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Ohio Edison System

The Ohio Edison System is the 17th largest investor-
aswned electric system in the United States, based on
total kilowatt-hour sales, and consists of Chio Edison
Company and its wholly owned subsidiary, Pennsylvania
Power Company. Ohio Eclison, headquartered in Akron,
Ohio, provides electric service to about 840,000
customers. Penn Power, in New Castle, Pennsylvania,
serves about 125,000 customers. The System’s service
area covers approximately 9,000 square miles and 'n-
cludes several of the most highly industrialized cities
and agriculturally productive regions in Ohio and
Pennsylvania. Ohio Edison has a second wholly owned
subsidiary, Ohio Edison Finance N.V., a Netherlands
Antilles (West Indies) corporation which was established
in 1981 to expand the Company's capital market access
to foreign investors.
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Financial Highlights

ded December 31 1982

24,025.5
$1,429.6
432.7
299.6
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310.4
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$1.89
2.13

$1.76
$185.8

649.9
1243

$774.2
683.5
13.5%

‘The quarterly dividend was increased to 45 cents per share ($1.80 on an annual basis) effective
with the March 31, 1983, dividend.

Source
of 1982 Income Residential Sales 31°%

Distribution
of 1982 Income Fuel Expense 27%

Depreciation and Amortization 7%

Operating Taxes 13%

S et avred and Pretere e Dividends
Common Stock Dividends 8°
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extraordinary gain of 24 cents per share,
or $20.2 million, to 1982 earnings, and
it eliminated $£53.4 million in long-term
debt, thereby reducing future interest
charges and strengthening our capital
structure.

The Companies also were granted new
rates during the year that should add
about $135 million to annual revenues.
However, this amount is 27.3 percent
less than the $185.8 million we needed
1o meet our Increasing costs and provide
a fair return on stockholder investment

As you may recall, the PUCO late in
1981 ordered an independent marage-
ment study of Chio Edison. On January
11, 1982, the Commission-appointed
consultants undertook a five-month
review of the Company's management
and operations. In their final report to
the PUCQ, the consultants found the
Company to be a “well-managed utility
enterprise. ' They noted that while the
Company ‘“‘confronts an unusually com-
plex array of strategic challenges
management has recognized the dimen-
sions of these challenges and has
developed approprate strategic ap-
proaches to them '~ The consuitants
also offered some recomrnendations
they felt could further strengthen opera-
tions. These have either already been
implemented or are undergoing further
study to determine whether they are
practical and cost-effective.

We are proud of our achievements and
confident in our proven ability 10 con-
tinue moving the Company forward. As
we look ahead, we see four areas that
could have important effects on our
Company's future and will require our
concentrated attention: changes in utiiity
regulation; financing to complete con-
struction projects. new and more costly
environmental regulations; and the
general economy of our service area

« We witnessed some major changes in
utility regulation in 1982. The most signif-
icant was a new Ohio law that changes
the process 2f selecting PUCO com-
missioners and establishes specific
qualifications for commissioners. Also, a
new law in Pennsylvania prevents utili-
ties such as Penn Power from including
plant construction costs in rates until
a project is complete. The result will
be higher and sharper customer rate
increases when a plant is placed into
service. We cannot yet fully assess how
these and other changes will affect our
future earnings, but we will adjust our
strategies to deal with these changes.

Fortunately, we won't have 10 deal with
the politics of elected PUCO commiis-
sioners because Ohio voters overwheim-
ingly defeated such a proposal on the
baliot last fall We are deeply indebted
to our many Ohio stockholders and
employees who heiped defeat this
proposal, which would have eventually
resulted in higher costs 10 consumers

« Completing our plant and environmental
construction program will require us 1o
raise about $1.4 billion over the next six
years. Acquiring these funds wul be a
very demanding task. especially in the
current economic and regulatory climate
—but it is achievable, We will continue
1o develop the necessary methods to
finance these projects as economically
as possible.

« Even though our current environmental
program will be completed in 1984, at
a total cost of more than $511 million,
new federal legisiation already being
considered could cost coal-burning utili-
ties billions of dollars more to comply
with so-called “acid rain’” standards. We
must in good conscience cppose any
“quick-fix'" legislation directed at cor-
recting an environmental phenomenon
about which too little is known. Sufficient
research must be conducted to identify
the true causes of acidic precipitation
and the most cost-effective remedies
Again, we gratefully acknowledge the
support we've received from our stock-
holders and employees in bringing our
concerns about this matter to the at-
tention of lawmakers in Washington

* The national economy wili continue to
impede our financial performance in
1983, but we do see some early signs
that the economy is headed toward
improvement. Two of the most impor-
tant signs, ecpecially for us, are the

sharp drop in infiation and the steady
decline in interest rates to more reason-
able levels. For a capital intensive in-
dustry like ours, these current trends
will help us hold down operating and
financing costs and will ultimately
benefit our stockholders and customers.

With respect o long-term economic
growth. we are encouraged by the 65
new or expanding commercial and
industrial projects underway In our
service area that will eventually result
in more jobs and saies of electrncity
Industry continues to benefit from the
area’s many important assets, includ-
ing skilled labor, geographic location,
transportation and others—not least of
which is a reliable supply of reasonably
priced electricity

Like our service area, we, t00. have the
assets that can help assure our success
and growth. We have a solid manage-
ment team, an efficient operation and
much-appreciated stockholder support
These strengths, combined with the con-
tinuing dedication of employees, will not
only enable us 1o continue providing cus-
tomers with high-quailty electric service,
but aiso to protect and improve your in-
vestment in the Company

MV‘. /Z,“LXS

Justin T Rogers, Jr.
President
March 1, 1983



Review of Operations
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Regulatory and Financial Activities

ew Rates Granted

Uniike most industries, the prices we
charge are subject to regulatory ap-
proval. We must, therefoie, continually
assess our needs and request new
rates as necessary 1o meet the
increasing costs we face in producing
the electricity customers need. During
the year. the Companies were granted
$135 million in rate increases, either on
a permanent basis or an intenm basis
by federal and state regulatory commis-
sions. Ohio Edison has aiso filed for an
increase which should become effective
in the early fall of 1983 and, if granted
in the full amount requested, would add
$171.3 milhion to annual revenues

In our most recent rate case. the PUCO
granted a 13.02 percent rate of return
which included an allowance intended
to provide Ohio Edison with a basis for
amortizing the expenses associated with
four nuclear units tha! were terminated
in January 1980. (See Note 2 to the
Consolidated Financial Statements.) The
Company's after-tax share of those ex
penses was approximately $54 milhon
Aiso, in January 1983, the Pennsylvania
Public Utiity Commission said that
Penn Power will be permitted to recover

ts $10 miliion after-tax share of costs of
the units through electric rates. The
recovery will take place over a ten-year
period beginning with the effective date
of Penn Power’'s next rate increase

PUCO Structure Revised

A new Ohio law which affects several
aspects of state utihty regulation was
enacted during the summer and be-
came effective January 11, 1983 The
PUCO commussioners will now be
appointed by the Governor from a list of
candidates nominated by a 12-member
council representing consumers, regu-
lated utiihes, senior citizens. business
labor and other groups. The law also
expands the Commuission from three 1o
five members. prohibits the use of a
fully projected test year for rate-making
purposes, and iImposes time imits, in
certain circumstances, on filing rate
ncrease requests

