Fu060B0260

PDr
]

ADDCk

950601

0%

00346

PDR

Il

//—
_

S

Z

|

-

r

o A .

-

1l

-
)

% CENTERIOR
ENERGY




ivilie

(Jperating A\t

rrom

ash

[(

ons

mili

in

»n
o
@
o)
e

IS0 P0EIINBIGBINN

sSSGEOIPOSSIOIPOLTSE

SS0RCISESROISGIENS

IoeeseceEsy

ng

(i

Debt

| Preferred Stock Outstand

in muiions

[ Yea)

IS990 000BRPINY

PRSOHOOSERIGSISS

SS0CCOGOERNSRINES

IS8R PesbeIRIEEN

PO SESREEBTORNEYS

PS80 B000SEMN

PO PEEEFOIRIREOOEESE

PESOSIGIEPIROPOESRNISSES

P90 BOIPBORNERIOISS

S0P ESIEITRIRIEYS




r.,..__.___.., B —— Sl e T P T e —r e L e RS TR ey s e s—— - RPN S
:

Financial Summary

* M 1994 1993 % Change

Eamings (Loss) Per Share of Common Stock $ 138 $ (651) —
Write-Offs and Other Charges Per Share of Common Stock $ — $ 79§ -—
Earnings Per Share of Common Stock

Excluding Write-Offs and Other Charges $ 138 $ 144 (4)
Dividends Declared Per Share of Common Stock $ 80 $ 160 (50)
Book Value Per Share of Common Stock at Year End $ 12N $ 12,14 5
Clostng Common Stock Price at Year End $ B4 $ 134 (33)
Common Stock Share Owners at Year End 149,237 163,602 9)
Common Stock Shares Outstanding at Year End (mulhions) 148 147 1
Operating Revenues (millions). $ 2421 $ 2474 (2)
Operating Fxpenses (millions) $ 1843 $ 2,161 (15)
Net Income (Loss) imillions) $ 204 $ (943 —
Return on Average Common Stock Equity 111% (40.3)% —
Return on Average Common Stock Equity

Excluding Write-Ofts and Other Charges 11.1% T1% -
Kitowatt-hour Sales (Mithons of Kilowatt-hours)

Residential B 6,980 6974 0

Commercial 7.481 7.306 2

Industeiad 12,069 11,687 3

Wholesale 1,842 3027 (39)

e . 1.074 1.022 5

Tow - 29.446 30,016 (2)
Employees at Year End 6.767 6,748 0
Quarterly Range Of Common Stock Prices
1904 High Low 1993 High Low
st Quarer $13%4 S16% Ist Quarter $20 SIR%
2nd Quarter 11% 9% 2nd Quaner 197 17%
Ard Quartet 10 R4 3rd Quarter 1874 17 %
4th Quanter B K 4th Quarter 17°% 12
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plan. One of the purposes of this plan is 10 broaden
the ways in which our present residential, commercial
and industrial customers use electricity, Another is 10
foster economic development in our service area,
which after years of recession now has low
unemployment along with robust activity in a variety
of major industries,

Another source of revenue growth is the
restructuring of rates. Our rates have not changed
since 1991, but the Rate Stabilization Program
approved by the Public Utilities Commission of Ohio
in 1992 permits us 1o apply tor new tariffs that
would become effective in 1996. New tariffs are
justified by our current return on investment. and
could provide us with the kind of pricing flexibility
needed in an increasingly competitive market.

We're making progress in cost reduction.
Operation and maintenance expenses exclusive of
fuel and purchased power were 13% lower in 1994
than in 1990, The fact that 1994's O&M expenses
were $108 million lower than those for 1990, and
$56 miihon lower than those for 1993 when one-
time charges are excluded, is especially significant
in light of the costs of the Perry outage.

The improvements made to the Perry plant
during its outage have already contributed to better
performance. They also constitute an important step
in the necessanily gradual process of turning Perry
into what our Davis-Besse Nuclear Power Station
already 15 a world-class genevating facility, We
expect to complete that process by 1998, when Perry
will have undergone two more scheduled outages,

O&M expenses both at Davis-Besse and at our
tossil-fueled plants have been reduced significantly
over the past several years. Davis-Besse completed
the shortest refueling and maintenance outage in its
history in 1994, reiurning (o service just 46 days
after shutting down. The one scheduled outage aside.
its availabibty rate in 1994 was 100%.

All these positive developments — good cash
generation, debt and cost reduction, preparations for
further change ——are steps toward the achievement of
the strategic plan. The wltimate purpose of that plan
15 1o repay our share owners for their support and

for their patience in challenging times. Everytning
being done at and by Centerior is aimed at building
share owner value over the long term.

It is for this reason that we have established an
mcentive compensation program that rewards our
work force when—but only when—key objectives
are achieved. For the same reason we have frozen
the base salaries of our top executives for the next
three years, linking their opportunities for increased
compensation directly to the performance of our
common stock. This assures that our leadership team
will win only if our share owners win first.

The following pages are a brief report on
progress o date in the achievement of our strategic
objectives, and on where we intend to go from here.
We believe we have made a good beginning, but we
know it is nothing more than a beginning. The
strategic plan is a guide that covers eight years, and
seven of those years are still ahead of us. They will
bring many additional changes, some of which may
require adjustments of our plan. An immense amount
of work, including almost all the work of achieving
our objectives, still lies ahead. In 1994 we built the
foundation on which that work can and will be done.

