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with customers in other parts of our service area. Approxi-
mately 90% of our industrial revenues under contract will
not be up for renewal until 1997 or later. As these
contracts expire, we expect to renegotiate them and retain
the customers. In addition, an increasing number of CPP
customers are converting back to our service,

The Energy Policy Act of 1992 will increase competition
in the electric wtility industry by allowing broader access
to a utility's transmission system. It should not signifi-
cantly increase the competitive threat to us since we have
been required to wheel electricity to municipal systems
in our service arca since 1977 under operating licenses
for our nuclear gencrating units, Further, the government
could eventually require utilities to deliver power from
other utilities or generation sources to their retail custom-
ers, To combat this threat, we are offering incentives
such as energy-efficiency improvements and reductions in
demand charges for increased electricity usage to our
industrial and commercial customers in return for long-
term commtments.

Rate Matters

Under the Rate Stabilization Program discussed in Note
7, we agreed to freeze base rates until 1996 and limit rate
increases through 1998, In exchange, we are permitted
to defer through 1995 and subsequently recover certain
costs not currently recovered in rates and to accelerate
the amartization of certain benefits. Amortization and
recovery of the deferrals are expected to begin in 1996
with future rate recognition and will continue over the
average life of the related assets, or between 17 and 30
years, The continued use of these regulatory accounting
measures in 1995 will be dependent upon our continu-
ing assessment and conclusion that there will be probable
recovery of such deferrals in future rates. Our analysis
leading 1o certain year-end 1993 financial actions and the
strategic plan also included an evaluation of our regula-
tory accounting measures. See Regulatory Accounting
below and Note 7. We decided that, once the deferral of
expenses and acceleration of benefits under the Rate
Stabilization Program are ~ompleted in 1993, we should
no longer plan 10 use these measures to the extent we
have in the past.

Regulatory Accounting

As described in Notes 1(a) and 7. the Company complies
with the provisions of Statement of Financial Accounting
Standards (SFAS) 71. We continually monitor changes
in market and regulatory conditions and consider the
effects of such changes in assessing the continuing appli-
cability of SFAS 71. Criteria that could give nise to
discontinuation of the application of SFAS 71 include;
(1) increasing competition which significantly restricts
the Company's ability to establish rates 1o recover operat-
ing costs, return requirements und the amortization of

regulatory assets and (2) a significant change in the
manner in which rates are set by the PUCO from cost-
based regulations to some other form of regulations. In
the event we determine that the Company no longer
meets the criteria for following SFAS 71, the Company
would be required to record a before-tax charge to write
off the regulatory assets shown in Note 7. In addition, we
would be required to evaluate whether the changes in the
competitive and regulatory environment which led to
discontinuing the application of SFAS 71 would also
result i an impairment of the net book value of the
Company’s property, plant and equipment.

The Company’s write-off in 1993 of the phase-in deferred
operating expenses and carrying charges (phase-in defer-
rals) discussed in Note 7 resulted from our conclusion
that prejected revenues for the 1994-1998 period would
not provide for recovery of such deferrals as scheduled by
the PUCO order. This short time frame for recovery of
the phase-in deferrals is a requirement under the account-
ing standard for phase-in plans of regulated enterprises,
SFAS 92, The remaining recovery periods for all remain-
ing regulatory assets are between 17 and 34 years. We
believe the Company's rates will provide for recovery of
these assets over the relevant periods and SFAS 71
continues to apply.

Nuclear Operations

The Company has interests in three nuclear generating
units — Davis-Besse, Perry Unit | and Beaver Valley
Power Station Unit 2 (Beaver Valley Unit 2). Toledo
Edison operates Davis-Besse and the Company operates
Perry Unit 1. Davis-Besse and Beaver Valley Unir 2
have been operating extremely well, with each unit having
a three-vear availability average at vear-end 1994 that
exceeded the three-year industry average of 80% for
similar reactors, However, the three-year availability av-
erage of Perry Unit | was below the three-year industry
availability average for that reactor type.

In 1994, Davis-Besse had an availability factor of 88%.
Further, Davis-Besse completed the shortest refucling
and maintenance outage in its history in 1994, returning
to service just 46 days after shutiing down. The Com-
pany is in the orocess of upgrading Perry Unit | 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 operating 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{e).
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Qur nuclear units may be impacted by activitics 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 10 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 any
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 1o recover
our investment in and earn a return on it, or disallowing
certain construction or maintenance costs. An extended
outage coupled with unfavorable rate treatment ¢r .«d
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 Company has been named as a
“potentially responsible party” (PRP) for three sites
listed on the Superfund National Priorities List
(Superfund List) and s aware of 1ts potential involve-
ment in the cleanup of several other sites. Allegations that
the Company disposed of hazardous 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 Company were held liable for 100% of the
cleanup costs of all of the sites referred to above, the cost
could be as high as $350 million. However, we believe
that the actual cleanup costs will be substantially lower
than $350 milhon, that the Company’s 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 Company has accrued a liability total-
ing $8 million at December 31, 1994 based on estimates
of the costs of cleanup and its proportionate responsibil-
ity for such costs. We believe that the ultimate outcome
of these matiers will not have a material adverse effect on
our financial condition or results of operations.

Common Stock Dividends

Centerior Energyv's common stock dividend has been
funded in recent years primarily by common stock divi-
dends paid by the Company. We expect this practice to
continue for the foreseeable future. In 1994, Centerior
Energy lowered its common stock dividend which re-
duced its cash outflow by over $110 million annually.
This action, in turn, reduced the common siccy cash

dividend demand on the Company. The Company is using
the increased retained cash to redeem debt and preferred
stock more quickly than would otherwise be the case.
This has helped improve the Company’s capitalization
structure and fixed charge coverage ratios,

Merger of Toledo Edison into the Company

We continue to seek the necessary regulatory approvals to
complete the merger of Toledo Edison into the Company
which was announced in 1994, The Company and
Toledo Edison plan to seek preferred stock share owner
approval in mid-1995. The merger is expected to be
effective in 1995, See Note 15.

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 (ash 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 $940 million. In
addition, we exercised options to redeem and purchase
approximately $470 mullion of our securities.

We raised $989 million through security issues and term
bank loans during the 1992-1994 period. The Company
also utilized short-term borrowings to help meet its cash
needs. The Company had $58 million of notes payable
to affiliates at December 31, 1994, See Note 12. Although
write-offs of the Company's Perry Nuclear Power Plant
Unit 2 {(Perry Unit 2) investment and phase-in defer-
rals in 1993 negatively affected earnings, they did not
adversely affect cash flow. See Notes 4(b} and 7.

1995 and Bevond Cash Requirements

Estimated cash requirements for 1995-1999 for the Com-
pany are $862 million for construction and $832 million
for the mandatory redemption of debt and preferred
stock. The Company expects to finance externally about

two-thirds of its 1995 cash requirements of approximately

$451 million and about one-third of its 1996 cash re-
guirements of approximately $320 million. The Company
expects to meet nearly all of its 1997-1999 requirements
through internal cash generation and current cash re-
sources. If economical, additional securities may be re-
deemed under optional redemption provisions. We
expect that the Company’s continued strong cash flow

B—



Liguidity

Results of Operations
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included $52 million of postretirement benefit curtail-
ment cost deferrals related to the VTP. See Note 9(b).
Federa! income taxes increased as a result of higher
pretax operating income,

As discussed in Note 4{b), $351 million of our Perry Unit
2 investment was written off in 1993, Also, as discussed
in Note 7, phase-in deferred carrying charges of $519
million were written off in 1993. The change in the
federal income tax credit amounts for nonoperating in-
come was attributable 1o these write-offs.

