of more than $602,000

Present and past employees of the New Castle Power Plant
deserve special recognition. On May 4, 1889 they celebrated
60 years of safe, reliable operation of the plant

Meeting the challenges of 1880

Increased competition and acid rain legislation are two im
portant issues facing Penn Power in 1990

Many Washington observers predict that an acid rain pro
posal will become iaw this year. If passed, some electric com
paniex will have to install additional environmenial equip
ment. Fortunately, about 40 percent of our generating capacity
should not need major additional environmental controls. To
comply with new emissions standards, we will seek the most
cost-effective solutions available

Finding cost-effective solutions is only one of the ways we
ensure quality electric service at competitive prices. We con
tinue to emphasize customer service, marketing innovation
and improved efficiency. Our extra efforts it all these areas
will make Penn Power an even tougher competitor

\ —

Vb“/i/t—v‘« / /Mw \

! | —_— J
dustin T. Rogers, Jr
Chairman of the Board
\ -
\‘ - ”
| Ay ¥ ‘x’\'\m(t-‘—k~.
James E. Mark!le
President
New Castle, Penusylvania
March 7, 1990
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Revenue from Electric Gales (Thousands):
Residential
Commercial
Industrial .. . .
R R

Subtotal .
Sales to Utilities .

Revenue from Electric Sales — %
Residential . .
Commercial . ..
Industrial
Subtotal .. ... ..
Baleato Utdlition .. ........ccovvininn

Total . . ..

Kilowatt-Hour Sales (Millions):
Residential . ... ... .. .. ... ..
Commercial K-
Industrial ... ... .
T P 3

BRI e vl I+ s it 4R ey e
Sales to Utilities . . .

Total
Customers Served at December 31:

T R RS My ke g e SR

Commercial
Industrial .. ... ..
Other. .. .. ..

Residential Customer Averages:
Average kWh Used

Average Price h-Residential (Cents) . ... ..
Kilowatt-Hours Generated Millions) . ... ... . . ..

Peak Load (Megawatts) .. ... ... ... . S

Cost of Coal per Million Btu.. . ..
Generating Capability:
Coul

Residential Customer . . . .

198RS 10K
£101,794 § 91578
57.004 50 648
90,528 b6,226
8,640 8,146
267 961 236,591
27.545 80,800

$285 K06

36.7%
200
81.7
3.0
80 4
9.6
100.0% ‘

1,084 2
688 2
1,808.8
186.5
J.6682
B4 0
46172

118,285 116,988
14,718 14,622
264 264
114 _ 109“_»
138,381 E \82028
8,717 8,676
8.75 7981
4.040 4 44471
B89 666
$ 1.54 $ 185
74 6% 74 6%
28 28
226 226

100 0%

76.6%
28.4
100.0%

1,875

8267481

34.2%

189

82.8
8.1

885

115
 100.0%

1,008.8
668 1
18779
1866
3,680.9
1,331.8

6ot

_1000% _ 100.0% _

71.8%
282

_100.0%

,_}_-?1_5.,,. .

1987

§ 74615
40,209
69,968

6611

191,398
18,120

.209 518

1086 1985
$ 76751  § 74,816
40,772 49,266
76,928 77,808
6982 6916
199428 196,301
16485 20126
$214.853  $218,426

IS IR T M P S PRI

36.6%
19.2
334
82
914
86

100.0%

961 8
6278
17476

126.7

8,463.8
T18.0
41828

35.9%

18.0
868
8.2

02 8
72

922.2
687.5
1,667.8

1220

3,809.5

6836
Jena,

116,798
14,261
278
142

180 469

8,357
1.7
4,197.2
611

$ 154

74.6%
2.8
226

76.0%
250

100 0.0%
1726 1774

100.0% g

34.0%
160
856
83
90.8
92

1000*

894 3
565.5
1,706.9
. 1848
8,260.5
899.1

4, 1896

x:.—-a_.r..tr'

114646 118,607
13,923 18,768
278 283
PERel  DIEe
12§ 982 L 121.9(_32
8,001 7,685
8.49 8.31
3,966 8 40129
547 569
140§ 150
80.2% 77.7%
3.0 6.1
NS 1)
_1000%  100.0%
78.7% 78.8%
218 82
_1000% ___ 100.0%
P R 7,



PENN POWER

. Selected Financial Data | O 1 DR 1987 1986
(Dollars in Thousands)

‘)[H'! ating Revenues 235.406

Operating Income 63,614

Net Income 46 593

Earnings on Common Stock 36,676

Cash Dividends on Common Stock 24,5660

Total Assets at December 965 664 964 736

Utility Plant
Depreciation Reserve

Net Utility Plar®

1,062 ) 063,719  §1,012,067
168 288,01 210,108 192,624

L0048

794 7 853,611 $ B19 588

CAPITALIZATION
Common Stockholder's Equity ¢ 277 b1 279,67 $§ 260,131
Preferved Stock-

Not Subject to Mandatory Redempti
Subject to Mandatory Eedemption
Long - Term Debt

1,905 41,9056 41.906
142 69,962 70,662
668 B 696 430,756

Total Capitalization 1 7,98 11,226 b 799,537 § 803,464

CAPITALIZATION RATIOS
Common Stockholder's Equit
Preferred Stock
Not Subject to Mandatory Redemptior
Subject to Mandatory Redemptior B8
Long Term Debt

53.6

Tota! Capitalizatior 100.0%

i) 1987 includes an $11,000,000 charge resulting from a Supreme Court of Pennsylvania

decision conece ng the
recovery of costg associated

with planned nuclear units which were terminated in 1980, resulting in a 7,300,000

reduction in net income and earnings on common stock (see Note 3 to the Financial Statements




. Managements Discussion and Analysis of
Results of Operations and Financial Condition

Results of Operations

Operating revenues increased $23,874 000 in 1989 primari
ly due to the full effect of & “ate increase granted the Com
pany in 1988 The following summarizes the reasons for the
changes in operating revenues during 1989 and 1988

1984 1988

(In Millions)
Sales to Residential, Commorcial

and Industrial customers

Increased base rates 212 $33.8
Increased kilowatt-hour sales 0.6 11.7
Decreased fue! recovery rates 0.9 1.8
Total 209 437
Sales to utilities 33 12 8
Revenue from transactions
with Ohio Edison 48 2.6)
Other 1.5 1.1
Net increas $239 $560

Kilowatt hour sales to retaill customers were relatively
unchanged in 1988, with increases in sales 1o residential and
commercial customers of 1.6% and 4 5%, respectively, offset by
a decrease in sales to industrial customers of 3.7%. However
total kilowatt-hour sales were down B.1% in 1989 compared
to 1988 due to a 28.7% drop in sales to other utilities

The changes in fuel costs during the last two years were at
tributable to the following factors

1988 1988

(In Millions)
Change in fuel prices $45 § 42
Change in fuel consumption 2.0 J4
Difference in net deferred fue! costs 102 (12.2)
Net change $ 8.7 $46)

The Company's commitment to purchase a portion of
Cleveland Electric lluminating Company's (CED Perry Unit 1
capacity, which began in November 1987 and ended in May
1989, was primarily responsible for the decresse in purchased
and interchanged power expense in 1988 In addition to the
capacity purchase arrangement, purchased and interchanged
power increased in 1988, compared to 1987, as a result of ad
dittonal power purchased in 1988 to meet demand during a
scheduled maintenance oute fe at the New Castle Plant and
a refueling outage at Beaver Valley Unit 1

Other operation and maintenance expenses increased in 1989
due to costs incurred during refueling outages st the Com
pany s nuclear generating units and outages at several other




Company generating units. The commercial operation of Perry
Unit 1 in November 1987 was primarily responsible for the
INCTesases 1n operation and maintenance exXpenses e precia
tion and general taxes and decreased allowance for funds used
during construction in 1988 compared to 1987 Maintenance
expenses also increased in 1988 as a result of the 1988 outages
described in the preceding paragraph