As we move into year two, |1 am grateful for
the support (and, ves, for the patience) of our share
owners. 1 am likewise grateful for the immense
contributions of the talented and committed men and
women who make up the Centenior work force. It 1s
the quality of our team, more than any other single
thing, that makes me confident about the future,

Sincerely,

N

Robert ). Farling

Chairman, President and
Chief Executive Officer

Febraary 24, 1995
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Provide share owners a total return—
dividends plus price appreciation-—
exceeding that of the Standard & Poor’s
500 Index.

“Cash is king —ucash is the key to everything
we're trying 10 do,” says Gary Le.dich,
Cemerior's chief financial officer,

“Our long-term goal is to rebuild the
corporation’s financial strength by reducing our
debt. and doing that requires cash. We want o
position ourselves to compete effectively,
and to do that we have to reduce our fixed

costs. Again, what it takes is cash.”

In 1994 the total return for the Standard
& Poor’s 500 Index was 1.3%. The return for
Centerior share owners, by contrast, was -27%.
We're still a long way, clearly. from achieving

our first objective.

We did, however, make progress toward that
objective. And we did 5o in the ways that matter
most: by keeping spending under control and
using available cash for the gradual reduction of

debt and preferred stock.

Of the $569 million in cash that Centerior
generated from operating activities in 1994,
$118 milhon went for common stock dividend
payments. Another $205 mullion in cash was used
for capital expenditures, The balance—the part
that demonstrales most ¢learly the importance of
our focus on cash—was used to retire nuclear
fuel lease oblhigations of $ 10 milhon and fixed-

income obligations of $13¢ million,

Keeping cash flow at satisfactory levels will
require two things above all, First it will require
revenue growth. This is the subject of our second
strategic objective, and it will become particularly
important when, starting in 1996, deferrals are
no longer a significant part of reported earnings.
Second it will require firmness in controlling
costs and aggressiveness in reducing costs wherever
this can be done without damaging our ability
to serve and satisfy customers. With revenues
rising and costs stable, more dollars can fall 10
the bottom line and be used for the continuing
reduction of debt and preferred stock.

Operation and maintenance expenses
exclusive of fuel and purchased power but
including plant leases amounted 10 $755 million
in 1994, This total was very close to our target
for the year. The comparable earlier totals were
$X11 million in 1993, $784 million in 1992 and
$801 million in 1991. The level achieved in 1994
is especially gratifying in light of the $18 million
that unanticipated repair needs added to the
cost of the Perry plant’s outage. Without these
additional costs. we would have been $7 million
below our O&M spending target in 1994,

The target for 1995 is $760 million—
slightly higher than the previous year’s total
because of the costs of putting new marketing
capabilities in place and improving customer
service. From 1996 through the remaining years
of the strutegic plan, we will be commitied to
avoiding any increases in O&M spending, even

adjustments for inflation. Payroll expense for

S




1994 was not only far below the previous year's

total—an almost inevitable result of 1993°s early
retirement program—but also significantly below

what we had planned.

Construction expenditures in 1994 totaled
$257 million, $2 million under target. The target
for 1995 is $260 million. The annual construction
expenditures average called for in our five-year
forecast is now $250 mullion. The comparable
average two years ago was $329 million. Capital
investment is being limited 1o projects that are

necessary for system reliability or expansion.
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Increase revenues in an increasingly

competitive market.

"What we 're doing.” savs Al Temple, who in
1994 became Centerior’s vice president of sales
and marketing, “is introducing highly competitive
technigues for maintaining and enhancing our
revenues into what was until recently a traditional
utility company. This is mnovative, it’s necessary,
and it's immensely productive.”

The purswmit of higher revenues starts with
maintatming our current customer base. This is
achieved partly through objective number ihree,

increased customer satisfaction

It is achieved also through the contracts
discussed in the chairman’s letter-—contracts

which enable us te build the kinds of relationships

that can be decisive in highly competitive
markets. Throughout our service area a pattern is
becoming apparent whenever our large industrial
customers renew their contracts. The new
contracts often are for longer periods of time,

and often they involve increased use of

e Weather Adjusted
More than Nonfuel Retail Revenues ;
ever before, (in millions)
50
Centerior 5
is helping e a '4! ﬁ 1_
customers s —8— 8. $+—3 -
L4 . ® . *
to use $1.700 -—g * * % '__.
‘ e o 8 s e
electricity $1.600 ___,’ * % % *__
as a tool for . 2 2 e 2 e
e e e e e
improving . . . . . ©
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This in turn
18 leading to plant expansion and increased

demand for power.

In 1994 a growing list of established
Centerior customers decided to expand their
operations or make new use of innovative
electrotechnologies in our service area. Each such
decision brings new jobs., new economic vitality,

and new demand for electricity in the years ahead.

The customer base is maintained finally
through a demonstrated ability to deal with com-
petition from municipal electric systems. Partly
as a result of our actions. proposals for the study
of possible municipalization were turned back in
1994 in the cines of Toledo and Garfield Heights

By the end of the year the expansion of the



Cleveland Public Power system had slowed
sigmficantly. Two of CPP’s largest industrial
customers. American }ational Can and Pierre’s
French lce Creum, reurned 10 Centerior in 1994
Late in the year CI-P was reporting 11s expansion

program to be bohind schedule and over budger.