1993 vs. 1992

Factors contsibuting to the 0.5% increase in 1993 operat-
ing revenues are as follows:

Millions

Increase { Decrease) in Operating Revenues of Dallars
KWH Sales Volume and Mix s
Fuel Cost Recovery Revenues (13)
Base Rates and Miscellaneous (10)
Wholesale Sales 4
Total u

The revenue increase resulted primarily from the different
weather conditions and the changes in the composition of
the sales mix among customer categories, Weather ac-
counted for approximately $32 million of higher 1993
base rate revenues. Hot summer weather in 1993 boosted
residential, commercial and wholesaie kilowatt-hour
sales. In contrast, the 1992 summer was the cooiest in 56
years for Northeastern Ohio. Residential and commer-
cial sales also increased as a result of colder late-winter
temperatures in 1993 which increased electric heating-
related demand. As a result, total sales increased 2.9% in
1993. Residential and commercial saies increased 4.4%
and 3.1%, respectively. Industrial sules decreased 1%.
Lower sales to large steel industry customers were par-
tially offset by increased sales to large automotive manu-
facturers and the broad-based, smaller industrial
customer group. Other sales increased 12% because of

increased sales to wholesale customers. The decrease in
1993 fuel cost recovery revenues resulted from changes in
the fuel cost factors. The weighted average of these
factors decreased approximately 5%. Base rates and mis-
cellaneous 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.

For 1993, operating revenues were 31% residential, 31%
commercial, 29% industrial and 9% other and kilowatt-
hour sales were 23% residential, 27% commercial, 37%
industrial and 13% 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 12% in 1993, The increase
in total operation and maintenance expenses resulted
from the $130 million of net benefit expenses related to
the VTP, other charges totaling $35 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, and an increase in other postretirement
benefit expenses. See Note 9 for information on retire-
ment benefits. Deferred operating expenses decreased
because of the write-off of the phase-in deferred operating
expenses in 1993, Federal income taxes decreased as a
result of lower pretax operating income.

As mentioned above, $351 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-ofl 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.
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C“h FIOWS The Cleveland Electric Hiuminating Company and Subsidiaries
A ——— ey
For the vears ended
—December 31,
1994 1993 1992
{(millions of dotlars)
Cash Flows from Operating Activities (1)

Net Income (Loss) $ 185  $(587) §$.205
Adjustments to Reconcile Net Income (Loss) to Cash from Operating Activities:
Depreciation and amortization 195 182 179
Deferred federal income taxes 50 (292) 66
Investment tax credits, net — — (8)
Unbiiled revenucs 2 (6) (7)
Deferred fuel (20) 4 6
Deferred carrying charges, net (25) 487 (59)
Leased nuclear fuel amortization 55 47 70
Deferred operating expenses, net (34) 27 (35)
Allowance for equity funds used during construction (4) (4) (n
Noncash early retirement program expenses, net -- 125 —
Write-off of Perry Unit 2 - 351 —
Changes in amounts due from customers and others, net 10 5 6
Changes in inventories 2 17 (2)
Changes in accounts payable (34) 18 7
Changes in working capital affecting operations 3 29 (4)
Other noncash items 4' 5 L3ty
Total Adjustments 229 .9 20
Net Cash from Operating Activities 414 __408 412
Cash Flows from Financing Activities (2)
Bank loans, commercial paper and other short-term debt — (10) 10
Notes payable to affiliates 58 (11) (13)
First mortgage bond issues 46 280 324
Secured medium-term note issues - 35 90
Term bank loan —— 40 -
Preferred stock issues - 100 74
Maturities, redemptions and sinking funds (116) (345) (481)
Nuclear fvel lease obligations (60) (59) (65)
Dividends paid (142) (232) (235)
Premiums, discounts and expenses (1) (1) {7
Net Cash from Financing Activities (215) (213) _(303)
Cash Flows from Investing Activities (2)
Cash applied to construction (164) (167) (152)
Interest capitalized as allowance for borrowed funds used during construction (5) (4) —
Contributions to nuclear plant decommissioning trusts (14 (5) (5)
Other cash received (applied) 27y .24 (15)
Net Cash from Investing Activiti=s (210) (152) (172)
Net Change in Cash and Temporary Cash Investments (11) 43 (63)
Cash and Temporary Cash Investments at Beginning of Year B & 34 97
Cash and Temporary Cash Investments at End of Year $..66 .1l 223

(1) Interest paid (ner of amounts capitalized| was $208 miilion, $204 million and $205 million in 1994, 1993 and 1992,
respectively. Income taxes paid were $15 million in 1994 and §28 miilion in both 1993 and 1992,

(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 are an integral part of this statement



| Balance Sheet
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ASSETS
Property, Plant and Fquipment

_December 31,

1994

1993

(millions of dollars)

Current Assets

Other

Other

Utility plant in service $6,871  $6,734
Less: accumulated depreciation and amortization 2014 1,889
4,857 4,845

Construction work in progress 99 id]
4,956 4 986
Nuclear fuel, net of amortization 174 202
Other property, less accumulated depreciation 21 41
SA51 5229
Cash and temporary cash investments 66 77
Amounts due from customers and others, net 146 156
Amounts due from affiliates 5 5
Unbilled revenues 72 99
Materials and supplies, at average cost 95 93
Fossil fuel inventory, at average cost 16 20
Taxes applicable 1o succeeding years 180 179
4 3
584 __632

Deferred Charges and Other Assets

Amounts due from customers for future federal income taxes 641 586
Unamortized loss on reacquired debt 58 60
Carrying charges and operating expenses 578 519
Nuclear plant decommissioning trusts 44 30
95 103

14l _L29
Total Assets PIARI R YA )

The accompanying notes are an integral part of this statement



The Cleveland Electric Hluminating Company and Subsidiaries

_December 31,
1994 1993

{mitlions of dollars)

CAPITALIZATION AND LIABILITIES

‘ Capitalization
i Common shares, without par value: 105 million authorized;
j 79.6 million outstanding in 1994 and 1993 $1,241 81,241
: Other paid-in-capital . 79 79
| Retained earnings (deficit) _(262) __(280)
, Common stock equity 1,058 1,040
‘. Preferred stock
q With mandatory redemption provisions 246 285
: Without mandatory redemption provisions 24 241
| Long-term debt A543 2793
A088 4339
Current Liabilities
Current portion of long-term debt and preferred stock 282 70
Current portion of nuclear fuel lease obligations 47 63
Accounts payable 88 122
Accounts and notes payable to affiliates 118 61
Accrued taxes 310 305
Accrued interest 62 60
Other sl 32
98 __ 733
Deferred Credits and Other Liabilities
Unamortized investment tax credits 192 235
Accumulated deferred federal income taxes 1,234 1,105
Unamortized gain from Bruce Mansfield Plant sale 327 343
Accumulated deferred rents for Bruce Mansfield Plant 84 77
Nuclear fuel lease obligations 132 151
Retirement benefits 59 52
Other ¥ 104
2105 _2.067
Total Capitalization and Liabilities $2.151 $1159
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Statement of Preferred Stock
W

Current
1994 Shares Call Price
Outstanding Per Share
Without par value, 4,000,000 preferred shares authorized
Subject to mandatory redemption:
$ 7.35 Series C 140,000 $ 101.00
88.00 Series E 18,000 1,019.13
Adjustable Series M 100,000 100.00
9.125 Series N 410,766 102.03
91.50 Series Q 75,000 —
BB.00 Series R 50,000 —
90.00 Scries S 75,000 -—
Lesy: Current maturities
Total Preferred Stock, with Mandatory Redemption Provisions
Not subject to mandatory redemption:
$ 7.40 Series A 500,000 101.00
7.56 Series B 450,000 102.26
Adjustable Series L 500,000 100.00
4240 Series T 200.000 —