Diverse Sources of Capital

While raising the necessary funds for
construction, we have been very suc
cessful in diversifying sources of funding
and thus lowering overall financing
costs. The July sale of Eurobonds 1o
foreign investors through our Ohio
Edison Finance NV subsidiary tapped
an aiternative capital market when
domestic marke! conditions were less
favorable. Also, when two issues of
poliution contro! revenue bonds were
sold in April and September, arrange-
ments were made 10 secure each i1ssue
with a bank letter of credit. In doing so
Standard and Poor's Corporation gave
those issues its highest rating (AAA), en-
abling us to save millions of dollars in
interest charges over the life of those
secunties And at the end of 1981 and
in 1982, arrangements were made 1o
reduce the financing costs of nuclear
fuel through the formation of two special
corporations, unrelated to the Com-
panies These corporations will finance a
portion of the Companies nuclear fuel
requirements and lease the fue! 10 us
In addition to the pubiic sale of 10
milion shares of common stock, 2 7
million shares were exchanged for
$£53.4 million principal amount of ou!
standing Ohio Edison first mortgage
bonds The exchange resuited in an
extraordinary gamn of $20 2 million in
1982 earnings. and more importantly

mproved our capital structure ratios
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System Construction Program

lant Construction Progresses
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Alternative Generation Studied
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Customer Relations and Employee Development
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Management’s Discussion and

of

Anaiysis
Resui's of Operations and Financial Condition
“__

Results of Cperations

Results of operations in 1982 continued to improve from the
prior year with the Company experiencing increases of 6.9%,
9.5% and 10.7% in income before extraordinary items, net
income and earnings on common stock, respectively.
However, due to the increased number of shares of common
stock outstanding during the year, earnings per share fell by
10G% and 7.4% before and after extraordinary items,
respectively. The Company achieved a rate of return on
average common equity in 1982 of 13.5% compared to 1981's
14.6% . Excluding the effect of extraordinary gains in both
years and the settiement of a claimed Pennsylvania tax liability
in 1981, the rate of return on average common equity would
have been 12.3% and 12.9% in 1982 and 1981, respectively,
compared 10 9.7% for 1980,

Rate increases received by the Companies in 1982, amounting
to $135,000,000 on an annual basis, accounted for approxi-
mately 90% of the increase in operating revenues for the year
Increased fuel-related revenues and short-term power sales

to other utilities contributed the remainder of the increase.
Adversely affecting 1982 revenues was a decline of approxi-
mately 18% in kilowatt-hour sales to industrin! customers,
reflecting the depressed economic conditions in the Compar iies’
service territories. In 1981, as in 1982, increased rates were
the major factor in the increase in operating revenues, account-
ing for approximately two-thirds of the total increase. The
remainder was due primarily 10 increased sales of short-term
power 1o other utilities.

The effect of deferral accounting, which matches fuel expense
with the amount recovered in revenues, was the prime factor in
the reported fuel expense increase for 1982. Substantially off-
setting this increase were decreased quantities of fuel con-
sumed and decreased coal prices. The increase in fue! expense
for 1981 was primarily due to greater quantities of fuel con-
sumed, but also was affected by fuel price increases. In that
year, the effect of the Companies’ deferral accounting served
to reduce total fuel costs.

Power purchases which were made in order to sell short-term
power to other utilities accounted for a substantial portion of
the increases in purchased and interchanged power, net, in
1982 and 1981. Increased purchases of low-cost power
resulting from the Companies’ contractual obligations to Ohio
Valley Electric Corporation were also responsible for the 1982
increase. Combining short-term sales to other utilities (which
are reported in operating revenues as described above) with
net purchased and interchanged power, resulted in net power
deliveries of approximately $49,100,000 and $44,600,000 in
1982 and 1981, respectively.
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The scheduied outage of Beaver Valley Unit No. 1 during the
first half of 1982 for refueling and certain modifications was
responsible fcr approximately two-fifths of the increase in 1982
maintenance expenses. However, in 1981, substantially all of
the decrease in maintenance expense was attributabie to

that unit.

Interest costs continued to rise in 1982, although at a much
slower pace than in recent years. The Companies issued
$320,500,000 principal amount of new long-term debt in 1982,
which have interest rates ranging from 8!, t0 17 % %, while
$59,237,000 principal amount of first mortgage bonds with rates
of 3% % 10 9%2 % were retired. In addition, long-term obliga-
tions rose by approximately $209,200,0C) at an average cost
of 14.3% in 1982, compared with 18.5% in 1981 (see below
and Note 5 of Notes to Consolidated Financial Statements). In
contrast to the rising long-term borrowings, average short-term
debt outstanding during the year dec.eased from approximately
$133,100,000 in 1981 to $45,400,000 in 1982; the average cost
of that debt showed a significant decline from 18.0% t0 14.9%.

information with respect to the estimated effects of inflation
upon the Companies is given in Note 10 of Notes to
Consolidated Financial Statements.

Capital Resources and Liquidity

Over the last five years, the cost of the Companies’
construction programs was approximately $2,700,000,000, of
which $1,600,000,000 was raised through permanent financing
(net of debt and preferred stock redemptions), in addition to
$656,700,000 financed through the incurrence of long-term
obligations. Approximately $2,700,000,000 is currently budgeted
to be spent from 1983 through 1987; the issuance of additional
securities will be necessary to fund a significant portion of this
new construction, including additional amounts of common
stock. During this five-year period, the Comparies will have
additional cash outflows of approximately $457,600,000 for
debt maturities anc preferred and preference stock sinking
fund requirements
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The Company continued to strengthen its common equity base
in 1982. During the second quarter of 1982, the Company ex-
changed 2,650,600 shares of its common stock for $53,432,000
principal amount of its outstanding first mortgage bonds which
were subsequently retired. This exchange played a significant
role toward increasing the common equity ratio to 37.2% at
the end of 1982 from 35.7% at the end of 1981.

The Companies had $61,500,000 of temporary cash invest-
ments at the end of 1982, primarily due to the sale of 4,000,000
shares of common stock in December 1982. This financing was
planned for early 1983, but was accelerated due to existing
favorable market conditions. Proceeds from that common stock
sale will be used to fund a portion of the Company's 1983
construction program.

The Companies continued to pursue non-traditional forms of
financing during 1982 The Company tepped alternative capital
markets by issuing debt through its foreign subsidiary, Ohio
Edison Finance N.V. In aadition, the Companies began
participating in arrangements with the other CAPCO companies
1o finance the acquisition of nuclear fuel through the Central
Area Energy Trust. (See Note 5 of Notes to Consolidated
Financial Statements for a more complete description of this
arrangement.) The Company aiso received $10,480,000 from
the sale of tax benefits associated with property placed in
service during 1982, in accordance with a provision of the
Economic Recovery Tax Act of 1981, The Tax Equity and Fiscal
Responsibility Act of 1982 now denies utilities from taking
advantage of this mechanism for accelerated capital recovery.

In July 1982, The Public Utilities Commission of Ohio modified
the method for recovering the costs of Quarto coal, as discus-
sed in Note 1 of Notes to Consclidated Financial Statements.
During the last five months of 1982, the Company's balance of
deferred Quarto coe! ~osts was reduced by approximately
$7,300,000, indicating recovery of a greater portion of these
costs from its customers.

The Company has a rate cas2 pending with The Public Utilities
Commission of Ohio which, if granted in full, would produce
additional annual revenues of approximately $171,300,000. A
decision is expected in this case during the second half of 1983.

Consolidated Financial Iniormation

Management Report

The consolidated financial statements were prepared by the
management of Ohio Edison Company, who takes responsibility
for their integrity and objectivity. The statements were prepared
in conformity with generally accepted accounting principles
and are consistent with other financial information appearing
elsewhere in this report. Arthur Andersen & Co., independent
public accountants, have expressed an opinion on the Com-
pany's financial statements, as shown on page 37.

The Company's internal auditors, who are responsible to the
Audit Committee of the Board of Directors, review the results
and performance of operating units within the Company for
adequacy, effectiveness and reliability of accounting and report-
Ing systems, as well as managerial and operating controls.

The Audit Committee consists of four non-employee directors
whose duties include: consideration of the adequacy ¢f the
internal controls of the Company and the objectivity of financial
reporting; inquiry into the number, extent, adequacy and validity
of reguiar and special aidits conducted by independent public
accountants and the internal auditors, the recommendation of
independant accountants to conduct the normal annual audit
and special purpose audits as may be required; and reporting
to the Board of Directors the Committe='s findings and any
recommendation for changes in scope, methods, or procedures
of the auditing functions. The Audit Committee held three
meetings during 1982.