The r.ggle over municipalization
continues, of course. In Toledo, advocates
continue to push for voter approval of funding for
a municipalization study. Centerior is among the
most expenenced utilities i the U.S. in dealing
with such matters, and we have a long record of
success 1n showing voters and city officials alike
that mumicipalization is rarely if ever ir the

public interest,

In 1994 we also launched a marketing plan
aimed partiy at developing new sources of
revenues. and before year-end this was producing
results. In the fall, ufrer negotintions i which
Centerior plaved a very active role, the American
Sicel and Wire unit of Birm.ngham Steel
annouanced its decision to build a $100 mithion bar
ml in the Cleveland suburb of Cuyahoga Heights.
Owens Carning announced that it will build a
$90 million headguarters—complete with all-

electric heating and cooling — in downtown Toledo.

In February 1995, Aluminum Corporation of
America announced s selection of a site in the
Toledo Edison service area tor a new automotive
supply manufacturing facility, and North Star
Siee! announced a site served by TE for a $450
milhion steel mill. North Star cited competitive

electric rates as an important tacror in its

RIS P ——

decision. Both companies considered locations in

other stutes,

Centenor’s economic development programs N

B ity R
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conmributed significantly to all of lm expansion

and site selection decisions,

Overall. industrial and commercial revenues
were higher in 1994 than in the '#vious vear
despite the fact that, even by year-end, our new
sales and marketing capabilities were stll being
put into place. The increase was sutficient o
offset both a 1.3% drop in residentia Tevenucs
caused by last summer’s grnerﬂﬂjﬂu |
temperatares and lower fucl cost rcwvm
revenues. Toledo Edison, Wue service area has
long been economically gingglph. u;.p_cncuﬁul a
2.8% increase in industrial rc‘wfap_ncr{-'a«)’li&-1 |
evidence of improving business conditions.

We now hwc not only new sales and iy

marketing objectives but an organization d:ugnsd
1o achieve them. m and other improve-
ments have muuud the time thnw
representatives spend actively selling by upwards
of 2(),000:‘:toum inr vear. This trﬁntcs into more
calls on customers, better know ledge of customer
needs and increased ability 10 meet those needs.

In the course of making such changes we
broke down our long-term dﬁeﬁlin-ﬂ:ﬁ
billion in retail revenues in 2001 —into year-by-
year goals., The goal for 1995 is $1.98 billion,
weather-normalized and exclusive of fuel cost

recovery, a 2% ncrease over 1994,

Both the marketing plan and the new

organization responsible for impiementing 1t are

.
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focused on our three primary mainct segments:
residential, commercial and industrial. Results-
oriented research is providing valushle knowledge

of the customer subgroups that are most important

km segment. This knowledge, in turn, is

being used to develop marketing programs aimed
at those arcas where opportunities for new uses
of electricity —and therefore for inereased

sales —uppear to be greatest. These programs are
producing sales. A major canned food producer,
for example, chose electricity &8 the heat source
for a new shrink-wrapping process becausc of its

superiority to natural gas in such applications.

As part of the implementation of the
marketing plan. one new program is being
mtroduced in each segment each fiscal quarnter.
In the industrial segment this began with electro-
technotogies for non-ferrous melters and with
infrared eleciric heat as a drving technology for
customers in the metals and coatings business,
The first programs introduced n the commercial
seclor involved exterior “ighting and supplemental
lighting. Bach such prosram is aimed at a market
niche where Centerior an offer a technology that

provides new answers 1) customer needs,

b
(/ ustomers
Raise our customer satisfaction rating.

“To fulfill our vision for the Centerior of
the future, we have 10 be sure that our customers

are happy with our service,” says Murray

Edelman, executive vice president.
“Accomplishing that is going to take two

things: knowledge and action. We have to know

enough to position oursell as the customer's

partner. And we have to be constantly taking

action in response to what the customer tells us.”

When we launched our strategic plan

early in 1994, our third objective was focused on

customer

e Lt Weather Adjusted

avorability. Retail KWH Sales (in billions)
Since then, i

we have

decided that

customer

{.TC

satisfaction
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ability (the
difference is somewhat technical in addition to
being significant), and we have changed this

objective as a result.

Staying competitive over the long term
reguires competitive prices. We know that, and
therefore one of the aims of our strategic plan is
to assure the competitiveness of Centerior’s prices
But customer satisfaction is crucial, too! whenever
multiple suppliers are approximately equal in
price, the one that does the best job of satisfying

the customer is likely to dominate the market.

In 1994 we expunded the means by which

we gather information about our customers, their

£ —ro



opinion of our products and services and the
potential for using electricity 1o meet more of
their wanis and needs. We also broadened the
range of customers about whom we
systematically collect information, including
commercial and indusitial customers i our
research for the first time. The Customer Focus
2000 program. mn which executives call on large
customers, served the crucial purpose of helping
1o keep management in direct contact with the
evalving needs of the businesses we serve and

the realities of a last-changing market

The year brought new kinds of action, 1oo.
Both in Cleveland and 1n Toledo, making use of
lessons learned 1o the attermath of a catastrophic
1993 summer storm, we opencd Emergency
Information Centers, Activated nearly a dozen umes
by year-end, these centers provided better informa-
tion aboul outages while frecing our dispaichers
and system operation personnel 1o work uninter-
rupted on power restoration. Described by the
Public Utilities Commission of Ohio as a model
of emergency preparedness, they will be further
improved in 1995 with computerized mapping

and new information links to police departments.