The increase in expenses attributable to the commercial
operation of Perry Unit 1 was somewhat offset by an account
ing order from the Pennsylvania Public Utility Commission
(PPUC) permitting the Company to defer Perry Unit 1 costs
until May 4, 1988 (see Note 2 to the Financial Statements

Other income increased in 1989 as a result of interest earned
on revenue acerued in connection with the Company s phase
in plan (see Note 2 to the Financial Statements). Other income
was affected in 1987 by the writeoff of approximately
$2.000,000 of costs associated with four nuclear generating
units terminated in 1980, as prescribed by accounting stand
ards of the Financial Accounting Standards Board (FASB
Also in 1987, a Supreme Court of Pennsylvania ruling
disallowing the recovery of the costs of these terminated units
from the Company s retail customers resulted in an additional
write-off of $8 300,000 to other income

During 1989, the Company issued $20,000,000 of 9.74% first
mortgage bonds which mature in thirty vears. The proceeds
were used for the retirement at maturity of a like amount of
16% firet mortgage bonds. The refunding will reduce annual
interest expense by approximately $1,000,000. The Company
also increased short-term borrowings during 1988 by
$37,000,000. Those borrowings are essentially financing a por
tion of the revenues receivable from customers under the Com
pany's phase-in plan. Interest expense increased in 1988 com
pared to 1987 due to the issuance of $27,100,000 of long-term
debt during 1988 ana $35,000,000 during the third quarter
of 1987 Interest on nuclear fuel obligations increased in 1989
primarily as a result of increased interest rates on nuclear fuel
obligations

The FASB has issued Statement of Financial Accounting
Standards No. 86, “Accounting for Income Taxes,” which the
Company must adopt by 1992, As discussed in Note 1 to the
Financial Statements, this change is not expected to have a
material effect on net income

The electric utility industry is subject to inflationary
pressures similar to those experienced by all other industries
To the extent that the Company incurs additional costs or
receives benefits resvlting from the effects of inflation, it is
anticipated that those effects will ultimately be reflected in
the Company's rates

PENN POWER

Capital Resources and Liquidity

Diespite lower aarnings in '988, net cash provided from opera
tions was higher compared to 1985 primarily due to the Com
pany's increase in electric rates in May 1989, The increase in
rates, designed to produce additiona! annua! cash revenue of
ap,oroximately $28,000,000, was the second step in the Com
pe ¥ & phasen plan

« ash and cash equivalents at December 31, 1989 were
$ 5,864,000 The Company also had unused bank linei of credit
f $5.000.000 at December 31, 1988, $47.000,000 of additional
funds available under a system funds agreement with Ohio
Edison Company and $25,000,000 of additional funds available
under special uncommitted bank borrowing facilities

Capital requirements in 1989 for the Company & constru
tion programs, capital leases and nuclear fuel were approx
imately $87,000,000. The 19901994 construction program and
capital lease requirements are currently estimated to be ap




. Management's Discussion and Analysis (onunued)

D ke

proximately $227,000,000 (excluding nuclear fuel), of which
approximate!y $34,000,000 applies to 1990. The Company has
additional cash requirements of approximate;y $116,000, 001
for the 19901994 period to meet maturities of, and sinking
fund requiremenis for, long-term debt (excluding nuclear fuel
and preferced stock; of that amount approximately $28,000,000
applies to 1990

Investments for additional nuclear fuel during the 19901994
period are estimated Lo be approximately $32,000,000, of which
approximately $8,000,000 applies to 1990, During the same
periods, the Company's nuclear fuel investments are expected
to be reduced by approximately $566,000,000 and $14,000,000
respectively, as the nuclear fuel 1s consumed

Sales by the Company of first mortgage bonds and of pre
ferred stock require that applicable earnings coverage tests
be met. With respect to issuance of first mortgage bonds, cther
requirements also apply and are more restrictive than the
earnings test at the present time. The Company i# currently
able to issue $160,000,000 principal amount of first mortgage
bonds (§86,000,000 against property additions, excluding Perry
Unit 2 property additions, and $74,000,000 against previous
ly retired bonds). The Company does not currently meet the
requirements in its Charter for the issuance of additional
preferred stock

In February 1990, the Company issued $56,200,000 of new
pollution control notes. The Company currently expects that
external financings will be necessary through 1994 to provide
a portion of its cash requirements. Such financings may in
clude the sale of common stock, as well as preferred stock, first
mortgage bonds and other long-term debt. The extent and mix
of such financings will depend on the need for external funds
as well as market conditions, the maintenance of an ap
propriate capital structure and the ability to comply with
coverage requirements in order to issue first mortgage bonds
and preferred stock

The Company will increase its elect’ ites in May 1990
in connection with its phese-in plan, resulting in additional
annual cash revenue of approximately $32.000,000. An addi
tional annual rate increase of approximately $36,000,000 in
1991 will be implemented prior to a scheduled $52,000,000
reduction in 1992 which completes the phase-in program
However, there will be no material effect to net income since
the Company recognizes revenue under the phase-in plan as
if the full revenue level had been placed into effect in 1988
With the 1980 increase, amounts recognized as accrued
revenues in 1988 and 1989 will begin to be recovered

The Supreme Court of Pennsylvania has agreed to hear the
Company's appeal of a decisiun of the Commonweglth Court

of Pennsylvania, which affirmed the PPUC's disallowing
recovery of most of the Company's coste incurred with the
Perry Unit 1 capacity purchase from CElL If the PPUC's
decision is ultimately upheld, the Company would be forced
to write off the deferred costs, which would reduce net income
by approximately $10,000,000

Changes in environmental regulations cou'd substantially
increase the Company & capital requirements and operating
costs. Legislation amending the Clean Air Act could affect the
Company s operations. See Note 7 to the Financial Statements
for a further discussion and possible impact regarding en
vironmental matters




. Statements of Income

For the Years Ended December 81, 1988
Operating Revenues (Note 2) . ... .......oooviiiiiiiiiiiiiiiiions $302,088
Operating Expenses and Taxex

Druuon-

BORE L S R W A N o A I ST T IR SR 54,104
Purchased and mtorchangod O A RO A S IR 15,067
Other operation expenses . . . . ...................... WSy 62,819

p L VR T A N S W I sl 182,080
T S PR e SALIER A 28,870
Provision for depreciation and amortization . . .. .. .. AR T ke 28,363
I O L e e e b el L e e Uk N R A8 b A A Ak 19,464
Deferred Perry Uit 1 costs (Note 2) . T 29
R R 0k o itk ATk A o o T M ATy A 4 A8 e : 16,644

Total operating expenses and taXes . . .. ... ... 228 450

Operating Income .. ....................... AR iy 78,588

Other Income and Deductioni:
Allowance for equity funds used

g A A S X A ST e Sy Ty 428
Mincellaneous, net (NOBe 8). . ... ..ot 3,141
Income taxes — credit (provislon). . . ... .o i s (1,308)

Total other income and deductions . . ............ ...y 2,261
L R R R R GO e A A S e U AR 75,849
Net Interest:

Interest on longRerm debt ..........ccciiiiiiniiiirranns S 38,216
Interest on nuclear fuel obligations . ... ................. : PN 3,861
Deferred Perry Unit 1 interest (Note 2) ... .................. A -
Allowsnce for burrowed funds

used during construction . ... ... ..o N et d LN (8,725)
Other interest expense ....................... I e R 8,387

D I - 1 R e e e T sk bk A L N o 41,188
Net Income . .. ... ... ... .. b TS A T A 34,660
Preferred Stock Dividend Requirements ... ... ... . .. ... . .. 10,673
Earnings on Common Stock .. ... ... .. $ 23,087

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

(In Thousands)

$278,164

50,487
24,181
53,430
128,098
21,746
28,469
18,628
(6,394)
20,509

211,110
67,054

185
1,106
®27)

763
6817

38,437
2,630
(9,651)

(2,856)
1,206

20,857
37,960

10,967

$ 30,993

1987

$228,197

55,100
8,428
48,244

106,772
18,977
22,547
14,943

(1,866)
15,822

l77.2(w
45,991

19,181
9,261)
2920
12,850
_ 58,841

85,798
3,674
(3,369)

(16,698)
1,742

21,247
37,504

11,083

B



. Balance Sheets
Assets

At December 81,

Utility Plant:

In service, at original cost . . ... .............. e
Less — Accumulated provision for depreciation . ... ... ..

