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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Share Owners of
The Toledo Edison Company

We have audited the accompanying balance sheet and
slatement of cumulative preferred and preference
stock of The Toledo Edison Company (a wholly owned
subsidiary of Centeror Energy Corporation) as of
December 31, 1990 and 1989 and the related
statements of income, retained earnings and cash
flows for each of the three years in the penod ended
December 31, 1990 These financial statements are
the responsibility of the Company s management. Qur
responsibility is 10 express an opinion on these
financial statements based on our audits

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

Cleveland, Ohio
February 12, 1991

In our apinion; the financial stalements referred 10
above present fairly in all material respects, the
financial position of The Toledo Edison Company as of
December 31, 1990 and 1989 and the results of its
operations and its cash flows for each of the three
years in the period ended December 31, 1890, in
conformity with generally accepted accounting
principies

As discussed further in the Summary of Significant
Accounting Policies and Notes 7 and 12, a change
was made in the methods of accounting for income
taxes and unbilled revenues in 1988 relroactive to
January 1, 1988

As discussed further in Note 3(¢), the future of
Perry Unit 2 is undecided Construction has been
suspended since July 1985 Vanous oplions are being
considered, including resuming construction of
canceling the wunit Managemen! can Qive no
assurance when, if ever, Perry Unit 2 will go in service
or whather the Company's nvestment in that unit and
a return thereon will ultimately be recovered

Arthur Andersen & Co




S‘UMMARy OF Suf,Nr; ICANT ACCOUNTING P(,‘t ICIES

GENERAL
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INTEREST CHARGES

PROPERTY, PLANT AND EQUIPMENT

FEDERAL INCOME TAXES




MANAGEMENT'S FINANCIAL ANALYSIS
RESULTS OF OPERATIONS

()vf‘.'\,\('v,




f [y
H T = E RNIN <
A v A 1TININGS




INCOME STATEMENT

Operating Revenues (1)

Operating Expenses

Operating Income

Nonoperating Income (LOSS)

Income Beiure Interest Charges

interest Charges

income (Loss) Before Cumulative Effect of an
Accounting Change

Cumulative Effect on Prior Years (to December 31, 1987)
of an Accounting Change for Unbilled Revenues (Net
of Income Taxes of $4,177,000)

Net Income (Loss)

Preferred Dividend Requirements

Earnings (Loss) Available for Common Stock

138,22.
373,374
75,986
79,320
(16,980
3,681
21,041
674 644
152,442

3,352
43 487
8,664

61,652
214,094

135,344
(2674

132,670

81,424

$ 56,265




MANAGEMENT'S FINANCIAL ANALYSIS

CAPITAL RESOURCES AND LIQUIDITY

We continue to need cash for an ongoing program of
constructing new faciities and moditying existing
facilities to mee! anticipated demand for electnc
service, 1o comply with governmental regulations and
1o improve the environment. Cash is also needed for
mandatory retirement of securities Over the three-
year period of 1988-1990 these construction and
mandatory reliremen! needs lotaled approximately
$435 000,000 In addition, we exercised varous
options 1o redeem and purchase approximately
$275 000,000 of our securities

During the 19881990 period, the Company issued
$174 100,000 of first mortgage bonds and obtained a
$15.000,000 term bank loan The Company utilized
its shorl-term borrowing arrangements (explained in
Note 11) which resulted in the Company having
$23,200,000 of commercial paper and $16,000 000 in
notes payable to affilates outstanding at December
31, 1990 Proceeds from these financings were used
to pay our construction program costs. to repay
portions of short-term deb! incurred to finance the
construction program, to retre, redeem and purchase
outstanding securities, and for general corporate
PUrPOsSes

The Company was granted rate increases eftective
in 1989, 1990 an4 1991 pursuant 10 the January 1989
PUCO rate order. See Note 6 for a discussion of the
rate order which provides for specific leveis of rate
increases through 1991 Although the rate order
requirad us to write off certain assets in 1988 which
lowered our earnings base, our current cash flow was
not impaired. Internally generaled cash increasead in
1989 and 1990 from the 1988 level as a result of the
rate increases

Estimated cash requirements for 1991.1983 are
$235.000,000 for cur construction program and
$297.000.000 for the mandiatory redemption ~f debt
and preferred stock. We expect to finance externaily
about 75% of our 18991 construction and mandatory
rademption requirements of approximately
$177.000,000 We expec! to finance externally about
50% to 70% of our 1992 and 1993 requirements. If

economical, we may also redeem additional securities
under optional redemption provisions See Notes
10(¢) and (d) for information concerning limitations
on the issuance of preferred and preference stock and
debn

Qur capital requirements will increase after 1997 by
about $30.000,000 to $35.000,000 as a result of the
Clean Air Act of 1990 (Ciean Air Act) We believe that
no further significant capital expenditures will be
required to comply with the new law See Note 3(b).