Total Preferred Stock, without Mandatory Redemption Provisions

The accompanying notes are an integral part of this statement

10

The Cleveland Electric Hluminating Company and Subsidiaries

~December 31,
199 1993

(mithons of dollars)

$ 50
a3
49

g )i

7231

$ 15
21
20
59
75
50

s
314

29

2282

$ 50
45
49
97
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Notes to the Financial Statements
B e ——

(1) Summary of Significant
Accounting Policies
(a) General

The Company is an electric utility and a whelly owned
subsidiary of Centerior Energy. The Company's financial
statements have historically included the accounts of the
Company's whoelly owned subsidiaries, which in the
aggregate were not material. During 1994, the Company
transferred its investments in its three wholly owned
subsidiaries to Centerior Energy at cost ($26 million) via
property dividends.

The Company follows the Uniform System of Accounts
prescribed by the Federal Energy Regulatory Commus-
sion (FERC) and adapted by the PUCO. Rate-regulated
utilities are subject to SFAS 71 which governs account-
ing for the effects of certain types of rate regulation,
Pursuant to SFAS 71, certain incurred costs are deferred
for recovery in future rates. See Note 7.

The Company is a member of the Central Area Power
Coordination Group (CAPCQ). Other members are To-
ledo Edison, Duquesne Light Company, Ohio Edison
Company and its wholly owned =ubsidiary, Pennsylvania
Power Company. The members have constructed and
operate generation and transmission facilities for their
use.

(b) Related Party Transactions

Operating revenues, operating expenses and interest
charges include those amounts for transactions with affili-
ated companies in the ordinary course of business
operations.

The Company's transactions with Toledo Edison are pri-
marily for firm power, interchange power, transmission
line rentals and jointly owned power plant operations and
construction. See Notes 2 and 3.

The Service Company provides management, financial,
administrative, engineering, legal and other services at
cost to the Company and other affiliated companies. The
Service Company billed the Company $136 million, $167
million and $150 million in 1994, 1993 and 1992, respec-
tively, for such services,

(¢) Revenues

Customers are billed on a monthly ¢ycle basis for their
energy consumption based on vate schedules or contracts
authorized by the PUCO. An accrual is made at the end
of each month to record the estimated amount of
unbilled revenues for kilowati-hours sold in the current
month but not billed by the end of that month.

A fuel factor is added to the base rates for electric service.
This factor is designed to recover from customers the
costs of fuel and most purchased power. It is reviewed
and adjusted semiannually in a PUCO proceeding.

(d) Fuel Expense

The cost of fossil fuel is charged to fuel expense based on
inventory usage. The cost of nuclear fuel, including an
interest component, is charged to fuel expense based on
the rate of consumption. Estimated future nuclear fuel
disposal costs are being recovered through base rates.

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

Owners of nuclear generating plants are assessed by the
federal government for the cost of decontamination and
decommissioning of nuclear enrichment facilities oper-
ated by the United States Department of Energy. The
assessments are based upon the amount of enrichment
services used in prior years and cannot be imposed for
more than 15 years (to 2007). The Company has accrued
a hability for its share of the total assessments. These
costs have been recorded in a deferred charge account
since the PUCO 1z allowing the Company to recover the
assessments through its fuel cost factors.

(¢) Depreciation and Amortization

The cost of property, plant and equipment is depreciated
over their estimated useful lives on a straight-line basis.
The annual straight-line depreciation provision for non-
nuclear property expressed as a percent of average depre-
ciable utility plant in service was 3.4% in 1994, 1993
and 1992. The annual straight-line depreciation rate for
nuclear property is 2,5%.

The Company accrues the estimated costs of decommis-
sioning its three nuclear generating units. The accruals
are required to be funded in an external trust. The PUCO
requires that the expense and payments to the external
trusts be determined on a levelized basis by dividing the
unrecovered decommissioning costs in current dollars by
the remaining years in the licensing period of each unit.
This methodology requires that the net earnings on the
trusts be reinvested therein with the intent of allowing net
carnings to offset inflation, The PUCO requires that the
estimated costs of decommissioning and the funding
level be reviewed at least every five years.

In 1994, the Company increased its annual decommis-
sioning expense accruals to $13 million from the $4
million level in 1992 The accruals are reflected in current
rates. The increased accruals were denved from recently
updated, site-specific studies for each of the units. The
revised estimates reflect the DECON method of decom-



(g) Deferred Gain from
Sale of Utility Plant

(h) Interest Charges

Federal Income Taxes

(¥} Property, Plant and Fquipment




depreciation expense. See Note 7 for a discussion of the
amortization of certain unrestricted excess deferred taxes
and unrestricted investment tax credits under the Rate
Stabilization Program.

(2) Utility Plant Sale and
Leaseback Transactior s

The Compuny and Toledo Edison are co-lessees of
18,26% (150 megawatts) of Beave: Valley Unit 2 and
6.5% (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 292
years. These leases are the result of sale and leaseback
transuctions completed in 1987

Under these leases, the Company and Toledo Edison are
responsible for paying all taxes, insurance premiums,
operation and maintenance expenses and all other similar
costs for their interests in the units sold and leased back.
They may incur additional costs in connection with capi-
tal 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
renew the feases. Additional lease provisions provide
other purchase options along with conditions for
mandatory termination of the leases (and possible repur-
chase of the Jeasehold interests) for events of default.
These events include noncompliance with any of several
financial covenants discussed in Note 11(d).

As co-lessee with Toledo Edison, the Company is also
obligaied for Toledo Edison’s lease payments, If Toledo
Edison is unable to make its payments under the Beaver

13

Valley Unit 2 and Mansfield Plant leases, the Company
would be obligated to make such payments. No such
payments have been made on behalf of Toledo Edison.

Future minimum lease payments under the operating
leases at December 31, 1994 are summarized as follows:

For For

the Toledo

Year Company Edison
(millions of dollars)

1995 $ 6 § 103
1996 63 125
1997 63 102
1998 63 102
1999 70 108
Later Years 1,321 1,918

Total Future Mimimum Lease

Payments m w

Rental expense is accrued on a straight-line basis over the
terms of the leases. The amount recorded in 1994, 1993
and 1992 as annual rental expense for the Mansfield
Plant leases was $70 million. Amounts charged to ex-
pense in excess of the lease payments 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 entitle-
ment. Purchased power expense for this transaction was
$108 million, $103 million and $108 million in 1994, 1993
and 1992, respectively. We anticipate that this purchase
will continue indefinitely. The future minimum lease
payments through the year 2017 associated with Beaver
Valley Unit 2 aggregate $1.413 billion.
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(3) Property Owned with Other Utilities and Investors

The Company owns, as a tenant in commeon 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 1o a percentage of the generating capability of each unit equal to its ownership
vhare. Each utility owner is obligated to pay for only its respective share of the construction costs and operating expenses.
Each Lessor has leased its capacity rights to a utility which is obligated to pay for such Lessor’s share of the construction
costs and operating expenses. The Company's share of the operating expenses of these generating units is included in the
Income Statement. The Balance Sheet classification of Property, Plant and Eguipment at December 31, 1994 inciudes the

following facilities owned by the Company as a tenant in common with other utilities and Lessors:

Sc'r'\'ucc Ownership

Gengrating Unyl Dae —Shure

Sencca Pumped Storage 1970 K0O.00%
Eastlake Unit § 1972 68 %0
Duvis-Besse 1977 51.3¢
Perry Unit | 1987 W

Beaver Valley Unit 2 and
Common Faciliies (Note 2) 1987 447
Total

Plani Construction
Ownership Power in Work in Accumulaied
Megawatts Source. Service it
{millions of dollars)

354 Hydro § 66 $— L 3

4] Coual 156 i -

454 Nuclear 664 2 190

37 Nuclear 1,774 § 14

201 Nucicar _1.276 - 230

— — —

Depreciation for Eastlake Unit § has been accumulated with all other nonnuclear depreciable property rather t.-.un by

specific units of depreciable property.

