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The Company, a wh "'y owned subsidiary of Centerior Energy Corporation,
provides electric s ¢ 1o about 620,000 people in a 2.500-square mile
area of northwestern Ohio, including the City of Toledo. The Company also
provides electric energy at wholesale to 13 municipally owned distribution
systems and one rural electric cooperative distribution system in its service
area. The Company's 1 887 emplovees serve about 287,000 customers.
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commercial customers have ntered into sole-supplier
contracts with us. More thun 80% of our industrial reve-
nues under contract will not be up for renewal until 1997
or later. As these contracts expire, we expect o renego-
tiate them and retain the customers.

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 amortization 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 to certain year-end 1993 financial actions and the
strategic plan also included an evaluation of our regula-
tory accounting measures. See R-gulatory Accounting
below and Note 7. We decided that, once the deferral of
expenses and acceleration of benefits under the Rate
Stabilization Program are completed in 1995, we should
no longer plan to use these measures to the extent we
have in the past.

Regulatory Accounting

As described in Notes | ‘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 rise to
discontinuation of the application of SFAS 71 include:
(1) increasing competition which significantly restricts
the Company's ability to establish rates to recover operat-
ing costs, return requirements and 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 in 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 carrving charges (phase-in defer-
rals) discussed in Note 7 resulted from our conclusion

»

that projected 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 :
anits - Davis-Besse, Perry Unit | and Beaver Valley ]
Power Station Unit 2 (Beaver Valley Unit 2) — and

operates the first one. Cleveland Electric operates Perry

Unit 1. Davis-Besse and Beaver Valley Unit 2 have been
operating extremely well, with each unit having a three-

year availability average at year-end 1994 that exceeded

the three-year industry average of 80% for similar reac-

tors. However, the three-year availability average 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 refueling
and maintenance outage in its history in 1994, returning
to service just 46 days after shutting down. Cleveland
Electric is 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 1o
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).

Qur 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 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 to 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 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 Company is aware of its
potential involvement in the cleanup of several sites.
Although these sites are not on the Superfund National
Priorities List, they are generally being administered by
various governmental entities in the same manner as
they would be administered if they were on such list.
Allegations that the Company disposed of hazardous
waste at these sites, and the amounts involved, are often
unsubstantiated and subject to dispute. Superfund pro-
vides that all “potentially responsible parties” (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 $150 million. However, we
believe that the actual cleanup costs will be substantially
lower than $150 million, 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 habil-
ity totaling $5 million at Decembes 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 matenial
adverse effect on our financial condition or results of
operations.

Common Stock Dividends

In recent years, the Company has retained all of its
earnings avatlable for common stock. The Company has
not paid a common stock dividend to Centerior Energy
since February 1991, The Company is currently prohib-
ited from paying a common stock dividend by a provision
in its mortgage (see Note 11(b)). The Company does
not expect to pay any commeon stock dividends prior to 1ts
merger into Cleveland Electric, as discussed below

Merger of the Company into Cleveland Electric

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

B —

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 Liquidity
1992-1994 Cash Requirements

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 ‘or 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 $370 million. In
addition, we exercised options to redeem approximately
$460 million of our securities.

We raised $603 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. Although write-offs of the Company's Perry
Nuclear Power Plant Unit 2 (Perry Unit 2) investment
and phase-in deferrals in 1993 negatively affected earn-
ings, 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 $288 million for construction and $378 million
for the mandatory redemption of debt and preferred
stock. The Company expects to meet nearly all of its 1995
and 1996 cash requirements of approximately $145 mil-
lion and $154 million, respectively, through internal
cash generation and current cash resources. The Com-
pany expects to meet nearly all of its 1997-1999 require-
ments through internal cash generation and current cash
resources. If economical, additional securities may be
redeemed under optional redemption provisions. We ex- |
pect that the Company's continued strong cash flow will
reduce borrowing requirements and outstanding debt
and preferred stock during this period.

Cash expenditures to comply with the Clean Air Act
Amendments of 1990 (Clean Air Act) are estimated to
be approximately $22 million over the 1995-1999 period.
See Note 4(a).