We expect to be able to raise cash as needed The
availability of capital to meet our external financing
needs, however, depends upon such faclors as
financial market conditions and our credit ratings
Current securities ratings for the Company are as
follows

Slandard  Mocly's

& Poor's investors

Corporation Service
First mortgage bonds BBB~ Haal
Unsecured notes BB+ Bal
Preterred stock | ! BB+ bag

A write-ofl of the Company s investment in Perry
Unit 2, as discussed in Note 3(c¢ ). depending upon the
magnitude and timing of such a write-off, could reduce
retained earnings sufficiently to impair the Company's
ability 10 declare dividends, but would not atfec! cash
flow

The Tax Reform Act of 1986 (1986 Tax Act)
provided for a 34% income tax rate in 1988 and
thereatter, the repeal of the invastment tax credi!
scheduled reductions In investment tax credit
carryforwards less favorable depreciation rates, a new
alternative minimum tax (AMT) and other items
These changes had no significant cash flow impact in
1988 because we had a net operating loss for tax
purposes The changes resulted in decreased tax
payments and an increase in cash flow during 1989
because the tax savings resulting from availlable tax
deductions were utilized on the consolidated tax eturn
in determining the AMT In 1890, the changes resulted
in Increased tax payments and a reduction in cash
flow because we were subject t¢ the AMT



CasH FLOows

Cash Flows from Operating Activities

Cash Flows from Financing Activities

Cash Flows from Investing Activities

Net Change in Cash and Temporary Cash Investments
Cash and Temporary Cash Invesiments at Beginning of Year
Cash and Temporary Cash Investments at End of Year




BALANCE SHEET

PROPERTY, PLANT AND EQUIPMENT

Utility plant in service .
Less accumulated depremahon and amomzahon

Construction work in progress
Perry Unit 2 AN )

Nuclear fue!, net of amortization,
Other property, less accumulated deprocmhon

CURRENT ASSETS

Cash and temporary cash investments
Amounts due from customers and others, net
Accounts receivable from affiliates

Noles receivable from affilates

Unbilled revenues .

Materials and supphes at average cosl
Fossil fuel inventory, at average cost

Taxes applicable to succeeding years ... ..
037 | SR DS SR S O s

DEFERRED CHARGES
Amounts due from customers for future federal income taxes

Unamortized loss from Beaver Valley Unit 2 sale .
Unamortized loss on reacquired debt

Carrying charges and operating expenses, pre- phabe in
Carrying charges and operaling expenses, phase-n . .

(113" | R e LR

Total Assets .

_ December 31,

1990 1989
(thousands of dollars )

$2,607,010 $2 532,201
646,193 __567,197
1 960,817 1 965,094
93,154 B4 586
343,685 345754
2 397,656 2 395 434
221,848 235,193
204 2,125
2,621,528 _263276¢2
22107 73,692
63,233 53,800
29,999 35114
— 114,000
20,166 23,525
32,666 26 841
15,578 14 882
63,375 61.967
2471 4815
249,597 408,636
494 454 519 469
119,623 122911
27,404 28 528
255,020 257709
165,310 104 843
68,582 _.. 53998
1,130,383 1,097,458
34 001 610 $4 138 846

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



THE TOLEDO EDISON COMPANY

~___December 31,
1990 1980

{ !housands of ctoua's )