Construction work in progress —

TS T T ) D R S e S
T T R R A e IR
Other Property end Investments .. ... .. .. . .

Current Assets:
Cash and cash equivaients .. .........................
Receivables —
Customers (less accumulated provisions of $767,000 and
$734,000, respectively, for uncollectible accounts) . . . . .
T e S N
L AGE A E R et 6 S EL N e RAToH
Materials and supplies, at average cost —
Ce T § R SN R e R DR e e e
R e e e AR e e
L e R A el e S Y ey B e
Deferred Charges:
Deferred fuel coste (Note 7). . ............... A R
Accrued customer revenues (Note 2) ... ...............
&afmed Perry Unit 1 costs (Note 2) . ..................
T RN S LS O R e P T Nt

10

1088 1988
(In Thousands)

$1,067,817 $1,039,166
282,645 264,168
784,672 774,998
71,809 66,208
18,759 26,5038
90,068 92,790
874.740 867,794
4,050 2,346
8,864 4,670
18,062 15,487
16,807 14,678
12,608 12,577
7.840 7,629
0.735 8,025
1,668 1,820
74,170 65,290
21,151 18,066
60,854 30,045
21.180 21,209
9,429 9,308
112,614 78,622

$1,065,574

1,014,052



Capitalization and Liabilities

At December 81, 1988 1988
(In Thousands)
Capitalization (See Statements of Capitalization)
Common stockholder'z equity .. ....... ... .. Ei e (WAL A pe $ 274,158 $ 277839
Preferred stock -
Not subject to mandatory redemption . . ... . ... oo oo 41,9086 41,9056
Subject to mandatory redemption ... ... ... .. T PV A e iUk H9,662 65,102
Long-term debt —
Associated companies . ... . ... S i A e R e 86,106 1,742
R R AR NS G S PR AT T PTARATESIR ca i (St 876,277 401,369
787108 787,067
Current Liabilities:
Currently payable preferred stock
and long-term debt —
OIS SUTADRBIN - « '+ x v v i e s T e ey AT 18,162 170
TR e R R O e IR e o ) e R R 27,761 54,836
Notes payable (Note 6) -
T TR i R e R R R i e A AR 10 S A L N 28,000 4,000
IPEE UMD « < « o« 6 ¢ o6 0t uen s gAY R A Ay 18,000 -
Accounts payable —
Asociatof COMPANIOS . . .. . ... .. i i i . 10,3456 4411
T R R e ) e R e el S e TR e 82,828 20,648
R A T 0, x5 s v a4 i e N B L e el e e T 6,432 6,543
S AR 0T s A ek (b RS ARG RN A S ek A e S 0,267 9,842
R A IR N R IR S S R BRI KR L e 10,209 12,582
160,634 121,382
Deferred Credits:
Accumulated deferred income LAXES . . . . . ... 86,842 59,900
Accumulated deferred investment tax credits . .. .. ... ... i oi i 80,405 31,676
I s 1 s L s A ) L A A 1 o KA 0 T S h e Yeir X 10,695 13,287
127 842 4 105;’1?
Commitments, Guarantzes and Contingencies Notes d and 7). ... .. . Ml Sl
§1065.574  $1,014,062
The accompanying Notes to Financial Statements are an integral part of these balance sheets.
1

RN e



.deﬂlnﬂon
At December 81,

Common Stockholder's l1-hy
Common stock, $30 par value, 6,500,000 shares authorized
Gﬂoooomnmoumndnu M
Other paid-in capital .
Retained earnings (Note bu) .

Total common mkholdcr & w\my

Number of Shares
Outstanding
1989 198K
Preferred Stock (Note 5b)
Cumulative, $100 par value
Authorized — 1,200,000 shares
Not Subject to Mundatory
Redemption:
4.24% 4 64% 141,049 141,049
7 64% 8. 00% 118,000 118,000
8 48% 9 16% . 160,000 160,000
Total not subject to
mandatory
redemption 419,049 419,049
Subject to Mandatory
Redemption (Note B
8.24% 10.60% i 160,000 165,000
11.00%-11.60% . 306616 339616
13.00% 15.00% . L 167,200 178,600
Redemption within
one year ...........
Totel subject to
mandatory
redemption 632816 678216

Long Term Debt (Note id)
First mortgage bonds —

9.66% weighted average intersst rate, due 1989 through 1994 ... .. ... ... .. ... ... ..
9.79% weighted average interest rate, due 1995 through 1999 . . . .

B47% weighted average interest rate, due 2000 through 2004

9.22% weighted average interest rate, due2005throuxh2009...‘..... W MRS TR

8.74% weighted average interest rate, due 2019
Total first mortgage bonds

Secured notes and obligation -

7.85% weighted average interest rate, due 1989 through 1984 . . . . .. .. .. .. ... .. ..
11.01% weighted average interest rate, due 1895 through 1999 .
10.09% weighted average interest rate, due 2000 through 2004 .

7.84% weighted average interest rate, due 2006 through 200.

1112% weighted average interest rate, due 2010 through 2014 .. ... .. ... ..
B 11% weighted average interest rate, due 2015 through 2018. .. ..

Total secured notes and obliqation .
Other obligations —
Nuclear fuel . . ..
Capital leases (Note 0 ...................
Tota! other obligations
Net unamortized discount on debt und other
Longterm debt due within one year
Total longterm debt . ... . .
Total capitalization . .. ... ... ..

1988 198K '
(In Thousands)
$188.700 #188,700
201 209
85,257  B8.930
............... 214,166 277,889
Opuonal Redemption Price
e
(In
Per Share Thousands)
$102 98106 00 14614 14,105 14,106
102.56.108.27 12,144 11,800 11,800
10308104 68 16,612 16,000 16,000
843,870 40908 41,908
$104.12.107 22 $16.969 16,000 16,600
108.29.106 .39 82,110 30,562 83,962
10976118 66 18618 16,720 17,860
(8,620 _(2,720)
%67 692 59,662 66,102
62,938 87,268
Ul (‘l() “,“0
...................... 53,184 54,2082
40,000 40,000
20,000 LU
................ 288,782 240,440
20,804 20,919
.................... 448.,26) 49,261
..... 36,008 856,782
.................... 12,720 12,720
17,900 17,889
.............. 24,650 24,5580
................ 161,938 161 ;121
....... 46,645 48,778
....................... 8,082 10,662
............ 54,727 54,340
®86)  (1,004)
....................... (87,383) (51,788
411478 403,111
.................... $767,198  _§787,987




. Statements of Retained Earnings

For the Years Ended December 31,

Balance at boginnin( of yur
Net income |

Cash dividends on common stock . .
Cash dividends on preferred stock . .

Balance at end of year (Note ba) .

. Statements of Capital Stock and Other Paid-In Capital

Common Stock

Par
Ve

Number
of Shares

6,280,000 $188,700

1, 1987
emptiom -

Balance, Janu
Sinking Fund
B.24% Series . .
11.00% Series . .

Balance, December 81 1987 .....
Sinking Fund Redemptions —
8.24% Series. .. .......
11.00% Series. .. ... ... T
1500% Series. .. ............

Balance, December 31, 1988 . . .
Sinking Fund Redemptions --
B24% Series. . .............
11.00% Series. . ........... 2
11.60% Series . P P
16 00% Series .

lance, December 81 1989 ......

