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Report of iIndependent Public Accountants

To the Share Owners of
The Cleveland Electric llluminating Company:

We have audited the accompanying consolidated bai-
ance sheet and consolidated statement of preferred
stock of The Cleveland Electric [lluminating Com-
pany {a wholly owned subsidiary of Centerior Energy
Corporation) and subsidiaries as of December 31,
1992 and 1991, and the related consolidated state-
ments of income, retained earnings and cash flows for
each of the three years in the period ended December
31, 1992, These financial statements are the responsi-
bility of the Company's management. Qur responsi-
bilitv is to express an opinion on these financial

st - .nents based on our audits.

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

In our opinion, the financial statements referred to
above present fairly, in all material respects, the finan-
cial position of The Cleveland Electric llluminating
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Company and subsidiaries as of December 31, 1992
and 1991, and the results of their operations and their
cash flows for each of the three years in the period
ended December 31, 1992, in conformity with gener-
ally accepted accounting principles.

As discussed further in the Summary of Significant
Accounting Policies, 2 change was made in the
method of accounting for nuclear plant depreciation
in 1991, retroactive to January 1, 1991,

As discussed further in Note 3(c}, the future of Perry
Unit 2 is undecided. Construction has been sus-
pended since July 1985 Various options are being
considered, including resuming construction, con-
verting the unit to a nonnuclear design, sale of all or
part of the Company's ownership share, or canceling
the unit. Management can give no assurance when,
if ever, Perry Unit 2 will go in service or whether the
Company's investment in that unit and a retum
thereon will ultimately be recovered.

L llhlosrr Clondloratrs o

Cleveland, Ohio
February 12, 1993



Summar

GENERA 4

The Cleveland Electric llluminating Company {Com-
pany) . an ehectric utility and a whollv owned
subsidiary ol Centenor Energy Corporation (Center-
ior Energy). The Company follows the Uniform
System of Accounts prescribed by the Federal Energy
Regulatm Commission (FERC) and adopted by
The Public Utilices Commission of Ohio (PUCO). As
a rate-regulated utility, the Company 1is subject to
Statement of Financial Accounting Standards (SFAS)
71 which govarns accounting for the effects of certain
types of rate regulation. The financial statements
include the accounts of the Company’s wholly owned
subsidiaries, which in the aggregate are not material.

The Company 1s a member of the Central Area Power
Coordination Group (CAPCO). Other members in-
ciude The Toledo Edison Company {Teledo Edison),
Duquesne Light Company {(Duguesne), Ohio
Edison Company (Ohio Edison) and Ohie Edison's
wholly owned subsidiary, Pennsylvania Power Com-
pany (Pennsylvania Power). The members have
constructed and operate generation and transmission
facilities for their use. Toledo Edison is also a wholly
owned subsidiary of Centerior Energy.

RELATED PARTY TRANSACTIONS

Operating revenues, operating expenses and interest
charges include those amounts for transactions with
affiliated companies in the ordinary course of busi-
ness operations

The Company’s transactions with Toledo Edison are
primarily for irm power, interchange power, trans-
mission line rentals and jointly owned power plant
operations and construction. Se¢ Notes 1 and 2.

Centerior Service Company (Service Company ), the
third wholly owned subsidiary of Centerior Energy,
provides management, financial, administrative, engi-
neering, ‘egal and other services at cost to the Com-
pany and other affibated companies. The Service
Company billed the Company $150 million, $138
mitlion and $106 million mn 1992, 1991 and 1990,
respectively, for such services

REVENUES

Customers are billed on a monthly cycle basis for their
energy consumption based on rate schedules or con-
tracts authorized by the PUCO., An accrual is made
at the end of each month to record the estimated
amount of unbilled revenues for kilowatt-hours sold
in the current month but not billed by the end of that
month.

A fuel facte: is added to the base rates for electric
service. This factor is designed to recover from cus-
tomers the costs of fuel and most purchased power. It
is reviewed and adjusted sesuannually in a PUCO
proceeding

FUEL EXPENSE

The cost of fossil fuel is charged to fuel expense based
on inventory usage. The cost of nuclear fuel, inclod-
ing an interest component, is charged to fuel expens
based on the rate of consumption. Estimated future

of Significant Accounting Policies

nuclear fuel disposal costs are being recovered
through the base rates.

The Company defers the differences between actaal
fuel costs and estimated fuel costs currently being
recovered from customers through the fuel factor. This
matches fuel expenses with fuel-related revenues.

DEFERRED CARRYING CHARGES
AND OPERATING EXPENSES

As discussed in Note 6, the January 1989 PUCO rate
order for the Company included an approved rate
phase-in plan for its investments in Perry Nuclear
Power Plant Unit 1 (Perry Unit 1) and Beaver Valley
Power Station Unit 2 (Beaver Valley Unit 2). The
plan called for the Company to begin deferring in
January 1989 operating expenses and both interest
and equity carrying charges on deferred rate-based
investment. These deferrals, called phase-in deferrals,
will be amortized and recovered by Decemnber 31,
1998, Previously, the PUCO authorized the Company
to defer operating expenses and carrying charges for
Perry Unit 1 and Beaver Valley Unit 2 from their
respective in-service dates in 1987 through December
1988. The amortization and recovery of these defer-
rals, called pre-phase-in deferrals, also began in Janu-
ary 1989 and will continue over the lives of the
related property.

Beginning in January 1992, the Company deferred
charges for depreciation, property taxes and interest
carrying charges related to plant placed in service after
February 29, 1988 and not yet included in rate base.
The PUCQC authorized these deferrals in October 1992
under a Rate Stabilization Program. Similar deferrals
may be recorded through December 31, 1995. Amorti-
zation and recovery of these deferrals will occur over
the average life of the assets and will commence
with future rate recognition. See Notes 6 and 13.

DEPRECIATION AND AMORTIZATION

The cost of property, plant and equipment is depreci-
ated over their estimated useful lives on a straight-
line basis. The annual straight-line depreciation pro-
vision for nonnuciear property expressed as a per-
cent of average depreciable utility plant in service was
3.4% in both 1992 and 1991 and 3.3% in 1990. Effec-
tive January 1, 1991, the Company, after obtaining
PUCO approval, changed its method of accounting
for nuclear plant depreciation from the units-of-pro-
duction method to the straight-line method at about
2 3% rate, This change decreased 1991

expense $22 million and increased 1991 net income
$17 million (net of $5 million of income taxes) from
what they otherwise would have been. The PUCO
subsequently approved in 1991 a change to lower
the 3% rate to 2.5% retroactive to January 1, 1991. See
Note 13,

The Company uies external funding of future decom-
missioning costs for its operating nuclear units pursu-
ant to a PUCQO order. Cash contributions are made to
the trust funds on a straight-line basis over the re-
maining licensing period for each unit, The current
level of expense being funded and recovered from
customers over the remaining licensing periods of the
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units is approximately $4 mallion annually. Amounts
currently in rates are based on past estimates of
decommissioning costs of $63 million in 1986 doliars
for the Davis-Besse Nuclear Power Station (Davis-
Besse) and $44 million and $35 million in 1987 dollars
for Perry Unit 1 and Beaver Valley Unit 2, respec-
tively. Actual decommissioning costs are expected to
significantly exceed these estimates. We expect to
complete our assessment of these estimates in 1993 to
update the decommissioning cost amounts and to
continue to satisfy the external funding requirements.
It s expected that increases in the cost estimates will
be recoverable in future rates. In the Balance Sheet at
December 31, 1992, Accumulated Depreciation and
Amortization included $32 million for the cumulative
total of decommissioning costs previously expensed
and the earnings on the external funding. This amount
exceeds the Balance Sheet amount of the external
Nuclear Plant Decommissioning Trusts because the
reserve began prior to the external trust funding,

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are stated at oniginal
cost iess any amounts ordered by the PUCO to be
written off. Construction costs include related pavroll
taxes, pensions, fringe benefits, management and
general overheads and allowance for funds used dur-
ing construction (AFUDC ). AFUDC represents the
estimated composite debt and eguity cost of funds
used to finance construction. This noncash allowance
is credited to income, except for certain AFUDC for
Perry Nuclear Power Plant Unit 2 {Perry Unit 2). See
Note 3{c). The AFUDC rate was 10.56% in 1992,
10.47% in 1991 and 10.48% in 1990

Maintenance and repairs are charged to expense as
incurred. The cost ora placing plant and equipment is
charged to the utility plant accounts. The cost of
property retired plus removal costs, after deducting
any salvage value, is charged to the accumulated

provision for depreciation,

DEFERRED GAIN FROM
SALE OF UTILITY PLANT

The sale and leaseback transaction discussed in Note 2
resuited in a net gain for the sale of the Bruce
Mansfield Generating Plant (Mansfield Plant). The
net gain was deferred and 1s being amortized over the
term of leases. The amortization and the lease ex-
pense amounts are recorded as other operation and
maintenance expenses. See Note 6.

INTEREST CHARGES

Debt Interest reported in the Income Statement does
not include interest on obligations for nuclear fuel

under construction. That interest 1s capitalized. See
Note 5.