Liquidity

Additional first mortgage bonds may be issued by the
Company under its mortgage on the basis of property
additions, cash or refundable first morigage bonds. If the
applicable interest coverage test is met, the Company
may issuc first mortgage bonds on the basis of property
additions and, under certain circumstances, refundable




bonds. At December 31, 1994, the Company would have
been permitted to issue approximately $525 million of
additional first mortgage bonds.

The Company also is able 1o raise funds through the sale
of subordinated debt and preferred and preference stock.
Under its articles of incorporation, the Company cannot
issue preferred stock unless certain earnings coverage
requirements are met. At December 31, 1994, the Com-
pany would have beea permitted to issue approximately
$28 million of additional preferred stock at an assumed
dividend rate of 12%. There are no restrictions on the
Company's ability to issue preference stock.

In 1995, the Company pians to raise funds through the
collateralization of accounts receivable. In addition, the
Company expects to 1ssue first mortgage bonds as collat-
cral secunity for the sale by a public authority of tax-
exempt bonds.

The Company is a party to a $205 million revolving credit
facility which runs through mid-1996. See Note 12. The
Company had $88 million of cash and temporary cash
investments at the end of 1994. The Company is unable
to issue commercial paper because of its below invest-
ment grade commercial paper ratings.

The foregoing financing resources are expected to be
sufficient for the Company's needs over the next several
years. However, the availability and cost of capital 10
meet the Company’s external financing needs also depend
upon such factors as financial market conditions and its
credit ratings. Current credit ratings for the Company
are as follows:

Standard Moody s
& Poor's Investors
Corporatian  Service, Inc,
First morigage honds BH Ba?
Unsecured votes B+ Bl
Preferred stock B b2

Results of Operations
1994 s, 1993

Factors contributing to the 0.7% decrease in 1994 operat-
g revenues are as follows:

Ingrease (Degrease ) tn Operapng Revenues (I?‘l..')lt:;;ng!:\
KWH Sules Volume and Min L3
Whalesale Revenues == (5)
Fuel Cost Recovery Revenwes _19)

Total = pI0Y

The Company experienced good retail kilowatt-hour sales
growth n the industrial and commercial categories in
1994; the sales growth for the residential category was
lessened by weather conditions, particularly during the
summer. The revenue decrease resulted from milder
weather conditions in 1994 and both lower wholesale and

fuel cost recovery revenues. Weather reduced base rate
revenues approximately $7 million from the 1993
amount, Total sales increased 7.8%. Industrial sales in-
creased 8.6% on the strength of increased sales to large
automotive manufacturers and the broad-based, smaller
industrial customer group. This growth substantiated an
economic resurgence in Northwestern Ohio. Residential
and commercial sales increased C.8% and 2.3%, respec-
tively. Other sales increased 16% because of increased
sales 1o wholesale customers, altbough the softer whole-
sale market conditions in 1994 resulted in lower whole-
sale revenunes. Lower 1994 fuel cost recovery revenues
resulted from favorable changes in the fuel cost factors.
The weighted average of these factors dropped by 6%,

For 1994, operating revenues were 26% residential, 21%
commercial, 29% industrial and 24% other and kilowatt-
hour sales were 19% residential, 16% commercial, 37%
industrial and 28% other. The average prices per kilo-
watt-hour for residential, commercial and industrial cus-
tomers were $.11, $.11 and $.06, respectively.

Operating expenses were 12% lower in 1944, Operation
and maintenance expenses for 1993 included $88 million
of net benefit expenses related to an early retirement
program, called the Voluntary Transition Program
(VTP), and other charges totaling $19 million. The VTP
benefit expenses in 1993 consisted of $75 million of costs
for the Company plus $13 million for the Company's
pro rata share of the costs for its affiliate, Centerior
Service Company (Service Company). Two other signifi-
cant reasons for lower operation and maintenance ex-
penses in 1994 were a smaller work force and ongoing
cost reduction measures. Lower purchased power costs
helped reduce fuel and purchased power expenses in 1994
despite an increase in the amount of power purchased.
More nuclear generation and less coal-fired generation
also accounted for a part of the lower fuel and purchased
power expenses. Depreciation and amortization ex-
penses increased primarily because of higher nuclear
plant decommissioning expenses as discussed in Note
1(e). Deferred operating expenses were greater primarily
because of the write-off of $35 million of phase-in
deferred operating expenses in 1993 as discussed in Note
7. The 1993 deferrals also included $32 million of
postretirement benefit curtailment cost deferrals related
to the VI'P. See Note 9(b). Federal income taxes in-
creased as a result of higher pretax operating income.

