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REPORT BY THE 
Comptroller General 
OF THE UNITED STATES 

Three Mile Island: The FindncrarFallout 

The nuclear accident at Three Mile Island raised 
serious questions about the financial ability of 
the electric utility company owners to clean up 
and repair the damaged reactor facilities while 
continuing to provide reliable electric service 
to customers. 

Financial insolvency of the companies is not 
imminent and power supplies are assured for 
the immediate future. However, the loss of 
earnings capability by the Metropolitan Edison 
Company makes it questionable whether it can 
fund its share of the clean-up costs and main· 
tain system reliability without large rate in­
creases or some external financial assistance. 

The accident has shown that the utilities and 
Federal and State regulatory agencies were 
not prepared to deal with recovery from such 
a large financial loss. The Department of Ener· 
gy should move swiftly to assess the financial 
needs of the affected utilities and develop 
plans for meeting them. 
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COMnROLUER GE:NERAL OP' THE UNITED IITATD 
WMHINGTON, D.C. 111841 

The Hono rable Gary Har t ,  Ch a irman 
The Honorable Al an K. S impson 

Rank i ng Mino r i ty Member 
Subcomm i t tee on Nu cle ar Reg ul a t ion 
Comm i ttee on Env ironment and 

Publ ic Work s 
Un i ted S ta te s  Sena te 

As reque sted in · yo ur January 18 , 1 9 8 0 , le tter , th i s  
report d i scus se s  the f in anc i al capab il i ty o f  the General 
Publ ic Ut ili t ie s  Corp . and i t s  ope r a t ing compan ie s  to 
f u nd the costs of clean i ng up the d amaged re ac tor un i t  2 
at Three Mile I sl and . I t  al so d i sc usse s the compan ie s '  
capab il i ty to con t inue prov id ing rel iable elec tr ic power 
and the ac tions taken , or no t taken , by the responsible 
Federal and S ta te regula tory agenc ies .  T he re por t con ta ins 
a recommend a t ion regard ing the need for an add i t ional stud y  
o f  the i s s ue s  be fore a f inal dec i s ion c an be made a s  to 
the need for outs ide f in anc ial ass i s tance . 

At your reque st , we d id not take the add i t ional t ime 
requ i red to ob ta in agency commen ts on the matte r s  d i scus sed 
in th i s  report . 

Unless yo u publ icly announce i ts conten ts e arl ier ,  we 
pl an no f urther d i s tr ibu t ion o f  th i s  report un t il 3 0  days 
from the report d a te .  At tha t time , we w ill send copie s to 
intere s ted par t ies and make copies ava il able to others upon 
reque st . 

�' 
Acting Comptrolle�e eral 

o f  the Un i ted S ta tes 
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REPORT BY THE 
COM PTROLLER GENERAL 
OF THE UNITED STATES 

D I G E S T --- ---

THREE MILE ISLAND: 
THE FINANCIAL FALLOUT 

The nucl ear acc iden t at the Three M i l e  Is l and 
powerpl ant tr iggered a number of ser ious 
probl ems for the General Publ ic Ut i l i t ie s  
Cor porat ion , i nc l ud ing a near f inanc ial cr i s i s , 
as i t  moved to purchase high- cost repl acement 
power to ma i n ta in  serv ice to its cus tomer s . 
Dur ing the year fol lowing the acc iden t , the · 

Corpor a t ion was recover i ng only a smal l  part 
of the $ 233 m i l l ion of power cost s  f rom u t i l i ty 
ra te s . 

Importa n t  f i n anc ial que s t ions were r a i sed by 
the acc ident . 

--can the u t i l i t i e s  a f f ord the e s t imate d  
�500-600 m i l l ion needed t o  decon tam inate 
and repa ir the d amaged nuclear reactor 
and rela ted fac i l i t ies wh i l e  con t i n u i ng 
to f und an add i t ional $ 2  to 3 b i l l ion in  
capi tal expend i tures to ins ure rel i able 
elec tr ic serv ice to the ir  c us tomers? 

--What a re the f inanc ial al tern a t ives for 
mee t i ng the l arg e costs? 

--Have Federal a nd S ta te reg u l a tory age nc ies 
e f fec t ively dea l t  w i th the s i tuat ion? 

These are que s t ions tha t could a f fect t he 
f uture of  n uc lear power generat ion a s  wel l  as 
Three M il e  I sl and . 

In the c ase o f  Three M i l e  I s l and , GAO s t ud ied 
these que s t ion s and concl uded that : 

--Adequa te s uppl ies o f  repl acement power a re 
curren tly ava i l able but  rel i ab il i ty o f  
future serv ice may be ques t ionabl e  i f  too 
much rel i ance is pl aced on power purchases 
in�te ad of sys tem genera t ions . 

--The Compan ies ' cash flow probl ems c au sed by 
f und ing powe r purchase s have been a l l eviated 
for the present by rate i ncrea ses . 

TMr ':II* Upon removal, the report 
C..., 1 1 should be noted hereon. 
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--The reduced earn ings capab i l i ty f rom 
clos i ng down t he Three M i l e  I sl and 
fac i l i ty has ser iously i mpa i red 
Me tropol i tan Ed i son Company ' s  ab i l i ty 
to ra i se the necessary c api t a l  to 
f in ance i ts share of  the clea n-up 
cos t s  and cont in ue to ma i n ta in i ts 
power s uppl y system .  

--The al terna t ives for f in an c i a l  recovery 
are few-- h igher rates to cover the add ed 
costs , a restoration of  the compa n ies ' 
c red i t  ra t i ng , or some form o f  external 
ass i s tance . 

--Reg u l a tory agenc ies have not prov ided 
t he u t i l i t ie s  with  a cl ear sense o f  
d irect ion o n  ac t ions to under take i n  
recover i ng f rom the acc ide n t  and pl ann i ng  
for f uture need s .  

POWER SUPPLI ES UNAFFECTED BUT 
FUTURE RELIAB I L I TY QUESTIONABLE 

The General Publ ic U t i l i t ies Corpora t ion 
membersh ip in the Pennsylvan ia-New Jer se y­
Maryl and power pool and its ex tensive 
i n te rconnec tions wi th o ther u t i l i ty sys tems 
has a l l owed i t  to buy power to repl ace that 
lost from the Three M i l e  Island reac tors . 
Pre sent e s t imates of  the power pool ' s  reserve 
capac i ty above expe c ted needs i nd icate tha t 
repl acement power w i l l  be ava i l able to t he 
General Publ ic U t i l i t ies system for the next  
d ec ad e . However , these are the  best est imates 
of member ut i l i t ies a nd i t  is pos s i bl e  that 
unforeseen events could qu ickly r ed uce t h i s  
reserve below a n  acceptabl e  l evel . 
( See pp. 9 ,  10, a nd 16.) 

Add i t ional power has been ava i l able from 
u t i l i t ies outs ide the power pool , but only 
abou t 400 meg awa tts have been on f i rm contrac t .  
An add i t ional 1000 megawa t ts have been pur­
cha sed on an as- ava i l able  basis w i th no 
g uaran tee of del ivery when need ed . ( See.  p .  10.) 

Be fore the acc id ent  the ope r a t i ng compa n ies 
pl anned to compl e te constr uc t ion of  three 
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add i ti onal g enerating pl ants by 1 9 9 0 . 
F in anci al probl ems from the acc ident now 
make it  un certa in whe ther the y wi l l  be 
b u i l t  a s  sched ul ed .  A f urther compl i­
cati on i s  a c ostl y con se rvati on and l oad 
manag ement program wh i ch i s  ex pec ted to 
red u ce the need for add itional capac ity 
by ne arly  one- hal f b ut wh ich may not be 
as e f fective as anti cipa ted . 
(See pp. 9 ,  1 0 ,  4 8 , and 4 9. )  

HIGH COST O F  PURCHASED POWER 
HURT COMPANI ES ' CASH FLOW AND 
RAI SED RATES 

The h ig her cost of repl ac ement power wa s not 
i n i ti a l l y  incl ud ed in  cu s tomer s '  uti l i ty r a tes 
and the c ompa n ies had to f i nd outside f und i ng . 
A Rev olv ing Cred i t  Agreement arr a ng ed w i th 
4 5  banks prov ided up to $ 2 9 2  m i l l ion to meet 
cur rent expense s . ( See pp. 1 9 ,  2 6 ,  3 0 , a nd 4 0. )  

The compan ie s' ab il ity to obta in power from 
the power pool immed iate l y  a f ter the acc ident 
ins ured rel iable serv i ce .  However , thi s  power 
wa s l a rg el y  o i l  g enera ted and cos tl y .  As s oon 
as poss i bl e ,  the compan ie s  arranged to purchase 
coa l-generated power f rom outs ide the power 
pool , red ucing costs by nearl y  $ 4 5  m i l l i on in  
1 97 9 .  Even with th i s  s av i ng s , the c ompan ie s '  
ne t pur cha se s and powe r pool inte rchange more 
tha n  doubl ed the amount f or 1 97 8 .  Repl acement 
power costs for 1 9 8 0  are expected to be about 
$ 32 5  m i l l ion and to c ontinue at that l evel 
unti l the nucl ear un its are retu rned to serv i ce .  
(See pp. 7 ,  18  and 1 9. )  

Cus tomer rate increase s were f i nal l y·approved 
by Sta te r eg ul a tory agenc i e s  in June 1 97 9 .  
The inc rease s wer e  not s uf f i c ient to recover 
the Compan ies• actual costs wh ich made i t  
d i f f i cu l t  for the c ompa n i e s  to obta i n  enough 
cas h  to pay cur rent ex pen ses. I f  pre sent 
estimate s  for purcha sed power are r e asonabl y  
accurate , and no f urther rate i ncrease s  are 
g ranted , the c ompa n ie s  wi l l  pay out about 
$ 1 9 2  m i l l i on more than they w i l l  col l ect by 
the end of 1 9 8 0 . Th i s  make s  shor t- te rm bank 
cred i t  impera tive . ( See pp. 3 1 , 32 , 33, and 4 5 . } 

i i i  



Cus tomer rate s  generally  d id not increase 
appreci ably until the May 1 9 8 0 , rate i ncrea se 
ordered by the Pennsyl van ia and New Jersey 
reg ul a tory agencies. The Jer sey Central Power 
and Light Co. increased rate s  more tha n  d id 
the Pennsylv an ia E l e ctr i c  Co. and Metropol i tan 
Ed i s on Co. pr imar i l y  because of $ 2 00 m i l l i on 
in i n creases granted the company for costs 
not caused by the Three M i l e  I s l and accident. 
As of Apr i l  1 ,  1 9 8 0 , Jersey Central Power and 
Light Co. r ates were f ourth h ighest among 1 3  
major Pennsylvan ia , New Jersey , and New York 
uti l ity compan ies . The other two compan ie s  
currentl y  charg e  rates wel l below charg e s  by 
other util ities . ( See pp . 2 1  and 30 . )  

REDUCED EARNINGS WI LL LI KELY 
AFFECT COMPANI ES 1 ABILITY TO 
PAY CLEAN-UP COSTS AND 
MAI NTAIN RELIABI LITY 

The State reg u l a tory agencie s '  deci s i ons to 
remove the costs a s s oc ia ted with the Three 
Mi l e  Is l and un i ts from the compan ie s ' rate 
bases h ave red uced the e ar n i ng s  capab i l i ty 
of Jersey Central Power and L i g ht Co. and 
Me tropol i tan Ed i s on co. to the point where 
they have m in imal acce s s  to capi tal markets . 
Th i s  l e ave s them in a relatively poor f inanci al 
pos i ti on wi th respect to pay i ng the ir share 
of the cl e an-up a nd recomm i s s ion i ng costs f or 
un i t  2 and making needed repa irs a nd add itions 
to the ir transm i s s ion and d i s tr ib ution systems . 
( See pp . 2 8 , 2 9  and 39 . )  

Except f or s ome flex i b i l i ty in the ir short­
term borrowi ng arrang emen ts , Jersey Cen tral 
Power a nd L ight Co.  and Me tropol i tan Ed i son 
Co.  d epend on rate revenues to mee t  current 
a nd f uture costs . Ne ither company can meet 
the l egal  requ irements for i n terest coverage 
and there f ore , are ex cl ud ed f r om sel l ing 
l ong- term bond s a nd pre fe rred stock . The ir 
bond and s tock rating s  h ave dropped to an  
unacceptable level mak ing it  d i f f i cul t,  i f  
not impos s ible for them to sell  securi ties in 
the market even i f  the l eg a l  requ irements 
were met .  ( See p .  2 9. )  

iv 
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Me tropol i tan Ed i son Co . i s  not earn ing enough 
on i t s  non-Three M ile I sl and ut i l i ty property 
to pay the f i xed costs of  the two nuclear 
un i ts .  I f  earn ing s  do not increase s ubstan­
t i a l ly in  the near future , i t  i s  que st ionable 
whe ther the company will  be able to obta in 
the necessary f unds to pay i ts share of un i t  2 
costs and ma inta in i ts pre sent el ectr ic power 
sys tem . ( See p. 4 8 . ) 

Al thoug h  Jersey Central Power and Light Co . has 
not been a f fec ted as severely as  Me tropol i tan 
Ed ison Co . ,  unrecoverabl e interest  costs on  
t he Forked R iver nuclear pl ant , the  cost s  of 
other construc tion to better mee t load requ ire­
ments , and the clean-up costs and f unds for 
tran sm i s s ion and d istr ibut ion construc t ion  
w i l l  pl ace an  i ncreas ing l y  heavy burd en on i ts 
f inances . ( See pp . 3 0 ,  4 6 ,  and 4 8 . ) 

NO CLEAR DIRECT ION 
PROV I DED BY FEDERAL 
AND STATE REGULAT IONS 

Reg ulatory controls over the ut i l i ty compan ie s ' 
ac t iv i t ie s  are fragmented among t hree major 
Federal and two Sta te agenc ies. In deter­
m in i ng the proper course to take in plann i ng 
for c l ean-up o f  the nuclear s i te ,  the ir 
add i t ional capac i ty requ irements , and methods 
of f inanc ing , the u t i l i t i e s  have  rece ived 
l i ttle  g u id ance on f ut ure reg ul a tory require­
men ts or ass i stance .  ( See pp . 2-4, and 3 4-3 9 . ) 

S ta te regulatory agenc ie s have the maj or 
respons i b i l i ty for prov id ing a l evel of rate s  
adequate to ins ure the f inanc i a l  v i ab i l i ty 
of  util i ty compan ies . S ince January 1979, the 
S ta te agenc ies have granted rate increases 
amoun ting to over $680 mill ion to be col­
l ec ted by the end of June 1 98 1 . At the t ime 
of the ir l ast  rate orders i ss ued in May 1 9 8 0 , 
the Pennsylvan ia and New Jersey reg ula tory 
agenc ies both accepted the respons i b i l i ty 
for ma inta in ing the v iab il i ty o f  the three 
compan ie s . They d id not , however , prov ide 
assurances tha t al l f uture costs would be 
recoverable throug h  rate s .  I n  fac t ,  they 

v 



urg ed the Fed eral g over nment to prov id e  
s ome a s s i stance and l e s sen the burden f r om  
the acc ident on the uti l i tie s '  customers . 
Th i s  po s i tion leaves the uti l i ties uncerta in 
a s  to wha t  f uture costs w i l l  be recoverable 
through rates . ( See pp . 31-37. } 

Al thoug h the Depar tmen t of Energy h a s  the 
respon s i b i l i ty for bulk e l ec tr ic power s upply 
rel iab il ity ,  it  has d one l ittle more tha n  
mon i tor the ava i l ab i l ity o f  power s uppl i es. 
The Federal Energy Reg u l a tory Comm i ss ion 
reg ul ates whole s ale power rates . It  has 
rul ed on two whol esale rate f i l ing s b ut 
s k ir ted the i s s ue of how the acc ident should 
be cons idered f or rate pur pose s .  Mo st o f  the 
Federal i nv olvement ha s been by the Nucl e ar 
Reg ul atory Comm i ss ion in setting restart 
req u i r ements for un i t  1 a nd mon i tor ing clean­
up activ itie s by the compa nies  a t  Un it 2 .  
The l e ngth y  publ ic hear ing it ha s requ i red 
be f ore mak i ng its restart d ec i s i on i s  a 
d i f f e rent proced ure from that set for other 
Babcock and Wilcox reactor owners , as are a 
n umbe r of changes requ ired to improve the 
operational safety of un its . Al thoug h the 
c ond i tion s  at Three M ile I sl and probably 
j usti f i ed the d i f ferent treatmen t ,  the l ac k  
of wel l  d e f ined c r i teria  for mee ting the 
requ i r emen ts has  been a factor in d e l a y i ng 
the c ompl etion of the pre- start he ar i ngs . 
The l ac k  of  d irec tion by DOE on capac i ty 
need s and scant g u idance by the Nuclear 
Reg ul atory Comm i ss i on have add ed further 
uncerta i nties to dete rm i ning the f uture 
course of the General Pub l ic Uti l ities 
Corporation .  

RECOMMENDATION TO THE 
SECRETARY OF ENERGY 

The Sec retary of Energy s hould undertake 
a deta i l ed study of  the General Publ ic 
Uti l i tie s  system reg ard ing i ts f utur e  
role as a prov ider of electr ic power ,  
the f in anc ial  cons iderati on s  i nv olved 
in  ens ur i ng the system can f i l l  s uc h  a 
role, the wa ys in wh i c h  f i nances best 

v i  



• 

lM[ ibMt 

can be ob ta ined , and the rel ationsh i ps o f  
the v ar ious S ta te and Federal reg ul a tory 
agenc ies wi th respec t to the sys tem ' s 
c urrent problems . The Cha i rman , Nuclear 
Reg ul atory Comm i ss ion and the Cha irman , 
Federal Energy Regulatory Comm i s s ion should 
cooperate and contr ibute to thi s  s t ud y  to 
the f ul lest  ex tent pos s i ble.  G iven t he 
wide r ange o f  stud ies e i ther completed or 
underway on a number o f  i s s ues to be con s i­
dered by the study ,  GAO bel ieves the report 
should be presen ted to the Cong res s  no 
later than February 1 ,  1 98 1 ,  incl ud ing a 
s ta temen t of  any spec i f ic ac t ions to be 
taken by t he ut i l i t ies or any o f  the Federal 
agenc ies and any recommend a t ions to t he 
Cong ress.' ( See p .  6 1  for deta iled quest ions 
t he Secretary should cons ider in  mak i ng 
th i s  stud y .  

RECOMMENDATION TO THE CHAIRMAN, 
NUCLEAR REGULATORY COMMISS ION 

Given the s ig n i f ican t  effects on  the financ ial 
v iab il i ty of the util i t ies and on consumer 
rates in the ir serv ice areas , GAO al so recom­
mend s t hat the Nuclear Reg ul a tory Comm i s s ion 
move as qu ickly as  poss ible , wh i l e  taking all 
neces sary s teps to pro tec t the publ ic  heal th 
and sa fety , to cons ider and ac t on  the quest ion 
of restar t i ng Three M ile I sl and un i t  1 .  In  
add i tion , GAO recommend s  tha t the Cha irman 
coopera te f ully  wi th the Secretary of Energy 
in the study of the General Publ ic Ut i l i ties 
sys tem and i ts need s and prov ide all pos s i ble 
assi stance in fully developing the reg ul ato ry 
respons ibil i t ies o f  the Comm i s s ion.as they 
rel ate to the restar t ,  clean- up , and recom­
m i s s ion ing o f  the nuclear un i t s .  

v i i  



1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

• '  

1 
1 
1 
1 
1 
1 
1 
1 
41 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 



C o n t e n t s 

Page 

DIGEST i 

CHAPTER 

1 INTRODUCTION 1 
Overview of GPO 1 
Several agencies have regulatory 

responsibility for GPO 2 
Our related work 4 
Scope and methodology of review 4 

• 2 GPO COMPANIES CONTINUE TO PROVIDE 
ELECTRIC POWER BUT COSTS ARE HIGHER 7 

Availability of power supplies is 
not an immediate problem but 
could be in the future 7 

Additional power purchases have 
raised operating costs 16 

3 SOME ACCIDENT-RELATED FINANCIAL 
PROBLEMS ARE BEING RESOLV ED BUT 
LONGER RANGE UNCERTAINTIES REMAIN 22 

GPO System organization provides 
intercorporate financing 22 

Pre-accident financial condition 
of the GPU System was sound 25 

The TMI-2 accident and subsequent 
regulatory actions changed 
companies' financial posture 26 

Effect of regulatory actions on 
GPU finances 39 

CONCL USIONS AND RECOMMENDATIONS 54 
Recommendation to the Secretary 

of Energy 61 
Recommendation to the Chairman, 

Nuclear Regulatory Commission 62 

APPENDIX 

I Request letter from Subcommittee on 
Nuclear Regulation 63 

II Definition of Moody's Rating Symbol 65 

III Forecasting GPO's cost of common equity 66 



AS LB 
B&W 
DCF 
OOE 
ERA 
FERC 
GAO 
GPU 
JC 
Jersey Cen tral 
Kwh 
LEAC 
MAAC 
ME • 

Me t Ed 
MW 
NJBPU 
NRC 
O&M 
Pa PUC 
Penelec 
PJM 
PN 
RCA 
SEC 
TM I 

ABBREVIATIONS 

Atom ic Safe ty L ic en s i ng Board 
Babcock a nd W i l cox 
Di scoun ted Cash Fl ow 
Department of  Energy 
E conom i c  Reg ulatory Adm i n i stration 
Federal Energ y Reg u l a to ry Comm i ss ion 
General Accounting Of f ice 
General Publ i c  U t i l itie s Corporat ion 
( See Jer sey Central ) 
Jer sey Centr al Power and Light Company 
Kilowatt hour 
Level i zed Energy Ad j us tment Cl ause 
M id-Atl antic Area Council 
( See Met Ed ) 
�etropol i tan Ed i son Company 
Megawa tt 
New Jersey Board o f  Pub l ic Ut i l i t ie s  
N uclear Reg ula tory Comm is s ion 
Operat ion and Ma intenance 
Pennsylvan ia Publ i c  Util i ty Comm i s s ion 
Penn sylv an i a  Elec tr ic Company 
Pennsylvan i a-New Jersey-Maryl and 
( See Penel ec ) 
Revolv ing Cred i t  Agreement 
Sec ur i t i e s  and Exchange Comm i ss ion 
Three M i le I s l and 



CHAPTER 1 

INTRODUCTION 

In a January 1 8, 1 9 80, le tter , the Cha irman and the 
rank ing m i nor i ty member of the Subcomm i t tee on Nuclear 
Reg ul at ion , Senate Comm i ttee on Env ironmen t and Publ ic 
Works , reque sted t hat we exam ine certa in aspec ts of  the 
f inanc ial and operating sta tus o f  the General Publ ic 
Util i t ies Corpora t ion ( GPU ) and its opera t i ng compan ies 
fol lowing the acc iden t at the Three M i l e  I s l and ( TM I ) 
nuclear pl ant . We were asked to assess the ( 1 )  con t inued 
rel iab il i ty o f  elec tr ic serv ice to u t i l i ty cus tomers , 
( 2 ) increa sed costs resul t i ng from the acc ident , 
(3) impac t of  the acc ident and its  a ftermath on the GPU 
compan ies ' ab il i ty to meet t he ir f inanc ial obl iga t ions 
and (4) ac t ions taken by the maj or reg ul atory agenc ies 
with  d irec t res pon s ib il i ty and/or overs ight for GPU .  

OVERV I EW O F  GPU 

GPU i s  an elec tr ic  u t i l ity hold ing company reg i stered 
under the Publ ic Ut i l i ty Hold ing Company Ac t o f  193 5 .  GPU 
does not d irectly prov ide any u t i l i ty serv ices , but owns 
all the outs tand i ng common s tock of the opera t i ng compan ies : 
Jersey Central Power and Light Company (Jer sey  Central ) in 
New Jersey , and the Me tropol i tan Ed i son Company ( Met Ed ) and 
the Pennsylvan ia Electr ic Company ( Penelec ) in Pennsylv an ia, 
GPU ' s  current inve s tment in the common s tocks o f  the t hree 
compan ies is approx imatel y  $1.4 b i l l ion . 

The three compan ies prov ide elec tr ic i ty to about 
4 mill ion people l iv ing in about hal f  t he l and area of 
New Jersey and Pennsylvan ia . I n  1 97 9 ,  they d i s tr ibuted 
over 32 bill ion k i l owa tt hour s o f  e l ec tr ic power to over 
1 . 5  m i l l ion cus tomers . GPU al so owns all the · s tock of  
the GPU Serv ice Corporatio n ,  wh ich  serves the need s o f  
the GPU Sys tem .  The Serv ice Corpora t ion prov ides serv ices 
such as adm in istrative , f inanc ial , and eng ineer ing help 
to t he opera t i ng compan ie s on a cos t-re imbursabl e bas i s .  

GPU i ssue s  i ts own common stock t o  the publ ic  on wh ich  
i t  pays d iv idends  f rom i t s  earn ing s  on  the  common stock o f  
the operating compan ie s .  The operating company d iv idends 
repre sent v irtually al l of GPU ' s e arn i ngs . GPU prov ides 
fund s to the operating compa n ie s  by making capi tal contr i­
but ions , i . e . , add i t ional equi ty i nves tments . The opera t i ng 
compan ie s a l so obta in capital fund s by i ssuing long- term 
d ebt secur i t ie s  and pre ferred stock . 
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The GPU System has total asse ts o f  abou t  $5 b i ll ion , 
mak i ng i t  the Nat ion ' s  14th-la rge st i nvestor-owned elect r ic 
util i ty .  In 197 8, the compa n i e s  comp l e ted the ir th i rd 
nu clea r reactor un i t  and g enera ted 34 p ercen t o f  the ir 
powe r  from these un its . Most o f  the r em a in ing genera t ion 
c ame f rom coal-f i red plants . Accord i ng to G PU o f f ic i als , 
the r educed fuel costs from oper a t i ng nuclear un i ts ,  
i n s te ad of o il o r  coal-f ired u n i t s , h ave saved GPU Sys tem 
cu s tom ers nearly $1 b il l ion s ince the f i r s t  nuclear 
reac tor at Oyster Creek in New Jersey wen t  c ommerc i al 
in Dec ember 1969. 

On Ma rch 2 8, 1979, a n  acc id e n t  occurred in the the n  
recen tly a c t ivated un it 2 at the Sys tem ' s  TMI nu clear 
fac il i ty .  The acc id ent prec ip i ta ted a ser i e s  o f  even ts 
tha t  resul ted in damage to the re ac tor and r ad ioac t ive 
con tam i nat ion to components tha t was e s t imated to cost 
betwe e n  $4 2 0 -45 0 m ill ion to cle an up and repa i r . !/ In 
add i t io n , u n i t  1, wh i ch wa s ready to restart the

-
d ay o f  

the acc ident after be i ng shu t  down for re fuel i ng ,  was 
ordered to rema in shu t  down u n t il the Nuc l ear Regula tory 
Comm i s s ion ( NRC ) could c er t i fy tha t manda ted ch anges had 
been properly c omple ted and the un i t  wa s safe to ope r a te . 

S EV ERAL AGENCIES HAVE REGULATORY 
RES PONSIBILITY FOR GPU 

Th ree Fed eral agenc i e s  and the Pennsylv an i a  and New 
Jersey publ ic ut il ity comm i s s ion s exerc i se jur i sd ic t ion 
over var ious segments of GPU Sys tem ac t i v i t ie s .  The ir 
regula tory con trol became i ncreas i ngly ev id ent a s  the 
compan ie s  wer e  r equ i red to d e l ay pu t t i ng TMI -1 back i n  
serv ice a nd were not allowed t o  immed iately pass o n  the 
h igher costs o f  po we r  purchases nec e s s i ta ted by the loss 
of TMI -1 and 2 nu clear u n its . 

