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SOURCE & APPLICATION OF FUNDS STATEMENT

1996 ACTUAL
$ MILLIONS
JCP&L MET-ED PENELEC
Application of Funds
Construction $214 $77 $109
AFC 6 2 3
Nuclear Fuel 28 15 8
Maturities & Sinking Funds 46 23 90
Total Applications $294 $117 $210
Sources of Funds
Internal
Depreciation & Amortization $207 $99 $94
Decommissioning (19) (16) (5)
Deferred Energy/NUGs 19 0 1
Deferred Income Taxes/ITC Net (14) 25 19
Changes in Working Capital and Other (38) (36) (28)
Total Internal Sources $155 $72 $81
External
Bonds & Other Long-Term Debt $80 $0 $40
Preferred Equity 0 0 0
Nuclear Fuel Lease 2 15 ]
Short-Term Debt/Temp Investments 3l 30 81
Total External Sources $139 $45 $129
Total Sources $294 $117 $210
Capitalization
Long-Term Debt $1277 $603 $682
Preferred Equity 287 112 122
Common Equity 1,489 701 75¢
Short-Term Debt/Temp Investments 31 Sl 108
Total $3,084 $1,467 $1,667
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SOURCE & APPLICATION OF FUNDS STATEMENT

1997 FORECAST

Application of Funds
Construction
AFC
Nuclear Fuel
Maturities & Sinking Funds
Total Applications

Sources of Funds
Internal

Depreciation & Amortization
Decommissioning
Deferred Energy/NUGs
Deferred Income Taxes/ITC Net
Changes in Working Capital and Other
Total Internal Sources

External
Bonds & Other Long-Term Debt
Preferred Equity
Nuclear Fuel Lease
Short-Term Debt/Temp Investments
Total External Sources

Total Sources

Capitalization
Long-Term Debt
Preferred Equity
Common Equity
Short-Term Debt/Temp Investments
Total

SMS WU \123G\APPY3-84 WK4

$ MILLIONS

JCP&L

$175
27

$329

$232
(19)
(2)
@0

$239

$50

27

13

$90
$329
$1,227
267
1,537

$3.075

MET-ED

$89

15

40
$147

$100
(17)

35
$121

$0

15
11
$26

$147

$563
112
746

62
$1,483

PENELEC

$118

26
$152

$103
(4)

(n
69
$167

$0

(22)
($15)

$152

$656
122
811
86
$1.675
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Light Company (cont.)
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Company
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representation as to information relating to the other registrants.
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ITEM 1, BUSIKEES.

GPU, Inc., a Pennsylvania corporation, organired in 1946, is a holding
company registi.,ed under the Public Utility Holding Company Act of 1935 (1935
Act). GPU, Inc, does not operate any utility properties directly, but owns
all of the outstanding common stock of three domestic electric utilities
gerving customers in New Jersey - Jersey Central Power & Light Company
(JCP&L) , incorporated under the laws of New Jersey in 1925, - and in
Pennsylvania - Metropolitan Edison Company (Met-Ed), a Pennsylvania
corporation incorporated in 1522, and Pennsylvania Electric Company (Penelec),
a Pennsylvania corporation incorporated in 1%1%. 1In 1926, the customer
service, transmission and distribution operations of these electric utilities
began doing business under the name GPU Energy. JCP&L, Met-Ed and Penelec

considered together are referred to as the "GPU Energy companies." The
generation operations of these three electric utilities are conducted by GPU
Generation, Inc. (Genco) and GPU Nuclear, Inc. (GPUN). GPU, Inc. also owns

all the common stock of GPU International, Inc., GPU Power, Inc. and GPU
Electric, Inc., which primarily develop, own and coperate electric generation,
transmigsion and distribution facilities and supply businesses in the U.S, and
foreign countries. Collectively, these are referred to as the "GPU
International Group." Corporate functions are performed by GPU Service, Inc.
(GPUS) . All of these companies ccnsidered together are referred to as “"GPU."

The GPU reaistered holding company system is subject to regulation by the
fecurities and Exchange Commission (SEC) under the 1935 Act, Retail rates,
conditions of service, issuance of securities and other matters relating to
the GPU Energy companies are subject to regulation in the state in which each
utility operates - in New Jersey by the New Jersey Board of Public Utilities
{NJEPU) and in Pennsylvania by the Pennsylvania Public Utility Commission
(PaPUC) . The Nuclear Regulatory Commission (NRC) regulates the construction,
ownership and operation of nuclear generating stations. The GPU Energy
companies are also subject to wholesale rate and other regulation by the
Federal Enargy Regulatory Commission (FERC) under the Federal Power Act. In
addition, certain GPU International Group foreign subsidiaries are subject to
limited rate and other regulation (see Regulation section).

This Form 10-K contains rertain forward-loocking statements within the
meaning of the Private Securitiesg Litigation Reform Act of 1995. Statements
made that are not historical facts are forward-looking and, accordinagly,
involve risks and uncertainties that could cause actual results or ocutcomes to
differ materially from those expressed in the forward-locking statements.
Although such forward-locking statements have been based on reasonable
assumptions, there is no assurance that the expected resulte will be achieved.
Some of the factors that could cause actual results to differ materially
include, but are not limited to: the effects of regulatory decisions; changes
in law and other governmental actions and initiatives; the impact of
deregulation and increased competition in the industry; industry
restructuring: expected outcomes of legal proceedings; generating plant
performance; fuel prices and availability; and uncertainties involved with
foreign operations including political risks and foreign currency
fluctuations.
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EECENT DEVELOPMERTS

durang the past year, there were a number of major developments which are

expucted to significantly affect GPU. They are as follows:

In 19%6, GPU and Cinergy Corp. (Cinergy) formed Avon Energy Partners
Holdings (Holdings), a 50/50 joint venture, to acquire Midlands
Electricity ple (Midlands), an English regional electric company. A
wholly-owned subsidiary of Holdinge purchased the outstanding shares of
Midlands through a cash tender offer of £1.7 billion, or approximately
U.S5. §2.6 billion. GPU's S0% interest in Holdinge is held by EI Uk
Holdings, Ine. (EI UK), a whelly-owned subsidiary of Gpu Electric, Inc.