As discussed in Note 4(b), $232 million of our Perry Unit
2 investment was written ofl in 1993, Also, as discussed
in Note 7, phase-in deferred carrving charges of $186
million were written off in 1993. The change in the
federal income tax credit amounts for nonoperating in-
come was attributable to these write-offs,
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Income Statement
0 A A A A AT

Operating Revenues (1)

Operating Expenses
Fuel and purchased power

Other operation and maintenance

Generation facilities rental expense, net

Early retirement program expenses and other

The Toledo Edison Company

Total operation and maintenance

Depreciation and amortization

Taxes, other than federal income taxes

Deferred operating expenses, net

Federal income taxes (credit)

Operating Income

Nonoperating Income (Loss)
Allowance for equity funds used during construction

Other income and deductions, net

Write-ofl of Perry Unit 2

Deferred carrying charges, net

Federal income taxes — credit {expense)

Income (Loss) Before Interest Charges

Interest Charges
Debt interest

Allowance for borrowed funds used during construction

Net Income (1.0ss)

Preferred Dividend Requirements

Earnings (Loss) Available for Common Stock

(1) Includes revenues from all bulk power sales to Cleveland Electric of $111 million, $120 million and $130 million in

1994, 1993 and 1992, respectively

Retained Earnings

xSy 4
T
Retained Earnings (Deficit) at Beginning of Year
Additions
Net income (loss) L.
Deductions

Preferred stock dividends declared

Net Increase (Decrease)

_For the years ended December 31,
1994 1993 1992
{millions of dollars)
$865 $ 871 $845
167 173 169
229 245 236
104 104 106

- W Y —
500 629 511
83 76 17
90 91 91
(21) (4) (17
33 . {10) o
685 182 695
_180 89 130
| | |

3 . 1

- (232) v
15 (161) 4l
(2) 129 ¥
—dd {263) 42
197 _(174) A92
116 116 122
(1) ) |
1S - 121
82 (289) 71
20 —ad 24
247

08 i)

Retained Earnings (Deficit) at End of Year

The accompanying notes are an integral part of these statements

For the years ended December 31,
1994 1993 1992
(mithions of dollars)
$(175) $ 137 $90

82 (289) 71
—120) —23) {24
2 A312) 47
$L113) 175) $137

~—

-
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Balance Sheet

ASSETS
Property, Plant and Equipment

_December 31,

1994

1993

{millions of dollars)

Current Assets

Other

Other

Utility plant in service $2,899 §2837
Less: accumulated depreciation and amortization 892 788
2.007 2,049
Construction work in progress 30 40
2,037 2,089
Nuclear fuel, net of amortization 119 142
Other property, less accumulated depreciation 6 -
le2 2231
Cash and temporary cash investments 88 82
Amounts due from customers and others, net 62 63
Amounts due from affiliates 19 16
Unbilled revenues 22 25
Matenals and supplies, at average cost 45 43
Fossil fuel inventory, at average cost 12 12
Taxes applicable to succeeding years 72 71
b SRS
322 34

Deferred Charges and Other Assets
Amounts due from customers for future federal income taxes 405 382
Unamortized loss from Beaver Valley Unit 2 sale 101 105
Unamortized loss on reacquired debt 28 32
Carrying charges and operating expenses 37 343
Nuclear plant decommissioning trusts 38 26
67 77
L0896

Total Assets

The accompanying notes are an integral part of this statement



The Toledo Edison Company

Total Capitalization and Liabilities

RIS

December 31,
1994 1993
(millions of dollars)
CAPITALIZATION AND LIABILITIES
Common shares, $5 par value: 60 million authorized;

39.1 million outstanding in 1994 and 1993 $ 196 $ 196
Premium on capital stock 481 481
Other paid-in capital 121 121
Retained earnings (deficit) K113y o (13S)