Losses and gains realized upon the reacquisition or
redemption of Jong-term debt are deferred, consistent
with the regulatory rate treatment. Such losses and
gains are either amortized over the remainder of the
original life of the debt issue retired or amortized
over the life of the new debt issue when the proceeds
of a new issue are used for the debt redemption. The
amortizations are included in debt interest expense.

FEDERAL INCOME TAXES

The Financial Accounting Standnrds Board (FASB)
issued a new standard for accoun for income taxes
(SFAS 109) in February 1992. We pted the new
standard in 1992. The new standard amends certain
provisions of SFAS 96 previously adopted i 1988,
Adoption of the new standard in 1992 did not materi-
ally affect our results of operations, but did affect
certain Balance Sheet accounts. See Note 7.

The financial statements reflect the lability method of
accounting for income taxes. This method requires
that deferred taxes be recorded for all temporary
differences between the book and tax bases of assets
and habilities. The majority of these temporary dif-
ferences are attributable to -related basis dif-
ferences. Included in these basis differences is the
equity component of AFUDC, which will increase
future tax expense when it is recovered through rates.
Since this component is not recognized for tax pur-
poses, we must record 3 liability for our tax obliga-
tion. The PUCO permits recovery of such taxes from
customers when thev become pavable. Therefore,
the net amount due customers through rates has
been recorded as a regulatory asset in deferred
charges and will be recovered over the lives of the
related assets,

Investment tax credits are deferred and amortized
over the estimated lives of the applicable property
as a reduction of tion expense. See Note 6
for a discussion of amortization of certain
unrestricted excess deferred taxes and unrestricted
investment tax credits available after 1998 under the
Rate Stabilization Program.

RECLASSIFICATIONS

Certain reclassifications were made to prior years
financial statements to make them comparable with
the 1992 financial statements. A reserve for Perry Unit
2 AFUDC, which was previously reported under
Deferred Credits in the Balance Sheet, was reclassi-
fied as an offset against the Perry Unit 2 asset balance.
See Note 3(c).



Management's Financial Analysis

RESULTS OF OPERATIONS
Overview

In recent years, our efforts to add our substantial
nuclear investment to rate base while maintaining a
competitive rate structure have resulted in a senes
of agreements with the major intervenors in our
rate cases. One agreement was approved by the
PUCO in January 1989 and is described more fully
in Note 6. It established our rate phase-in plan to
recognize in rates our allowed investment in
Perry Unit 1 and Beaver Valley Unit 2. The phase-
in plan increased revenues and cash flows but was
designed to have a relatively neutral impact on
earmnings. Gains in revenues were to be iritially
offset by a reduction in the deferral of operating
expenses and carrying charges and subsequently
offset by the amortization of such deferrals. A key
assumption underlying the phase-in plan was that
revenues would increase as a result of projected
sales growth. When sales decreased primarily be-
cause of a sluggish economy, earnings were ad-
versely affected.

A number of other factors also exerted a negative
influence on earnings. These factors included the
recording of nuclear plant depreciation at levels in
excess of that reflected in rates, the recording of
depreciation and interest charges on facilities
placed in service after February 1988 as current
expenses even though such items were not being
recovered in rates and the effect of inflation on
expenses. Also, the need to meet competitive
forces, coupied with a desire to encourage eco-
nomic growth in our service area, prompted us to
reduce rates for certain industrial and commercial
customers,

We determined that the best solution to address
these factors was to delay rate increases and imple-
ment cost-reduction and revenue-enhancement
strategies. Furthermore, we sought PUCO ap-
proval of regulatory accounting measures designed
to recognize the effects of a delay in rate recovery
of certain costs and provide a better match of
current revenues and operating expenses, In 1991,
we obtained PUCO approval to change the method
and rate of accruing nuclear plant depreciation. In
October 1992, the PUCO approved a Rate Stabili-
zation Program, which was supported by certain
customer representative groups, as discussed in
Note €. Under the terms of the Rate Stabilization
Program, we agreed to freeze base rates until 1996
and to limit rate increases through 1998. In ex-
change, we are permitted to defer and subse-
guently recover certain costs not currently
recovered in rates and to accelerate amortization of
certain benefits. However, our ability to utilize
these regulatory accounting measures is dependent
upon our taking significant actions to reduce costs
and increase revenues, It is also dependent upon an

orgoing determination that recovery of the de-
ferred costs in rates is probabie.

We face further challenges in the years to come. In
1994, expense deferrals provided in the 1989 agree-
ment will cease. The amortization of the deferrals
taken from 1989 through 1993 will also begin and
continue through 1998. The amortization schedule
provides for $23 million in 1994, increasing to $217
million in 1998 An additional $50 million of
expense deferrals for 1990 and 1991, related to
certain provisions of the phase-in plan, will be
amortized and recovered by December 31, 1998. In
addition, we are still confronted with competitive
threats from municipal electric systems within our
service territory and from cities contemplating
creation of their own electric systems. Although the
rate of inflation has eased in recent years, we are
still affected by even modest inflahen which causes
increases in the unit cost of labor, materials and
services.

To combat the forces described above, we have
embarked on the following course. Reductions in
other operation and maintenance expenses and
capital expenditures were implemented in 1991 and
1992 and will be vigorously pursued in 1993 and
bevond. We will further reduce staffing levels and
look to improve efficiency of operations wherever
possible. We are aggressively attempting to in-
crease revenues by seeking additional long-term
power sales agreements with wholesale customers
and by explonng various corporate asset transac-
tions. The Energy Policy Act of 1992 (Energy
Act), which requires utilities to transmit electricity
from wholesale suppliers to wholesale customers,
will provide new opportunities for us to make
wholesale power transactions. To counter munici-
pai electric system initiatives, we have continued
programs that demonstrate the value inherent in
our service, beyond what one might expect from a
municipal system. Such programs include provid-
ing services to communities to help them retain
and attract businesses, providing consulting ser-
vices to customers 10 improve their energy effi-
ciency and developing demand-side management
programs.

Increases in sales are expected to be modest with
annual sales growth projected at about 1-2% for the
next several vears, depending upon the economic
climate in our service area. Recognizing the fact
that costs can be reduced only so far and the
limitations imposed by our sales forecasts and com-
petition in the wholesale power market, rate in-
creases will be necessary eventually to recognize
the cost of our new capital investment, including
that being deferred under the Rate Stabilization
Program, and inflation.

We believe that our Rate Stabilization Program and
our strategies to reduce costs and increase reve-
nues give us the opportunity to improve our com-
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petitive position and our eamings. Nevertheless,
we operate in a changing industry and market. We
must monitor the impact of these changes on our
strategy and the continued appropriateness of the
regulatory accounting provided by our various
agreements.

1992 vs. 1991

Factors contributing to the 4.5% decrease in 1992
operating revenues are as follows:

Millions

Decrease tn Operating Revenues of Dollars
Sales Volume and Mix .. .. : 556
Base Rates and Miscellaneous . . . 23
Fuel Cost Recovery Revenues . . ... . 1o
s&3

The revenue decreases resulted primarily from the
different weather conditions in both vears and the
changes in the composition of the sales mix
among customer categories. Weather accounted for
approximately $55 million of the lower 1992 reve-
nues. Winter and spring in 1992 were milder than
in 1991, In addition, the 1992 summer was the
coolest in 56 vears in Northeastern Ohio as con-
trasted with the summer of 1991 which was much
hotter than normal. As a result, total kilowatt-
hour sales decreased 3.5% in 1992. Residential and
commercial sales decreased 4.4% and 0.5%, respec
tively, as moderate temperatures in 1992 reduced
electric heating and cooling demands. Industrial
sales declined 0.4% 25 an B.1% decrease in sales to
the broad-based, smaller industrial customer
group completely offset an 8.8% increase in sales
to the larger industrial customer group. Sales to
steel producers and auto manufacturers within the
large industrial customer group rose 10.9% and 7%,
respectively, Other sales decreased 16.1% because
of decreased sales to wholesale customers and
public authorities. The decrease in 1992 fuel cost
recovery revenues resulted primarily because of the
good performance of our generating umnits, which
in turn decreased our fuel cost factors. The
weighted averages of these factors decreased ap-
proximately 3%.

Operating expenses decreased 3.6% in 1992, Lower
fuel and purchased power expense resulted from
lower generation requirements stemming from less
electric sales and less amortization of previously
deferred fuel costs than the amount amortized in
1991 Federal income taxes decreased because of
the Rate Stabilization Program’s amortization of
certain tax benefits and the effects of adopting
SFAS 109 in 1992. These decreases were partially
offset by higher depreciation and amortization,
caused primarily by the adoption of SFAS 109, and
by higher taxes, other than federal income taxes,
caused by increased Ohio property and gross re-
ceipts taxes. Deferred operating expenses increased
as a result of the deferrals under the Rate Stabili-
zation Program as mentioned in Note 6.

The federal income tax provision for nonoperating
income decreased because of lower carrving

charge credits and a greater tax allocation of inter-
est charges to nonoperating activities. Credits for
carrying charges recorded in nonoperating income
decreased primarily because of lower phase-in car-
rving charge credits. Interest charges decreased as
a result of debt refinancings at lower interest rates
and lower short-term borrowing requirements.