A
Dl Ore /Tt
:..:' M"“ it W. A. Daniels
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Selected Financial Data

Ohwo Edison
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1982 1981 1980 1979 1978
(In thousands, excep! per share amounts)
Operating Revenues $1,4290,626 $1.279649 $1,080.869 $ 994585 $ 862956
Operating Income 269,640 252381 169.383 163.744 123,945
income Before Extraordinary items 195,571 183.020 135,150 134 807 86,030
Net Income 215,729 197,062 135,150 134,807 86.030
Earrings on Common Stock 181,496 163,892 101.403 105,120 61,259
Earnings per Share of Common Stock (based on weighted
average number o1 shares outstanding during the year)
Before Extraordinary items 1.89 210 152 1.80 1.19
Earnings on Common Stock 2.13 230 182 1.80 119
Dividends Declared per Share of Common Stock 1.76 1.76 1.76 1.76 1.76
Tota! Assets at December 31 5,247,738 4460274 3979965 3446 454 3.010.914
Preferred and Preference Stock Subject to
Mandatory Redemption 152,560 151.141 156.450 150,850 98,000
Long Term Debt 2,005,436 1,759,771 1,594,384 1,410,782 1,343.195
Construction Energy Trust and Nuclear Fuel Obiigations 656,655 447 484 265.000 — —
Common Stock Data
The Company's Common Stock is listed on the New York and Midwest
Stock Exchanges and is traded on other registered exchanges
Price Range of Common Stock 1982 1981
First Quarter High-Low 13118 11.318 13 11-3/4
Sezond Quarter High-Low 13118 12.318 13-172 11-7/8
Third Quarter High-Low 14.3/18 12114 12-7/8 "
Fourth Quarter High-Low 15-1/8 13114 13 1
Yearly High-Low 15-1/18 11.3/18 13 "

Prices are as quoted on the New York Stock Exchange Composite Transactions

Classification of Holders of Common

Stock as of December 31, 1982

T T o 8 S NS O S S SR SRS/ 08 ~ R

Holders of Record Shares | elg
Number % Number

Indwviduals 172 878 887 48,279.403 502
riduciaries 17.924 92 3987.788 42
Brokers 70 — 727.927 08
Nominees 765 04 40,387,291 420
Banks & Financial Institutions 39 — 69,252 0.1
Insurance Companies & Other Corporations 1,558 08 1,648 846 1.7
Charitable, Religious & Educational Institutions 547 03 375.138 04
Pensions, Profit Sharing & Other Investment Trusts 1,096 06 606,199 06

Total 194 877 1000 96,081,844 100.0

As of January 31, 1983. there were 195 443 holders of 96.259 665

shares of the Company’'s Common Stock

R S A R G e B T P S i R N ST AR N AT
Quarterly dvidends of 44¢ per share were paid on the Company's

Common Stock dunng 1982 and 1981. Information regarding retained
earnings avaiiable for payment of cash dvidends is given in Note 4b



Statements of Consolidated Income Ohio Edison

For the Years Ended December 31 1982 1981 1980
(In thousands, except per share amounts)
Operating Revenues $1,429,626 $1,279.649 $1,080,869
Operating Expenses and Taxes:
Operation-
Cost of fuel 432,749 413698 364,894
Purchased and interchanged power, net 52,607 29,321 26,089
Other operation expenses 221,129 195,075 170,351
Total operation 706,485 638,094 561.334
Maintenance 139,615 124213 127,935
Provision for depreciation 103,206 95,830 85,455
Amortization of terminated construction proyect costs (Note 2) 1,868 3995 —
General taxes 114,569 84,316 85,143
Income taxes 94,245 80.820 51619
Total operating expenses and taxes 1,159,986 1,027,268 911.486
Operating Income 269,640 252,381 169,383
Other Income and Deductions:
Allowance for equity funds used during construction 84,210 60.421 57,715
Miscellaneous, net 18,871 17.021 2.104
Income taxes—credit 59,166 53,360 37.017
Total other income and deductions 160,247 130.802 96,836
Total Income 429,887 383,183 266,219
Net Interest and Other Charges:
interest on long-term debt 211,765 166,378 147,290
Interest on long-term obligations 80,092 69,183 5,057
Aliowance for horrowed funds used during
construction, net of deferred income taxes (76,088) {67,381) (48,814)
Other interest expense 12,449 26,378 22,304
Subsidiary's preferred stock dvidena requirements 6,098 5.605 5232
Net interest and other charges 234,316 200,163 131,069
Income Before Extraordinary ltems 195,571 183,020 135,150
Extraordinary items (Note 8):
Gain on reacquisition of first mortgage bonas. net of related income taxes - 14,042 ——
Gain on exchange of common stock for first mertgage bonds 20,158 — —_
Net Income 215,729 197.082 135,150
Preferred and Preference Stock Dividend Requirements 34,233 33,170 33,747
Earnings on Common Stock $ 181,496 $ 163892 $ 101403
R EETIRETAT, E i A R R R
Weighted Average Number of Sharer of Common
Stock Outstanding 85,241 71,180 66,633
A S . TR, SN, i

Earnings Per Share of Common Stock (based on weighted average
number of shares outstanding during the year)
Before extraordinary items (after preferred and

preference stock dividend requirements) $1.89 $2.10 $152
Extraordinary items .24 20 —

Earnings on common stock $2.13 $2.30 $152

Dividends Declared Per Share of Common Stock $1.76 $176 $1.76

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



Consolidzted Balance Sheets

Ohio Edison
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At December 31 1882 1981
Assets in Thousands)
Utility Plant:
In service, at original cost $3,417,669 $3,160,271
Less—Accumulated provision for depreciation 953,541 871.740
2,464,128 2.288 531
Construction work in 1,344,161 1112810
Construction work in progress—energy trust (Note 5) 558,149 434 412
Nuclear fuel in process 5) 156,295 32,004
4,522,733 3,867 757
Other Property and Investments 69,626 43,338
surrent Assets:
Cash 2,812 11,746
Temporary cash investments, at cost, which approximates market value 61,500 4,300
Receivables —
Customers (less accumulated provision of $1,844 000 and
$1,863.000, respectively, for uncoliectible accounts) 116,054 105,037
Other 24,855 26,609
Matenais and supphes, at average cost—
Fuel 92,684 84 503
Other 44,466 43,602
Prepayments and other 35,966 18,962
378,337 291959
Deferred Charges:
Deferred Quarto coal costs (Note 7) 71,346 63.363
Deferred energy costs — <318
Property taxes 50,527 41450
Unamortized costs of terminated construction projects (Note 2) 103,835 96.489
Other 50,734 53,600
i 276,442 257 220
$5,247,138 $4 460,274

Capitalization and Liabilities
Capitalization (See Staterments of Consolidated Capitalization)

Common stockholders’ equity $1,488,371 £1.229,044
Preferred siock—
Not subject to mandaiory redermption 262,335 262.335
Subject to mandatory redemption 64,000 68.000
Preference stock—
Not subject to mandatory redemption 50,000 —
Subject to mandatory redemption 55,165 56.843
Preferred stock of consolidated subsidiary—
Not subject to mandatory redemption 41,905 41,905
Subject to mandatory redemption 33,395 26.298
Long-term debt 2,005,436 1.759.771
4,000,607 3,444 196
Long-Term Obligations (Note 5): ER
Construction energy trust 500,000 432 500
Nuclear fuel 156,655 14 984
656,655 447 484
Current Liabilities:
Current maturities of long-term debt and preferred stock 22,383 7.581
Notes payable to banks (Note 6) —- 74,400
Accounts payable 133,776 42,718
Accrued taxes 51,115 47074
Accrued interest 57,736 39,982
Other 26,390 25,468
291,400 337.223
Deferred Credits: ;
Accumulated deferred income taxes 152,890 124279
Accumulated deferred investment tax credits 53,727 40 646
Property taxes 50,527 41450
Energy costs recovered in advance 14,418 414
Other 26,914 20.852
298,476 23137
Commitments, Guarantees and Contingencies (Notes 2, 3 and 7) 2 A e
$5,247,138 $4 460) 27

Tne accompanying Notes to Consolidated Financial Statements are an integral part of these balance sheets



Staterments of Consolidated Capitalization

Ohwo Edison

At December 31 1962 1981
(In Thousands)
Common Stockholders’ Equity:
Common stock 39 par value, authusized 125,000,000 shares—