Common stock equity 685 623
Preferred stock

With mandatory redemption provisions 7 28

Without mandatory redemption provisions 210 210
Long-term debt 1,154 1225

2056 2086
Current Liabilities
Current portion of long-term debt and preferred stock 83 57
Current portion of nuclear fuel lease obligations 36 49
Accounts payable 48 63
Accounts payable to affiliates Rl 27
Accrued taxes 75 90
Accrued interest 27 27
Other 16 16
316 _329
Deferred Credits and Other Liabilities
Unamortized investment tax credits 87 94
Accumulated deferred federal income taxes 541 471
Unamortized gain from Bruce Mansfield Plant sale 198 208
Accumulated deferred rents for Bruce Mansfield Plant and Beaver Valley Unit 2 ___ 54 50
Nuclear fuel lease obligations 87 103
Retirement benefits 103 9%
Other 60 71
L1300 1095

PRI
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Sta‘ement Of Pfefefl'ed StOCk The Toledo Edison Company
e ————————————

Current
Call
Price
1994 Shares Per —December 31,
Outstanding ~Share 1994 1993
(millions of dotlars)
$100 par value, 3,000,000 preferred shares authorized and
$25 par value, 12,000,000 preferred shares authorized
Subject to mandatory redemption:
$100 par $9.375 83,500 $101.98 $ 8 $ 10
25 par 2.8 400,000 25.62 10 b
18 40
Less: Current maturities -4 i 43
Total Preferred Stock, with Mandatory Redemption Provisions £ $.28
Not subject 1o mandatory redemption:
$100 par § 4.25 160,000 104.625 $ 16 $ 16
4.56 _ 50,000 101.00 5 S
425 o 100,000 102.00 10 10
8.32 100.000 102.46 10 10
1.76 150,000 102.437 15 15
7.80 150,000 101.65 15 15
10.00 190,000 101.00 19 19
25 par  2.21 . 1,000,000 25.25 25 25
2.765 1,400,000 27,75 35 35
Series A Adjustable 1,200,000 25.75 30 30
Series B Adjustable 1,200,000 25.75 30 30
Total Preferred Stock, without Mandatory Redemption Provisions $210 $210

The accompanying notes are an integral part of this statement

10



Notes to the Financial Statements
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(1) Summary of Significant
Accounting Policies
(a) General

The Company is an clectric utility and a wholly owned
subsidiary of Centerior Energy. The Company follows the
Uniform System of Accounts prescribed by the Federal
Energy Regulatory Commission (FERC) and adopted
by the PUCO. Rate-regulated utilities are subject to
SFAS 71 which governs accounting 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 (CAPCO). Other members are
Cleveland Electric, Dugquesne Light Company, Ohio
Edison Company and its wholly owned subsidiary, Penn-
sylvania Power Company. The members have con-
structed and operate generation and transmission
facilities for their use

(h) 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 Cleveland Electric are
primarily for firm power, interchange power, transmis-
sion line rentals and jointly owned power plant operations
and construction, See Notes 2 and 3.

The Service Company provides management, financial,
admimstrative, engineering, legal and other services at
cost to the Company and other affiliated companies. The
Service Company billed the Company $59 million, $71
million and $60 million in 1994, 1993 and 1992, respec-
tively, for such services

(¢) Revenues

Customers are billed on a monthly cycle basis for their
energy consumption based on rate schedules or contracts
authorized by the PUCO or on ordinances of individual
municipalities. An accrual is made at the end of each
month to record the estimated amount of unbilled reve-
nues for kilowatt-hours sold 1 the current month but not
billed by the end of that month

A fuel factor 15 added 10 the base rates for electric service
This factor is designed to recover from customers the
costs of fuel and most purchased power. It i reviewed
and adjusted semiannually in a PUCO proceeding.