1991 vs. 1990

Factors contributing to the 8% increase in 1991
operating revenues are as follows:

Millions

Increase in Operating Revenues of Dallars
Base Rates and Miscellaneous ... .. $ 74
Wholesale Sales ... . LI LN 40
Sales Volume and Mix ... .. L. 21
$135

The increases in base rates and miscellaneous
revenues resulted primarily from rate increases in
the January 1989 PUCO rate order for the Com-
pany as discussed in Note 6. Total kilowatt-hour
sales increased 4.3% in 1991. Residential and com-
mercial sales increased 4.8% and 4.9%, respec-
tively, as a result of higher usage of cooling
equipment in response 10 the unusually warm late
spring and summer 1991 temperatures. The com-
mercial sales increase was also influenced by some
improvement in the economy for the commercial
sector. Industrial sales declined 6.3% largely be-
cause of the recession-driven slump in the steel,
auto and chemical industries. Other sales increased
45.3% because of increased sales to wholesale cus-
tomers and public authorities.

Operating expenses increased 4.9% in 1991, The
increase was mitigated by a reduction of $44
million in other operation and maintenance
expenses, resulting primarily from cost-cutting
measures, Offsetting this decrease were an increase
in fuel and purchased power expense resulting
primarily from increased purchased power costs
and increased amortization of previously deferred
fuel costs over the amount amortized in 1990; an
increase in federal income taxes because of higher
pretax operating income; an increase in taxes,
other than federal income taxes, resulting from
higher property and gross receipt taxes and accru-
als for Pennsylvania tax increases enacted in
August 1991; and Jlower ting expense deferrals
for Perry Unit 1 and Beaver Valley Unit 2 pursuant
to the January 1989 rate order.

Credits for carrying charges recorded in
nonoperating income decreased in 1921 because a
greater share of our investments in Perry Unit 1
and Beaver Valley Unit 2 were recovered in rates,
The federal income tax provision for nonoperating
income increased mainly because the 1990 provi-
sion was reduced $19 million for unamortized in-
vestment tax credits on the 1988 write-off of nuclear
plant investments.



THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

income Statement

For the vears ended December 31,

1992 1991 1990
{millions of dollars)
Operating Revenues $1,743 §1.826 $1.691
Operating Expenses
Fuel and purchased power (1) 434 455 412
Other operation and maintenance . 465 __470 514
Total operation and maintenance . . .. . : 899 925 926
Depreciation and amortization . A : 179 171 170
Taxes, other than federal income taxes . BTN 226 216 197
Deferred operating expenses, net - ; : (35) (7) (24)
Federal income taxes . = =k kb B9 106 75
1,358 1,411 1,344
Operating Income . . . . [N 385 415 347
Nonoperating Income
Allowance for equity funds used during construction . 1 B 5
Other income and deductions, net ; 8 6 1
Deferred carrying charges . 59 BR 162
Federal income taxes — credit {expense) : {3) {24) (20)
63 78 148
Income Before Interest Charges e : 448 493 495
Interest Charges
Debt interest ‘ ! : 243 251 255
Allowance for borrowed funds used during construction — (4) (3)
243 247 252
Net Income . ; ; 205 246 243
Preferred Dividend Requirements . . 41 36 37
Earnings Available for Common Stock : $ 164 $ 210 $ 206

¥

(1} Insludes purchased power expense of $130 million, $128 million and $112 million in 1992, 1991 and 1990,
respectively, for all purchases from Toledo Edison.

Retained Eamings

For the vears ended December 31,

1992 1991 1990
{millions of dollars)
Balance at Beginning of Year % ‘578 $ 564 $ 507
Additions
Net income . . . . s 205 246 243
Deductions
Dividends declared
Common stock . .. e : —_— & A : (195) (194) (149)
Preferred stock . .. . ; - e e o {41) (36) (36)
Other, primarily preferred stock redemption expenses . .. A (2) (2) (1)
Net Increase {(Decrease) ... .......... .. B s (33) 14 57
Balance at End of Year . . . TS R . . 8 545 $ 578 $ 564

The accompanying notes and summary of significant accounting policies are an integral part of these statements.



Management's Finagicial Analysis

CAPITAL RESOURCES AND LIQUIDITY

We need cash for normal corporate operations, the
mandatory retirement of secunties and an ongoing
program of constructing new facilities and modi-
fving existing facilities. The construction program
is needed to meet anticipated demand for electric
service, comply with governmental regulations
and protect the environment. Over the three-year
period of 1990-1992, these construction and
mandatory retirement needs totaled approximately
$760 million. In addition, we exercised various
options to redeem and purchase approximately
$500 million of our securities.

We raised $1.2 billion through security issues and
term bank loans dunng the 1990-1992 period as
shown in the Cash Flows statement. During the
three-year period, the Company also utilized its
short-term borrowing arrangements (explained in
Note 11) to help meet its cash needs. The Com-
pany had $21 million of short-term borrowings
outstanding at December 31, 1992, including $11
million of notes payable to affiliates.

Estimated cash requirements for 1993-1995 for the
Company are $658 million for its construction
program and $627 million for the mandatory re-
demption of debt and preferred stock. The Com-
pany expects to finance externally about 85% of its
tota! 1993 cash requirements of approximately
$530 million. About 50-60% of the Company's 1994
and 1995 requirements are expected to be financed
externally. If economical, additional securities may
be redeemed under optional redemption provi-
sions. See Note 10(d) for information concerning
limitations on the issuance of debt.

Our capital requirements after 1995 will depend on
our implementation strategy to achieve compli-

ance with the Clean Air Act Amendments of 1990
(Clean Air Act). Expenditures for our optimal
plan are estimated to be approximately $172 mil-
hon over the 1993-2002 period. See Note 3(b).

The Company is aware of its potential involvement
in the cleanup of seven hazardous waste sites.
However, we believe that the ultimate outcome of
these matters will not have a material adverse
effect on our liguidity. See Note 3(d).

We expect to be able to raise cash as needed. The
availability and cost of capital to meet our external
financing needs, however, depends upon such
factors as financial market conditions and our credit
ratings. Apparently, the market perceives the
Company as having a greater risk than its credit
ratings would indicate. Therefore, in 1992, the
Company had to offer interest and dividend rates
on certain of its new debt and preferred stock
securities which were significantly higher than
those that would be expected for securities having
the credit ratings of the Company. Current securi-
ties ratings for the Company are as follows:

Standard Moody's
& Poor's Investors
Corporation _Service_

First mortgage bonds ... . .. BBB— Baa3
Unsecured notes BB+ Bal
Preferred stock ! BB+ bal

The ratings of Moody's Investors Service, Inc. set
forth above reflect a downgrade in February 1993,

A write-off of the Company’s investmert in Perry
Unit 2, as discussed in Mote 3(c), would not
reduce retained earnings sufficiently to impair its
ability to declare dividends and would not affect
cash flow
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

For the years ended

December 31,
1992 1991 1990
{millions of dollars)
Cash Flows from Operating Activities (1)
Netlncome . ., . ... .oiriiinieininnnn, ciehasaasies B 205 $ 246 $ 243
Adjustments to Reconcile Net Income to Cash from Operatmg Amwues
Depreciation and amortization . .. ... ... .. B S el R 179 171 170
Detferred federal income taxes .. ... ... . ... ... 66 51 111
EDVERITTENL RER THEIRE, W w05 S s 5 48/ 5 e i 20en 8 3 o g S i SR AW AT Ao (8) 13 (17)
Deferred and unbilled revenues . ... ... ... i (7) (25) (38)
Detaved fiael ... ..ol Se o Pebs wilsh 7uie o ATy B TR G g PO 6 13 (11)
Deferred carrving charges . .. .. ... .. .. .uiiiiiii i . (59) (B8) (162)
Leased nuclear fuel amortization .. .. ........ ... ... ..o 70 69 47
Deferred operating expenses, net. . 2 B o S ek et = (35) (7) (24)
Allowance for equity funds used durmg CONSEUCHON . .. .. oo (1) (8) (5)
Pension settlement gain . . et W) P — - (35)
Changes in amounts due from customers and others, met . ................... 6 12 i17)
Changes in inventories . . i e BTl s s 4 2 B B B2 T el T (2) (15) {22)
Lhangesmacmuntqpa\able Siard A0S S P e LA 7 (24) 32
Changes in working capital aﬁemng opmanom e 3 4% p whera EAN TS Ealah e (4) 37 (5)
DT ancRsl SAang L T e R el e ko b ol vrslen BT S {11) {13) {10)
Total Adjustments . ... .. By e et o s T e O LT 207 186 14
Net Cash from Operating Acnvmes 1 PLE. PN PRI TS iy L, ¢ 412 432 257
Cash Flows from Financing Activities (2)
Bank loans, commercial paper and other short-termdebt ... ... ... ., .. ... .. 10 (87) 87
Notes payable to affiliates . . . ................. .... . Ty T (13) 7 (157)
Debt issues:
FESt O DONES olLloi R T sl s e bt A S B p 324 - 100
Secured MedTOM-RETI DOTES .. . | .5« o slh g aiy oo Do s s fa sa vt n o s 90 150 338
Term bank loans . ... ..., .. - — - 16
Preferred stock issues . , 74 125 —
Maturities, redempmmsand smkmgfunds s o el o PO RO e o BN [ (481) (133) (212)
Nuclear fuel lease obligations . ... ... ... .. By S LN o = R, e o LA (65) (64) (56)
Dividends paid.. ... .. 3 ] oyt et T 0 BT il s AP BT {235) (230) (186)
Premiums, discounts and expensee e e D T s e (7) {5) (6)
Net Cash from Financing Activaties .. ... ...... ... ...........c........ (303) (237) (76)
Cash Flows from Investing Activities (2)
A8 APl 10 COMBEIMRIIONT, + 5. v < v sedt T dm ey 25 s a8 510w A AT 0 e e (152) (138) (157)
Interest capitalized as allowance for borrowed funds used during construction . - (4) (3)
Loans to affiliates ... .. e e e P S - A T o e N SR - 1 (11)
Othetcashrecened(apphed) ....... pRer i R - i) L e ey (20) 3 (7)
Net Cash from Investing Activities . ... ... .. ... ... ...........ooiiiin.s (172) (129) (178)
Net Change in Cash and Temporary Cash Investments ... ... . .. LRI {63) 66 3
Cash and Temporary Cash Investments at Beginning of Year .. ... . . . 97 31 28
Cash and Temporary Cash Investments at End of Year ... .. .. ... .. . . § 34 § 97 § 3

