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SELECTED FINANCIAL DATA

Operating Revenues
Operating Income
Net Income

Earnings on Common Stock

Cash Dividends on Common Stock
Total Assets

CAPITALIZATION:
Common Stockholder's Equity
Preferred Stock—

Long-Term Debt
Total Capitalization

CAPITALIZATION RATIOS:
Common Stockholder's Equity
Preferred Stock-—

Long-Term Debt
Total Capitalization

Pennsylvania Power Company
1993 1992 1991 1990 1989
(Dollars in thousands)
$_292.084 $ 315,458 $ _J21.845 3 318056 $ 313757
$_ 62777 $ 66525 $ 81102 $.65.992 $ 133588
$ 2137 $ 0956 340197 $ . 2353519 § 24,660
$..15.454 4430 .40 .LUS5Y £.2338
Return on Average Common Equity 5.9% 82% 122% 3% 86%
i zhw ; g7|276 ! z7|679 ; z7l67§ ! 27 972
$L18098)  §O8GISE L0200  $L001000  $L065.574
$ 254782 $ 261,518 $ 266,058 $ 262,059 § 274,158
Not Subject to Mandatory Redemption 50,908 41,905 41,905 41,905 41,905
Subject to Mandatory Redemption 20,500 30,362 34,282 38,722 59,662
440,555 398 630 408,443 431,146 411,473
$ 766,742 $ 732415 $ 750,688 $ 173832 $ 787,198
33.2% 5. % 54% 339% 34.8%
Not Subject to Mandatory Redemption 6.6 57 56 54 $3
Subject to Mandatory Redemption 8.7 42 4.6 5.0 7.6
: S1.5 244 4.4 231 323
1000% L0 00 l0g%  Joog%




MANAGEMENT’S DISCUSSION AND
ANALYSIS OF RESULTS OF OPERATIONS
AND FINANCIAL CONDITION

RESULTS OF OPERATIONS

Net income decreased approximately
$9,639,000 during 1993 compared to 1992. The
decrease was a result of nonrecurring charges
which reflect a $17,029,000 after-tax write-off in
the fourth quarter due to the termination of Perry
Unit 2 and expected resolution of fuel cost
recovery issues. The effect on 1993 net income
from these items was partially offset by a
$5.653,000 credit from the cumulative effect of a
change in accounting to accrue metered but
unbilled revenue (see Note 2)

The shutdown of Sharon Steel in November
1992 significantly reduced the Company’s retail
sales, which dropped 10.2% in 1993 compared to
1992, Industrial sales were down 27.6% during
the year as a result of the shutdown. Excluding
the effect of Sharon Steel, industrial and retail
sales increased 0.2% and 3.5%, respectively,
during 1993, Residential and commercial sales
were up 5.2% and 6.2%, respectively, over 1992
levels as a result of more extreme weather
conditions in 1993. A 28.1% drop in sales to
other utilities had an adverse effect on total
kilowatt-hour sales, which were down 15.6% in
1993 compared to 1992, The reduction in sales to
other utilities resulted from lower sales to Ohio
Edison (Edison) coupled with decreased demand
for bulk power in the spot market. Sales to
Edison decreased 40.3% and sales to non-
associated utilities fell 17.5% . Total kilowatt-hour
sales were up 3.8% in 1992 compared with 1991,
primarily due to a 25.6% increase in sales to other
utilities.

The following summarizes the sources of
changes in operating revznues during 1993 and
1992 as compared to the previous year:

1993 1992
(In millions)

Change in Sharon Steel revenue $(20.5) $6.7)
Change 1n retail kilowatt-hour sales 94 1.9
Change in average retail electric price 3.1 1.5
Salex to utilities 1.7 0.4
Other (1.5) (3.5)
NetDecrease TP TR YOO

As discussed in Note 3, the Company will not
participate in further construction of Perry Unit 2

and has abandoned it as a possible electric
generating plant. The unit was approximately
50% complete when construction was suspended in
1985. Based on section 520 of the Pennsylvania
Public Utility Code, the Company expects to
recover its investment in Perry 2 from its
customers. However, due to the anticipated delay
in commencement of recovery and taking into
account the expected rate treatment, the Company
recognized an impairment to its Perry Unit 2
investment of $24,458,000. As a result, net
income for the year ended December 31, 1993,
was reduced by $14,165,000.