(d) Fuel Expense

The cost of fossil fuel 1s 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 is allowing the Company to recover the
assessments through its fuel cost factors,

(e) 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 3,5% in 1994 and 3.6%
in both 1993 and 1992. The annual straight-line depreci-
ation 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
earnings 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 $11 million from the $4
milhion level in 1992, The accruals are reflected in current
rates. The increased accruals were derived from recently
updated, site-specific studies for each of the units. The
revised estimates reflect the DECON method of decom-
missioning (prompt decontamination ), and the locations
and cost characteristics specific to the units, and include
costs associated with decontamination, dismantlement
and site restoration,
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The revised estimates for the units in 1993 and 1992
doliars and in dollars at the time of license expiration,
assuming a 4% annual inflation rate, are as follows:

License
Expiration Future
{miilions of
dollars)

Davis- Besse 2017 $168(1) s419
Perry Unit | 2026 o) 3%4
Beaver Valley Unit 2 2027 S 1%
Toul FOITR 5|

(1) Dollar amaounts in 1993 dollars.
(2) Dollar amounts in 1992 dollars

The updated estimates reflect substantial increases from
the prior PUCO-recognized aggregate estimates of $115
million in 1987 and 1986 dollars.

The classification, Accumulated Depreciation and Amor-
tization, in the Balance Sheet at December 31, 1994
includes $44 million of decommissioning costs previously
expensed and the earnings on the external trust funding.
This amount exceeds the Balance Sheet amount of the
external Nuclear Plant Decommissioning Trusts because
the reserve began prior to the external trust funding. The
trust earnings are recorded as an increase to the trust
assets and the related component of the decommissioning
reserve (included in Accumulated Depreciation and
Amortization ).

The stafl of the Securities and Exchange Commission has
questioned certain of the current accounting practices of
the electric utility industry, inciuding those of the Com-
pany, regarding the recognition, measurement and clas-
sification of decommissioning costs for nuclear generating
stations in the financial statements. In response to these
questions, the Financial Accounting Standards Board is
reviewing the accounting for removal costs, including
decommissioning. 1f such current accounting practices
are changed, the annual provision for decommissioning
could increase; the estimated cost for decommissioning
could be recorded as a liability rather than as accumu-
lated depreciation; and trust fund income from the exter-
nal decommissioning trusts could be reported as
investment income rather than as a reduction to decom-
missioning expense.

(f) Property, Plant and Equipment

Property, plant and equipment are stated at original cost
less amounts ordered by the PUCO to be written off.
Construction costs include related payroll taxes, retire-
ment benefits, fringe benefits, management and general
overheads and allowance for funds used during construc-
tion (AFUDC}. AFUDC represents the estimated com-
posite debt and equity cost of funds used to finance
construction. This noncash allowance is credited to in-

come. The AFUDC rate was 9.87% in 1994, 10.22% in
1993 and 10.96% in 1992,

Maintenance and repairs for plant and equipment are
charged to expense as incurred. The cost of replacing
plant and equipment is charged to the utility plant ac-
counts. The cost of property retired plus removal costs,
after deducting any salvage value, is charged to the
accumulated provision for depreciation,

(g) Deferred Gain and 1oss from
Sales of Utility Plant

The sale and leaseback transactions discussed in Note 2
resulted in a net gain for the sale of the Bruce Mansfield
Generating Plant (Mansfield Plant) and a net loss for the
sale of Beaver Valley Unit 2, The net gain and net loss
were deferred and are being amortized over the terms of
leases. See Note 7. These amortizations and the lease
expense amounts are reported in the income Statement as
Generation Facilities Rental Expense, Net.

(h) Interest Charges

Debt Interest reported in the Income Statement does not
include interest on obligations for nuclear fuel under
construction. That interest is capitalized. See Note 6.

Losses and gains realized upon the reacquisition or re-
demption of long-term debt are deferred, consistent with
the regulatory rate treatment. See Note 7. Such losses
and gains are either amortized over the remainder of the
original life of the debt issue retired or amortized over
the life of the new debt issue when the proceeds of a new
issue are used for the debt redemption. The amortiza-
tions are included in debt interest expense.