(1) Interest paid (net of amounts capitalized) was $205 million, $221 million and $189 million in 1962, 1991 and
1990, respectively. Income taxes paid were $28 million, $50 million and $19 million in 1992, 1991 and 1990,
respectively,

(2) Increases in Nuclear Fuel and Nuclear Fuel Lease Obligations in the Balance Sheet resulting from the noncash
capitalizations under nuclear fuel agreements are excluded from this statement.

The accompanying notes and summary of significant accounting policies are an integral part of this statement.



Balance Sheet

December 31,
1992 1991
{miilions of dollars)
ASSETS
Property, Plant and Equipment
Utility plant in service. ... . ; TP i, 96602 $6,196
Less: accumulated deprmanon and amortization SR e A g cevenes LY2B 1,565
4874 4,631
Construction work in progress . .. , B, i e R J S . 130 162
Perry Unit 2 - - 1 . - . ! : 371 383
5,375 5176
Nuclear fuel, net of amortization ... .. , n A o S 224 263
Other property, less accumulated deprenanon e S - 37 42
5,636 5,481
Current Assets
Cash and temporary cash investments in o AR A 34 97
Amounts due from customers and others, net . . . . AL T R 161 167
Amounts due from affiliates . ... ... .. .. .. ..., oibor B . g mre Bl ke 10 -
Unbilled revenues .. ... R e T : 93 86
Materials and supplies, at averag.e cost ... .. s TR , s 90 RG
Fossil fuel inventory, at average cost . ... ... ... S . - 40 39
Taxes applicable to succeeding years. .. ... ... ... . .. B e ety e I 176 168
7 655
Deferred Charges and Other Assets
Amounts due from customers for future federal income taxes. .. ... ... .. E 583 674
Unamortized loss on reacquired debt .. . P e o ST e PP S b4 50
Carnrying charges and operating expenses nase-in.. .. .. B oL T TEC TV, o , 620 568
Carrving charges and operating expenses ther . ... ... .. ... o R e e 413 368
Nuclear plant decommissioning trusts . . e e L e e el B A g 23 17
CHner, ..o . AT S = e e irinee s e 177 129
1,880 1,806
Total Assets . . - e im e as e sy st geanassnreeness SHI2D T BTHED

The accompanying notes and summary of significant accounting policies are an integral part of this statement.
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| THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
|
| _December 31,
| 1992 1991
‘+ (millions of doflars)
CAPITALIZATION AND LIABILITIES
| Capitalization
| Common shares, without par value: 105.0 million authorized;
| 79.6 million outstanding in 1992 and 1991 . . ... ... .. .. S TR $1241 §1241
Otherpaid-incapital .. ... ... ... . i iire i aean I 7 7
‘. Retained earnings . . . .............. S B alaalichs A v A e ey I SR e A E el e a8 545 578
| Common stock equity ... ... ... .. - e s e . 1,865 1,898
‘ Preferred stock
, With mandatory redemption provisions .. .. ............ ST e e N SR o s 314 268
. Without mandatory redemption proviSiOns ... .. ... ... ... ..ian e 144 217
Longterm debt . ... .. e 2515 2883
| A88 5066
h Other Noncurrent Liabilities
; Nuclear fuel lease obligations .. ... ...... .. e S ey S e - 177 197
| L T S ke A s e kot ey e R e e e 57 34
234 231
Current Liabiiities
Current portion of long-term debt and preferred stock ... ....................... i 310 93
Current portion of nuclear fuei lease obligations .. .. .. .. . ... ... ... ... ... 67 81
Notes pavable to banks and others ... ... ... ... . ... ... ............... 10 —
- Accounts payable . ........... ... ... ..o, i b n e it W L R St el AR 104 97
- Accounts and notes pavable to affiliates . . . . ... ... ... ... 50 59
' ACCHUBH BAXESE . . . . .o\ttt e e e e et e e At 261 282
Accrued INMTBTEST . .. . . . e e s 55 53
I o o o E e e s s b T e B ATl e A e L e o 37 34
924 __ 69
Deferred Credits
Unamortized investment tax credits . . .. ... ... ... 250 258
Accumulated deferred federal income taxes . ... ... ... Ll 1392 1,204
Unamortized gain from Bruce Mansheld Plantsale ... ... ... ... ... o v e K 3 359 375
Accumulated deferred rents for Bruce Mansfield Plant ... .. ... .. ... ... ... . ... 70 64
I, . . - o v v o e i o s e ey S el i o B i ke %y s e 56 45
| 2127 1946
Total Capitalization and Liabilities . .. .. .. .. ... ... ... oot iininnins g.& !7?&2
T
;
- 1




Statement of Preferred Stock

Current
1992 Shares Call Price
QOutstanding Per Share
Without par value, 4.000.000 preferred shares authorized
Subject to mandatory redemption
$ 7.35 Series C.. 160,000 $ 101.00
BRO0 Series E 24,000 1,026.78
Adjustable Senes M 300,000 101.00
9125 Series N 750,000 104 06
91.50 Senes Q 75,000 -
BROO Senes R 50,000 —
90.00 Series S .. 75,000 —
Less: Current maturities
Teotal Preferred Stock, with Mandatory Redemption Provisions
Not subject to mandatory redemption:
$ 740 Series A 500,000 101.00
756 Series B 450.000 102.26
Adjustable Series L 500,000 103.00
Remarketed Sernies P : 97 100,000.00

Less: Current maturities
Total Preferred Stock, without Mandatory Redemption Provisions

THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

December 31,
T\

{mithons of dollars)

$ 16 $ 1’
24 27
30 39
74 7
50 50
74 i
343 282
29 14

$314 $268

$ 50 $ 50
45 45
49 49

2 73
153 217

-3 =

$144 $217

The accompanying notes and summary of significant accounting policies are an integral part of this statement.
; : o4 =
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Notes to the Financial Statements

’

(1) PROPERTY OWNED WITH OTHER UTILITIES AND INVESTORS

The Company owns, as a tenant in common with other utilities and those investors who are owner-participants in
various sale and leaseback transactions (Lessors), certain generating units as listed below. Each owner owns an
undivided share in the entire unit. Each owner has the right to a percentage of the generating capability of each
unit equal to its ownership share. Each utility owner is obligated to pay for only its respective share of the
construction and operating costs. Each Lessor has leased its capacity rights to a utility which is obligated to pay for
such Lessor's share of the construction and operating costs. The Company s share of the operating costs of these
generating units is included in the Income Statement. Property, plant and equipment at December 31, 1992
includes the following facilities owned by the Company as a tenant in common with other utilities and Lessors:

Construction
Ohener- Work
In- Ownes- ship Plant Progress
Sermce skip Mega- Power in and Accumulated
Generating Unit Date Share watts Sowrce Service Suspended Depreciation
{misilions of dollars)
In Service
Seneca Pumped Storage 1970 B0 00% 351 Hyvdro § 62 $ 1 $ 2
Eastlake Unit 5 1972 68 B0 411 Coal 155 1 -
Davis-Besse 197 51.38 454 Nuclear oul 9 163
Perry Unit 1 and Common Facilihes 1987 amn 37 Nuctear 1775 5 249
Beaver Valiey Unit 2 and Common Facilities
{Note 2) 1987 2447 n Nuclear 1.277 2 i85
Construction Suspended
Perry Unit 2 {(Note 3(c)) Uncertam 44 85 540 Nuclear _’%‘_I A
$3.961 $617

Depreciation for Eastlake Uit 5 has been accumulated with all other nonnuclear depreciable property rather than

by specific units of depreciable property

UTILITY PLANT SALE AND LEASEBACK TRANSACTIONS

The Company and Toledo Edison are co-lessees of
18.26% (150 megawatts) of Beaver Valley Unit 2
and 65% (51 megawatts), 45.9% (358 megawatts)
and 44 .38% (355 megawatts) of Units 1, 2 and 3 of
the Mansfield Plant, respectively, all for terms of
about 29'; years. These leases are the result of
sale and leaseback transactions completed in 1987

Under these leases, the Company and Toledo
Edison are responsible for paving all taxes, insur-
ance premiums, operation and maintenance costs
and all other similar costs for their interests in the
units sold and leased back. The Company and
Toledo Edison may incur additional costs in con-
nection with capital improvements to the units. The
Company and Toledo Edison have options to buy
the interests back at the end of the leases for the
fair market value at that time or to renew the
leases. Additional lease provisions provide other
purchase options along with conditions for
mandatory termination of the leases (and possible
repurchase of the leasehold interests) for events of
default. These events include noncompliance with
several financial covenants discussed in Note
10(d).