The Company has taken steps to conserve
cash and improve earnings opportunities in light of
the adverse effects resulting from the shutdown of
Sharon Steel. The Company closed two old coal-
fired generating units in 1993 which is expected to
reduce annual operating costs by approximately
$3,200,000. This action will also eliminate the
need to make additional capital expenditures of
approximately $10,000,000 over the next five
years. In February 1993, the Company's Board of
Directors reduced the quarterly common stock
dividend to $.85 per share from the previous level
of $1.10 per share. This action reduced the
Company’s annual cash outlay for dividends by
approximately $6,300,000.

The 1993 decrease in fuel and purchased
power costs was due to reduced requirements
associated with the drop in sales. The decrease
was partially offset by a nonrecurring charge of
approximately $4,950,000 for the expected
resolution of fuel cost recovery issues (see
Note 1).

The increase in nuclear operating costs over
last year was mainly due to increased expenses
resulting from forced and scheduled outages.
Contributing to the increase were expenses
associated with performance results at Perry Unit |
during the year. As a result of mechanical
failures, Perry produced electricity for less than
half the year. The operating company is
undertaking significant corrective actions,
including additional maintenance work to be
performed during the refueling outage currently in
process and for the refueling outage scheduled for
1995. Work done during the outages is expected




to enhance systems and improve Perry’s
performance. The 1992 reduction in nuclear
operating costs resulted from additional costs, in
1991, of approximately $7,000,000 related to the
refueling of Beaver Valley Unit 1.

The decrease in other operating costs during
1993 was due primarily to last year's $13,900,000
increase in the provision for uncollectible
accounts. That decrease was partially offset by a
$3,400,000 charge in 1993 for a voluntary early
retirement program offered to production
department employees and additional costs of
$4,500,000 resulting from the January 1, 1993,
adoption of Statement of Financial Accounting
Standards (SFAS) No. 106, "Employers’
Accounting for Postretirement Benefits Other Than
Pensions. " The Company is deferring incremental
costs resulting from the adoption of SFAS No.
106, which are reflected in the change in
amortization of net regulatory assets compared
with the 1992 amounts.

Lower depreciation expense in 1993 reflects
depreciation rates that were reduced in 1993 as a
result of an updated depreciation study filed with
the Pennsylvania Public Utility Commission
(PPUC). The depreciation study takes into
consideration extended useful lives of certain
generation and distribution facilities.

Interest on long-term debt decreased in 1993
and 1992 compared to 1992 and 1991,
respectively, as a result of long-term debt
refinancings at lower rates. During 1993, the
Company issued approximately $153.000,000
principal amount of new debt at a weighted
average cost of 6.56% and redeemed
approximately $130,000,000 principal amount of
debt with a weighted average cost of 8.84%. The
Company also paid off all short-term debt that was
outstanding at the beginning of the year. The
1993 increase in other interest expense compared
to last year is due primarily to costs associated
with the debt refinancings. The 1992 reduction in
other interest expense, compared with 1991,
reflects reduced short-term borrowing in 1992 and
the absence of a 1991 provision for interest
associated with outage-related refunds and
estimated interest payable in connection with
federal income tax adjustments for prior years.

The electric utility industry is subject to the
same inflationary pressures as those experienced
by other industries. To the extent that the
Company incurs additional costs or receives
benefits resulting from the effects of inflation,
those effects are generally reflected in the

Company's electric rates through the traditional
rate making process,

CAPITAL RESOURCES AND LIQUIDITY

Despite the decrease in sales, the Company
improved its cash position compared to the end of
1992, All cash requirements for 1993 were met
with internally generated funds, with cash and cash
equivalents increasing by nearly $9,200,000 during
the year. All financing activities during the year
were for refunding purposes, as discussed above.

At December 31, 1993, the Company had
approximately $13,000,000 of cash and temporary
mnvestments and no short-term indebtedness. At
the end of the year, the Company had available
$35.000,000 of bank lines of credit and
$52.000,000 of bank facilities which may be
borrowed on a short-term basis at the banks’
discretion,

Capital requirements in 1993 for the
Company's construction programs, capital leases
and nuclear fuel were approximately $36,000,000.
The 1994-1998 construction program and capital
lease requirements are currently estimated to be
approximately $140,000,000 (excluding nuclear
fuel), of which approximately $27.000,000 applies
to 1994, The Company has additional cash
requirements of approximately $58,000,000 for the
1994-1998 period to meet maturities of, and
sinking fund requirements for, long-term debt
(excluding nuclear fuel) and preferred stock: of
that amount approximately $2,000,000 applies to
1994,

Investments for additional nuclear fuel during
the 1994-1998 period are estimated to be
approximately $38,000,000, of which
approximatzly $9,000.000 applies to 1994,

During the same periods, the Company's nuclear
fuel investments are expected to be reduced by
approximately $44,000,000 and $10,000,000,
respectively, as the nuclear fuel is consumed.

