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COMPANY PROFILE

Pennsylvania Power Company provides electric
service to more than 141,000 customers in western
Pennsylvania. The Company furnishes electric
service in 139 communities, as well as rural areas,
and also sells electric energy at wholesale to five
municipalities. Its service area has an estimated
population of 340,000. The Company, with
headquarters in New Castle, Pennsylvania, is a
wholly owned subsidiary of Ohio Edison
Company.

In August, we were saddened by the passing of
Company President Robert L. Kensinger.

Mr. Kensinger, 59, served as president since 1991
and served the Ohio Edison System since 1960.
We will long remember his contribution to the
Companies, the utility industry, and the
communities we serve.

The Board named H. Peter Burg president, on an
interim basis. Mr. Burg continues serving as
senior vice president and chief financial officer of
Ohio Edison and a member of the boards of
directors of both Companies.



SELECTED FINANCIAL DATA __Pennsylvania Power Company
1994 1993 1991 1990
(Dollars in thousands)
Operating Revenves . - . . . . 2 a e Wols v $ 301,965 $.292.084 $ 315458 $. 021845 5 218056
(»“.’.m‘ Income 1 At m w" m m m
Net Income . m i-—-“ J W m w
Earnings on Common Stock $ 2589 15,454 $. 24487 $. 32475 $__1535%7
Return on Average Common Equity 10.0% S 9% 2.2% 122% 3%
Cash Dividends on Common Stock . . . . . .. ‘ ZW 3 21386 .26 16 $ 21670 $ 21676
Total Assets SLISLIO  SLISOSEY  SO%ONSS  BL02.000  $1.091.0%0
CAPITALIZATION:
Common Stockholder's Equity $ 258,973 § 254,782 § 261518 § 266,058 $ 262,059
Preferred Stock -
Not Subject to Mandatory Redemption . 50,%0¢ 50,905 41,905 41,905 41,905
Subject to Mandatory Redemption 15,000 20,500 30.362 34,282 38,722
Long-Term Debt 424,457 440,555 398,630 408 443 431,146
Total Capitalization $ 749 338 $ 7066742 $. 732415 $ 750688 $ 773,832
CAPITALIZATION RATION:
Common Stockholder's Equity 3.6% 3. 2% 35.7% I54% 33.9%
Preferred Stock—
Not Subject 1o Mandatory Redemption 6.8 6.6 3.7 56 54
Subject to Mandatory Redemption 2.0 2.7 42 4.6 5.0
Long-Term Debt 56,6 51.5 54.4 54.4 58.7
Total Capitalization 100.0% 100 0% 100 0% 100 0% 100.0%




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

RESULTS OF OPERATIONS

We accomplished a great deal in 1994 as we
continued preparing for the significant changes
expected to take place in the electric utility
industry

Our net income increased significantly in
1994 compared to the prior year, which was down
by almost $10,000,000 from 1992, The 1993
resulis included a $17,029,000 after-tax write-oft
for the termination of Perry Unit 2 and the
expected resolution of fuel cost recovery 1ssues
Ihe effect of the write-oft was partially offset by a
$5,653,000 after-tax credit from the cumulative

of a change in accounting to accrue metered

nbilled revenue (see Note 2)

Our ongoing commitment to cost control 1s

ing good results. Total operation and
g expenses in 1994 were lower than any
ince 1988, Through Pertformance
Initiatives -- an ongoing effort to control costs and
encourage continuous improvement throughout our
Company -- we identified cost-saving
opportunities. As a result of this review, operating
efficiencies were identified and the workforce has
been reduced by more than 7 percent since the
heginning of 1994 through voluntary retirements,
ayofts and normal attrition. By the end of 1994
sbout 14,000 more customers
1984, with approximately 600
In 1984, our customer-employee

roved to 113

was 70 to 1. That ratio has in

"Y

!
ers per employee at the end of 1994, In
| “{\ Our HUH'.: ot I)'lL'x"'V\ redu !.‘\,f

imon stock dividend to $.85 per

om the previous ievel ot $1.10 per share
utting efforts we've

financial resul

summarizes the sources of changes in operating
revenues for 1994 and 1993 as compared to the

previous yeai

W . . WS, \ , /-
(In millions)

Change in Sharon Steel revenue
Change in retail kilowatt-hour sales
Change 1n average retail elecine price
Sales o ulilitics

0 A ————

Net lncrease (Decrease

An improving local economy helped us
achieve 1994’s higher operating revenues, which
occurred despite milder weather during the second
half of the year, compared with 1993, The
shutdown of Sharon Steel in November 1992
substantially reduced our operating revenues in
1993 compared with the previous year. We added
more than 2,000 new retail customers in 1994
after gaining nearly 1,700 customers the previous
year, Our retail kilowatt-hour sales were up 6.8%
in 1994, following a 10.2% drop in 1993
Residential sales rose 6.6% in 1994, following a
5.2% gain the previous year. Commercial sales

o X

followed the same trend, increasing 7.2% and
6.2% in 1994 and 1993, respectively. Industrial
sales posted a heaithy 6.7% increase in 1994
because of strong demand in the primary metals
industry. This result came after a slight increasc in
1993, excluding the effects of Sharon Steel. Lower
demand for bulk power and generating capacity
constraints reduced our opportunity sales to other
itilities in 1994 and 1993, falling 23.2% and

A

28.1%, respectively. As a result of these factors,
total kilowatt-hour sales were down 1.3%
compared with 1993 sales, which were 15.6%
lower than the prior year

Because of lower kilowatt-hour sales, we

less on fuel and purchased power in 1994,
compared with the prior year. The 1993 amount
also included a $4.950.000 charge tor the n‘\;‘uln‘a.!
resolution of fuel cost recovery issues (see
Note 1)

We exg

1994 and 1993, mainly due to corrective

erieaced higher nuclear expenses in
maintenance work at the Perry Plant, Due
mechanical failures and an extended refueling

1994 ern avallability was below




portion of the corrective action plan was completed
during the 1994 outage, and the remainder will be
implemented during Perry’s next refueling, which
is scheduled for early 1996. The plant returned to
service on August 14, 1994, and ran continuously
for the remainder of the year.

Our other operating costs were up in 1994
because of an $8,400,000 charge for a voluntary
retirement program oftered to eligible employees
in connection with the Performance Initiatives
program. We also recognized a $4,300,000 charge
in 1993 for a similar program. Both 1994 and
1993 results include higher expenses associated
with the January 1, 1993, adoption of Statement of
Financial Accounting Standards (SFAS) No. 106,
“Employers’ Accounting for Postretirement
Benefits Other Than Pensions.™ In 1992, we
recognized a $13,900,000 provision for
uncollectible accounts, which affects the
comparison with 1993 and 1994.

We also provided a reserve for deferred
postretirement benefit costs (see Note 1) in 1994,
which was responsible for the change in net
amortization of regulatory assets compared to
1993, The change between 1993 and 1992 was due
to the deferral of incremental costs resulting from
the adoption of SFAS No. 106,

Lower depreciation expense in 1994 and 1993
reflects depreciation rates that were reduced in
1993 as a result of an updated depreciation study
filed with the Pennsylvania Public Utility
Commission. The study took into consideration
extended useful lives of certain generation and
distribution facilities.

The electric utility industry is subject to the
same inflationary pressures as those experienced
by other industries. To the extent that we incur
additional costs or receive benefits resulting from
the effects of inflation, those effects are generally
reflected in our electric rates through the
traditional rate making process.

CAPITAL RESOURCES AND LIQUIDITY

Because of higher revenues and aggressive
cost controls, cash generated from operations was
75% higher in 1994 than it was ten years ago. In
addition, capital expenditures have dropped
dramatically during the ten-year period.