(4) Construction and Contingencies
(a) Construction Program

The estimated cost of the Company's construction pro-
gram for the 1995-1999 period s $851 million, including
AFUDC of $49 million and excluding nuclear fuel.

The Clean Air Act requires, among other things, signifi-
cant reductions in the emission of sulfur dioxide and
nitrogen oxides by fossil-fueled generating units. Our
strategy provides for compliance primarily through
greater use of low-sulfur coal at some of our units and the
use of emission allowances. Total capital expenditures
from 1991 through 1994 in connection with Clean Air
Act compliance amounted to $34 million. The plan will
require additional capital expenditures over the 1995-
2004 period of approximately $125 miliion for nitrogen
oxide control equipment and plant modifications, In addi-
tion, higher fuel and other operation and maintenance
expenses will be incurred. The anticipated rate increase
associated with the capital expenditures and higher ex-
penses would be about 1-2% in the late 1990, The
Company may need to install sulfur emission control
technology at one of its generating plants after 2005 which
could require additional expenditures at that fime.

(b} Perry Unit 2

Perry Unit 2, including its share of the facilities commeoen
with Perry Unit 1, was approximately 50% complete
when construction was suspended in 1985 pending con-
sideration of vanous options, We wiote off our investment

in Perry Unit 2 at December 31, 1993 after we deter-
mined that it would not be completed or sold. The write-
off totaled $351 million ($258 million after taxes) for the
Company's 44 85% ownership share of the unit. See
Note 14,

(¢) Hazardous Waste Disposal Sites

The Company is aware of its potential involvement in the
cleanup of three sites listed on the Superfund List and
several other waste sites not on such list. The Company
has accrued a liability totaling $8 million at December
31, 1994 based on estimates of the costs of cleanup and its
proportionate responsibility for such costs. We believe
that the ultimate outcome of these matters will not have
a matenal adverse effect on our financial condition or
results of operations. See Management's Financial Analy-
sis — Outlook-Hazardous Waste Disposal Sites.

(5) Nuclear Operations and
Contingencies

(2) Operating Nuclear Units

The Company's three nuclear units may be impacted by
activities or evenis beyond our control. An extended
outage of one of our nuclear units for any reason,
coupled with any unfavorable rate treatment, could
have a material adverse effect on our financial condition
and results of operations. See the discussion of these
risks in Management's Financial Analysis — Outlook-
Nuclear Operations.
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(b) Nuciear Insurance

The Price-Anderson Act limits the public hability of the
owners of a nuclear power plant 10 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 resulting in Josses in excess of the level of private
insurance (currently $200 million), the Company’s max-
nmum potential assessment under that plan would be $85
miilion (plus any inflation adjustment) per incident. The
assessment is limited to $11 million per year for each
nuclear incident. These assessment limits assume the
other CAPCO companies contribute their proportionate
share of any assessment,

The utility owners and lessees of Davis-Besse, Perry and
Beaver Valley also have insurance coverage for damage
to property at these sites (including leased fuel and
cleanup costs), Coverage amounted 10 $2.75 biliion for
cach site as of January 1, 1995, Damage 10 property could
exceed the insurance coverage by a substantial amount,
If it does, the Company’s share of such excess amount
could have a matenal adverse effect on its financial
condition .ad results of operations. Under these policies,
the Company can be assessed a maximum of $12 million
during a policy year if the reserves available to the
msurer are inadequate to pay claims arising out of an
accident at any nuclear facility covered by the insurer,

The Company also has extra expense insurance coverage.
It includes the incremental cost of any replacement
power purchased (over the costs which would have been
incurred had the units been operating) and other inci-
dental expenses after the occurrence of certain types of
accidents at our nuclear units. The amounts of the cover-
age are 100% of the estimated extra expense per week
during the $S2-week period starting 21 weeks after an
accident and 80% of such estimate per week for the next
104 weeks. The amount and duration of extra expense
could substantially exceed the insurance coverage.

(6) Nuclear Fuel

Nuclear fuel is financed for the Company and Toledo
Edison through leases with a special-purpose corporation.
At December 31, 1994, $307 million ($182 million for
the Company and $125 million for Toledo Edison) of
nuciear fuel was financed ($157 million from intermedi-
ate-term notes and $150 million from bank credit
arrangements). The intermediate-term notes mature in
1996 and 1997. The Company and Toledo Edison sever-
ally lease their respective portions of the nuclear fuel and
are obligated to pay for the fuel as it 18 consumed in a
reactor. The lease rates are based on various intermedi-
ate-term note rates, bank rates and commercial paper
rates.

The amounts financed include nuclear fuel in the Davis-
Besse, Perry Unit | and Beaver Valley Unit 2 reactors

with remaining lease payments for the Company of $67
million, $57 million and $14 million, respectively, at
December 31, 1994, The nuclear fuel amounts financed
and capitalized also included interest charges incurred
by the lessors amounting to $7 million in 1994 and $9
million in both 1993 and 1992, The estimated future lease
amortization payments based on projected consumption
are $57 million in 1995, $52 million in 1996, $46 million
in 1997, $43 million in 1998 and $36 million in 1999.

(7) Regulatory Matrters

The Company is subject to the provisions of SFAS 71,
Regulatory assets represent probable future revenues to
the Company associated with certain incurred costs,
which it will recover from customers through the
ratemaking process. Regulatory assets in the Balance
Sheet are as follows:

Decgmber 31,
994 1993
{millions of
dollars)

Amounts due from customers for future federal
ncome taxes $ 641 § 586
Unamortized loss on reacquired debt S8 60
Pre-phase-in deferrals® 4 351
Rate Stabilization Program deferrals 237 j68
Toul LD s

* Represent deferrals of operating expenses and currying charges for
Perry Unit | and Beaver Valley Unit 2 in 1987 and 1988 which are
being amortized over the lives of the related property.

As of December 31, 1994, customer rates provide for
recovery of all the above regulatory assets, except those
related to the Rate Stabilization Program discussed be-
low. The remaining recovery periods for all of the
regulatory assets listed above range from 17 to 34 years.
We continually assess the effects of competition and the
changing industry and regulatory environment on opera-
tions and the Company's ability to recover the regula-
tory assets, In the event that we determine that future
revenues would not be provided for recovery of any
regulatory assei, such asset would be required to be
written ofl. See Management's Financial Analysis —
Outlook-Regulatory Accounting.

The Company will file a request with the PUCO to
restructure rates to increase revenves 1o be effective in
1996 which will include provision for recovery of the Rate
Stabilization Program deferrals. We believe that rates
will be set at a level consister:t with cost-based regula-
tions and will provide revenues to recover the then-
current operating costs, return requirements and amorti-
zation of all regulatory assets listed above.