Sales by the Company of first mortgage
bonds and of preferred stock require that
applicable earnings coverage tests be met. With
respect to the issuance of first mortgage bonds,
other requirements also apply and are more
restrictive than the earnings test at the present
time. The Company is currently able to issue
$96.000,000 principal amount of first mortgage
bonds, with up to $15,000,000 of such amount
1ssuable against property additions; the remainder
could be issued against previously retired bonds.
The Company could issue approximately
$50,000,000 of additional preferred stock before



the end of the first quarter of 1994, For the
remainder of 1994, however, the earnings
coverage test contained in the Company's charter
precludes the issuance of additional preferred stock
due to the inclusion of the charge for the Perry

Unit 2 impairment in the earnings test. Additional
preferred stock capability is expected to be
restored in January 1995.

In January 1994 the Central Area Power
Coordination Group (CAPCO) companies reached
a settlement in connection with a 1991 lawsuit
against General Electric Company regarding the
Perry Plant. The settlement provides for cash
payments to the CAPCO companies and discounts
on future purchases from General Electric. This
settlement will not materially affect the Company's
results of operations in future years

The CAPCO companies filed suit against
Westinghouse Electric Corporation m 1991
alleging that six steam generators supplied by
Westinghouse for the Beaver Valley Plant are
defective and that replacement could be required
earlier than their 40-year design life. The
operating company has no current plans to replace
the steam generators and 1s evaluating the
feasibility of applying new technologies to repair
the generators. If the generators would need to be
replaced the capital costs to the CAPCO
companies could range from $100,000,000 to
$150,000,000 for Beaver Valiey Unit | based
upon the costs other utilities have experienced.
The Company has a 17.5% ownership interest in
Beaver Valley Unit 1.

The Clean Air Act Amendments of 1990
require significant reductions of sulfur dioxide and
oxides of nitrogen from the Company's coal-fired
generating units by 1995 and additional emission
reductions by 2000. Compliance options include,
but are not himited to, installing additional
pollution control equipment. burning less polluting
fuel, purchasing emission allowances from others,
operating existing facilities in a manner which
minimizes pollution and retiring facilities. In a
system compliance plan for the Company and
Edison submitted to the PPUC and to the
Environmental Protection Agency, the Company
stated that reductions for the years 1995 through
1999 are likely to be achieved by burning lower
sulfur fuel, generating more electricity at their
lower emitting plants and/or purchasing emission
allowances. The Company continues to evaluate

its compliance plan and other compliance options

as they arise. Plans for complying with the year
2000 reductions are less certain at this time.

OUTLOOK

The changing environment in the utility
industry is posing competitive challenges for the
Company. Many of these challenges are a result
of the Energy Policy Act of 1992. Others result
from attempts by large users of electricity to
choose their supplier. In order to meet the
competitive challenges that may lie ahead, the
Company is aggressively pursuing opportunities to
reduce costs, increase revenues, and improve
operating efficiencies, which, if successful will
improve its competitive position. The Company
and Edison are currently in the process of a
comprehensive review of their business operations
as part of a performance initiative, to further
identify opportunities for improvement. Operating
results should improve as a result of these
activities.