At December 31, 1996, EI UK had borrowed approximately €342 million, or
approximately U.S. $586 million, through a GPU, Inc. guaranteed five-year
bank term loan facility, to fund its investment in Holdings. At December
31, 1996, Holdings had borrowed approximately €£1.1 billion., or
approximately U.S§. $1.8 billien, through a term loan and revolving credit
facility to provide for the balance of the acquisition price.

Midlands supplies and distributes electricity to 2.2 millien customers in
England in an area with a population of five million. Midlands also owns
@ generation business that produces electricity domestically and
internationally and a gas supply company that provides natural gas to
B,000 customers in England. 1In addition, Midlands owns international

generation projects and is pursuing additional international generation
and transmission projec:s.

Pennsylvania adopted comprehensive legislation which provides for the
restructuring of the electric utility industry. The legislaticn, among
other things, permits one-third of Pennsylvania retail consumers to
choose their electric supplier beginning January 1, 199¢, and all retail
consumers by January 1, 2001. The legislation reguires the unbundling of
rates for transmission, distribution and generation services, Utilities
would have the opportunity to recover their prudently incurred stranded
costs that result from customers choosing another supplier through a
PaPUC approved competitive transition charge, subject to certain
conditions, including that they attempt to mitigate these costs.

The legislation provides utilities the oppertunity to reduce their
stranded costs through the sale of traneition bonds by a separate trust
or other similar entity, with maturities of Up to 10 years. Principal
and interest payments on the bonds would be paid by all distribution
service customers through a nonbypassable intangible transition charge.
Among other things, the sale proceeds could be used to buy out or buy
down uneconomic nenutility generation (NUG) contracts, to reduce
capitalization, or both. PReduced financing costs asscciated with the

sale of transition bonds would be used to provide rate reductions for all
customers .

Pennsylvania electric utilities are required to submit restructuring
plans to the PaPUC between April 1, 1997 and September 230, 18§7. Met -Ed
and Penelec are scheduled to file their respective plans with the PapuC

on June 1, 1997, The PaPUC is required to conduct public hearings prior
to approval of these plans.
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Effective January. 3, 1987, trasgrupsion and digtribution rates c¢harged to
Pennoyleanis revall customers Aye generally capped for 4 1/2 years, and
generation rates are generally capped for up © niie years,  Transmiseion
and distrabution of electricity will continue as a regulated monopoly and
the PaPUC will ensure that adequate electrical reserves exist to maintain
veliable service. An independent system operator (IS0) will be
respongible for coordinating the generation and transmission of
electricity in an efficient and nondiscriminatory manner.

The NJBPU released Phase 11 of the New Jersey Energy Master Plan (NJEMP)
which recommends, among other things, that certain electric retail
customers be permitted to choose their supplier beginning October 1598,
expanding to include all retail customers by April 2001. The NJBPU also
recommends a near-term electric rate reduction of 5% to 10% with the
phase-in of retail competition, and combined with the effects of separate
proposed modifications to the state’'s energy taz policy, an aggregate
rate reduction of at least 10% to 15% over time.

The NJBPU proposes in this report that utilities have an opportunity to
recover their stranded costs associated with generating capucity
commitments provided that they attempt to wmitigate these costs. Also,
NUG contracts which cannot bé mitigated would be eligible for stranded
cost recovery. The determinaticn of stranded cost recovery by the NJEPU
would be undertaken on a case-by-case basis, with no guarantee for full
recovery of these costr. A separate market transition charge (MTC) would
be established for each utility to allow utilities to recover stranded
costs over four to eight years. The MTC would be capped to ensure that
customers experience the NJBPU's recommended overall rate reduction of 5%
to 10%. New Jersey is also considering authorizing the sale of
securitized transition bonds a: a mechanism to help mitigate stranded
COSLS.

In addition, the NJBPU ie proposing that, beginning October 1998,
utilities unbundle their rates to allow customers to choose their
electric generation supplier. Transmission and distribution of
electricity would continue as a regulated monopoly and utilities would be
responsible for connecting customers to the system and for providing
distribution service, Transmission service would be provided by an 180,
who would be responsible for maintaining the reliability of the regional
power grid.

The NJBPU intends to issue its final findings and recommendaticns to the
Governor and the Legislature for their consideration in March 1897. The
NJBPU proposes reguiring electric utilities in New Jersey to file for
review, by no later than July 15, 1997, complete restructuring plans,
stranded cost filingo and unbundled rate filings, and intends tc complete
its review of these filings by October 1998,

The FERC issued Order 888, which reguires utilities to provide open
access to their transmission network, thereby encouraging a fully
competitive wholesale electric power market. It also requires electric
utilities to, among other things: (1) file nondiscriminatory open access
transmission tariffe which would be available tc all wholesale sellers
and buyvers of electricity; (2) accept service under these new tariffs for
their own wholesale transactions; and (3) be permitted to recover their
legitimate and verifiable stranded costs incurred when a wholesale
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customer purchases power from another supplier using the utility' s
transmisslion system. While it does not reguire corporate unbundl ing
(i.e. the disposing of ancillary services or creating separate affiliates

to manage transmission services), Order €88 does call for functional
unbundling of transmission and ancillary services.

The GPU Energy companies filed pro forma tariffs in accordance with Order
B88. These tariffs became effect:ve on July 9, 1996,

The GPU Energy companies, along with six other electric utility members
of the Pennsylvania-New Jersey-Maryland (POM) Power Pool (together, the
supporting PJM companies), filed with the FERC a transmission tariff and
agreements (including, among other things, establishing an 180 to operate
the energy market and transmission system), that would Create a new
wholesale energy market to meet the reguirements of Order B8E, and to
increase competition in the Mid-Atlantic region.