In 1995, with o much mformation now
avalable tor use. our emphasin s shifting toward
achion. An extensive study of Centerior’s resi-
dential, commercial and industrial customers has
resuited in the development of six sels of recom-
mendations having to do with power guality,
service restoration, and other key factois in

customer perception of ol ;wrhvrlmnm'c Teams

TR N —

have been formed to move forward with the
mmiplementation of these recommendations in cach

market segment,

Probably the greatest potential for radical
change 1 our ability to satisfy the people we
serve fies in the work of two teams created late
in 1994 10 re-engineer Centerior’s financial

management and cusiomer service operations.

Early in 1995 these teams converged on a single

shared objective: 1o develop plans for making our -

COTE Progesses — power generanon, transmission,
distribution, serviges —the responsibility of newly
created strategic business units each of which
would be a distinet profit center. In the next )e& !
this study of an SBU-based structure fer ;
Centenior could open the way to unprecedented
gams not only in customer satisfaction but n :

efficiency as well, .

Employe.s

Maximize employee cominitmeni »
corporate objectives ool B e Lo

“Employee commmitment — real commitment thal

e

goes beyond a simple willingness 1o 1rade a day’
work for a4 day's pay-—doesn 't happen auto- I
maticallyv.” suys senior vice president Fred Lange.

“You have to make it happen, The two most \
important things we're doing 1o make it happen
at Centerior are pay for performance, with | B

performance measured 1 lerms of our strategic
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objectives, and the empowerment of our people ™

As the chairman’s letter explains on page 3,
the base salary of Centerior’s semior executives
has been frozen and their incentive compensation
has been linked to the performance of our common

P i | stock. This is pay for performance in the most

i basic sense of the term, starting at the top,

In 1994 the incentive compensation
opportanities of the Centerior work force at large
were made dependent upon ten performance
measures, each of them directly connected to
revenues or costs or some other aspect of our
strategic plan. The achievement of each measure
required superior performance, a special challenge
because of the 19% decrease in our work force
since 1992, At least six had 1o be achieved
before there could be any payout, Some of these
measures became even more challenging—-a few,
such as production umit avairlability and power
production cost, were put out of reach—by the
protracted outage at the Perry plant. Against this
background 1t is particularly impressive that by
year-end the men and women of Centerior had
achieved six of the measures and in doing so had

earned a cash award of $500 per eligible employee.

For 1995 the performance measures have
been refined 10 six: revenues, customer satisfaction,
power production, cash flow, expenditures,
and an employee achievement index. As in 1994,
the goals connected with each measure are chal-
lenging. But they are also completely achievable.

The employee mdex. for example, encompasses

R N T T R S e S e ——— e T S Y S S

absenteeism, safety, and contributions to our
Bright Ideas cost-saving program and the Leads
Generate Sales revenue-building program. Its
safety element goes beyond accident statistics and
provides rewards for actions taken to prevent
accidents. Half of total incentive compensation
for 1995 will be keyed to these measures, and
four of them must be achieved before any payout
becomes possible. The other half will depend on
the achievement of each employee's group or

department goals.

Empowerment at Centerior means giving
employees more control over their own jobs by
providing them with the means and the opportunity
to do those jobs better. It means enabling them to
make decisions, to utilize the training, information
and communications provided by the company, and
ultimately to improve service (0 the customer.
Pay for performance, because it gives employees
4 bigger stake in the results of their work, is an

important part of this,

Power Supply
T M LA 5 AT L 453V SRS

Reduce variable power supply costs to a
more competitive level.

“Performance and cost reduction are closely
linked in the case of a power plan..” says Don
Shelton, the senior vice president with

responsibility for Centerior’s nuclear generating

R R e S e



facilities. “You work to improve performance
because the results show up on the bottom line.
Performance improvement is the biggest driver in
cost control.”

Variable power production costs, though
listed fifth among our prime objectives, are far
from last in importance or in priority. The goal
for 1995 15 2,19 cents per kilowatt-hour. Over the
long term we will be pursuing various ways of

reducing these costs to the lowest possible level.

The job of improving output and
performance —and thereby getting better financial
results — s currently at very different stages at
the two nuclear plants operated by Centerior. The
Davis-Besse facility, which completed a lengthy
and costly upgrading in 1985 and 1986, 1oday iy
widely recognized as a world-class operation—as
being, in fact, one of the top-performing nuclear
facilities not only in the U.S. but the world.

In 1994 it met or exceeded its objectives for
avarlability, fuel and operation and maintenance
cost per kitowatt-hour, and O&M and capital

expenditures,

The challenge for Davis-Besse is 10 keep
output at its current high level while shortening
refueling outages and Improving processes so
thut greater productivity can be achieved with a
progressively smaller work force. The most
persuasive evidence that thes challenge is being
met iy Davis-Bessc's success in mecting 1ts 1994
objectives and the fact that its 1994 refueling

outage was, at 46 days, the shortest in its history.

10

The near-term objective for the Perry plant,
by contrast, is to improve production performance
output by means of a three-year program that
will be completed in 1996 after the next refueling
outage. At that point the groundwork will be
prepared for raising performance to the level of

Davis-Besse.

O&M spending at Centerior’s fossil-fueled
plants was $78 million in 1994, compared with
$80 millien the year before. The 1995 budget
calls for another reduction. We have initiatives
under way 1o produce continuing reductions in
future years. Among our options are predictive
instead of preventive maintenance, and new team-

building efforts focused on greater productivity.