OPERATING STATISTICS Pennsyly

1993 1992 1991 1990 1989
REVENUE FROM ELECTRIC SALES (Thousands):
Residential $107,593  $104,133  $103,009 $99979  $101,794
Commercial . 65,332 62,554 61.172 58,646 57,004
Industrial , . 61,760 82.145 #7.908 88 407 90,523
Other | 8,751 8,633 8.645 8,269 8,640
Subtotal 243,436 257 465 260,734 255,301 257,961
Parent Company 8,759 15,311 14,576 16,591 11,719
Other Uulities 24,938 26.073 26,369 26,718 27,545
Total : : ;;77“30 $298 849 iml 679 §g9§|6 10 m
REVENUE FROM ELECTRIC SALES:
Residential : I8 8% 34 9% 34 1% 335% 34.2%
Commercial . 236 209 203 196 192
Industrial 23 27.5 29.1 296 305
Other 31 2.9 2.9 28 29
Subtotal 87.8 862 R6 4 B5.S 86.8
Parent Company 32 51 48 56 ER
Other Utilities 9.0 8.7 88 89 93
Total . 100.0% 100.0% 100.0% 100.0% 100.0%
KILOWATT-HOUR SALES (Millions):
Residential 1,108 1,050 1,061 1,019 1,024
Commercial 831 782 772 732 698
Industrial 1.212 1,674 1,823 1,795 1,809
Other 139 138 138 135 137
Subtotal 3,287 3.644 1,794 3,681 3,668
Parent Company 469 786 556 743 I88
Other Utilities ! ! 748 908 790 847 949
Total ! : ! : 4,504 5,336 5,140 5271 3,005
CUSTOMERS SERVED AT DECEMBER 31:
Residential : 123,316 121,879 120,537 119,530 118,285
Commercial ! ! ! 15,593 15,348 15.127 14,948 14,718
Industrial 22 238 243 257 264
Other 97 100 100 117 ils
Total 139,227 137,562 136,007 134 852 133 382
Average Annual Residential Kilowatt-Hours Used 9.017 8,672 8,839 8,585 8,717
Retail Price per Kilowatt-Hour (Cents) 7.49 7.66 789 7.09 6,33
Kilowatt-Hours Generated (Millions; ! 4,190 4.659 4,135 4,525 4,040
Peak Load (Megawatis) 690 734 739 700 683
Cost of Fuel per Million BTU $ 128 $ 1.26 $ 1.2 § 127 $ 1.26
Generating Capability
Coal ; ! 74.6% 74.6% 74 6% 74.6% 74.6%
Ou e 2.8 28 2R 28 28
Nuclear 22.6 22.6 22.6 226 22.6
Total . 100.0% 100 0% 100.0% 100.0% 100.0%
SOURCES OF ELECTRIC GENERATION:
Coal . ! 76.8% 68 3% 729% 68 4% 76 6%
Nuclear 23.2 317 27.1 31.6 234
Total e 100.0% 100.0% 100.0% 100.0% 100.0 %

NUMBER OF EMPLOYEES AT DECEMBEK 31 1,388 1,432 1,432 1,658 1,675
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BALANCE SHEETS Pennsylvania Power Company

At December 31, 1993 1992
(In thousands)
ASSETS
UTILITY PLANT:
In service, at onginal cost $1,209,961 $1,138 408
Less— Accumulated provision for depreciation - 3453 365,251
815,431 773,157
Construction work in progress-
Electric plant (Note 3) : ! ! 10,996 60,239
Nuclear fuel 8,604 15,805
19,600 76,044
-..835,031 849.20
OTHER PROPERTY AND INVESTMENTS ! 15,064 15,258

CURRENT ASSETS:
Cash and cash equivalents ‘ ! ; 12,819 1,663
Accounts receivable-

Customers (less accumulated provisions of $559.000 and $429 000,

respectively, for uncollectible accounts) (Note 2) : 2% 28,122 19,514
Parent company . . : 19,737 15,170
Other , o 17,427 14 418

Materiais and supplies, at average cost—
Fuel : Lok : 4,350 R, 547
Other o vu an AN 12,088 12,557
Prepayments ‘ : 4,868 2,528
— 4 — 16327

DEFERRED CHARGES:

Regulatory assets - B o 222,301 38,984
Other . . . . slieia s ! —N 6318
231,477 45,302
FINTIE KRTTRET

CAPITALIZATION AND LIABILITIES

CAPITALIZATION (See Statements of Capitalization)

Common stockholder's equity ; e n ; $ 254,782 $ 261,518

Preferred stock—
Not subject to mandatory redemption . da, ! T §0,905 41,908
Subject to mandatory tedemption A . - o 20,500 30,362

Long-term debt—
Associated compaties ! g 16,401 21,567
Other ) . . o 424,154 377,063
766,742 732,415

CURRENT LIABILITIES:
Currently payable preferred stock and long -term debt—

Associated companies ’ SmEls : 10,216 10,633
Other 4w B v S - 1,788 30,246
Nates payable to banh (Note 7) ! o ) - 15,000
Accounts payable—
Assocuated companies o . e g o 7,788 8,329
Other ! : : ) ‘ 12,680 25,480
Accrued taxes ! ) Lyis s o o 6,658 9 548
Accrued interest LV A S ! ‘ ) o 9924 8,971
Other o = B o ! T & iRl 1408 16,195
533,329 k28,402
DEFERRED CREDITS:
Accumulated deferred income taxes ! MePls 273,319 74,336
Accumulated deferred investment tax credits . . . 33,560 349
Other . . ! . 24,032 20,084
330,912 129341
COMMITMENTS, GUARANTEES AND CONTINGENCIES (Notes § & %) : I
FINTTXCE FMTRED

The accompanying Notes to Financial Statements are an integral part of these balance sheets
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oo ‘ N Wi
H % q’l, Dollars Th Thousands, excepl per share amounts) “ﬁ iﬂ!