Th e Nu clea r Regulatory Comm is s ion 

The Nu c l ea r  Regulatory Comm i s s ion is respo n s i ble for 
l ic e n s i ng and regula t i ng GPU ' s  nuc l ear un i t s , i n clud ing 
TMI-1 and 2 ,  u nder the Atom ic Energy Ac t o f  1 9 5 4 , as 
amended , and the E nergy Reorgan iz a t ion Ac t o f  1 974 , a s  
ame nd ed . Th i s  respon s ib i l i ty include s  p rov id i ng rea sonable 
assurance tha t the use o f  nuc l ear reac tors d oe s  not resu l t  
i n  undue r i sks to the health and sa fety o f  the publ ic .  

!/ Est ima te s  a s  o f  Jun e  1 2 , 19 8 0 , i nd i c a te co sts will be -
sub s tan t i ally h igher . 

2 



The Departme nt o f  E ne rgy 

The Departm ent o f  Energy ( DOE ) ,  i n  consultat ion w ith 
the Federal Energy Regu l a tory Comm iss ion ( FERC ) , has t he 
respons ib il ity for assur ing the rel iab i l ity o f  e l ectr ic 
bulk power supply throughout the Un ited S ta tes . The ba s ic 
aut ho r ity for Federal regulat ion o f  electr ic ut il ity 
compan ies comes f rom t he Fed eral Pow er Act o f  1935. T he 
DO E  Org an iza t ion Act o f  1977 (P . L .  95-91) d iv id ed the 
respons ib i l it ies held by the Fed eral Pow er Comm i s s ion 
un til September 3 0 ,  1977 between the Sec retary o f  Energy 
and F ERC . .  T he Secre tary may in tur n  d elegate certa in 
o f  t hese powe rs to FERC or the Econom i c  Regulatory 
Adm i n is trat ion ( ERA ) . ERA has been d elegated respons i­
b il i ty for assur ing the ad equacy o f  bulk power suppl y  and 
mon itor i ng State r egu l atory bod ies ' rev iew s of v ar ious 
ra te st ructures and st and ard s .  FERC h as jur i sd i ct ion over 
the in terstate tran sm iss ion and approv a l  of whole sale for 
resale r a tes o f  elec tr ic i ty .  It also has jur i sd i ct ion 
over fac il it y agreements , intersta te transm iss ion rates , 
and capac ity and energy sales b etween compan ies and b etween 
power pools . 

I n  add i t ion to these respons ib i l it ie s  and autho r it ie s , 
the Department was g iven add i t ional aut hor it y  in t he el ectr ic 
powe r  area b y  t he Publ ic Ut il i t i e s  Regul ato ry Pol i c ies Act 
(P.L . 95-617). ERA was g iven author i ty to p rov ide as s istance 
on reg ulatory re form and suppo rt FERC on r atem ak ing and 
cos t o f  s e rv i c e  matters , intervene in r egu l atory cases at 
both S ta te and Fed eral level s  on nat io na l  energy pol ic y  
issues, and per form stud ies relat i ng t o  power suppl i es and 
rel iab il i ty. 

T he S e cu r i t ies and 
Exchan9e Comm1ss1on 

The Secur it ies and Ex change Comm i s s ion (SEC ) adm i n i st e rs 
t he P ubl ic U t il i ty Hold ing Company Act o f  1935 (15 u.s.c. 79, 
et seq . ) .  The purpose o f  the Hold ing Company Act is to 
p rotect the pu bl ic ,  i nvestors , and consum ers f r om abuses 
assoc ia ted w i th the control of electr i c  ut il ity compan ie s by 
u s e  o f  the hold i ng company d ev ice. It is in p a r t  a spe c i al­
ized an t i tr ust statu te with t he ob j ect ive o f  r eo rg an iz i ng 
and cons tra i n i ng the operat ions o f  ut il ity hold i ng compan ies , 
and in part a r egulatory st atute prov id ing for cont i nued 
su rve illance o f  t he corpora te s tructure , f inanc i al tr an s­
act ions , and oper at ional pr act i c es o f  publ ic ut il ity hold ing 
company systems. 
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S ta te public u tili ty commissions 

The Pennsylvania Public Utility Commission (PaPUC ) and 
the New Jersey Boa rd of Public Utilities (NJBPU ) have key 
roles in de termining the future financial viability of the 
G PU opera ting companies. Th rough the ra temaking p rocess , 
S ta te regula tors may review a utility ' s  e xpenses , se t the 
amoun t of revenues the u tili ty will be able to collect , and 
de termine the appropria te rate of re turn i t  can earn on 
i ts inves tments. Th rough these mechanisms , the regula tors 
de termine the amount of profit a company can reasonably be 
expec ted to make . 

OU R  OT HE R  RELATED WORK 

We responded to several requests tha t we examine 
various face ts of nuclear regula tion and the TM I accident .  
Ou r report , "Placing Residen t Inspecto rs a t  Nuclear Powe r­
plant Si tes: Is i t  Working?" (EMD- 80 -2 8 ,  Nov. 1 5 , 1979 ) , 
discussed changes tha t a re being made in N RC ' s residen t 
inspec tion p lan to improve nuclea r reac tor safe ty. A le tter 
repo r t  (EM D-8 0 -7 6 , May 27 , 19 8 0 ) addresses the ques tion 
"Do Nu clea r Regula tory Commission plans adequa tely 
add ress regula tory deficiencies highligh ted by the Th ree 
Mile Island acciden t?" We are curren tly comple ting work 
on two other assignmen ts . On one assignmen t we monitored 
the inves tigations being made of the TM I a cciden t by the 
various g roups and commissions to iden tify any issues 
no t covered and recommend ac tions needed to adequa tely 
add ress suc h  issues. On the o ther assignment , we reviewed 
cer tain aspec ts of the Price-Anderson Ac t 1/ such as the 
adequa cy o f  coverage , the appropria teness of pa r ticular 
p rovisions in the a c t  rela ting to thi rd-par ty liability , 
and the need fo r c hanges . Final reports on these ongoing 
assignmen ts are scheduled for release soon. 

SCOPE AND METHO DOLOGY O F  REV IEW 

The Sub commi t tee concerns centered a round the financial 
impac t  of the TM I acciden t on the GPU Sys tem and i ts ability 
to fund the clean-up cos ts , recommission TM I - 2, and p rovide 

1/The Ac t was passed by Cong ress in 19 5 7  and is in sec tion -
170 of the Atomic Energy Ac t of 19 54. I t  p rovides for 
insurance coverage of up to $560 million 'fo r  off-si te 
personal and p roperty damage claims resul ting f rom a 
nuclear acciden t. 
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rel i ab l e  serv i c e  to c us tomers wi thout Fed eral f und ing o r  
p l ac ing a n  und ue b u rden on cons umers. There fore , we 
gener a l l y  l im i ted our f i n anc i a l  anal ys is to ac tual d a ta 
fo r 19 78 and 1979 and projec ted d a ta for the per iod 19 8 0- 8 4 . 
In some ins tances , we used f i nanc i a l  d a ta e x tend ing back to 
19 70 for trend analysis purposes. Da ta used to assess rel i­
ab i l i ty o f  s e rvice was general l y  projec ted thro ugh 19 89. 

Al though e ach o f  the three opera t i ng compan ies f unc t ions 
as an independent uti l i ty ,  m uch o f  the adm in is t r a t ion , tech­
n ic a l  support, and d oc umen t a t ion for the i r  opera t ions are 
ma inta ined at the GPU S e rv ic e  Corporation headquar ters a t  
Pars i ppany , New Jersey . Consequently , a lmos t a l l  o f  our 
work wi th the compan i es was done a t  tha t  l oca t ion .  we held 
n umerous mee t i ngs w i th corpor a t ion o f f ic i a ls and ob ta ined 
and an a l yzed doc uments , repo r ts , s t ud ies , r a te f i l ing s , 
genera t i ng a nd load forecas ts , and rela ted da ta .  I n  con­
j unc t ion wi th the GPU s ta f f , we d evel oped the r evenue 
requ ir ements th at wou ld be need ed to ma i n ta in a f in anc i a l ly 
v iab l e  corpo r a t ion under sev eral d i f fe r e n t  scenar ios o f  
gener a t i ng capac i ty .  

We also v is i ted the TMI p l an t  s i te and d is c usssed 
clean- up and res tart p robl ems w i th res pons ible G PU and 
Me t Ed o f f i c ials . W e  held d is c uss ions on power av a i l­
ab i l i ty ,  purchases , and reserv e  marg ins for the nex t 
decade w i th the Penns ylvan ia-N ew Je rsey-Maryl and (PJM ) 
power pool manag er and ERA o f f ic ials .  

We ob ta ined and ana l yzed repo r ts and d oc umen ts 
s ubm i tted by G PU and th e opera t i ng compan ies to S EC 
reg ard ing the ir f i n anc ial sta tus , and assessmen ts m ad e  
b y  the S EC s ta f f. W e  also e x am ined d oc uments a t  F ERC 
and the S ta te comm iss ions rel a t i ng to ra te f i l ing s and 
c omm is s ion dec is ions and ord ers . 

NRC's ro l e  and respons ib i l i t ies i n  assess i ng the 
necess ar y  ch anges requ ired a t  TMI - 1 to improve· i ts 
oper a t io nal safe ty we re d is c ussed w i th cog n iz a n t  NRC 
o f f ic i als. We also d iscussed w i th NRC o f f i c i als the work 
being done b y  them as par t  o f  the r estar t proceed ing s to 
assess the f inanc ial ab i l i ty of Me t Ed to operate TMI - 1 . 

Al though we had to rel y  on GPU o f f i c ials to prov ide 
es t ima ted f ut ure f inanc i a l  da ta for scenar ios , we used the 
serv i c es o f  two cons ul tan ts to ind epende n t l y  assess the 
val id i ty of f inanc ial proj e c t ions made b y  th e corpora t ion . 
The methodol og y  used on one o f  our assessments-- the r a te 
o f  r e t ur n  on common equ i ty-- is d iscussed in d e ta i l  in 
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Appendix III. We also used the corporate accounting, 
tax, and bankruptcy expertise of one of the consultants 
to assist us in our assessment of the strengths and 
weaknesses of the GPU System. 

we did not assess (1) the validity of the estimated 
$ 4 2 0-450 million in clean-up recommissioning coats prepared 
by the Bechtel Corporation, ( 2 )  the probability that GPU 
will recover the full $ 300 million in insurance proceeds 
on TMI-2, or (3) the likelihood that GPU will recover any 
damages in its claim against the nuclear unit's manufacturer. 
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CHAPTER 2 

GPU COMPAN I ES CONTINUE TO PROV IDE 
ELECTR I C  POWER BUT COSTS ARE HIGHER 

T he lo s s  of a pprox ima tely 1, 7 0 0  meg awa t t s  (MW) of 
nucl ear- produced el ec tric power from TMI-1 and 2 has lef t  
the GPU s ys tem wi th ins u f f ic i ent c a pac i t y to meet the 
ba s i c need s o f  i ts c u stomers . I n terc hange power f rom the 
PJM power pool a nd power p urcha ses from u t i l i t ies out s ide 
the PJM a rea , howev er , have thus far prov ided the GPO 

c ompan ies w i t h  s u f fic i ent power to meet a l l  c ustomer 
requ iremen t s . Rel iable el ec tr ic serv ice may deter iorate 
in t he f u t u re, howev er, i f  TMI-1 and 2 are no t ret urn ed 

to serv i c e  o r  i f  o ther g en era t i ng capa c ity i s  n o t  
con s truc ted. 

The ex ten s i ve rel i a n c e  o n  in terc ha n g e  and purc ha sed 
power has been cos tly to bot h  the c u s tomer and to t he 
ut i l i ty c om pa n ie s .  The i n c remen t a l  cos t s  of repl acemen t 
power for the two TM I  un its were abo ut $2 95 m ill i o n  dur i ng 
the period Apr il 1979-Marc h  1 9 8 0. Approx im ately $ 9 7  m i l l ion 
o f  the se co s t s  h ad been c h arg ed to c u stomers , with t h e  
ba l an c e  o f  $ 19 8  m i l l ion de ferred for l ater recov ery . 
I n tere st c o s t s  on the money i n  the de f erred acco unt 
curren tl y amoun t to about $3.4 mi l l io n  per month , wh i c h  
tradi t ion a l l y  ha s no t been recoverable t hro ug h c u s tomer 
ra tes . 

AVA I LAB I L I TY OF POWER SUPPLI E S  
I S  NOT AN I MMEDI ATE PROBLEM 
BUT COULD BE IN THE FUTURE 

The rel a t ively f av orab l e  g enera t i n g  capacity pos i t i o n  
h e l d  by t he G PO compan ies a t  t h e  end o f  1 97 8  qu ickl y g ave 
way to en erg y s upply defic i t s with t he forc eq sh utdown 
of TM I -2 a nd the delayed res tart of TMI -1. The acces s ib i­
l i ty to el ec tr i c  power from o t her ut i l i ty c ompa n ies t hro ug h  
GPO's in terconnec ted tran sm i s s ion s y s tems ha s made i t  
poss i b l e  for c us tomers to con t i n ue rec e iv ing adequa te 
s uppl ies of power . 

Re start del ays for TM I- 1 and unmet c o n s truct i o n  
sc hedu les a n d/or c ancel lat ion s o f  pl anned g enera ting un i t s , 
howev er, w i ll requ i re more ex ten s ive rel iance o n  o u t s i de 
power s uppl ies to mee t expected c us tomer demand dur i ng the 
rest o f  t he 4ec ade. 
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Favorable ope ra t i ng chara c te r i s t i cs 
o f  th e GPU Sys tem - pre-1979 

The ope ra t i ng compa n ie s  i n  the GPU Sys tem ope ra te a s  
an interconnec ted power pool , w i th all o f  the i r  power 
d emands d i spa tched f rom the GPU d i spa tch con trol cen ter in 
Read i ng ,  Pennsylvan ia .  The Sys tem ' s  r el iance on fuels 
oth e r  tha n  o il for genera t ing elec t r i c i ty ha s worked 
to i t s  advan tage in con ta in i ng power costs follow i ng the 
1973 o il embargo . Th e genera t i ng m i x  used by the Sys tem 
pr ior to 1 97 9  con s i s ted of 3 4  percent nu clea r , 5 7  p ercent 
coal , a nd 9 percent o il .  Ow nersh ip o f  the un i t s  var i e s , 
w i th some powerplants , such as TMI , be i ng jo i n tly owned by 
all th ree o f  the compan ie s .  Other u n i t s , such a s  the Oys te r  
Creek nu clear s ta t ion , are wholly owned by o n e  company . 
Sys tem compa n ie s  may also operate generat ing u n i ts i n  wh i ch 
they share ownersh ip r igh ts w i th non-GPU ut il ity c ompan ies . 

In add i t ion to Penelec , Me t Ed , and Jersey Cen t ral 
form i ng the G PU Sys tem , each company i s  a membe r  o f  the PJM 
In te rconne c t ion or po we r  pool . The pu rpose of PJM i s  to 
p rov ide , th rough con tractual agreement among th e members , 
the serv i c e , r el iab il i ty ,  and economy tha t would resul t i f  
the I n t e rconnec t ion were one company wh ile recog n iz i ng 
ind iv idual compa ny constra ints . Along w i th the GPU com­
pan ies , Ph iladelph ia Elec tr ic Company of Pennsylvan ia ,  
Pennsylvan ia Power and L igh t Company , Bal t imore Ga s and 
Electr ic Company of Maryland , a nd the Potomac Elec tr i c  
Power Compa ny ( serv ing pa r t s  o f  Ma ryland , the D i s tr ic t o f  
Columb ia , a nd V i rg in ia )  are members of PJM . Atla n t ic 
Elec tr ic , Delmarva Power Compa ny , a nd Un i ted Ga s & 
Illum ina t i ng Company are a s soc ia te members . 

PJM member u t il it i e s  are r equ i red to prov ide su f f ic ien t 
genera t i ng capac i ty to mee t the i r  ba s ic sy s tem requ irements 
(load and rese rve ) or pay a penal ty for und e rcapac ity. 
However , they are all interconnec ted th rough an ex tens ive 
transm i s s ion ne twork a nd ha ve all of the ir genera ti ng 
capac i ty cen trally d i spa tch ed from the PJM con trol center in 
Vall ey Forge , Pennsylvan ia . Under PJM ' s  economi c di spatch 
concep t , the lowe s t-opera t i ng cost u n i t s  for the sys tem a s  
a whole are generally pu t o n  l ine f i rs t . For genera t i ng 
capac i ty pu rpo se s , PJM cons iders the three GPU ope ra t i ng 
compa n ie s  a s  one u t il i ty .  

As d emand inc rea se s , the next-lowe st-pr ice un i t  wi th i n  
the sys tem i s  b rough t i n to opera t ion , r egardles s  o f  wh ich 
member ha s the d emand or wh i ch member has the �enera t i ng 
un i t .  The sav i ng s  tha t resul t are d iv ided eve nly between 
the member pur cha s i ng the power and the member sell ing the 
po wer u nder a " spl i t  sav ing s" concep t .  
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PJM membersh i p  c an further benef i t  ut i l i ti e s  and 
the ir cus tomers because t he ir interconnec t ions allow e ach 
company to ope r ate wi th a l ower reserve marg in 1/ than 
i f  they opera ted separately . curren tl y the PJM-system­
wide reserve marg in requ i remen t is 22  percen t .  The 
proj ec ted 1 980 re serve marg in i s  approx ima tely 2 8 . 5 
percen t-- excl us ive o f  TM I-1  and 2 --wh ich  reflec ts an 
exce ss  of capac ity over expec ted sys tem demands . 

In add it ion  to the g enerating fac il itie s  o f  its 
members ,  the PJM sys tem i s  interconnec ted with other 
ad jac en t  systems  that c an prov ide suppl emen tary el ec tr ic 
power in the event o f  ( l ) unusal l y  he avy demand ( 2 )  an 
acc ident  on the PJM sys tem , or ( 3 ) the ab il i ty of adj ac ent 
sys tems to del iver power at less cost than the PJM sys tem .  
PJM has  twen ty-seven interconnec tions with util it ie s  
ex ternal to its members '  serv ice areas . Twenty o f  the se 
twen ty-seven interconnec tion po in ts are loc a ted within the 
GPU Sys tem .  Th is s it ua t ion ha s no t only enhanced GPU ' s  
importance to PJM , but it ha s a l l owed GPU to negot i a te 
d irec tly with  these  other u t i l ity sys tems for power 
suppl ie s wi thout us ing PJM-member fac il itie s .  In add i t ion 
to the in terconnect ions , the GPU d i s pa tch con trol center 
in Re ad ing , Pennsylvan ia , serves a s  one o f  PJM ' s d i spa tch 
cen ter back-up sys tems in the even t of an emerg ency 
outag e at the Val l ey Forge control cen ter . 

The GPU s ubs id iar ies are al so members o f  the M id­
Atl an t i c  Are a  Counc il  ( MAAC ) , one o f  the n ine reg ional 
rel i ab i l i ty counc i l s  e s t abl i shed a f ter the 1 9 65 bl ackout 
in the New Eng l and area . MAAC ' s  bas i c  membersh i p  is the 
s ame as  PJM ' s  pl us a few r ural elec tr ic compan ies , 
mun ic ipal s ,  and smal l inve stor-owned compan ie s  operating 
in the g eneral area . Wh ile PJM i s  concerned with the 
day-to-day operation o f  the sys tem , MAAC ' s  purpose is to 
ev al uate sys tem rel i ab il ity in pl ann ing capac i ty needs 
by r ev iewing eac h  company ' s  plans to ascerta in whe ther 
they  mee t  MAAC rel i ab i l ity  standards . This pl ann i ng 
for future need s i s  importan t because of  the l eng th 
of t ime i t  take s to bring a new genera t ing fac il ity in to 
operation . In some c ase s the time per iod can ex tend to 
10 ye ar s or  more f rom pl ann ing to commerc ial opera t ion. 

GPU ' s  own plans pr ior  to the TM I acc id en t  prov ided 
for the add ition o f  three maj o r  g enera t i ng un its . The 

!/Add i t ional gener ating capac ity , above pe akl oad demand s ,  
ava il able to mee t unpl anned d isruptions to serv ice , 
us ual l y g iven in percen t .  
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l argest , a 1 , 12 0  MW nuclear fac il i ty at Forked River in 
New Jersey, was sched ul ed to go in to operat ion in  1 98 3 .  
Two 6 2 5-MW coal un i ts i n  Pennsyl v an ia ,  Seward 7 and 
Coho 1 ,  were sched ul ed for comple t ion  by 1 987 and 1 98 9 ,  
respec tivel y .  

Current generating capac i ty 
and pe ak demand 

As prev iously men tioned , PJM h as se t a pl ann ing 
re serve m arg i n  requ irement of 2 2  percent for the tot al 
sys tem . Ho wever , e ac h  company i s  g iven its  own ind iv idual 
pl ann i ng reserve marg in  requ irement .  The GPU System ' s 
reserve marg in i s  24 percen t .  Pr ior to March 1 97 9 ,  GPU ' s  
proj ec t ion for the 1 9 8 0  s ummer showed t hat the company 
an tic ipated hav ing a sys tem rese rve of 27 percen t-- inc l ud ing 
TMI - 1  and 2. The company proj ec ted that Penelec and Me t 
Ed would have reserves i n  excess o f  3 5  and 50  percen t ,  
res pec t ively , and al tho ugh Jersey Centr al wou ld only h ave 
a 2 . 5-percen t reserve marg in , the comb ined GPU system reserve 
marg in would be s u f f ic ient to meet PJM re qu irements . 

As a resul t o f  the acc ident i nvolv ing TM I-2 , however , 
and the con tin ued sh utdown o f  the und amaged TMI - 1  un i t  by 
the Nuc l e ar Reg ul atory Commiss ion , both Jer sey Centr al 
and Met Ed would be ex tremely unrel i able sys tems at the 
time o f  t he expec ted 1980  s u mmer pe ak dem and wi thout t he ir 
out s ide in terconnec t ions . Penelec , however , even with  the 
remov al of the TM I-1  and 2 capac i ty ,  i s  proj ected to have 
a 2 8 . 4- percent reserve marg in .  Penelec ' s  reserve marg in 
theoret i c al l y  e n ables the system to be only 11  MW s hort of  
be i ng able to mee t  its  1980  s ummer peak . Thi s  ab i l i ty to 
nearly mee t the expec ted summer pe ak does not mean , however , 
that the System ' s own generat ing capac i ty i s  adequate s ince 
rel iable serv ice impl ie s a reserve m arg in of about 20-2 5 
percen t above peak demand . U s i ng GPU ' s  re serve marg i n  
requ i remen t o f  24 percen t ,  the Sys tem w i l l  b e  short about 
1 , 4 6 8  MW of c apac i ty at the t ime of the s ummer peaklo ad . 

The GPU Sys tem , howev er , should have no probl em in 
mee t i ng its peakload for 1980 . Curren tly , GPU has f irm 
contr ac ts for 4 4 0  MW o f  outs ide power : 200  MW f rom Ontar io 
Hyd ro in C an ada,  2 0 0  MW from Pennsylvan ia Power and Ligh t  
Company , and 4 0  MW f rom J amestown , New York . GPU h as al so 
been purchas i ng over 1 , 0 0 0  MW of power from u t i l i t ies  to 
the we st o f  the sys tem on an as- av ai l able b as i s .  I n  add i t io n ,  
the PJM In terconnec t ion i s  expec ted to h ave more than eno ugh 
capac i ty throug h  the summer o f  198 0  to mee t the need s of  
al l its  members--even wi thout TMI-1  and 2 .  As  shown in the 
fol lowing tabl e ,  PJM proj ec ts an over al l  2 8 . 5-percen t 
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peakl oad rese rve marg in , wh i ch d oes not i n cl ud e  GPU ' s  
out s ide purcha se s .  

PJM P r oject ed C apab i l i ty and Demand-- ( S umme r 1 9 8 0 ) 

Repor ted ca pab i l i ty 

Less TM I - 1  and 2 

Rema in i ng Capaci ty 

Pool Peak Demand 

Re serve Marg i n  ( 2 8 . 5% )  

4 4 7 5 5  

1 6 5 6  

430 9 9  

33550 

9 5 4 9  

Source : M id-A t l an t i c  Area C oun cil ( MAAC ) " Coord inated 
Pl ann i ng Re por t , "  prepared f or DOE .  For 
purpose s of t h i s analys i s  t he d i ff er ence 
between MAAC a nd PJM i s  not s ign i f icant .  

P r oj e cted Sys tem reserve 
margin s  are n ot favorable 

The av a i l ab i l i t y  of power pur cha se s  and interchang e  
w i th PJM i s  cr i t i cal t o  t he Sys tem ' s ab i l i t y t o  con t inue 
prov id ing rel iable serv i ce at least un t i l  1 9 8 5  and pos s i b l y  
beyond . GPU s us pe nded a l l  con s truct ion on the Forked R iver 
nucl ear pl an t and the Seward 7 coal pl an t immed i a te l y  a f te r  
the TM I - 2 accident . GPU d oe s  not pl an t o  res ume con s tr uc­
t i on on the Forked River pl an t i n  the near fu t ur e . Work 
on Seward 7 cou ld re s ume i f  f inances were ava i l abl e .  To 
pr ov ide some rel ie f from i t s  capac i ty s hor tag e and l e ssen 
i t s rel i ance on purchased power , GPU is  a t tempt i ng to enter 
into a con tract w i th Ontar io Hyd ro to construct a d ir ect 
curren t  inter t ie und er Lake E r ie .  Ontar io Hyd ro woul d  
suppl y  1 , 00 0  MW o f  power to the Sys tem annua l l y  through 
1 99 1 . However , complet ion of t h i s  tran sm i s s ioh l ine a nd 
conver ter sta t i on s  i s  not e x pe cted be fore 1 9 8 5 .  

T o  und er s tand the e f fect the TMI -2 accident had on the 
Sys tem ' s  f u t ur e  g ener a t i ng capa b il i ty ,  we f i r s t  e x am ined 
G PU ' s pl anned e x pan s ion prog r am for the 1 9 8 0 s  and t hen d ev e l­
oped three scenarios to  i l l us tr a te the e f fect s  on r eserve 
marg i n s  of con s truct i ng or not con s tr uct i ng certa i n  of t he 
planned g ener a t i ng un i ts . Our ana l ys i s  of t he Sys tem' s 
act ual a nd pl anned capaci ty a nd ex pected peakl oad 
requ i rements d emon s t r a te s  t he we ak pos i t ion the Sys tem 
i s  i n  w i th respect to a s s ur i ng cus t omer s rel i able power 
suppl i e s  and wha t i s  needed to res tore sys tem rel iab i l i ty .  
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Proje cted Sys tem reserves 
pr ior to TMI-2 accident 

The followi ng g raph shows how the Sys te m  had pl anned 
to mee t  customer d emand and ma in ta in a rel i able system .  
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In  thi s  g raph and the s ucceed ing ones , t he GPU Sys tem 
re serve  marg in is  shown because o f  the interconnec ted 
operations o f  the three compan ies throug h t he Sys te m ' s 
central d is patch o f f ice . The l ine depic t i ng GPO ' s requ ired 
reserve marg in o f  24 percen t reflec ts the PJM r equ i r emen t .  

Al t hough the compan ies opera te a s  an in teg ra ted 
system , g enerating capac i ty ownersh i p  i s  by i nd iv id ual 
company, and there fore each company has i ts own re serve 
marg in as  a measure  o f  mee t i ng its  own l oad requ i remen ts .  
Under the pl anned capac i ty add i t ions for t he Sys tem thro ugh 
19 8 9, Penelec would ma i n ta in a reserve marg in o f  30 percent 
or  more . Met Ed ' s  marg in wou ld be 4 2 . 7 percent i n  1 97 9 ,  
but thi s would decl ine to 2 0  percen t by 1 9 8 4  and continue 
down un t il the Coho pl ant was comple ted i n  1 98 9 .  Jersey 
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Central would rem a in below 20 percen t even w i th t he Forked 
R iver and Coho pl ants coming on l ine as sched uled . 