In response to a FERC order, noting deficiencies and objections to their
initial submission, the PIM companies submitted to the FERC a revis.od
pProposal which represents an interim solution and contains several
unresolved issues for which alternate proposals were presented to the
FERC for resolution. On February 26, 1997, the FERC issued an order
directing PIM to adopt all recommendations proposed by the supporting PJIM
companiies except with regard to congestion pricing, which the FERC
ordere plementation of PECO Energy’s proposal on an interim basis.

The FERC has stated that it expecte it will order PJIM to adopt the
supporting PJM companies’ proposal on congestion pPricing after certain
issues are resolved concerning implementation of this proposal. PJIM has
begun implementation of the FERC'g order and plans to have the
restructured PJM Power Pool and pocl-wide open access transmission tariff
cperational on April 1, 1897. For additional information, see
Competitive Environmen:, Management ‘s Discussion and Analysis.

. The GPU Energy companies have successfully bought out and/or entered into
restructured power purchase agreemente with all major unbuilt NUG
projects with which they had executed power purchase agreements. Since
early 1995, nine NUG contracts representing 950 MW (JCP&L 300 MW; Met-Ed
490 MW; Penelec 160 MW) have been bought out and/or restructured at more
competitive prices. The GPU Energy companies expect these actions will

save their customers approximately $5.4 billion (JCP&L $1.8 billion; Met-
Ed $2.2 billion; Penelec $1.3 billion) over 285 years,

ELOPMENT

Electric utility customers have traditional
integrated regulated monopolies. The electric utility industry is moving away
from a traditional rate regulated environment based on cost recovery to some
combination of a competitive marketplace and modified regulation. The
enactment of the Public Utility Regulatory Policies Act of 1978 (PURPA)
facilitated the entry of competitors into the electric generation business.
The Energy Policy Act of 1992 (EPAct) furthered competition among utilities
and NUGs in the wholesale electric generation market, accelerating industry
restructuring. As discussed earlier, Pennsylvania recently adopted
comprehensive legislation which provides for the restructuring of the electric
utility industry, and New Jergey has proposed similar legislation.

ly been served by vertically
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Operatang ifi a competitive environment placeg pressures on utilaity profit
marging and credit guality. Utilities with significantly higher cost
structures than are supportable in the marketplace will experience reduced
earnings as they attempt to meet their customers’ dernands for lower-priced
electrigity. Competitive forces continue to influence some retail pricing.
In some cases, commercial and industrial customers have indicated their
intention to pursue competitively priced electricity from other providers, and
in some instances have obtained price concessions frcm utilities. This
prospect of increasing competition in the electric utility industry has
already led the major credit rating agencies to apply more stringent
guidelines in making credit ratiug determinations.

The combination of the current market price of electricity being below
that of utility owned generation and power purchase commitments, as well as
the ability of some customers to choose their energy suppliers, has created
the potential for stranded costs in the electric utility industry. These
stranded costs, while recoverable in a regulated environment, are at risk in a
deregulated competitive environment. The GPU Energy companies estimate that
their total potential above market costs relating to power purchase
commitments, above market generation costse, generating plant decommissioning
coste and regulatory assets at year end 1998, on a present value basis, could
range from $4.5 billion to $8 billion (JCPal $2.5 billion to $4 billion;
Met-Ed $1 billion to $2 billion; Penelec $1 billion to §Z billion), The
estimate is subject to significant uncertainties including the future market
price of both electricity and other competitive energy sources, as well as the
timing of when these above market costs become stranded due to customers
choosing another supplier. As discussed below, the restructuring legislation
in Pennsylvania and the proposed restructuring plan in New Jersey provide
mechanisms for utilities to recover, subject to regulatory approval, their
above market costs. These regulatory recovery mechanisms in Pennsylvania and
New Jersey will differ, but should allow for the recovery of non-mitigable
abcve market costs through either distribution charges or separate
nonbypassable charges to customers.

In response to competitive forces and regulatory changes, GPU is
considering various strategies designed to enhance its competitive position
and to increase its ability to adapt to, and anticipate changes in, its
business. GPU expects that its primary strategic focus will be on the
delivery infrastructure, retail supply and customer services segments of the
electric power industry. To this end, GPU is actively reviewing its portfolio
of assets, particularly nuclear and fossil generating facilities, for
congistency with this strategic focus. GPU is aware that a number of
nonaffiliated utilities in the Northeast and in California are in the process
of selling some or all of their generation assets in response to regulatory
and competitive pressures.

GFU'e strategies may also include business combinations with other
companies, internal restructurings involving the complete or partial
separation of its wholesale and retail businesses, acguisitions of other
businesses, and additions to its transmission or distribution businesses. No
agsurance can be given as to whether or when any potential transactaon of the
type described above may actually occur, or as to the ultimate effect thereof
on the financial condition or competitive position of GPU.
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OTHER DEVELOPMENTS AND GPU ANITIATIVES

During 1996 and early 1997, there were other state and federal regulatory

developments and GPU initiatives relating to competition within the electric
utility industry which are described below:

The PaPUC has issued a final order that sets forth the guidelines for
retail access pilot programs in Pennsylvania. These pilot programs will
include residential, commercial and industrial class customers, and
utilities are required to commit about 5% of load to retail access
programs and unbundle their rates to allow customers Lo choose their
electric generation supplier. 1In March 1997, Met-®d and Penelec filed
with the PaPUC their plan for a proposed pilot program that would offe:
approximately 51,000 (Met-Ed 23,000; Penelec 28,000) customers choice of
their electric generation supplier. The pilot program, which is subject
to PaPUC approval, is anticipated to begin in the fourth quarter of 1997
and will be in effect for at least one year.

JCP&L is awaiting NJBPU approval of a plan to establish a one-year pilot
program offering customers in Monroe Township, New Jersey a choice of
their elec:iric energy supplier. At the end of the firet year, Monroe
Township will have the option of renewing the pilot. Monroce Townehip had

been exploring the possibility of establishing its own municipal electric
system.

In early 1997, two pieces of legislation were introduced in Congress
which provide for a comprehensive restructuring of the electric utilicy
industry, including retail choice for all utility customers beginning as
early as December 2000, the opportunity for utilities to recover their
prudently incurred stranded costs, and repeal of both PURPA and the 1915
Act. It is expected that other similar proposed legislation will be
introduced in Congress during 1997.