96 081 B44 and 78,675,703 shares ovtsianding. respectively (Note 4a; $ 884,737 $ 708081
Other paidan capual 423,198 349.772
fetaned earnings (Nole 4b) 200,439 171 191

Tota! commaon stockholders equity 1,488,371 1.229.044
Optional Redemption Price
Number of Shares Jutstancing Aggregate
1982 1981 Per Share {in Thousands)
Praferrad Stock (Note 4ch
Cumuiative $100 par value— Authorized 6,000 000 shares
No Subject to Mandatory Redemption
TO0% —7.24% 973,350 973.350 $103.38-108 00 $102.034 97,338 97,335
i 36% —820% 800.000 800,000 $106 52-107 40 85612 80,000 80.000
B64%—912% 850.000 850.000 $106 48-109 12 91,696 85,000 85.000
Total no! subjec! to mandalory redemplion 2623 350 2623.350 $270.342 262,335 262 335
B i s B R s
Supect 1o Mandatory Redemption (Note 4d)
10 48% —10.76% €59.630 692.760 $107 86-111.87 ¢ 72430 65,963 69276
B R A R T A
Radgemphion withun one year (1,983) (1.276)
Total subject 10 mandatory rédemplion 64,000 68.000
Preference Stock (Mote 4c):
Cumulative no par value— Authonized 4.000 000 shares
Not Subject to Mandatory Regemption
$3 92 Senes 2.000.000 - $31 42 $ 62840 £0,000 -
S S LA S R il
Sutyect 10 Mandatory Redemption (Note de)
$95 00— $102 50 Seres 27,000 27000  $1.09500-1.10250 $ 29.700 27,000 27.000
$1.80 Seres 1.862.181 1973100 $16.03 29,841 28,165 29 843
Total subject 10 mandatory redemption 1,889,181 2.000.100 $ 59541 55,165 56.843
AN B R B e S et ek
Preterred Stock of Consolidated Subsidiary (Note 4c):
Cumulative $100 par value— Authorized $50.000 shares
Not Subject 10 Mandatory Redemption
424% —916% 419049 419049 $102 98107 32 $ 44238 41,905 41905
| SRR Ty SRR P —
Subject 10 Mangatory Redemption (Note 4d)
8 24% —1500% 338.951 267 984 $108 2411500 $ 37,630 33,898 26.798
e AT VAN S e
Redemption within one year (500) (500)
Total subyect 10 mandatory redemphon 33,395 26.298
Long - Term Debt (Note 4f):
Furst morigage bonds

Onio Egsor Company —

9 63% weight_J average interes! rate. due 1983-1987 113,791 113,790

13 47 % weighted average interes! rate. due 1988-1992 258,818 208,250

10 46 % weighted average inlerest rate. due 1993-1997 77,718 78.250

A A7 % weghted average interest rate. due 1998-2002 187,198 191,701

10 20% weighled average inlerest rate. due 2003-2010 485,918 507678

1,121,238 1,099 670

Cennsyivania Power Company — 10 08% weighted average interest rate. due 1983-2008 239,000 214 805

Total first mortgage bonas 1,360,238 1314475
Secured notes and obhigations

Omo Edison Company —B 03% weighted average interest rate, due 1983-2010 230,914 230914

Ohio Edison Finance NV — 17 38% weighted average interest rate. due 1987-1988 150,000 75.000

Pennsyl.ama Power Company — 8 B3% weighted average inferest rate due 1983-2007 68,108 53 60¢

Amount heid by Trustee (5,327) -

62,779 53606

Total secured noles and obligations 443,693 359 520
Unsecured notes of Ohio Edison Company, 10 42% weighted average interest rate. ue 1984.2012 302,000 176.000
Amourt held by Trustee (69,028) (75 686
Total unsecured notes of Onio Edison Company 232,974 100,314
Net ynamortized discount on debt (11,549) 8.733)
LEng term debt due within one year (19,920) (5.805
Total long-term debt 2,005,438 1789 7 .—

Total Capitalization (Note 7) $4,000,607 $3.444 196
A S A N AR

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

23



Statements of Consolidated Retained Earnings Ohio Edison

For the Years Ended December 31 1982 1981 1980
{In Thousands)

Balance at beginning of period $171,191 $133,592 $150.552
Net income 215,729 197,062 135.150
386,920 330,654 285,702

Deduct
Preterred and preference stock dividends 34,488 33,160 33,724
Common stock dividends 151,289 126,030 118.137
Capital stock issuance expense 704 273 249
186,481 152 463 152,110
Balance at end of period (Note 4b) $200,439 $171.19 $133.592
R o R S SR TS S 2 A A

Statements of Consolidaied Capital
Stock and Other Paid-In Capital

Preferred and Preference Stock

Not Subject 1o Subject to
Common Stock Mangdatory Redemption Mandatory Redemption
Number Par Other Paidc  Number Par or Number Par or
of Shares Vaiue In Captal  of Shares Stated Value of Shares Stated Value
(Dollars in Thousands)

Balance. January 1. 1980 59622369 $536.602 $282956 3,069.049 $306905 2987000 $153.250
Saie of Common Stock 6,500,000 58.500 25,805 — — — —
Dnadend Reinvestment Plan 2403803 21634 7979 — — — -
Sale of 10.50% Series of

Preferred Stock — - — — e 100.000 10.000
Preferred Stock Sinking Fund
Redemptions—
10 48%, Seres - - 260 — — (20.000) (2,000
10.76% Seres — - 175 — — (20,000) (2.000)
11.00% Seres -— - 21 — - (8.000) (B00)

Balance, December 31, 1980 68,526,172 616.736 317196 3,069.049 306905 3039000 158 450
Sale of Common Stock 7,000,000 63.000 21.875 - - -
Dividend Reinvestment Plan 3.122631 28,103 7.751 — — — —
Conversion of $1.80 Preference

Jtock 26.900 242 147 w— — (26.900) 407)
Preferred Stock Sinking Fund
Redemptions —
10.48%; Seres — - 585 -— -— (27 .240) (2.724)
10.76% Series — - 361 - - (20.000) (2.000)
11.00% Seres —_ —_ 53 — — (4018) {(402)
Other Preferred Stock
Redemptions—
390% Series — — 271 {3.790) (379)
4 40% Seres — — 251 (3.720) (372) :
4 44%, Seres — — S S) (15.440) {1.344) - -
4 56% Series — — 386 (5.700) (570) - —-
Balance, December 31, 1981 78,675.703 708.081 349772 3042399 304240 2960844 152017
Sale of Common Stock 10.000.000 90.000 42,000 — — -
Dividend Reinvestment Plan 4644622 41802 17,647 - -
Exchange of Commoi1 Stock
for First Morigage Bonds 2.650 600 23855 9.463 — —
Conversion of $1.80 Preference
Stock 110919 999 610 — — (110.919 1678)
Sale of $3.32 Series of
Preference Stock —_ — 2940 2.000.000 50.000
Saie of 15% Seres of
Preferred Stock — — - - — 8000
Preferred Stock Sinking
Fund Regemptions—
B 247 Seres — — — . L 5 000) X
10.48%, Series - -- 284 - 13.13 1313
10 76% Seres - - 435 - 0.0
11.00% St’"‘_’.\ - — 14 - : 33) I "
Balance, December 31, 1982 96081844 $864,737 $423195 5042399 $354240 2887762 $155,023

The accompanying Notes to Consoligated Financial Statements are an integral part of these statements
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Statements of Consolidated Sources of Ohio Edison
Funds for Property Additions

For the Years Ended December 31 1982 1981 1980

{In Thousands)

Internally generated funds—
incnhme before extraordinary items $195,571 $183.020 $135.150
Principal non-cash tems—
Depreciation and amortization—

Charged to provision for depreciation 103,206 95830 85.455
Charged 1o other accounts 1,853 1318 1,282
Amortization of terminated construction project costs 1,866 3,995 —
Deferred ncome taxes, net 91,832 99179 83536
Investment tax credits, net 7,312 (772) (27,.201)
Aliowance for equity funds used during construction (84,210) (60.421) (57.715)
Deferred tuel and energy costs, net 4,609 (49.393) (9.114)
322,139 272,756 211,393
Less—Dwidends on common stock 151,289 126,030 118,137
Dividends on preferred and preference stock 34,488 33.160 33,724
Net funds from operations 136,362 113.566 59,532
Income from extraordinary items 20,158 14042 o