6,200,000 188,700

6,280,000 188,700

S NIN

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

1988 1988 1987
(In Thousands)
§ 88,980 § 89 508 $ 90,760
34 660 37,960 47,594
123,690 127 658 128,354
27.87¢ 27,676 27,676
10,657 10,952 11,080
18,53 38 62K 38,766
$ 85,2567 ¢ 88,930 l 89.598
Preferred Stock :
Not suhjoot to subjoot to
Other
Paid-In Number Par Number Par
Capital  of Shares Value  of Shares  Value
(Dollars in Thousands)

$212 419,049  $41.906 706,581  $70,659
(5,000) (600)
(7,975) ~(797)
212 419,049 41,9056 693,616 69 362
(5,000) (500)
(4,000) 400)
@ _ - ~ (6,400) (640)
209 419,049 41,9056 678,216 67 822
(5,000) (500)
(4,000) (400)
6) (30,000) (8,000)
7 (2) LisnE i (6,400 640)
_$201 419,049 841,905 632816 863,262



.Smemem:ol(uhﬂows

For the Years Ended December 31, 1668 1988 1987
(In Thousands)
Cash Flows From Operating Activities:
T R e L e D LR A IS e S i A U s § 84,630 § 37,960 § 37,504
Principal noncash items —
Deprociation and amortidetion . . . ... ....iv i i 87,519 40,132 81,469
Deferred income taxes, net . e BTt at Pt G St becs el e 21,043 18,319 11,338
SOVOURINONRT SO WPORIEA, DI .+« . oo oo e s v oo a0 loas biims oein (1,171 (748) 1,044)
Deferred (accrued) revenue, net ... ............ i (32,976 (81,177 39
Allowance for equity funds used
during construection . . . ... .. S AR kgl T TRRI T e i b L 428) (185) (19,181)
Deferred fuel costs, net ... ... .. ... .. .. e T, TRl 3,0886) (18,248) 618)
Write-off of terminated construction projects . . ... .. ... i Pl % i - 10,478
Deferred Perry Unit 1 costs . ... ... .. ... e R e 29 (15,985 (6,224)
Change in applicable assets and liabilities
T R e L R TR i L flh 8 ATR o it (3,825) (818) 12,624
Materiale and supplies .. ............ o e N L G i e (521 4261 (4,926)
ORI I = 1 e b o s RODTLY LW phe NI 7,988 (4,687) (2,697)
Other ... . .. e A N ST SR TSt ot o<xiT iy (&,058) 8913 (8,180
Net cash prov.ded from operations .. ... ........................ 55,218 42,842 66,617
Cash Flows From Finanving Activities:
New ﬁnlncu:f -
o I e A B R S PR e R e S R 20,000 27,271 36,286
T T TR e A s R pe e S D S o e e T 87,000 4.000 -
T R R P R A e A e xa A e ! (315 (728 (506)
Redemptions and Repayments —
T T T R e R S MU el I O D RN e 4,540 1,640 1,207
T N e T O ey L it e g 36,483 17,296 28,974
Dividend payments —
R T P, s 4 s S A T e A e a8 R AT R et e N Yo R 27,676 27,676 27676
IR NI oo o i 0 TS84 h o AT A 4 AR 10,667 10,952 11,080
Net cash used for financing activities .......................... 21,621 26916 84,208
Cash Flows From Investing Activities:
T e e Y I L S R T 27,659 21,370 41,881
EOEPRLONE BT ATMIMBIUIINNE « s+ & 4 s 6 o5 0ih o8 v 08 500 570 0 E s 44 b4k 042 687 370
R I RONRRREIRIEIN - o v a6 Rk e o A 6 S B A P - (1,361) (728)
AT R R e R O P R AR R S P £ 812 (472 ____(909)
Net cash used for investing activities. .......................... 26 408 20,254 40,569
Net increase (decrease) in cash and cash equivalents . .. . ... .. ... ... .. .. 4,194 (4,328) (8,250)
Cash and cash equivalents at beginning of year . . ...................... 4,670 8,998 17,248
Cash and cash equivalents at end of year . ... .. .. P DR DS SRR T § 5864 $§ 4670 § 8008

Supplemental Cash Flows Information:

Cash paid during the year —
Interest (net of amounts capitalized) . . .............................. § 41,004 § 384905 $ 23,687
e A Rl Lt ot oyt W et 8,260 2,767 6,443

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

. Statements of Taxes
For the Years Ended December 31, 1989 1088 1987
(In Thousands)
General Taxes:
Y T R R Ry ORLT IR AN tory $10,017 $ 9,004 § 8566
Real and personal property . ... ... ... .. e o s Ll e S RS 5,854 6,004 2,820
State copital stock .. ... B bl o e b e 1,764 1,928 1,852
Social security and unemployment . . ... ... .. 1 it 1,633 1,646 1,668
T N e N R MR OISR IRER - R e ey 226 147 162
T S (TR R . o $18.464 018 623 $14,943
Provision for Income Taxes:
Cumntl{ payable —
T e G S e L M TR R TS o S A T R P S SRR ] (S § 1,080 $ 3502 $ 2543
L P A R S L ! ottt o BEONST] BL e W S et - (127) - 65
1.080 3,465 2,608
Deferred, net (see below) —
T e M e LRy Ry S S I Sl T Ik X . 18,632 15,868 10,823
BN 5 5 00k ke g 4" -3 CLICH S ' DALY =) 2,611 2,421 515
21,043 18,319 11,338
Investment tax crodits, net of amortizetion. .. ... ... .. SR (1,171) (748) (1,044
Total provision for income taxes . ... .. .. R T s L s ot a4 $20,952 021 036 $12.902
Income Statement Classification of
Provision for Income Taxes:
Operating income . .............. P AR S O R e $19.644 $20,609 $15,822
TR T e IRt o e P R T e R PR R . N 1,508 ___ (2,920
Total provision for income taxes . . ... ... ........ b Ik e $20,062 $21,036 $12,902
Sources of Deferred Income Taxes:
Excess of tax over hook depreciation, net ... ... T AU A S $ 7,068 $ 7,246 $1R.287
Difference between tax and book revenue, net . ... .. i T T MR 12,0156 8,987 (1,980
Allowance for borrowed funds used during construction ... .......... ... .. 680 1,024 7.877
B Y Y e b A i A A A v {3580, KW, TRITY | X 1,202 5,161 275
Dlortol Purry UBIt 3 00808, . . i oo iasinimnbossssninyanseeaenssasess (11) 5,071 1,860
Amertization of deferred interest on leased nuclear fuel . .. ... .. ... ... .. .. (1,126) (1,850) (536)
Terminated construction Projects . .. . .........cooiiii i (20) (15) (8,885)
IR I s ik e AL N R A v el i (e 89 541) 1,724
Alternative minimum tax D AT R L TS (1.441) (4,862) (8,428
RRPRRARE JOMN RV o o ¢ o0 §i ity Wian et 4w i 2,244 (1,729) (7,820
A N R R R e SR S N I S E A AN QRIS 352 (622) 1,459
Net deferred income taxes . . .. .. PP U Mt METINL Jhired $21.048 ua 819 311 338
Reconciliation of Federal Income Tax Expense at
Statutory Rate to Total Provision for Income Taxes:
Book income before provision for income taxes. . ... ......... 000000 $55,612 $58,906 $50,496
Federal income tax expense at statutory rate........ ... SRR A oG $18,008 $20,059 $20.173
Increases (reductions) in taxes resulting from:
Excess of book over tax depreciation, met .. ........... ... ..o 1,848 1,181 1,057
State income taxes, net of federal
T TR T R SIS R S S S S b ph i P A e 1,657 1,514 349
Allowance for funds used during construction,
which does not constitute taxable income . ... .. .. s e 9 T s B o v s Y (269) (140) (7,663)
Amortization of investment tax credit .. ... ... ... ... .. g 3 il ThivrTere 1,682 (1,690) (1,784)
T I I TV S D PRPA S R P L S 239 112 I ...
Total provision for income LAXEE . . . ...y $20.952 .2 1 036 $12,902

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



. Notes to Financial Statements

(1) Summary of Significant Accounting Policies:

The Company, a wholly owned subsidiary of Ohio Edison
Company (Edison), follows the accounting policies and prac-
tices ;r»cnbod by the Pennsylvania Public Utility Commis-
sion (PPUC) and the Federal Energy Regulatory Commission
(FERC). Certain financial statement items for periods prior
to 1989 have been reclassified to conform to the 1989
presentation.