As co-lessee with Toledo Edison, the Company 1s
also obligated for Toledo Edison’s lease payments.
If Toledo Edison is unable to make its payments
under the Beaver Valley Unit 2 and Mansheld

13

Plant leases, the Company would be obligated to
make such payments. No payments have been
made on behalf of Toledo Edison to date.

Future minimum lease payments under the operat-
ing leases at December 31, 1992 are summarized as
follows:

For
Far the Taledo
Year Company Edison
{millions of dollars)
1993 § &3 $ 103
1984 63 103
1an5 ! : 83 102
1996 63 125
1997 63 102
Later Years 1453 2123
Total Future Minimum Lease
Payments $1.768

$2.658

Rental expense 1§ accrued on a straight-line basis
over the terms of the leases. The amount recorded
in 1992, 1991 and 1990 as annual rental expense for
the Manshield Plant leases was $70 million.
Amounts charged to expense in excess of the lease
pavments are classified as Accumulated Deferred
Rents in the Balance Sheet.

The Company is buying 150 megawatts of Toledo
Edison’s Beaver Valley Unit 2 leased capacity
entitlement. We anticipate that this purchase will

P RN
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continue at least until 1998 Purchased power ex-
pense for this transaction was $108 million, $107
million and $103 million in 1992, 1991 and 1990,
respectively. The future minimum lease pavments
associated with Beaver Vailev Unit 2 aggregate
$1.533 hillion.

CONSTRUCTION AND CONTINGENCIES

{r) CONSTRUCTION PROGRAM

The estimated cost of the Company's construction
program for the 1993-1995 period is $697 million,
including AFUDC of $39 million and excluding
nucle:. fuel.

(k) CLEAN AIR LEGISLATION

The Clean Air Act will require, among other things,
significant reductions in the emission of sulfur
dioxide in two phases over a ten-vear period and
nitrogen oxides by fossil-fueled generating units.

Centenior Energy developed a compliance strategy
for the Company and Toledo Edison which was
submitted to the PUCO in 1992 for review. Center-
ior Energy subsequently reached agreement with
intervening parties and is awaiting formal PUCO
approval. Centerior Energy also is seeking United
States Environmental Protection Agency ap-
proval of the Phase 1 plans. The compiiance plan
which results in the least cost and the greatest
flexibility provides for compliance with both
phases through at least 2005. The plan calls for
greater use of low-sulfur coal at some of our units
and the banking of emission a” vances. The plan
would reguire capital expend’ .. .es for the Com-
pany over the 1993-2002 period of approximately
$172 million for mitrogen oxide control equipment,
emission monitoring equipment and plant modifi-
cations, In addition, higher fuel and other opera-
tion and maintenance expenses would be incurred.
The least cost plan also calls for the Company to
place a scrubber or other sulfur emission control
technology in service at one of its generating plants
sometime after 2004 with expenditures beginning
in 2001. The anticipated rate increase associated
with the Company's capital expenditures and
higher expenses would be about 1-2% in the late
1990s. Another increase would be needed after the
vear 2000, for an aggregate rate increase in the
range of 3-6%.

Our compliance plan will depend upon future envi-
ronmental regulations and input from the PUCO,
other regulatory bodies and other concerned enti-
ties, In zddition, we are continuing to monitor
developments in new technologies that mav be
incorporated into our compliance strategy. If a plan
other than the least cost plan is required, signifi-
cantly higher capital expenditures could be re-
quired during the 1993-2002 period. We believe
Ohio law permits the recovery of compliance costs
from customers in rates,

4

(c) PERRY UNIT 2

Perrv Unit 2, including its share of the common
facilities, is approximately 50% complete. Construc-
tion of Perry Unit 2 was suspended in 1985 pend-
g future consideration of various options. These
options include resumption of full construction
with a revised estimated cost, conversion to a non-
nuclear design, sale of all or part of our ownership
share, or cancellation. No option may be imple-
mented without the unanimous approval of the
owners. A reguest by the Company, which is re-
sponsible for the construction of Perry Unit 2, for
an extension of the construction license is pending
with the Nuclear Regulatory Commission (NRC).

in February 1992, the Company purchased Du-
quesne’s 13.74% ownership share of Perry Unit 2
and all Perry real property for $3.3 million. This
purchase increased the Company’s ownership
share of the unit to 44 85%. The remain. r is owned
by Toledo Edison, Ohio Edison and Pennsylvania
Power.

The license extension request and the purchase of
Duguesne’s share do not indicate any plans to
resume construction of Perry Unit 2. They were
made to keep the Company's options open.

If Perry Unit 2 were canceled, *he net-of-tax invest-
ment would have to be written off. Such a write-
off {(based on the Company's investmen® as of the
end of 1992) would be about $263 million. Note
10{d} discusses more about the effects of a write-
off.

If a decision were made to convert Perry Unit 2to a
nonnuclear design. we would expect to write off a
portion of our investment for nuclear plant con-
struction costs not transferable to the nonnuciear
construction project.

Perry Unit 2 AFUDC was credited to 2 deferred
income account from july 1985 until January 1,
1988, when the accrual was discontinued. The total
deferred AFUDC amount of $124 million is re-
flected in the Balance Sheet as a reduction in the
Perry Umit 2 investment.

(d) SUPERFUND SITES

The Comprehensive Environmental Response,
Compensation and Liability Act of 1980 as
amended {Superfund) established programs ad-
dressing the cleanup of hazardous waste disposal
sites, emergency preparedness and other issues.
The Company is aware of its potential involvement
in the cleanup of seven hazardous waste sites. The
Company has recorded reserves based on esti-
mates of its proportionate responsibility for these
sites. We believe that the ultimate outcome of these
matters will not have a material adverse effect on
our financial condition or results of operations,

[
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1994, $56 million m 1995, $54 million in 1996 and
$50 million in 1997,

REGUILATORY MATTERS

On January 31, 1989, the PUCO issued a rate order
which provided for three annual rate increases for
the Company of approximately 9%, 7% and 6%
effective with hills rendered on and after February
1, 1989, 1990 and 1991, respectively. The 6% in-
crease effective February 1, 1991 was reduced to
4.35% as 50% of the savings identified by a manage-
ment audit were used to reduce the rate increase.
The resulting annualized revenue increases in
1990 and 1991 associated with the rate order were
$106 million and $71 million. respectively.

Under the January 1989 rate order, a phase-in plan
was designed so that the three rate increases,
coupled with then-projected sales growth, would
provide revenues over the ten vears beginning
January 1, 1989 sufficient to recover all operating
expenses and provide a fair rate of return on the
Company’s allowed investments in Perry Unit 1
and Beaver Vallev Unit 2. Revenues in the first
five years of the plan were expected to be less than
that required to recover operating expenses and
provide a fair returri on investment. Therefore, the
amounts of operating expenses and return on
investment not currently recovered are deferred
and capitalized as deferred 5. The unrecov-
ered investment will decline over the period of the
phase-in plan because of depreciation and de-
ferred federal income taxes that result from the use
of accelerated tax depreciation. Therefore, the
amount of revenues required to provide a fair
return also declines. This results in decreasing
amounts of annual deferrals in the early vears of
the plan and then increasing amounts of amortiza-
tion and recovery in the later vears of the plan.
The Company deferred $51 million, $104 million
and $196 million in 1992, 1991 and 1990, respec-
tively, of operating expenses and carrying charges
pursuant to the phase-in plan. The amount of
deferrals scheduled to be recorded in 1993 total $16
miliion. Beginning in the sixth vear (1994) and
continuing through the tenth year, the revenue
levels authorized pursuant to the phase-in plan
were designed to be sufficient to recover that pe-
riod's operating expenses, a fair return on the unre-
covered investments, and the amortization of the
deferred operating expenses and carrying charges
recorded during the first five years of the plan. The
phase-in deferrals relating to these two units will
total $586 million after 1993 and are scheduled to
be amortized and recovered as follows: $23 million
in 1994, $66 million in 1995, $114 million in 1996,
$166 million in 1997 and $217 million in 1998,
Additional carrying charges totaling $50 million
deferred for 1990 and 1991 pursuant to certain
provisions of the phase-in plan will also be amor-
tized and recovered by December 31, 1998 These
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amortizations can be accelerated at the option of
the Company.