The Rate Stabilization Program that the PUCO approved
in October 1992 was designed to encourage economic
growth in the Company’s service area by freezing the
Company's base rates until 1996 and hmiting subsequent
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rate increases 1o specified annual amounts not 10 excaed
$216 million over the 1996-199% period.

As part of the Rate Stabilization Program, during the
1992-1995 period the Company is allowed to defer and
subsequently recover certain costs not currently recovered
in rates and to accelerate amortization of certain benefits,
The continued use of these regulatory accounting mea-
sures will be dependent upon our continuing assess-
ment and conclusion that there will be probable recovery
of such deferrals in future rates.

The regulatory accounting measures we are eligible 1o
record through December 31, 1995 include the deferral of
post-in-service interest carrying charges, depreciation ex-
pense and property taxes on assets placed in service after
February 29, 1988, The cost deferrals recorded in 1994,
1993 and 1992 pursuant to these provisions were $66
million, $56 million and $52 million, respectively. The
regulatory accounting measures also provide for the accel-
erated amortization of certain unrestricted excess de-
ferred tax and unrestricted investment tax credit balances
and interim spent fuel storage accrual balances for
Davis-Bess.  I'he total amount of such regulatory benefits
recognized pursuant to these provisions was $28 million
in both 1994 and 1993 and $7 million in 1992.

The Rate Stabilization Program also authorized the Com-
pany to defer and subsequently recover the incremental
expenses associuted with the adoption of the accounting
standard for postretirement benefits other than pensions
(SFAS 106). In 1994 and 1993, we deferred $4 million
and $60 million, respectively, pursuant to this provision,
Amortization and recovery of these deferrals are expected
to commence in 1996 and to be completed by no later
than 2012. See Note 9(b).

In 1993, upon completing a comprehensive study which
led to our current strategic plan, we concluded that
prajected revenues would not provide for recovery of
deferrals recorded pursuant 10 a phase-in plan approved
by the PUCO in 1989. Such deferrals were scheduled to
be recovered over the 1994 through 1998 period. The total
phase-in deferred operating expenses and carrying
charges written off at December 31, 1993 by the Com-
pany were $117 million and $519 million, respectively
(totaling $433 million after taxes). See Note 14. Addi-
tionally, based on our assessment of business conditions,
we concluded that, once the deferral of expenses and
acceleration of benefits under our Rate Stabilization Pro-
gram are completed in 1995, we should no longer plan to
use regulatory accounting measures 1o the extent we
have in the past.

(8) Federal Income Tax

The components of federal income tax expense (credit)
recorded in the Income Statement were as follows:

1994 1993 1992
(millions of doilurs)

Operating Expenses:
Current $53 8 64 § 47
Deferred ... | (42) _42

Totwl Charged to Operating Expenses K2 22 8

Naonoperating Income:

Current 7y (200 (19)

Deferred 2l _(250) 24
Total Expense (Credit) to Nonoperating

Income .4 Qm _ 5

Total Federal Income Tux Expense (Credit) __ § 86 S588) 304

The deferred federal income tax expense results from the
temporary differences that arise from the different years
certain expenses are recognized for tax purposes as
opposed to financial reporting purposes. Such temporary
differences arfecting operating expenses relate principally
to depreciation and deferred operating expenses whereas
those affecting nonoperating income principally relate to
deferred carrying charges and the 1993 write-offs.

Federal income tax, computed by multiplying income
before taxes by the statutory rate (35% in 1994 and 1993
and 34% in 1992), is reconciled to the amount of federal
income tax recorded on the books as follows:

1994 1993 1992

{millions of dollurs)
ook Income (Loss) Before Federal Income

Tux iz'il ““2) n‘)!‘
Tax (Credit) on Book Income (Loss) at
Statutory Rate

Increase (Decrease) in Tax:

$ 95 §(292) B102

Write-ofl of Perery Unit 2 — 30 —
Write-off of phase-in deferrals - N -
Deprecuation 6 6 (3}
Rute Stabilization Program (18) (200 (5)
Other items STy e

Total Federal Income Tax Expense (Credit) __ £ 86 $(248) § 94

The Company joins in the filing of a consolidated federal
income tax return with its affiliated companies. The
method of tax allocation reflects the benefits and burdens
realized by each company's participation in the consoli-
dated tax return, approximating a separate return resuit
for cach company.

For tax reporting purposes, the Perry Unit 2 abandonment
was recognized in 1994 and resulted in a $187 miliion
loss with a corresponding $65 million reduction in federal
income tax liability. Because of the alternative minimum
tax (AMT), $38 milhion of the $65 million was realized in
1994, The remaining $27 million will not be realized
until 1999. Additionally. a repayment of approximately
$32 million of previously allowed investment tax credits
was recognized in 1994,
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In August 1993, the Revenue Reconciliation Act of 1993
was enacted  Retroactive to January 1, 1993, the top
marginal corporate income tax rate increased to 35%.

The change in tax rate did not materially impact the
results of operations for 1993, but increased Accumulated
Deferred Federal Income Taxes for the future tax obliga-
tion by approximately $61 million. Since the PUCO has
historically permitted recovery of such taxes from cus-
tomers when they become payable, the deferred charge,
Amounts Due from Customers for Future Federal In-
come Taxes, also was increased by $61 million.

Under SFAS 109, temporary differences and carryfor-
wards resulted in deferred tax assets of $418 million and
deferred tax liabilities of $1.652 billion at December 31,
1994 and deferred tax assets of $426 million and de-
ferred tax liabilities of $1.531 billion at December 31,
1993, These are summarized as follows:

y 3
1994 wil_
(ritlions of
dollars)
Praperty, plant and equipment $1.429 $1.311
Deferred carrving charges und operating expenses 132 137
Net operating loss carnyfomurds (§K) (69)
Investment tux credits (108)  (128)
Sale and leuscback trunsactions (125)  (126)
Other 9 __ (i)
Net deferred tax habilny w m

For tax purposes, net operating loss (NOL ) carryforwards
of approximately $252 miltion are available to reauce
future taxable income and will expire in 2003 through
2009. The 35% tax effect of the NOLs is $88 million,
Additionally, AMT credits of $99 million that may be
carried forward indefinitely are available to reduce future
regular tax.

(9) Retirement Benefits

(a) Retirement Income Plan

Centerior Energy sponsors jointly with its subsidiaries a
noncontributing pension plan (Centerior Pension Plan)
which covers all emplovee groups. The amount of retire-
ment benefits generally depends upon the length of
service. Under certain circumstances, benefits can begin
#s early as age 55. The funding policy is to comply with
the Employee Retirement Income Security Act of 1974
guidelines.

In 1993, eligible employees were offered the VTP, an
early retirement program. Operating expenses for Center-
ior Energy and its subsidiaries in 1993 included $205
million of pension plan accruals 10 cover enhanced VTP
benefits and an additional $10 million of pension costs
for VTP benefits paid to retirees from corporate funds.
The $10 million is not included in the pension data
reported in the following table. A credit of $81 million
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resulting from a settlement of pension obligations through
lump sum payments to almost all the VTP retirees
partially offset the VTP expenses.

Pension and VTP costs (credits) for Centerior Energy
and its subsidiaries for 1992 through 1994 were comprised
of the following components:

1994
{millions of doll %)
Pension Costs (Credits):
Service cost for benefits carned during the
period $13 S$15 §15
Inmerest cost on projecied henefit abligation _ 26 i) xR
Actual return on plan asscts (2) (65) (24)

Net amortization and deferral M) _4 _(4H
Net pension costs (credits) 3 9y (16)
VTP cost — 205 -
Settlement gain - AR =
Net costs {credits) u w w

Pension and VTP costs (credits) for the Company and its
pro rata share of the Service Company’s costs were §2
million, $62 million and $(16) million for 1994, 1993 and
1992, respectively,

The following table presents a reconciliation of the funded
status of the Centerior Pension Plan. The Company's
share of the Centenor Pension Plan’s total projected
benefit obligation approximates 50%.