Revenves —

The Company's retail customers are metered on a cycle basis
Revenue 18 recognized for electric service based on meters read
through the end of the month. Reference is made to Note 2
with respect to the Company's policy of aceruing revenues in
connection with a rate phasein plan.

Revenues from Sharon Steel Corporation, the Company's
largest customer, amounted to approximately $29,385 000,
$27,862,000 and $22,003,000, in 1989, 1988 and 1987, respec-
tively, representing 8.7%, 10.0% and 9 9%, respectively, of the
Company's total operating revenues. On April 17, 1987,
Sharon Steel filed a Petition under Chapter 11 of the Federal
Bankrupicy Code. The Company has filed a proof of claim in
this proceeding of approximately $800,000 for electric service
furnished to Sharon Steel prior to the Chapter 11 filing. The
Company is currently being paid in weekly installments but
has retained the right to be paid for current electric service
on & daily basis coupled with the right to establish a security
deposit of $500,000 pursuant to the Order of the Bankruptey
Court

Fuel Costs —

The Compeany recovere fuel costs not otherwise recovered
through base rates from its customers through an annual
“levelized” energy cost rate (ECR). The ECR, which includes
adjustment for any over or under collection from customers,
is recalculated esch year. Accordingly, the Company defers the
difference between actual energy costs and the amounts cur.
rently recovered from ite customers.

Utility Plant and Depreciation -

Utility plant reflects the original cost of construction, in-
cludingpayroll and related costs such as taxes, pensions and
other fringe benefits, administrative and general costs and
allowance {or funds used during construction (AFUDC).

The Company provides for depreciation on a straight-line
basis at various rates over the estimated lives of property in-
cluded in plant in service. The annual composite rates for elec.
tric plant were 2.9% in 1989 and 1988 and 3.1% in 1987 The
Company recognizes as depreciation expense estimated nuclear
decommissioning costs as the costs are recovered from
customers. Such amounts are invested in external decommis-
sioning trust funds.

Common Ownership of Generating Facilities —

The Company and other Central Area Power Coordination
Group (CAPCO) companies own, as tenants in common, various
power generating facilities. Each of the companies is obligated
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to pay a share of the construction costs of any jointly owned
facility in the same proportion as its ownership interest. The
C ny's portion of operating expenses associated with these
Jointly owned facilities is included in the corresponding
operating expenses on the Statements of Income (see Note 2
with respect to the deferral of Perry Unit 1 costs). The
amounts reflected on the Balance Sheet under utility plant at
December 31, 1989, include the following:

Utility Accumulated  Construction Company's
Plant Provision for Work in Ownership
Generating Units  in Service  Depreciation  Progress ) Interest
(In Thousands
W H Sammis
No ¥ § 49,000 ¢ 15,100 § 5800 20 80%
Bruce Mansfield
Ntl 1 N(' 2
and No 8 B6 100 28,900 200 5.76%
Beaver Valley
No | 286,700 64 500 2.800 17.50%
I'em No. 1
snd Common
Fucilities 308 400 21,500 8O0 5.24%
Perry No 2 - - 65 800 5.24%
Total $680.200  $130,000 $64.000

(1) Excludes nuclear fuel in process which has not yet been assigned to & specific
nuclear unit

Nuclear Fuel -

During 1988, OES Fuel, Incorporated (OES Fuel), a wholly
owned subsidiary of Edison, became the sole lessor for the Com-
pany's nuclear fuel requirements. The Company previously
met its nuclear fuel requirements through third-party leasing
arrangements. Minimum lease payments during the next five
years are estimated to be as follows:

o PR TRA Tei ot el $12,994,000
s S S e 9,882,000
1992 e e A S 8,464,000
I <o < Lk ) A e gt L 6,430,000
N N 3,877,000

The Company amortizes the cost of nuclear fuel based on the
rate of consumption. The Company's electric rates include
amounts for the future disposal of spent nuclear fuel based
upon the formula used to compute payments to the United
States Department of Energy.

Allowance for Funds Used During Construction —
AFUDC represents financing costs capitalized to construc-
tion work in progress (CWIP) during the construction period.
The borrewed funds portion reflects capitalized interest
payments and the equity funds portion represents the noncash
capitalization of imputed equity costs which are charged to
construction. AFUDC varies according to changes in the
level of CWIF and in the cost of capital. The Company capital-
ized AFUDC to electric plant utilizing a net of tax rate in
1987, which is consistent with the rate treatment. Effective
January 1, 1988, substantially all of the Company’s CWIP was
subject to the capitalization rules for interest contained in the
Tax Reform Act of 1986; therefore, no adjustment was



necessary to reduce the CWIP AFUDC rate to recognize a cur-
rent income tax benefit. The AFUDC rates (excluding nuclear
fuel interest) were 10.9%, 10.4% and 10.1% in 1989, 1988 and
1987, respectively. Capitalization rates for interest on nuclear
fuel were 10.1%, 85% and 8.2% in 1989, 1988 and 1987,

respectively.

Income Taxes —

Details of the total provision for income taxes are shown on
the Statements of Taxes. The deferred income taxes result from
timing differences in the recognition of revenues and expenses
for tax and accounting purposes. The Company vxpects that
deferred taxes which have not been provided will be collected
from its customers when the taxes become payable, based upon
the established rate making practices of the PPUC and the
FERC. As of December 31, 1989, the cumulative net income
tax timing differences for which deferred income taxes have
not been provided were approximately $100,000,000.

The Compcny defers investment tax credits (ITC) utilized
and amortizes these credits to income over the estimated life
of the related property. The Tax Reform Act of 1986 repealed
the ITC effective January 1, 1986, except for certain transi-
tion property. As of December 31, 1989, approximately
$10,000,000 of unused ITC was available to offset future
federal income taxes peyvable, of which approximately
$8,000,000 expires at the end of 2001 with the remainder ex-
piring at the end of 2002. The Company also has approximately
$9,700,000 of alternative minimum tax credits available to off-
set future federal income taxes payable; such credits may be
carried forward indefinitely

The Company has also accumulated approximately
$17,500,000 of tax net operating losaes through December 31,
1989, of which approximately $3,200,000 expires at the end
of 2002 with the remainder expiring at the end of 2003. Such
tax net operating losses have been recognized by not providing
deferred income taxes of approximately §1,700,000 and
$7.800,000 in 1988 and 1987, respectively, which would other-
wise have been provided;, during 1989 approximately
$2,200,000 of such deferred taxes were restored due to the use
of prior years' tax net operating losses ‘or book purposes. Under
the tax sharing agreement between the Company and Edison,
the cash benefit of tax net operating losses is realized by the
Company in the future when the Company's taxable income
i# sufficient to offset such losses.

The Financial Accounting Standards Board issued Statement
of Financial Accounting Standards (SFAS) No. 96, ““Account-
ing for Income Taxes' which, among other ‘Y.ings, requires
a change in the method used by enterprises to account for de-
ferred income taxes. Under the standard, deferred income tax
liabi./ties must be recognized at the statutory income tax rates
in effect when the liabilities are expected to be paid. The new
standard also requires recognition of a deferred tax liabliity
for tax benefits that have previously been flowed through to
the Company's customers and an assumed deferred tax liabili-
ty applicable to the equity component of AFUDC, for which
no income tax timing difference exiats under current account-
ing standards. Since the Company expects that the additioial

cmm

deferred tax liabilities will be collected from its customers
when the taxes become payable, an asset will be recognized
for that probable future revenue. The Company is not required
to adopt SFAS No. 96 until 1992. However, if the Company
had adopted the stanaard as of December 31, 1989, it estimates
that total assets would have increased by approximately
$200,000,000 with no material effect to net income.