We achieved our 1994 fuel cost goal of
1.35 cents per kilowatt-hour. Delivered fossil fuel
costs tor the year were $1.44 per million BTU's —

well below our $1.50 goal.

Cleveland Electric Hluminating and Toledo
Edison were two of only three Ohio utilities to
reduce their total delivered coal costs per million
BTU's during 1994. CEIl's delivered fuel costs

were the lowest i the state.

Our nuclear fuel costs were 1,022 cents
per kilowatt-hour in 1994, well below 19937

1.O65 cents.

e i Ml el e B



Management's Statement of
Responsibility for Financial
Statements

The management of Centerior Energy Corporation is
responsible for the consolidated financial statements in
this Annual Report. The statements were prepared in
accordance with generally accepted accounting principles.
Under these principles, some of the recorded amounts
are estimates which are based on an analysis of the best
mformation available.

We maintain a system of internal accounting controls
designed 1o assure that the financial records are substan-
tially complete and accurate. The controls also are de-
signed 1o help protect the assets and their related records.
We structure our control procedures such that their costs
do not exceed their benefits.

Our internal audit program monitors the internal account-
ing controls. This program gives us the opportunity to
assess the adequacy and effectiveness of existing controls
and 1o identify and institute changes where needed. In
addition, an examination of our financial statements is
conducted by Arthur Andersen LLP, independent public
accountants, whose report appears below.

Report of Independent
Public Accountants
S ——

To the Share Owners and

Board of Directors of

Centerior Energy Corporation:

We have audited the accompanying consolidated balance
sheet and consolidated statement of preferred stock of
Centerior Energy Corporation (an Ohio corporation) and
subsidianes as ol December 31, 1994 and 1993, and the
related consolidated statements of income, retained earn-
ings and cash flows for each of the three vears in the
period ended December 31, 1994, These financial state-
ments are the responsibility of the Company’s manage-
ment. Our responsibility 1s 10 express an o .son on these
financial statements based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards, Those standards require that
we plan and perform the audn to obtain reasonable
assurance about whether the financial statements are free
of material misstatement. An audit includes examining,
on @ test basis, evidence supporting the amounts and

Our Board of Directors is responsible for determining
whether management and the independent public ac-
countants are carrying out their responsibilities. The
Board is also responsible for making changes in manage-
ment or independent public accountants if needed.

The Board has appointed an Audit Committee, comprised
entirely of outside directors, which met two times in
1994, The Committee recommends annually to the
Board the firm of independent public accountants to be
retained for the ensuing year and reviews the audit ap-
proach used by the accountants plus the results of their
audits. 1t also oversees the adequacy and effectiveness
of our internal accounting controls and ensures that our
accounting system produces financial statements which
present fairly our financial position.

g # otk

Vice President and
Chief Financial Officer

A

E. Lyle Pepin
Controller and
Chief Accounting Officer

disclosures in the financial statements. An audit also
includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation,
We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial posi-
tion of Centerior Energy Corporation and subsidiaries as
of December 31, 1994 and 1993, and the results of their
operations and their cash flows for each of the three
vears in the period ended December 31, 1994, in con-
formity with generally accepted accounting principles,

As discussed further in Note 9, a change was made in the
method of accounting for postretirement benefits other
than pensions in 1993,

(LA Podhossny RN

Cleveland, Ohio
February 17, 1995



Management's Financial Analysis

Outlook
Strategic Plan

We made significant strides in achieving the objectives of
our comprehensive strategic action plan announced in
January 1994, The strategic plan was created to
strengthen our financial and competitive position through
the year 2001. Its objectives are to maximize share
owner return, achieve profitable revenue growth, become
an industry leader in customer satisfaction, build a
winning employee team and attain increasingly competi-
tive power supply costs. To achieve these objectives, we
will continue to control expenditures and reduce our
outstanding debt and preferred stock. In addition, we
will increase revenues by finding new uses for existing
assets and resources, implementing new marketing pro-
grams and restructuring rates when appropriate. We will
also improve the operating performance of our generat-
ing plants and take other appropriate actions.

During 1994, we made progress toward most of our long-
term objectives. We initiated a marketing plan designed
to increase our retail revenues (exclusive of fuel cost
recovery reverues and weather influences) by 2-3% annu-
ally through 2001. Our new customer service activities
are intended to raise our customer satisfaction rating.
Our employees achieved enough of their established
objectives for the year to receive a $300 per eligible
employee incentive compensation award, The work un-
dertaken during refueling outages at the Davis-Besse
Nuclear Power Station (Davis-Besse) and Perry Nuclear
Power Plant Unit | (Perry Unit 1) as well as the outage
work at our fossil-fueled plants should help us achieve
our long-term chjective of reducing variable power costs
to a more competitive level. Another long-term objective
to be achieved over the planning period is to provide
share owners a total annual return greater than the
Standard & Poor's Corporation (S&P) 500 Index. While
there was a slight gain in the S&P 500 Index in 1994,
electric utility stocks in general, and Centerior Energy
Corporation (Centerior Energy) common stock in partic-
ular, declined sharply. The climb in interest rates and
increased investor concern about the competitiveness of
the electric utility industry caused the Dow Jones Utility
Average to drop 21% in 1994, The total return on our
common stock in 1994, including dividends, was -27%.
Investors placed a lower valuation on our stock principally
hecause of our high retail cost structure relative to
certain neighboring utilities and municipal electric
systems.