Non-cash tems—

Gain on reacquisition of first mortgage bonds - (26.276) -
Gain on exchange of common stock for first mortgage bonds (20,158) — —
136,362 101,332 59.532
Financing activities—
Common stock 224,767 120,729 113918
Preferred stock 8,000 - 10.000
Preference stock 52,940 — —
First mortgage bonds 105,000 95,000 322.000
Secured notes, net 84,173 94 920 50.000
Unsecured long-term notes, net 106,660 24314 -—
Construction energy trust and nuciear fuel obligations 209,171 182 484 265,000
Retirement of long-term debt and preferred stock (43,295) (202,336) (95.800)
Increase (decrease) in notes payable to banks {74,400) 32918 (150.517)
Sale of tax benefits 10,480 37,531 —
683,496 385560 514,601
Net change in current assets and current habiliies excluding
notes payable to banks and current maturities of iong-term
debt and preferred Stock—
Temporary cash nvestments (57,200) (4.300) —
Recewvables (9,063) 2715 29.171)
Matenals and supplies (12,045) 3.149 (33.843)
Accounts payable (8,942) 39,193 1474
Accrued taxes 4,041 (12.085) (1,186)
Accrued interest 17,754 285 10,722
Miscellaneous, net (7,148) 12 1601
=g (72,603} 29,069 (50,403)
Other, net-
Construction funds held in escrow, including accrued interest 711 39847 (20.938)
Allowance for equity funds used during construction 84,210 60.421 57,715
Sale of utiity property 13,568 — -
Deterred ncome taxes on aliowance for borrowed funds used during construction (67,127) (59.530) (38,690
Miscellaneous. net (4,384 11,345 (6.797)
. HE i 26,978 52 083 (8.710)
Property Additions $774,233 $568 044 $515,020
e g ey I S S TR R VIR T T TR
he accompanving Nctes 1o Consolidated Financial Statements are an integral part of these statements



Statements of Consolidated Taxes Ohio Edison

e T s SRR M 0 RN 3 e 5 T i P A o B, A G0 i e e
For the Years Ended December 31 1982 1981 1980

(In Thousands)

General Taxes:
State gross receipts (i) $ 56,808 $ 34144 $ 38,753
Feal and personal property 45,028 39193 37.183
Social security and unemoioyment 8,990 8010 6,408
Miscelianeous 3,743 2.969 2,799
= Total general taxes $11 $ 84316 $ 85143
Provision for Income Taxes:
Currently payable—
Federal S 324 $ 80 $ (3043)
State 2,532 678 —
Foreign 206 59 =7
» 3,062 817 (3,043)
Deterred, net (see below)—
Federal 88,666 96,218 81,105
State 3,166 2,961 2431
91,832 99,179 83,536
Investment tax credits, net of amortization (i) 7,312 (772) (27,201)
Total provision for income taxes $102,206 $ 95224 $ 53,292
| TR Y W N RO S AT A
Income Statement Classification of Provision for income Taxes:
Operating expenses $ 94,245 $ 80.820 $ 51619
Other income (59,1686) (53,360) (37.017
Allowance for borrowed funds used during construction 67,127 59,530 38.690
Extraordinary items — 12,234 —
Total provision for income taxes $102,206 $ 99224 $ 53292
TR R ST AL T
Sources of Deferred Tax Expense:
Allowance for borrowed funds used during construction, which is credited to plant $ 67,127 $ 59,530 $ 38,690
Deterred fuel and energy costs, net 7,000 12,308 4210
Excess of tax over book depreciation, net 17,387 13,669 9,334
Cost of terminated construction projects, net 384 5197 33,181
Property taxes appiicable to subsequent periods, ret 4,177 1233 475
Deferred interest on leased nuclear fuel, net (2,840) 9567 —
Other, net (1,403) (2,325) (2,354)
Total deferred tax expense. net $ 01 $ 99179 $ 83,536
Reconciliation of Federal Income Tax Expense at
Statutory Rate to Total Provision for Income Taxes:
Book income before provision for income taxes $317,935 $296,286 $188,442
IR RRAT  RLT., KA ERIC (€
Federal ncome tax expense at statutory rate $146,250 $136,292 $ 86683
Increases (reguctions) in taxes resulting from
Allowance for equity funds used durnng construction,
which does not constitute taxable income (38,737) (27,794) (26.549)
Ditterence between tax and book depreciation 4,026 (2.422) (5.874)
Gain on exchange of common stock for first mortgage bonds,
which does not constitute taxaole income (6,273) — —
Other, net (60) (6,852) (968)
Total provision for income taxes $102,206 $ 99,224 $ 53292
BV Y TR G T TR G AT I 1R
(1) Amount for 1981 includes a credit of $14,.352 000 resuiting from a (1) Amount for 1980 reflec!s the reversal of previously recordeq
December 1981 setiiement applicable to Pennsyivania Excise Tax on investment tax credits and reiated amortization due o the carryback
(Gross Receipts accrued in prior years of tax net operating losses

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

D A T, A e 5T A A S
1 Summary of Significant Accounting Policies

The consolidated financial statements include Ohio Edison
Company (Company) and its wholly owned subsidiaries,
Pennsylvania Power Company (Penn Power) and Ohio Edison
Finance NV (Finance). All signficant intercompany transactions
have been eliminated. The Company and Penn Power (Com:
panies) tollow the accounting policies and practices prescribed
by The Pubiic Utilities Commission of Ohio (PUCO), the
Pennsylvania Public Utility Commission (PPUC) and the Federal
Energy Regulatory Commission (FERC).

Revenues

The Companies’ residential and commercial customers are
metered on a cycle basis Revenue is recognized for electric
service based on meters read through the end of the month

The Companies collected $11,987,000 and $8,905,000 during
1982 and 1981, respectively, in revenues attributable 1o whole-
sale rate increases which are subject to possible refund. The
effect on retained earnings has been an increase of
$11,082.000, of which $6,327,000 ($.07 per share of common
stock) is applicable to 1982 and $4,755,000 ($.07 per share of
common stock) is applicable to 1981. Management believes
that any refunds which may be required in these cases would
not have a material ef‘ect on the Company's consolidated
results of operations

Deferred Fuel And Energy Cos!s
The Companies record the cost of fuel when it is consumed,
except as discussed below.

The Company recovers fuel-related costs from its retail cus-
tomers through an electric fuel component (EFC), in accorg-
ance with a PUCO order. The EFC i1s an estimated fixed rate
per kilowatt-hour included on customer bills for a six-month
period and 1s based upon fuel-related costs for the preceding
six-month period. Any over or under collection resulting from
the operation of the EFC is included as an adjustment to the
new EFC rate in a subsequent six-month period. Accordingly,
the Company defers the difference between actual fuel-related
costs incurred and the amounts currently recovered from

its customers

On July 30, 1982, the PUCO, following the Company's regular
semiannual fuel hearing, modified its prior order with respect to
recovery of the costs of coal purchasea from Quarto Mining
Company (Quarto). Taking account of *¢ fact that Quarto coal
is burned exclusively at the Bruce iMe sfield Plant, but does not
constitute the sole source of coal for that plant, the PUCO's
order permits the Company to reduce the deferred cost of
Quarto coal by recovering such cos!s over time as an
additional cost of fuel for purposes of its EFC 1o the extent that
the overall cost of coal at the Bruce Mansfield Plant is less
than 115% of the generally prevailing market price of
comnarable coal. In caiculating the cost of coal at the Bruce
Mansfield Plant, the PUCO ordered the Company not to include
but to defer (unless the costs proposed to be deferred are
found to be unreasonable) the cost of Quarto coal to the extent
it exceeds 125% of the generally prevailing market price of
comparable coal The July 30, 1982 PUCO order has been
appealed by the Ohio Office of Consumers’ Counsel. Although
management cannot predict the outcome of this appeal, it
believes the PUCQ order is both lawful and reasonabie and
therefore believes the order should be allowed to stand.