Federal leg.slation was enacted which, among other things, permits
registered hclding company systems to acquire interegts in
telecommunications companies. In addition, the SEC has adopted Rule 58
under the 1935 Act which permits registered holding company systems to
engage in a variety of energy-related services without further SEC
authorization. 1In February 1997, GPU formed a new, nonregulated
subsidiary, GPU Advanced Resources, Inc. (AR). AR’s lines of business

may include telecommunications services, energy services and retail
energy sales,

GPU reduced its total workforce by 8% in 1996 through voluntary enhanced
retirement programs which were accepted by 493 bargaining and 247
nonbargaining employees,

Met-Ed and Penelec filed tariff supplements with the Papuc regquesting
approval to, among other things, include their currently effective energy
cost rates (ECR) and state tax adjustment surcharges (STAS) in base
rates, effective for all bills rendered after January 1, 19%7. On
February 28, 1997, the PaPUC issued a final order approving thie request .

Statement of Financial Accounting Standards No. 71 (FAS 71), "Accounting
for the Effects of Certain Types of Regulation," applies to regulated
utilities that have the ability to recover their costs through rates
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established by regulators and charced to customers. I1If &« portion of tho
GPU Energy cowpanies’ operations continues to be regulated, FARE V1
accounting may only be applied to that posticu. Insofar as the GPU

Energy companies are concernad, potentially unrecoverable costs will most
likely be related to generation investment, power purchase contracts, and
regulatory assets, which are deferred accounting ansacticns whose value
depends on the GPU Energy companies’ ability to : ‘over such costs from
their respective customers in the future,

In markets where there is excess capacity (as 1s currently the case in
the Mid-Atlantic and surrounding regions which include New Jergey and
Penngylvania) and many available sources of power supply, “ne market
price of electricity is expected to be lower than what weuld be necessary
te support full recovery of the investment in the gene:«ling facilities.
Also, utilities that are locked into expensive power purchase agreements
may be forced to value the contracts at market prices and recognize
certain losses.

Although the GPU Encrgy companies continue tc be subject to cost-based
ratemaking regulation, in the event that either all or a portion of their
operations are no longer subject to FAS 71 provisions, the related
regulatory assets, net of regulatory liabilities, would have o be
written off and charged to expense. In addition, any above narket costs
of power purchase commitments would have to be expensed, and addition.l
depreciation expense would have to be recorded for any differences
created by the use of a regulated depreciation method that is different
from that which would have been used under generally accepted accounting
principles for enterprises in general. The experience gained from the
deregulation of the telecommunications industry indicates that
substantial write-offs may result with the discontinuation of FAS 71. At
this time, GPU is unable to determine when and to what extent FAS 71 will
ne longer be applicable.

G P, ES

Th~ electric generating and transmission facilities of the GPU Energy
companies ave physically interconnected and are operated as a single
integrated and coordinated system serving a population of approximately five
million in New Jersey and Pennsylvania. For the year 1996, the GPU Energy
companies‘ revenues were about equally divided between Pennsylvania customers
and New Jersey customers, During 1996, sales to customers by customer class
were as follows:

.} Operating Revenues % ¥WH Sales

Total JCP&lL Met-EG Penelec MMMM
Residential 2 a5 . 37 30
Commercial 35 39 28 33 33 39 27 30
Industrial 21 1é 2B 27 28 20 35 34
Other* | — i — e el b

220 100 408 408 a0 A8  ASS 08

* Rural electric cooperatives, municipalities, street and highway laghting,
and others.
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The GPU Eneray companies alzgo make interchange ;4 spot market sales of
e.ectricity to other utilities. Reference ig made ‘o GPU Energy Companies’
Statistics and Company Statistics on pages F-3, F-101, F-111, and F-3121; for
additional information concerning GPU's sales and revenues. Revenues of
JCP&L, Met-Bd and Penelec derived from their largest single customers
accounted for less than 3%, 2% and 1%, respectively, of their electric
operating revenues for the year and their 25 largest customers, :n the
aggregate, accounted for approximately 9%, 13% and 14%, respectively, of such
revenues .

The area served by the Gpu Energy companies extends from the Atlantic
Ocean to Lake Erie, is generally comprised of small communities, rural and
suburban areas and includes a wide diversity of industrial enterprises, as
well as substantial farming areas. JCP&L provides retail service in northern,
western and east central New Jersey, having an estimated population of
approximately 2.5 million. Met-Ed provides retail electric service in all or
portions of 14 counties, in the castern and south central parte of
Pennsylvania, having an estimated population of almost one million. Met-Ed
also sells electricity at wholesale to fcur municipalities having an estimated
population of over 11,000. Penelec provides reta:l and wholesale electric
service within a territory located in western, northern and south central
Pennsylvania extend:ng from the Maryland state line northerly to the New York
state line, with a population of about 1.5 millioen, approximately 24% of which
is concentrated in ten cities and twelve boroughs, all with populations over
5,000. Penzlec also provides wholesale service to five municipalities in New
Jersey, as well as to Allegheny Electric Cooperative, Inc., which serves 13
rural electric cooperatives in Pennsylvania and one in New Jersey. Penelec,
as lessee of the property cof the Waverly Electric Light & Power Company, also
serves a population of about 13,700 in Waverly, New York and vicinity.

The GPU Energy companies’ transmission facilities are physically
interconnected with neighboring nonaffiliated utilities in Pennsylvania, New
Jersey, Maryland, New York and Ohio. The interconnection facilities are used
for substantial capacity and energy interchange and purchased power
transactions, as well as emergency assistance. The GPU Energy companies are
members of the PJM Power Pool and the Mid-Atlantic 2rea Council, an
organization providing coordinated review of the planning by utilities in the
FJV area. The PJM Power Pool has submitted a comprehensive restructuring
preposal, which is pending before the FERC. For additional discussion, see
Competitive Envivonment - Recent Regulatory Actiens, Management’s Discussion
and Analysis.