On October 22, 1992, the PUCO approved a Rate
Stabilization Program as set forth in a joint recom-
mendation filed by the Company, Toledo Edison
and certain customer representative groups in-
volved in the 1989 rate case settlement. Under the
Rate Stabilization Program, the Company agreed
to freeze base rates until 1996 and limit subsequent
rate increases to no more than $93 mallion in 1996,
$69 million in 1997 and $54 milhon in 1998. For
purposes of any rate increase proceeding in the
1996-1998 penod, the Company agreed to cap op-
eration and maintenance expenses (other than
fuel and purchased power) at $784 million on a
consolidated basis for Centerior Energy, subject to
adjustment for inflation and other specified ex-
penses. During the 1996-1998 period, PUCO ap-
proval of any base rate increases and any
additional regulatory accounting measures would
be dependent upon our success in implementing
cost-reduction and revenue-enhancement initia-
tives. The Company agreed to seek authorization
for acceleration of the post-1998 Mansfield Plant
unamortized gain in any rate increase proceeding
in the 1996-1998 penod See Summary of Signifi-
cant Accounting Policies,

As part of the Rate Stabilization Program, the Com-
pany is allowed to defer and subseguently recover
certain costs not currently recovered in rates and
to accelerate amortization of certain benefits. Such
regulatory accounting measures provide for rate
stabilization by rescheduling the timing of rate
recovery of certain costs and the amortization of
certain benefits, thereby preventing what otherwise
would be an erosion in earnings during the 1992-
1995 period. The continued use of these regula-
tory accounting measures during this period will be
dependent upon a continuing assessment and de-
termination that there will be probable recovery
of such deferrals and carrving charges in future
rates. The aggregate effect of these measures over
this period could be as much as $316 million on an
after-tax basis dependent upon the Company’s
success in implementing cost-reduction and other
revenue-enhancement initiatives, among other fac-
tors. Such regulatory accounting measures which
are eligible to be recorded through December 31,
1995 on an after-tax basis are as follows:

» Deferral of up to $227 million of accrued post-in-
service interest carrving charges, depreciation
expense and property taxes on assets placed in
service after February 29, 1988. The deferrals
recorded in 1992 were retroactive to January 1,
1992, Deferrals are based on actual capital ex-
penditures relating to assets placed in service
within the 1988-1995 period. Consequently, the
deferrals will be lower than $227 million if the
Company continues to reduce capital expendi-
tures. Amortization and recovery of these defer-
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rals will vocur over the average life of the assets
and will commence with future rate
recognition.

» Acceleration of the amortizations of an estimated
$57 mullion in unrestricted excess deferred taxes
and $18 milhon in unrestncted investment tax
credits available after 1998, The amortizations
commenced October 1, 1992, The amortization of
investment tax credits is reported as a reduction
of depreciation expense,

« Amortization of up to $14 million in interim
spent fuel storage accrual balances for Davis-
Besse. The amortization commenced October 1,
1992,

The Company is also allowed to defer and subse-
quently recover the incremental expenses associ-
ated with adoption of the accounting standard for
postretirement benefits other than pensions. See
Note 8(b)

The Rate Stabilization Program provides for PUCO
regulatorv approval of certain corporate transac-
tions, including major asset sales, after an evali.a-
tion of the customer beneft of these transactinns.
The Rate Stahilization Program may be reregoti-
ated under certain force majeure and olher
events,

Deferred Operating Expenses, Net, and Deferred
Carrving Charges shown in the Incone Statement
consist of the following:

1992 1991 198
{mnillions of dollars)
Deferred Operating I:xpem-u Net

Phase-in . $(11y $(18) &34
Rate Stahylization ! ; (33) - -
Amortizanon of Pre-Phase-in
Defenals 9 9 10
Total $(35) $(7 824
Deferred Carrving Charges
Phase s
Dbt $ 15 $ 24 552
Equity 25 54 110
Total Phase-in ! &0 LU 162
Rate Stabilization {Debt) . 1 - —
Towi . $ ‘59 §$ 88 §162

(7) FEDERAL INCOME TAX

Federal income tax, computed by multiplying in-
come before taxes by the statutory rates, is recon-
ciled to the amount of federal income tax recorded
on the books as follows:

B e R e il e |
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1962 1991 1990

{mitlions of dollars)
Book Income Before Federal Income
Tas Lg% pn g
Tax on Book Income at Statutory
Rate ... £ S128 8115
Increase (Decrease) in Tax
Depreciation . e {3} {2) 7
Investment tax credits on
disallowed nuclear plant | ! - — i19)
Rate Stabilization . . (5 - -
Taxes, other taan lcderal mcomr
taxes . . 1 2) (L]
Other iteras .. pwsamas SRS AR

Total Federal Income Tax Expense . $ % ﬁ $95

Federal income tax expense 1s recorded in the In-
cme Statement as follows:

95 199 9%
{millions of dollars)

Operating Expenses:
Current Tax Provision . . . . 347 875 s

amortization N a2 L] Al
Alternative minimum tax credit .. (18) (3) 19
Sale and leaseback transactions

and amortization . .
Property tax expense .. - 1
Rate Stabilization ey
Reacquired debt costs .. .
Deferred construction work in

progress revenues '
Deferred fuel costs .
Other items :

investment Tax Cndits

TeulChumdmOp«mm
Expenses

Nonoperating Income.
Current Tax Provision (19) {8} (25)
Changes in Accumulated Ddemd

Federal Income Tax:
Write-off of nuclear costs
Rate Stabilization :
AFUDC and cam'mg c\mges
Other items . . !
Total Expense Chnged to
Nonaoperating Income .. .
Total Federal Income Tax Expense.

(%) 3
= (11}

o s
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The Company joins in the fling of a consolidated
federal income tax return with its affiliated com-
panies. The method of tax allocation reflects the
benefits and burdens realized by each company’s
participation in the consolidated tax return, approx-
imating a separate return result for each company.
In 1990, adjustments for unamortized investment
tax credits on the 1988 write-off of nuclear plant
investments decreased the federal income tax pro-
vision for nonoperating income $19 million. Also
in 1990, the resolution of a property tax deduc-
tion issue resulted in a reduction in federal income
tax expense of $10 million.
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million in 1991 and $5 million in 1990, which
included medical benefits of §4 million in 1992, §5
milhion m 1991 and $4 million in 1990,

The Company will adopt the standard effactive
January 1, 1993. The Company plans to amortize
the present value of the accumulated post-
retirement benefit obligation to expense over a 20-
vear period. Based on our actuaries’ review of 1992
data, the accumulated postretirement benefit obli-
gation as of December 31, 1992 is estimated to be in
the range of $110 million to $140 million (pretax).
Had the standard been adopted in 1992, the addi-
tional 1992 postretirement benefit cost would have
been in the range of $10 million to $14 million
(pretax). The Company believes the 1993 effect of
actual adoption may be similar, although it could
be significantly different because of changes in
health care costs, the assumed health care cost
trend rate, work force demographics, plan provi-
sions or interest rates. Like the retirement in.ome
plan, these estimates reflect a discount rate assump-
tion of 8.5% per yvear. The annual health care cost
trend assumption is 12% in 1992, reducing gradu-
ally to an ultimate annual rate of 6% in 1996 and
later years.

The PUCO authorized the Company to defer for
subsequent recovery postretirement benefit costs
that exceed its actual payments for the period 1993-
1997 This provision was part of the Rate Stabiii-
zation Program discussed in Note 6. The amount
we can defer will be determined by the extent to
which Centerior Energy is successful in reducing
the added obligation on a consolidated basis by $37
million or 25% of the incrememal costs expected
when the Company got the order. The Company
and Centerior Energy have until December 31, 1997
to make the reductions.

{c) POSTEMPLOYMENT BENEFITS

In November 1992, the FASB issued a new account-
ing standard for postempioyment benefits (SFAS
112}, such as severance pay, disabilitv, worker's
compensation and supplemental unemployment
benefits. The Company is required to adopt the
new standard no later than 1994. We have not
completed an analvsis to determine the effect of
adopting the new standard.

(9) GUARANTEES

The Company has guaranteed certain loan and
lease obligations of two mining companies under
two long-term coal purchase arrangements. One of
these arrangemenis requires payvments to the min-
ing company for any actual out-of-pocket idle
mine expenses {as advance payments for coal)
when the mines are idle for reasons beyond the
control of the mining company. At December 31,
1992, the principal amount of the mining compa-
mes’ loan and Jease obligations guaranteed by the
Company was $71 million.
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(10) CAPITALIZATION

{a) CAPITAL STOCK TRANSACTIONS

Preferred stock shares sold and retired during the
three years ended December 31, 1992 are histed in
the foilowing table

1992 1991 19%0
{thousands of shaves)

Subyect to Mandatory Redemption
Sales

$ 9150 Series Q - ™ -
BHOD Seres R . . ! - 50 -
.00 Series S o ’ s ] - -
Retirements
$ 735 Senes C .. . . (1) (10) ()
8800 Series £ {3) 13 (3)
75.00 Series F - - (2) —
80.00 Series G : - - {1
145 00 Series H . — - (14)
145.00 Series 1. — (14) 4)
11350 Seres K - ! ! - (10) -
Adjustable Series M a (160} (100) -
Not Subject to Mandatory Redemption
Retirernents
Remarkered Series P . -y = =
Net Change .. A 0 @

{b) EQUITY DISTRIBUTION RESTRICTIONS

At December 31, 1992, consolidated retained earn-
ings were $545 million. The retained earnings
were available for the declaration of dividends on
the Company’s preferred and common shares. All
of the Company's common shares are held by
Centerior Energy.