For the second straight year, we improved
our cash position compared to the end of the prior
year. All cash requirements for 1994 were met
with internally generated funds, with cash and
temporary investments increasing by nearly

$29,400,000 during the year. All of our financing
activities during the year were for refunding
purposes.

We had about $42,000,000 of cash and
temporary investments and no short-term
indebtedness on December 31, 1994, We also had
$5,000,000 of unused short-term bank lines of
credit, and $32,000,000 of bank facilities that
provide for borrowings on a short-term basis at the
banks’ discretion.

At the end of 1994, we had the capability to
issue $79,000,000 principal amount of first
mortgage bonds and $46,000,000 of preferred
stock. However, our projections indicate no need
to issue new long-term securities in 1995,

During 1994, we spent about $26,000,000 on
our construction program (excluding nuclear fuel).
We estimate our construction program and capital
lease requirements for the period 1995-1999 to be
about $138,000,000 (excluding nuclear fuel), of
which approximately $28,000,000 applies to 1995.
We also have cash requirements of approximately
$69,000,000 for the 1995-1999 period to meet
maturities of, and sinking fund requirements for,
long-term debt. Of that amount, approximately
$15,000,000 applies to 1995.

Investments for additional nuclear fuel during
the 1995-1999 period are estimated to be
approximately $29,000,000, of which about
$4,000,000 applies to 1995. During the same
periods, our nuclear fuel investments are expected
to be reduced by approximately $39,000,000 and
$9,000,000, respectively, as the nuclear fuel is
consumed.

The Central Area Power Coordination Group
(CAPCO) companies filed suit against
Westinghouse Electric Corporation in 1991,
alleging that six steam generators supplied by
Westinghouse for the Beaver Valley Plant are
defective and that replacement could be required
earlier than the 40-year design life. A federal court
rejected the claims of the CAPCO companies in
December 1994, after a three-month trial. The
CAPCO companies have appealed the verdict. The
plant’s operator has no current plans to replace the
steam generators and is evaluating the feasibility of
applying new technologies to repair the generators.
If the generators need to be replaced and the
companies decide to do so, the capital costs to the
CAPCO companies could range from
$100,000,000 to $150,000,000 per unit. That
estimate is based upon costs other utilities have
experienced. We have a 17.5% interest in Beaver
Valley Unit 1.




We will be facing many competitive
challenges in the years ahead as the electric utility
industry becomes more deregulated and more
energy suppliers eiter the marketplace. Retail
wheeling, which would allow retail customers to
purchase electricity from other energy producers,
would be one of those challenges if legisiators
choose to move in that direction, In any event,
changing market forces make it imperative that we
continue to find ways to reduce costs and increase
revenues.

Effective operation of the nuclear facilities we
jointly own will help meet these competitive
chalienges. Proper planning to eventually
decommission those facilities is also important to
our competitive position. Beginning in 1995, we
plan to increase our annual funding of the
decommissioning obligation. Also, the staff of the
Securities and Exchange Commission (SEC) has
raised questions regarding the recognition,
measurement and classification of
decommissioning costs in the financial statements
of electric utilities. Any future SEC actions are
uncertain at this time (see Note 1).

We currently serve five municipalities at
wholesale. Four of them signed new service
agreements in 1994, Two of the agreements expire
in March 1997, and the other two will be in effect
until September 1999. The fifth municipality has
received bids from third parties for power and
filed a request with the Federal Energy Regulatory
Commission (FERC) in September 1994 to require
us to provide transmission services. On
January 25, 1995, FERC ordered us to provide
transmission services to the municipality and
directed both parties to resolve the pricing, terms
and conditions of this service. If we cannot reach
an agreement with the municipality on these issues
by April 5, 1995, FERC will establish the final
terms. Sales to this municipality were
approximately $1,468,000 in 1994,

The Clean Air Act Amendments of 1990,
discussed in Note 7, require significant reductions
of sulfur dioxide and nitrogen oxides from our
coal-fired generating units by 1995 and additional
emission reductions by 2000. We are well-
positioned to meet the 1995 requirements at
minimal costs, and we are pursiing cost-effective
compliance strategies for meeting the reduction
requirements that begin in 2000.

Through the Performance Initiatives program,
we have identified substantial savings that will
better position us to successtully compete in the

future. In addition, the program ensures that an
economic value added-based justification will be
required for capital expenditures. We are also
conducting studies to identify other opportunities
to increase revenues an' operating efficiency. The
focus of the entire organization is to improve our
competitive position through these activities.



OPERATING STATISTICS

REVENUE FROM ELECTRIC SALES (Thousands):

Residential
Commercial .
Industrial

REVENUE FROM ELECTRIC SALES:
Residential
Commercinl
Industrial

Other .

Subtotal
Parent Company
Other Utilities

Totai

KILOWATT-HOUR SALES (Millions):
Residential
Commercial
Industrial
Other

Subtotal
Parent Company . .
Other Utilities

Total

CUSTOMERS SERVED:
Residential
Commercial
Industrial
Other
Total

Average Annual Residential Kilowatt-Hours Used
Retail Price per Kilowatt Hour (Cents)
Kilowatt-Hours Generated (Millions)
Peak Load (Megawatts)
Cost of Fuel per Million Btu
Generating Capability

Coal

Ol

Nuclear

Total

SOURCES OF FLECTRIC GENERATION:
Coal
Nuclear

Total

NUMBER OF EMPLOYEES

Pennsylvaria Power Company
B | SRR . -SSR | . SR | | W— . .
$112,809 $107,593  $104.133  $103,009 §$ 99979
69,263 65,332 62,554 61,172 58,646
64,512 61,760 82,145 87,908 88,407
.9.024 8633 _ 8645 8269
255,608 243,436 257,465 260,734 255,301
8,884 8,759 15,311 14,576 16,591
2229 24935 26073 26369 _ 26718
8678 20000 $00840  S0LE7 298610
19.3% I8 8% 34.9% 341% 33.5%
24.2 236 20.9 203 19.6
22.8 2.3 21.5 29 1 296
31 3.l 29 a8 a8
89.1 87.8 86.2 86.4 85.5
il 32 5.1 48 56
1.8 9.0 87 8.8 89
100.0% 100.0% 100.0% 100.0% 100.0%
1,178 1,108 1,050 1,061 1,019
891 831 782 772 732
1,293 1,212 1,674 1,823 1,795
148 139 138 138 135
3,510 3,287 3,644 3,794 3,681
468 469 786 556 743
466 748 206 790 847
U " R S T 1| J—T L\ J_—- ¥ 11
124,951 123,316 121,879 120,537 119,530
15,966 15,593 15,348 15,127 14,948
219 221 235 243 257
% 9 0 (¢ R (. NE—
<4234 022 L3156 136007 34832
9,501 9,017 8,672 8,839 8,585
.97 7.49 7 .66 7.89 7.09
1,964 4,190 4,659 4,135 4,525
710 6% 734 739 700
$120 § 128 $ 1.26 $ 1.5 $ 1.27
72.1% 74.6% 74.6% 74.6% 74.6%
3.0 28 2.8 28 2.8
249 22.6 22.6 L L, - ¥
100.0% 100 0% 100 0% 100.0% 100 0%
69.6% 76 8% 68 3% 72.9% 68 4%
e __ 22 317 27.1 316
100.0% 100.0% 100 0% 100.0% 100 0%

L e A L



STATEMENTS OF INCOME

For the Years Ended Decemnber 31,

OPNDATINGREVENRIEE . .. « -0 0Ty v ncdin s 85 05 5ls .0 ais g s

OPERATING EXPENSES AND TAXES:

Fuel and purchased power . . . .. . . ... ... i Nk gk
Nuclear operating costs . . . . . . . DA Il N 0 8D, DR 8 A ne 4
o S N o AR G SR R e R L

Total operation and maintenance expenses . . . . . .. ... ...
Poouinion Sor SepraBladion ¢ o . v« 0a e e g e x e
Amortization (deferral) of net regulatory assets . . . .. . . ... ... .. -
ERRILNE -\ 1 5.5 o v Sy 2 b T W e e
T e S R et S e e R I

Total operating expenscs and tAXES . . . . . . . ...