CAPITALIZATION AND LIABILITIES

CAPITALIZATION
Common shares, $5 par value 60,000 000 authorized
39.134.000 outstanding in 1990 and 1989 ‘ $ 195687 $ 195687
Premium on capital stock . . i : m 481,082 481,082
Other paid-in capital . . e . 121,069 121,059
Retained earnings .. .. ................. ! . 82,956 99965
Common stock equity ... ...... ... . An ol 880,784 897 793
Preferred stock
With mandatory redemption provisions . A 66,328 68,990
Withou! mandatory redemption provisions . i 210,000 210,000
Long-term debt ... .. .. . R , it 1,097,326 _1.197.277
2,254,438 2,374,060
OTHER NONCURRENT LIABILITIES
Refund obligations t¢ customers . . .. s : - 23,780
Other, pnmarily nuclear fuel lease obug;auonc ¥ . - 228,844 252,480
228,844 ...276.240
CURRENT LIABILITIES
Current portion of long-lerm debt and preferred stock ... .. 116,150 114 870
Current portion of lease obligations . . ... ... ... _ 50,389 44 480
Notes payable to banks and others. . ... .. ... 23,200 —
Accounts payable . (s o 125,802 108,338
Accounts and noles payable to amhales e el AL T 31,626 8311
Accrued taxes . e ey , - 96,973 94 990
Accrued mterest N el b el T, ool . g it 3.,665 39.075
Accrued payroll and »acahons bt - oy s, 6,597 6885
Current portion of refund obhgahons 10 customers Yoo . 23,888 26.125
Other T e I R R s e 4628 10,749
510918 483 823
DEFERRED CREDITS
Unamortized investment lax credits . . S e 83,377 103,349
Accumulated deferred federal income taxes ... .. ... .. . 571,233 565,266
Reserve for Perry Unit 2 allowance for funds used dunng
construction .. ... ... g T Sl 88,295 88 295
Unamortized gain from Bruce Mansfield Plant sale : 236,835 247 308
R SRR e e ) .. 21878 30508
11,007,318 1,034,723

Total Capitalization and Liabilities i,y U, T $4,001,518 $4 138 846



STATEMENT OF CUMULATIVE PREFERRED
AND PREFERENCE STOCK

1990 Shares Current
Quistanding Call Price

$100 par value, 3,000,000 preferred shares authorized: $25 par value
12,000 000 preferred shares authorized and $25 par value
5,000,000 preference shares authorized, none outstanding

Preferred, subject 10 mandatory redemplion

$100 par $11.00 34 825 $101 00
8375 .... 150,100 103 95
25 par 281 : 2.000 000 26 87

Less. Current maturities
Total Preferred Stock, with Mandatory Redemption Provisions

Preferred, not subject to mandatory redemption

$100 par $ 425 .. . 160,000 104 625
4 56 50.000 10100
425 . 100,000 102 00
8.32 100,000 102 46
7.76 A ; 150,000 102 437
7.80. .. : 150,000 101.65
| 10.00 A 190,000 101.00
| 25 par 221 1.000.000 2590
| 2 365 1,400,000 28 45
| Series A Adjustable 1,200,00C 25.75
Series B Adjustable |, . . 1,200,000 —

Total Preferred Stock, without Mandatory Redemption Provisions

THE TOLEDO EDISON COMPANY

_Degember 31,

1990

_ 1989

{ thousands of doliars )

$ 3489
15,010
50,000
68,493
2,165
g.50208

$ 16,000
5,000
10,000
10,000
18,000
15,000
19,000
25,000
35,000
30.000
30,000
$210,000

$ 16,000
§.000
10.000
10,000
15,000
15,000
19.000
25,000
35 000
30,000
30,000
$210,000

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




NOTES TO THE FINANCIAL STATEMENTS
PROPERTY OWNED WITH OTHER UTILITIES AND INVESTORS

UTILITY PLANT SALE AND LEASEBACK TRANSACTIONS
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(3) CONSTRUCTION AND CONTINGENCIES

(a) CONSTRUCTION PROGRAM

Thy estimated cost of the Company's construction
program for the 19911993 period 1s $252 000,000
including AFUDC of $17,000000 and excluding
nuclear fuel

(b) CLEAN AIR LEGISLATION

The Clean Air Act wili require, ameng other things
reductions in the emission of sulfur dioxide and
nitrogen oxides by the Company's fossil-fueled electric
generating units. Centerior Energy's preliminary
analysis indicates that compliance with the Clean Air
Act by the Company is expected 1o result in somewhat
higher fuel and operation and maintenance expenses
Furthermore, compliance will require additional
aggregate capital expenditures in the range of
$30,000,000 to $35,000,000 after 1997 to meet the
nitrogen oxide emission imitation and for sulfur dioxide
and nitrogen oxide emission monitors. We believe that
reduction of sulfur dioxide emissions will not require
installation of scrubbe .8 A more specific compliance
cost estimate will become available when Centerior
Energy's compliance strategy for the Company and
Cleveland Electric is further developed We believe that
Ohio law would permit the recovery of compliance
costs from customers in rates. Any rate increase is
expected to be minimal