As discussed below, we are taking steps 10 improve our
competitiveness. As these efforts unfold and if interest
rates decline and investor concerns about the electric
utility industry diminish, the total annual return for our

common stock should improve. Further improvement in
several key financial measures should lead to a higher
investor valuation of Centerior Energy. Substantial pro-
gress in these areas was made in 1994, Strong cash flow
continued in 1994 and fixed-income obligations were
reduced by $136 million. Also, total operation and main-
tenance expenses declined $88 million, exclusive of one-
time charges in 1993,

We are taking aggressive steps 1o increase revenues
through our enhanced marketing plan and to control
costs. The full impact of these efforts will take time. In
the meantime, to increase share owner value, we must
raise revenues by restructuring rates. Accordingly, we are
preparing to file a request with The Public Utilities
Commission of Ohio (PUCO) for our two utility subsidi-
aries, The Cleveland Electric Illuminating Company
(Cleveland Electric) and The Toledo Edison Company
(Toledo Edison) (collectively, the Operating Compa-
nies) 1o be effective in 1996. Meaningful cost control and
marketing strategies will mitigate the need for additional
rate increases and help us meet competition.

Competition

We are implementing strategies designed to create and
enhance our competitive advantages and to overcome the
competitive disadvantages that we face due to regulatory
and tax constraints and our high retail cost structure.

Currently our most pressing competition comes from
municipal electric systems in our service area. Qur rates
are generally higher than those of municipal systems due
largely to their exemption from taxation, the lower cost
financing available to them, the continued availability to
them of lower cost power through short-term power
purchases and their access to cheaper governmental
power. We are seeking to address the tax disparity
through the legislative process. In 1994, the Ohio Gover-
nor's Tax Commission recommended the replacement of
the gross receipts and personal property taxes currently
levied only on investor-owned utilities and collected
through rates with a different tax collected from custom-
ers of all electric utilities, including municipal systems.
Investor-owned utilities would reduce rates upon repeal
of the existing taxes. We are now working to submit this
proposal to the Ohio legislature.

We face the threat that municipalities in our service area
could establish new systems and continue expanding
existing systems. We are responding with aggressive mar-
keting programs and by emphasizing the value of our
service and the risks of a municipal system: substantial,
long-term debt; no guarantee of low-cost wholesale elec-
tricity; the difficulty of forecasting costs; and the uncer-
tainty of market share as a result of our aggressive
competition. Generally, these municipalities have deter-
mined that developing a system 1s not feasible or have
agreed with us not to pursue development of a system at






erage of Perry Unit 1 was below the three-year industry
availability average for that reactor type.

In 1994, Davis-Besse had an avalability factor of 88%.
Further, Davis-Besse completed the shortes refueling
and maintenance outage in its history in 1 %94, returning
1o service just 46 days after shutting down. We are in the
process of upgrading Perry Unit 1 to the same level. For
seven months in 1994, Perry Unit | was out of service for
its fourth refueling and maintenance outage. Work was
also performed in connection with the comprehensive
course of action developed in 1993 to improve the operat-
ing performance of Perry Unit 1. Work in connection
with that course of action is ongoing.

We externally fund the estimated costs for the future
decommissioning of our nuclear units, In 1993 and 1994,
we increased our decommissioning expense accruals be-
cause of revisions in our cost estimates. See Note 1{d}.

Our nuclear units may be impacted by activities or events
beyond our control. Operating nuclear units have exper-
ienced unplanned outages or extensions of scheduled
outages because of equipment problems or new regula-
tory requirements. A major accident at a nuclear facility
anywhere in the world could cause the Nuclear Regula-
tory Commission to limit or prohibit the operation or
licensing of any domestic nuclear unit. If one of our
nuclear units is taken out of service for an extended period
for any reason, including an accident at such unit or #ny
other nuclear facility, we cannot predict whether regula-
tory authorities would impose unfavorable rate treat-
ment. Such treatment could include taking our affected
unit out of rate base, thereby not permitting us to recover
our investment in and earn a return on it, or disallowing
certain construction or maintenance costs. An extended
outage coupled with unfavorable rote treatment could
have a material adverse effect on our financial condition
and results of operations.

Hazardous Waste Disposal Sites

The Comprehensive Environmental Response, Compen-
sation and Liability Act of 1980 as amended
(Superfund) established programs addressing the cleanup
of hazardous waste disposal sites, emergency prepared-
ness and other issues. The Operating Companies have
been named as “potentially responsible parties”™ (PFP.Ps)
for three sites listed on the Superfund National Priorities
List (Superfund List) and are aware of their potential
involvement in the cleanup of several other sites, Allega-
tions that the Operating Companies disposed of hazard-
ous waste at these sites, and the amounts involved, are
often unsubstantiated and subject to dispute, Superfund
provides that all PRPs for a particular site can be held
liable on a joint and several basis, If the Operating
Companies were held liable for 100% of the cleanup costs
of all of the sites referred to above, the cost could be as

high as $500 miliion. However, we believe that the
actual cleanup costs will be substantially lower than $500
million, that the Operating Companies’ share of any
cleanup costs will be substantially less than 100% and
that most of the other PRPs are financially able to
contribute their share. The Operating Companies have
accrued a liability totaling $13 million at December 31,
1994 based on estimates of the costs of cleanup and their
proportionate responsibility fer such costs. We believe
that the ultimate outcome of these matters will not have
a material adverse effect on our financial condition or
results of operations.