December 31,
199¢ 1993
(millions of
dollars)
Actuarial present value of benefit obligations:
Vested benefits $278  $313
Nonvested benefits —dl
Accumulated benchit obligation 280 370
Effect of future compensation levels - 53
Total projected benefit obligation 7 423
Plan assets at fair market value 62 _3k6
Funded status 45 (37
Unrecognized net loss {gam) from variance
between assumptions and experience (79) 11
Unrecognized prior service cost 10 10

Trunsition assel at January 1, 1987 being amortized
over 19 years A3 _(4d)
Net accrued pension lability w) W)

A September 30, 1994 measurement date was used for
1994 reporting. At Deccinber 31, 1994, the settlement
(discount) rate and long-term rate of return on plan
assets assumptions were 8.5% and 10%, respectively. The
long-term rate of annual compensation increase assump-
tion was 3.5% for 1995 and 1996 and 4% thereafter. At
December 31, 1993, the settlement rate and long-term
rate of return on plan assets assumptions were 7.25%
and 8.75%, respectively. The long-term rate of annual
compensation increase assumption was 4.25%. At Decem-
ber 31, 1994 and 1993, the Company's net prepaid
pension cost included in Deferred Charges and Other



Assets — Other in the Balance Sheet was $7 million and
$9 million, rospectively.

Plan assets consist primarily of investments in common
stock, bonds, guaranteed (avestment contracts, cash
equivalent securities and real estate.

(b) Other Postretirement Benefits

Centerior Energy sponsors jointly with its subsidianes a
postretirement benefit plan which provides all employee
groups certatn health care. death and other postretirement
benefits other than pensions. The plan is contributory,
with retiree contributions adjusted annually. The plan is
not funded. The Company adopted SFAS 106, the
accounting standard for postretirement benefits other than
pensions, effective January 1, 1993, The standard re-
quires the accrual of the expected costs of such benefits
during the emplovees’ years of service. Prior to 1993, the
costs of these benefits were expensed as paid, which was
consistent with ratemaking practices,

The components of the total postretirement benefit costs
for 1994 and 1993 were as follows:

1994 1993
{ millions of
dollars)
Service cost fur henefits carned duning the period _ $1 $2
Interest cost on accumulated postretirement benefit
abligation I 10
Amortization of transition ebligation at January 1, 1993
of $104 million over 20 yeurs § 5
VTP curtailment cost (includes $10 million transition
obligation adjustment ) -
Total costs T 1)

These amounts included costs for the Company and its
pro rata share of the Service Company’s costs.

In 1994 and 1993, the Company deferred incremental
SFAS 106 expenses (in excess of the amounts paid) of $4
million and $60 million, respectively, pursuant to a provi-
sion of the Rate Stabilization Program, See Note 7.

The accumulated postretirement benefit obligation and
accrued postretirement benefit cost for the Company and
its share of the Service Company’s obligation are as
follows:

December 31
1994 1991
{milhons of
dollars)
Accumulated postretirement benehit obligation
attributable 10
Retired participants £0124) $c141) -

Fully eligible astive plan purticipants (1) i)

Other active plan participants (14% _ (19}
Accumulated postretitement benefit obligation . (139 (161)
Uinrecognized net loss (gain) ‘rom vuriunce hetweon
assumptions and experience (16) 9
Unamostized transition obhgation ) K9
Accrued postretiroment benehit cost _ i (1) m}

The Balance Sheet classification of Retirement Benefits
at December 31, 1994 and 1993 includes only the Com-
pany’s accrued postretirement benefit cost of $59 million
and $52 million, respectively, and excludes the Service
Company's portion since the Service Company's total
accrued cost 15 carried on its books.

A September 30, 1994 measurement date was used for
1994 reporting. At December 31, 1994 and 1993, the
settlement rate and the long-term rate of annual compen-
sation increase assumptions were the same as those
discussed for pension reporting in Note 9(a). At Decem-
ber 31, 1994, the assumed annual health care cost trend
rates (applicable to gross eligible charges) are 8.5% for
medical and &% for dental in 1995, Both rates reduce
gradually to a fixed rate of 4.75% by 2003. Elements of
the obligation affected by contribution caps are signifi-
cantly less sensitive 10 the health care cost trend rate than
other elements. If the assumed health care cost trend
rates were increased by one percentage point in each
future year, the accumulated postretirement benefit obli-
gation as of December 31, 1994 would increase by $3
million and the aggregate of the service and interest cost
components of the annual postretirement benefit cost
would increase by $0.3 million.

(10) Guarantees

The Company has guaranteed certain loan and lease
obligations of two coal suppliers under two long-term coal
supply contracts, At December 31, 1994, the principal
amount of the loan and lease obligations guaranteed by
the Company under both contracts was $50 million. In
addition, the Company may be responsible for mine
closing costs when one of the contracts is terminated. At
December 31, 1994, the unfunded costs of closing this
mine as estimated by the supplier were $54 million,

The prices under both contracts which include certain
minimum payments are sufficient to satisfy the loan and
lease obligations and mine closing costs over the lives of
the contracts. If either contract is terminated early for
any reason, the Company would attempt to reduce the
termination charges and would ask the PUCO to allow
recovery of such charges from customers through the fuel
factor.

R RIS e ERET———
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(11) Capitalization

(a) Capital Stock Transactions

Preferred stock shares sold and retired during the three
years ended December 31, 1994 are listed in the following

table.
1994 1993 1992

(thousands of shares)
Subject e Mandatory Redemption:
Sales
$90.00 Series S - - 75
Retirements
$ 7.35 Series € (10) () (16)
K800 Series © (3 (3} {3
Adjustuble Series M (1) (100} (100}
9125 Series N _ (189)  (150) -
Nat Subicet 10 Mandatory Redemption
Siles
$42.40 Series T - 200 -
Retirements
Remurketed Series P i - {1}
Net (Decrease ) 302 e Q9

(b) Equity Distribution Restrictions

Federal law prohibits the Company from paying dividends
out of capital accounts. However, the Company may pay
preferred and common stock dividends out of appropri-
ated retaned earnings and current earnings. At Decem-
ber 31, 1994, the Company had $144 million of
appropriated retained earnings for the payment of pre-
ferred and common stock dividends.

(¢) Preferred and Preference Stock

Amounts 10 be paid for preferred stock which must be
redeemed during the next five years are $36 million in
1995, $30 million in both 1996 and 1997, $15 million in
1998 and $33 million in 1999,

The annual preferred stock mandatory redemption provi-
stons are as follows:
Shares To Price
He Beginning  Per
Redeemed ___in _ Sharg

$ 7.35 Series ( 10,000 {984 8§ 100
KROO Serves b 3,000 19%1 1,000
Adjustable Senes M 100,000 1991 100
9.12% Senes N 150,000 1993 100
91,50 Series Q 10,714 1995 ey
KR Series R 50,000 2001+ 1.000
90.00 Senes S 18750 1909 1,000

* All outstanding shares 10 be redeemed on December 1, 2001

In 1993, the Company issued $100 million principal
amount of Serial Preferred Stock, $42.40 Series T. The
Senies T stock was deposited with an agent which issued
Depositary Receipts, each representing /o of a share of
the Series T stock.