Projected reserves as a res u l t  
of changes requ i red b� the 
TMI- 2 accident 

The loss of TM I-1  and 2 and construc t ion d e l ays a t  
Forked River and Seward 7 have add ed a l arge element of  
uncer ta in ty to  future Sys tem rel iabil i ty .  We  have 
con s truc ted three scenar ios to a s sess  t he poss ible 
ef fec ts of thi s uncer ta inty .  I n  each scenar io, we have 
used c urren tly ava i l able ne t g enerat ing capab il i ty of  the 
System and its  proj ec ted summer pe akload for each year . 
Accord i ng to GPU o f f ic i al s , peakload forecasts do not 
incorporate the po ten tial  e ffec ts o f  a strong conservation 
and load manag ement prog ram now be i ng d eveloped by the 
company . Thi s prog ram could reduce system demand by 
1 , 00 0  MW by 19 90 . 

Scenar io 1--This  scenar io is  the most e xtreme, pro­
j ec t ing the abandonment  o f  both TMI-1 and 2 with  no new 
capac i ty added by any o f  the compan ies . 

SCENARIO 1 
PERCENT AGE 
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SOURCE: GPU Corporation and DOE. 
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Und er t h i s s cenar io , Penelec wo uld be the only company 
with a re s e rve marg i n  above zero. Met Ed and Jersey 
Ce ntral would essential l y  be d istr ibut i on c ompa nie s w i th 
ex ten s iv e  rel i a nce on purcha sed power to meet c u stomer 
need s .  

S cenar io 2--Th i s  s cenar io a s sume s  that TM I-l w i l l  
return to serv i ce i n  1 9 8 2 ,  the On tar io Hyd ro inter t ie w i l l  
b e  compl e ted by 1 98 5 , and Seward 7 w i l l  be i n  serv ice b y  
1 9 8 7. 
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The se proj ec ted capac i ty add i ti ons would keep Penelec' s 
re serve marg in above 2 0  percent. Met Ed ' s  marg i n  wou ld 
rem a i n  neg ative . Jer se y  Central ' s  marg in would reach 1 3  
pe rcen t i n  1 9 8 5  a nd then decl ine to about 2 percen t b y  1 9 8 9. 
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Scenar io 3--Th i s  scenar io more nearly reflec ts the 
Sys tem ' s orig inal pl an for mee t i ng load requ irements except 
for a 5 -year delay i n  add ing suffic ie n t  g enerat i ng capac i ty 
to a t ta in an acceptable reserve marg in . We assume TMI- 1  
returns t o  serv ice i n  1 9 8 2  wi th both TM I-2 and the On tar io 
Hyd ro i n ter t ie in serv ice by 1 9 8 5 .  Comple t ion of Seward 7 
is  expe c ted by 19 87 and Coho by 1 98 9 .  
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Even und er t h i s  opt im i s t ic scenar io , ne i ther Met Ed 
nor Jersey Cen tral wi l l  reach a reserve marg i n  o f  2 0  percen t 
al tho ugh the marg ins w i l l  be pos i t ive a fter 1 9 8 5 .  Penelec 
would con tinue to be the strongest company , wi th reserve  
marg ins s ubstan t ially  above the 20  percent l evel . 
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PJM reserve marg ins are expected 
to be s ufficient to mee t  demand 

PJM would remain a strong , v iabl e system even i f  
even ts postula ted i n  scenario 1 happened . Under the 
c irc umstances o f  scenar io 1 ,  PJM would have a reserve 
marg in  of a t  least 2 5  percent un t i l  1 98 9 , when i t  would 
sl ip to 2 4  percent--2 percen tage po ints above the reserve 
marg i n requ irements  i t s  members have set for themselves . · 

However , i t  should be no ted tha t reserve marg in proj ec­
t ions used by PJM are the best est ima tes o f  i ts members . 
It i s  poss ible  tha t construc tion sl ippag es could , a t  
some po i n t  i n  t ime , put PJM below the 2 2- percen t reserve 
marg in . One suc h  occ urrence would be a nuc l ear mora­
tor i um .  Another i s  the poss ibl e  c urta i lment o f  electric i ty 
prod uced by coal because of  EPA a ir qua l i ty restr ic tions .  

ADDITIONAL POWER PURCHASES 
HAVE RA I SED OPERATING COSTS 

The rel a t ively l ow-cost e l ec tr ic power g enerated by 
the TM I nuclear un i t s  and prov ided to customers by the 
GPU Sys tem ha s been l arg ely repl aced by more expen s ive 
power ob ta ined from the PJM in terchang e  or purchased 
d irec tly from u t i l i ty sys tems wi th c apac i ty in excess o f  
the ir own needs . The ava i l ab i l i ty of power to the System 
from non-PJM sources a t  cons iderably  l ower cost than is 
ava il able throug hout the PJM I n terconnec t ion has res ul ted 
in substan t i a l  sav ing s to ut i l i ty customers . Customers 
were in i tial l y  bene f i t ted by the rel uc tance o f  the 
Pennsylvania and Ne w Jersey Sta te Comm iss ions to pass 
on the f ull  costs of re pl acement power as they were 
inc urred by the compan ie s .  As power purchases continue , 
cons umer ra tes w i l l  have to i ncrease as the u t il i t ies 
are a l lowed to recover both current costs and an amorti zed 
port ion of �he l arge de ferred energy bal ances accumula ted 
by the compan ie s . 

Pre- acc ident rates re f lected 
relat ively low- cost power generation 

Elec tric  ra te s charg ed to cus tomers are a composi te 
of a number of  costs i ncurred in prod uc ing a k i l owa tt 
hour ( Kwh ) o f  elec tr icity . Opera t ion and ma in tenance ( O&M} 
costs , i nc l ud ing fue l  cost s ,  are the l argest  comPonent o f  
to tal costs . To the O& M costs are added i tems s uch as 
taxes, deprec ia tion expense s ,  in terest on debt and pre ferred 
d iv idends, and a re turn on capi tal i nve s tments . S ince f ue l  
costs  are a maj or i tem o f  O& M expense s ,  a red uc tion in 
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these costs l owers r ates c harged to consumers .  Hydro­
elec tr ic pl ants prod uce the least expens ive power because 
no fue l  costs are involved in prod uc ing the elec tr ic i ty . 
Nucl e ar f uel , co al , g as , and o il follow in o rder of 
increas ing costs .  The GPU Sys tem ' s  heavy dependence on 
n ucle ar and co al- f ired generat ion worked to the advan t age 
of  i ts c us tomers , particularly as the pr ice of o il increased 
after the 19 73 o il embargo . For the per iod 19 7 5- 197 8 ,  the 
GPU Sys tem gener ated power at the fol lowing fuel costs : 

Aver ag e  T:£(2e of fuel  
.!!.!! f ue l  cost N uclear Coal G as oil 

--------------- ( mi l ls per Kwh ) ---------------��--

19 7 5  9. 4 2. 4 10 . 4  16. 4 2 7. 0  

19 76 9. 3 2 . 0  10. 5 16. 4 26 . 1  

19 7 7  10. 2 2. 1 11. 2 2 2 . 8  29. 7 

197 8  11. 2 2. 3 1 3 . 2 2 7. 6  2 8.6 

Sourc e : GPU Corporat ion . 

In add i t ion to us ing internally g ener ated power , u t i l i ty 
compan ies normal l y  purchase or i n terc h ange electr ic power 
under a n u mber of d i ffer ing s i tuat ions--when the purchase 
pr ice i s  less  than the u t il i ty ' s  own prod uc t ion costs , when 
add i tional powe r  is n eeded to mee t  peak demand s ,  and when 
the u t i l ity  h as insuf f ic ient c apac i ty o f  its  own to s upply 
cus tomer need s .  GPU , for ex ample ,  rou t inely i n terchanged 
through PJM v arying amounts  of power . Dur i ng the per iod 
19 7 5-19 7 8 ,  the fol lowing amoun ts o f  net  power interchanges 
were reported by GPU . 

Tot al cost o f  
!!!! i nterchange (20wer 

( $ ,  millions )  

19 7 5  $ 5 2. 3 

1976 1 2 0. 8 

197 7 186. 2 

197 8  1 3 3. 7 

Cost 12er Kwh 
( mills ) 

2 0 . 4 

2 2 . 0  

3 1 . 4  

3 1 . 3  

17 

Percent  of total 
b i l l  from 

i n terchange J20Wer 

5 . 5 

11. 5 

15 . 2  

1 0 . 3 



The net resul t to consumers has been general l y  l ower 
average costs than those pa id by c ustomers o f  ne ighbori ng 
ut i l i t ies . As shown in the fol l owing table , Jersey Cen tral ' s  
costs were e ighth lowest out  o f  1 3  u t i l i t ies and only three 
ut i l i ties had lower average costs than Penelec and Met Ed in 
1 97 8 .  

Table 2- 1 

Average Cost  to C ustomers 
Twelve Months Encfed-· December 19 7 8  

( in ¢ per Kwh o f  sales)  

Company 

Consol ida ted Ed ison Co . of New York 
Rockl and Electric Co . 
Long Isl and L ig h t ing Co . 
Publ ic Serv ice Elec tr ic & Gas Co . 
Atl an t ic Elec tr�c Co . 
Jersey Cen tral Power & Light Co . 
Duquesne L ight  Co . 
Ph i l adelph ia Electr ic Co . 
Pennsylvan ia Electr ic Co . 
Me tropol i tan Ed ison Co . 
Pennsylvan ia Power & L ight co . 
Pennsylvan ia Power Co . 
Wes t  Penn Power Co . 

Sourc e : GPU Corpora tion . 

Cost  

8 . 14 
6 . 85  
5 . 73 
5 . 3 3  
4 . 74 
4 . 72  
4 . 53 
4 . 4 7 
3 . 83 
3 . 80 
3 .  53 
3 . 3 1  
3 . 18 

The oa t-acc ident need for urchased 
ncreased company operat ng costs 

The loss of genera t ing capac i ty from tak i ng TMI - 1  out 
of serv ice for re fuel ing in January 1 9 7 9  was o f fse t by the 
en try in to commerc ial serv ice of TMI -2 beg�nn i ng December 3 0 ,  
197 8 .  The subsequen t l oss o f  TM I-2 on March 28 , 1 9 79 ,  
however , and NRC ' s  order to keep TMI - 1  shu t  down even a fter 
the refuel ing was compl e ted required tha t the operat i ng 
compan ies increase the ir purchases/ interchanges of power to 
mee t  c ustomer demands for elec tr ic i ty .  For 1 9 7 9 , t he 
System ' s  ne t purchases/ interchanges i ncreased to about  $268  
mill ion , or more than double the amoun t for 197 8 .  Of this 
$268  m i l l ion , nearly $223  m i l l ion was purchased/ in terchanged 
between Apr il and December 1 9 7 9 .  Fortunately , the compan ies 
were able to buy nearly two- t h i rds o f  the necessary power 
from systems outside PJM a t  considerable sav i�g s ,  as shown 
below . 
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Sou rc e  of 
pu rchas e 

PJM 

Outside PJM 

Combined 

Total p r ice 
pa id 

Number of 
Kwh 

pu rchases 

------ (m i l lions ) ------

$ 9 6 . 7  

12 6 . 2 

2 2 2 . 9  

2 , 4 0 8  

4 , 2 59 

6 , 667 

Sou rce : G PU Corporat ion . 

Average cost 
p e r  K wh 

(c ents ) 

4. 02 

2 . 96 

3. 34 

Because of pur chases from non-PJM sources , this cos t  was 
nea rly $4 5  m ill ion less than it would have been i f  a l l  
replac emen t  power had been obtained from the PJM in terchange 
under th e current spl i t  sav i ngs ra te sch edu l e . Th rough 
March 19 8 0 , an add itional savings of $46 mil lion was mad e  
by inc reas ing System purchases f rom ou tside PJM. 

GPU has est imated that 19 8 0  rep lacemen t  power cos ts 
for TMI - 1 and 2 w i l l  be about $ 3 2 5  mil lion , or an average 
of $ 27 . 1 mil l ion pe r  mon th . At l eas t two fac to rs , however , 
cou ld signif icantly affect this cos t es tima te . GPU of fi­
cia ls said that customer demand dur ing January-March 19 8 0  
was the same as in the f irst quarte r  of 1979 and th is is 
lower than had been an t i cipa ted whe n  the 19 8 0  cost estima te 
was prepared . If th is zero g rowth l evel  h olds duri ng the 
yea r , l ess powe r wi l l  be n eeded for the Sys tem and purchases 
cou ld be reduced below the estimate for the year . In 
addition , there are indica tions tha t the current recession 
is affec t ing consumer demand in u ti li ty s e rvice areas to 
the wes t o f  the GPU System . As a r esu l t ,  more powe r from 
l e es expensive coa l-fired genera tion may be available than 
was a n ti cipa ted , and this in tu rn shou l d  reduce purchased 
powe r cos ts. 

Despite the fa c t  that the GPU �ys tem has had to 
pu rchas e/in te rchange subs tan tia l  power to replace th e loss 
of the TMI - 1 and 2 generating capacity , the cos t  o f  e l ec­
tric i ty to i ts cus tomers has r emained in th e range o f  other 
uti l ities in the r egion . This is true pr ima rily b ecause 
the c ompanies have not been a l l owed to pass on to the ir 
cus tomers immediate ly the fu l l  amoun t o f  the h ighe r- cos t  
power . Th e rate increases granted by the S ta te r egula tory 
agenc ies prior to Apr il 1 ,  1 9. 8 0 , have largely r e f l ec ted 
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energy cl ause ad j us tmen ts tha t we re no t TM I-r el ated or 
were of f se t  by the remov al of TMI - 2  f rom the ra te base . 
For exampl e ,  t he New Jersey Board of Publ ic  Ut i l i t i e s  
g r an ted Jersey Cen tral $ 2 3 4  m i l l ion i n  ra te i ncrea ses 
·dur ing the year fol low i ng the acc id en t .  Onl y  34 percen t 
o f  the to tal ra te incre a se was TMI - rela ted . The fol low i ng 
cha r t  compa re s , for Apr i l  1 ,  1 9 7 9  and June 1 ,  1 9 8 0 , 
t ypical e l ec tr i c  b i l l s  for a res iden t ial c u s tomer purcha s ing 
50 0 Kwh of  e l ec tr ic i ty per mon th from var ious neighbor ing 
elec tr ic  u t i l i t ie s . I t  al so s hows , as of June 1 ,  1 9 8 0 , 
the r a te inc rease s  f i l ed by e l ec tr ic ut i l i t i e s  and wha t 
the new ra te s  wou ld be i f  t he increases  are approved . 
Al tho ugh Jer sey Cen tral rates are on the h ig h  s id e , r ates 
for Met Ed and Penelec are s t i l l  f avor able when compared 
to those o f  most o ther compan ies . 
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CHAPTER 3 

SOME ACCI DENT-RELATED FINANCIAL 
PROBLEMS ARE BEING RESOLVED BUT 

LONGER RANGE UNCERTAINT I ES REMAIN 

The n ucl ear acc iden t at TMI-2 left t he GPU Syst em 
w i t h  a n umber o f  ser ious f inanc ial problems and uncer­
ta i n t ie s . The normal f i n anc ing method s used by the u t i l i ty 
compan ies hav e  been d i s r upted , incl ud ing the i n te rcorporate 
flow o f  f unds between GPU and the oper a ting compan ies and 
ready acce s s  to the cap i tal markets for f inanc i ng o ngo i ng  
ope r a t ions . 

The GPU Sys tem wa s al so faced w i th a n umber o f  
reg u l a tory uncer ta in t ie s  wi th reg a rd to the recovery of 
cer ta in ope r a t i ng cost s  tha t normal l y  would not prese n t  
d i f f ic ul t ies for t he System .  S ta te u t i l i ty comm i s s ions 
are c urrently resolv ing some of t he cost i s s ue s  t ha t have 
been adversely a f fec t i ng System f in ances , but the se 
pr imar i l y  involve only short- te rm probl em s . Dec i s ions 
a f fec t i ng t he f ut ur e  o f  t he TMI un i ts , a nd the ir impac t on 
the futur e  Sys tem f in ances , are s t i l l  pend ing at NRC . 

The favorable S ta te u t il i t y  c omm i s s ion d ec i s ion s on 
rate rel ie f for the operat i ng compan ie s  have a l l ev ia ted 
t he ser ious cash flow probl ems exper i e nced by Met Ed and 
Jersey Central s ince the acc iden t .  Al thoug h the po tenti a l  
for bankr uptcy ha s been d im in i shed , t h e  loss  of  e arn i ng s  
capab i l i ty b y  the compa n ie s  s t i l l  l eaves the f uture 
v i ab il i t y  of t he System in que s t ion . GPO e s t ima tes of 
capi tal f i n anc ing to main ta in and improve the ex i s t i ng 
transm i s s ion a nd d i str ib u t ion s y s tem ,  add a m i n imal 
amoun t o f  add i t ional capac i ty ,  and cl ean up a nd recom­
m i s s ion TMI -2 show a need for nearly $4 b i l l ion by 1 9 8 7 .  
TO ach ieve tha t goal , t he sys tem w i l l  need reg ul a to ry 
approv al to r ec over c urrent costs , exped i t�d approval to 
restore TM I - 1  and 2 to serv ice , and a s uf f i c ie n t  inc re ase 
i n  earn i ng s  to re s tore i t s  cred ib i l i ty w i th the i nve s t­
men t  c ommun i ty s o  tha t a ccess to the c api tal marke ts c an 
be renewed . 

GPU SYSTEM ORGAN I ZATI ON 
PROVI DES I NTERCORPORATE 
FINANC ING 

Jersey Central , Me t Ed , and Pene l ec operate f in an c i a l l y  
a s  three se para te compan ies , b u t  w i t h in the over a l l  d ir ec­
tion and control of GPU a s  the par en t  company . Ce r ta in  
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spec ial i zed serv ices t ha t  are common to al l compan ies , 
such as pl ann ing , eng ineer ing , power pooling , and reg ul a tory 
rate f i l ings are prov ided by t he GPU Serv ic e  Corporation 
on a cost re imbursable basis . The companies are reg ula ted 
by the State ut i l i ty comm iss ions as ind ependen t compan ies , 
and ra tes to cover the costs inc urred in prov iding elec tric 
power to each company ' s serv ice area are based on ind iv id ual 
company ra te fil ings . 

Financ ing constr uc tion costs is a company respons i b i­
l i ty .  Each o f  the companies c arr ies its own short- term 
borrowings and issues i ts own bonds and pre ferred stocks 
to outs ide investors . Al l o f  their common stock , however , 
is owned by GPU , w i th none o f  i t  being publ ic l y  traded . 

The $ 1 . 4-bil l ion investment in the common stock and 
consol id a ted surpl us o f  i ts three operating subsidiaries 
represents all of  GPU ' s  ma ter ial  asse ts as a hold ing 
company . The d iv idends pa id by the three compan ies are 
essen t ia l l y  its only income . GPU does issue i ts own common 
stock and at  the presen t time has 6 1 . 3  mil l ion shares 
outs tand ing .  S ince GPU has no ma ter ial  asse ts other than 
operating company stock , the marke t pr ice o f  i ts stock is 
a re flec tion o f  the f inanc ial streng t h  of the compan ies 
as a whol e .  

The operating compan ies normal l y  pay over 9 0  percen t 
o f  the ne t income a f ter taxes , in terest , and pre ferred 
div idends to GPU in the form o f  d iv idends , l eaving litt l e  
o f  the e arn ings for company use . · 

Af ter stock d iv idends are pa id , GPU red istr ibutes 
i ts ne t e arn ings to the opera ting compan ies as need ed 
through c api tal contr ibut ions . S ince 1 9 7 0 , t he compan ies 
have pa id d iv idends to GPU amoun t i ng to $ 1 . 046  b il l ion and 
have rece ived back through capi tal contr ibut ions $ 7 3 3  
mil l ion . The fol lowing sched ules show these d i vidend 
paymen ts and capital contributions by company · and ye ar . 
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Dividends paid 

Jersey 
Year Central Met E d  Penelec Total 

�--�--------- ( $ , mi l lions ) -----�-----------

19 7 0 -74 $18 2 . 5  $12 9 . 9 $15 1 . 3  $ 463 . 7 

1 9 7 5 36. 7 3 7 . 8 39 . 7  114 . 2  

1976 5 0 . 0  3 9 . 5 3 7 . 7 12 7 . 0  

1 9 7 7 63 . 7 4 9 . 0 3 7 . 0 149 . 7 

197 8  5 7 . 0 4 8 . 0 3 7 . 0 14 2 . 0 

197 9 . 12 . o  7 . 0 30 . 0  49 . 0  

Tota l  $4 0 1 . 9  $3 11 . 2  $3 3 2 . 5  $1 !04 5 .6 
' 

Cap i ta l  contribu tions 

Jersey 
Year Centra l  Met E d  Pene lec T otal 

------------- ( $ , mi l lions ) ----------------

19 7 0 -74 $17 9 . 8  $2 18 . 7  $ 8 9 . 0 $4 87 .  5 

1 9 7 5  1 3 . 0 4 . 14 17 . 14 

19 7 6  4 0 . 0 3 0 . 0 5  70 . 0 5 

19 7 7  4 0 . 0 4 5. 0  8 5 . 0 

19 7 8  44 . 0  44 . 0  

197 9 29 . 5  2 9 . 5  

$34 6 . 3 $ 2 18 . 7  $168 . 19 $7 3 3 . 19 
=· 

Source: GPU Corpora t io n .  
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The l arge c api tal contribut ions made  to Me t Ed d ur ing 
the 1 9 70 - 1 9 7 4  per iod increased Me t Ed ' s  common equity 
rat i o  ( common stock plus consol ida ted surpl us d iv ided by 
total capi tal ) to 4 2  percen t .  I n  l ine w i th GPU ' s  pol icy 
of  ma i n ta in ing the operating compan ies ' common equ i ty 
ra t ios a t  about 3 3 - 3 4  percent , al l capi tal contr ibut ions 
were wi thheld d ur ing the 1 9 7 5- 19 7 9  per iod . At December 3 1 ,  
1 97 9 ,  Me t Ed ' s  common equi ty ra t io was 3 6  percent .  

PRE-ACC I DENT F INANCIAL 
CONDITION OF THE GPU 
SYSTEM WAS SOUND 

Al though the f in anc ial sound ness of each of the three 
compan ies var i ed , the consol ida ted pre- acc ident f inanc ial 
posi tion of the GPU System appe ared to be favorabl e .  An 
of f ic ial o f  the S EC testi f ied be fore a Sena te Subcomm i t tee !/ 
and NJBPU tha t ,  prior to the TM I-2  acc iden t , the GPU com­
pan ies were soundly  capi tal i zed . During recent hear i ngs 
held by PaPUC , wi tnesses from a manag emen t  consul ting f irm 
eng aged by the Commiss ion to cond uc t  a manag emen t aud i t  of 
the GPU compan ies sta ted tha t " Prior to the acc iden t ,  the 
company was prudently capi tal i zed and i ts f inanc i al pos i t ion 
was strong and improv ing . "  

Our anal ys i s  o f  the Corpora tion ' s  f inanc ial  sta temen ts 
for the per iod 1 9 7 5- 1 9 7 7  shows that  a ste ad ily  increas ing 
earn ings pic ture ex isted wi th commensura te increases i n  GPU 
common stock d iv idend payments . GPU ' s  common stock was 
sel l ing for about $ 2 0  per share in the marke t and the com­
pan ies ' bond and pre f erred stock ra t i ngs were reasonably 
good . The $ 7 4 2  mill ion investmen t in TM I - 2  was compl e ted , 
and the un i t  was pl aced into commerc ial  serv ice on 
December 3 0 ,  1 97 8 .  Ut i l i ty comm iss ion approval to al low 
the TMI -2 costs in the compan ies ' base ra tes was expec ted 
and this would further improve the e arn ings pic ture . 

The f inanc ial  picture for the ind iv idual ·compan ies was 
not qu i te as posi t ive as the consol id ated outl ook . At t he 
end o f  1 97 8 ,  the compan ies were carry ing about  $ 1 03 m i l l ion 
in the ir d eferred energ y  accoun ts . Th is resul ted pr imar ily  
from S ta te comm iss ion orders chang i ng the S ta te regul a t ion 
of energy adj ustment c l auses . Ra ther than immed iate l y  

!/Hear ings h e l d  b y  Subcomm i t tee o n  Nucl ear Reg ulation , 
Sena te Comm i t tee on Env ironmen t and Publ ic Works , 
Nov . 8 and 9 ,  1 97 9 .  
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pass on to c us tomers the full  cost of these energy cost 
adj ustments , the commiss ions de ferred some of these costs 
for recovery in  l ater per iods . These amounts var ied by 
company . 

Jersey Cen tral was probabl y  in  the least favorabl e 
f inanc ial posi t ion o f  the three compan ies . Much of  the 
company ' s  generating capac i ty rel ies on o il and natural 
gas and d ur i ng the per iod o f  r is i ng o il pr ices the 
company had been strug g l ing to ma in ta in a good f in anc ial 
posi t ion . In  add i t ion to the 2 5  percen t i nvestment in 
TMI-2 , Jersey Cen tral was construc ting the Forked River 
nuclear pl ant on i ts own . About $ 3 50 m il l ion  of i ts f unds 
tied up in tha t pro j ec t  were not inc l uded in i ts rate 
base and consequently were not rece iv ing a c urren t  cash 
retur n .  

TH E  TMI - 2  ACCI DENT AND SUBSEQUENT 
REGULA�ORY ACTIONS CHANGED COMPAN IES ' 
FINANCIAL POSTURE 

The commerc ial  phase- in o f  TMI-2 on December 3 0 ,  1 97 8 ,  
of fset  the refuel ing shutdown o f  TMI - 1  in early January 1 97 9 .  
Th is l e f t  the System ' s  generating capac i ty relat ively 
unchang ed d ur ing the f irst quar ter o f  1979 but d id portend 
inc reased earnings as NJBPU and PaPUC took steps to incl ud e  
the TMI -2 costs i n  the compan ies ' base ra tes . The March 2 8 ,  
197 9  acc ident a t  TMI-2 and the continued shutdown o f  TMI-1 , 
however , res ul ted in adverse changes not only in the System ' s  
power production  c apab i l i ty but i n  i ts f inanc ial cond i t ion 
as wel l . These changes pr imar i l y  lowered the cash flow , 
earn ings post ure ,  and inte rest coverag e  o f  t he compan ies 
and were to a l arge ex tent infl uenced by the ac t ions of  
the reg ul a to ry agenc ies fol l owing the acc id en t .  

I ncreased cash requ i rements 
posed immed i a te problems 

The chang es in  the System ' s  c ash flow and short- term 
debt posture have come l argely from the need to buy l arge 
quan t i ties  o f  repl acement  power d ue to the loss o f  the TM I  
un i t s . As we d iscussed in  chapter 2 ,  the needed power was 
immed iately ava i l able  throug h  the System ' s  t ie s  to the PJM 
Interconnec t ion , and s ubsequent suppl ies were obta ined 
from other ut i l i ty compan ies .  As was also d iscussed , this 
repl acement power was ob ta ined at  a much h ig her cost than 
wha t  had been est imated when the System rate schedules for 
1 9 7 9  were prepared . GPU of f ic ials s ta ted tha t the bas ic 
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cause for the inc rease is  the d i fferen t i a l  between nuclear 
f uel cos t s  and coal and o i l  f uel costs . They sa id for the 
TMI un its , the fue l  costs  in 197 9 were expec ted to be about 
4 m i l l s  per Kwh . I n  con trast , coal costs  equa te to about 
12 mil l s  pe r Kwh and oil  cost s  about 4 8  mil l s  pe r Kwh . 