Retirement Benefits —

The Compeny's trusteed, noncontributory defined benefit
pension plan covers almost a!l full-time employees Upon
retirement, employees receive a monthly pension based on
length of service and compensation. The Company uses the
projected unit credit method for funding purposes and was not
required to make pension contributions during the three years
ended December 31, 1988,

The following sets forth the funded status of the plan and
amounts recognized on the Balance Sheets:

At December 31, 1989 1988
Actuarial present value of
benefit obligations:
Vested benefits. .. ....... .. $50,836,000 $45,104,000
Nonvested benefits . .. .. .. 262,000 341,000
Accumulated benefit
obligation .. .......... $51,098,000 $45,445,000

Plan assets at fair velue . . ... .. $99,094 000 $84,834,000
Actuarial precent value

of projected benefit

BRIORHON &2 ) Adawii e id
Plan assets in excess of pro-

Jjected benefit obligation . .

67,252,000 67,408,000

31,842,000 17,426,000

Unrecognized net gain . ... .. .. (24,480,000) (5,055,000)
Unrecognized prior

SENVIRE QOB . Gy b v 3,824,000 31,000
Unrecognized net

transition asset ... .......... (13,691,000) (14,745,000

Net pension liability ........ $ 2,605,000 $ 2,344,000

The assets of the plan consist primarily of common stocks,
United States government bonds and corporate bonds. Net pen-
sion costs for the three years ended December 31, 1988 were

computed as foliows:
1989 1988 1987

Service cost — benefits
earned during
the period . .

Interest on projected
benefit obligation . .

Return on plan assets . . .

. $ 3611000 § 3480000 § 8,247,000

5,908,000 5484000 4,883,000
(17,482,000) (11,995,000) (2,122,000)

Net deferral
(amortization) £,134,000 8521000 (5,649,000)
Net pension cost . § 161000 § 490000 § 356,000




. Notes (contnued)

The assumed discount rate used in determining the actuarial
present value of the prajected benefit obligation was 9% in each
year. The assumed rate of increase in future compensation
levels used to measure this obligation was 5% in 1989 and 7%
in 1988 and 1987 The assumed expected long-term rates of
return on plan assets were 10% in 1989 and 1988, and 9% in
1987

The Company provides a minimum amount of noncon-
tributory life insurance to retired employees in addition to op-
tional contributory insurance Health care benefits, which in
clude certain employee deductibles and copayments, are also
available to retired employees, their dependents and, under
certain circumstances, their survivors. The Company pays in-
surance preiniums to cover a portion of these benefits in ex-
cess of set limits; all amounts up to the limits are paid by the
Company. Expenses associgted with health care and life in-
surance benefits for retirees amounted to $526,000, $668,000
and $617,000 in 1984, 1988 and 1987, respectively.

Transactions with Affiliated Companies —

Operating revenues for 1989, 1988 and 1987 include
$11,108,000, $56,816,000 and $8,544,000, respectively, at-
tributable to transactions with Edison. Such revenues resulted
primarily from Edison's purchase of capacity from the
Company's ownership interest in Beaver Valley Unit 1 and
Sammis Unit 7. Purchased and interchanged power, net,
reflects charges (credits) of $10.091,000, $9,809 000 and
($128,000) due to the Company's net interchange power trans
actions with Edigon during 1989, 1988 and 1987, respective
ly. Fuel expense for 1989 includes $5,663,000 for nuclear fuel
leased to the Company by OES Fuel and other interest expense
includes $2,033,000 of interest on loans with Edison. Other
operation expenses for 1989, 1888 and 1987 include $4,298,000,
$3,779,000 and §3,642,000, respectively, primarily attributable
to data processing services rendered by Edison to the Company .

Supplemental Cash Flows Information —

All temporary cash investments purchased with an initial
maturity of three months or less are reported as cash
equivalents on the Balance Sheets. The Company records tem-
porary cash investments at cost, which approximates their
market value. Noncash financing and investing activities in-
cluded capital leases of $8,997 000, $4 553,000 and $8,331,000
for the years 1989, 1988 and 1987, respectively Noncash in-
vesting activities also include allowance for equity funds
used during construction

(2) Recovery of Perry Unit @ Costs:
The PPUC granted the Company a base rate increase, effec.
tive May 4, 1988, designed to produce approximately
7,100,000 of additiona! annual operating revenues. The in
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crease is be ug phesed in over several years, such that all
amounts deferred during the phase-in period will be fully
recovered by the end of the fourth year. Under this phase-in
plan, the Company's rates were initially increased to produce
approximately $24,000,000 in additional cash revenue; the
second year increase of approximately $28,000,000 was im-
plemented in 1989 The difference between revenues actually
billed and revenues that would have been billed absent the
phase-in plan is recognized as additional accrued revenue for
financial reporting purposes. Such revenues and associated in-
terest accrued for future collection in connection with this plan
amounted to approximately $60,854 000 as of December 31,
1989, of which approximately $30,809,000 and $30,045,000
were accrued during 1989 and 1988, respectively.

The Company was ordered by the PPUC to defer Perry Unit 1
operation and maintenance costs (net of energy savings frem
the unit), depreciation expense, property taxes and interest ex-
pense beginning with its November 18, 1987, commercial
operation date until May 4, 1988, when Perry Unit 1 operating
costs were recognized in the Company's electric rates. Based
on this order, the Company has deferred $21,180,000 for future
recovery from its retail customers.

(3) Terminated Construction Projects:

In January 1980, the Company and all other CAPCO com-
panies terminated plans to construet four nuclear generating
units. On October 15, 1987, the Supreme Court of Penn-
sylvania reversed a judgment of the Commonwealth Court of
Pennsylvania which affirmed the PPUC’s decision to permit
the Company to recover the costs of the terminated units. The
Supreme Court's decision was based on its interpretation of
Section 1315 of the Pennsylvania Public Utility Code (which
was in effect at the time of the PPUC’s rate order), which it
concluded bars the recovery of such costs through the rate mak-
ing process. The Company wrote off the unamortized costs of
the terminated units applicable to its PPUC jurisdictional
customers and established a liability for potential customer
refunds of previously recovered costs, reducing net income by
approximately $7,300,000 in 1987. On January 11, 1989, the
US. Supreme Court upheld the Supreme Court of Penn-
gylvania's decision and refunds for amounts previously col-
lected began in September 1989,

4) Leases:

The Company leases certain transmission facilities, computer
equipment, office space and other property and equipment
under cancelable and noncancelable leases. Consistent with
the regulatory treatment, rental payments for capital and



operating leases are charged to operating expenses on the
Statements of Income. Such costs for the three years ended
December 81, 1989, are summarized as follows

1989 1988 1987

In Thousands)
Interest on capital leases $1.109 $13565 §1.665
Amortization of capital leases 2,108 3,678 5,063
Operating leases 1,294 1,177 1,178
Total rental paymuuts $4.506 $6.120 §7.801

The future minimum lease payments ag of December 31

1988 are

Capital Operating

Leases Leases
1990 $ 2172000 $ 161,000
1691 2,019,000 163,000
1992 1,819,000 148,000
1993 1,615,000 116,000
1994 1.573.000 101.000
Years thereafter 16.177.000 2,747,000
Total minimum lease

payments $24,375,000 & 3,426,000

Executory costs 5.6656,000

Net minimum lease
payments

Interest portion

18,710,000
10,628,000
Present value of net

minimum leace payments
Less current portion

8,082,000
858,000
Noncurrent portion $ 7,224,000
(5) Capitalization:
(a) Retained Earnings -
Under the Company's Charter, the Company's retained earn
ings unrestricted for pavment of cash dividends on the Com
pan; 's common stock were $59,.494 000 at December 31, 1989

(b) Preferred Stock -

At the Company's option, all prelerred stock may be re
deemed in whole, or in part, at any time upon not less than
80 nor more than 60 days' notice, unless otherwise noted
Redemption of all preferred stock 1ssued within the past five
years is subject to certain restrictions regarding refunding
operations. The optional redemption prices shown on the
Statements of Capitalization will decline to eventual
minimums per share according to the Charter provisions that
establish each series

PENN PO\VER

(0) Preferred Stock Subiect to Mandatory Redemption ~
Annual sinking fund provisions for the Company's preferred
stock are as follows

sSeries Shares Date
8.24% 5.000 December 1 0
11.00% 4 000 January 1 {
15 00% 3.200 July 15 (
11.60% 15.000 July 156 i)
13 .00% 5.000 July 1 1990
11.50%8B 10,000 September 1 1991
10.50% 100,000 April 1 2040