Penn Power recovers fuel and energy costs 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 each year. Accordingly, Penn
Power defers the difference between actual energy costs and
the amounts currently recovered from its customers,

in January 1981, the PPUC ordered that Penn Power not in-
clude the cost of Quarto coal in its ECR at more than generally
prevailing market prices pending completion of a PPUC investi-
gation to determine the reasonableness of the costs of Quarto
coal. Accordingly, Penn Power defers the Quarto coal costs in
excess of generaily prevailing market prices

Reference is made 1o Note 7 for a further discussion of the
Quarto project

Utility Plant and Depreciation

Utility plant reflects the original cost of construction, including
payroll and related costs such as taxes, pensions and other
fringe benefits, administrative and Jeneral costs and allowance
for funds used during construction (see AFUDC).

The Companies provide for depreciation on a straight-ine basis
at various rates over the estimated lives of property included in
plant in service. The effective composite rate for electric plant
was 3.3% in 1982, 1981 and 1980. The Company’s geprecia-
tion raies include provisions for the estimated decommissioning
costs for its only nuclear generating unit in service. Penn
Power provides for the cost of decommissioning radioactive
components only, in accordance with a PPUC rate order
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Notes (Continued)

Common Ownership of ing Facilities

The Companies and other Central Area Power Coordination
Group (CAPCO) companies own, &3 tenants in common,
various power generating facilities. Each of the companies is
obligated to pay a share of the construction costs of any jointly
owned facility in the same proportion as its ownership interest.
The Companies’ portions of operating expenses associated
with these jointly owned facilities are included in the
corresponding operating expenses on the Statements of
Consolidated Income. The amounts refiected on the
Consolidated Balance Sheet under utility plant at December 31,
1982 include the following:

Accumulated Utity Plant  Companies

Utikity Pigm Provigion tor Under Ownersthp
Generating Units n Service Depreciaton  Construction Interes

(in Thousanas)
W H Sammis #7 $ 128084 $ 26430 § 62355 6880%
Bruce Manstieid #1 #2 and #3 685659 92938 12215  5068%
Beaver Valiey #1 427 016¢) 67.219 60.068() 52 50%
Beaver Vatley #2 (Note 5) - -— 583417 41 88%
Perry #1 ang 92 - - 968384 3524%
Tota! $1240.759 $186 587 $1.686 439

(i) Includes common facilities applicable 10 Beaver Vaiey #2

All nuclear fuel in process reiates to the CAPCO units but is not
segregated among them.

Nuclear Fuel

The Companies charge the cost of nuclear tuel to fuel expense
based on the rate of consumption. The Companies also include
in fuel expense the estimated spent nuclear fuel disposal costs
which are being recovered from customers. The storage of -
spent nuclear fuel 1s necessary until the manner of ns disposal
18 getermined, which is currently under study by the
Department of Energy.

Allowance for Funds Used During Construction (AFUDC)
AFUDC, a non-cash item charged io utility plant under con-
struction during the construction period, represents the net cost
of borrowed funds and equity funds used for construction
purposes. AFUDC varies according to changes in the levei of
utility plant under construction and in the cost of capital. The
Companies compute AFUDC utilizing a net of tax rate, which is
consistent with the rate treatment. AFUDC related to assets
financed only through the incurrence cf long-ierm otligations
(see Note 5) is based on actual interest accrued on the nbliga-
tions during the period. The rates used by the Company for all
other construction projects were 10.32%, 9.84% and 10.14%
durng 1982, 1981 and 1980, respectively. Penn Power used
rates of 9.20%, 8.50% and 8.0G% during 1982, 1981 and
1980, respectively, appiicable 1o such projects

income Taxes

Details of the total provision for income taxes are shown on
the Statements of Consolidated Taxes. Deferred tax expense
results from timing differences in the recognition of revenues
and expenses for tax and accounting purposes

The Companies allocate the income tax credit resulting from
interest expense relatec primarily to utility plant under con-
struction, to income taxes-credit included under other incoma
and deductions on the Statements of Consolidated income.

For incorne tax purposes, the Companies claim liberalized de-
preciat:on and, consistent with the rate treatment, generally
follow “‘normalization’ accounting. The Companies expect that
deferred taxes which are not provided will be collected from
their customers when the tax2s become payable, based upon
the established rate making practices of the PUCO, the PPUC
and the FERC.

The Company received $:0,480,000 in 1982 and $37,531.000
in 1981 resulting from the sales of tax benefits applicable to
property placed in service during those years in accordance
with provisions of the Economic Recovery Tax Act of 1981 Of
the total, $5,823,.000 and $12,675,000, respectively, were re-
corded as additiona! deferred investment tax credits on the
Company's Corisolidated Baiance Sheet and are being amor-
tized over the life of the related property The remaining

$4 657,000 and $24 856 000, respectively. were recorded as
reductions to utility plant in service and serve to reduce the
total provision for depreciation over the iife of the property

The Companies defer investment tax credits utilized and
amortize these credits {0 iIncome over the estimated life of
the related property. At December 31, 1982, approximately
$9° 000,000 of unused investment tax credits were available
to offset future Federal income taxes payable These credits
expire at the end of the following years

1991 $11,000,000
1992 16,000.000
1993 9.000.000
1994 7,000,000
1995 33,000.000
1996 5,000,000
1997 17,000,000
$98.000,000

s s

Pensions

The Companies' trusteed, noncontributory pension plans cover
almost all full-time employees. Upon retirement, employees
receive a monthly nension based on length of service and
compensation. Pension costs for 1982, 1981 and 1980 were



$15.448,000, $15,311,000 and $14,931,000, respectively. Of
those amounts, $10,350.000, $9.237.000 and $9,259,000,
respectively, were charged 1o operating expenses The
balances were charged primanly to construction. Such costs
include the amortization of unfunded past serviceé costs on an
actuarial basis over 30 years. The Companies fund pension
coslts accrued A companson of accumulated plan benefits
and plan net assets from the two latest actuanal reports 1S

as follows

June 30 1982 1981
Actuanal present valye of
accumulated pian benehts
Vested $157.014 000 $144 527 000
Nonvested 12.862 000 11.467.000
$169.876.000 $155,994 000
Net assets avalable for benelits $224 641,000 $213,749.000
Assumed rate of retyrn 1or actuanal
present value of accumulated
pian benetils 8% 8%

The Hove total actuanal present value of accumulated plan
benelits reflects pension beriefite applicable to eligible
employees based upon present salary levels and past years of
service accumulated through the valuation date. This is the
generally acrepted reporting procedure currently set forth by
the Financial Accounting Standards Board The Companies’
annual contnibutions to the plans, however, consider estimated
ultimate salary increases due to inflation and other factors and
the estimated total service expected 1o be accumu'ated by
empioyees. This is @ widely recognized funding techmque and
15 consistent with the recommendation of the Companies’
actuary In addition. the actuary recommended. and the
Companies utiized, discount rates of 7% and 6% during the
twelve months ended June 30, 1982 and 1981, respectively. for
funding purposes Differences between funding bases and
reporting requirements can have a significant effect on the
comparisons above

A SN L P AP < 8 R ST A T A
2 Terminated Construction Projects

In January 1980, the Companies and all other CAPCO
companies terminated plans to construct the following
four nuclear generating units— Davis-Besse No. 2 and
No. 3, and Erie No. 1 and No 2. Cests, including settie-
ment of all asserted claims resulting from termination,
unrecovered by the Company and Penn Power as of
December 31, 1982 applicable to these units amounied .2
approximately $87,751,000 and $16,084,000, respectively.