OPERATING INCOME . .. .. ... .. .. 8 R Pl i o A8 ot il

OTHER INCOME AND EXPENSE:
Perry Unit 2 termination (Note 3) . . . . . .. T v il B 2 s B
Income tax benefit from Perry Unit 2 termination . . . . . . .
Oher . e 8 sl St T
Total other income (expemc) ......

TOTAL INCOME Bl RTehy 0 o oy i i) i

NET INTEREST:
g T e S S P g R S
Interest on nuclear fuel obligations . . . . . ... ...........
Allowance for borrowed funds used during construction .
Other interest expense . . . . . . . . '
Net interest R o e eyt P o o B LN | W ok Ko e e
INCOME BEFORE CUMULATIVE EFFECT OF A CHANGE IN
ACCOUNTING
Cumulative effect to January 1, 1993 of a chmgc in

accounting for unbilled revenues (net of income taxes of
$4.,108 000) (Note 2) .

NET INCOME
PREFERRED STOCK DIVIDEND REQUIREMENTS

EARNINGS ON COMMON STOCK 3 n 1 05 o8 o o g g &8 w5 A= BT

59,529
33,450

85,424
158,433
29,108
4,339
23,137

32,130
519
(728)

31,260

31.260
364
$.25.8%

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

Pennsylvania Power Company
1993 1992
(In thousands)
$292,084 $315,458
67,312 80,303
30,162 24,588
158,599 172,469
29,260 30,856
(4,339) 2.am
22,591 22,162
—,196 —21,069
229,307 248,933
52,777 56,523
(24,458) -
10,293 —
342 J—l ]
~(12,623) P | |
—30,154 51,306
33,208 35,707
401 457
(172) (678)
34,490 36,350
15,664 30,956
—5653 =
21,317 30,956
3,863 5499
£.13.454 2487




UTILITY PLANT:

In service, st original cost . . . . 2ol el $1,215.831 $1,209.961
hu-AccumMpmm!ord.pmnmm it T .

Construction work in progress—

OTHER PROPERTY AND INVESTMENTS |

CURRENT ASSETS:
Cash and cash equivalents . . . . . . A R TR R 8 0 TR v e T W 1 17,200 12,819
Netes roceivable from parent company (Nuu 6) o 1k b ik K 3 Paswle 0w 64 Ay e e 25,000 -
Accounts receivable —

Customers (less accumulated provisions of $515,000 and $559,000,

respectivaly, for uncollectible acooumE) . . « . . . .. h i b e 31,745 28,122
Parent company . . . : : Tie o B St Yely o »pe e d Bamior g b ¢ o X Sae 20,777 19,737
Other : o e W v e d o u e B e 12,823 17,427

Matenals and supplies, at average cost—
Fuel . .. T | NP - e et 5 A0 5 0 o AT R bl 5384 4,350
OWE | v g o 2 : Pl W vl L N S i T WE 11,658 12,088
Prepiyments . Shpest 1 4 % o B 1 b OF (1 S R R o e, o W 2,048 4,868
27,632 411
DEFERRED CHARGES:
Regulatory assets . . . e i T Pk 3 k=t s o WL PR N 219.726 222,301
Other . . ... - X . X v 8 N Rosde o frw e ek A won SR (hea) Xy e ; ' 8,128 9,17
227,851 231477
$L.193,19% RTINS

CAPITALIZATION AND LIABILITIES

CAPITALIZATION (See Statements of Capitalization):

Common stockholdor'sequity ... .. TPE P - RO . I $ 258973 § 254782

Preferred stock—
Not subject 1o mandatory redemption ., . . . . . .. s | ' . L Y 50,908 50,9058
Subject to mandatory redemption : , - Whs r e Sy 4 xssh’s 2o 15,000 20,500

Long-term debt—
Associated companies IR . " T Lt [ 15,158 16,401
Other . . . . . hua . PP 4 e 409302 424,154
749,338 166,742

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

Associated companies | i ] g PR R 2 A AP . 9318 10,216
Other . ; o aile I i i I ey o b WL Vet i 15,126 1,788
Accounts payahle—
Assaciated companies " ’ S R T ol 9,440 7,755
Other . . . . : ‘ - N D A 28276 32,680 ‘
Accrued taxes : v A I v s 15,421 6,658 |
Accrued interest | : ! iy 10,108 9,924 |
Ot © . s , ol —— 21,473 14,308 |
106,162 T |
DEFERRED CREDITS:
Accumuinted deferred inconw taxes o . = 277,542 273,319
Accumulated deferred investment tax credits . : o o N TR 32209 33,560
Other ; . > A 27,950 24.033
337,70 330,912
COMMITMENTS, GUARANTEES AND CONTINGENCIES (Notes 4 & 7). e
$LISLI%% K

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



STATEMENTS OF CAPITALIZATION Peansylvania Power Company
At December 31, (Dollary in thousauds, except per share amounts)
1994 1993
COMMON STOCKHOLDER'S EQUITY:
Common stock, 330 par value, 6,500,000 shares authonized, 6,290,000 shares outstanding . . .. . . .. . .. $188,700 $188,700
Other pad-in capital . . ol Tl e g | R TR P e B e ey L - 0, e e By 600) Qaim
lmduwmauh)...... n 515 ana ThIpeh e 3w (4 : el Sie w16 wan s i miNA ;5 N Bk A 10,873
FOI Conmtn SIoohBOMIer D SQuBY- .. v o o i v e e b almle S0 8 Bl g ROE e b ke hE Y e 258973

PREFERRED STOUK (Note Sb):
Cumulative, $100 par value—
Authorized 1,200,000 shares

Not Subject 1o Mandatory lndcm'mun

4.24% A e 40,000 40,000 $ 103.13 $ 4125 4,000 4,000

SRR . i oo 2 ai o ooy 41,049 41,049 105.00 4310 4,108 4,108
464% & xm o $rers a wer bl 60,000 60,000 102 98 6,179 6,000 6,000

TH4% . : AR 60,000 60,000 101.42 6,085 6,000 6,000

1.75% TAPRY . 250,000 250,000 100.00 25,000 25,000 25,000

KO0% 38,000 58,000 102.07 5,920 5,800 5800

Total not wh;ut {0 mandatory udemphun 309,049 300,049 351619 530,905 30,908
Subject 1o Mandatory lledempmm (Note S¢):

7625% i b 150,000 150,000 $ 107.63 $ 16,144 15,000 15,000
1 00% : i - 3.616 - - - 32
13.00% e : : - 60,000 - - - A,000
Redemption within one yur ; — (862