(¢) PERRY UNIT 2

Perry Unit 2, including its share of the common
facilities, 1s over 50% compiete Consiruction of Perry
Unit 2 was suspended in 1985 by the CAPCO
companies pending future consideration of various
options, including resumption of full construction with a
revised estimated cost and completion date or
cancellation. No option may be implemented without
the approval of each of the CAPCO companies
Duquesne, a 13.74% owner of Perry Unit 2, has
advised the Pennsylvania Public Utility Commission
that it will not agree to resumption of construction of
Perry Unit 2. The NRC construction permit for Perry
Unit 2 expires in November 1991, Cleveland Electric,
the company responsibl for the construction of Perry
Unit 2. plans to apply for an extension of the
construction permit prior to the expiration date Under
NRC regulations, this action wili cause the
construction permit to remain in effect while the
apolication is pending

It Perry Unit 2 were to be canceled, then the
Company's net investment in Perry Unit 2 (less any tax
saving) would have o be written off We estimate that
such a write-off, based on the Company's investment
in this unit as of December 31, 1990, would have been
about $173,000,000. after taxes. See Notes 10(b),
(¢) and (d) for a discussion of other potental
consequences of such a write-off

Beginning in July 1985 Perry Unit 2 AFUDC was
credited to a deferred income account untii January 1
1988, when the practice was discontinued

(d) SUPERFUND SITES

The Comprehensive Environmental Response
Compensation and Liability Act of 1980 as amended

(Superfund) established programs addressing the
cleanup of hazardous waste disposal sites, emergency
preparedness and other issues The Company 8
aware of its potential involvement in the cleanup of two
hazardous waste sites We believe that the ultimate
outecme of these matlers will no! have a material
adverse effect on the Company's financial condition or
resulls of operations

(4) NUCLEAR OPERATIONS AND
CONTINGENCIES

(a) OPERATING NUi _ZAR UNITS

The Company s interests in nuclear units may be
impacted by activities or events beyond the
Company's control. Operating nuciear generating units
have experienced unplanned outages or extensions of
scheduled outages because of equipment problems
of new requlatory requirements A major acoident at a
nuclear facility anywhere in the world could cause the
NRC to limit or g-ohibit the operation, construction or
licensing of any nuclear unit If one of the Company's
nuclear units 1s taken out of service for an extended
period of ime for any reason, including an accident at
such unit or any other nuclear facility, we cannot
predict whether regulatory authorities would impose
untavorable rate treatment such as taking the
Company s affected unit out of rate base An extended
outage of one of the Company's nuclear units coupled
with unfavorable rate treatment could have a material
adverse effect on the Company's financial position and
results of operations

(b) NUCLEAR INSURANCE

The Price-Anderson Act limits the liabiiity of the owners
of a nuclear power plant o the amount provided by
private insurance and an industry assessment plan. In
the event of a nuclear incident at any unit in the
United States resufting in losses 1 excess of the fevel
of private insurance (currently $200.900.000). the
Company's maximum potential assessmaont under that
plan (assuming the other CAPCQ comparies were to
contribute their proportionate share of any
assessment) would be $58 503,000 (plus any inflation
adjustment) per incident. but is imited to $8 844 000
per year for gach nuclear incident

The CAPCO companies have insurance coverage
for damage to property at Davis-Besse, Perry and
Beaver Valley (including leased fuel and clean-up
costs) Coverage amounted to $2 325,000,000 for
each site as of January 1, 1991 Damage to property
could exceed the insurance coverage by a substantial
amount If it does. the Compary s share of such
excess amount could have a material adverse effect on
the Company's financial condition and results of
operations

The Company also has insurance coverage for the
incremental cost of any replacement power purchased
(over the costs which would have been incurred had
the units been operating) after the occurrence of
certain types of accidents at the Company's nuclear
units. The amounts of the coverage are 100% of the
estimated incremental cost per week during the 52-
week period starting 21 weeks afler an accident, 67%
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RETIREMENT INCOME PLAN AND OTHER
POSTRETIREMENT BENEFITS

GUARANTEES
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QUARTEKLY RESULTS OF OPERATIONS




FINANCIAL AND STATISTICAL REVIEW

Operating Revenues (thousands

perating Exper

088 ) (thousands

(LOSS ) (thousands




g 0of KWH) Electr ustomers (yvear end Residential UsagQé AT
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Capitalization (thousands of dollars &
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