The PUCO had authc 2 W recovery of the applicable
portion of the Company s then known share of the con-
stzuction costs from its PUCO jurisdictional customers
over a ten-year period beginning in February 1981. On
July 15, 1981, however, the Supreme Court of Ohio ruled
in a case involving another Ohio utility, also a co-owner
of the terminated units, that under existing statutes the
PUCO had exceeded its authority in allowing these costs
as service-related costs in that company's rate case,
even though the decisions to construct and terminate
were both, when made, prudent and reasonable. Subse-
guent appeals to the U.S. Supreme Court by that company
have been denied because of the lack of a properly pre-
sented Federal question. The utility has taken further
action before the Ohio Supreme Court which may still have
a vearing on the matter. As a result of the July 1981 Ohio
Supreme Court decision, the PUCO disallowed the Com
pany's recovery, as service-related costs, of the costs of
the terminated units, eftective August 1, 1981. Accordingly.
the Company discontinued amortization of such costs on
that date.

On November 3, 1982, the PUCO decided in the Com-
pany's then pending rate case to allow a rate of return
above that which: it otherwise would have allowed were it
not for the July 1981 Ohio Supreme Court decision. Based
on that order, the Company has resumed amortizaticn of
the costs of the terminated units applicable to PUCO juns-
dictional customers over a ten-year period. Consumers’
Counse! has appealed a similar decision in another util-
ity's rate case to the Ohio Supreme Court. Whether the
November 3, 1982 PUCO order will ultimately be appealed
and sustained cannot be determined at this ime
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Notes (Continued)

In January 1983, the other Ohio utility referred to above
received a rate order in a subsegueni rate case which the
utility has concluded does not provide a sufficient basis
under generally accepted accounting principles for its
continued amortization of the costs of the terminated
units. Were the Company to receive a similar order and
reach a similar conclusion in connection with the PUCO
order in its current or some succeeding rate case, and no
other basis for amortization could be found or anticipated.
the Company would be required to write off that portion of
the then unrecovered costs applicable to its PUCO juris-
dictional customers. Such costs at December 31, 1982
approximated $83,559,000 ($53.613,000 net of income
tax effect)

The Companies are currently seeking approval from the
FERC to recover these costs from FERC jurisdictional
customers to the extent they are allocable to those cus-
tomers. The Companies are currently collecting interim
rates from FERC jurisdictional customers which are
intended to provide for such recovery and, accordingly,
those costs applicable to FERC jurisdictional customers
are being amortized over ten years The Companies
believe that the construction costs were prudently incurred
and have no reason to believe that the FERC will not act
favorably upon their requests The PPUC has indicated
that it will allow Penn Power 10 begin recovering its share
of the costs allocable to PPUC jurisdictional customers
over a ten-year period beginning with the effective date
of its next change in base rates.

R S R AL R R TSI IR TR R £ e U
3 Leases

The Companies iease nuclear fuel, certain transmission
taciities, computer equipment, office space and other
incidental property and equipment under cancelable and
noncancelable leases. Total rent expenses included on the
Statements of Consolidated Income for 1982, 1981 and 1980
were $20,766,000, $20.731,000 and $9.373.000, respectively.
The future minimum rental commitments as of December 31,
1982 for all noncancelable leases are:

1983 $ 23,299,000
1984 22,765,000
1985 20,488 000
1986 16,525,000
1987 14,030,000
Years thereafter 348,404 000

If all noncapitalized financing leases had been capitalized, the
effect on tota! assets, total habilities and expenses would not
be matenal

TR a0 TS e85 S BT = T T gy
4 Capitalization

(@@ Common Stock

Through the Dividend Reinvestment and Stock Purchase Plan
holders of common, preferred and preference stock and most
of the Companies’ full-time empioyees can acguire additional
new shares of the Company's common stock by automatically
reinvesting ail or a portion of their dividends &d by making
optional cash payments. Purchases made with reinvested
common stock dividends are made at a price eqgual to 95%

of the average of the high and low market prices on the invest-
ment dates, and purchases made with optional cash payments
are made at a price equal 1o 97% of such average The pur-
chase of common stock made with reinvested cash dividends
on preferred and preference stock are made at a piice equal
1o 100% of the average market price. At December 31 1982
the Company had 3,031,794 shares reserved for issuance
under this plan and 1,862,181 shares of common stock re-
served for possible conversion of the $1 80 Preference Stock

(b) Retained Earnings

Under the Company's indenture, the Company's consolidated
retained earnings unrestricted for payment ot cash dividends
on the Company's common stock were $128 392 000 at
December 31, 1982 Under Penn Power's Charter, $30.089.000
of retained earnings at December 31, 1982 were unrestricted
for payment of cash dividends to the Company

(c) Preferred and Preference Stock
The Company has 4.000.000 authorized and unissued shares
of cumulative $25 par value Class A Preferred Stock

At the Companies option, all preferred and preference stock
may be redeemed in whole, or in part, at any time upon not
iess than 30 nor more than 67 days notice. uniess otherwise



noted. Redemption of 2ll preferred and preference stock issued
within the pas! five years is subject to certain restrictions
regarding refunding operations. The optional redemption prices
shown on the Statements of Consolidated Capitalization will
dechine to eventual minimums per share according to the
Charter provisions that establish each series.

(d) FPreterred Stock Subject to Mandatory Redemption

The Company's 10.48% Series and 10.76% Series each in-
clude provisions for a mandatory sinking fund to retire a
minimurm of 20,000 shares every year on December 1 and
January 1, respectively, at $100 per share plus accruad divi-
dends. Penn Power's 8 24% Series and 11% Seres each
include provisions for a mandatory sinking fund to ietire a
minimum ©f 5,000 shares and 4,000 shares, respectively. every
year on December 1 and January 1, respectively, at $100 per
share plus accruec dividends, and its 15% Series includes a
provision for a mandatory sinking fund to retire a minimum

of 3,200 shares on July 15 of each year beginning in 1988,

at $100 per share plus accrued dividends. Penn Power's
10.50% Series includes a provision for mandatory redemption
of the entire series on April 1, 2040 at $100 per share plus
accrued dividends.

The sinking fund requirements are $2.463.000 for 1983 and
$4.900,000 for each of the years 1984 through 1987.

(e) Preference Stock Subject to Mandatory Redemption

The $102.50 Series and $95.00 Series each include provisions
for a mandatory sinking fund to retire a minimum of 900 and
1,800 shares, respectively, on July 1 in each year beginning in
1984 and 1985, respectively, at $1,000 per share plus accrued
dividends. The $1.80 Series includes a provision for a manda-
tory sinking fund to retire a minimum of 100,000 shares on
October 1 in each year beginning in 1585, at $15 125 per share
pius accrued dividends.

The sinking fund requirements will begin on July 1, 1984 and
will amount to $900.000 for 1984 and $4.213.000 for each of
the years 1985 through 1987

The $1.80 Series is convertible at any time into common stock
at a price of $15 125 per share. Holders will receive one share
of common stock for each share of $1.80 Preference Stock
converted, subject to adjustment under certain conditions.

(h LongTerm Debt

The mortgages and their suppiements, which secure all of

the Companies’ first mortgage bonds. serve as a direct first
mortgage iien on substantially all property and franchises, other
than specifically excepted property, owned by the respective
Companies.

Based on the amount of bonds authenticated by the Trustees
through December 31, 1982, the Companies’ annual sinking
and improvement fund requirements amount to $22,504,000.
The Company expects to deposit funds in 1983 which will be
withdrawn upon the surrender for cancellation of a like pnn-
cipai amount of bonds, which are specifically authenticated for
such purposes against unfunded property additions or against
previously retired bonds. This method can result in minor
increases in the amount of the annual sinking fund require-
ments. Penn Power expects ' satisfy its requirements in 1983
by certifying unfunded property additions of 166-2/3% of the
required amount

As of December 31, 1982, the Companies’ sinking and im-
provement fund requirements and maturing long-term debt for
the next five years are

1983 $ 42,424,000
1984 149,330,000
1985 75,647,000
1986 58,582,000
1987 183,582,000

The weighted average interest rates shown on the Statements
of Consolidated Capitalization relate to long-term debt outstand-
ing at December 31, 1982

Total secured and unsecured notes outstanding at December
31, 1982 and 1981 exclude $74.353,000 and $75,686,000,
respectively, of pollution control notes. the proceeds of which
were then in escrow pending their disbursemerit for con-
struction of certain poliution control facilities. Penn Power's
obligation to repay the pollution control revenue bonds is
secured by a series of Penn Power first mortgage bonds. The
poliution control revenue bonds to which the unsecured notes
relate are entitled 1o the benefit of irrevocable bank letiers of
credit of $159,802.000. To the axtent that drawings are made
under those letters of credit to pay principal of, or interest on,
the pollution control revenue bonds, the Company is entitlea
to a credit on the notes. The Company pays an annual fee of
112% -718% of the amounts of the letters of credit to the
issuing banks and is obligated to reimburse the banks for
any drawings thereunder
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Ohio Edison Energy Trust (OEET)

In November 1980, OEET was created for firancing part of the
Company's investment in Beaver Valley Unit No. 2. OEET has
two lines of credit available to it for $400.000.000 and
$100.000,000. The latter crecit also serves as a stand-by facility
in connection with OEET commercial paper sales total borrc w-
ings under that credit and commercial paper outstanding may
not exceed $100.000,000 at any time.