Totsl subject 10 mandstory redemption . 130,000 bl 316,144 15,000 20,500

LONG-TERM DEBT (Note Sd):
First mongage bonds—

Q000% due 1996 . ‘ y 2 SRR Wl T B R " T 50,000 50,000
9.740% due 19992019 R o i 2 9 A S O N AT 16T N 20,000 20,000
7500% due 2003 : : N P L T L 40,000 40,000
6.375% due 2004 . L8 e . FRRSHE PSSy o B 50,000 50,000
6.625% due 2004 . vy : T T T N LT T T 20,000 20,000
B.S00% due 2022 . : R PP T, F 323 AN 54 g R 50,000 50,000
7625% due 2023 : G o T RES A5 i WDt AR A T S R 40,000 40,000
Total first montgage bonds : \ T i , T vy 36 3 270,000 270,000
Secured notes—
4. 750% due 1998 . o ’ 0 B n R ¥ 4B W R & 8L 9 o8 R oy 850 850
6 080% due 2000 . : (IR b A v gk B4 8 4 e 16, bt B e B s . 23,000 23,000
5400% due 2013 . ‘ " - o1 5 6 R NPk § T B T i 1,000 1,000
12.000% due 2014 . TR o 4 SIS 08 o e 6 W A 4 B - 12,700
K 125% due 2015 . e e . x 14,250 14,250
S 400% due 2017 o By S P $14 1y 1 e N e 10,600 10,600
T150% due 2017 . ' e 5 Vel o5 T & B Rimged T O 17,925 17,925
S 900% due 2018 LI PR T PETT A A R Ny ¥ 35k 16,800 16.800
B100% due 2018 N o 0 T 0 T N R AT G R g 4 10,300 10,300
RI00% due 2020 . : T T Rr T vt ¥ 5,200 5,200
T150% due 2021 . .. v e SR SR S K A Ty X " 14,482 14 482
6.150% due 2023 | . - : h s e Wk § Y U i o A e 12,700 -
6.450% due 2027 . P . PRI S o T . e 14,500 14,500
S 450% due 2028 : , dik e By oot p pebped v € g ] 6,950 6,950
S 950% due 2029 ! . s WA K Lo § 3E PR o 238 238
Total secured notes : oF W, TG ol & 0 B K A 148,795 148,795
(ther oblggaiins—
Nuclear fuel . P - ngd ' 24,120 25,89,
Capital lcases (Note 4) : X b A S bk AN 8 . JAse 3,69
Total other obligations ' X6 3o ; Ve X L WS7e 34,583
Net unamortized discount on debt ; R 50 1 (91 P L 41470 ~(L68])
Long-term debt due within one year : . P e - . (24449 A11.14)
Total long-term dett el e . 424 4587 440,555
TOTAL CAPITALIZATION : . o . iyt 3740335 $766.742

The accompanying Notes 10 Financial Stateme .. are an integral pant of these stalements



STATEMENTS OF RETAINED EARNINGS

For the Years Eaded Decomber 31

Balance st beginaing of

Net inconw

Cash dividends on common stock
Cash dividends on preferred stock

Premium on redemption

Balance at end of year

1993

X RAELA

(in thousands)

$ 66,392
31260
97,652

11,386
£.018
35K
26,779
$70.873

STATEMENTS OF CAPITAL STOCK AND OTHER PAID-IN CAPITAL

Balance, January 1, 1992
Sale of 7.625% Preferred Sto
Rede nphons
K 14% Sene
e
Sene
Sen
Senes
Senes
Balance, Decanber 11,

Sale f7.75% Prefer

Senes
S0% Senes
13 00% Series
Balance, Decesnber 31
Minimum hsbility for o
retirement benefits
Redemplions
11 0%
1 O0% W TICR
Balance, December 11, 1994

mpanying Notes |

e Preferred Stock
Not Subject to
Common Mock Mandatory Redew ption
Other
N b Par Paid-In Number Par Nusnber
of Shares Value of Shares
(Dollars w thousands)

of Shares Value Capital

419,049 $41.905

stalemenis

vania Power Company

b

11 £7¢

6. 448

1372

———d

33,496

] 177

Subject to
Mandatory Redemnption

Par

Value




BT RN m—

STATEMENTS OF CASH FLOWS Penansivasia Pews, C-~eamy
For the Yeurs Kaded Decesuber 31, 1964 1993 1992
(In thousands)
CASH FLOWS FROM OFERATING ACTIVITIES:
DIRRINND 2 o+ A0 7 x ¥ B8 R 6 TN R R ST 24 ool $ 31,260 $21.317 $ 30,956
Adjustments Lo momshnﬂmwmmﬁommnlwﬁns
Provision for depreciation . . . . . . .. o T Ry N T 29,108 29,260 30,856
Nuclear fuel and lease amortization . . . . | VB S bmt B iR ISRy i0.656 K.812 13,866
Deforred income taxes, net . . . . . . ... Ehs T &w Y o5 IngeYin T By vt A 7578 10,261 (446)
Investment tax credits, 88t . . . . .. e wh% - s Rl vk (1,351) (1,361) (959)
T T e RN s e EEE SRS | R it e 6 T D A - - 19,517
Allowance for equity luudl used during CONMAMCHION - . . . oL 140%) @3in (114
DRIl Tl A, B . s v hn e w B B Ry o B SRS e (4,091) 199 2,745
Cumulative effect of an accounting change 'ot
e R o N R P S 0 A6 0 - (5,653) —
Perry Unit 2 termination . . . . .. ... ... FH Fuhlai I ¥ ¥ e 4 P S - 24,458 -
ST e &y 35 & adane B E @ B o Vs il i R 6 e n T Ark el > o e ok B § 7219 - 231
Internal cush before dividends . . . . . ... .. ..., ... .. AN e 79,971 87,086 OK 798
Receivables . . , s ey s anne o o (1,089) (5.974) 19,077
Materials and supplies : ; i Sl e (601) 4,666 (3,870)
Accounts payable 5 I i3 : : (1,686) 4,196 (8,8R6)
(nher . . . . 5 Mok 3 : ; 28,171 (6.17%) 11,560
Net cash provided !‘mm operaling activities 2L g : 104,796 83,766 _93.559

CASH FLOWS FROM FINANCING ACTIVITIES:
New Financing—

T S e e P T AT ey - 24,654 15,000

Long-term debt L L I e Bie TLp 4k b 8 B e 11,868 149 867 102,914

Notes payable, 0ol . . . . ivovviyiss T I T I s Ty - - 7,000
Redemptions and lmyumn—

IS M 0. 05 5 o wed T B N e ] W K8, B B 6 R R Y O 5 6,687 28,970 20,612

Long-term debt PR TR D et Bk e £ Bk S 8 o5 T N d 23,655 145,809 137,343

Notes payable, net . RS R S TR ol Py o ey $5 ey - 15,000 -
Dividend Payments —

Common stock : b - ; B s 21,386 21,386 27.676

Preferred stock I e 9 g e g ] W s _ 85038 5,639 6,448

Net cash used for ﬁnnumx T T P i ; 44 898 42283 67,165
CASH FLOWS FROM INVESTING ACTIVITIES:
T T A R U R R L 5, NI B 30,072 31,328 26,4658
Loan to parent iv ke DEL IR Wit o S oW (075 A 2 e IR A W 8 1 ARy, RO 25,000 - -
Other TS B et I b A bk ot T ko T R B ke deg 6 A B T AT B N & B ﬂ 999 344
Netcnﬁuudfmxmvulm.lchvﬁm ..... Bl doy s o e A o T 58,520 237 26,809

Net increase (decrease) in cash and cash oqmvnlcm ............ £ > 0o v 3 v 4,381 9,156 415
Cash und cash equivaients st beginning of year . . . . . . .. | N P I 12,819 3662 4078
Cash and cash equivalents at end of year . . . . .. .. ... .. - 5 R i 2Bk M m m
SUPPLEMENTAL CASH FLOWS INFORMATION:
Cash paid during the year—