Beginning

i) Retirements of this series have begun

Preferred shares are retired at $100 per share plus accrued
dividends The Company's sinking fund requirements for the
next five years are

1980 $3.620,000
1991 6,220,000
1992 6,220,000
19943 6,220,000
1994 6,220,000

(d) Long-Term Debt —

The mortgage and its supplements, which secure all of the
Company s first mortgage bonds, serve as direct first mortgage
llens on substantially all property and franchises, other than
specifically excepted property, owned by the Company

Based on the amount of bonds authenticated by the Trustee
through December 81, 1989, the Company’s annual sinking
and improvement fund requirement for all bonds issued under
the mortgage amounts to §1,220,000. The Company expects
to satisgfy this requirement in 1990 by certifving unfunded prop
erty additions at 166%% of the required amount

Sinking fund requirements for certain series of first mort
gage bonds and maturing long-term debt (excluding capital
leases) for the next five years are

1990 $23,481,000
1891 5,635,000
1992 18,444,000
1993 32,588,000
1964 3,583,000

The weighted average interest rates shown on the
Statements of Capitalization relate to long-term debt cutstand
ing at December 31, 1989 The Company's obligations to repay
certain pollution control revenue bonds are secured by series
of first mortgage bonds and, in some cases, by subordinate liens
on the related pollution control facilities




. Notes (conunued)

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

The Company has lines of credit with banks that provide for
borrowings of up to $5,000,000 based on the prevailing prime
or similar interest rate. Short-term borrowings may be made
under these lines of credit on the Company's unsecured notes
The Company 18 required to pay commitment fees of 1/2%
assure the availability of these lines of credit. All of the cun
rent lines expire December 31, 1990, however, any unused
lines may be canceled by the banks ut any time

The Company also has a credit agreement with Edisor
whereby either company can borrow available funds from the
other by issuing unsecured notes at the prevailing prime m
similar interest rate. Under the terms of this agreement there
18 no maxim..m borrewing limit; however, the Company s
borrowing under this agreement is currently limited by the
PPUC to a total of $50,000,000. Either company can terminate
the agreemest with six months' notice

(7) Commitments, Guarantees and Contingencies:
Construction Program -

['he Company’s current budget forecast reflects expenditures
¢ approximately $227,000,000 for property additions and im
provements from 1990 through 1994, of which approximately
$34,000,000 18 applicable to 1990

The CAPCO companies are continuing to review the status
of Perry Unit 2. Currently, no significant work is being per
formed on the unit and the Company does not «’up;!;xf\;’.v
AFUDC. Until review of the status of Unit 2 has heen com
pleted, there will be no defined schedule for its completion
the const: uction estimates for the 1990-1994 period do not in
clude any amounts applicable to Perry Unit 2 if construction
of the unit were to be resumed. Possible alternatives being
reviewed with respect to Unit 2 include indefinite suspension
of construction on the unit, resumption of work on the unit
and termination of the unit. In accordance with the CAPCO
arran, ements, none of these alternatives may be implemented
withou the approval of each of the CAPCO companies

Duque. e u1gn' Company's (Duquesne) claimed “de facto
abandonment, tor rate making purposes, of its 13.74% interest
in Perry Unit 2 was accepted by the PPUC in a 1987 rate order
and Duquesne was allowed recovery of its investment in Perry
Unit 2 over a ten-year period. Duguesne has advised the PPU(
that it will not agree to the resumption of construction of Perry
Unit 2. Duquesne’s decision was independently made and does
not represent a decision on the purt of the Company to aban
won Unit 2 for rate making or any other purposes. However
any future decision on the status of Perry Unit 2 will have
to take into account Duquesne’s position and ways will have
to be found to accommodate this position if construetion on the
unit 1s to resums

Delay in the completion of Perry Unit 2 n be expocted t
I I

increase its total cost by amounts which are not presently
determinable. If a decision were made to terminate Unit 2
certain costs which are currently assigned to Unit 2 would be
reassign=d, where appropriate, to Unit 1. However, cancella
tion char g+ payable to contractors and other costs of termina
tion could be incurred. Pending completion of the CAPCO
review, the Company is unable to predict whether the cunstruc
tion on Unit 2 will continue or, if continued, on what basis
such continuation will proceed

Based on Section 520 of the Pennsylvania Public Utility Code
which speci/ical.y permits utilities to recover a return of, but
not a return uu, prudently incurred costs of any partially com
pleted facility when cancellation is found by the PPUC to be
in the public interest for any generating unit canceled after
October 10, 1985), the Company believes it could recover its
investment in Unit 2 with respect to its PPUC jurisdictional
customers. If a decision were made to terminate Perry Unit 2,
the Company’s reported net income would be reduced at that
time by the difference between the cost of Perry Unit 2 and
the present value of revenue to be collected from re tail jurisdic
tional customers applicable to the unit

The FERC has revised its policy with respect to recovering
the costs of terminated construction projects. As a result, if
Perry Unit 2 were terminated, the Company would be required
to write off one-half of its investment applicable to its FERC
jurisdictional customers if and to the extent that the FER(
revised policy 1s applicable. Under such circumstances, the re
maining costs, pius a return on the unamortized investment
would be recovered from its FERC i dictional customers

Guarantees -

The Company, together with the other CAPCO companies
has several guarantees of certain debt and lease obligations
in connection with a coal supply contract for the Bruce
Mansfield Plant. As of December 31, 1989, the Company's
share of the guarantee was $18,700,000. The price under the
coal supply contract, whit h includes certain minimum
payments, has been determined to be sufficient to satisfy the
debt and lease obligations. The Company’s total payments
under the coal supply contract amountod to $11,376,000

$11,317,000 and $6.630,000 during 1989, 1988 and 1987

respectivel

Under the coa supply contract, the Company s
Im payments are

$ 2,910,000

2 833.000
702.001
2,671,000
2,441,000

10.281.000




Energy Cost Rate Proceedings —

On January 22, 1988t e PPUC entered an order instituting
an investigation into the justness and reasonableness of the
Company's proposed ECR. The proposed ECR included, among
other things, five months of the costs of purchasing 12
megawatts of Perry Unit 1 capacity from Cleveland Electric
MNuminating Company (CED as provided in a 1980 agreement

among the CAPCO companies. The remaining 13 months of

the CEI purchase were to be reflected in a subsequent ECR
filing. On April 28, 1988, the PPUC disallowed all costs at
tributable to this purchase to the extent that such costs ex
ceed the Company's average energy costs. u June 16, 1989
the Commonwealth Court of Pennsylvania affirmed this deci
sion. The Supreme Court of Pennsylvania has agreed to hear
an appeal of the Commonwealth Court's decision. If this order
stands after appeal, it is currently estimated that net income
would be reduced by approximately $10,000,000. The Company
is unable to predict the ultimate disposition of this matter

Environmental Matters —

Various federal, state and local authorities regulate the Com
pany with regard to air and water quality and other en
vironmental matters. The Company estimates that compliance
requires additional capital expenditures of approximately
$6,000,000, which is included in the construction estimate
given above under “Construction Program” for the period 1990
through 1994

As part of the reauthorization of the Clean Air Act, legisla
tion has been introluced in Congress to address the so-called
“acid rain’’ proble:n. Various bills introduced would require
reductions in emissions of sulfur dioxide (SO,) and oxides of
nitrogen from utility power plants and other sources located
in several states, including Ohio and Peunsylvania. The Com
pany is unable to predict whether legislation will be enacted
and, if so, to what extent, if any, the emission limits at the
Company's plants would be affected. Sukstantial changes in
the emission limits could result in the need for changes in coal
supply, significant capital investments in flue gas desulfuriza
tion or other pollution control equipment or the closing of some
coal-fired generating capacity to assure compliance. If flue gas
desulfurization equipment were to be installed on all of its
generating units to achieve compliance, a circumstance that
may be physically impossible because of space limitations at
Sammis Unit 7, the Company estimates that the capital costs
associated with such installation could exceed $100,000,000