Beca use all  o f  the repl acement power came f rom e i ther 
coal- or o i l- f i red generation , the company rate s  chargeable 
to cus tomers covered very l i ttle  o f  the act ual repl acement  
power cost s .  The l arge quan t i ty of  power needed and the 
s ub s tan t i al ly h igher pr ices pa id versus System-genera ted 
power costs put a severe strain on the c ash pos i t ion o f  the 
compan ies . 

Al thoug h the cost of  repl acemen t power has been the 
s i ng l e  l arge s t  cash flow e f fec t of the acc iden t on company 
finances , o ther unan tic ipa ted cash demands were tr iggered 
by the acc iden t .  Ex tens ive cle an-up costs at TMI - 2  have 
al ready been incurred by the compan ies . As o f  Apr il  1 ,  
1 98 0 , abo ut  $ 1 20  m i l l ion ha s been spent for this  purpose .  
About $ 9 6  m i l l ion o f  this  has been recovered from in­
s urance proceeds , but the t im i ng of cash payments  and 
rece ipt s  i s  no t always the same . Safe ty-related changes  
for TMI- 1  have also requ ired cash  re so urces wh ich are not 
covered by insurance proceed s and are not recovered in 
c urrent ra te sched ules . 

An adequa te cash flow i s  important  to a ut i l i ty 
company i f  i t  i s  to rema in solven t .  Cash flow i s  depen­
den t on two ex ter nal constrain ts-- av a i l ab i l i ty o f  bank 
borrow i ng and ra te reg ul a t ion--over wh ich the u t i l i ty 
ha s l i ttl e infl uence . Unl ike many bus i nesses tha t  c an 
immed iately re flect  the ir prod uc t ion costs and a pro f i t  
marg in when  the prod uc t i s  sold , e l ec tr ic rate s  are a f­
fec ted by a t ime l ag--whe ther reg ulatory or mechan ica l-­
tha t represen ts a m i smatching of  c urren t costs and reve­
nue s . These unrecovered costs are held in a de ferral 
accoun t for l ater recovery thro ugh c us tomer r ate s . 
Ut i l i ty payment for the se i nc urred , but uncol l ec ted ,  
cost s  are normal ly covered by a c ushion o f  i n ternal l y  
g enera ted f und s o r  b y  short- term bank borrowi ng s .  
Substan tial  inc rease s i n  unan tic ipa ted expense s ,  s uch a s  
those res u l t i ng f rom the TM I acc ident , can qu ickly red uce 
the c ush ion of  av a i l able  f und s .  The only r ecour se then 
i s  prompt reg ul a tory ra te rel ie f or i ncrea sed bank borrow­
ing s , i f  av a i l abl e .  I f  nei ther of  the se is  av a i l able  and 
c urren t ca sh requ irements exceed c urren t cash rece i pts , the 
al ternative is  insolvency .  
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Cont inued earnings a re 
Important for future 
financ ial  v iabil ity 

Cl ose ly  a l l ied to a ut i l ity ' s cash flow i s  i ts 
earn i ng s  capab i l i ty .  A company need s to col l ec t  no t only 
enoug h r ev en ue s  to mee t  i ts curren t O& M expense s , interest , 
and tax l iab il i t ies , but al so a return on i t s  i nvested 
capi tal . Th i s  i s  a c ri tical fac to r  in ens ur ing i ts con­
t in ued ab il ity  to prov ide the nece ssary power s uppl ie s 
to i ts c us tomers . The GPU System , l ike other ut i l i t ie s , 
rel ie s heav ily  on outs ide inve stors for f und s to bu i ld 
generating powerpl ants and rel ated fac il i t ie s . Unl ess 
the compan ies have s uf f ic ient earn ing s  to repay the 
borrowed f und s and pay d iv idend s to s tockholders on 
the ir i nve s tmen t , these ex ternal source s of  f unds w i ll 
dry up . 

Investors in  ut il i ty stocks and bond s a ssess the 
rela t ive  r i sks o f  own ing one company ' s  secur i t ie s  versus 
those o f  o ther s imil ar compan ies . An unusua l  even t , s uc h  
a s  the TM I acc ident w i t h  its  attend ant uncer ta i n t ie s  
a s  t o  recovery costs and the ir  ef fec t o n  the GPU Sys tem , 
increases the r isks for inve s tors . Thi s  perce ived increase 
in r i sk for  the GPU System sec ur i t ies  wa s noted immed iate l y  
b y  the Mood y ' s  ra ting serv ice and s ubsequen tly b y  the 
Stand ard & Poor ' s  rat ing serv ice .  Tabl e  3-1 l i sts  the 
qual i ty ra t i ng s  by Moody ' s  .. for the opera t i ng compan ie s '  
secur i ti e s  a s  they s tood on March 28 , 1 97 9 ,  together 
with  the change s tha t  have occ urred s ince then . At t he 
t ime o f  t he acc iden t ,  a l l  but one o f  the compan ies ' 
sec ur i t ie s  had a " Baa"  or be t ter ra t i ng .  A " Baa" rat ing 
represen ts a med i um grad e secur i ty wh i c h  i s  considered 
to be ne i ther h ig hly  pro tec ted nor poorly sec ured . A 
" B" rating repr esents a l ack of  des irable  inv estmen t 
c harac ter i s t ics . 
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TABLE 3- 1 

Moody ' s  Qual i ty Ratings O f  GPO Secur i t ies ( note a )  

J ersey C entral 

Bond s ( no te 
Debent ures 
Preferred 

Me t Ed 

Bond s ( no te 
Debent ures 
Pre ferred 

Pene lec 

Bond s ( no te 
Deben t ures 
Pre ferred 

b )  

b ) 

b )  

3/28/7 9  

Baa 
Ba 

" baa" 

A 
Baa 
" a" 

A 
Baa 

" baa 11 

4(19/7 9  6(29(79 

No c hang e  No c hange 
No change No c hange 
No change No change 

Suspended Baa 
S uspend ed Ba 
Sus pe nd ed " ba" 

Baa No change 
Ba No change 

" ba" No c hang e 

a/De f in i t ion of Moody ' s  ra t i ng symbol s conta ined in  
- app . I I .  

£/Inc l udes  pol l ut ion control bond s .  

Source : Moody ' s  Publ ic U t i l i ty Manual . 

3(28(8 0 

Ba 
B 

" b" 

B 
B 

II b" 

Ba 
Ba 

II b" 

As a result  of  decreased ear n ing s capab i l i ty ,  t he GPO 
compan ie s have  been unable to mee t  the l eg al intere st 
coverag e  requ i rements necessary to issue bond s and pre ferred 
s tocks . Th i s  s i t ua t ion may change wi th the c urren t ra te 
increase s , but most purchasers appear unwi l l ing to invest 
in a u t i l i ty sys tem whose c urren t and f ut ure t inanc i al 
v iab i l i ty i s  in  que st ion . Un t i l  such t ime as t he Sys tem ' s 
rate of  ret urn and e arn ings  po ten t ial improves  to the po int 
where the perce ived investmen t r i sk i s  sub s tan t i a l l y  
d ecreased , the ava i l ab i l i ty o f  ex ternal capi tal f in anc ing 
remains  an uncer ta inty . 

Regula tory a�enc ies ' actions 
have a f fected cash flow and 
earnings 

Ac t ions take n by the Pennsylvan ia Publ ic Ut i l i t i e s  
Comm i s s ion and the New Jersey Board o f  Publ ic U t i l i t ies 
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have had the mos t  d irec t impa c t on the presen t f i nanc ial 
pos i t ion o f  t he Sys tem . To d a te , ex tens ive rate rel ie f 
g iven to Jerse y  Cen tr al by NJBPU h a s  mate r ial ly improved 
i t s  c a sh f l ow pos i t ion . Only abo u t  one- th i rd o f  t he a p­
prox ima te l y  $ 3 0 0  m i l l ion increase , however , i s rel a ted to 
the TM I un i t s . PaPUC ha s a l so re s pond ed to Me t Ed ' s  and 
Penelec ' s  probl ems . A May 2 3 ,  1 9 8 0 , f i nal d ec i s ion w i th 
respec t to recover i ng de fer red energy costs w i l l  improve 
the se c ompa n ie s ' c ash pos i t ions . The l onger r ange 
e arn i ng s  p i c t ure ha s not been helped , however , by t he 
Sta te s '  dec i s i on to take the investmen t and other cos ts 
of both TM I - 1  a nd 2 o u t  o f  the u t i l i t ie s ' rate base . 

The e x te nd ed sched u l e  o f  NRC pr ior to the restar t o f  
TM I - 1  ha s exace rba ted the compan ie s '  cash flow a nd e arn i ngs 
probl ems . FERC ' s  r a te ac t ion on the compan i e s '  f i l ing s  
for whol e s a l e  s al e s  ra te increases wa s pos i t ive , a l t hough 
by us ing the se ttl emen t proced ure r a ther than the hear i ng 
proce s s , some o f  t he i s s ues  concern i ng rate tre a tment 
of TM I - 1  and 2 we re no t add ressed . 

S ta te u t i l i ty comm i s s ion act ions 

Dur ing the 14 months fol l owing the ac c id en t ,  NJBPU 
g r an ted Jersey Cen tral over $ 3 0 0  m i l l ion i n  r a te i ncreases , 
mos t  o f  i t  und e r  i ts Leve l i zed Energy Ad j us tmen t Cl a use 
( LEAC ) . 1/ Only one- t h i rd of th i s  amoun t , however , was 
rel ated to repl acemen t powe r cos t s  for TM I un i ts . The 
rema i n i ng two- t h i rd s  was g r an ted to Jer sey Cen tral to c ov er 
the h ig he r  costs  o f  fuel  fo r i ts own g ener a t i ng un i ts a nd 
for non-TM I - rela ted power purc ha se s . 

Af ter in i t i a l l y  a l l owing TM I-2 i nve stmen t costs i n  the 
ra te ba se by i t s  order of Jan uary 3 1 , 1 97 9 , NJB PU took the 
fol l ow i ng ac t i ons a f te r t he a c c ident on Marc h 2 8 , 1 9 7 9 .  

!/A r eg ul atory process used to ad j us t  consumer r a te s  a s  
a res ul t o f  fl u ct ua t ions i n  f uel costs . 
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J e r sey Ce n t r a l  Power & L i g h t  Company 

Amou n t  a l l owed ( re sc i nd ed ) 
( $ ,  m i l l io n s ) 

D a t e  

1 / 3 1 / 7 9 

6 / 1 8 / 7 9 

9 / 0 5 / 7 9 

3/0 6 / 8 0  

4/0 1 / 8 0  

5/ 1 3/ 8 0  

NJ BPU a c t ion taken 

I nc rea sed base r a t e s  
( $ 3 3 . 8 m i l l ion annu a l l y )  

I n c re a sed LEAC f o r  TM I 
r e p l a c em e n t  powe r 
cos t s  ( $ 1 1 2 . 5  m i l l io n  
ov e r  1 8  mon th s )  

Red uc ed base r a t e s  by re­
mov i ng TM I - 2  co s t s  
( $ 2 9  m i l l ion a n n ua l l y )  

I n c r e a s ed LEAC for non-TM I 
r e l a ted energy cos t s  
( $ 7 0  m i l l ion o v e r  1 2  

mon t h s ) 

I n c re a sed LEAC f o r  non-TM I 
r e l a ted e n e rg y  c o s t s  
( $ 8 4 . 2 m i l l io n  to ta l ) 

I n c rea sed TM I - re l a te d  energy 
costs ( $ 3 4 . 2 m i l l ion tota l ) 

Red uc ed base r a t e s  by r emov­
i ng TM I - 1  c o s t s  ( $ 1 7 . 9  
m i l l ion annua l i zed ) 

I n c rea sed recov e r y  o f  pre­
a c ci d e n t  de f e r r ed en e rg y  
co s t s  o f  $ 5 1 . 4  m i l l io n  a t  
$ 1 . 5  m i l l ion/mon th u n t i l  
TM I - 1  i s  r e s ta r te d  

I n ter im i n c r e a se t o  b a se r a te s  
( $ 6 0 . 0  � i l l ion a n n ua l i zed ) 
( no te a )  

Ne t r a te r e c ov e r y  a l l owed-- 1 9 7 9  
TM I e n e r g y  c o s t  r e cov ery-- 1 9 7 9  

Ne t ra te rcov e r y  a l l owed-- 1 9 8 0  
TM I  e n e r g y  c o s t  r ec ov e r y-- 1 9 80 

Ra te r e c ov e r y  a l l owed t h ro ug h  J une 1 9 8 1 

1 9 7 9  

$ 3 1 . 0  

3 7 . 5 

( 1 4 . 5 )  

2 3 . 3 

$ 7 7 . 3  
$ 3 7  · � 

1 9 8 0  

$ 3 3 . 8  

7 5 . 0  

( 2 9 . 0 )  

4 6 . 7 

7 0 . 2 

2 8 . 0 

( 1 3 . 4 )  

1 3 . 5 

3 5 . 0 

$ 2 5 9 . 8  
$10 3 . 0 

�/ Th i s  does n o t  i n c l ud e  the po te n t i a l  r u l i ng on the rema i n ing 
$ 1 1 3 .  5 m i 1 1  ion . 
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( $ 1 4 . 5 )  

1 4 . 0 
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PaPUC has resp:mded to the needs of Met F.d and Penelec in a manner 
similar to that of NJBPU for Jersey Central . After initially allowirg 
the canpanies' investment in 'IMI-2 to g o  into rate base, the carmission 
rescinded its oroer soortly after the accident am effectively negated 
planned increases in rate revenues. Subsequent catmission actions ,  
as st¥:lwn below , were concerned with ooth replacement ];X)'W'er cost-rec017ety 
allowances and a further reduction in base rates by the removal of 'IMI-1. 

Metropolitan Edison Canpany 

Date PaPUC action 

6/19/79 Reduced base rates for 'IMI-2 
cost ( $3. 0 mill ion annually) 

Increased I.EJ\C for replacement 
p:>wer costs for 'IMI units 
($44 . 6  mill �n annually) 

Recovery of pre-accident 
deferred energy charges 
($3 mill ion annually) 

2/08/80 Increased IEAC for 'IMI re­
placement p:>wer costs ( $55 
million annually) ( note a) 

5/23/80 Reduce base rates by removing 
TMI-1 ($26. 9 mill ion annually) 

Increased LEAC for 'IMI replace­
ment power costs $26. 9 
annually) 

Becover $84. 6 mill ion defer­
red energy cost balance as 
of 2/28/80 over 18 roonths. 
($74 . 9 TMI-related) 

Net rate rec011ery allowed-1979 
'IMI energy cost recO\lery-1979 

Net rate recovery allowed--1980 
'IMI energy cost recovery-1980 

Rate recovery allowed through June 198 1 

Amount allowed ( resc iOOe;:t) 
---$ ,  millions)---

1979 1980 

( $  1 . 5) ($  3. 0 )  

22. 3 44. 6  

1 . 5  3. 0 

45. 8 

1981  

($1. 5) 

1 . 5  

( 13. 45 )  ( 13. 45)  

$ 22 . 3  
$22 .3 

13. 45 

32 . 9  

$ 126 . 3  
$119. 5  

28. 2 

$14. 75 

!I Confirmed and mooe final by May 23, 1980 oroer. 
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Penns�lvania Electric Compan� 

Atoc>unt allCIWE!d ( resc inded ) 
�$ L millions ) 

Date PaPUC actions taken 1979 1980 1981 

1/27/79 Increased base rate 
($56. 2 mill ion annually) $51 . 5  $56 . 2 28. 1 

4/25/79 Reduced base rates by ( 16 . 7 )  ( 25 . 0 )  ( 12. 5 )  
removing �I-2 ( $25 
mill ion annually) 

4/19/79 Reduced base rates by ( 0 . 8 )  ( 1 . 6 )  ( 0 . 8 )  
removing additional 
�I-2 costs ( $ 1 . 6 
mill ion annually) 

Increased IEAC for 'IMI 18 . 0  36. 1 
replacement power costs 
($36. 1 mill ion) 

Recovery of deferred o . 8 1 . 6  0. 8 
energy charges 
($ 1 . 6  mill ion annually) 

5/23/80 Reduced base rates by renoving ( 5. 8 )  ( 5. 8) 
TMI-1 costs ( $ 11 . 7  mill ion 
annually) 

Increased I.EAC for 'IMI 12 . 8  
replacement power costs 
($21 . 9  mill ion annually) 

Recovery of deferred energy 3 . 0  2. 4 
cost balance ( $7. 8 mill ion 
011er 18 rronths ) 

Net rate rec011ery allowed-1979 $52 . 8  
'lMI energy cost recovery-1979 $18 . 0  

Net rate rec011ery allowed-1980 $77 . 3  
'lMI rate rec011ery all�-1980 $48 . 9  

Ra.te recovery allowed through June 1981 $ 12 . 2  
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In add i t ion to the rate d ec i s ions r end ered by PaPUC 
and NJBPU s i nce the acc id ent , e ac h  r eg ul a tory bod y  has 
in i t i a ted ac t ions t ha t could a f f e c t  the f ut ur e  course of 
the GPU Sys tem . PaPUC and NJBPU have al so gone on record 
in the ir most recen t rate o rders  tha t the Fed eral Governmen t  
h a s  a f in anc ial  rol e  to play i n  respo nd i ng to the a f terma t h  
of t h e  acc id en t .  

PaPUC a c t i ons-- I n  l ate 1 9 7 9 ,  Pa PUC s e l ec ted a managmen t 
cons u l t ing firm to do a manag emen t and opera t ions s t ud y  o f  
Me t Ed/GPU a s  a maj or par t  o f  the Comm is s ion ' s comprehe n s ive 
r eg u l a tory response to the TM I acc id ent .  The purpose  o f  the 
stud y  wa s to d e te rm in e  the e x te n t  to wh i c h  the ut i l i ty has  
con ta ined costs , d eveloped rea sonabl e long- and short- r a nge 
pl ans fo r con t i n ued ope ra tions , prov id ed prope r serv ice to 
cus tomers , a nd i s  prope rly org an i zed and man ag ed . On March 4 ,  
19 8 0 , the f i rm prov ided d irec t te st imony by a number o f  i ts 
s ta f f  on t he par t i al res u l t s  o f  i t s  s t ud y  in hear i ng s  be fore 
PaPUC concern ing Me t Ed and Pen e l ec r a te matte r s  ( Docke t 
No . 1 -7 9 04 03 0 8 ) .  Compl e t ion of Pha se I o f  t he s t ud y  i s  
expec ted by Aug ust o r  September 1 9 8 0 . Pha se I I  would be a 
con t i nua t ion o f  the s t udy into are a s  iden t i f ied in Pha se I 
as ag reed to by Pa PUC . 

In i t s June 1 5 , 1 9 7 9 ,  o rder  ( Docke t No . 1-7 9 0 4 03 0 8 ) 
concern i ng f i nd i ng s  on Met Ed and Pen e l ec r a te f il i ngs , 
Pa PUC no ted tha t wi th respe c t  to inc reased cost proj ec tions 
re s u l t ing f rom i ncrea sed d emand s  for e l ec tr ic i ty , t he 
compa n ie s '  wi tn e ss t e st i f i ed " tha t t he manag emen t  has  
ne i t her u nd er taken , nor even con s id e r ed , s pec i f ic ac t ions 
to encour ag e  conse rva tion by the r a te paye r s . " As a 
con sequenc e , the Comm i s s ion ordered Me t Ed a nd Penelec 
to subm i t  a ser ie s  o f  conse rv a t ion plans wi thin  3 0  days 
r e l a t ing to me t hod s to e ncourag e  d ecrea sed con s umpt ion 
of e l ec tr ic powe r to red uce the compa n ie s '  cos t s  for 
purcha s i ng re pl acement power . 

Pa PUC h a s  mad e v ery pl a in i t s  d i ssa t i s fac t ion w i th the 
way the Fed eral  government ha s re s pond ed to the acc iden t . 
In i t s Ma y 2 3 , 1 9 8 0 , rate ord er for Me t Ed  and Pen e l ec , the 
Comm i s s ion po inted out the " fa i l ure o f  t he Fed e r a l  g overn­
men t to re s pond to the acc id en t a t  Thr e e  Mi l e  Is l an d  wi th 
f inanc ial  a s s i s tance that is commens ura te w i t h  i t s  respon­
sib il i ty for the d evel opmen t o f  n ucl ear energ y . " The 
Comm i s s ion al so po in t ed o ut tha t the Federal Government has 
been a ke ystone in the d ev el opmen t of commerc ial  use s  of 
n u clear power a nd has ins u r ed , promo ted , and excl u s ively 
reg u l a ted i t s d ev el opmen t .  The Comm i s s ion r e ferred to 
cong re s s ion al acceptanc e o f  the idea tha t the Federal  
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governmen t should intervene in the event o f  a maj or 
nuclear inc ident when i t  enac ted t he Pr ice-Anderson 
Ac t in 1 9 5 7  and a fur ther comm i tmen t to take the ac t ion 
deemed necessary and appropr ia te to protect the publ ic 
from the consequences  of a nuclear d isaster when i t  
ex tend ed the ac t in  1 9 7 5 .  The Comm i s s ion f urther sta ted 
its bel ie f tha t " the people o f  Pennsylvan ia should 
not have to be ar the ent ire burden--emot ionall y  or 
financ ially--where tha t burden properly belong s to 
all  those who have bene f i t ted from the developmen t of 
nuc lear energ y . " 

NJBPU actions--The New Jersey Board ha s taken several 
spec i f ic ac tions to expand its unders tand ing of the needs 
of Jersey Cen tral and protec t i ts c us tomers from pay ing 
unreasonable costs . In an In ter im Order da ted May 1 3 , 
1980 , 1/  the Board sta ted tha t i t  i s  cond uc ting two maj or 
inve s tig a t ions rel a ted to the acc id ent . One inve s t iga t ion 
is an inqu iry i n to the que stion of Jersey Cen tral ' s  poten­
t ial fa ul t in the acc ident , a f ul l  explora t ion of the 
und erl ying caus e s , and the rol e  pl ayed by the respec tive 
compan ies .  The Board has al so comm i s s ioned a S tra teg ic 
Options Study to determ ine the l east cost opt ion o f  
s upply i ng sa fe , adequa te , and rel i able serv ice s to Jersey 
Cen tral ratepayers . Jer sey Cen tral has a l so been d irec ted 
to seek out  al l poss ible  purchase power agreements tha t 
would red uce costs to consumers and to negotia te successfully  
a con tract for low-cost power from On tar io Hydro . 

At the Federal level , the Board has appe al ed d irec tly 
to the Fed eral Energy Reg ul a tory Comm i s s ion for rel ief from 
the high- cost spl i t  sav ing s formula ut i l i zed in the pr ic ing 
of PJM In terchange sale s .  I n  h i s  comments  on the May 1 3 ,  
198 0 , order one o f  the Comm iss ioners a l so reported tha t the 
Board ha s ac t ively interceded with NRC on the TMI-1  re start 
on beha l f  o f  Jersey Cen tral ratepayers . The Comm iss ion 
s ta ted that the Board has repea ted l y  po in ted out the 
financ ial burd ens  imposed by the continued unav a i l abl i ty 
of  TMI - 1  and has urged NRC , s ubj ec t to all  rel evant sa fety 
and heal th precaut ions , to return TMI-1  to serv ice . 

F inal ly , the Board ha s drawn up an ac t ion agenda for 
sol ic i t ing Fed eral ass i stanc e . I t  i s  the Board ' s  pos i t ion 
that the costs of TMI - 2  should be s pread over a much broader 
base than the New Jersey  and Pennsylvan ia ra tepayers .  

1/BPU Docke ts No . 804 -2 85 ,  80 3 - 17 2 , and 7 95 - 5 0 8� .  
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NRC reg u l atory act ions 

The d ec i s ion by Me t Ed o f f i c ia l s  on March 2 8 , 1 9 7 9 ,  
to d elay  t he sched uled s tartup of TMI - 1  was followed by 
NRC orders on Ju l y  2 and Aug us t  9 ,  1 9 7 9 ,  d ir ec ting tha t 
TMI - 1  rema in in a sh ut-down cond i t ion un t i l  t h e  res ump­
tion o f  ope r at ions is a ut ho r i zed by the Comm i ss ion . The 
July 2 ord er s pec i f i ed tha t a publ ic  hear i ng wou ld be 
sc hed uled pr ior to re s tart approv al . The Aug us t 9 ,  1 9 7 9 ,  
o rder e s tabl i shed : 

-- e ight a c t ions that Me t Ed has  to take wi th 
respe c t to re solv i ng concerns that  TMI - 1  c an 
be ope r a ted wi thout end ang er ing the hea l th 
and sa fety of  t he p ubl ic , 

-- four l ong er te rm ac tions tha t Me t Ed wi l l  be 
requ i red to comple te as promptl y a s  prac t ic able 
and show reasonabl e prog ress on the compl e t ion 
o f  s uc h  ac t ions pr ior to re s tar t ,  and 

-- an Atom ic S af e ty Licen s i ng Board ( AS LB ) to 
cond uct the publ ic he ar i ng s , approve in ter­
ven tion pe t i t ions , and render an i n i t i a l  
d ec i s ion to t he Comm i s s ion . 

The ord e r  a l so d ir ec ted ASLB to hand l e  the hear ing s 
in an e xped i t ious manner and g ive pr ior i ty to cons id era t ion 
of those i s s ue s  wh i c h  are  d irectly r e l a ted to suspens ion 
of opera t ions . 

Prog ress  on the restar t i ss ue ha s been very s l ow . 
I n  Se pt ember 1 97 9 ,  Me t Ed subm i t ted the f irst pha se o f  i ts 
f inal report on a c t ions taken in re sponse to the NRC order . 
As of Apr i l  2 3 ,  1 9 8 0 , 16  ame ndmen t s  have been ad ded for 
NRC s ta f f  rev iew and approv al . An NRC o f f i c ia l  sa id the 
ba s i s  for the d el ays h a s  been in t he s ubm i s s ion o f  the 
res ta r t  report and the NRC sta f f  rev iew . He sa id Me t Ed ' s  
in i t i al s ubm i s s ion wa s inc ompl e te but  acknowl e dg ed that 
NRC had no t told Me t Ed o f f i c ia l s  wha t  would con s t i tute 
an acce ptabl e repor t . 

The Aug u s t  9 ,  1 9 7 9 ,  ord er conta ined a proposed hear ing 
sched ule f rom d a te of no t ice to t he Board d ec i s ion . 
Adhe rence to th i s  s c hed ul e would requ ire tha t the Board 
prov ide a dec i s ion to t he Commi s s ion by July 1 9 8 0 .  An NRC 
of f ic ial sa id the sched u l e  wa s unreal i st i c  g iven the n umber 
of days tha t are l eg a l l y requ ired for e ach ste p  in t he 
proc e s s . Co nseque n tly , on February 1 2 ,  1 9 8 0 , the NRC s ta f f  
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took a real ist ic  l ook a t  the hear ing process as  of  that 
d a te and proposed a rev i sed sched ule for compl e t ing the 
he ar ing . Under th i s  sched ule the in i tial  Board dec i s ion 
to the Comm i ss ion would be made in  l a te January or e arly 
February 198 1 .  Accord ing to the sta f f , even thi s  t ime 
per iod may be opt imi s t ic . 