Interest (net of amounts capitalized) ' $ 31,738 $ 32,391 $37.11

Income taxes v ; - o 19,873 10,403 31,312

The accompanying Notes 1o Financial Statements are an integral part of these statements,
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STATEMENTS OF TAXES Pennsylvania Power Co.apany
For the Years Ended Decemaber 11, 1994 1993 1992
(In thousands)
GENERAL TAXES:
R T T AN A $11.024 $10,754 $10,623
Real and personal property . . . . Ao R B e IR L 6,699 6,712 6,762
State capital sock . . ... R A Olr o Lo e SRt s it I 6.9 ort i 7 ohap et 2.440 2,000 2,252
Social security and mhmu I vy o Sy o 2 o 2.5%0 2,643 2,067
e B i e ol ool P P LS. = %4 482 458
Fobol gonoral N8 . . . i iins i e e ey s S23.137 222,991 S22.162
PROVISION FOR INCOME TAXES:
Currently payable—
I o It A2 T (] A RTE B I8 6 O els % A ot O % A 7Y Kl 54 bl $i1.040 $3.29 $14 932
I TR NIl % 0 B 2 5 i Bl e i e 2o b e B o e 1 el 2] 1,066 716 1.551
18,106 ~4.008 22,484
Deferred, net—
DRIMEIE" "0 & 7 50 6 1NN 8 A 5 6 RTA Y R A 0 W 6 5,088 10,035 254
- PP ﬁln) 1.22[ _m
1.578 14,326 (446)
Investment tax credits, net of smortization (L351) (Lasl) (959
Total provision for income taxes . m ”9 973 321 |°E
INCOME STATEMENT CLASSIFICATION OF
PROVISION FOR INCOME TAXES:
Operating expenses . . $23,280 $23,196 $21,069
Other income T & 1,083 (10,331 10
Cunwlative effect of " elum n uommlmg ik kT 1 R e B - 4,108 -
Total provision for income taxes . . . 324,333 $16.973 S2L,079
RECONCILIATION OF FEDERAL INCOME TAX EXPENSE AT
STATUTORY RATE TO TOTAL PROVISION FOR INCOME TAXES:
Book income before provision for income taxes . . . . . . . . & 5
Federal income tax expense al statutory rate | % % %
Increases (reductions) in taxes resulting from:
State income taxes, net of foderal income tax benefit 4.261 3,285 4,522
Amontization of investment tax credits . . . . . L, (1,351 (1.361) (2,279)
Excess of book over tax depreciation, net . . . .. .. ... ; - - 2.863
Amortization of tax N’Ulllofy OIS e 3 sk s G W 5 Rl A 24 2,376 -
Other, net . . . . .. ; (266) (699) (1,719)
Total provision for income taxes $24.333 m m
SOURCES OF DEFERRED INCOME TAXES:
Exvess of tax over book depreciation, met . . . .. L0 $1.370
Difference between tax and book revenue, net (6,835)
Deferred fuel costs hand {1,042)
Deferred loss on reacquired doM net 1,608
Amortization of deferred interest on leased uuclur fw:l (1.144)
Allernative minimum tax credits utilized §.843
Pensioncosts . . . . . .. .. - 1,320
Recoverable tax amlwge QOsts | 7%
Other, net . (594
Net deferred imwome taxes -t ld46)
ACCUMULATED DEFERRED INCOME TAXES AT DECEMBER 31:
Property hasis differences $17K.345 $171,581
Allowance for equity funds used durm; construction o901 41,091
Deferred nuclear expense . 8914 B914
Customer recesvables for future income taxes 55,498 56,736
Unamontized investment tax credits (13,557) (14,129
Other | K4 ~2121
Net dcfemd Weome tax Iuhllny $277.542 27319

The accompanying Notes to Financial Statements are an integral part of these statements
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NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES:

The Company, a wholly owned subsidiary of
Ohio Edison Company (Edison), follows the
accounting policies and practices prescribed by the
Pennsylvania Public Utility Commission (PPUC)
and the Federal Energy Regulatory Commission
(FERC).

REVENUES—The Company’s retail
customers are metered on a cycle basis. Revenue
was recognized for electric service based on
meters read through the end of the year for years
prior to 1993, Beginning in 1993, revenue is
recognized to include unbilled sales through the
end of the year (see Mote 2),

Receivables from customers include sales to
residential, commercial and industrial customers
located in the Company's service area and sales to
wholesale customers. There was no material
concentration of receivables at December 31, 1994
or 1993, with respect to any particular segment of
the Company’s customers.

FUEL COSTS—The Company recovers fuel
and net purchased power costs not otherwise
recovered through base rates from its customers
through an annual “levelized™ energy cost rate
(ECR). The ECR, which includes adjustment for
any over or under collection from customers, is
recalculated each year. Accordingly, the Company
defers the difference between actual energy costs
and the amounts currently recovered from its
customers.

In March 1993, the Office of Consumes
Advocate (OCA) filed a complaint against the
Company with the PPUC regarding the Company's
ECR. The complaint objected to the elimination of
certain contractual arrangements for the sale of
generating capacity to Edison. In the past, sales
under these arrangements were included in the
ECR calculation, and the OCA alleged the
elimination of the arrangements increased the
Company’s recoverable energy costs. The
Company recognized a charge of approximately
$4,950,000 ($2,864,000 after-tax) in the fourth
quarter of 1993 relating to the expected resolution
of this issue. The PPUC ordered the Company to
begin refunding the $4,950,000 to customers by
reducing its ECR from April *, 1994 through
March 31, 1997,

UTILITY PLANT AND DEPRECIATION -
Utility plant reflects the original cost of
construction, including payroll and related costs
such as taxes, employee benefits, administrative
and general costs and financing costs (allowance
for funds used during construction).

The Company provides for depreciation on a
straight-line basis at various rates over the
estimated lives of property included in plant in
service. The annual composite rate for electric
plant was 2.7% in 1994 and 1993 and 3.0% in
1992. Effective in 1993, the anrual composite rate
was reduced as a result of the Company's
depreciation study filed with the PPUC which took
into consideration extended useful lives of certain
generation and distribution facilities.

The Company recognizes approximately
$300,000 annually (as depreciation expense) for
future decommissioning costs applicable to its
ownership interest in two nuclear generating units.
The Company's share of the future obligation to
decommission these units is approximately
$70,000,000 in current dollars and (using a 2.8%
escalation rate) approximarely $142,000,000 in
future dollars. The estimated obligation (based on
site specific studies) and the escalation rate were
developed using information obtained from
consultants. Payments for decommissioning are
expected to begin in 2016, when actual
decommissioning work begins. The Company has
recovered approximately $2,676,000 for
decommissioning through its electric rates from
customers through December 31, 1994; such
amounts are reflected in the reserve for
depreciation on the Balance Sheet. If the actual
cosis of decommissioning the units exceed the
accumulated amounts recovercd from customers,
the Company expects that difterence will be
recoverable from its customers. The Company has
approximately $3,900,000 invested n. >vternal
decommissioning trust funds as of December 31,
1994, Earnings on these funds are reinvested “vith
a corresponding increase to the depr: ciation
reserve. The Company has also recognized an
estimated liability of approximately $4,400,000
related to decontamination and decommissionirg of
nuclear enrichment facilities operated by the
United States Department of Energy (DOE), as
required by the Erergy Policy Act of 1992, The
Company recovers these costs through its ECR.