COMMON STOCKHOLPER'S EQUITY:

Common stock, $30 par value, 6,500,000 shares authorized, 6,290,000 shares outstanding $18%,700 $188,700
Other paid-in capital ! j i ! : w, (210 41
Rete ‘ned earmings (Note 6a) . 66,392 72,977

Total common stockholder's equity > g ' . \ 254 782 261,518

Number of Shares

PREFERRED STOCK (Note 6h):
Cumulative, $100 par value—
Authonzed 1,200,000 shares

Not Subject to Mandatory Redemphun

4.24% 40,000 40,000 $ 10313 $ 4,125 4,000 4,000
4205% \ 41,049 41,049 105.00 4310 4,108 4,108
464% 60,000 60,000 102.98 6,179 6,000 6,000
7 64% 60,000 60,000 101.42 H (085 6,0KK) 6,000
TI5% ! 250,000 - 100 00 25,000 25,000 — |
8.00% . 58,000 8,000 102.07 5.920 5,800 5.800 J
8 48% - B0,000 - - - 8,000 |
9 16% = 80,000 = - 8000
Total not sub,cu to mandatory redemption 509,049 419 049 51,619 50,905 41,905
Subject w0 Mandatory Redemption (Note 6¢)
7.625% 150.000 150,000 $ 107.63 $ 16,144 15.060K6) 15,000
R24% TR v ~ 45,000 - = =] 4,500
11.00% 31616 11,616 102.75 372 362 1.162
11.50% - 60,000 - & - 6,000
1100% . 60 000 70,000 10715 6,429 6,000 7,000
Redemption within one year (862) (3.300)
Towl subject to mandatory redemption PAERIL Ji6616 $ 22,945 20,500 30,362

LONG-TERM DEBT (Note 6d):
First mortgage bonds—

4.375% due 1993 : . o b if s 0,3 - 9,000
G000% due 1996 ol o Lo LA : 50,000 $0,000
RO00% due 1999 ) ‘ i ‘ : . 74 - 12,000
9.740% due 19992019 J ; P . 20,000 20,000
7875% due 2001 ! i o ! 12,000
5.000% du. 2001 : ; - 10,000
7.625% due2002 . A e . ‘ . - 12,000
7500% due 2003 . ! ; : ’ ) T 40,000 40,000
6 375% due 2004 ) y kL il 50.000 -
6.625% due 2004 . . : , I ] : 20,000 -
R 780% wue 2006 o 1 - ; TITES e : — 15,000
R.S00% due 2022 o o 2 : . e o 2 -1 - X 50,000 50.000
7.625% due 2023 ol cabor ol o Bl ! Vi, 40,000 —
Total first mortgage bunds .l o ik v " 3 | LW E, = _270,000 230,000
Secured notes and obligation—
7.900% due 19932001 ! o ! i . L BN Sy S - 950 i
§750% due 19932003 . . . ! bl | L NS -— 2,850 '
T300% due 19932002 . ; \ T RRT W = 23K |
11.080% due 1995 . . 1wy ; ; - 20,000
12 4%0% due 1995 ... . . s = 20,000
4.750% due 1998 - [y . h=a=ure 850 -
6750% due 19982007 ="zl 7 ‘ . ol - 10,600
6 080% due 2000 o = ey | N el g 23,000 -
S 400% due 2013 . ‘ s i ' ! . 1,000 -
8 9R0O% due 2013 e , , , n® . - 4,200
5.000% due 2013 | - ; y ’ i - 1,000
12.000% due 2014 | Le i ! I Lk v s 12,700 12,700
RI25% due 2018 . ‘ : " . ; o 14,250 14,250
5400% due 2017 . . oD i Ll 10,600
7.150% due 2017 b ; ; . 17,925 17.925
$900% due 2018 . ; ‘ " T shs " : 16,800 16,800
RI100% due 2018 ; 2 y s i ; . 10,3060 10,300
8 100% due 2020 ' o : LB 5,200 5,200
7.150% due 2021 . ; ] ] ! 3 ! 1 s . 14 482 14,482
6.450% due 2027 . .. i J ! . Il 14,500 14,500
S 450% due 2028 ! . = I -y " Sk i e 6,950 -
S 950% due 2029 o . : 3 vy e 238 —
Total secured notes and ot\hgaoun . , iy nhd : 148,798 165,995
Other obligations—
Nuclear fuel . g ; L L LB ) - . - WY, v 25,893 31,158
Capital leases (Note 9) « s fna e Ly © W N 8,690 9,862
Total other obligations Py y ; o 34 583 41,020
Net unamortized discount on debt \ : : St x : ! (1,681) (R06)
Long-term debt due within one year ! e ) Ilpom n Bl ¥ (11,142 (17,579
Total long-term debt , R . oy ST ey e, _440,555 398,630
TOTAL CAPITALIZATION = o St ol b 5766742 $732.415
8 The accompanying Notes to Financial Statements are an mwgnl part of these statements.
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STATEMENTS OF CASH FLOWS