Merger of the Operating Companies

We continue 1o seek the necessary regulatory approvals to
complete the merger of the Operating Companies which
we announced in 1994, The Operating Companies plan
to seek preferred stock share owner approval in mid-1995.
The merger is expected to be effective in 1995,

Inflation

Although the rate of inflation has eased in recent years,
we are still affected by even modest inflation which causes
increases in the unit cost of labor, materials and services.

Capital Resources and Liguidity
1992-1994 Cash Reguirements

We need cash for normal corporate operations, the
mandatory retirement of securities and constructing and
modifying facilities. Construction is needed to meet antic-
ipated demand for electric service, comply with govern-
ment regulations and protect the environment. Over the
three-year period 1992-1994, construction and mandatory
retirement needs totaled approximately $1.3 billion. In
addition, we exercised options to redeem and purchase
approximalely $900 million of our securities.

We raised $1.7 billion through security issues and term
bank loans during the 1992-1994 period. The Operating
Companies also utilized short-term borrowings to help
meet cash needs. Although wnte-offs of our Perry Nu-
clear Power Plant Unit 2 (Perry Unit 2) investment and
phase-in deferrals in 1993 negatively affected earnings,
they did not adversely affect cash flow. See Notes 4(b)
and 7.

1995 and Beyond Cash Requirements

Estimated cash requirements for 1995-1999 for Cleveland
Electric and Toledo Edison, respectively, are $802 mil-
lion and $288 million for construction and $832 million
and $37% million for the mandatory redemption of debt
and preferred stock. Cleveland Electric expects to finance
externally zbout two-thirds of its 1995 cash requirements
of approximately $451 million and about one-third of its
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of these factors dropped by 5% and 6% for Cleveland
Electric and Toledo Edison, respectively.

For 1994, operating revenues were 31% residential, 30%
commercial, 31% industrial and 8% other and kilowatt-
hour sales were 24% residential, 25% commercial, 41%
industrial and 10% other. The average prices per kilo-
watl-hour for residential, commercial and industrial cus-
tomers were $.11, $.10 and $.06, respectively.

Operating expenses were 15% lower in 1994, Operation
and maintenance expenses for 1993 included $218 million
of net benefit expenses related 1o an early retirement
program, called the Voluntary Transition Program
{VTP), and other charges totaling $54 million. Two other
significant reasons for lower operation and maintenance
expenses in 1994 were a smaller work force and ongoing
cost reduction measures. More nuclear generation and
less coal-fired generation accounted for a large part of the
lower fuel and purchased power expenses in 1994, De-
preciation and amortization expenses increased primarily
because of higher nuclear plant decommissioning ex-
penses us discussed in Note 1(d). Deferred operating
expenses were greater primarily because of the write-off
of $172 million of phase-in deferred operating expenses in
1993 as discussed in Note 7. The 1993 deferrals also
included $84 million of postretirement benefit curtail-
ment cost deferrals related to the VTP. See Note 9(b).
Federal income taxes increased as a result of higher
pretax operating income.

As discussed in Note 4(b}, $583 million of our Perry Unit
2 investment was written off in 1993, Also, as discussed
in Note 7, phase-in deferred carrying charges of $705
million were written ofl in 1993, The change in the
federal income tax credit amounts for nonoperating in-
come was attributable to these write-offs.

1993 vs, 1992

Factors contributing to the 1.5% increase in 1993 operat-
ing revenues are as follows:

Millions
Incregse (Decrease) in Operating Revenues
KWH Sales Volume and Mix _ =l § 65
Buase Rates and Miscellaneous (1%)
Fuel Cost Recovery Revenues ALy
Total __ oL e 336

The revenue increase resulted primarily from the different
weather conditions and the chunges in the composition of
the sales mix among customer categories. Weather ac-
counted for approximately $47 million of higher 1993
base rate revenues. Hot summer weather in 1993 boosted
residential, commercial and wholesale kilowatt-hour
sales. In contrast, the 1992 summer was the coolest in 56

years for Northern Ohio. Residential and commercial
sales also increased as a result of colder laie-winter
temperatures in 1993 which increased electric heating-
related demand. As a result, total sales increased 3.1% in
1993. Residential and commercial sales increased 4.6%
and 3.1%, respectively. industnal sales increased 1.2%.
Increased sales to large automotive manufacturers, petro-
leum refiners and the broad-based, smaller industrial
customer group were partially offset by lower sales to
large steel industry customers, Other sales increased 5.9%
because of increased sales to wholesae customers. Base
rates and misceilaneous revenues decreased in 1993
primarily from lower revenues under contracts having
reduced rates with certain large customers and a declining
rate structure tied to usage. The contracts have been
negotiated to meet competition and encourage economic
growth. The decrease in 1993 fuel cost recovery revenues
resulted from changes in the fuel cost factors. The
weighted average of these factors increased slightly for
Toledo Edison but decreased 5% for Cleveland Electric,

For 1993, operating revenues were 31% residential, 29%
commercial, 30% industrial and 10% other and kilowatt-
hour sales were 23% residential, 24% commercial, 39%
industrial and 14% other. The average prices per kilo-
watt-hour for residential, commercial and industrial cus-
tomers were $.11, $.10 and $.06, respectively. The
changes from 1992 were not significant.