The staff of the Securities and Exchange
Commission has raised questions regarding the
recognition, measurement and classification of



decommissioning costs for nuclear generating
stations in the financial statements of elestric
utilities. In response to these questions, the
Financial Accounting Standards Board (FASB) has
agreed to review the accounting for nuclear
decommissioning costs. If current electric utility
industry accounting practices for decommissioning
are changed: (1) annual provisions for
decommissioning could increase; (2) the full
estimated cost for decommissioning could be
recorded as a liability rather than as accumulated
depreciation; and (3) income from the external
decommissioning trusts could be reported as
investment income. The FASB's review is
expected to be completed in 1995,

COMMON OWNERSHIP OF

GENERATING FACIL'TIES—The
Company and other Central Area Power
Coordination Group (CAPCO) companies own, as
tenants in common, various power generating
tacilities. Each of the companies is 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 portior of
operating expenses associated with jointly owned
facilities is included in the corresp. nding operating
expenses on the Statements of Income  The
amounts reflected on the Balance Sheet u der
utility plant at December 31, 1994, include the
following:

Utility  Accunmilated  Construc:  Company’'s
Plant Provision tion Owner-

Goneruting in for Work in  ship
Uity
(lu thousands)
W H Sammis #7 357,100 S 184X $ 10 20 80%
Bruce Mansficld
Y102 and #2 20,700 39,000 1,400 §7%%

Beaver Valley #1 224,700 K& 400 900 17.50%
Peiry #1 336,700 55 600 200 524%

Toial 3712200 $201.400 32,600

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:

1995 $X.965 000
| vty SAT2.040
1987 4 X76,000
190% 2,912,000
19494 676,000

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.

INCOME TAXES—Details of the total
provision for income taxes are shown on the
Statements of Taxes. Deferred income taxes result
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 over
the estimated life of the related property.

The Company adopted Statement of Financial
Accounting Standards (SFAS) No. 109,
“Accounting for Income Taxes,” on January 1,
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 are
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, 1994 and 1993, are
disclosed on the Statements of Taxes.

The Company is included in Edison’s
consolidatiad federal income tax return. The
consolidated tax liability s aliocated on a
“stand-alone” compuny basis, with the Company
recognizing any tax losses or credits it contributed
to the consolidaced rvtrn. The Company has
$7,000,000 of t x-related receivables due from
Edison resulting from its contribution to the
consolidated return.

RETIREMENT BENEFITS—The
Company's trusteed, noncontributory defined
benefit pension plan covers almost all full-time
employees. Upon retirement, employees receive a
monthly pension based on length of service and
compensation. The Company uses the projected
unit credit method for funding purposes and was
not required to make pension contributions during
the three years ended December 31, 1994
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The following sets forth the funded status of
the plan and amounts recognized on the Balance
Sheets as of December 31:

1994 1993
(1o thousands)

Actuarial present value of benefit

obligations

Vested benefits $ K379 $ 78,042

—Nonvested benefis 5,862 3,933
Ssguguinied bhepeltoblgauon LI R H
Plan aswets sl fair value $ 114,88 $ 123,092
Actuarial present value of projected

_benelit obligation 108498 107,702
Plan assets in excess of projected

benefit obhigation 6,383 15,390
Unrecognized net gain (1,281) (1,611)
Unrecognized prior service cost 2.347 2,563
Uprecognized net transition aaset (8,426) 0479
~littosnnon asset lisbilig el 000

The assets of the plan consist primarily of
common stocks, United States government bonds
and corporate bonds. Net pension costs for the
three years ended December 31, 1994, were
computed as follows:

1994 1993 1992
(In thousands)

Service cost—benefits earned

during the period $ 3294 8 2802 0§ 2828
Intérest on projected benefit

obligation f5K 7.281 6.612
Return on plan assets 1.346  (15,653) 9.336)
Net deferral (amortization) (14,092 2,366 (3,652)
Volumary early retirement
—rogran expense 9,134 3,930 =
e lislpeian o SRR TS TP N JERL

Th: assumed discount rate used in
determining the actuarial present value of the
projected benefit obligation was 8.5% in 1994,
7.5% in 1993 and 9% in 1992, The assumed rate
of increase in future compensation levels used to
measure this obligation was 4. 5% in each year.
Expected long-term rates of return on plan assets
were assumed to be 10% in 1994 and 11% in 1993
and 1992,

The Company provides a minimum amount of
noncontributory life insurance to retired employees
in addition to optional contributory insurance.
Health care benefits, which include certain
employee deductibles and copayments, are also
available to retired employees, their dependents
and, under certain circumstances, their survivors,
The Company pays insurance premiums to cover a
portion of these benefits in excess of set limits; all
amounts up to the limits are paid by the Company

In 1993 the Company adopted SFAS No. 106
“Emplovers” Accounting for Postretirement

Benefits Other Than Pensions,” which requires
companies to recognize the expected cost of
providing other postretirement benefits to
employees and their beneficiaries and covered
dependents from the time employees are hired
until they become eligible to receive those
benefits. The Company does not currently fund
these future benefits. Costs paid by the Company
for retiree health care and life insurance benefits of
$1,411,000 were charged to income in 1992,

The following sets forth the accrued
postretirement benefit cost on the Balance Sheets
as of December 31:

1994 1993
(In thowusands)
Accumulated postretirement benefit
obligation allocation:
Retirees $ 25,086 % 20,604
Fully eligible active plan participants 1.817 6,794
( v 15 5
Acoumulated postretirement benefit
obligation 48,136 42,908
Unrecognized transition obligation (30,588) (32,287
Unrecognized net loss 6911) (8357
Assoved positsrement bepelit cogl L1000 5. 5.20]

Net periodic postretirement benefit costs for
the years ended December 31, 1994 and 1993
were computed as follows:

1994 1993
(1n thousasds)
Service vost-benefits attributed to the period  $1,109 $ 866
Interest cost on accumulated benefit obligation 3,496 3,129
Amortization of transition obligation 1,699 1,699
Amortization of loss 196 -
Yolusary early retirement program expense 669 L112
Net periodic postretirement benefit cost 7,169 6.806
Benefits paid 1793 _1.543
Increase in accrued postretirement
bspsflson 5376 38261

The health care trend rate assumption is
7.89% in the first year gradually decreasing to
3.5% for the year 2008 and later. The discount
rates used to compute the accumulated
postretirement benefit obligation in 1994 and 1993
were 8.5% and 7.5%, respectively. An increase in
the health care trend rate assumption by one
percentage point in all years would increase the
accumulated postretirement benefit obligation by
approximately $6,900 ™00 and the aggregate
annual service and interest costs by approximately
$800,000.

The PPUC has authorized the Company to
defer the incremental costs resulting from adopting
SFAS No. 106 (compared to costs computed under
the former accounting basis) for future recovery
from its retail customers. Similar authorizations
relating to owner utilities regulated by the PPUC



were appealed by the OCA to the Commonwealth
Court of Pennsylvania. The Commonwealth Court
has issued conflicting opinions and both cases have
been appealed to the Pennsylvania Supreme Court.
Due to the uncertainty resulting from these
conflicting opinions, the Company provided a
reserve in the fourth quarter of 1994 of
$8,728.000 (35,066,000 after-tax) against the full
amount deferred.

TRANSACTIONS WITH AFFILIATED

COMPANIES—Transactions with affiliated
companies are included on the Statements of
Income as follows:

1994 1993 1992
(In thousands)

Cpernting revenues:
Electric sales 10 Edison $ ¥ 464 $ 8,781 $22,758
Bruce Mansfield Plant
administirative and general

charges to Edison 6,038 5.652 2,529

(nher trunsactions with
Edison 342 ass 37
314,844 314 788  $25.655

Fuel and purchased power
Power purchased from Edison  $12.673 $ 8667 $13.936

Nuclear fuei leased from
OES Fuel 11,529 10,356 15,199

Onher operating costs
Rental of transmission

lines from Edison $ 1102 $ 1,042 s$1LIm
Data provessing services

from Edison 2,706 3,307 2,624
Other transactions with

Edison 3,908 4,345 2,679

$ 7716 38,604 36475

SUPPLEMENTAL CASH FLOWS

INFORMATION—AIl temporary cash
investments purchased with an initial maturity of
three months or less are reported as cash
equivalents on the Balance Sheets. The Company
reflects temporary cash investments at cost, which
approximates their market value. Noncash
financing and investing activities included capital
lease transactions amounting to $7,566,000,
$2,357.000 and $10,721,000 for the years 1994,
1993 and 1992, respectively.