ASLB has  g ran ted a number of  ex tensions to date , 
al t houg h  these have been somewha t of fse t  by d ecreases in 
time requ i remen ts for o ther steps . Pub l ic hear ing s were 
expec ted to start in Harr i sburg , Pennsylvan ia in  m i d-
summer 1 9 8 0 . The star ting date is  c urrently  scheduled for 
Oc tober 1 9 8 0 , with  no de f in i te comple t ion d a te e s tabl i shed . 
An NRC o f f i c ial  sa id tha t Me t Ed has probably compl e ted 
80 to 90 percen t of the requ ired i tems . The que s t ion of 
manag emen t compe tence , however , i s  s t i l l  an open i tem and NRC 
has no acce ptabl e cri ter ia for mea s ur i ng wha t i t  should be . 

The NRC treatmen t o f  Me t Ed ' s  resta r t  prog ram is  
s ubstan t ia l l y  d i f ferent f rom tha t accorded to other 
ut il i t ie s  w i th s im i l ar reac tor  un i ts . Al l Babcock and 
Wilcox ( B&W ) -de s ig ned reac tors were closed down by NRC 
order a fter the TM I acc iden t ,  but a l l  ex cept TM I - 1  wer e  
allowed to re s tart without hav i ng made al l t h e  required 
chang es and wi thout the prestart publ ic hear ing s .  Af ter­
the- fact hear i ng s  are sched uled , however , for two of the 
reac tors cl osed down by the in i t ial  NRC ord er . An NRC 
o f f ic ial sa id the Comm i s s ion wa s not requ ired to hold 
he ar ing s and even tod ay could resc ind the order and let  
TMI - 1  res tart wi thout a he ar ing .  The o f f ic ial al so sa id ,  
however , tha t he bel ieved publ ic  press ure would precl ud e  
s uch a d ec i s ion by NRC . 

Some o f  the requ i red sa fe ty-rel ated changes are a l so 
un ique to Met Ed and no t nece ssar ily  appl icable to other 
B&W reac tor  operators . The se involve the shared fac il i t ie s  
probl em ; wa s te managemen t capab i l i ty ;  manag ement problems 
in qual i ty a ssurance , heal th phys ics , and operater train ing ; 
and the f inanc ial ab il ity  of Met Ed to opera te the pl ant .  

GPU o f f ic ia l s  bel ieve tha t NRC h a s  se t a n  unnecessa r i l y  
ex tend ed schedule for t h e  re s tar t o f  TMI - 1  and h a s  al lowed 
the sched ule to sl ip wi thout adequa te reason . They a l so 
bel ieve that the i s s ue s  in the re s tart proceed i ng could , 
wi th no reduc tion in sa fe ty , be  resolved much more swi f t l y .  

The se o f f ic ials  al so bel ieve that NRC has unneces­
sar il y  del ayed d ec is ions on matters rel a ted to the TM I -2 
clean-up . This was par t ic ul arly true o f  the d ec i s ion to 
delay ven ting the conta inmen t b u i ld ing . 
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An NRC o f f i c ia l  s ta ted tha t the rel ease o f  the 
Krypton 85  gas f rom the conta i nmen t bu i ld i ng was per f ec tly 
sa fe and would be wi thi n every s ta nd ard se t by any ag ency . 
An NRC s ummary upda te on the s ta t us of TMI un i t s  1 and 2 ,  
i s s ued March  27 , 1 9 8 0 , i nd i c a ted tha t o n  March 1 2 ,  1 9 8 0 , 
the NRC sta f f  i s s ued a report to the NRC Comm i s s ioners 
recommend ing tha t GPO ' s  pl an for the rel ease o f  the 
Krypton 85 gas  by con trol l ed ven t i ng t h ro ug h  the s tack 
be a l l owed to proceed . The Comm i ss ion wa i ted , however , 
un t i l  June 1 2 ,  1 9 8 0 ,  to a uthor i ze the v en t i ng o f  t he 
conta i nment b u i ld i ng . In the inte r im ,  the Governor o f  
Penns ylv an ia had an i nd e pe ndent a s se s sment made o f  t he 
po te n t i a l  heal th ha zard s  o f  ven t i ng the gas . The report 
prov ided to t he Governo r  on May 1 5 , 1 9 8 0 , 1/ s uppor ted 
the pos i t ion tha t the rel ease o f  t he Krypton 8 5  gas posed 
no he alth  ha zard . 

NRC h a s  establ i shed a task force to asse ss the 
req u i r ements for per sonnel a nd f und i ng that it wou ld need 
i f  i t  we re to assume the respons i b i l i ty for c l e an ing up the 
acc ident- rela ted d amage to TMI - 2 .  Al t ho ugh NRC doe s not 
an t i c ipa te tha t s uch a cond i t ion i s  l ike l y  to occur , 
s uf f ic ien t probab i l i ty ex i st s  tha t  the to tal costs may be 
too muc h  for Me t Ed to hand le and tha t t he r espons i b il i ty 
to compl e te the work wou ld be g iven to NRC .  The tas k  force 
expects  to subm i t  i ts report to the Comm i ss ion by l ate Jul y  
1 98 0 .  

Depar tment of E ne rgy 

DOE ha s been only per iphe r a l l y  i nvolved in the TMI 
i s s ue s .  I n  t he mon ths fol l ow i ng t he acc ident , ERA ' s  Of f ice 
of Ut i l i ty Sys tems prepa red a prel im inary report as a 
prel ude to e s tabl i sh ing a pol icy po s i t ion on how to treat 
cos t s  a s soc ia ted wi th maj or uti l i ty equ i pmen t outages . Th i s  
was fol lowed up on Sept ember 1 1 , 1 97 9 ,  b y  a memor and um 
desc r ib ing f i ve r eg ul atory opt ions for a l l oc a t i ng cos t s  
ar i s i ng f rom s uch maj or o utages . The memor and um l e ft the 
final recommended course o f  ac t ion to a worki ng g ro up composed 
pr inc i pal l y  of ERA s ta f f  members . No f i nal prod uct , howev er , 
has emerged from the working g roup a nd no f ur ther wo rk i s  
an t ic i pa ted . 

ERA ' s  utl i ty s ys tem sta f f  al so a ttempted to d evelop a 
comp ute r  model to a s se s s  the e f fect s  o f  t he TM I ou tage on 

!/Un ion of Concerned Sc ie n t i st s , " Decontam ination of Krypton 
85  Gas from the Three M i l e  I sl and Pl ant , "  May 1 5 ,  1 9 8 0 .  
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sys tem rel iab i l i ty .  The model d id not produce the desired 
res ul t s  and f urther work on i t  was s topped . An ERA o f f ic ial 
sa id tha t the sta f f  had used other mean s a t  the ir d i sposal 
to ass ure themse lves tha t rel i able power s uppl ie s cou ld be 
prov ided by the GPU System and tha t ther e fore no f ur ther 
stud ies have been cond uc ted . The o f f ic ial  al so sa id there 
may be some ERA staff  involvement in GPU ' s  pl ans to promote 
a maj or conserva t ion program to help a l l ev ia te i t s  g enerat­
ing capac i ty shortag e .  

FERC h a s  been invol ved i n  three GPU company rate case 
se ttlements  s i nce the acc ident . The ini t ial whole sale 
rate case s  were f i l ed by Penelec on September 1 ,  197 8 ;  by 
Me t Ed on November 1 3 ,  1 97 8 ;  and by Jersey Cen tral on 
December 18 , 1 9 7 8  as a means o f  f u l l y  reflecting in the 
resale ra tes  the cost consequences assoc ia ted with  the com­
merc ial operation o f  TM I-2 . The Jerse y  Cen tral f i l ing also 
inc l uded general cost  increa ses wh ich had occ urred s ince 
197 6 . Fol l owing the TM I-2 acc iden t ,  d iscuss ions were held 
with the involved par t ie s  as to how the ongo ing costs o f  
TMI-2  should be equ i tably shared . I n  the Penelec c ase , the 
company s ugges ted tha t one method o f  shar ing the cost would 
be to inc l ude  the TM I-2 investmen t in rate base but to 
re f l ec t  in i ts capi tal i za t ion a zero ret ur n  on the common 
equ i ty portion o f  the investment in the un i t .  A s im i l ar 
proposal wa s made for the Jersey Central case and se t tl ement 
ag reemen ts were s ubsequen tl y  approved by FERC . Like al l 
dol l ar se ttlements under the Fed eral Power Act , the se 
se ttlemen ts do not e stabl ish any pr inc iples or precedents . 
The dec i s ion on Met Ed ' s  f il i ng i s  s t il l  pend ing be fore FERC . 

EFFECT OF REGULATORY ACTIONS 
ON GPU SYSTEM F INANCES 

Sta te and Federal reg ul a tory comm iss ion ac t ions taken 
s i nce Apr il  1 97 9 ,  have ma ter ial l y  a id ed t he Sys tem compan ies 
in remain ing solvent but have done l ittle  to prov ide sol u­
t ions to the longer range probl ems of increased earn ing s  and 
the restora tion o f  full  f inanc ial v iab i l i ty .  The rate 
rel ie f ordered by the S ta te u t i l ity  comm i s s ions w i l l  improve 
the System ' s cash flow and red uce the press ure on sho rt­
term bank borrowings , but the l ack o f  d iv idend payments by 
the compan ie s w i l l  severel y l im i t  GPU ' s  role in prov id ing 
f inanc ial a s s i s tance to the opera t i ng compan ies . 

The d ec l ine in earn ing s capab il i ty resul ting from 
remov ing the TM I un i ts from base ra te s  and the reg ula tory 
del ay in re turn ing TM I-1  to serv ice have contributed to the 
Sys tem ' s uncerta in ab i l i ty to ma inta in  rel i able serv ice and 
pay the cl ean- up and restoration costs o f  TM I-2 . 
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Cash f low problems have 
been temporarily allevia ted 

On June 1 5 ,  1 9 7 9 ,  GPU o f f i c ia l s  negotia ted a Revolv ing 
Cred i t  Ag reemen t  ( RCA ) with 43  1/ banks to prov ide a max imum 
of $ 4 1 2 m i l l ion o f  short- te rm borrowing s for the Sys tem . 
The se f unds were to f in ance t he unrecovered cos t  of purc hased 
repl acement power and other c ur ren t cash obl igations . The 
banks h ave thus far l imi ted the System ' s bor rowing s  to 
$ 2 92 m i l l io n and a t  the presen t t ime there is no cer ta in ty 
that the l im i t  w i l l  be i ncrea sed . The se s hor t- term RCA 
borrowing s a l l owed the Sys tem to pay for the power necessary 
to con t inue prov id ing serv ice to c u s tomer s  a nd avo id insol­
vency , but by Apr il 1 9 8 0  the RCA c red i t  l im i t  wa s r apid ly 
be i ng reached by Met Ed and Jer sey Cen tral . Penel ec , 
on t he o ther hand , had i ts sho r t- te rm borrowing s pa id up . 

The S ta te c omm i s s ions '  ra te ord er s  g r an t i ng t he 
ut i l i t ie s  a ut hor i ty to c ol lec t the c ur r en t cost o f  
p u rc ha sed power and to rec over exped i t iously t he compan ies •  
deferred energ y costs are now prov id ing a s uf f ic ie n t  c ash 
flow for the Sys tem to mee t i t s  c urrent obl iga t ions a nd 
red uce i t s shor t- term bank borrowi ng s .  The ten uo us po s i tion 
of  Met Ed a nd Jersey Cen tral j us t  pr ior to t he i r  last  ra te 
inc rease s , however , was  expressed by both PaPUC and NJBPU . 
I n  o rd er i ng the f ul l  rec overy o f  c urren t energy costs , PaPUC 
s t a ted tha t Me t Ed ' s  ex treme d epe ndence o n  shor t- term debt 
crea te s an un s table f in a nc i al cond i t ion wh ich po ten t i al l y  
threaten s t he con tinued prov i s ion o f  u t i l i ty serv ice to 
i t s  c u s tomers . NJB PU wa s more expl ic i t  i n  de ta il i ng t he 
finan c ia l cond i tion o f  Jer sey Cen tral pr ior to g ran t i ng 
t he company a $ 60-m i l l ion i n ter im ra te i ncrease on 
May 1 3 , 1 9 8 0 , The Board found tha t : 

1 .  Jer sey Central w i l l  ex ha us t i ts s hor t- term 
deb t l im i t under its Revolv ing Cred i t  
Agreemen t be fore t he e nd o f  May . 

2 .  Und er c urren t r a te s , Jer sey Cen tral does not 
have s uf f ic ien t in tere s t  coverage to sell  
l ong- term deb t or pre ferred s tocks . 

3 .  G PU cannot sel l common s tock in i ts pre s�nt 
f i nanc ial cond i t io n . 

4 .  Overal l ,  under ex i s t i ng rate s , Jer se y  Cen tral 
w i l l  not be able to f inance con s tr uc t ion requ ired 
to insur e  sa fe , ad equa te , and proper serv ice . 

!/ TWo o ther banks wer e  add ed l a te r .  
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GPU ' s  cash rec e ipts  and d i sbur semen ts fo recast for 
1 9 80--made pr ior to the late s t  rate increase s-- shows a 
proj ec ted cash bal ance o f  only $8 mill ion on December 3 1 ,  
1 9 8 0 .  As shown in table 3 - 2 , this  compare s to cash 
bal ances ava ilable  on January 1 ,  1978 , 1979 , and 19 8 0 , 
of  $27  m i l l ion , $ 18 m i l l ion , and $69  m il l ion , respec t ively . 
The $ 8 -mill ion c ash bal ance represents  only 0 . 4 percen t 
o f  the System ' s to tal e s t ima ted reven ues . The occ urance 
of any even t ,  or comb ination o f  even ts , tha t would 
cause expec ted revenue s to decl ine or expense s to i ncrease 
could qu ickly wi pe out the $8  mil l io n .  

Under no rmal opera t i ng cond i t ions , a low year-end 
cash bal ance would not be a sig n i ficant fac tor in a 
u t il i ty ' s  f inanc ial v iab il i ty .  Wha t i s  more impor tan t is  
the ava i l ab i l ity o f  c red i t .  In 1978 , for exampl e ,  the 
d i f ference between revenues ( pl us beg inn ing cash bal ance)  
and d i sb ursemen ts , capi tal cost s ,  and capi tal expend i tures 
was a $ 1 27-m i l l ion de f ic i t  for Jersey Central and a 
$15 1-mi l l ion d e f i c i t  for Me t Ed . In  both case s , the 
compan ie s made up the cash de f ic i t  by i s s u i ng bond s 
and borrowing from banks . 

For the GPU Sys tem in 1980 , however , normal f i nanc ing 
i s  no t re ad ily  ava il able and there fore the cash pos i t ion 
becomes more c r i tical . The present uncer ta in ties  have 
e ssent ial ly  d en ied the compan ie s acce ss to the long- term 
bond marke t .  Given a continua tion of h ig h- cost purc hased 
power and less  than f ull  recovery o f  c urrent costs , the 
f und s av a i l able throug h  the Revolv ing Cred i t  Ag reemen t 
would soon be ex ha us ted . The removal of  TMI -1 and 2 f rom 
the compan ie s '  base rate s  has  adver se l y  a f fec ted ear n ing s 
and f urther l imi ted the System ' s opt ions for sec ur i ng 
needed f und s .  

Given the ser iousness o f  the Sys tem ' s f i nanc ial  
outlook , the May 1 9 8 0 ,  NJBPU and Pa PUC ra te ord ers prov id ing 
an add itional $ 7 8  mill ion in reven ue s are a m uch- need ed 
impe tus to re stor i ng cred ib i l i ty with  the f inanc i al 
commun i ty .  I f  the c urrent proj ec ted rev enue s and expenses 
are close to act ual , the add i t ional $78 m i l l ion would 
prov ide a c ushion tha t would he l p  stab il i ze the Sys tem ' s  
short- term cash need s  and prov ide f und s to cover expend i­
tures no t recoverable  through consumer rate s .  
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Table 3-2 

GPU SystEm cash Receipts & Disbursenents 
($, millions) 

Balance cash-beginning of period 

Receipts: 
Base revem:es ( except energy & 'lMI ) 
Base revenues 'lMI-1 
Base revenues 'lMI -2 
Ehet9y revenues 

'lbtal revenues 

Disbursements: 
Operating costs 

Energy costs 
Enet9y costs deferred 

Payroll 
Other O&M 
TaXes/other than incane 
Incane Taxes 
Other Incane 

Capital costs 
Interest 
Preferred d ividends 
Ccmnon d ividends 

Capital Expenditures 
Construction ( ex .  AFC )  
'lM I  - recovery costs 
I.ess insurance recoveries 

External Financing 
Bonds 
Bank borrowing 
Preferred stock 
Camon stcck 
Security retirements 

Balance cash-end of period 

Source: GIU Corp:>ration . 

42  

$ 

$ 

1978 

27 

8 13 
60 
20 

429 
1 ,322 

$ 

395 
18 

127 
170 
143 

4 
_ill 
853 

160 
44 

106 
310 

336 

336 . 

154 
25 

22  

1W-6 

18 

$ 

$ 

1979 

18 

856 
60 
27 

524 
lt467 

525 
70 

133 
188 
127 
( 24 ) 
( 8 ) 

1 ,011 

188 
44  
73  

305 

267 

25 
292 

154 
87 

5 
(54 ) 
192 

$ 69 

1980 
estimate 

$ 69 

$ 898 
22 

860 
1 !780 

837 
78 

143 
208 
155 

�6 ) 
1 ,4 15 

223 
44 

267 

252 

19 
271 

13 
129 

_JlQ_) 
112 
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Short-term bank ba l ances 
and deferred energy cos t s  
r emain high 

A l though the rate increases dur ing 1 9 7 9-80 have 
h e lped the compan i e s  avo i d  i nsol vency and pos s ible 
bankruptcy ,  the short-term bank borrowings under the 
Revo l vi ng Cred i t  Agreement for the May-Decembe r  1980 
per iod a r e  e xpected to increa s e  by $6 mi l l ion . The 
fol l owing tab l e  shows th e e xpected ba lanc e s  for each 
company and for GPU . 

Tab l e  3 - 3  

Gene r a l  Pub l i c  U t i l i t i e s  Cor orat ion 
Actual and ro ected net short-term d ebt 

Mat-Decembe r  1980 
$ ,  mi l l ions ) 

May D ecember 

J e r s ey Centra l $ 1 3 3  $ 106 

M e t  E d  88 101  

Pene l e c  1 4  

GPU Corporat ion 44 50 

System tota l $ 2 6 5  $ 2 7 1  

Source : GPU Corporat ion . 

Actua l and pro j ected ba lances i n  th e System ' s  d e f e rred 
energy account s shows a s im i l a r  t rend for 1980 . A s  shown 
be low ,  the tota l de ferred energy cos t s  a r e  e xpected to 
increase dur ing 1 980 a lthough some dec l ine i s  e xpected from 
the h i gh poi n t  reached i n  March . 
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Tab l e  3 -4 

Gener a l  Publ i c  Ut i i t i e s  Corporat ion 
Deferred energy ba l ances 

{$ , mil lions ) 

JC ME PN Total 

Dec embe r 1 9 7 9  $ 7 7  $ 

March 1 980 1 4 3  

8 3  $ 

9 7  

1 3  

2 1  

$ 1 7 3  

2 6 1  

June 1980 * 

Septembe r  1 9 8 0 *  

Decembe r 1 980 * 

* E s t imated . 

Source : GPU Corporat i on . 

our ana lls e s  of e ffects 
of rate ncreases 

144 

1 2 7  

1 2 4  

8 7  2 4  2 5 5  

7 2  1 5  2 14 

5 5  1 7  1 96 

We examined the r e l a t ionship between rate increases 
granted t o  pay for r ep l ac emen t  powe r cos t s  for th e TMI 
u n i t s  dur i ng 1 9 7 9- 1 980 and the actua l / e s t imated costs 
of tha t  powe r for tha t  per iod . As shown i n  t ab l e  3 - 5 , 
the Sys tem w i l l  be over $ 1 9 2  mi l l ion short o f  mee t i ng 
current r eplaceme n t  powe r expenses by the end o f  1980 
unl e s s  add i t iona l rate increases a r e  g ranted between 
J u n e  and November 1 9 80 . 
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Company 

Table  3-5  

Compar ison of Replacement E nergy 
Costs  and Approved Rate I nc reases i n  

GPU System: April 1979-December 1 9 8 0  
� '  m il l ions ) 

Purchase/ Rate 
i nterchange recovery 

Jer sey Cen tral $ 2 2 4 . 1 $ 14 0 . 5 

Met Ed 2 17 . 2 141 . 8  

Penelec 9 9 . 9  6 6 . 9  

Sys tem total $ 5 4 1 . 2  $ 3 49. 2 

Ne t 
9ain  ( loss ) 

( $ 8 3 . 6 ) 

( 7 5 . 4 )  

3 3 . 0  

( $ 19 2 . 0 )  

If  the e st imated quan t i ty and costs  of  replacemen t  power 
for 1 9 80 are reasonably acc ura te , the compan ies w i l l  f ace a 
con t i n u i ng d r a in on the ir  internally  genera ted cash resources , 
f urther rel i ance on bank bor rowi ngs , and f urther add i t ions to 
the ir deferred energy accoun ts . 

The l arge bal ances in  the compan ies ' deferred energy 
accounts , as noted in tabl e 3 -4 , are the res ul t s  of S ta te 
reg ul ato ry d ec i s ions not to requ i re c us tomers to pay c urren t 
energy costs  a s  they were i nc urred by the u t i l i t ies . The 
March 3 1 ,  1 9 8 0 , bal ance o f  $ 2 6 1  m i l l ion con s i sted pr imar ily  
o f  repl acement power costs for the TMI un i t s  that  were not 
al l owed in the ut i l i ties ' LEAC r ate allowance s .  

Both PaPUC and NJBPU recog n i zed the need to allow 
the ut i l i tie s to recover the se d e ferred costs , particular l y  
those costs  i nc urred pr ior to the TMI - 2  acc iden t . I n  i ts 
June 1 9 , 1 9 7 9 ,  order PaPUC a l l owed Me t Ed and Penelec to 
col l ec t  about $ 1 1  m i l l ion per year o f  the $ 3 3 . 4  m i l l ion in  
the ir deferred energy accoun t o n  December 3 1 ,  1 97 8 .  On 
May 2 3 ,  1 9 8 0 , Pa PUC al lowed Met Ed to amor ti ze over an 
18 -mopth per iod the $ 8 4 . 6 mill ion bal ance in i ts deferred 
energy accoun t a s  of  Febr uary 2 8 ,  1 9 8 0 .  Pene1ec was a l so 
al lowed to increase its  rates  to recover the $ 7 . 8-mi l l ion 
bal ance in  i t s  de ferred acco unt over the s ame t ime per iod . 

NJBPU has  been slower to ac t than PaPUC i n  allowing 
Jersey Cen tral to recover these pa st  costs . I n  1 97 9 ,  the 
Board wa s o nl y  a l l owing Jersey Cen tral to recover its 
$ 5 1 m il l ion o f  de ferred energy costs at a ra te of 
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$ 2 . 3 m i l l ion per ye ar . I t  was no t un t i l  i t s  Apr i l  1 ,  1 9 8 0  
ord er ta k i ng TM I - 1  cos t s  out  o f  Jer sey Cen tra l ' s  base ra tes 
tha t the Board increased the d e ferred energy cost recovery 
to $ 1 7 . 9 m i l l ion annual l y .  However , t he Boa rd ha s not yet 
prov id ed for the recovery of the $ 8 7  m i l l ion in deferred 
energ y  costs  inc urred s i nce January 1 97 9 .  

Exte c ted f u tu re cos ts w i l l  
af ect  revenue requi rements 

The need to recover the hund red s of m i l l ions of  doll ar s  
a l re ady ex pended but no t col lec ted w i l l  be exacerba ted by 
the need to r a i se an add i t ional $ 3 . 5 to 4 . 0  b i l l ion ov er the 
nex t 5 to 7 years to f und e s sen t i al cos t s  o f  clean i ng up TMI -2 
and prov id e ass ured suppl ie s of  rel iable powe r . Curren t 
e s t ima ted costs for the major proj ec ts t ha t  need to be u nder­
taken are shown in  the fol lowing tabl e .  

Table 3-6 

Maj or C ap i ta l  E xpend i tu res 
P roposed for the GPU Sys tem 198 1- 19 8 6  

( $ ,  m il l ions ) 

Type of e xpend i ture 

New power g ener a t ion : 
Seward 7 coal pl an t 
Other 

Mod i fy e x i s t ing g ener a t io n  

Transm i s s ion system :  
On tar io Hydro I n te r t i e  
Other 

Ex tend d i str ibut ion sys tem 

Nuclear f uel 

Other ( inc l ud ing conse rva t io n  
a nd load m an ag ement prog r ams } 

TM I -2 cl e an- up a nd restora tion ( no te a )  

To tal proposed ex pend i ture s 

E s t imated cos t  

$ 7 0 0  
2 50 

4 3 0  

2 5 0  
4 50 

7 3 0  

4 0 0 

140  

600  

$ 3 , 9 5 0  

�Curren t e s t imate ne t of  $ 3 0 0  mil l ion in surance 
proceed s .  

Source : GPU Corporat ion . 
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Los s of TMI u n i ts f rom 
base r a t e s  h ave s e r io u s ly 
a f f e c ted Sys tem e a r nings 

The S t a te comm i s s ions ' a c t i o ns prov id ing equ i v a l e n t  
d ol l a r e n e rg y  r ev e n ue s to repl ace t h e  revenue l os t  by 
remov ing TM I - 1  and 2 cost s  from base r a te s  h a s  done l i t t l e  
more tha n h e l p  t h e  c om pan i e s  mee t  c urren t c a sh f l ow n e ed s .  
Th e  Sys tem ' s  l os s  o f  a r e turn o n  ov e r  a b i l l ion d ol l ar s  
o f  i nves tmen t in t he TM I  un i t s  has h ad a s e r ious e f fect 
on the c ompan ies '  ear n ing s capa c i ty and the i r  ab i l i ty to 
a t tr ac t  the i nv e s tmen t capi tal n e ed ed to c ompl e te the 
proj e c t s  i d e n t i f ie d  in the prev ious s e c t i on . In add i t io n  
t o  los i ng the r e t u r n  o n  i nve s ted capi tal , r emov i ng t he TMI 
un i t s  from rate base pr ec l ud es t he c ompan i e s from recov er ­
i ng a n y  co s t s  a s soc ia ted w i th s e rv i c i ng d eb t  a nd pre f erred 

stoc k , d e pr ec i a t i o n  ex pe n se , and sta t io n  ope r a t i ng and 
ma i n ten ance e x pen se . Th i s  a c t ion ha s the e f f e c t  o f  
requ i r ing the c ompany t o  prov id e f und s t o  c ov e r  thes e  
obl iga t ions f rom o t h e r  sou rces . As of Ma rch 3 1 , 1 98 0 ,  
GPU o f f i c i a ls s t a te d  tha t these cos ts t o ta l l ed abo ut 
$ 1 2 0  m i l l ion for TMI - 2 .  The s u bsequen t l oss o f  TM I - 1  
fo r rate base tre a tmen t o n  May 2 3 ,  1 9 8 0 , w i l l  add to 
t h i s  to tal beca use t he f u nd s to c ov e r  t he f ix ed e x penses 
for tha t un i t  w i l l  al so have to c ome f rom othe r sourc e s . 