In April 1988, several states, the Province of Ontario and
several environmental groups petitioned the Environmental
Protection Agency (EPA) to conduct a rulemaking under Sec
tion 115 of the Clean Air Act. Section 115 is that portion of
the Clean Air Act which addresses pollution across interna
tional bounds: ~s. The petitioners claim that the FPA has

PENN POWER

already determined that sources in midwestern states con
tribute to air pollution which they allege is endangering public
health and welfare in Canada. The EPA is being asked to of
ficiallv confirm this determination. The EPA has informed the
petitioners that it does not presently have sufficient informa
tion to act on the petitions. On November 1 1988, the peti
tioners filed a petition for review in the U.S. Court of Appeals
for the District of Columbia challenging EPA's alleged
decision to reject their request for findings. The Company,
along with other electric utility companies and others, inter
vened in the appeal. Oral arguments are scheduled for
February 15, 1990. The Company is unable to predict the out
come of this proceeding

During the past several years, the U.S. Court of Appeals for
the Distriet of Columbia reversed several significant portions
of the EPA’s regulations on the methods used by the EPA to
determine the amount of stack height credit for establishing
individual source emission limits for SO,. Portions of the latest
EPA regulations were reversed and remanded by the Court
in January 1988 as a result of appeals by the Company, Edison
and others. Review of this decision was sought by environmen
tal groups before the U.S. Supreme Court and thereafter the
Company, Edison and others filed their own petitions for
review before that Court. The Supreme Court declined to hear
the case. After the EPA promulgates new regulations in con
formity with {ae final Court decision in this matier, Ohio and
Pennsylvania must then review their emission limits to en
sure coniormance with the new EPA regulations. Such review
could result in more stringent emission limits for some existing
plants and increased capital costs and operating expenses. The
Company is currently unable to predict the outcome of these
proceedings

In June 1987, the EPA announced regulations covering small
particulate matter emigsions from utility boilers. Although the
Company has an ownership interest in a generating unit in
one of the two counties in Ohio where EPA computer model
ing predicts excessive small particulate emissions will be
found, the Company is unable to predict the ultimate effect
of these regulations

With respect to the environmental matters described above,
the Company expects that any resulting additional capital
costs which may be required, as well as any required increase
in operating costs, would ultimately be recovered from its
customers




. Notes (contunued)

(8) Summary of Quarterly Financial Data (Unaudited):
The following summarizes certain operating results
by quarter for 1989 and 1988

March 31, June 30, September 30, December 31,
Three Months Ended 1989 1989 1889 1986

(In Thousands)

Operating Revenues 77,126 $78,736 $76.,763 74,413
Operating Expenses and Taxes 55,5646 55,0C1 58,079 59,824

Operating Income 21,580 18,736 18,684 14 689
Other Income and Deductions 264 481 337 1,149

Net Interest 9,857 10,269 10,481 10,682
Net Income $12,01% $ 5947 $ 8,540 $ 5,166

Earnings on Common Stock $ 9,257 $ 6,240 $ 5927 $ 2,663

March 31, June 30, September 30, December 31,
Three Months Ended 1688 1988 193 1988

(In Thousands)

Operating Revenues $60,199 $65,506 77,178 $75,486
Operating Expenses and Taxes 49,429 51,608 55,792 54,281

Operating Income 10,770 13,698 21,381 21,206
Other Income and Deductions 138 208 240 177

Net Interest 2,649 7,829 9,976 10,003
Net Income $ 8,359 $ 6577 $11,645 $11,379

Earnings on Cornmon Stock $ 5609 $ 3,827 $ 8915 $ 8,642
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- Rer ort of Independent Public Accountants

To the Board of Directors
of Pennsylvaniz Power Company

We have audited the accompanying balance sheets and state
ments of capitalization of Pennsylvania Power Company (a
Pennsy'vania corporation and wholly-owned subsidiary of Ohio
Edison Company) as of December 31, 1989 and 1988, and the
related statements of income, retained earnings, capital stock
and other paid-in capital, cash flows and taxes for each of the
three vears in the period ended December 31, 1989, These
financial statements are the responsibility of the Company s
management. Our responsibility 18 LG express an opinion on
these financial statements based on our audits

We conducted our audits in accordance with generally ac
cepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis
evidence supporting the amounts an? disclosures in the fnan
cial statements. An audit also includes assessing the account
ing principles used and significant estimates made by manage
ment, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable
basis for our opinion

In our opinion, the financial statements referred to above
present fairly, in all material respects, the finansial position
of Pennsylvania Power Company as of December 31, 1889 and
1988, and the vesults of its operations and its cash flows for
each of the three vears in the period ended December 81, 1989
in conformity with generally accepted accounting principles

The continued construction of Perry Unit 2 is currently be
ing reviewed by the CAPCO companies. As discussed in Note
7 to the financial statements, possiole alternatives being con
sidered include indefinite suspension, resumption of work and
termination of the Unit. Because the Company is unable t«
predict the results of the review, it cannot now predict if con
struction of Perry Unit 2 will be terminated and, if terminated
to what extent the Company's investment will be recoverable

As discussed in Note 7, on April 28, 1988, the PPUC issued
an Order in which it held that a portion of the costs associated
with a purchase of Perry Unit 1 capacity from the Cleveland
Electric llluminating Company should be disallowed. The
Supreme Court of Pennsylvania has agreed to hear the Com
pany's appeal of the Commonwealth Court of Pennsylvania’s
affirmat.on of the PPUC order. The Company is unable to
predict the ultimate disposition of this matter

"
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. Directors

H. Peter Burg
Senior Vice President of the Company's parent,

Ohio Ediean Company, Akron, Ohio
Robert H. Carlson

Consultant for and formerly President and Chief
Executive Officor of Universal-Rundle Corporation,
a plumbing fixture manufacturer,

New Castle, Pennaylvania

James R, Edgerly

Viece President, Secretary and
General Counsel of the Company,
New Castle, Pennsylvania

James E, Markle
President of the Company,
New Castle, Pennsylvania

Joseph J. Nowak

Executive Vice President, Operations,
Cyclops Industries, Inc.,

a manufacturer of steel products,
Pittsburgh, Pennsy\vania

Robert P. Randall

President of TRACO, a manufacturer
of aiuminum windows and doors,
Warrendale, Pennsylvania

William F. Reeher
Vice President of the Company,
New Castle, Pennsylvania

Justin T, Rogers, Jr.
Chairman of the rd of the Company, and President
of its parent, Ohio Edison Company, Akron, Ohio

Douglas W. Tschappat

Executive Vice President of the Company's parent,
Ohio Edison Company, Akron, Ohic

DIRECTOR EMERITUS
G. Leo Winger

Management Changes

G Leo Winger, & director of the Company since 1976,
retired from the board on March 22, 1984

Robert P. Randall, President of TRACO, was elected to
the Company's board on November 22, 1989

. Officers

Justin T. Rogers, Jr.
Chairman of the rd

James E. Markle

President

James R. Edgerly
Vice President, Secretary and Genera! Counsel

Robert P, Wushinske

Vice President and Treasurer

William F. Reeher
Vice President

Angeline Comparone
Assistant Secretary

Francis A. Fazzone
Assistant Treasurer

Clarence H. Kauffman

Assistant Treasurer

DIVISION MANAGER
James R. Topper

Mercer County

Mr. Rogers is president of the parent company
The principal employment of all other officers is
with the Company

REGISTRAR for Preferred Stock:
First Seneca Bank and Trust Company,
Washington Centre,

New Castle, Pennsyivania 161011547

TRANSFER AGENT for Preferred Stock.
Office of the Company,

New Castle, Pennsylvania 16103.0891

PRINCIPAL OFFICES:
| E Washington Street
P.O. Box 891
New Castle, Pennsylvania 16103.0891
(412) 662-5531

Pennsylvania Power Company is an
equal opportunity employer
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