All borrowings with initial maturities of less
than one year are defined as financial instruments
under generally accepted accounting principles and
are reported on the Balance Sheets at cost which
approximates their fair market value. The
following sets forth the approximate fair value and
related carrying amounts of all other long-term
debt, preferred stock subject to mandatory

redemption and investments other than cash and
cash equivalents as of December 31:
1994 1993

Carrying Fair  Carrying Fair
Nalue Valye _Valve  Value
(In willious)
Longtcrm detd $ 419 S84 §419 % 4%
Preferred stock $. 13 $ 12 % 21 $ 21
Investments other than
cash and cash
_equivalents 3.3 5 5 . $ 5

The fair values of long-term debt and
preferred stock reflect the present value of the cash
outflows relating to those securities based on the
current call price, the yield to maturity or the yield
to call, as deemed appropriate at the end of each
respective year. The yields assumed were based on
securities with similar characteristics offered by a
corporation with credit ratings similar to the
Company’s ratings. The fair value of investments
other than cash and cash equivalents represent cost
(which approximates fair value) or the present
value of the cash inflows based on the yield to
maturity. The yields assumed were based on
financial instruments with similar characteristics
and terms. All of the Company’s financial
instruments are for purposes other than trading.

REGULATORY ASSETS—The Company
recognizes, as regulatory assets, costs which the
FERC and PPUC have authorized for recovery
from customers in future periods. Without such
authorization, the costs would have been charged
to income as incurred. Amounts shown below as
being recovered currently would be recovered over
approximately 24 years based upon amounts
amortized during 1994,

Regulatory assets on the Balance Sheets are
comprised of the following:

1994 1793
(lu thousands)

Currently being recovered through rates
Customer receivables for

future income taxes $132,012  $135,197

Property taxes 4.724 4615
Loss on reacquired debt 11,967 12,551
DOE decommissioning and
decontamination costs 4,582 3,192
—Deferred fuel costs 7,198 3,590
160,480 159,145
Not currently recovered through rates
Nuclear unit expenses 21,180 21,180
Employee postretirement
benefit costs - 4,330
Perry Unit 2 termination I%.066 37,637
59,246 63,156
Total 3210726 3222301
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2, CHANGE IN ACCOUNTING FOR
UNBILLED REVENUES:

On January 1, 1993, the Company changed its
accounting policy to recognize revenue relating to
metered sales which remain unbilled at the end of
the accounting period. This change was made to
more closely match the Company's revenues with
the costs of services provided. The effect of this
change decreased net income for the year ended
December 31, 1993, (before the cumulative effect
from periods prior to 1993) by approximately
$900,000. The cumulative effect to January 1,
1993, was $5,653,000 (net of $4,108,000 of
income taxes). The reported results of operations
for the year ended December 31, 1992 would not
have been materially different if this new
accounting policy had been in effect during that
year,

3. PERRY UNIT 2 TERMINATION:

In December 1993, the Company announced
that it would not participate in further construction
of Perry Unit 2 and abandoned Perry Unit 2 as a
possible electric generating plant. The Company
expects its Perry Unit 2 investment to be
recoverable from its PPUC jurisdictional
customers based on Section 520 of the
Pennsylvania Public Utility Code. Due to the
anticipated delay in commencement of recovery
and taking into account the expected PPUC rate
treatment, the Company recognized an impairment
to its Perry Unit 2 investment of $24,458,000 in
1993, reducing net income by $14,165,000.

4. LEASES:

The Company leases certain transmission
facilities, computer equipment, office space and
other property and equipment under cancelable and
noncancelable leases. Consistent with the
regulatory treatment, the rental payments for
capital and operating leases are charged to
operating expenses on the Statements of Income,
Such costs for the three years ended December 31,
1994, are summarized as follows:

1994 1993 1992

(In thowsands)

Opersting leases

Interest element $ 208 $ 17 $ 212

(ther 893 912 1,032
Capital lenses

Interest clement 945 1,070 1169
__Other L34 1,273 1,231
Lo e * LIRS S SLI ERN

The future minimum lease paymeuts as of
December 31, 1994, are:

Capital  Operating
Leases Leases
(In thousands)

1995 $ 2,367 $ 247

1996 1,793 247

1997 1,547 243

1998 1,351 239

1999 1,179 209

13,673 3,779

Total minimum lease payments 21,910 34,964
Executory costs 4,362
Net minimum lease payments 17,548
Interest porion 10,002

Present value of net minimum

lease payments 7.456
Less current portion 1.229
Dogeurregtponion $.6.227

5. CAPITALIZATION:

(a) RETAINED EARNINGS—Under the
Company’s Charter, the Company's retained
earnings unrestricted for payment of cash
dividends on the Company’s common stock were
$59,307,000 at December 31, 1994,

(b) PREFERRED STOCK—The Company’s
7.625% and 7.75% series of preferred stock have
restrictions which prevent early redemption prior
to October 1997 and July 2003, respectively. All
other preferred stock may be redeemed by the
Comgpany in whole, or in part, with 30-60 days’
notice. The optional redemption price for the
7.625% series shown on the Statements of
Capitalization will decline to $100 per share by
2007.

(¢) PREFERRED STOCK SUBJECT TO
MANDATORY REDEMPTION—The
Company’s 7.625% series has an annual sinking
fund requirement for 7,500 shares beginning on
October 1, 2002,

(d) LONG-TERM DEBT-—The first mortgage
indenture and its supplements, which secure all 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 $14,250,000 in
1995, $50,000,000 in 1996, $850,000 in 1998 and
$487.000 in 1999,



The Company’s obligations 1o repay cortain
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.

6. SHORT-TERM FINANCING
ARRANGEMENTS:

The Company has lines of credit with banks
that provide for borrowings of up to $5,000,000
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 annual commitment fees of
0.50% . These lines expire at various times during
1995,

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 is currently limited by the PPUC to
a total of $50,000,000. Either company can
terminate the agreement with six months’ notice.

7. COMMITMENTS, GUARANTEES AND
CONTINGENCIES:

CONSTRUCTION PROGRAM-—The
Company’s current forecast reflects expenditures
of approximately $138,000,000 for property
additions and improvements from 1995 through
1999, of which approximately $28,000,000 is
applicable to 1995, Investments for additional
nuclear fuel during the 1995-1999 period are
estimated to be approximately $29,000,000, of
which approximately $4,000,000 applies to 1995,
During the same periods, the Company’s nuclear
fuel investments are expected to be reduced by
approximately $39.000,000 and $9,000,000,
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
$8.,920,000,000. 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
the Perry Plant, 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 $18,000,000
per incident but not more than $2,300,000 in any
one year for each incident.