(i) Federal Income Taxes

The Company uses the liability method of accounting for
income taxes in accordance with SFAS {09, See Note 8.
This method requires that deferred taxes be recorded for
all temporary differences between the book and tax bases
of assets and habilitics. The majority of these temporary
differences are attributable to property-related basis dif-
ferences. Included in these basis differences is the equity
component of AFUDC, which will increase future tax
expense when it is recovered through rates, Since this
component is not recognized for tax purposes, the Com-
pany must record a liability for its tax obligation. The
PUCO permits recovery of such taxes from customers
when they become payable. Therefore, the net amount
due from customers through rates has been recorded as a
deferred charge and will be recovered over the lives of
the related assets. See Note 7.

Investment tax credits are deferred and amortized over
the lives of the applicable property as a reduction of



(2) Utility Plant Sale and
Leaseback Transactions
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(3) Property Owned with Other Utilities and Investors

The Company owas, as a tenant in common with other utilities and those investors who are owner-participants in various
sale and leaseback transactions (Lessors), certain generating units as histed below. Each owner owns an undivided share in
the entire unit, Each owner has the right to a percentage of the generating capability of each unit equal to its ownership
share, Each utility owner is obligated to pay for only its respective share of the construction 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 inciuded in the
Income Statement. The Balance Sheet classification of Property, Plant and Equipment at December 31, 1994 includes the
following facilities owned by the Company as a tenant in common with other utilities and Lessors:

In- Plant Construction
Service Ownership Ownership Power n Work in Accumulated
ienerating Lni _Datg_ Share Megawatts Source Service Progress Depreciation
(millions of dollars)
[avis-Besse 1977 a4%.62% 429 Nuclear § 642 $4 $179
Perry Unit | 1987 19.91 238 Nuclear 1,043 4 197
Beuver Valley Unit 2 and
Common Facilities (Note 2) 1987 1.65 13 Nuclear 204 — . 74
Total | BRO pIN) S48

(4) Construction and Contingencies
(a) Construction Program

The estimated cost of the Company’s construction pro-
gram for the 1995-1999 period is $303 million, including
AFUDC of $15 million and excluding nuclear fuei.

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 $1 million. The pian will
require additional capital expenditures over the 1995-
2004 period of approximately $32 million for nitrogen
oxide control equipment and plant modifications. In addi-
tion, higher fuel and other operation and maintenance
expenses may be incurred. The anticipated rate increase
associated with the capital expenditures and higher ex-
penses would be less than 2% over the ten-year period.

(b) Perry Unit 2

Perry Unit 2, including its share of the facilities common
with Perry Unit 1, was approximately 50% complete
when construction was suspended in 1985 pending con-
sideration of various options. We wrote 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 $232 million ($167 million after taxes) for the
Company's 19.91% ownership share of the unit. See
Note 14

(¢) Hazardous Waste Disposal Sites

The Company is aware of its potential involvement in the
cleanup of several hazardous waste disposal sites. The

Company has accrued a liability totaling $35 million at
December 31, 1994 based on ¢stimates 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 material adverse effect on our financial
condition or results of operations. See Management's
Financial Analysis — Outlook-Hazardous Waste Dispo-
sal Sites.

(5) Nuclear Operations and
Contingencies

(a) Operating Nuclear Units

The Company's three nuclear units may be impacted by
activities or events beyond our control. An extended
outage of one of our nuclear units for any reason,
coupled with any unfaverable 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.

(b) Nuclear Insurance

The Price-Anderson Act limits the public liability of the
owners of a nuclear power plant to 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 losses in excess of the level of private
insurance (currently $200 million), the Company's max-
imum potential assessment under that plan would be $70
million (plus any inflation adjustment) per incident. The
assessment is limited to $9 million per year for each
nuclear incident. These assessment limits assume the
other CAPCO companies contribute their proportionate
share of any assessment.



(7) Regulatory Matters

{6) Nuclear Fuel



(8) Federal Income Tax
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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 $29 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 $29 million.