Pennsylvania Power Company

For the Years Ended December 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments o reconciie net income (¢ net cash trom operating activities
Provision for deprecition
Nuclear fuel and lease amortization
Deferred income taxes, net
Investment tax credits, net
Deferred revenue
Allewance for equity funds used during construction
Deferred fuel costs, net
Cumulative effect of an accounting change for
unbilled revenues
Perry Unit 2 termination
Fax surcharge amortizaton (defermal) net
Internal cash before dividends
Receivables
Matenals and supphes
wnts payahle

vt cash provided fram operating activines

CASH FLOWS FROM FINANCING ACTIVITIES:
New Financing

Preferred stock

Long-term debt

Notes payable, net
Redemptions and Repayments

Preferred stock

Long -term debt

Notes payable, net
Dividend Payments

Common stock

Preferred stock

Net cash used for financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Property additions
Loan payment from parent
Other

Net cash used for (provided from) investing activities
Net increase (decrease) n cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

SUPPLEMENTAL CASH FLOWS INFORMATION:
Cash paid during the year—

Interest (net of amounts capitalized)

Income taxes

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

I’.;-o

$ 21,317

29,260
8,812
10,261
(1,361
237)
199

(5,653)
24 458
87,056
(£.974)
4,666
4,196

(6,178)
83,766

24,654
149,867

28,970
145,509
15,000

21,386

£,639

42,283

31,328

—
2.
9,156
__ 3663

$ 12,819

$ 32,39
10,403

1992
(In thousands)

$ 10,950

30 K56
13, 866
(446)
{959
19,517
114)
2,745

2,377
9% TON
19.077
{3,870)
(8.BR6)
(11,560)
93 559

15,000
102,914
7000

20,612
137,343

27.676
5448

67,165

$37.111
31,312

1991

$ 40,197

29,166

11,061

(R,575)
2,784

17 787

(930)

(2,377
109,083
(11,983

204K
7.449
4.539

111,136

31.696

20,223
74 968
29,000

27,676

7,698

127,869

24 296
(37.000)
__107
(11,997
(4,736)
8814
i 4|(I78

$ 39,882
23,649




STATEMENTS OF TAXES

For the Years Ended December 31,

GENERAL TAXES:
State gross receipts
Real and personal property
State capital stock
Socwl secunty and unemployment
Other A
Tow! general taxes

PROVISION FOR INCOME TAXES:
Currently payable—

Federal

State

Deferred, net—
Federal
State

Investment tax credits, net of amortization
Total provision for meome taxes

INCOME STATEMENT CLASSIFICATION OF
PROVISION FOR INCOME TAXES:
Oper=ting expenses
Other 1 'come
Cumulnsive effect of a change in accounting
Total provision for income taxes

RECONCILIATION OF FEDERAL INCOME TAX EXPENSE AT
STATUTORY RATE TO TOTAL PROVISION FOR INCOME TAXES:

Book income hefore provision for income taxes
Federal income tax expense al statutory rate
Increases (reductions) in taxes resulting from
State income taxes, net of federal income tax benefit
Amortization of investment tax credits
Excess of book over tax depreciation. net
Amortization of tax regulatory assets .
Other, net /
Total provision for income taxes

SOURCES OF DEFERRED INCOME TAXES:
Excess of ax over book depreciation, net
Infference berween tax and book revenue, net
Deferred fuel costs
Deferred loss on rncqmred debt, net
Amortization of deferred interest on leased nuclear fuel
Alternative minimum tax credits utilized
Pension costs
Recoverable tax s\m.lnrge CONtS
Other, net . . .. .