The e f fec t o f  t he System ' s  reduced e ar n i ngs c a pac i ty 
has been a ma tter o f  conc ern to the b an ks t ha t  have been 
prov id i ng f und s under the Revol v i ng C r ed i t  Ag r e emen t .  I n  
a Ma y 1 5 ,  1 9 8 0 , l e t te r t o  GPU and t h e  o pe r a tin g compa n i e s  
fol l ow i ng t he May 9 ,  1 9 8 0 ,  PaPUC o rd er , t h e  b an ks recog­
n i zed t h a t wh i l e  the r a te ac t ions taken by PaPUC a nd NJB PU 
hav e  been r e s po n s ive to many of GPU ' s  need s , they bel i eve 
tha t s ub s ta n t i a l  que s t ions r ema in as to the o ng o ing 
f i n a nc i a l  v i ab i l i t y o f  t he Sys t em .  The l e t te r  s ta ted 
fur ther : 

" As the Banks h a v e  consis t e n t l y  m a i n ta in�d , 
ac t ions amo un t i ng to t h e  r emov a l  of TM I - 1  f rom 
the r a te b as e  o f  GPU ' s  o pe r a t i n g  compa n i e s  a r e  
ca use f o r  s e r ious concern , as are any mod i f i­
c a t ions to r a t e s  wh i c h  ad v e r se l y  a f fe c t  e ar n i ngs 
( a s d is t i ng u i s hed from r even ue s )  and , t h us , impede 
the c apa c i ty of the Borrowe rs to r a i se f unds i n  
the p u bl ic sec ur i t ie s  marke t s . I n  t h i s  r eg ard , 
wh i l e  the fav orab l e  revenue impa c t of the Pa PUC 
Order re f e r r ed to above i s  ac k nowl edg ed , i t s 
e f f ec ts o f  e l im i n a t i ng a l l ear n ings for ME f o r  
1 9 8 0  i s  v e r y  un f avorabl e . "  
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The loss o f  the TM I un i ts from rate base has been 
par t icularly  hard on Me t Ed and has al so a f fected Jersey 
Cen tral ' s  f inances to some ex te n t .  As 50 -pe rcent owner 
of TMI - 1  and 2 ,  Met Ed has about  $ 53 4  m i l l ion i nve s ted in 
the two un i ts .  Curren tly ,  the fixed expen se s for the two 
un i t s  approx ima te s $ 53 mill ion per year . Had t he acc ident 
no t occ urred , Me t Ed would have been allowed to col lec t 
revenues to cover the se costs . When the un i ts were re­
moved from Me t Ed ' s  rate base , t he company l ost the r ight  
to recover these  costs . Al though Met Ed i s  allowed to 
earn a pre- tax return o f  approx imate l y  $4 9 mill ion 
on about $ 2 00  m il l ion of its  non-TM I property , all  of 
the se earn ing s are requ ired to be appl ied to cover the 
f ixed expense s  of the . TMI un its . The ne t res ul t  o f  this  
s i tua tion i s  tha t GPU , a s  Me t Ed ' s  shareholder , e arns no 
re t urn on i t s  inve s tment and because of the $4 m i l l ion 
de f i c i t  i s  losing a par t  of i ts investmen t .  

The loss of  Jersey Cen tral ' s  25-pe rcent share i n  the 
TM I un its  from its rate base wa s not qu i te as  traumat ic . 
The loss o f  e arn ing s  on its  inve s tmen t , however , severely 
affec ted its ab il i ty to continue paying the f ixed cost 
on i ts $ 3 50-m i 1 1 ion inve s tmen t in the con s truct ion of the 
Forked River pro j ec t .  The interest costs a lone for the 
proj ec t amount to over $30  m i l l ion per year , none of  
wh ich  are  consid ered for c urren t cash r ecov ery . 

GPU s s tem 
to re 1eve 
pressures 

In add i t ion to its e f forts to m 1n 1m 1 ze the costs o f  
purcha sed power as  descr ibed in chapter 2 ,  GPU and t he 
operating compan ies have taken a number o f  posi tive 
ac t ions s i nce the acc iden t d e s igned to red uce expend i t ures , 
conserve the ir ava i l able f i nanc ial resources , and m in im i ze 
the impac t of  the acc ident on con s umers . Some o f  the maj or 
ac t ions taken are descr ibed bel ow .  

L imi ted cons truct ion activ i t ies 

GPU s us pend ed work on two o f  i ts maj or construc t ion 
programs--a 1 , 1 2 0  MW nuclear pl ant at  Forked River , New 
Jersey , and a 6 2 5-MW coal- f i red pl an t a t  the Seward 
S ta t ion near John s town , Pennsylv an ia . The System ' s 
proj ec ted construc tion budg e t  for 197 9 was $ 4 55 m il l ion , 
but this  wa s red uced to $ 3 5 1  m i l l ion in act ual expend i t ures , 
a sav ings  o f  $ 104  mill ion . Capi tal expend i tures for 1980  
are now e s t ima ted to  be  about  $ 2 7 1 m il l ion . Some rou t ine 
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ma in tenance work has a l so been del ayed , pr inc ipa l l y  to 
hel p al l ev ia te c urrent cash shor tages .  Some o f  these 
del ays , however , s uch a s  tree tr imm ing and other power 
l ine ma in tenance , are only s top-gap meas ure s because 
the se f un c t ions mus t be done to ma i n ta in rel iable  serv ice . 

Common s tock d iv idends 
reduc tion 

In Apr i l  19 7 9 ,  t he GPU Board of Direc tors red uced 
the quar terly d iv idend on common s tock f rom 4 5  cents  to 
25 cen ts and suspended the d iv idend re investmen t  prog ram . 
The Boa rd l a ter  vo ted to omi t  the February and May 1 9 8 0  
d iv id end compl e tel y .  The reduction o f  d iv idend s in  197 9 
and the omi s s ion o f  d iv idend s  i n  1980  has thus far enabled 
the Sys tem to re ta in about $ 9 2  mil l ion to offset  the 
eno rmous ca sh dra in imposed by the acc ident . 

Energy conse rvat i on and 
load management program 

Current e s t imate s  of av a i l able  generating capac i ty 
and d emand for t he Sys tem i nd icate that 2 , 2 0 0  MW of 
add i t ional power wi l l  be needed by 1 990 . Th i s  add i tional 
power s uppl y can be obta ined by ( 1 ) con s tr uc t i ng add i tional 
pl an t s ,  ( 2 )  purcha s i ng from other ut i l i ti e s , or  ( 3 )  con­
s tra in i ng d emand thro ug h  conserva t ion and load management 
prog rams . To l im i t  any unqecessary demands on the Sys tem ' s  
f inanc ial reso urces and a t . t he reque s t  of  PaPUC , GPU has 
under taken a prog ram to pursue the th i rd opt ion in an 
a t tempt to red uce the need for add ed capac i ty by 1 , 0 00 
MW .  Th i s  prog ram is expec ted to save the Sys tem and i ts 
cus tomers over $ 1  b il l ion d ur ing the next  1 0  years . 

Earnings  could  be  improved 
with a h igher ra te of return 
on common equ i ty 

The GPU compan ie s  are c urrently a l l owed to earn about 
a 13 percent return on common equi ty as par t of the i r  base 
rates  to c us tomers .  Th i s  return was se t by State reg ul a to rs 
pr ior to the TM I acc ident and has g enerally  re f l ec ted the 
returns a l l owed s ince 1 97 2 . The rate o f  return on share­
holder s '  inve s tments strong l y  in fl uence s both  a u t i l i ty ' s 
earn ing s l evel and the attr ac tiveness  o f  i ts secur i t i e s  
to i nve s tors . In March 1 9 8 0 ,  GPU o f f ic ial s sa id they 
d id no t bel ieve i t  wa s necessary to pro j ec t  the ir fut ure 
f inanc i al need s on a re t urn h ig her than the 13 percent 
currently a l l owed . 
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To assess the reasonabl eness of  GPU ' s  percept ion of  
the adequacy o f  t he allowed rate o f  return , g iven the 
changed nature o f  the System ' s finances s ubsequen t  to the 
acc id ent , we analy zed GPU ' s  f inanc ial pos i t ion to determ ine 
if a d i f ferent rate o f  return , or cost of  common equ i ty 
capi tal , would be t ter re flect  the need s o f  the Sys tem in 
te rm s o f  a ttracting capi tal investmen ts and enhanc ing 
Sys tem earn ings . We recogn i zed that foreca s t i ng a rate of 
return on common equ i ty would involve probl ems beyond those 
normal l y  encoun tered i n  mak i ng s uc h  a de term inat ion in a 
ut i l i ty rate case . For tha t purpose , the concept of  a 
re t urn  on equ i ty i s  general l y  or ien ted to the pre sent , or 
to a sl ig htly h i storic  per iod , rather than to the future . 
Con sequen tly , the res ults  o f  our analys i s  w i l l  be infl uenced 
by the d ev ia t ions tha t occur between our assumpt ions and 
ac tual events  tha t occ ur d ur ing the proj ec ted t ime per iod . 

A f u l l  d i sc uss ion o f  the methodolog y  and ass umpt ions 
used in our analysis  is g iven in append ix I I I .  Bas ically , 
GPU ' s  fut ure re turn on equ i ty was est imated us i ng the 
Di scoun ted Cash Flow model--wh ich equa te s the i nve s tors '  
requ i red ra te o f  re turn to the curren t d iv idend yield 
pl us the expec ted f ut ure g rowth ra te o f  d iv idends-- and 
the fol lowing assumpt ions : 

--Future d iv idend yields  will  equal  forecasted 
AA u t i l i ty bond yields  pl us a r isk  prem i um .  

--Fut ure d iv idend g rowth rate i s  equal to the 
h i s tor ical average d iv idend g rowth . 

--Ri sk prem i ums wi l l  decl ine over the 5-year 
forecast per iod . 

Ba sed on th i s  methodology and se t o f  a ss umpt ions , our best 
e s t ima tes  of  f ut ure re turns on common equi ty for GPU are : 

Year 

19 8 0  

198 1 

19 8 2  

1 9 8 3  

198 4  

Est imated GPU return 
on common equ i ty ( percent ) 

50  

19%  

16  

15  

14 
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I t  i s  impo r ta n t to no te tha t the r e t u r n  on equ i ty 
for GPU i s  a f u nct ion o f  t he i nve s tment r i s k  o f  GPU in 
i t s  e n t i r e ty r a ther than o f  any o ne o f  i ts ope r a t ional 
un i t s .  The overal l r i s k  o f  the par en t is d e t e rm in ed by 
the r i s ks o f  t he subsid iar ie s  and the wa y i n  wh i c h  those 
r i s k s  in t e r ac t i n  comb ina t ion . I nve s tor s ' perc e pt ion o f  
r i sk w i l l  be for the pa r en t  company , GPU , and w i l l  be 
o f  the ne t r i s k  o f  a l l  the s ub s id i ar i e s  ac t i ng together . 

The i n tr in s i c  return on equ i ty o f  GPU s ub s id i a r ie s 
c a n no t  be emp i r i c a l l y  e s t ima ted b ec a u se they do not h ave 
publ i c l y  t r ad ed common stoc k . Eac h  s ubs i d iar y may contr i­
b u te mor e  o r  l e s s  than the ave r ag e con tr i b u t ion o f  r i s k  to 
the pa ren t ,  b ut the measuremen t o f  s uc h  r i s k  contr ibut ion 
is d i f f ic ul t .  There fore , the ret ur n  on GPU ' s  equ i ty is 
pro pe r l y  a s s i g ned a s  the r e turn o n  equ i ty f o r  eac h of 
the opera t i ng s ub s id i ar ie s . 

F i n a l l y ,  i t  sh ould be no ted tha t the r e t urn o n  equ i ty 
pl a ys an impor tan t rol e in the f i nanc i a l  i n teg r i ty o f  any 
company . Ju s t  a s  t he GPU Sys tem m us t e ar n  a r e t u r n  s uf f i­
c i e n t  to pa y i t s  intere s t  on long- t e rm d eb t  and d iv id end s  
on pr e fe r r ed s tocks , the Sys tem mus t a l so earn a r eturn on 
the c ommon share hold e r ' s  i nve s tmen t , on ave r ag e  ov er a per iod 
o f  t im e , t ha t i s  a t  l e a s t  e qu a l  to i t s  cost o f  equ i ty c ap i ta l . 
I f  i t  fa i l s  to do so ov er an e x t e nd ed per i od o f  t ime , i t  w i l l  
be unab l e  to ob ta in add i ti o n a l  equ i ty c api t a l  f o r  e i the r 
ex pand i ng o r  ma i n ta in i ng i ts pl an t and s e rv ice . In t he s hort 
run , s h ar eho l d e r s  m ay bear the pe n a l t i e s of an i n ad equa te 
re t urn , b u t  in the lo ng er r un i f  the re t ur n  i s  no t ad equa te , 
the n i n v e s tors wi l l  no t con t i n ue to suppl y add i t i onal capi tal . 

S ubsequent to our March 1 9 8 0 , d i sc u s s ion w i th GPU 
of f i c ia l s  on the r a te- o f- re tur n i s s ue , Jersey Cen tr al 
f i l ed a r a t e  ba s e  c a se wi th NJBPU-- t he f i r s t  S y s t em 
compa ny to d o  so s i nc e  the acc iden t .  On Ap r i l 2 9 ,  1 9 8 0 , 
the c ompany f i l ed for a $ 1 73-m i l l ion i nc r e a se in i t s  ba se 
r a te s to c ov er inc rease s i n  al l ope r a t i ng and ma i n te n an c e  
c o s t s  o t h e r  than t h o s e  cov er ed b y  the energ y  c l a u s e  
ad j us tmen t .  The r a te base f i l ing al so i nc l ud e s  a n  

adj u s tmen t t o  t h e c ompany ' s  r a te o f  re t ur n . We no ted 
tha t the c ompany h a s  r e c og n i ze d  the need f o r  a h i g her 
ra te of r e t urn t han it i s  c u rren t l y  e arn i ng . J e r sey 
Cen tr a l  pro po se d  to NJBPU t ha t i t  be a l l owed to earn 
a r a te o f  re t urn o n  c ommon equ i ty o f  1 5 . 5 percen t . The 
compa ny s t a ted , howe v e r , tha t t he pe r c e ived r i sk to 
inv e s tor s of buy ing c ompan y s e c ur i t i e s  wou l d  j u s t i fy a 

ra te o f  re turn o f  a pprox ima te l y  1 8  to 2 0  pe rcen t .  
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A h igher rate of return w i l l  
not substant ially Increase GPU ' s  
es t imated revenue requ irements 

At  our reque s t ,  GPU o f f ic i als prepared a proposed 
s ta temen t  o f  re turn for Me t Ed showi ng the rev en ue s  
requ ired to el im inate the cash flow probl em for the 
per iod 1 9 8 0 -8 4 . GPU a s s umed a 1 3- pe rcent return on 
common equ i ty in i t s  compu ta t ions , us ing a ra te base 
tha t e x c l ud ed Me t Ed ' s  i nvestmen t in TM I-2 . Us i ng the 
re s u l t s  o f  o ur ret ur n  on common equity anal ys i s , GPU 
recomputed i ts proposed sta teme n t  o f  revenue requ iremen t s  
f o r  e a c h  o f  t h e  5 ye ar s . A compar i so n  o f  t h e  revenues 
requ i red for Me t Ed to mee t i ts c urren t obl ig a t ions 
vers u s  the revenue s  requ ired to i ncrease i t s  e arn i ng s  
and improve i t s a t trac tiveness t o  investors i s  g iven 
in tabl e 3 - 7 .  As c an be seen for 1 9 8 0 ,  a 19-percen t 
return would requ ire a $ 6 5 -m i l l ion i ncrease in revenue s 
over G PU ' s  e s t ima te , or about 1 5  percen t more than 
GPU proj ec t s  Me t Ed w i l l  need to ma i n ta in solv ency . 
By 1 9 8 4 , the d i f ference in reven ue requ irement s  i s  o nly 
$3 7 m i l l io n , or l es s  than 5 percen t more .than Me t Ed ' s  
proj ec ted revenue need s . The red uc t ion in t he d i f ference 
be tween t he e s t imated revenue requ i r ement s  resul ts 
beca use o f  the lower re t ur n  on equity need ed a s  perce ived 
investmen t r i sks are red uced throug h t imely a c tion 
by S ta te reg u l a tors . 
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Table 3-7 
hetropol i tan Edi son Coillpany 

Compari son of Statenctlt o f  Return Bebleen Proposed GPU Rate of CaPi tal 
�ui�nts and as Proposed by GAO 

( S ,  Mi l l i ons ) 
1980 1981 1982 1983 -ygn- --

C 0111ean:r: Gl\0 comean::: GAO Comean:r: GAO COID;E!an:r: GAO comeany GAO 

Total revenue $42 3  $488  $53 9 $ 590 $610  $646 $698 $738  $790 $ 8 2 7  
Expenses 350 3 5 3  449  451  5 1 3  5 1 5  6 10 6 12 796 698 

Net before taxes $ 73  $ 13 5  $ 90 $ 1 39 $ 97 $ 1 3 1  s 88 $ 126 s 94 s 1 29 
1\dd i t ional d ed uc t ion : 

Interest 59 5 7  5 7 5 2  59 5 1  5 6  5 2  5 6  5 5  
Excess deprec i a t ion 3 8  3 8  3 8  3 8  3 9  39  42  42 4 0  40 
De fe rred energy 3 8  3 8  ( 2 1 )  ( 2 1 )  ( 19 )  ( 19 )  ( 20 ) ( 20 )  ( 20 )  ( 20 )  
Other ____ill _____ill _Q) ___ill ( 12 )  ..!...!ll ( 19 ) ill 

Total $ 1 3 3  $ 1 3 1  s 74  $ 6 9  $ 7 6  $ 6 8  s 66  $ 62 $ 5 7  $ 5 6  
Taxable i ncome ( 6 0 )  4 16 70  21  6 3 22  64 3 7  7 3  

Ul Income t a x e s  ( 2 8 )  2 8 3 6  1 1  3 2  1 1  B 19 3 7  
w 

I nv e s tmen t  tax c r ed i t  33  � __j_§_l ( 27 )  _ill _j2L __1!l __121 _( 15 ) _ill 
Fed eral income tax payable $ 5 $ s 2 $ 9 $ 3 $ 2 7  $ $ 28  $ 3 2  

I nv e s tment tax c r ed i t  
ad j us tmen t ( 3 3 )  l 6 27  8 5 8 5 1 5  5 

De f er r ed t a x e s  

Energy 20 2 0  ( 1 1 )  ( 1 1 )  ( 9 )  ( 9 )  ( 9 )  ( 9 )  ( 10 ) ( 10 )  
L D and o t h e r  10 10 17 17 15 15 16 16 l7 1 7  

Tax o n  i n terest o f  1\FUDC 2 2 2 3 5 

Consol ida t ion Sav i ng s  ( 2 ) ( 2 )  ( 2 )  ( 2 )  ( 1 )  ( 1 )  ( 1 )  ( l)  
Othe r _ _ill -..J1l __ill ____ill_ 

To t a l  taxe s L!_ $ 32  $ 14  $ 40 s 18 � L!!!. $ 37 s 24 L!! 
Re turn � 69 $_1�_3- ��� s 99 s 7 9  $ _95 $ 7� $__�� $ ?.2-- L!!!... 
Prefer red d iv idends !_ 10 $ 10 $ 10 �- 10 �-�� $ 1� :_ 10_ � 10 !__ 1_0 � 10 

_ _  , =-c 

Ne t �= :_ 3� ! -� : �7 $ 10 $ 34  $ -� $ 27 : 4 _ ��� � 

Source: GPU Corporation . 



CHAPTER 4 

CONCLUSIONS AND RECOMMENDATIONS 

There is l i ttle  que st ion tha t the nucl ear acc ident  
a t  TMI -2 on  March 2 8 ,  1 97 9 ,  has had a s ig n i f icant impact 
on the present  and fut ure v iab il i ty of the GPU Sys tem and 
i t s  cus tomers . The loss o f  the TMI un i t s  1 and 2 adversely 
a f fected Sys tem cash flows and earning s capab il i ty .  
Furthermore , the loss o f  the un its  from the Sys tem ' s gene­
rat ing capac i ty has requ ired a g reater deg ree o f  dependence 
on outs ide purchase s of electr ic power to mee t cus tomer ' s  
demand s .  

The Sys tem ' s e x tens ive interconnec tions and membersh i p  
i n  the PJM power pool and i t s  ab i l i ty to purchase power 
from ut i l i ty sys tems out side the PJM area have al lowed 
i t  to mee t i t s  load requirements , but  only a t  much h ig her 
costs  than tho se a ttr ibutable to the lost generating 
capac i ty .  Al tho ugh the dependence on the se power purchases/ 
in terc hanges has been rel atively s a t i s facto ry i n  mee t i ng 
shor t- term needs , the re s tora t ion o f  the System ' s own 
genera ting capab il i ty is o f  cri tical  importance i f  the 
Sys tem i s  to con t in ue prov id i ng adequa te s uppl ie s of  rel i able 
power to i t s  c us tomers over an ex tended per iod of t ime . We 
bel ieve tha t the ab il i ty o f  the Sys tem to f ul l y  recover f rom 
the acc iden t ,  reg a in i ts pre- acc ident f inanc ial v iab il i ty ,  
and expand i t s  generat i ng capac ity to requ ired l evel s is  
que st ionable  wi thout the he lp of  both State and Federal 
reg ulators . 

In respond ing to the concerns o f  the Subcomm i ttee 
about the f inanc ial  v i ab il i ty o f  the GPU System and the 
role  of reg ul a tory agenc ie s ,  we have reached the fol l owing 
conclus ions . 

The f inanc ial  s tab i l i ty of the GPU Sys tem has been 
ser i ously affected by the resul ts of the accident but  
recent S ta te regulatory decisions have temporarily 
a l lev iated the System ' s cash f low problems and ma i nta ined 
the System ' s solvency . 

The .immed ia te impact  on the System ' s  f in ancial  v iabil i ty 
was the dra in  on the compan ies ' cash re serves to pay for 
the l arge quant i ties  o f  h ig h- cost power purchase s necessi­
ta ted by the loss o f  the TM I nuclear un i t s .  Penelec was 
affec ted to some e x ten t ,  but  Me t Ed and Jersey Central 
were the most ser iously af fec ted--Met Ed because o f  its 
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heavy rel iance on the TM I un i t s  for generating capac i ty 
and Jersey Cen tral because o f  an already short cash pos i t ion 
due to i ts pr ior construc tion comm i tmen ts to the Forked 
R iver proj ect .  I n  1 97 9 ,  the System ' s purcha sed-power costs 
inc reased to $ 2 6 8  m il l ion , or more than double  the $ 13 3  
m i l l ion s pen t in  1 97 8 .  Nearly $ 2 3 3  m i l l ion o f  the 1979  
to ta l costs  were incurred d ur ing the per iod Apr il-December . 
Repl acement power cost  e s t ima tes for 1 9 8 0  i ncrea sed this 
amoun t to $ 5 4 1 m i l l ion by year end . For the 197 9-1980  
per iod the compan ies have only been allowed to recover 
$ 3 4 9  m i l l ion in reven ue s  from cus tomers to offset  the 
repl acement power costs . 

The t ime l ag between purcha sed power payments and 
revenue rece i pts from customers ha s no t only req u ired the 
compa n i e s  to add the uncol l ec ted power costs to an al ready 
l arg e de ferred energy cost accoun t but req u ired them to 
borrow the money to pay for the power at h i g h  i n terest 
ra tes . Th i s  has e f fect ively l im i ted the short- term borrowi ng 
resources normal l y  ava il able  to pay o ther costs t ha t  are 
a f fec ted by the same t ime l ag .  

By e ar l y  1 9 8 0 , both Me t Ed and Jersey  Central were 
rapidly reach i ng the po in t  of insolvency . GPU i t sel f was 
in no po s i t ion to prov ide any f in anc ial  rel ie f .  Div idend s 
f rom the opera t i ng compan ies  had been r ed uced to only 
$4 9 m i l l ion in  197 9 ,  down from an averag e  of  $ 13 3  m i l l ion 
over the pr ior 4 -year per iod . GPU pa id common stock 
d iv id end s o f  over $ 7 3  m i l l ion in 1 97 9 ,  but need ed to 
borrow f unds under t he Revolv i ng Cred i t  Ag reement to 
make the paymen ts and mee t i ts o ther expense s .  The pre­
c i pi tous d rop in the marke t  pr ice of i t s  common s tock 
prec l ud ed GPU f rom se l l ing any o f  i ts common stock to 
ra i se f unds , leav i ng i t  wi th no real source o f  i ncome 
un t i l  company d iv idend s are even tually  r estored . 

The May 19 8 0 ,  Pennsylvan ia and New Jersey  rate 
increase s for Me t Ed and Jersey  Cen tral prov ide suff i c ient  
reven ues for the  compan ies  to rema in solven t and to keep 
curren t on the ir purcha sed power cost s .  The increase wi l l  
al so allow Met Ed to recover $ 84 . 6  m i l l ion o f  de ferred 
energy cost s-- pa id for wi th borrowed money--over an 1 8 -month 
per iod . However , the company ' s  short- term debt is s t i l l  
expec ted to increase from $ 8 8  mil l ion to $ 1 0 1  m i l l ion between  
May and December 1980 . Unless  a s ign i f icant par t of  the 
de ferred costs  col l ec ted in 198 1 are used to repay t he bank 
loan , Met Ed w i l l  f in i sh the year with  a red uced de ferred 
energ y cost accoun t but no resources to draw on to compl e te 
repaymen t o f  the loan . 

:; ' 
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Remova l  of  the TMI un i ts f rom the compan i es ' rate bas e  
cons iderations has an adverse impact  on  earnings needed to 
assure the Sys tem ' s f u ture f i nanc i al v i ab i l i ty and the 
con t i nuation of rel iable power suppl ies . 

The State s ' reg ulatory dec i s ions to take the TMI un its  
out  o f  the  compan ie s '  ra te ba se s  e f fec t ively removed over 
$ 1  b i l l ion from the ir earn ing s po tentia l .  Me t Ed , because 
of its  SO- percent share of the TMI costs , was a f fec ted 
more than the o ther compa n ie s . In  add i t ion to the l oss 
o f  return on inves ted capi tal , the con t in u i ng f ixed costs 
of the two un i ts--deprec iation , i n terest on d eb t ,  preferred 
s tock d iv idends , and ma in tenance costs-- have to be pa id for 
out of the retur n  earned on o ther non-TM I pl an t investmen ts . 
S i nce these f ix ed costs for Met Ed are c urren tly h ig her 
than the earned re turn on non-TM I investments , Me t Ed has 
no ab il i ty to accumul a te internal cash f und s to cover 
expenses not immed ia tely  recoverable  throug h  customer 
charge s . The se expenses incl ude i tems s uc h  as TMI - 1  
mod i f i c ations t o  mee t NRC safe ty stand ard s ,  the company ' s  
share of TMI -2 clean-up costs not immed ia tely covered by 
insurance paymen ts , and transm ission and d i str ibut ion con­
s truc t ion costs necessary to ma i n ta i n  rel i able serv ice . 

The l oss o f  Me t Ed ' s  earn ing s on the TMI un i t s  l eaves 
only two al terna t ives for it  to cover i ts f ix ed expenses-­
increased short- term borrowing s or inc reased rate revenue s .  
A compar i son between Met Ed ' s  pre sen t bank- imposed ce i l i ng 
of  $ 10 5  m i l l ion on i ts short- term borrowings and its  
curren t bal ance o f  $ 8 8  m i l l ion ind icates it  has  l i t tle 
flex ib il i ty in i ts f inanc ing prog ram . Consequen tl y ,  un t i l  
one o r  both  o f  the TM I un i ts are allowed to re s tar t and 
retur ned to rate base , Me t Ed wi l l  be almost compl etely  
depend ent  on rate rel ie f if  it  is  to rema in f inanc ial ly 
v iable .  

The TMI-2  acc ident has severely l im i ted the Sys tem 
companies ' ab i l i ty to obtain  funds f rom th� capital market.  