Operating expenses increased 14% in 1993. The increase
in total operation and maintenance expenses resulted
from the $218 million of net benefit expenses related to
the VTP, other charges totaling $54 million and an
increase in other operation and maintenance expenses.
The increase in other operation and maintenance ex-
penses resulted from higher environmental expenses,
power restoration and repair expenses following a July
1993 storm in the Cleveland area, and an increase in other
postretirement benefit expenses. See Note 9 for informa-
tion on retirement benefits, Deferred operating expenses
decreased because of the write-ofl of the phase-in de-
ferred operating expenses in 1993, Federal income taxes
decreased as a result of le ~er pretax operating income.

As mentioned above, $583 million of our Perry Unit 2
investment was written off in 1993, Credits for carrying
charges recorded in nonoperating income decreased be-
cause of the write-off of the phase-in deferred carrying
charges in 1993. The federal income tax credit for nonop-
erating income in 1993 resulted from the write-offs.



Inoome Statement Centerior Energy Corporation and Subsidiaries

——————— _For the years ended December 31,
1994 1993 1992
K {millions of dollars,
except per share amounts)
Operating Revenues $2.421 $2.474 $2.438
Operating Expenses
Fuel and purchased power 442 474 473
Other operation and maintenance 595 652 623
Generation facilities rental expense, net 160 159 161
Early retirement program expenses and other - b4 8 —
Totai operation and maintenance 1,197 1,557 1,257
Depreciation and amortization 278 258 256
Taxes, other than federal income taxes 309 312 318
Deferred operating expenses, net (55) 23 (52)
Federal income taxes 114 B ¢ | 122
1843 161 1901
Operating Income 318 313 -5 |
Nonoperating Income (Loss)
Allowance for equity funds used during construction 5 5 -
Other income and deductions, net R (6) 9
Write-off of Perry Unit 2 — (583) -
Deferred carrying charges, net 40 (649) 100
Federal income taxes — credit (expense) (6) 298 —A7)
41 -{835) 104
Income (Loss) Before Interest Charges and Preferred Dividends 625 (522) __ 641
Interest Charges and Preferred Dividends
Debt interest 36l 359 365
Allowance for borrowed funds used during construction (6) (5) (1)
Preferred dividend requirements of subsidiaries 66 67 65
421 42l — 429
Net Income (Loss) - .20 1043 .22
Average Number of Common Shares Outstanding (millions) 147.8 449 1417
Earnings (Loss) Per Common Share $ 18 $651) $ 150
Dividends Declared Per Common Share § 80 $. 160 $. 160
Retained Earnings
_For the years ended December 31,
1994 1993 1992
(millions of doliars)
Retained Earnings (Deficit) at Beginning of Year $(523) $ 652 $ 669
Additions
Net income (loss) - - 204 (943) 212
Deductions
Common stock dividends _ - ‘ _ (11B) (221) (226)
Other, primarily preferred stock redemption expenses of subsidianies (1) (1) 3)
Net Increase (Decrease) B (1.175) _uan

Retained Earnings (Deficit) at End of Year - e Sas%) $ (3523) § 652

The accompanying notes are an integral part of these statemenis
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Balance Sheet
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The accompanying notes are an integral part of this statement

I8

—December 31,
1994 1993
(millions of dollars)
ASSETS
Property, Plant and Equipment
Utility plant in service $ 9770 § 9,571
Less: accumulated depreciation and amortization _ 2906 _ 2677
6,864 6,894
Construction work in progress _ 129 181
6,993 7,075
Nuclear fuel, net of amortization 293 344
Other property, less accumulated depreciation 50 41
1336 1460
Current Assets
Cash and temporary cash investments 186 225
Amounts due from customers and others, net 211 221
Unbilled revenues 93 124
Materials and supplies, at average cost 139 136
Fossil fuel inventory, at average cost 29 32
Taxes applicable to succeeding years 252 250
Other SRR -]
926 __993
Deferred Charges and Other Assets
Amounts due from customers for future federal income taxes __ 1,046 96X
Unamortized loss from Beaver Valley Unit 2 sale 101 105
Unamortized loss on reacquired debt 86 92
Carrying charges and operating expenses 957 862
Nuclear plant decommissioning trusts 82 56
Other 157 174
—2429 2231
Total Assets $10601 §$10710
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Centerior Energy Corporation and Subsidiaries

: . December 31,
¥ ‘ 1994 1993
_ (millions of dollars)
CAPITALIZATION AND LIABILITIES
) mm. without par value (stated value of $357 million and $345 million for 1994
and 1993, respectively): 180 million authorized; 148 million (excluding 2.7 million shares
in Treasury) and 147 miilion (excluding 2.7 million shares in Treasury) outstanding in
1994 and 1993, respectively $ 2,320 § 2,308
Retained earnings (deficit) _(438) __(523)
Common stock equity 1,882 1,785
Preferred stock
With mandatory redemption provisions 253 313
Without mandatory redemption provisions 451 451 :
Long-term debt 3697 4,019 :
6283  __ 6568
Current Liabilities
Current portion of long-term debt and preferred stock 373 127
Current portion of nuclear fuel lease obligations 83 11
Accounts payable 144 188
Accrued laxes 384 378
Accrued interest 90 87
Other 15 75
1149 966
Deferred Credits and Other Liabilities
Unamortized investment tax credits 279 329
Accumulated delerred federal income taxes 1,778 