Any financing by the Company of any of its non-
utility affiliates requires PUCO authorization un-
less the financing is made in connection with
transactions in the ordinary course of the Com-
pany’s public utilities business operations in which
one company acts on behalf of another.

(c) PREFERRED AND FREFERENCE STOCK

Amounts to be paid for preferred stock which must
be redeemed during the next five vears are $38
million in 1993, $29 miilion in 1994, $40 million in
1995 and $30 million in both 1996 and 1997.
The annual preferred stock mandatory redemption
provisions are as follows:
Shares Price
ToBe  Beginning Per
Redeemed m Share
$ 735 Series C . ! 10,000 1984 § W0

BROO Series E fyvovs | 300D 1981 1,000
Adjustabie Series M ... . 100,000 1991 00
9125 Senes N . .. ... 150,000 1993 100
9150 SenesQ ... HTH 1995 1,000
BB.OC Senes R I . 50000 2005 1000
9000 Series S - 18,750 1999 1,000

* All outstanding shares 1o be redeemed on December 1, 2001

The Company has called for redemption the re-
maining 97 outstanding shares of its Serial Pre-

B S ————




L | e e e

B N R r——

ferred Stock, Remarketed Series P, in August 1993
at a redempton price of $100,000 per share.

The annualized preferred dividend requirement as
of December 31, 1992 was $42 million,

The preferred dividend rates on the Company's
Series L, M and P fluctuate based on prevailing
interest rates and market conditions. The dividend
rates for these issues averaged 7.59%%, 7.04% and
6.73%, respectively, in 1992,

Preference stock authorized for the Company is
3,000,000 shares without par value. No preference
shares are currently outstanding. There are no
restnctions on the Company’s ability ‘o issue pre-
ferred or preference stock.

With respect to dividend and liguidation rights, the
Company’s preferred stock is prior to its prefer-
ence stock and common stock, and its preference
stock is prior to its common stock.

(d) LONG-TERM DEBT AND OTHER
BORROWING ARRANGEMENTS

Long-term debt, less current maturities, was as
follows:

Actual
or Average
Interest
Rate at
December 31,  December 31,
Year of Maiturity 1992 1992 1991
{millicns of
dollars)
First mortgage bonds
1963 3i875% & -— § 30
1993 8.55 - S0
1963 . 13.75 -— K
19494 4375 5 25
1954 . 13.75 - 4
1995 : 1475 “ 4
1905 700 1 1
1996 | .. 13.75 4 4
1996 3 7 1 |
1997 10.88 6 1]
1997 1375 4 -
1997 7 1 1
1998-2002 831 306 61
2003-2007 gaz 127 132
2008-2012 B20 310 410
20132017 E90 538 863
2018-2022 ! F 337 337
2023 ... . 585 104 104
1,772 1,841
Term bank loans due
19941996 . 7.3 B Rl
Medium-1erm notes due
19894-2021 895 678 700
Pollution vontrol notes due
19942012 ... . . 2.3 53 54
Other — net A . - 4 7
Total Long-Term Debt $2515 $2.683

Long-term debt matures during the next five years
as follows: $272 million in 1993, $42 million in
1994, $206 million in 1995, $151 million in 1996 and
§55 million in 1997.

The Company issued $578 million aggregate princi-
pal amount of secured medium-term notes uring
the 1990-1992 period. The notes are secured by
first mortgage bonds. At December 31, 1992, the
Company had $35 million aggregate principal
amount of secured medium-term notes registered
with the Securities and Exchange Commission and
available for issuance.

The Company’s mortgage constitutes a direct first
hen on substantially all property owned and

franchises held by the Company. Excluded from
the lien, among other things, are cash, securities,

accounts receivable, fuel and supphes.

Additional first mortgage bonds may be issued by
the Company under its mortgage on the basis of
bondable property additions, cash or substitution
for refundable first mortgage bonds. The issuance
of additonal first mortgage bonds on the basis of
property additions is limited by two provisions of
our mortgage. One relates to the amount of
bondable property available and the other to earn-
ings coverage of interest on the bonds. Under the
more restrictive of these provisions {currently, the
amount of bondable property available), the Com-
pany would have been permitted to issue approx-
imately $329 million of bonds based upon
available bondable property at December 31, 1992,
The Company also would have been permitted to
issue approximately $432 million of bonds based
upon refundable bonds at December 31, 1992, If
Perry Unit 2 had been canceled and written off as
of December 31, 1992, the Company would not
have been permitted to issue any bonds based
upon available bondable property, but would have
been permitte ] to issue approximately $432 mil-
lion of bonds based upon refundable bonds,

An agreement relating to a letter of credit issued in
connection with the sale and leaseback of Beaver
Valley Unit 2 contains several financial covenants
affecting the Company, Toledo Edison and Center-
ior Energy. Among these are covenants reiating 10
earnings coverage ratios and capitalization ratios.
The Company, Toledo Edison and Centerior En-
ergy are in compiiance with these covenant provi-
sions. We believe these convenants can still be met
in the event of a write-off of the Company's and
Toledo Edison’s investments in Perry Unit 2, bar-
ring unforeseen circumstances,

(11) SHORT-TERM BORROWING ARRANGEMENTS

The Company had $137 million of bank lines of
credit arrangements at December 31, 1992, This
included a $30 mi'lion line of credit which provided
a $5 million line of credit to be available to the
Service Company if unused by the Company.
There were no borrowings under these bank credit
arrangements at December 31, 1992,

Short-term borrowing capacity authorized by the
PUCO annually is $300 million for the Company.



The Company and Toledo Edison are authorized
by the PUCO to borrow from each other on a
shori-term basis.

Most borrowing arrangements under the short-
term bank lines of credit require a fee of 0.25%
per vear to be paid on anv unused portion of the
lines of credit. For those banks without fee
requirements, the average daily cash balance in
the Company’s bank accounts satisfied informal
compensating balances,

At December 31, 1992, the Company had $10 mil-
fiun of short-term notes outstanding under an
uncommitted financing facility. The Company can
borrow up to $40 million until the agreement is
canceled by eitier party,

At December 31, 1992, the Company had no com-
mercial paper outstanding. If commercial paper
were outstanding, it would be backed by at least
an equal amount of unused bank lines of credit,

(12) FINANCIAL INSTRUMENTS' FAIR VALUE

The estimated fair values at December 31, 1992 of
financial instruments that do not approximate
their carrying amounts are as follows:

Carrying Fawr
Amount Value
(miilions of
dollars)
Nuclear Plant Decommussioning Trusts $ 23 8%
Preferred Stock, with Mandatory
Redemption Provisions (including
curvent pottion ) 343 342
Long-Term Debt {incuding current
portion ) 2,793 2886

The fair value of the nuclear plant decommission-
ing trusts is estimated based on the quoted market
prices for the investment securities. The fair value
of the Company's preferred stock with mandatory
redemption provisions and long-term debt is es-
timated based on the quoted market prices for the
respective or similar issues or on the basis of the
discounted value of future cash flows. The dis
counted value used current dividend or interest

(13)

B e e s

rates (or other appropriate rates) for similar issues
and loans with the same remaining maturities.

The estimated fair values of all other financial
instruments approximate their carrving amounts in
the Balance Sheet at December 31, 1992 because of
their short-term nature.

QUARTERLY RESULTS OF OPERATIONS
(UNAUDITED)

The following is a tabulation of the unaudited
quarterly results of operations for the two years
ended December 31, 1992,

Quarters Ended
March 31, June 30, ggt 30, Dec 31,
{milions of doliars)

1992

Operating Revenues $422 $415 $479 $427
Operating Income 83 B5 139 77
Net Income .. .. b/ 33 102 43
Earmings Avalable for

Common Stock 17 23 92 32

199]

Operating Revenues $411 $456  $518  $421
Operating Income 90 102 139 84
Net Income .. 38 52 95 61
Earnings Available for

Common Stock | . 29 43 L0 52

Earnings for the quarter ended September 30, 1992
were increased by $26 million as a result of the
recording of deferred operating expenses and car-
rving charges for the first nine months of 1992
totaling $39 million under the Rate Stabilization
Program approved by the PUCO in October 1992,
See Note 6.

Earnings for the quarter ended December 31, 1991
were increased by $33 million as a result of year-
end adjustments of $18 million to reduce depreci-
ation expense for the year for the change in the
nuclear plant straight-line jon rate 1o 2.5%
(see Summary of '-'»lgmﬁcant Accounting Policies)
and $29 million to increase phase-in

charges for an adjustment to 1991 cost deferrals
(see Note 6).