Most  ut i l i ty company f inanc ing cons i st s  of  us i ng 
short- term bank borrowi ng s  or in ternal l y  gen era ted cash 
fund s to pay construc tion costs or unrecovered O& M costs , 
and than i s s u ing common or pre ferred s tocks or long- term 
bond s to pay o f f  the short- term borrowing s . Th i s  method 
requ ire s ready access to both  bank cred i t  and the capi tal 
marke ts . Access to the c api tal marke ts i s  d ependent on a 
company ' s  d iv id end payment record , compl i ance wi th  certa in 
interest coverag e  requ iremen ts , and a sa t i s fa c tory rating 
by bond ra t i ng ag enc ies . 
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Immed ia te l y fol l owing t he acc iden t , the bond ra t ing 
ag enc ies downra ted mos t  o f  the deb t  secur i t ie s  o f  the 
ope r a t i ng compa n ies . Al though a l ow r a t i ng doe s  no t 
precl ude a c ompany f rom i s s u i ng bonds , some i nve s tment 
f i rms are precl ud ed by the ir cha r ter from inves t i ng in 
l ow- ra ted sec ur i t ie s .  In  any event , pr udent  i nv e s tors 
would requ i re an in terest re turn we l l  abov e  tha t e ar ned 
by a h igher-ra ted company to c ompensa te for t he perce ived 
risk o f  the investmen t .  The uncer ta in f u t ure l iab il i ti e s  
o f  t h e  company rel a t i ng t o  cle an-up costs and pos s i bl e  
legal  cl a ims requ ired GPU ' s  i nd epe ndent  a ud i tors t o  render 
a qua l i f i ed opin ion on the 1 97 9  f inanc ial s ta tements . 
Th i s  has  a l so prec l uded some inst i tut ional investors 
f rom buy i ng opera t i ng c ompany bond s . Furthermore , the 
red uced earn ing s l ower ed the in terest cov er ag e  r a tio 
below the l eg a l l y  requ ired l evel for Met Ed and Jersey 
Cen tral . As a consequence ,  l ong- te rm debt f i n anc ing 
i s  no t a v i able opt ion for the compan ies . G PU ' s  ab i l i ty 
to ass i s t the compan ies h a s  a l so been l im i ted . GPU 
no rmal l y  sel l s  common s tock to ra i se need ed capi tal for 
its  own expenses and to re invest in the operating compa n ie s . 
The val ue of GPU c ommon s tock , however , has fal l en to 
25 pe rcen t of book v al ue , mak i ng it impo s s i b l e  to se l l  
i t s s toc k a s  a me an s o f  prov id ing capi tal for these needs . 

We bel ieve that the se cond i t ions wi l l  per s i st un t i l  
the reg ul a tory ag enc ies allow a s u f f ic ien tly h ig h  rate of 
re tur n on s tockholders i nvestment to adequa te l y  compensa te 
them for t he pe rce ived r i sk ine s s  of  t he ir i nve s tmen t and 
un t i l  the compan ies '  earn ing s capab i l i t ies  are inc reased 
by the re t ur n  of TM I - 1  and 2 to serv ice . 

The los s of earn i ng s  capabi l i ty r a i se s  que s t ions a s  
t o  the Sys tem ' s abili ty to fund TMI - 2  c l e an- up cos t s  and 
needed generating c apaci ty . 

Wi thout a qu ick restorat i o n  o f  e arn i ng s  c�pab i l i ty and 
a s uf f ic iently h igh rate o f  return to a t tract  i nve s tment 
capi tal , t he Sys tem may not have suf f i c ie n t  f und s to 
compl e te t he cle an-up a nd re s tor a t ion of  TMI - 2 .  The l a te st 
est imate o f  the cost i s  i n  the r ang e o f  $ 8 0 0 -9 0 0  m i l l ion--of 
wh ich only $ 3 0 0  m i l l ion is  cov ered by ins ur ance . Th i s  me ans 
tha t Me t Ed could be requ ired to pay a s  muc h  a s  $ 3 0 0 m i l l io n  
for i t s share o f  t h e  costs . With a red uced e arn i ng s  ba se , 
no access to bond marke ts ,  and m i n imal f l ex ib il i ty i n  
s hort- term bor row i ng s , Me t Ed ' s  prospec t s  for ra i s i ng the 
necessary f und s are d im wi thout e x te n s i v e  PaPUC r a te 
rel ie f .  Jersey Central ' s  share o f  t he c l ean-up would 
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be $ 15 0  mill ion , but wi th the financ ial probl ems i t  faces 
in add i ng need ed capac i ty ,  it too w i l l  need add i t ional 
rate rel ief  to meet i ts obl igations . GPO w i l l  continue 
to face a he avy i ndebtedness , par t ic ul arly i f  i t  a t tempts 
to res ume d iv idend paymen ts . W i th the c urren t and future 
f inanc ial burd ens on Met Ed and Jersey Cen tral , it  appears 
tha t d iv idend paymen ts by the compan ie s--ex cept for Penel ec 
--w i l l  be m in imal in the fore seeable f ut ure . Thi s  e f fec­
tively precl udes  any f inanc ial support to the compan ies 
f rom GPO in the i r  cle an-up e f fort . 

Ob ta in ing the $ 50 0 -6 0 0  m i l l ion for clean- up costs  i s  
f urther compl ica ted by the f act  that these costs are only 
a par t  of the fund s need ed by the Sys tem over the next  
5 to 7 ye ars to  ma inta in rel iable serv ice . The uncer ta in­
tie s a ssoc ia ted wi th the TM I un its  re tur n ing to serv ice 
in the ne ar f ut ure mak� it a lmost manda tory that t he 
Sys tem mov e  ahead wi th i ts pl ans to construc t the On tar io 
Hyd ro inter t ie and bu i ld the Seward 7 coal pl ant and 
red uce i ts d ependence on purchased power .  The b il l ion 
dol l ar s  need ed for the se two proj ects  could conce ivably 
come from ex ternal sources , but only wi th an improved 
f inanc i al post ure . Another $2 b i l l ion i s  need ed to 
ma in ta in and improved transm iss ion and d istr ibution 
sys tems . This  pl ace s an even grea ter respon s ib il i ty 
on the reg ul ators to improve the f in anc ial v iab il ity 
o f  the compan ies s ince an adequa te tran sm i s s ion and 
d istr ibut ion sys tem is  v i ta l  in mee t i ng consumer need s 
reg ard le s s  o f  the power s upply source . 

We bel ieve tha t to d eny the System the ab il i ty to 
ob ta in the f unds necessary to re s tore TMI -2 to serv ice 
and add the necessary g enerating , transm iss ion , and d istr i­
but ion capac i ty to ma inta i n  rel iable serv ice w i l l  be 
detr imen ta l to the Sys tem ' s  cus tomers in the long run . 
Wi thout  a ret urn to sel f- s uf f ic iency , dependence on power 
purcha se s could we l l  increase but wi th a decrease in 
rel i ab i l i ty .  Ra te s charge able to cus tomers are al so l ikely 
to continue inc reasing and they may we l l  end up paying more 
for power in the f uture than i f  the f und s neces sary to 
allow the compan ie s  to recover f inanc ial ly were prov ided 
in the next few years . 

Federal regu l atory agencies have done l i ttle  to 
e xped i te the Sys tem ' s  recovery from the accident . 

At the Fed eral l evel , NRC has had the pr inc ipal rol e  
in over see i ng t h e  re s tar t o f  TMI - 1  and t h e  clean-up opera­
tions on TM I-2 . The Depa r tmen t o f  Energ y ' s ERA and FERC 
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have had overs ig h t  responsib il i ty for asse s s i ng rel iab i l i ty 
o f  serv ice and approv i ng whole sale ra te se t tl ements . 

NRC ' s  order delay i ng the restart o f  TM I-1  un t i l  a 
publ ic he ar ing i s  held has been the pr imary cause of  the 
Sys tem ' s  l oss o f  e ar n ing s c apac i ty and the ex tend ed need 
for add i t ional i ncrements of purcha sed power .  Al though 
the in i t ial  NRC ord er on TM I-1  d irec ted ASLB to hand le 
the hear i ng s  in an exped i t ious manner and g ive pr ior i ty 
to cons ideration of  those i ssue s  d irectly related to the 
s uspen s ion of opera t ion , n umerous ex tens ions o f  t ime have 
been g ran ted lead ing to d el ays in  compl e ting the hear ing 
proces s .  In add i t ion , NRC has not g iven Met Ed the necessary 
guidance and c r i ter ia to ensure timely compl iance wi th the 
ord er . 

NRC has  treated Me t Ed ' s  restar t prog ram d i f feren tly 
f rom other u t i l i t ies w i th Babcock and Wilcox reac tors . 
We do no t que s t ion the ir j udgmen t in  se tt i ng d i f feren t 
requ iremen t and proced ures , g iven the s i t ua t ion at TM I .  
However , we bel ieve tha t the un iqueness o f  the s i tua tion 
that  l ed to the d i f fer i ng requ irements  should al so engender 
d i f ferent proced ures for exped i ting the correc t ive ac t ions 
need ed and the ret ur n  of  the un i t  to serv ice . Per formance 
c r i ter ia tha t are l acking e i ther for resta r t i ng TM I-1  or 
clean i ng up TMI - 2  should be exped i t iously f ur n i shed and 
timel y  dec i s ions on company compl iance wi th the requ i remen ts 
should be made . Wh ile f ul l  recogn i t ion of the publ ic ' s  
r ight  to par t i c ipa te in the dec i s ion maki ng process should 
be g iven , the hear i ng process  should be cond uc ted so tha t  
i t  i s  a s  equ i tabl e to the ut i l i ties  a s  i t  i s  to the publ ic . 

The ERA s ta f f  con t inue s  to mon i tor the e f fects of 
the acc id en t  on rel iab il i ty of  serv ice , but ha s not taken 
an ac t ive role in asse s s i ng the e f fec ts of the Sys tem ' s 
fi nanc ial probl ems on f ut ure capac i ty need s .  The proj ec ted 
ava i l ab il i ty of purcha sed power is seen as m i n imi z ing 
any rel iab il i ty probl ems i n  the near term , wi th the add ed 
cost o f  this  power be i ng a S ta te , not a Fed eral , probl em . 
FERC has  a l so been only per ipheral l y  i nvolved in the after­
e f fects o f  the acc ident s ince the System ' s  wholesale sales 
are only a smal l par t  of  total sales . I n  the two ra te 
cases se ttl ed s ubsequen tl y to the acc ident , F ERC of f ic ials  
el ec ted no t to hold formal he ar ing s and consequen tl y  have 
not had to e s tabl i sh any pr i nc i pl e s  or preceden t s  on how 
acc iden t rel a ted cost s  should be shared . 

The slow reac t ion o f  the reg ul a tory ag enc ies to mee t  the 
most pressing need s of  the GPU Sys tem and the ir rel uc tance to 
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proj ec t  a d e f i n i te pol icy pos i ton on wha t  should be done 
to mi t igate equ i tably t he adverse con sequence s of the 
TM I  acc id en t have l e ft an aura of unc er ta in ty around the 
TM I re s tar t and clean-up e f forts that s ign i f icantly af fect 
the future of the System and i ts c us tomer s .  Federal re­
g u l a tors appear to be rel uc tant to become too deeply 
involved wh i l e  the State Comm i ss ions are g iv ing strong 
i nd ica t ions that Fed eral s uppor t  i s  needed . 

Fu rther exam inat ion of TMI 
a f terma th is warranted 

We bel ieve tha t the na ture o f  the acc ident wi th i ts 
po ten t ially  adverse e f fects  on cons umers , t he GPU System , 
and the ut i l i ty ind ustry requ ires a d i f feren t approach 
to reg ul a t ion than has been seen here to fore . The present 
fragmen ted roles  and respons i b i l i t i e s  of the var ious 
Fed eral and S ta te regulatory ag enc ies need to be brought 
tog e ther into a un i f ied approach toward s resolv ing the 
probl ems crea ted by the acc ident . .  We bel ieve there is 
a need to comb ine the e f forts of a l l  the responsible  
agenc ies  and exam ine the  c urren t and f ut ure needs of 
the Sys tem and i ts c ustomers ,  how �he se need s can best 
be me t ,  the ex ten t and reasonabl eness o f  t he System ' s 
recovery costs ,  and how the se costs can and should be 
shared mos t  equ i tably . 

The stud ie s  c urren tly be ing per formed for PaPUC and 
NJBPU may wel l answer a number of que s t ions about the 
futur e  of t he GPU Sys tem . We bel ieve , however , that i n  
conj unc t ion w i th t he se stud ies a federal l y  d irec ted 
exam in a t ion  into the long- rang e need s o f  the Sys tem and 
i t s  serv ice area i s  neces sary , bot h  because o f  the inter­
sta te , i n terag ency relationsh ips tha t e x ist  i n  nearly 
every i s s ue and because of  t he s ig n i f ic ance of  the new 
issue s  and the ir resolution  for the f ut ure o f  n ucl ear 
power g enera t ion . 

Bec ause o f  i ts rol e  as the national energ y ag ency , we 
bel ieve that DOE i s  the be s t- s u i ted Federal en t i ty to serve 
as the lead agency i n  undertaki ng the exam ination d iscussed 
above . The Depar tment ha s important respons i b i l i t ies for 
elec tr ic powe r s uppl y and national energy pol icy . It i s  
empowered to cond uc t  i nve s t iga t ions concern i ng var ious 
fac e ts o f  the e l ec tr ic energy area . 

The exam ina t ion should be cond uc ted wi th the f ull 
support  and cooperation of  the Fed eral Energy Reg ulatory 
Comm i s s ion and t he Nulce ar Reg ula tory Comm i s s ion . I n  con­
duc t i ng its  exam ination , we expec t tha t the Departmen t  would 
a s  a m in imum , respond to the fol low i ng que s t ions . 
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--How reasonable are the presen t cost est imate s  
for clean-up and recomm i s s ion i ng o f  TMI -2 ?  

--Wha t a r e  the deta il ed costs  o f  c l ean- up and 
recomm i s s ion ing ?  How would ins urance payment s  be 
af fec ted i f  the un i t  were cleaned up and then 
abandoned? 

--Wh a t  is the probab il i ty TM I-1 wi l l  be al l owed 
to re s tar t? When? I f  delayed beyond the c urrent 
sched ul ed date s , why? Wha t  is the e f fe c t  on the 
Sys tem ' s f inances i f  i t  i s  not allowed to re star t? 

--G iven tha t the cl ean- up estimates are reasonab l e  
and recomm i s s ion ing is  feas ible , wha t are the 
l ike ly sources o f  f inanc ing the e f fo rt?  

--Wha t are the  l eg al respon s i bl i t ie s  o f  the opera t i ng 
compan ie s i f  one company d e fa u l t s  on i ts share 
of cle an-up costs? 

--How val id are the Sys tem ' s  pro j e c ted need s for 
capi tal expend i t ures over the nex t 5 to 6 years? 
Wha t  e f fect  wi l l  fa i l ure to compl e te i t  have on 
Sys tem rel iab ilty? 

--How l ike ly i s  i t  the Sys tem can f i nance i ts 
capi tal con s tr uc t ion requirements  and the 
cl ean- up/ recomm issioning costs?  

--How much o f  the f inanc ial burden  can be  pl aced 
on consumers? On shareholders? 

--Wha t respon s ib il i ty does the Fed eral Government 
have in prov id ing ass i stanc e in the even t of a 
nuclear acc ident s uch as Three M ile I sl and . 

--What  e ffect  wi l l  the formation o f  GPU ' s  n ucl ear 
opera t i ng corpora t ion have on TMI - 1  re s tar t and 
TM I -2 cl ean- up e f forts?  

RECOMMENDATION TO THE 
SECRETARY OF ENERGY 

We recommend , therefore , tha t the Sec retary of Energy 
undertake a deta i l ed study of  the GPU system r egard i ng i ts 
f ut ure rol e  as  a prov ider o f  e l ec tr ic power in Pennsylv an ia 
and New Jersey , and that the Cha i rman , FERC ,  and the Cha i rman , 
NRC cooper ate and contr ibute to th i s  stud y  to the ful l est 
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ex ten t  poss i bl e . Th i s  study should have a s  i ts obj ec tive 
a re port to t he Cong re s s , incl ud i ng a s ta temen t  o f  any 
spe c i f i c  ac t ions to be take n by t he ut i l i t i e s  or any o f  
the Fed eral reg ul a tory ag enc ies and any r ec omme nda t ions 
to the Cong ress . we e x pe c t  tha t i f  e x ternal a s s i stance  
i s  need ed , a l terna te source s of  s uc h  a s s i s tance wou ld 
be d i sc us s ed . Given the current s t ud y  e f fo r ts of NRC , 
Pa PUC , a nd NJBPU , t he d e ta i l ed f in a nc i a l  d a ta d eveloped 
by FERC in i t s  recen tly conc l ud ed rate c ases for the 
compan ies , and ERA ' s  e x tens ive knowl edg e o f  t he System ' s 
generat ing c apac i ty r equ i r eme n t s  a nd sourc e s  of  a l te rnate 
power s uppl ies , we bel i eve t ha t  the repor t c an be c omple ted 
and subm i t ted no l a ter than Feb ruary 1 ,  1 9 8 1 .  

RECOMMENDATI ONS TO THE CHAI RMAN , 
NUCLEAR REGULATORY COMMISSION 

Given the s ig n i f i c an t  e f fe c ts on the f i n an c i a l  v iab i l i ty 
of  t he GPU Sys tem and on consumer ra te s  in t he Sys tem ' s 
serv ice area c a us e d  by t he del ayed restart  o f  TM I - 1 , we 
recomme nd that NRC mov� as qu ickly as pos s ible , wh i l e  tak ing 
al l nece ssary s te ps to pro te c t  the publ i c  he al t h  and sa fe ty , 
to con s id er a nd ac t on the que s t io n  o f  re s tar t i ng TMI - 1 . 
In add i t ion ,  we r ecommend tha t the Cha irman c oope r a te 
f u l l y  w i t h the Secre tary of Energ y  in t he s t udy o f  the GPU 
Sys tem and i ts need s and prov ide a l l  pos s i b l e  ass i stance 
in f u l l y  d eveloping the r eg ul a tory re s pon s ib i l i t ie s  o f  the 
Comm i s s ion as  the y  rel ate to the restar t ,  c l e an-up , and 
recomm i s s ion ing of  t he TM I un i ts .  
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APPENDI X  I 

A s  y o u  k now , t h e  S e n a t e  Nu c l e a r  R e gu l a t i o n  S u b c o mm i t t e e  
h a s  b e e n  c h a r g e d  b y  t h e  S e n a t e  w i t h  c o nduc t i n g  a o n e  y e a r  
e x a m i n a t i o n  o f  t h e  nuc l e a r  r e a c t o r  a c c i d e n t  a t  T h r e e  M i l e  
I s l an d . I n  t h e  c o u r s e  o f  t h i s  i nq u i r y , o n e  o f  t h e a s p e c t s  
b e i n g e x am i n e d i s  t h e  f i n a n c i a l  c a p a b i l i ty a n d  r e s p on s i b i l i t y  
o f  e l e c t r i c  u t i l i t i e s  t o  d e a l  w 1 t h r e a c t o r  a c c i d e n t s . 

On Nov emb e r  8 - 9 , 1 9 7 9 , t h e S u b c o mm i t t e e  h e l d  p ub l i c  
h e a r i n g s  w h i c h  fo c u s e d  t o  s o m e  e x t e n t  o n  t h e  f i n a n c i a l  c a p a c i t y  
o f  t h e  o p e r a t o r  o f  T h r e e  M i l e  I s l and , t h e  Me t ro po l i t a n  Ed i s o n  
Comp any l Me t Ed ) , t o  r e c o v e r  from t h e  a c c i d e n t . Dur i n g  t h e s e  
h e a r i n g s , t h r e e  m em b e r s  o f  your s t a f f , C l i f fo r d  G a r d n e r , R o n a l d  
K a d e r , a n d  A l f r e d F r a nc fo rt , a s s  i s  t e d  t h e  S u b c omm i t t e e  i n  t h a t 
p h a s e  o f  t h e i n q u i r y .  S ev e r a l  i s s ue s s u r f a c e d  d u r i n g  t h o s e  
h e a r i n g s  w h i c h  w e  b e l i e v e  r e q u i r e f u r t h e r  s t u d y  b y  t h e  G e n e r a l  
Ac c o un t i n g O f f i c e . 

W e  t h e r e fo r e  r e q u e s t  t h a t  t h e GAO p r o v i d e  r e s p o n s e s  i n  
r e p o r t  f o rm t o  t h e  q u e s t i o n s  l i s t e d  b e l ow : 

1 .  Pl e a s e  p r o v i d e  an a n a l y s i s  o f  t h e f i n a n c i a l  c a p a ­
b i l i t y o f  G e n e r a l  Pu b l i c U t i l i t i e s  C o r p . l G PU ) , 
t h e p a r e n t  o f  Me t Ed , t o  m a i n t a i n  t h a t  su b s i d i a r y  
a n d  a s s i s t  t h a t  company i n  t h e p l a n t  c l e a nup a n d  
r e fu r b i s hm e n t  c o s t s . 

2 .  C a n  e i t h e r  G PU o r  i t s  s u b s i d i a r y  a f f o r d  t h e  c o s t s  
o f  c l e a nup , r e p l a c em e n t  p o w e r  a n d  r e c omm i s s i o n i n g  
o f  Un i t  2 ,  t h e  d i s a b l e d r e a c t o r , w i t h o u t  I" e d e r a l  
fund i n g a nd / o r  i n c l ud i n g t h e s e  c o s t s  i n  t h e  r a t e  
b a s e ? 
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3 .  To wha t e x t en t  s hou l d  t h e s e  c o s t s  be i nc l u d e d  i n  
t h e r a t e  b a s e  o r  b e  b o r n e  t h r o u g h  F ed e r a l  fund i n g ?  

4 .  Hav e M e t Ed ' s  p o w e r  c o s t s i n c r e a s ed a s  a r e su l t  o f  
t h e T h r e e  M i l e  I s l and a c c i d en t , and , i f  s o , how 
muc h and w h y ? 

APPENDIX I 

5 .  How h a v e  a n y  i n c r e a s e d  power c o s t s  b e en d i s t r i bu t ed 
among c u s t ome r s  and s ha r e ho l d e r s ?  

6 .  Ha v e  any S t a t e o r  Fed e r a l r e g u l a t o r y  a g enc i e s  t a k en 
a n y  a c t i o n s  a f f e c t i ng t h e  f i nanc i a l  v i a b i l i t y  o f  
t h e T h r e e  M i l e  I s l a nd p l an t  owner s ?  

7 .  A r e  r e g u l a t or y  and a c coun t in g  t r e a t m en t s  u s ed by 
t h e Nu c l e a r  R e g u l a t o r y  Comm i s s i on w i t h  r e s p e c t t o  
c o s t s  i n cu r red t o  s hu t  d o wn n u c l e a r  p l an t s  a d e q u a t e ?  
I f  no t , why n o t ? 

8 .  Wh a t  a r e  t h e  F ed er a l  regu l a t o r y  ag e n c y  p o l i c i e s  
w i t h  r e s p e c t . t o a c c i d en t  c l e anup a nd r e c ov e r y  c o s t s  
a s  f a r  a s  who i s  t o  b e a r  t h e  c o s t  - t h e  r a t ep a y e r  
o r  t he s h a r e ho l d e r ?  

W e  und e r s t and t h a t  n o  g overnment a g e n c y a t  p r e s e n t  a t  t h e 
S t a t e  0 1  F ed e r a l  l e v e l  ha s d o n e  an i n - d e p t h  e v a l u a t i on o f  t h e 
f i n a n c i a l  i s s u e  w i t h  r e s p e c t  t o  nuc l e a r  a c c i d en t  c l eanu p s . 
GAO ' s  e x a m i n a t i o n o f  t h i s  m a t t e r  w i l l  b e m o s t  h e l p fu l . 
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C h a i r  a n  
Subc mm i t t  
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DEFINITI� OF MXIJ! '  s MTnr; sne:>I.S 

Debt 

Aaa = Best Quality;  interest arx1 
principal exceptionally 
secure. 

Aa = High quality; margins of 
protection may rot be as 
large as in Aaa bonds 

A = Upper mediLJn gra:::le7 many 
favorable investment attri­
butes ; security pr:incipal 
and interest adec:;p.m te but 
may be susceptible to 
impairment in future. 

Baa • MediLJn grade; neither 
highly protected or poorly 
secured. 

Ba • These have speculative 
elEments; not well safe 
guarded durirg both good 
and bad times. 

B • Lack desirable investment 
characteristics; assurance 
of interest and principal 
p;iymen ts over any lc::rg 
perioo of time may be anal! . 

caa = Pcor standinc.n may be in 
default or may have danger 
with respect to principal 
or interest . 

ca = Speculative in a high degree J 
may be in default. 

c == I.Dwest rated bonds ; extremely 
p:x>r prospects of ever attaining 
real investment standing . 

Preferred Stock 

"aaa" • 'lbp quality; good asset 
�tection and least 
d ividend �pai�t. 

"aa" • High grade; reasonable 
assurance of well 
maintained earnings and 
asset protection in 
foreseeable future. 

"a" • Upper medii.Jtl grade; 
earnings and asset Iro­
tection expected to 
remain adequate. 

" baa" • Medii.Jtl grade; protection 
adequate for present but 
may be questionable over 
lon;J tem. 

"ba" • Speculative elenents; 
future cannot be consi­
dered well assured; char­
acterized by uncertainty. 

"b" = Lack desirable investment 
characteristics ; assurance 
of divideoo payments and 
maintenance of other terms 
over any long per ioo of 
time may be small .  

"caa" • Likely to be in arrears 
on dividend p:t:yments ;  
does not rule out future 
d ividend payments. 

'lbese ratings may be mcrlified l:7j the addition of a plus or minus sign 
to st¥::M relative standing within the major rating categories . 
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FORECASTING GPO ' S  COST OF COMMON EQUITY 

COST OF EQU ITY CAPITAL DEFINED 

The cost of equ i ty capi tal is  e ssent i a l l y  the total 
ra te o f  re turn requ ired by i nve s tors in the common s tock . 
Tha t requ ired ra te o f  return on the ir investmen t i s  a 
f unc t ion of  the r i sk those i nves tors perce ive in that 
inve stment and of the sta te of  the economy . Fur thermore , 
the required rate o f  ret urn on i nves tment , and thus the 
cost of equ i ty capi tal , depend s  on investors ' percept ion 
of the overall r isk of the company rather than any par­
ti c u l ar aspects of  the company ' s r i sk pos i tion . 

The cos t  o f  equ i ty i s  the cost o f  all  equity f unds , 
whe ther those fund s are used for clean ing up Un its  I and I I , 
ma inta in ing d i s tr ibut ion sys tems wh ich have  noth i ng to do 
wi th TM I ,  or even build ing new nuc l ear pl an ts . I n  other 
words , the costs that  have been e s t ima ted a t  this  po int 
are fo r all  of GPU ' s  equ i ty f und s ,  w i thout regard for the 
par t ic u l ar uses to wh ich those f und s are to be put . Of 
course , the c urren t , relatively h ig h  cost of equ i ty is a 
resul t o f  i nve stors '  awarene ss of  the TMI acc iden t and 
the ensuing cl ean- up costs , but those c lean-up costs 
canno t  be separa ted from other appl icat ions of f unds 
and ass ig ned a separate cost of capi tal . 

GPU ' S  COST OF EQUITY CAPITAL APPLI ES 
TO EACH OPERATING SUBSIDIARY 

It  is  important to note tha t the cost o f  equ i ty for 
GPU is a f unc t ion of the i nve s tment r i sk of GPU in i ts 
en tire ty rather than of  any one o f  i ts operational un its . 
The overall r isk o f  t he parent i s  de term ined by the r isks 
of the subsid iar ies and the way i n  wh ich  those r i sks i n­
terac t i n  comb ina t ion . I nve s tor ' s  perception o f  r i sk w i l l  
be for the paren t company , GPU , and wi l l  be a n  express ion 
of  the net r i sk of al l the s ubs id iar ies ac t i ng together . 