The Company is also insured as to its interest
in Beaver Valley Unit 1 and the Perry Plant under
policies issued to the operating company for each
plant. Under these policies, up to $2,750,000,000
is provided for property damage and
decontamination and decommissioning costs. The
Company has also obtained approximately
$53,100,000 of insurance coverage for
replacement power costs for its interests in Perry
and Beaver Valley Unit 1. Under these policies,
the Company can be assessed a maximum of
approximately $2,600,000 for accidents at any
covered nuclear tacility 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 is available. To the extent that replacement
power, property damage, decontamination,
decommissioning, repair and replacement costs and
other such costs 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
guaranteed certain debt and lease obligations in
connection with a coal supply contract for the
Bruce Mansfield Plant. As of December 31, 1994,
the Company's share of the guarantee (which
approximates fair market value) was $10,952,000.
The price under the coal supply contract, which
includes certain minimum payments, has been
determined to be sufficient to satisfy the debt and
lease obligations. The Company's total payments
under the coal supply contract amounted to
$10,071,000, $13,230,000 and $12,082,000
during 1994, 1993, and 1992, respectively. Under
the coal supply contract, the Company’s minimum
payments in each year during the period 1995
through 1999 are approximately $4,000,000.
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ENVIRONMENTAL MATTERS—Various
federal, state and local authorities regulate the
Company with regard to air and water quality and
other environmental matters. The Company has
estimated additional capital expenditures for
environmental compliance of approximately
$12,000,000, which is included in the construction
forecast under “Construction Program™ for 1995
through 1999,

The Clean Air Act Amendments of 1990
require significant reductions of sulfur dioxide
(SO,) and nitrogen oxides (NO,) from the
Company's coal-fired generating units by 1995 and
additional emission reductions by 2000.
Compliance options include, but are not limited to,
installing additional pollution control equipment,
burning less-polluting fuel, purchasing emission
allowances, operating facilities in a manner that
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 (EPA), the
Company stated that SO, reductions for the years
1995 through 1999 likely will be achieved by
burning lower-sulfur fuel, generating more
electricity from lower-emitting plants, and/or
purchasing emission allowances. Equipment
already installed, or to be instalied by May 1995,
is expected to provide NO, reductions sufficient to
meet 1995 requirements. Plans for complying with
the year 2000 and later reductions have not been
finalized. EPA is conducting aaditional studies
which could indicate the need for additional NO,
reductions from the Company’s Pennsylvania
facilities by the year 2003. The cost of such
reductions, if required, may be substantial. The
Company continues to evaluate its compliance plan
and other compliance options.

The Pennsylvania Department of
Environmental Resources has issued regulations
dealing with the storage, treatment, transportation
and disposal of residual waste such as coal ash and
scrubber sludge These regulations impose
additional requirements relating to permitting,
ground water monitoring, leachate collection
systems, closure, liability insurance and operating
matters. The Company is considering various
compliance options but is presently unable to
determine the ultimate increase in capital and
operating costs at existing sites.

Legislative, administrative and judicial actions
will continue to change the way that the Company
must operate in order to comply with
environmental laws and regulations. With respect

to any such changes and to the environmental
matters described above, the Company expects that
any resulting additional capital costs which n.ay be
required, as well as any required increase in
operating costs, would ultimately be recovered
from its customers.

8. SUMMARY OF QUARTERLY
FINANCIAL DATA (UNAUDITED):

The following summarizes certain operating
results by quarter for 1994 and 1993.

March 31, Juse 30, Sept. 30, Dec. 31,
Three Months Ended 1994 1994 1994 1994
(In thousands)

Operatiog Revenues $78,358 $74,700 $77,055 $71.852

Operating Expenses
7 9 9

Operating Income 18,186 13,703 19618 12,161
Mher Income 414 522 408 467
Net Interest. 8,443
Emmp on Common
sk 8801 38,06 310087 32,99

Masch 31, June 30, Sept. 30, Dec. 31,

(lu thousands)

Opersting Revenues $74.274 $70,266 $76.226 $7)1.318
Operating Expenses
_and Taxes 61272 53
Operating Income 13,002 16,558 19516 13,701
Other Income (Expense) 68 200 437 (13,328

8,549 B.653 BB19 8469

Net Interest
Income (Loss) Before
Cumulative Effect of a
Change in Accounting 4,521 8,105 11,134 (8,096)
Cumulative Effect of a
_Change n Accoupting 5,633
¢ 0,17
Earnings (Loss) Applicable
iSommen Siock,

SA800 S80I 39006 S0.46D




REPORT OF INDEPENDENT PUBLIC
ACCOUNTANTS

To the Stockholders and Board of Directors of
Pennsylvania Power Company:

We have audited the accompanying balarce
sheets and statements of capitalization of
Pennsylvania Power Company (a Pennsylvania
corporation and wholly owned subsidiary of Ohio
Edisor Company) as of December 31, 1994 and
1993, and the related statements of income,
retained earnings, capital stock and other paid-n;
capital, cash flows and taxes for each of the three
years in the period ended December 31, 1994,
These financial statements are the responsibility of
the Company's management. Our responsibility is
to express an opinion on these financial statements
based on our audits,

We conducted our audits in accordance with
generally accepted auditing standards. Those
standards require that we plan and perform the
audit to obtain reasonable assurance about whether
the financial statements are free of material
misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit
also includes assessing the accounting prir .ples
used and significant estimates made by
management, as well as evaluating the overall
financial statement presentation. We believe that
our audits provide a reasonable basis for our
opinion,

In our opinion, the financial statements
referred to above present fairly, in all material
respects, the financial position of Pennsylvania
Power Company as of December 31, 1994 and
1993, and the results of its operations and its cash
flows for each of the three years in the period
ended December 31, 1994, in conformity with
generally accepted accounting principles.

As discussed in Notes | and 2 to the financial
statements, effective January 1, 1993, the
Company changed its method of accounting for
unbilled revenues, income taxes and postretirement
benefits other than pensions.

M M LL-*)
Arthur Andersen LLP

Cleveland, Ohio
February 3, 1995

19



20

BOARD OF DIRECTORS

H. Peter Burg

President of the Company, and

Senior Vice President and Chief Financial Officer
of the Company’s parent, Ohio Edison Company,
Akron, Ohio.

Robert H. Carlson

Retired, formerly President and Chief Executive
Officer of Universal-Rundle Corporation, a
plumbing fixture manufacturer, New Castle,
Pennsylvania.

James R, Edgerly
Vice President of the Company, New Castle,
Pennsylvania.

Willard R. Holland

Chairman of the Board and Chief Executive
Officer of the Company, and President and Chief
Executive Officer of the Company’s parent, Ohio
Edison Company, Akron, Ohio.

Joseph J. Nowak

Retired, formerly Vice President of Armco Inc., a
manufacturer of steel products, Pittshburgh,
Pennsylvania.

Jack E. Reed
Vice President of the Company, New Castle,
Pennsylvania.

Richard L. Werner

Chairman of the Board and President of Werner
Co., a manufacturer of aluminum extrusions,
ladders and scatfolding, Greenville, Pennsylvania.

DIRECTOR EMERITUS

G. Leo Winger

OFFICERS

Willard R. Holland
Chairman of the Board and Chief Executive
Officer

H. Peter Burg
President

James R. Edgerly
Vice President

Jack E. Reed
Vice President

Robert P, Wushinske
Vice President, Secretary, Treasurer, and General
Counsel

David W. McKean
Comptroller

Randy Scilla
Assistant Secretary and Assistant Treasurer

Mr. Holland is president and chief executive
officer and Mr. Burg is senior vice president and
chief financial officer of the Company's parent.
The principal employment of all other officers is
with the Company.

TRANSFER AGENT and REGISTRAR for
Preferred Stock:

Office of the Company's parent

Ohio Edison Company

Investor Services

76 South Main Street

Akron, Ohio 44308-1890

PRINCIPAL OFFICES:

I E. Washington Street

P. O. Box 891

New Castle, Pennsylvania 16103-0891
(412) 652-5531

Pennsylvania Power Company is an equal
opportunity employer.




Pennsylvania Power Company
1 E. Washington Street

P. O. Box 89]

New Castle, PA 16103-0891
{412) 652-5531

1994 Annual Report