GPU INTERNATIONAL GROUP

The GPU Internationa. ““oup has ownership interests in distribution and
supply businesses in England and Australia, ten operating cogeneraticn plan.s
in the U.8. totaling 895 MW (of which the GPU International Group’s egquaty
interest represente 261 MW) of capacity, and eleven operating generating
facilities located in foreign countries totaling 2,686 MW (of which the GPU
International Group’s equity interest represents 546 MW) of capacity. It has
also made investments in certain advanced technologies related to the electric
power industry,




The GPU International Group ig continuing to investigate 3nvestment
Spportunities in various other domectic and foreign pown-;' projects and {oreign
utility systems and has  ommitments, both domentically ard intetnatiopally, in
tive generating facilities under construction totaling 3,172 MW (of which its
eguity interest represents B16 MW) of capacity.

At December 31, 1996, GPU, Inc.’'s aggregate investment in the GFU
International Group was $211 million; GPU, Inc. has also guaranteed up to $883
million of GPU International Group obligations. GPU, Inc. has SEC approval to
finance investmente in foreign utility companies and exempt wholesale
generators up to an aggregate amount equal to 50% of GPU's average
consolidated retained earninge, or approximately $1 billion. At December 31,
1896, GPU, Inc. had remaining authorization to finance an additional $25
million of such investments. A reguest to increase this limit to 100% of
GPU’'s average consclidated retained earnings, or to approximately $2 billion
at December 31, 1996, is pending before the SEC.

Selected financial data for the GPU International Group is as follows:

(in Millions)

1996 19985 1994
Total assets £1,075 5380 $a29
Liabilities and capital:
Common equltg $ 232 $209 $118
Long-term debt 752 104 -
Notes payable - 2 -
Total capitalization 984 315 118
Minority interest 43 41 .
Other liabilities 48 24 12
Total liabilities and capital $1,075 $380 $130
Purchase of investments $._574 $165 §.24
Net income/ (loss) $ 24 §_9 S43)

For additional information on the GPU International Group’s investments, see
GPU International Group Eguity Investments, Note 7 to GPU's Consclidated
Financial Statements.

With the acquisitions of Midlands in 1996 and Solaris Power (Solaris) in
1985, the GPU International Group now has 50% ownership interests in foreign
utility companies having total fixed assets of approximately $1.6 billion.
These foreign utility companies, which annually provide about 20 billion
kilowatt-hours of electricity to 2.2 million customers in England and 240,000
customers in Australia, had operating revenues of $2.5 billion in 1996,

The Labour Party in the United Kingdom has proposed a windfall tax on
privatized utilities and other companies as part of its election campaign
platform. General elections in the United Kingdom are reguired to be held no
later than May 1997. 3if the Labour Party wins the general election, and the
tax is enacted as currently propesed, a charge to Midlands' earnings, which is
estimated to range from $110 million to £350 million (GPU’s 50% share being
$55 million to $175 million), would be recorded in 1997, perhaps as early as
the second guarter. Due to the fact thet (1) the Labour Party may not win the
election; (2) the windfall tax may not be enacted as currently proposed; (3)
the amount of the proposed tax may change; and (4) the Labour Party may change



its current platform, ‘theére is no certainty that this tax, if levied, would be
enacted as currently proposed.

In 1996, GPU Power, through a wholly-owned subsidiary, purchased the
rights to acquire up to a 40% interest in a venture which plans to construct .
300 MW coal generating plant in the Philippines. GPU Power’s equity
contribution 1s expected to be approximately $40 million.

In 1996, GPU International, through a wholly-owned subsidiary, completed
nonrecourse construction financing for its 300 MW Mid-Georgia project. As of
December 31, 1996, GPU International had aggregate borrowings outstanding for
the construction of this project of $62 million, of which $22 million is
guaranteed by GPU, Inc.

In 199€, GPU International and Ballard Power Systems of Canada entered
into an agreement to develop, manufacture and market stationary fuel cell
power plants worldwide. Under the agreement, GPU International will invest
approximately $23 million for up to a 19.3% equity interest in the new
‘enture, of which $6 million was invested as of December 31, 1996.

Management expects that the GPU International Group will provide a
substantial portion of GPU's future earnings growth and intends on making
additional investments in its business activities, The timing and amounts of
these investments, however, will depend upon the availability of appropriate
opportunities and financing capabilities, including receipt of regulatory
authorization from the SEC.

FAa T

The GPU Energy companies have made investments in three major nuclear
projects -- Three Mile Island Unit 1 (TMI-1) and Oyster Creek, both of which
are operating generation facilities, and Three Mile Island Unit 2 (TMI-2),
which was damaged during a 1979 accident. TMI-1 and TMI-2 are jointly owned
by JCP4L, Met-Ed and Penelec in the percentages of 25%, 50% and 25%,
respectively. Oyster Creek is owned by JCP&L. At December 31, 1996, the &GPU
Energy companies' net investment, including nuclear fuel, in TMI-1 was $597
million (JCP&L $154 million; Met-Ed £297 million; Penelec $146 million) and
$766 million for Oyster Creek. The GPU Energy companies’ net investment in
TMI-2 at December 31, 1996 was $90 million (JCP&L $61 million; Met-Ed $1
million; Penelec $8 million). JCPiL is collecting revenues for TMI-2 on a
basis which provides for the recovery of its remaining investment in the plant
by 2008. Met-Ed and Penelec are cellecting revenues for TMI-2 related to
their wholesale customers.

Costs associated with the operation, maintenance and retirement of
nuclear plants have continued to be significant and less predictable than
coste associated with other sources of generation, in large part due to
changing regulatory requirements, safety standards, availability of nuclear
waste disposal facilities and experience gained in the construction and
operation of nuclear facilities. The GPU Energy companies may also incur
costs and experience reduced cutput at their nuclear plants because of the
prevailing design criteria at the time of construction and the age of the
plants’ systems and equipment. In addition, for economic or other reasons,
operation of these plants for the full term of their operating licenses cannot
be assured. Also, not all risks associated with ownership or operation of
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nuclear facilities may be adeguately insured oz ingurable. Conseguently, the
recovery of costs associated with nuclear projects, including replacement
power, any unamortized investment at the end of each plant‘s useful life

‘ smether scheduled or premature), the carrying COsts of that investment and
retirement costs, is not assured.