Under SFAS 109, temporary differences and carryfor-
wards resulted in deferred tax assets of $178 million and
deferred tax liabilities of $719 million at December 31,
1994 und deferred tax assets of $178 million and deferred
tux liabilities of $649 million at December 31, 1993,
These are summanzed as follows:

Degember 31,

1994 1993

{millions of

dolliars)

Property, plant and cquipment $606 $534
Deferred carrving charges and operating expenses 83 79
Net operating loss carryforwards (54) (39)
Investment tax credits (51) (55)
Sule and leuseback transactions {H —_
Other (40) (48)
Net deferred wax hability m pxll

For tax purposes, net operating loss (NOL) carryforwards
of approximately $154 million are available to reduce
future taxable income and will expire in 2003 through
2009. The 35% tax effect of the NOLs is $54 million,
Additionally, AMT credits of $69 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 employee groups. The amount of retire-
ment benefits generally depends upon the length of
service, Under certain circumstances, benefits can begin
as 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 ofered the VTP, an
early retirement program. Operating expenses for Center-
ior Energy and its subsidianes in 1993 included $205
million of pension plan accruals to 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 payvments to aimost 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 1993 1992
(millions of doliars)
Pension Costs (Credits):
Service cost for benefits carned during the
period $13 $15 $15
Interest cost on projected benefit obligation _ 26 37 38
Actual return on plan assets (2) (65) (24)

Net amortization und deferral A3) __a (45
Net pension costs (credits) 3 (9) (16)
VTP cost — 205 -
Settiement gain — AR =
Net costs (credits) 3.2 Al s

Pension and VTP costs (credits) for the Company and its
pro rata share of the Service Company's costs were $1
million and $53 million for 1994 and 1993, respectively.
The costs for 1992 were negligible.

The following table presents a reconciliation of the funded
status of the Centerior Pension Plan. The Company's
share of the Centerior Pension Plan’s total projected
benefit obligation approximates 30%.

December 31,
1994 1993
(millions of
dollars)
Actuarial present value of benefit obligations:
Vested benefits $278  §313
Nonvested benefits —_— My
Accumulated benefit obligation 280 370
Effect of future compensation fevels 37 33
Total projected benefit obligation 17 423
Plan ussets at fair market value 262 _386
Funded status 45 (37)
Uinrecognized net loss (gain) from variance
between assumptions and experience (79} 1
Unrecognized prior service cont 10 10
Transition asset ut Januury 1, 1987 being amortized
over 19 yeurs . A3 (&)
Net acerued pension liability _ — el RS9

A September 30, 1994 measurement date was used for
1994 reporting. At December 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 sertlement rate and long-term
rate of return on plan assets assumptions were 7.25%
and B.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 accrued
pension liability included in Retirement Benefits in the



Balance Sheet was $66 million and $65 million,
respectively.

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

(b) Other Postretirement Benefits

Centerior Energy sponsors jointly with its subsidiaries a
postretirement benefit plan which provides all employee
groups certain health care, death and other postretirement
benefits other than pensions. The plan i1s contributory,
with retiree contributions adjusted annually. The plan 1s
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 sccrual of the expected costs of such benefits
during the employees’ vears 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 199)
(milhions o1
dollars )
Service cost for benefils camed during the period _____ § 1 8 |
Interest cost on accumuisted postrenrement benefit
obligation 7 6
Amortizaton of transition obligation wt Janvary 1, 1993
of $63 million over 20 years i |
VTP curtatlment cost (includes $6 million transition
ebligution adjpstment ) — 3
Total costs b T T 74

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 $2
million and $37 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:

ey t 3]
1994 1983
(millions of
dollars)
Adeumulated postretirement benefit obligation
afinbutuble to
Retred participants $(79)  S(8K)
Other active plan participunts L e ¢ S
Accumulated postrétirement benelit obhgation __ (86) (97)
Unrecognized net loss (guin) from varance between
assumptions and experionce (7 5
Usumaortized transition obligation 3. =Nk 34
Accroed postretirement benefit cost 2) w&

The Balance Sheet classification of Retirement Benefits
at December 31, 1994 and 1993 includes only the Com-

pamy's accrued postretirement benefit cost of $37 million
and $33 mullion, respectively, and excludes the Service

Company's portion since the Service Company’s total
accrued cost is 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 8% for dental in 1995, Both rates reduce
gradually 1o a fixed rate of 4.75% by 2003, Elements of
the obligation affected by contribution caps are signifi-
cantly less sensitive to 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 a coal supplier under a long-term coal
supply contract. At December 3<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>