The annualized preferred dividend requirement at De-
cember 31, 1994 was $44 million.

The preferred dividend rates on the Compuany's Series L
and M fluctuate based on prevanling interest rates and

market conditions. The dividend rates for these issues
averaged 7.17% and 7.01%, respectively, in 1994

Preference stock authorized for the Company is 3,000,000
shares without par value. No preference shares are cur-
rently outstanding.

With respect to dividend and liquidation rights, the Com-
pany's preferred stock is prior 10 its preference 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:

Actuul
or Average
Interest
Rate at
December 31, December 31,
Year of Matarity 1994 1994 1993
(millions of
dollurs)
First mortgage bonds:
1966- 1999 13.,75% $ 17 § 2
1996- 1999 7.00 i 4
19971994 1088 1% 18
199y 6.20 2 2
2000-2004 792 196 400
2005-2009 %13 202 202
2010-2014 k.50 365 365
2015-2019 5.00 459 459
2020-2023 B75 518 SiK
1,980 1989
Secured medium term notes due
19490-2021 LR Si6 73
Term bank loans due 1996 K50 ° 45
Pollution contro! notes duc 1996-
2012 682 52 53
Other — net - (1) (1)
Total Long-Term Debt $3543 3093

Long-term debt matures during the next five years as
follows: $246 million in 1995, $151 million in 1996, $55
million in 1997, $78 million in 1998 and $159 million in
1999,

The Company issued $125 million aggregate principal
amount of secured medium-term notes in 1992 and 1993,
The notes are secured by first mortgage bonds.

The Company’s mortgage constitutes a direct first lien 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
supplies.

An unsecured loan agreement of the Company contains
covenants relating to capitalization ratios, fixed charge
coverage ratios and limitations on secured financing other
than through first mortgage bonds or certain other trans-
actions. Two reimbursement agreements relating to sep-
arate letters of credit issued in connection with the sale
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and leaseback of Beaver Valley Unit 2 contain several
financial covenants affecting the Company, Toledo
Edison and Centerior Energy. Among these are covenants
relating 10 fixed charge coverage ratios and capitalization
ratios. The write-offs recorded at December 31, 1993
caused the Company, Toledo Edison and Centenor En-
ergy to violate certain covenants contained in the loan
agreement and the two reimbursement agreements, The
affected creditors waived those violations in exchange for
a subordinate mortgage security interest on the proper-
ties of the Company and Toledo Edison. The Company
provided the same security interest to certain other credi-
tors because their agreements require equal treatment.
At December 31, 1994, the Company provided
subordinate mortgage collateral for $45 million of un-
secured debt, $228 million of bank letters of credit and a
$205 million revolving credit facility. The bank letters of
credit are joint and several obhgations of the Company
and Toledo Edison and the revolving credit facility is an
obligation of Centerior Energy that is jointly and severally
guaranteed by the Company and Toledo Edison.

(12) Short-Term Borrowing
Arrangements

Centerior Energy has a $205 million revoiving credit
facility through May 1996. Centerior Energy and the
Service Company may borrow under the facility, with all
borrowings jointly and severally guaranteed by the Com-
pany and Toledo Edison. Centerior Energy plans to
transfer any of its borrowed funds to the Company and
Toledo Edison. The facility agreement as amended pro-
vides the participating banks with a subordinate mortgage
security interest on the properties of the Company and
Toledo Edison. The banks’ fee is 0.625% per annum
payvable quarterly in addition to interest on any borrow-
ings. There were no borrowings under the facility at
December 31, 1994, The facility agreement contains cov-
enants relating to capitalization and fixed charge cover-
age ratios for the Company, Toledo Edison and Centerior
Energy.

Short-term boriowing capacity authorized by the PUCO
annually i1s $300 million for the Company. The Company
and Toledo Edison are authorized by the PUCO 1o
borrow from each other on a short-term basis. At Decem-
ber 31, 1994, the Company had total short-term borrow-
ings of $58 million from its affiliates with a weighted
average interest rate of 6.14%.

(13) Financial Instruments

Except for the Nuclear Plant Decommissioning Trusts at
December 31 1994, as discussed below, the estimated
foir values at December 31, 1994 and 1993 of financial
mnstruments that do not approximate their carrying
amounts in the Balance Sheet are as follows:
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e Dogember 3,
1994 1993
Carrying  Far  Carrying  Fair
Amount Value Amount Value

(milhions of dollars)

Assets:
Nuclear Plant Decommissioning
Trusts
Capntalization and Liabilities:
Preferred Stock, with Mundatory
Redemption Provisions

$ 4 8% 448 08§ N

(including current portion) ___ 282 245 34 307
Long-Term Debt (including
current portion } 2795 2503 2841 2946

The Nuclear Plant Decommissioning Trusts at Decem-
ber 31, 1994 included $25 million of federal governmental
securities and $17 million of municipal securities. The
securities had the following maturities: $11 million due
within one year; $8 million due in one to five years; $10
miilion due in six to 10 years; and $13 million due after
10 years. The fair value of these trusts is estimated based
on the quoted market prices for the investment securi-
ties. As a result of adopting the new accounting standard
for certain investments in debt and equity securities,
SFAS 115, in 1994, the carrying amount of these trusts is
equal to the fair value. The fair value of the Company's
preferred stock, with mandatory redemption provisions,
and long-term debt is estimated 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
discounted value used current dividend or interest rates
(or other appropriate rates) for similar issues and loans
with the same remaining maturities.

The estimated fair values of all other financial instru-
ments approximate their carrying amounts in the Balance
Sheet at December 31, 1994 and 1993 because of their
short-term nature.

(14) Quarterly Kesults of Operations
(Unaudited)

The following is a tabulation of the unaudited quarterly
results of operatior, for the two years ended December
31, 1994,

uarier: 1

e Quar]

tmillions of dollars)

1994
Operating Revenues 5404 $41% $474  § am
Operating Income ) 86 9l 132 RK
Net Income . 13 K 79 35
Earnings Aviluble for
Common Stock 21 27 oK 24
1993
Operating Revenues 21 $417 $507 § 406
Operating Income (Loss) _ K2 L3 8Y (32)
Net Income (Loss) 33 10 KL (6K9)
Earnings (Loss) Availuble
for Common Stock 23 19 b i | (701)



Earnings for the quarter ended September 30, 1993 were
decreased by $46 million as a result of the recording of
$71 million of VTP pension-related benefits.

Earnings for the quarter ended Decernber 31, 1993 were
decreased as a result of year-end 2djustments for the
$351 million write-off of Yerzy Unit 2 (see Note 4(b)),
the $636 million write-off of the phase-in deferrals (see
Note 7) and $38 million of other charges. These adjust-
ments decreased quarterly earnings by $716 million.

(15) Pending Merger of Toledo Edison
into the Company

In March 1994, Centerior Energy announced a plan to
merge Toledo Edison into the Company. Since the Com-
pany and Toledo Edison affiliated in 1986, efforts have
been made 1o consohidate operations and administration
as much as possible 1o achieve maximum cost savings.
Various aspects of the merger are subject to the approval
of the FERC and other regulatory authorities. The
PUCO and the Pennsylvania Public Utility Commission
have approved the merger. In addition, the merger must
be approved by share owners of Toledo Edison’s preferred

Report of Independent
Public Accountants

To the Share Owners and
Board of Directors of
The Cleveland Electric Hluminating Company:

We have audited the accompanying consolidated balance
sheet and consolidated statement of preferred stock of
The Cleveland Electric Hluminating Company (a wholly
owned subsidiary of Centerior Energy Corporation) and
subsidiaries as of December 31, 1994 and 1993, and the
related consolidated statements of income, retained earn-
ings and cash flows for each of the three years in the
period ended December 31, 1994, These financial state-
ments are the responsibility ef the Company's manage-
ment. Our responsibility is 1o express an opinion on these
financial statements based on our audits.