Financial and Statistical Review

Operating Revenues (millions of dollars)

Total
Total T | Steam O"?Y‘l
Lo e Renidenval Commercial Industrial ~ Other Retail Wholesale Lléx":nl Hp::x:g Rrvm?::
1902 ! $517 531 530 101 1676 bd 1743 - $1 743
1991 547 540 547 117 1 751 75 1 B26 - 1 826
1990 495 494 544 123 1 656 35 1691 - 1691
1989 470 453 520 117 1 560 74 1634 -~ 1634
1988 436 195 476 ey 1 367 56 1453 — 1453
1982 349 305 394 35 1 083 17 11300 18 1118
Operating Expenses (millions of dollars)
Oibeer Deferred
Fuel & Operation Depreciaton Taxes Opervating Federal Tow!
Purchased & & Othor Than Expenses Income Operating
. SR, .. S . .. e . .2 il S SRS Expenaes
1992 §434 465 179 226 {35) RU $1 358
1991 455 470 171(a) 216 (7) 106 1411
1990 412 514 17¢ 197 (24) 75 1344
1989 427 508 188 183 {42) 85 1349
1988 308 524 190 185 (104) 95 1 198
1982 339 250 87 107 - 106 889
Income (millions of dollars)
Federal
Other Income income
Income & Deferred Taxes— Betore
Owperating AFUDX - Deductions Carrving Credit interest
Year 0 wome Equity = 3 Net Charges = { Expense ) Charges
1992 §385 1 8 5¢ (5) $44K
1991 415 B 6 B8 (24) 493
1990 47 - 1 162 (20) 495
1989 285 L 9 235 (56) 481
1988 255 8 {243)(b) 225 53 298
1982 229 77 (2) — 22 326
Income {millions of dollars)
income
Before
Cumulative Cemulative Preferred & Eamings
Effect of an Effect of an Prefevence Available for
Debt AFUDC Accounting Accounting Net Stock Common
Year = - loterest _lﬁ!ﬁ_ . Threnge Change ____ income Dividends Stock
1992 243 - 205 - 205 4 $164
1961 251 (4) 246 - 246 36 210
1990 255 (3) 243 - 242 37 206
1989 238 (7) 250 — 250 40 210
1988 229 (4) 73 22{c) 95 42 53
1982 144 {27 209 - 209 38 171

(a) In 1991, a change in accounting for nuclear plant depreciation was adopted. changing from the units-of-production method to the straight-line
method at a 2.5% rate

(b} Inciudes write-off of nuclear costs in the amount of $257 million in 1988

{c} In 1988, & change in the method of accounting for unbilied revenues was adopted
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

Electric Sales (millions of KWH) Electric Customers (yvear end) Residential Usage
A e e
Industrial KWH Per Per Per
Year Resdential  Commersial _ industrial  Wholesale  Other  Towal  Resdential  Commercinl & Other  Total  Customer KWH _ Customer
1992..., 472 5 467 7 988 1986 533 20702 669 B0O 70 943 B375 749118 707 1094c $773.77
991, . 490 5493 B017 2442 565 21457 667 495 70 405 B8 746208 T170 1108 79725
1990. ... 4 7le 5234 8 551 1607 463 20571 665000 68 700 8351 742051 6867 1053 72315
1989 4 789 5 208 8 780 2132 501 21 410 660 786 68 (030 8329 737145 7025 981 691 B3
1988 4 852 4 998 Q013 749 472 20084 657 592 66 606 8203 732401 7152 899  5H46.35
1982 . 4 336 419 7082 687 414 16713 641 705 61 861 7656 711222 649 BOB 52463
Load (MW & %) Energy (miliions of KW') Fuel
Operable
Capaciy Company Generated : -
at Time Peak Capacity Load ey Purchased Fue! Cost BTU Per
Year of Peak Load Margin Factor Fossil Nuclear Total FPowser __Jowt Peér KWH EWH
jea2 4 703 3605 23.3% 630% 12715 7 521 20 236 1 649 21 885 147¢ 10 456
99 4 695 3 886 17.2 618 13 193 7 451 20 644 2144 22 788 149 10 503
1990 .. . 4 685 3778 194 633 15 579 5262 20841 964 21 BOS 152 10 417
1989 4 5% 3 Bob 148 652 14 968 6570 21538 1 268 22 806 149 10 506
1988 .. ... 4 408(d) 4067 90 598 15 756 4480 20236 1359 21 595 159 10 517
1982 . 4 699 3 090 342 65.3 15576 1 650 17 226 766 17 992 183 10 475
Investment (millions of dollars)
Constructhion
Utility Accumulated i Nuclear PvYo::'w Utility
Plant in Depreciation & Net & Fuel and Plant and Plant Total
Year Service Amortization Plant Unit Other Equipment Additions m
1992 $6 602 1728 4 874 501 261 $5 636 $156 $8 123
1% .. ... b61% 35 4 631 545 305 5 481 150 7 942
990 .. ... 6032 1 398 4634 572 344 5 550 165 7 81
1989 . 5 BeY 1259 4 610 603 354 5 567 144 7 546
1988 ., 5 705 1082 4623 639 381 5 643 mn 7 332
1982 ... 2725 68() 2 045 1 286 158(e) 3 489 422 3974
Capitalization (millions of dollars & %)
Preferred & Preference Preferred Stock, without
Year Commion Stock Eguity Redemption Provisions . Long Term Debt Total
982 .. $1 865 39% 314 6% 144 3% 2515 S52% $4 838
1991 . 1 HOR 38 268 5 217 4 2 683 53 5 066
1990 . 1 B84 38 171 3 217 - 2632 55 4 904
1989 . . 1828 40 212 - 217 5 233 51 4593
1988 . 1 780 40 233 5 217 5 2260 50 4 490
1982 . 1227 40 a2 10 95 3 1442 47 3 0Bo

{d) Capacity dats reflects extended generating unit outage for renovation and improvements.
(e} Restated for effects of capralization of nucdlear fuel lease and financing arrangements pursuant to Statement of Financial Accounting Standards 71.




stor information

SHARE OWNER SERVICES
Communications regarding stock transier requiréments
lost cernificates, dividends and changes of address
should be directed to Shure Owner Services at Centerior
Energy Corporation. Correspondence should he sent
o the address indicated below lor the Stock Transler
Agent To reach Share Owner Services by phone, call
In Cleveland area  642-6900.0r 447-2400

Quiside Cleveland area [-800-433-7704

Please have your account number ready when calling

STOCK TRANSFER AGENT
Centerior Energy Corporation
Share Owner Services
PO Box 94661
Cleveland OH 44101-466]

Stock wransfers may be presented at
PNC Trust Company of New York
40 Broad Swreet, Fifth Floor

New York NY 10004

STOCK REGISTRAR
Seciery National Bank
Corporate Trust Division
PO Box 6477
Cleveland OH 44101

INVESTOR RELATIONS
Inguinies from security analysts and institutional
investors should be directed o Terrence R Moran,
Manager- Investor Relations, at the address of the Stock
Transfer Agent or by telephone at (216 ) 447-2682

EXCHANGE LISTINGS
Preferred Stock Series A, B and L are listed on the
New York Stock Exchange

DIVIDEND REINVESTMENT AND STOCK PURCHASE

PLAN AND INDIVIDUAL RETIREMENT ACCOUNT

(CX*IRA)
Centerior Energy Corporation has a Dividend
Reinvestment and Stock Purchase Plan which provides
Cleveland Electric share owners of record and other
invesiors a convenient means of purchasing shares of
Centerior common stock by investing all or a part of
their quarterly dividends as well as making cash
investments. in addition, individuals may establish an
Individual Retirement Account (iRA ) which invests in
Centerior common stock through the Plan. Information
relatng 1o the Plan and the CX®IRA may be obtained
from Share Owner Services
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INDEPENDENT ACCOUNTANTS
Arthur Andersen & Ca
1717 East Ninth Street
Cleveland O 44114

ENVIRONMENTAL REPORT
The Company will furmsh 10 share owners, witheut
charge, a copy of a fepont on its environmental
performance Requests should be direcred 10'Share
Owner Services

FORM 10-K
The Company will turnish to share owners, without
charge, a copy of its most recent annual report 1o the
Securities and Exchange Commission. Reguests should
be directed to Share Owner Services

BONDHOLDER iNFORMATION
BOND TRUSTEE
Morgan Guaranty Trust Company of New York
Carpovate Trust Admimstration
60 Wall Streer
New York NY 10260
(212 235-0602

BOND PAYING AGENT
inquiries regarding interest payments should be
directed 1o either Chemical Bank for the 4%% Series
due 1994 or Morgan Guaranty Trust Company of
New York for all other senies of bonds

Chemical Bank

Bondholder Relaunons
450W 331rd Streer, Bth Fiooy
New York NY 10001
1-B00-648-8380

Morgan Guaranty Trust Company of New York
Securityholder Relations

60 Wal Street

New York NY 10260

(212) 235-0602
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