The intr insic  cost of  equ i ty of  GPU s ubsid iar ies 
canno t  be empir ical l y  e s t imated because they do not have 
publ icly  trad ed common stoc k .  Each s ubsid iary may contr i­
bute more or l e s s  than t he average contr ibu t ion of r isk to 
the paren t ,  but t he measuremen t o f  s uc h  r isk  contr ibution 
i s  d i f f icul t .  There fore , the cost of GPU ' s  equi ty i s  
properly assig ned a s  the cost of  equ i ty for each o f  the 
opera t i ng s ub s id iar ies . 
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Finally , i t  should be noted that the cos t  o f  equi ty 
pl ays an impor tant  role  in the f inanc ial integ r i ty o f  any 
c ompany . Just  as GPU must earn a ret urn s u f f ic ien t  to 
pay i t s interest and pre ferred d iv idend s ,  i t  mus t a l so 
e arn on i t s  equ i ty capital a rate of  re turn , on average 
over a pe r iod of  t ime , at  least equal to its  cost of  
equ i ty capi tal . I f  i t  fa ils  so do so over an ex tended 
per iod of t ime , i t  will  be unable to obta in add i tional 
equ i ty capi tal for e i ther expand ing or ma in ta in ing i ts 
pl an t and i ts serv ice . In  the short run , s tockholder s 
may bear t he penal t ie s  o f  an inadequa te ret urn , but  in 
the long er r un , i f  the return is not adequ a te to reward 
i nves tors for the ir  perce ived r i sk , then they w i l l  no t 
continue to s upply add i tional capi ta l . 

GENERAL METHODOLOGY : USING THE DISCOUNTED CASH 
FLOW MODEL TO DETERMINE THE COST OF COMMON EQUITY 

The Di scoun ted Cash Flow ( DC F )  model i s  the most 
appropr ia te for in ferr ing from obj ec tive marke t data the 
cost of equ i ty capi tal because : ( 1 ) i t  i s  con s i s tent 
wi th the obj ec t ives and pr inc ipl es a r t icul ated in the 
HOPE ( 2 3 0  U . S .  59 1 )  and BLUEF IELD ( 2 6 2  U . S .  6 7 9 ) d ec i s ions 
of the u. s. Supreme Cour t ,  wh ich  dec i s ions form the basis  
for pre sen t reg ula tory tre a tmen t o f  the  cos t  o f  capi tal ; 
( 2 ) the model  is  founded on sound and g eneral ly accepted 
concept s of econom i c  behav ior ; and ( 3 )  i t s  appl ica t ion 
encourag e s  the analyst  to be expl ic i t  reg ard ing the data , 
compu ta t ions , and ass umpt ions used in the analys i s . 

The costs o f  debt and pre ferred stock are contrac tual 
in nature and can be observed d irec tly .  The cos t  o f  a bond 
is the yield to matur i ty o f  i ts interest  coupons and the 
amoun t d ue a t  mat ur i ty . The cos t  of pre ferred s tock i s  
the requi red d iv idend paymen t .  

However , the cost o f  common equ i ty canno t b e  observed 
s ince there i s  no con tractual obl iga t ion for the iss uers 
to pay any se t amoun t of common d iv idend s .  Instead , the 
cos t  o f  equ i ty , or the rate o f  re turn on i nve s tment 
necessary to ind uce investors to invest in tha t common 
s tock , must  be inferred from the ac t ions o f  i nve s tor s in 
the marke t .  

The total rate o f  re turn o n  an investmen t in  common 
s tock is the pre sen t val ue of all f ut ure d iv idends  pl us 
the expe c ted future  sal e s  pr ice , d iv ided by the purcha se 
pr ice . G iven an expec ted s tream of d iv idend s  d ur i ng 
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t he per i od the s tock w i l l  be h e ld a nd an e x pec ted s a l e  
pr i c e  a t  t h e  e nd o f  tha t hold i ng pe r iod , the i n v e s to r  can 
ad j u s t  the to tal r a te o f  r e t urn to equal o r  e x c e ed h i s  
requ i r ed r a te o f  r e turn s impl y b y  pa y i ng the appro pr i a te 
pr i c e  for t he s tock . Th us , i f  we know , or a s s ume , i n­
vesto r s ' e x pe c ta t io n s  r eg ard ing d iv idend s tr e am s and 
f u t u re s a l e s  pr i c e , t he i r  req u i red r a te o f  re t urn for 
a pa r t i c ul ar inv e s tme n t  can be i n f e r r ed from the pr i c e  
e s t abl i s h ed i n  t he marke t .  

The DCF mod e l  embody i ng the s e  b a s i c  c onc ept s i s  
d ev e l o ped a lg ebra i c a l l y  a s  fol l ows . ll I n  the DC F me thod 
we s e e k  to i n fe r the r a te of r e turn tha t recen t i nv e s to rs 
h av e  impl i c i t y a t tr i b u ted to a par t i c u l ar s tock or g roup 
of s tocks . Th a t  i s ,  t he marke t pr i c e  at a n y  t ime wi l l  
re f l e c t  the impl ic i t  d i scoun t r a te o f  t hose i nve s tor s 
who t r ad e  the s t o c k  a t  tha t t ime . I t  i s  t he r a te o f  
re t ur n  t h a t  c ur r en t l y  i s  s u f f ic i e n t  to i nd uc e  t hose 
peopl e to i n v e s t  in the equ i ty s toc k .  

S pec i f ic a l l y , a s  s hown i n  Equa t ion 1 ,  the c ur r ent 
marke t pr i c e , p0 , of a share is found by d i sc o u n t i ng at 
ra te , k ,  the s tr e am of d iv id e nd s , d

n
' a nd the s a l e  pr ice 

of the s h a r e  a f te r  n t ime pe r iod s , Pn • 

( Eq .  1 )  

p a dl/ ( l+k) + • • •  + d / ( l+k)n + p / ( l+k)n 
o n n 

Now , i f  we a s s ume tha t  d iv id end s w i l l  g row a t  a 
con s ta n t  r a te per per iod , g ,  e a c h  o f  t h e  d iv i d e nd s  can 
be e x pr e s s e d  a s  a prod uc t o f  t he c ur r en t d iv i d en d s , 
d0 , a s  fol l ows : 

( Eq . 2 )  

P = d { l+g) / ( l+k) + • • •  + d ( l+g)n/ ( l+k)n + p / ( l+k)n 
o o o n 

Rewr i t i ng equ a t i o n  2 :  

1/See Jac k  C l ar k  Franc i s , I nv e s tmen t s : A n a lys i s  and 
- Manageme n t , 3 rd Ed i t ion , New York : McGraw H il l  Book 

Compa n y , pp . 2 64 - 2 8 8  
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( Eq . 3 ) 
P = d ( l+g ) / ( l+k) + . . •  + d ( l+g) n/ ( l+k) n + d0( l+g)n+1/ ( l+k)n+l + 0 0 0 

<1 ( l+g) " ( l+k) � 
0 

I f  we fur ther assume an in f i n i te plann ing hor i zon , 
equa t ion 3 can be s impl i f ied to : 

( Eq . 4 )  

P0 = d 1/ ( k-g)  

Wh i ch c an be rewr i tten : 

( Eq . 5 ) 

k = ( d 1/ P
0

) + g = ( d0
( 1+g) / P0

) + g 

Equa tion 5 tel l s  us that " k" ,  the investor d iscoun t 
rate , or requ ired rate of  ret urn , or cost of  equ i ty ,  equals 
the c urren t d iv idend yield proj ec ted one per iod forward pl us 
the rate of g rowth of  d iv idends . The c urrent d iv idend yield 
is known and the g rowth rate , g ,  can reasonably be pro j ec ted 
from h i s tor ic  d iv idend data . 

Al ternatively , i f  we assume continuous compound ing , 
Equa t ion 3 may be rewr i t ten as : 

( Eq .  6 )  

k = ( d  / P  ) + g 0 0 

Equa tion 6 days tha t the c ur ren t investo r  d i sc oun t 
rate i s  g iven by the curren t d iv idend yield pl us the rate 
at wh ich  d iv id end s are expe c ted to g row . 

The f inal form of  the model says that the i nve stor ' s  
requ ired rate o f  return , o r  the investor d i scoun t rate , 
i s  equal to the curren t d iv ide nd y ield pl us t he expec ted 
future g rowth rate o f  d iv idend s .  

METHODOLOGY OF TH I S  STUDY 

Wi th reg ard to the spec i f i c task o f  e s t imat ing GPU ' s  
cost of  equ i ty capi tal for each of  t he years 1 9 80- 19 8 4 , 
the fol l owing que st ions mus t  be answered . Given tha t 
the very concept o f  cost o f  equity impl ies an empir ical 
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de te rm i na t ion f rom marke t d a ta t h a t  are inheren tly 
h i s to r i c a l  i n  n a t ure , how c an a forec a s ted cost o f  
equ i t y be e s t ima ted? 

Reg ard i ng t h i s  que st i o n , the cost of e qu i ty i s  
prope rl y  i n f e r r ed f rom marke t d a ta wh i c h  re s ul t  f rom 
the pr ic i ng dec i s ions o f  i nv e s to r s . Un fo r t un a te l y , 
marke t d a t a  c an no t  be mea s ur ed pro s pec t iv e l y . Al so , 
the cost o f  e qu i ty d e pend s no t o n l y  o n  the per c e i v ed 
r i s k  o f  i nve s tmen t in a c ompany ' s  e q u i ty b u t  a l so on 
econom ic c ond i t io n s  in general and i n te r e s t  r a te l ev e l s  
in par t ic u l ar a t  t he t ime the i nv e s tmen t i s  made . S i nce 
f u t ure c o s t s  o f  equ i ty c l e ar l y  w i l l d e pe nd on f u t ur e  
eco nom ic cond i t ions , forecas ted co s t s  o f  e q u i ty m u s t  be 
based on forec asted econom ic c o nd i t i on s .  

Var io u s  eco nom i c  i nd i ca to r s  ar e r eg u l ar l y  for eca s ted 
by f i rm s  s uc h  a s  Cha se E conometr i c s , Da ta Re sourc e s , I nc . ,  
a nd Whar ton Econome tr ic Foreca s t i ng As soc ia te s . For 
e x ampl e ,  Cha s e  Econome tr i c s  forec a s t s  t h e  Fed e r a l  f und s 
ra te , 9 1 - d ay Trea s ur y  b i l l  r a te , 4 - 6  mon t h  c omme rc i a l 
pa pe r r a te , pr ime commerc i a l  bank r a te , and the AA u t i l i ty 
bond ra te . Whar ton a nd Da ta Re so urce s e ac h  foreca s t  a 
l arg e r  n umber o f  s i m il ar ser i e s .  

The c omponent o f  the DC F mod e l  s en s i t i ve to t he 
level of i n te r e s t  r a te s  i s  d iv i de nd y i e l d . Proj ec t ions 
o f  G PU ' s  cost of equ i ty c o u l d  be made u s i ng the DC F mod el 
i f  GPO ' s  d i v id end y i e l d  ( cu r r en t l y  ze r o  bec a u s e  GPU h a s  
s us pe nd ed d iv idend s )  cou ld b e  e s t ima ted a s  a f u nc t ion 
of forec a s ted i n te r e s t  r a te s , as e x pr e s sed by one or more 
of the s e r i e s  r eg u l a r l y  foreca s ted by the f i rms men t ioned 
abov e . 

Inv e s to r s ' long te rm g rowth e x pe c ta t io n s  should be 
s e n s i t ive to temporary eco nom ic c o nd i t ions t g rowth ra tes 
are much more s tab l e  ov er t ime than a r e  d iv id end y i e l d s . 
He nce , g rowth e x pe c ta t ion s wh ich a r e  r e a son a b l e  tod a y  are 
probab ly c l ose to tho se l ike l y  to be held by i nv e stors 
d ur i ng t h e  1 9 8 0 - 8 4  forec a s t  per i od . 

As s umpt ions u s ed in foreca s t i ng 
GPU 1 s  cos t of egu i ty 

GPU ' s f u t u r e  cost o f  equ i ty wa s e st ima ted u s i ng the 
DCF mod e l  a nd the fol l ow i ng a s s umpt ions : 

a )  Fu t ure d iv id end s y i e l d s w i l l  equ a l  fo rec a s ted 
AA u t i l i ty bond y i e ld s  pl u s  a r i s k  prem i um ,  

7 0  
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b )  Fut ure d iv idend g rowth i s  equal to the 
h i s tor ical averag e d iv idend g rowt h , and , 

c )  R i s k  prem i ums w i l l  decl ine over the f ive 
ye ar fo recast pe r iod . 

Ex h i b i t  A prese n ts three g raph s ( A- 1 ,  A-2 ,  A-3 )  showi ng , 
for e ach month f rom Jan uary 1 9 7 3  t hrough Jan uary 1 9 8 0 ,  GPO 's 
d iv idend y i e l d , the av erag e  d iv id end yield of Mood y ' s 24  
e l ec tr ic u t i l i t ie s , and the averag e  of Moody ' s  AA u t i l i ty 
bond y i e ld s .  Those g raph s , and the ones i n  E x h i b i ts B ,  C ,  
D ,  and E ,  show clearly tha t d ur i ng about hal f the 7 ye ars 
( 1 9 7 3 -7 9 ) the three ser ie s  fol l owed near l y  the same pa tte r n  
and were a t  nearly the s ame l evel . Of par t i c u l a r  i n tere s t  
i s  the appa r ent d i f ference in the reac tion o f  GPO ' s  d iv idend 
y ie ld and the AA bond y ie ld to two f inanc i a l  c r i ses--one a t  
the beg inn ing and the o ther a t  the e nd o f  the 7 year s . 
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GPU ' s  d i v idend y i e lds c lose ly 
fol low AA u t i l i ty bond yie lds 

APPENDI X I I I  

The shock o f  the O i l  Prod uc ing and Expor t i ng Countr ie s 
o i l emba rgo o f  1 9 7 4 - 75 cau sed the d iv idend y i e ld of GPU 
to j ump to about 7 . 5  percen tag e po in t s  above the AA 
u t i l i ty bond y i e ld . Moody ' s  2 4  e l ec tr ic u t i l i ty aver age 
yield al so inc reased , but l e s s  d rama t i c al l y .  GPU ' s  y i e l d  
t h e n  g r ad ual l y  decl ined to approx ima tely the l evel  o f  
the AA bond y i e ld , and d ur i ng the 1 9 7 6 -7 8  per iod , GPU ' s  
d iv idend y ie l d  very closely fol lowed the AA bond y ie ld of 
the Mood y ' s 24 e l ec tr ic u t i l i ty averag e .  

Fol low i ng the TM I acc iden t i n  March 1 97 9 ,  G PU ' s  
d iv id end y i e l d  ag a in sho t up about 7 . 2 5 percen tage po in ts 
above the AA bond y i e ld , and then g r ad ual l y  d e c l i ned to 
about 2 . 8 pe rcen tage po i n ts above the AA bond y i e l d  by 
the end of 1 97 9 .  Of cour se , s i nce G PU ' s  d iv idend 
om i s s ion there ha s been no d iv id end y i e l d  to measure or 
to compare to AA bond s y ie ld s  or any other f in anc i al 
se r i e s . 

GPU ' s  f u tu re � rowth rate a s s umed to equa l  
i ts average h t s tor ical g rowth rate 

Dur i ng the 1 97 6 -7 8  pe r iod when GPU ' s  d iv id end y i e ld 
closely fol l owed the AA u t i l i t y  bond y i e ld s , i t i s  very 
l ike l y  tha t i nv estors e x pe c ted a f u t ur e  g rowth r a te o f  
about 1 to 2 pe rc en t .  Anal ys i s  o f  h i s tor i c  g rowth ra tes 
dur ing the ye ar s preceed ing 1 97 6 -7 8 shows tha t GPU had 
g rowth ra te s  of d iv id ends , e arn i ng s , and book val ue 
be tween 1 and 2 percen t ,  but w i th many neg a t ive r a te s  
( see Exh i b i ts F ,  G and H ) . Afte r  the even ts o f  1 97 9  it  
is  unl ike l y  tha t investors would now , or for the fore­
see a ble fut ure , ex pec t g rowt h r a te s  for GPU to exceed 
the 2- pe rcen t l evel . I n  fac t ,  GPU ' s  own pro j ec t ions for 
1 9 8 2 - 8 4  are for l evel ann ual d iv idend paymen t s  of about 
one dol l ar pe r share , near l y  h a l f  the pre-TM I r a te . 

Al thoug h  there clearly i s  l i t tl e  pro s pec t o f  d iv idend 
g rowth d ur ing the f i v e-ye ar forec ast per iod , i t  i s  po s s i b l e  
tha t by t h e  e nd o f  that per iod ( sa y  1 9 8 3  o r  1 9 8 4 ) i nve s tors 
once ag a in may e x pec t mod e s t  d iv idend g rowth . We a s s ume 
i nve s tors w i l l  expect , d ur i ng e ach o f  the forec a s t  ye ars , 
a f ut ure ( from tha t year o n )  d iv idend g rowth r a te o f  be­
tween 1 and 2 pe rcent . Th i s  a s s umed averag e  g rowth r a te 
o f  1 . 5  pe rcent for GPU compares wi th an e l ec tr ic ut i l i ty 
i nd us try av erage annual h i s tor i c  g rowth ra te i n  t he 3 - to 
4-per c e n t  r ange . 
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E xh i b i t  F 

GPU D iv idend s 1 E arn i nls' and Book Values 
( 1962- 9 8 )  

Decl ared 
Ye ar D iv idend s  E arn i ngs Book Value 

1962 1 . 15 1 . 7 1  1 4 . 96 
1963 1 . 2 2  1 . 75 15 . 57 
1964 1 . 3 1 . 8 5  18 . 33 
19 6 5  1 . 3 7  1 . 95 16 . 7 1  
1966 1 . 4 3  2 . 04 17 . 78 
196 7  1 . 52 2 . 09 18 . 3 4 
1968 1 . 5 7  2 . 11 19 . 2 1  
196 9  1 . 6  2 .  19 . 56 
19 70 1 . 6  1 . 8 3  19 . 5  
197 1  1 . 6  2 . 08 19 . 8 1 
19 7 2  1 . 6  2 . 2 1  2 0 . 3 1  
197 3  1 . 6  2 . 2 5  2 0 . 5 1  
19 7 4  1 . 6 8 2 . 2 5  19 . 37 
19 7 5  1 . 68 2 18 . 6  
19 76 1 . 6 8  2 . 2 18 . 8 1 
197 7  1 . 7 2 . 5  19 . 04 
197 8 1 . 7 7  2 . 3  19 . 19 

Source : Va l ue Line Investmen t Survey. 
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E XH I B IT H 

H ISTOR I C  GROWTH RATES 

GRCMTH RATES ( \ )  THROUGH 1 9 7 8 :  

D I VI DEN DS EARN INGS BOOK VALUE 

From : 
1 9 7 7  4 . 04 -8 . 3 3  0 . 78 
1 9 7 6  2 . 6 1  2 . 2 2  1 .  00 
1 9 7 5  1 .  6 8  5 . 4 7 1 . 0 6 
1 9 7 4  1 . 1 6 2 . 6 7  0 . 0 5  
19 7 3  1 .  54 1.  4 9  - 1 . 0 6 
1 9 7 2  1 .  5 1  1 . 1 0 - 1 . 2 4 
19 7 1  1 .  3 8  1 .  3 5  - 1 . 00 
1 9 7 0  1 .  2 2  2 . 2 3  - o .  n 

1 9 6 9  1 . 07 2 . 0 7  -0 . 5 6 

1 96 8  1 .  0 3  1 . 6 5 - 0 . 3 6  
196 7  1 . 0 9 l .  3 8  -0 . 0 5 

1 96 6  1 .  29 1 .  2 5  0 . 24 
196 5  1 .  5 1  1 .  2 6  0 . 5 9 
1 9 64 1 .  7 4  1 .  3 7  0 . 57 
1 9 6 3  1 . 99 1 .  5 3  0 . 9 1 
1 9 6 2  2 . 2 5  1 .  �6 1 .  2 0  

GRCMTH RATES ( & ) THROUGH 1 9 7 7 : 

DI VI DEN DS EARN I N G S  BOOK VALUE 

F r om :  
1 9 7 6  1 . 1 8 1 2 . 7 8 1 .  2 2  
1 9 7 5  0 . 5 9 1 1 . 1 5 1 . 1 7 

19 7 4  0 . 3 6  4 . 1 1 - 0 . 4 0 
1 9 7 3  1 .  2 1  1 . 8 8 - 1 . 7 8 

1 9 7 2  1 .  2 8  1 .  2 3  - 1 . 77 

1 9 7 1  1 . 1 7 1 .  5 2  - 1 . 3 2  

1 9 7 0  1 . 0 8 2 . 5 8 - o . 8 9  

1 9 6 9  0 . 8 9  2 .  3 1  - 0 . 65 

19 6 8  0 . 8 8 1 .  7 5  -o . 3 9  

1 9 6 7  0 . 9 8 1 .  4 1  - 0 . 0 2  
19 6 6  1 .  2 3  1 .  2 6  -o . 3 1  
1 9 6 5  1 . 4 9 1 .  2 7  o .  70 
19 6 4  1 .  7 5  1 . 3 9 0 . 6 7 
1 9 6 3  2 . 0 4 1 .  5 7  1 . 04 

19 6 2  2 . 3 2 1 .  7 1  1 .  3 5  

GROWTH RATES ( \ ) THROUGH 1 9 7 6 : 

D I V I DE N DS EARN INGS BOOK VALUE 

From : 
1 9 7 5  o . o o 9 . 5 3  1 . 1 2 
1 9 7 4  o . o o - 1 . 1 2 - 1 . 4 6  
19 7 3  1 . 4 6 - 1 . 8 5 - 3 . 0 0  
1 9 7 2  1 . 4 6 - 1 . 2 6 - 2 . 5 1  
197 1 1 .  2 5  -o . o s  - 1 . 6 5 
1 9 70 1 . 0 5 1 .  7 6  - 1 . 00 
196 9 0 . 87 1 . 6 2 -0 . 6 8 
1 9 6 8  0 . 86 1 . 1 0 - 0 . 3 6  
196 7  0 . 98 0 . 8 2 0 . 08 
1 96 6  1 .  2 8  0 . 74 0 . 4 5 
196 5  1 .  5 7  0 . 8 4 0 . 89 
1 9 6 4  1 .  8 7  1 . 0 5  o .  82 

1 9 6 3  2 . 1 8 1 .  3 1  1 .  2 2  
1 9 6 2  2 . 4 8  1 .  5 0  1 .  5 5  
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APPENDIX III 

Risk premium is expected to 
decline over the forecast period 

APPENDIX III 

As previously de scribed , investor response to two 
previo us financial shocks--the oil embarg o and TMI--was 
to require a premi um for GPU ' s  dividend yield relative to 
the AA utility bond yield . GPU's d ividend yield premium 
had already declined from its post-TMI hig h  of 7 . 4 8 per­
centag e po ints to less than 3 percentag e po ints at the 
time GPO suspended its dividend . The d ividend s uspension 
undoubted ly c onstitute s an additional sho c k  which likely 
will serve to increase the yield premi um investors require 
once the dividend is reinstated . However, j udg ing from 
past behavior , we can expect the dividend yield to fall 
gradually bac k toward the AA utility bond yield level 
as GPO solves its TMI problems and moves towa rd a more 
normal operating cond ition . 

Tb reflect this antic ipated investo r  behavior , GPO's 
forecasted yield will be estimated by adding a grad ually 
declining premium to the forecasted yields of AA utility 
bonds. A yield premium of 4 percentage points is assumed 
for 19 8 0, 2 percentage points for 19 8 1, 1 for 19 8 2, and 
0 . 4 for both 19 8 3  and 19 84 . The latter premium is the 
averag e difference between GPO's yield and the AA yield 
during the 19 76-7 8  period . The assumed premium of 
4 percentage points in 19 8 0  is somewhat h ig her than the 
average premi um during the 1979 post-TM I period. 

Calculation of the cost of equity 

The AA utility bond yields fo rcasted by Chase 
Econometrics and Data Resources, Inc . a re sh own in 
Ex hibit I .  Also shown are a low estimate for expected 
growth of 1 percent and a hig h estimate of 2 percent . 
For each year , c ombining the low AA bond yield forecast 
with the yield premium and the low estimate of g rowth 
prod uces the l ow forecast of GPU's cost of equity . 
A high estimate is analog ously calculated . To avoid 

· conveying the impression that the forcasts are highly 
precise , the forecasted costs of equity have been round ed 
to the neare st whole percentage point. 
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Yea r  

1 9 8 0  
19 8 1  
1 9 8 2  
19 8 3  
1 9 84 

Yea r  

1 9 80 
19 8 1  
1 9 8 2  
19 8 3  
1 9 8 4 

E xh i b i t  I 

Forecas ted Y ields , G rowth Rates , 
and Cos t of Equ l ty ( COE ) 
General Publ i c  U t i l i t ie s  

Y ield Low H igh Chase 
P rem i um G rowth G rowth es t . 

4 . 0 1 . 0  2 . 0 1 3 . 3 8  
2 . 0 II " 1 2 . 6 5  
1 . 0  II If 1 2 . 1 2  
0 . 4 If II 1 1 . 6 0 
0 . 4 " II 1 0 . 2 8  

!_I 

Low H ig h  Me an Round ed 
COE COE COE COE 
es t .  e s t . e s t .  es t .  

1 8 . 2 8  1 9 . 3 8  1 8 . 8 3  1 9 . 0 0 
15 . 32 1 6 . 6 5  15 . 98 1 6 . 0 0  
1 4 . 12 1 5 . 4 9  1 4 . 8 1  1 5 . 0 0  
1 3 . 00 1 4 . 9 4  1 3 . 97 1 4 . 0 0  
1 1 . 6 8 1 4 . 5 6  1 3 . 1 2  1 3 . 00 

Source : a/Ch a se Econome tr ic s ,  u . s .  Mac roeconom ics -
Foreca s t s  a nd Anal ysis , F i rst Quar ter 1 9 8 0 .  

�Da ta Re source , Inc . , Spr ing 19 8 0 . 
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We have no t a t tached any meas ure o f  con f idence to 
the forec asts ; we note only that  a l l  forec sts h ave some 
uncer ta inty assoc ia ted with  them ,  and that  i n  recent 
ye ars econom ic forecast ing ha s not had a part icul arly 
good record . However , even thoug h  a par t icular forecast 
may not-- ind eed , doubtless wi l l  not-- be ent i rely accurate , 
the task a t  hand nevertheless requ ire s tha t a forecast 
b e  used . Just  as  assumpt ions used in model s may not be 
ent irely accura te or real i st ic , the be s t  assumpt ions 
mus t be used i f  the best d ec i s ion is to be mad e �  so , 
to� , the be st forecasts  are be t ter used than none a t  all .  

I t  should be noted tha t the Cha se and Data Resources 
forecasts  are in fa i rly  close agreement thro ug h  1 9 8 2 ,  a f ter 
wh ic h  they  d iverge for 1 9 8 3  and 19 8 4 . Such a s i tuat ion is 
not s urpr i s ing s i nce the longer the foreca s t i ng hori zon , 
the more the uncer ta inty and the g reater the e f fec ts of 
d i f fer i ng assumpt ions . 

The net  resul t o f  the analys i s  i s  tha t  our best 
estima te s of f uture costs of  equ i ty for GPU are : 

Year 

1 9 8 0  

1 9 8 1  

19 8 2  

1 9 8 3  

19 8 4  

( 3 0 9 3 3 2 )  

... U . l. COVUNMJ:NT Pll!NTINC OFFICE• 1980 • 620-386/205 

,, , . .. , 

Est imated GPU 
cos t of common egu i t:z:: 

1 9 %  

1 6  

1 5  

14 

1 3  
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