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

stock. Share owners of the Company's preferred stock
must approve the authorization of additional shares of
preferred stock. When the merger becomes effective,
share owners of Toledo Edison’s preferred stock will
exchange their shares for preferred stock shares of the
Company having substantially the same terms. Debt
holders of the merging companies will become debt
holders of the Company. The merging companies plan 10
seck preferred stock share owner approval in mid-1995.
The merger is expected to be effective in 1995,

For the merging companies, the combined pro forma
operating revenues were $2.422 billion, $2.475 billion and
§2.439 billion and the combined pro forma net income
(loss) was $268 million, $(876) million and $276 million
for the years 1994, 1993 and 1992, respectively. The pro
forma data is based on accounting for the merger on a
method similar to a pooling of interests. The pro forma
data is not necessanly indicative of the results of opera-
tions which would have been reported had the merger
been in effect during those years ¢ r which may be re-
ported in the future. The pro forma data should be read in
conjunction with the avane 4 financial statements of both
the Company and Toledo Edison.

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 opimon.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial posi-
tion of The Cleveland Electric Illuminating Company
and subsidiaries as of December 31, 1994 and 1993, and
the results of their operations and their cash flows for
each of the three years in the period ended December 31,
1994, in conformity 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,

Clohenr Lndovsns LA

Cleveland, Ohio
February 17, 1995
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Electric Sales (millions of KWH)

The Cleveland Eleciric IHuminating Company and Subsidiaries

Electric Customers (year end)

Residential Usage

Averuge Averige
. Aver Price Revenue
industrial KW Per Per Per
m Residential  Commercigl  Industrial  Whalesale  Other Total Kesidential  Commercia! & Other Total Customer K WH € ustomer
1994 4924 5770 7970 1073 575 20312 668 346 71 609 7 401 747 356 7370  10.79¢ $795.11
1993 44534 5634 7911 229 §32 21 301 669 11K 70 442 K149 747 709 7 373 1093 R05.68
1992 4 728 5 467 7 98K 1 98Y 533 20702 669 8500 70 943 B 375 749 IR 7071 10.94 773717
1991 4 940 5493 8017 2442 565 21 457 667 495 70 405 B 398 746 298 7170 11.08 797.25
1990 4716 5234 8 551 1607 463 20571 665 000 6% 700 R 351 742 051 6 867 10.53 723.15
1984 4 446 4 396 7 997 142 431 17412 644 904 6l 934 793 714 768 6 646 8.4% 563.60
Load (MW & %) Energy (millions of KWH) Fuel
Ne . _ Efficiency—
Mns:v‘nnl Peak Capacity Load Company Generuted Purchused Fuel Cost B‘}'l‘ ;'cr
Yeur Capability Load Murgin factor ¥ ossil Nuclear Tota! Power Tou! Per KWH AW
1994 4 497 1740 16.8% 62.4% 12 986 6 405 19 %1 2022 21 413 1.35¢ 10 538
1993 4 497 3 862 4 599 15 557 5 644 21 201 454 22 655 1.37 10 339
1992 4 701 3 605 233 63.0 12 715 7 521 20 236 649 21 BRS 1.47 10 456
1091 ) 4 701 3 K86 17.3 618 13193 7 451 20 644 2144 22 78R 1.49 16 503
1990 4 686 3778 194 633 15 §79 5 262 20 841 964 21 8O3 1.52 10 417
1984 _ 1 696 33N 8.8 64.5 14 749 2212 16 961 I 770 I8 731 1.70 10 416
Investment (millions of dollars)
Construction
Work In Total
Litthiy Agcumulated Progress Nucleur Property, Ligidty
Plant In Depreciation & Net & Perry Fuel and Pliant and Plamt Total
Y cur Servive Amartization Plint Linit 2 Other Equipment Adyiitions Assels
1994 $6 X714 2014 4 857 99 195 $5 151 %5156 $7 151
1993 - 6734 1 B89 4 845 141 243 5 229 175 7159
1992 6 602 | 728 4 %74 501 261 5 636 156 K123
1991 6 196 | 565 4 63 545 305 5 481 150 7942
1990 6 032 1 398 4634 72 344 5 550 165 7 82|
1984 2 904 799 2110 2114 289/¢) 4513 S82 5120
Capitalization {millions of dollars & %)
Preferred & Preference Preferred Stock, without
Stock, with Mandatory Maundatory Redemption
Y our Commuon Stovk Equity Redomption Provisions Provisions Long-Term Debt Total
994 $i 08K 26% 246 6% 241 6% 2 543 62% $4 OXK
rees | 040 24 285 7 241 5 2793 o 4 359
1992 | K65 39 314 6 144 3 2 518 52 4 B3R
1991 I K98 38 268 5 217 4 2 6R3 53 S 066
990 | K84 3R 171 k! 217 - 2632 55 4 904
1984 1 493 4] 203 7 144 B | KR4 48 31914

{d) Includes wreite<off of Perry Unir 2 of 8351 million in 1993

iv) Restated Jor effecis of capilalization of nuclear fuel lease and financing arrangements pursuant 1o Statement of Financtal Avcounting Standards 71

——



INvEsSTOR

SHARE OWNER INFORMATION

Share Owner Services

Communications regarding stock transfer requirements,
lost centificates, dividends and changes of address should
be directed to Share Owner Services at Centerior Energy
Corporation. Correspondence should be sent to the
address indicated below for the Stock Transfer Agent.
To reach Share Owner Services by phone, call:

In Cleveland area 642-6900 or 447-24(00
Outside Cleveland area 1-800-433.7794

Please have your account number ready when calling.

Stock Transfer Agent
Centenor Energy Corporation
Share Owner Services

PO. Box 94661

Cleveland, OH 44101-466]

Stock transfers may be presented at
Society Trust Company of New York
5 Hanover Sqeare. 10th Floor

New York, NY 10004

Stock Registrar

Society Natonal Bank
Corporate Trust Division
PO, Box 6477
Cleveland, OH 44101

Investor Relations

Inguinies from security analysts and institutional
investors should be directed 1o Terrence R. Maoran,
Manager-Investor Relations. at the address of the Stock
Transfer Agent or by telephone at (216) 447-2882.

Exchange Listings
Preferred Stock Series A, B, L. and Depositary Shares,
1993 Sernies A, 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 investors a convenient
means of purchasing shares of Centenior common stock by
tnvesting 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
Informanon relating to the Plan and the CXeIRA may be
obtaned trom Share Owner Services

24

INFORMATION

Independeni Accountants

Arthur Andersen LLP
1717 East Ninth Street
Cleveland, OH 44114

Environmental Report

The Company will furnish to share owners, without
charge. a copy of a report on its environmental performance.
Requests should be directed to Share Owner Services.

Form 10-K

The Company will furnish to share owners, without charge,
a copy of its most recent annual report to the Securities
and Exchange Commission. Requests should be directed
to Share Owner Services,

BONDHOLDER INFORMATION

Bond Trustee and Paying Agent
The Chase Manhattan Bank, N A,
Institutional Trust Group

4 Chase Metrotech Center, 3rd Floor
Brooklyn. NY 11245

(718) 242-7287
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