Net deferred income taxes

ACCUMULATED DEFERRED INCOME TAXES AT DECEMBER 31, 1993:

Property basis differences
Allowance for equity funds used dumw construotion
Deterred nuclear expense !
Customer recervables for future mcome taxes
Unamortized investment tax credits |
Alternative munimum tax credits
Other bt !
Net deferred income tax hability

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

Peansylvania Power Company
1993 11991
(In thousands)
$10,754 $10,623 $11.422
6,712 6,762 6,702
2,000 2282 2,457
2,643 2,067 1,822
482 458 295
YT TR VYN TS S VX
$3,292 $14,933 $20.454
716 7,551 10,142
4,008 22,484 30,596
10,038 254 (3,259)
9 (700) (5,316)
14,326 (446) (B,57%)
(1,361) (959 2,784
ng.ﬂ; $21.079 224&25
$23,196 21,069 $23,756
(16,331 10 1,049
4,108 — —~
ﬂg.ﬂ; ﬂl !!79 ,!24&)2
;ﬂ.&g 82,035 %gs IQ"
13,402 $17.692 22,101
3,255 4,522 3,185
(1,361) 2,279 (1,831)
- 2,863 2,067
1,376 - -
(699 (1,719) {711
i] 6,973 ig 1,079 $24 805
$1.370 $6.736
(6,835) (15,363)
(1,042) (1,380)
1.608 3159
(1,144) (1,123)
5,843 2 908
1,329 1,120
(978) 978
— 599 L2810
$_(446) $ (8379
§$163,828
40,958
8,914
56,781
(14,124)
(9,646)
26,608
$273,319




FUEL COSTS




recoverable from its customers. The Company has
approximately $3,500 000 invested in external
decommussioning trust qunds as of Decermber 31,
1993, Earnings on these funds are recorded as an
addition to the trust investment with a
corresponding increase to the depreciation reserve

The Company has also recognized an
estimated liability of $3,192,000 related to
decontamination and decommissioning of nuclear
enrichment facilities operated by the United States
Department of Energy (DOE), as required by the
Energy Policy Act of 1992, The Company
recovers these costs through its ECR.

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 i1s obligated to
pay a share of the costs associated with any jointly
owned facility in the same proportion as its
ownership interest. The Company’s portion of
operating expenses associated with jointly owned
facilities 1s included in the corresponding operating
expenses on the Statements of Income. The
amounts reflected on the Balance Sheet under
utility plant at December 31, 1993, include the

following:
Utility  Accumulated Construc- Company's

Plant Provision tion Owner-
Generating in for Work in ship
Units ____ Service Depreciation Progress Interest
(In thousands)
W H. Sammis #7 S S6.000  $ 17,200 20 80%
Bruce Manshield
#1. #2 and #3 KO () 17,200 1000 ST6%
Beaver Valley #1 222,906 82,100 1,700 17.50%
Perry #1 336,400 46,600 1,500 5.24%
'1'93{ $704 900 $18 100 )&&Uﬂ

NUCLEAR FUEL~-OES Fuel, Incorporated
(OES Fuel), a wholly owned subsidiary of Edison,
is the sole lessor for the Company’s nuclear fuel
requirements

Minimum lease payments during the next five
years are estimated to be as follows:

1994 $9 845,000
1995 X001 ,000
1906 4,292,000
19497 2,414 000
1998 1,114,000

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
DOE

ALLOWANCE FOR FUNDS USED

DURING CONSTRUCTION—AFUDC
represents financing costs capitalized to
construction work in progress (CWIP) during the
construction period. The borrowed funds portion
reflects capitalized interest payments, and the
equity funds portion represents the noncash
capitalization of imputed equity costs. AFUDC
varies according to changes in the level of CWIP
and in the sources and costs of capital. The
AFUDC rates (excluding nuclear fuel interest)
were 3%, 6.4% and 6 8% in 1993, 1992 and
1991, respectively. Capitalization rates for interest
on nuclear fuel were 3.4%, 4.3% and 6.7% in
1993, 1992 and 1991, respectively.

INCOME TAXES-—Details of the total
provision for income taxes are shown on the
Statements of Taxes. The deferred income taxes in
1992 and 1991 resulted from timing differences in
the recognition of revenues and expenses for tax
and accounting purposes.

All investment tax credits which were
deferred when utilized are being amortized c.er
the estimated life of the related property. The
Company has $9,646,000 of alternative minimum
tax credits available to offset future federal income
taxes payable; such credits may be carried forward
indefinitely.