™i-1

The operating license for TMI-1, a 786 MW preccurized water reactor,
expires in 2014, TMI-1 operated at a capacity factor of 102.8% for the year.
Its next refueling outage is scheduled to begin in September 1997.

Oystexr Creek

The operating license for the Oyster Creek station, a 619 MW boiling
water reactor, expires in 2009%. Oyster Creek operated at a 79.8% capacity
factor for 1996. Oyster Creek completed a 49-day scheduled refueling outage
on October 23, 1996. Subseguently, the station experienced an automatic
reactor shutdown. After the cause of the shutdown was identified, Oyster
Creek was returned to service on November 7, 1996, The station’s next
refueling cutage is scheduled to begin in September 1998.

™MI-2

The 1879 TMI-2 accident resulted in significant damage to, and
contamination of, the plant and a release of radicactivity to the environment.
A cleanup program was completed in 1990, and after receiving NRC approval,
T™MI-2 entered into long-term monitored storage in )3 .

As a result of the accident and its aftermath, individual claims for
alleged perscnal injury (including claims for punitive damages), which are
material in amount, have been asserted against GPU, Inc. and the GPU Energy
companies. Approximately 2,100 of such claims were filed in the United States
District Court for the Middle District of Pennsylvania. Some cof the claims
also seeh recovery for injuries from alleged emissions of radiocactivity before
and after the accident.

At the time of the TMI-2 accident, as provided for in the Price-Anderson
Act, the GPU Energy companies had (a) primary financial protection in the form
of insurance policies with groups of insurance companies providing an
aggregate of $140 million of primary coverage, (b) secondary financial
protection in the form of private liability insurance under an industry
retrospective rating plan providing for up to an aggregate of $335 million in
premium charges under such plan, and (c) an indemnity agreement with the NRC
for up to $85 million, bringing their total financial protection up to an
aggregate of $560 million. Under the secondary level, the GPU Energy
companies are subject to a retrospective premium charge of up to §5 million
per reactor, or a total of $15 million (JCPLL £7.5 million; Met-Ed $5 million;
Penelec 52.5 million).

In October 1995, the U.S. Court of Appeals for the Third Circuit ruled
that the Price-Anderson Act provides coverage under ite primary and secondary
levels for punitive as well as compensatory damages, but tha* punitive damages
could not be recovered against the Federal Government under the third level of
financial protection. In so doing, the Court of Appeals referred to the
nfinite fund" (the $560 million of financial protection under the Price-
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The fundinhg targets, while not cone:idered cost estimates, are reference
levelin designed to assure that licensees demonsirate adequate financial
responsibility for decommissioning. While the NRC regulationg address
activities related to the removal of the radiological portions of the plants,
they do not establish residual radicactivity limite nor do they address costs
related to the removal of nonradiclogical structures and materials.

in 199%, a consultant t: GEUN performed site-specific studies of the ™I
gite, including both Units 1 and 2, and of Oyster Creek, that considered
various decommissioning methods and estimated the cost of decommissioning the
radiclogical portiecns and the cost of removal of the nonradiological portiens
of each plant, using the prompt removal /dismantlement method. GPUN management
has reviewed the methodology and assumptions used in these studies, is in
agreement with them, and believes the results are reasconable. The retirement
cost estimates under the site-specific studies are as follows (in 1996

dollars) :

(Millions)
Oyster
GPU TMI-21 ™I-2 Creek
Radiclogical decommissioning $311 $378 5366
Nonradiological cost of removal o . i 38" _35
Total $388 $414 5401
+ Net of $6.5 million spent as of December 31, 1986.
(Millions)
Oyster
JCPaL TMI-1 ™I-2 Creek
Fadiological decommissioning S8 $ 95 $366
Nonradiclogical cost of removal 15 g 1]
Total §22 $104 5401

* Net of $1.6 million spent as of December 31, 1996.

{(Millions)
Met-E ™I - T™I-2
Radiological decommissioning $185 $189
Nonradiclogical c¢ost of removal 39 18*
Total $184 5207

+ Net of 3.2 million spent as of December 31, 1596.

(Millions)
Benelec m™MI-2 ™MI-2
Radioclogical decommissioning §78 § 94
Nonradiological cost of removal 19 94
Total $57 $103

*» Net of $1.6 million spent as of December 31, 1996.
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The ultimate cost of retirin~ the GPU Eneruy companies’' ntuclead

facilities may be different from the cost entimates cohtasined in these
specific studies. Such cogts are subject to (a)
cost elements (for reasons including,
(b) the further development of regulatory requirements governing

decommissioning, (c¢) the technology available at the time of decommissioning,
and (d) the availability of nuclear waste disposal facilities.

DAL E
the escalation of variocus
but not limited to, general inflation),

The GPU Energy companies charge to depreciation expense and accrue
retirement costs based on amounts

being collected from customers. Currently,
the GPU Energy companies are collecting retirement costs which are less than
the retirement cost estimates in the 1995 site-specific studies, and they do

not intend to increase these accruals until increased collections from
customers are obtained. Customer collections are contributed to external
trust funds. These deposits, including the related earnings, are classified
as Nuclear Decommissioning Trusts on the Balance Sheets. Accounting for

retirement costr may change based upon the Financial Accounting Standards
Board (FASB) Exposure Draft discussed below.

The FASE has issued an Exposure Draft titled “Aocounting for Certain
Liabilities Related to Closure or Removal of Long-Lived Assets," which
includes nuclear plant retirement cests. If the Exposure Draft is adopted,
Oyster Creek and TMI-1 future retirement costs would have to be recognized as
@ liability immediately, rather than the current industry practice of accruing
these costs in accumulated depreciation over the life of the plants. &
regulatory asset for amounts probable of recovery through rates would alsc be
established. Any amounts not probable of recovery through rates would have to
be chargerd to expense. For TMI-2, a liability has already been recognized,
based on the 1995 site-specific study (in 1996 dollars) since the plant is no
longer operating (see TMI-2 under this section). The effective date of this
accounting change could bhe as early as January 1, 1998.