The Company has transferred its interest in Beaver Valley Unit
No. 2 (exclusive of common facilities and transmission faciities)
10 OEET, where the assets are used 1o secure OEET borrow-
ings. All OEET obligations wili be assumed by the Company
when they become due, but not later than December 31, 1386
At the Company's option, all obligations outstanding under the
$400.000.000 revolving credit arrangement may ba converted
into a four-year term loan to the Company.

The Company accrues interest! applicable to OEET which s
subsequently capitalized. net of income tax effect. Interest on
borrowings under the $400.000.000 line of credit is computed
at the applicable prevaiing prime interest rate plus /4%  plus
a commitment fee of 1/2% on the unused portion of this line
No direct borrowings have been or are expected 10 be made
against the $100.000.000 line of credit. but OEET has issued
and has outstanding commercial paper supported by this
facility. To the extent that borrowings are less than the
$100.000,000 available under this iine of credit, the Company
must pay a commitment fee of 1/2%: Under the stand-by
support, an irrevocable bank letter of credit has been 1ssued
upon which OEET pays a fee of 1/8% of the amount of com-
mercial paper notes outstanding. The effective average interest
rates on OEET borrowings were 14 8% 18.7% and 214°:
during 1982, 1981 and 1980, respectively. Of the total OEET
obligations outstanding at December 31, 1982 and 1981,
$100.000.000 relates to outstanding commercial paper and the
balance to borrowings under the $400,000,000 line of credit

Nuclear Fuel Financing

In December 1981, Ohio Edison Fuel Corporation and
Pennsylvania Power Fuel Corporation (corporations in which
the Companies have no ownership interest) were created 10
provide funds for the procurement of nuclear fuel The fuel
corporations will lease the fuel 10 the Companies under
separate fuel leases which require lease payments sutficient 10
permit the fuel corporations 10 repay the obligations. Under
ordinary circumstances, the lease payments will be made at

such time and in such amounts as will coincide with the burn-
up of the nuclear fuel. Financing on behaif of the Companies of
up to $135.000,000 and $30.000,000 is available through the
Onio Edison Fuel Corporation and Pennsylvania Power Fuel
Corporation. respectively, either through revolving credit
arrangements or the issuance of commercial paper, which is
supported by bank letters of credit, or a combination of both

In November 1982, the Companies also began participating in
arrangements wherein the Central Area Energy Trust (CAET)
finances the acquisition of nuclear materia: that will ultimately
be used to fuel vanous CAPCO generating units. As part of
these arrangements, the Companies have entered into pur-
chase agreements wheredy the Companies are unconditionally
obligated to purchase their share of the nuciear matenal that
has been financed from CAET in not less than two nor more
than three years from the date of the agreement, unless the
nuciear matenal reaches the point of fabrication, at which time
the purchase commitment will then be due Finaicing of up to
$137,000.000 is available to CAET on behalf of the Companies
Of the increase in the Companies’ nuclear fuel obligations
during 1982. approximately $58 000,000 was the result of a
transter to CAET of nuclear matenal which was previously
financed by a lessor under lezse arrangements with the
CAPCO companies

The Companies accrue interest applicable to the nuclear fuel
obhigations which is subsequently capitalized, net of income tax
effect Interest on the fuel corporations’ bank borrowings is
computed at 110%: of the applicable prevailing prime interest
rate, plus a commitment fee of /8% on the availabie portions
of the lines of credit. The fue! corporations aiso pay a 5/8%
letter of credit fee on the aggregate amount of outstanding
commercial paper. Interest on CAET purchase commitments
are at rates which vary from 1-1/8% to 1-1/2% over the interest
rate applicable to certain dealer placed commercial paper. The
eftective average interest rates applicable 1o nuclear fuel obli-
gawons were 126% and 13.9% i 1982 and 1981, respectively
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6 Notes Payable To Banks and Lines of Credit

The Companies have lines of credit with domestic banks that
provide for borrowings of up to $235,000.000 at rates that vary
from prime up to 105% of the prevailing prime interest rates
Short-term borrowings may be made under these lines of credi
on the Companies’ unsecured notes. Ali of the current lines
expire December 31, 1983, however, all unused lines may be
cancelied Oy the banks

The Companies maintain cash balances on deposit with banks
1o provide operating funds, to assure availability of $90,127 500
of the lines of credit and for other banking arrangements. Such
compensating balances, net of “fioal.” are expected to be
mamntained at an average of approximately $3.000.000 and are
not subject to any contractual restriction agamnst withdrawal
The Companies are required 10 pay commitment fees that vary
from a flat rate ol 1/2% 1o a varnable rate of 5% of the appli-
cable prime interest rate 1o assure the availability ot $99.000.000
of the ines of creait
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7 Commitments, Guarantees and Contingencies

Construction Program

The Companies’ current budget forecasts reflect expenditures
of approximately $2.700.000.000 for property additions and
improvements from 1982 -1987, of which approximately
$037.000.,000 is applicable to 1983. in aadition, the Companies
expect to incur additional nuclear fuel obligations of approx:
mately $145,000.000 in 1983 The major portion of the Com:-
panies’ construction activities durning this five-year peroa
relates 1o the CAPCO companies’ program for the joint devel-
opment of powes generation and transmussion facilities, and 1o
bring the Companies’ existing generating units into compiiance
with environmental reguiations. The CAPCO companies have
entered into other commitments (the Companies’ share being
$295.000.000. of which approxtnately $200.000,000 18 appl
cabie to the 1983-1987 perniod) for the supply of nuciear tuel
in connection with the future commercial operation of nuclear
generating units

The Companies’ financing programs during 1983 through 1987
will inciude the sale or 1ssuance. from time to time. of appro-
priate additional amounts of first mortgage bonds, secured or
unsecured pollution control and environmental notes and oblr
gations, unsecured long-term notes, preferred stock. pref-
erence stock. common stock and proceeds from other long
term finaricing arrangements (see Not¢ 5). The Companies are
imited by their respective indentures and Charters as to the
amount of additional first mortgage bonds and preferred stock
they may 1ssue

Quartc Project

Tre Companies. together with the other CAPCO companies,
nave made long-term coal supply arrangements with Quarto
The CAPCO companies have agreed to severally, and not
jointly. guarantee their porportionate shares of Quarto's debt
and lease obligations incurred while deveioping and equipping
the mines. The guarantees will temain even if environmental
regulations prohibit the use of this coal. As of December 31,
1982, the Companies’ share of the guarantee was $235,414,000
($121,878,000— long-term debt; $79,190,000— lease obligations;
and $34 346,000—short-term bank credit)

Under the terms of the coal supply contracts, which expire
December 31, 1999, the Companies must reimburse Quarto for
their shares of the costs of operating the Quarto mines, inclug
ing those costs associated with mine construction. whether or
not they receive coal from Quarto. The Companies’ total pay-
ments under these contracts amounted to $80,709.000 and
$94,379,000 during 1982 and 1981, respeciively. The Com-
panies’ future minimum payments under the coal supply con-
tracts related to mine construction Costs are:

$ 26.538,000
25.920.000
25,302,000
24,684 000
24,066,000

245,245 000

1983
1984
1985
1986
1987
Years thereafter

Based on recent studies concerning the economics of the
Quarto project and the various alternatives available to provide
the long-term fuel requirements of the <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>