The Company adopted Statement of Financial
Accounting Standards (SFAS) No. 109,
“Accounting for Income Taxes,” on January i,
1993 which requires the liability method to be
used to account for deferred income taxes. Under
this standard, deferred income tax liabilities related
to tax and accounting basis differences must be
recognized at the statutory income tax rates in
effect when the liabilities are expected to be paid.
The components of accumulated deferred income
taxes as of December 31, 1993, are disclosed on
the Statements of Taxes.

The Company is included in Edison’s
consolidated federal income tax return, The
consolidated tax liability is allocated on a separate
company basis, with any tax losses or credits paid
to the Company when earned.

RETIREMENT BENEFITS—The
Company’s trusteed, noncontributory defined
benefit pension plan covers almost all full-time
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has an annual sinking fund requirement for 7,500
shares beginning on October 1, 2002

Preferred shares are retired at $100 per share
plus accrued dividends. The Company's sinking
fund requirements for the next five years are
$862,000 in 1994 and $500,000 in each year from
1995 through 1998

(d) LONG-TERM DEBT—The first mortgage
indenture and its supplements, which secure al! of
the Company's first mortgage bonds, serve as
direct first mortgage liens on substantially all
property and franchises, other than specifically
excepted property, owned by the Company .
Maturing long-term debt (excluding capital leases)
during the next five years are $50,000,000 in 1996
and $850,000 in 1998

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

7. SHORT-TERM FINANCING
ARRANGEMENTS:

The Company has lines of credit with banks
that provide for borrowings of up to $35,000,000
under various interest rate options.  Short-term
borrowings may be made under these lines of
credit on the Company's unsecured notes. To
assure the availability of these lines, the Company
is required to pay commitment fees of 0.15% to
0.5%. These lines expire at various times during
1994

The Company also has a credit agreement
with Edison whereby either company can borrow
funds from the other by issuing unsecured notes at
the prevailing prime or similar interest rate. Under
the terms of this agreement the maximum
borrowing is limited only by the availability of
funds, however, the Company's borrowing under
this agreement 1s currently limited by the PPUC to
a total of $50,000,000. Either company can
terminate the agreement with six months’ notice.

8. COMMITMENTS, GUARANTEES AND
CONTINGENCIES:

CONSTRUCTION PROGRAM —The
Companv’s current forecast reflects expenditures
of approximately $140,000,000 for property
additions and improvements from 1994 through
1998, of which approximately $27,000,000 is

applicable to 1994 Investments for additional
nuclear fuel during the 1994-1998 period are
estimated to be approximately $38,000,000, of
which approximately $9,000,000 applies to 1994,
During the same periods, the Company's nuclear
fuel investments are expected to be reduced by
approximately $44 000,000 and $10,000,000,
respectively, as the nuclear fuel is consumed.

NUCLEAR INSURANCE—The Price-
Anderson Act limits the public liability relative to
a single incident at a nuclear power plant to
$9.396,000,000. The amount is covered by a
combination of private insurance and an industry
retrospective rating plan. Based on its present
ownership interests in Beaver Valley Unit 1 and
Perry Unit 1, the Company's maximum potential
assessment under the industry retrospective rating
plan (assuming the other CAPCO companies were
to contribute their proportionate share of any
assessments under the retrospective rating plan)
would be $18,100,000 per incident but not more
than $2,300,000 in any one year for each incident.

The Company 1s also insured as to its interest
in Beaver Valley Unit | and the Perry Plant under
policies issued to the operating company for each
plant. Under these policies, up to $2,750,000,000
1s provided for property damage and
decontamination and decommissioning costs. The
Company has also obtained approximately
$53,000,000 of insurance coverage for
replacement power costs for its interests in Beaver
Valley Unit 1 and Perry Unit i. Under these
policies, the Company can be assessed a maximum
of approximately $2,600,000 for accidents at any
covered nuclear facility occurring during a policy
year which are in excess of accumulated funds
available to the insurer for paying losses.

The Company intends to maintain insurance
against nuclear risks as described above so long as
it 1s available. To the extent that replacement
power, property damage, decontamination,
Jdecommissioning, repair and replacement costs and
other such custs arising from a nuclear incident at
any of the Company’s plants exceed the policy
limits of the insurance from time to time in effect
with respect to that plant, to the extent a nuclear
incident is determined not to be covered by the
Company’s insurance policies, or to the extent
such insurance becomes unavailable in the future,
the Company would remain at risk for such costs

GUARANTEES--The Company, together
with the other CAPCO companies, has severally
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