IMi-1 and Oyster Creek:

The NJBPU has granted JCP&L annual revenues fcor TMI-1 and Oystey Creek
retirement costs of $2.5 million and $13.% millien, respectively. These
annual revenues are based on both the NRC funding targets for radiclogical
decommissioning costs and a Site-specific study which was performed in 19gg
for nonradiclogical costs of removal. A Stipulation of Final Settlement
pending before the NJBPU would allow for JCPLL's future collection of
retirement costs to increase annually to $5.2 million and £22.% million for
TMI-1 and Oyster Creek, respectively, beginning in 1998, based on the 1985
site-specific study estimates (see Rate Matters - Final Settlement.
Maragement ‘s Discussion and Analysis) .

The PaPUC has grantecd Met-Ed annual revenues for TMI-1 retirement costs
of $8.5 million based on both the NRC funding target for radiological
decommissioning costs and the 1988 site-specific study for nenradiclogical
coets of removal. The PaPUC also granted Penelec annual revenues of $4.2

million for its share of TMI-1 retirement costs, on & basis consistent with
that granted Met-Ed.

The amounts charged to depreciation expense in 1996 and the provisicns
for the future expenditure of these funds, which have been made in accumulated
depreciation, are as follows:
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iMillions)

Oyater
mMi-2 Creek
Amount expensed in 1996:
JCP&L s 2 $ 13
Met -Ed 9 -
Penelec 4 —
Total $ 15 $. 23
Accumulated depreciation
provision at December 31, 1996:
JCP&L $ 30 £174
Met -Ed 50 -
Penelec 21 —
Total $101 $124

Manag :ment believes that any TMI-1 and Oystexr Creek retirement costs, in
excess of those currently recognized for ratemaking purposes, should be
recoverable under the current ratemaking process.

MI-2:

The estimated liability for TMI-2 future retirement costs (reflected as
Three Mile Island Unat 2 Future Costs on the Balance Sheet) as of December 31,
1996 is $431 million (JCP&L $108 million; Met-Ed $215 million; Penelec §108
million). The liability is based upon the 1995 site-specific study estimates
(in 1996 dollars) discussed above and an estimate for remaining incremental
menitored storage costs of $17 million (JCP&L $4 million; Met-Ed $8 million;
Penelec $5 million), as a result of TMI-2's entering long-term monitored
storage in 1993. The GPU Energy companies are incurring annual incremental
monitored storage costs of approximately $1 million (JCP&L £250 thousand; Met-
Ed $500 thousand; Penelec $250 thousand).

Offsetting the $431 million liability at December 31, 1996 is $266
million (JCP&L %45 million; Met-Ed $143 million; Penelec $78 million), which
is probable of recovery from customers and included in Three Mile Island Unit
2 Deferred Costs on the Consolidated Balance Sheet, and $181 million (JCP&L
$72 million; Met-Ed $78 million; Penelec $31 millien) in trust funds for TMI-2
and included in Nuclear Decommissioning Trusts on the Consclidated Balance
Sheet. Earnings on trust fund deposits are included in amounts shown on the
Consolidated Balance Sheet under Three Mile Island Unit 2 Deferred Costs.
TMI-2 decommissioning costs charged to depreciation expense in 1996 amounted
to $14 million (JCP&L $3 million; Met-Ed $10 million; Penelec $1 million).

The NJBPU and PaPUC have granted JCP&L and Met-Ed, respectively, TMI-2
decommissioning revenues for the NRC funding target and allowances for the
cost of removal of nonradiclogical structures and materials. In addition,
JCP&L is recovering its share of TMI-2‘'s incremental monitored storage costs.
The Final Settlement pending before the NJBPU would adjust JCPi&L's future
revenues for retirement costs based on the 1995 site-specific study estimates,
beginning in 1998. Based on Met-Ed’'s rate order, Penelec has recorded a
regulatory asset for that portion of such costs which it believes to bhe
probable of recovery.
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At Decssmber 31, 1996,

the accident-related portion of TMI-2 radiclogical
decommissicning

COsts 15 considered to be 567 million (JCPLL £17 million; Met-
Ed $34 null ' on; Penelec 516 million), which is the difference between the 18ss
TMI-1 and TMI 2 site-specific study estimates (in 1996 dollars). 1In
connection with rate case resolutions at the time, JCPLL, Met-EA and Penelec
made contributions to irrevocable external trusts relating to their shares of
the accident-related portions of the decommissioning liability. 1In 1990,
JCP&L contributed $15 million and in 1991, Met-Ed and Penelec contributed

$40 million and $20 million, respectively, to irrevorable external trusts.
These contributions were not recovered from Customers and have been expensed.
The GPU Energy companies will not pursue recovery from customers for any of

these amounts contributed in excess of the $67 million accident-related
portion referred to above.

JCPLL intends to seek recovery for any increases in TMI-2 retirement
costs, and Met-Ed and Penelec intend to seek recovery for any increasces in the

nonaccident-related portion of such costs, but recognize that recovery cannot
be assured.

ANSURANCE

GPU has insurance (subject to retentions and deductibles) for its
operations and facilities including coverage for property damage, liability to
employees and third parties, and loss of use and occupancy (primarily
incremental replacement power costs). There is no assurance that GPU will
maintain all existing insurance coverages. Losses or liabilities that are not
completely insured, unless allowed t» be recovered through ratemaking, could
have a material adverse effect on the financial position of GPU.

The decontamination liability, premature decommissioning and property
damage insurance coverage for the TMI station and for Oyster Creek total
$2.7 billion per site. In accordance with NRC regulations, these insurance
policies generally require that proceeds first be used for stabilization of
the reactors and then to pay for decontamination and debris removal expenses,
Any remaining amounts available under the policies may then be used for repair
and restoration cocts and decommissioning costs. Consequently, there can be
1RO assurance that in the event of a nuclear incident, property damage
insurance proceeds would be available for the repair and restoration of that
station or to retire capital investment.

The Price-Anderson Act limits GPU's liability to third parties for a
nuclear incident at one of its sites to Approximately $6.9% billion. Ccverage
for the first £200 million of such liability is provided by private insurance.
The remaining coverage, or secondary financial protection, is provided by
retrospective premiums payable by all nuclear reactor owners. Under secondary
financial protection, a nuclear incident at any licensed nuclear power reactor
in the country, including those owned by the GPU Energy companies, could
result in assessments of up to $7% million per incident for each of the GPU
Energy companies’ two operating reactors, subject to an annual maximum payment
of $1¢ million per incident per reactor. In addition to the retrospective
premiums payable under Price-Anderson, the GPU Energy companies are also
subject to retrospective premium assessments of up to §54 million (JCP&L §32
million; Met-Ed $15 million; Penelec $7 million) in any one year under
insurance policies applicable to nuclear operations and facilities,
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The GPU Energy companies have insurance coverage for incremental
%

-~

replacemens power coste resulting from an accidont-relatec outage &
nuclear plants. Coverage commences after the first 21 weeks of the outage and
continues for three years beginning at $1.8 million for Oyster Creek and

$2.6 million for TMI-1 per week for the firgt year, decreasing to B0Y of such
amounts for years two and three,

theiz

NONUTILITY AND OTHEE POWER PURCHASES

pursuant to the requiremente of PURPA and state regulatory directives,
the GPU Energy companies have entered into power purchase agreements with NUGs
for the purchase of energy and capacity for periods of up to 26 years (JCP&L
25 years; Met-Ed 26 years; Penelec 25 years). The following table shows
actual payments from 1994 through 19%6, and egtimated payments from 1997
through 2001.

pPayments Under NUG Agreements
(in Mallions)

Total JCP Met - Ed Penelec

*+ 1994 $528 5304 5101 $123
* 1995 670 3gl 132 158
* 1996 739 370 177 192
1997 672 336 146 190
1998 €91 340 152 199
1599 706 344 152 210
2000 B804 347 196 261
2001 g73 353 225 295

* Actual. The 1996 amounts are reflected in the rates currently being
cnarged by the GPU Energy rcompanies.

While a few of these facilities are dispatchable, most are must-run and
generally obligate the GPU Energy companies to purchase, at the contract
price, the output up to the contract limits. As of December 21, 19%g,
facilities covered by these agreements having 1,621 MW (JCPLL ES1 MW; Met -Ed

340 MW; Penelec 400 MW) of capacity were in service.

The emerging competitive generation market has created uncertainty
regarding the forecasting of the GPU Energy companies’ energy supply needs,
which has caused the companies to change their supply strategy to seek
~horter-term agreements coffering more flexibility. The cost of near- to
‘ntermediate-term (i.e. one to four years) energy supply from generation
facilities now in service is currently and is expected to continue to be
priced below the costs of new supply sources, at least for some time. The
projected cost of energy from new generation supply sources has alsoc decreased
due to improvements in power plant technologies and lower forecasted fuel
prices. As a result cf these developments, the rates under virtually all of
the GPU Energy companies’ NUG agreements for facilities currently in operation
are substantially in excess of current and projected prices from alternative
EOUrces .

The GPU Energy companies are seeking to reduce the above market costs of
these NUG agreements by: (1) attempting to convert must-run agreements to
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dispatchable agreements;: (2) attempting to renegotiate prices of the
agreements; (3) offering contract buyouts (gee T
Supply Plan - Managing Nonutility Generation, Ma
Analysis); and (4) initiating pProceedings before federal and ttate agencieg,
and in the courts, where appropriate. In addition, the GPU Energy companies
intend to aveid, to the maximum extent practicable, entering into any new NUG
agreements that are not needed or not consistent with current market pricing,
and are supporting legislative effortg to repeal PURPA. These efforts have
resulted and may result in additional claims against GPU for substantial
damages. There can be no assurance as to the extent these efforts will be
successful in whole or in part. Recent NUG actions are as follows:

he GPU Energy Companies’
nagement’'s Discussion and

JCP&L entered into an agreement with the developer of the proposed 110 Mw
Freehold gas-fired cogeneration project that terminates JCP&L’'s long-term
contract to purchase power from the project.

Met-Ed and Penelec entered into restructured
with AES Power Corporation (AES) relating to the proposed Altoona (80 Mw),
Blue Mountain (150 MW) and York County (227 MW) NUG facilities. AES, which
purchased the interests of the original developers, plans to construct a
single, fully dispatchable, gas-fired combined-cycle facility in Southeastern
Pennsylvania. These restructured power purchase agreements, which have
initial eight-year terms, require PaPUC approval.

power purchase agreements

Penelec entered into a restructur
developer of a proposed 80 MW coal-f
buiit in western Pennsylvania.

ed power purchase agreement with the
ired cogeneration facility that was to be
The restructured power purchase agreement
provides for a fully dispatchable, gas-fired combined-cycle cogeneration
facility to be built. The new power purchase agreement has an initial eight -
year term, with options for extension, and is subject to PaPUC approval.

From 1997 through 2002, JCP&L has contracts to purchase between &,100 GWH
and 5,200 GWH of electric generation per year at prices which are estimated to
escalate approximately 1.2% annually on a unit cost (cents/KWH) basis during
this period. From 2003 through 2008, JCP&L has contracts to purchase
4,700 GWH and 5,100 GWH of electric generation per year at an average annual
cost of $369% million. he prices during this period are estimated to escalate
approximately 1.5% annually. After 2008, when major contracts begin to
expire, purchases steadily decline to approximately 865 GWH in 2014. The
contract unit cost 1s estimated to escalate approximately 4.0% annually fiom
2009 through 2014, with a total average annual cost of $193 million during
this period. All of JCPilL's contracts will have exp<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>