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The Company, a wholly owned subsidiary of
Centerior Energy Corporation, provides ewectric
service to an area of northeastern Ohio extending

100 miles along the southern shore of Lake Frie from
Pennsyivania on the east through the city of Avon
Lake on the west. The southern boundary of the
service area is approximately 17 miles south of Lake
Erie. The complete boundary prescribes an area of
about 1,20 square miles. Total population served is
about 1,860,000. Although the principal city in the
service area is Cleveland, the Company derives about
% of its total electric revenue from customers out-
side of the city. The Company’s 4,500 emplovees serve
about 746,000 customers.

The Clevelan 1 Electric lluminating Company
55 Public Square

Cleveland, OH

(216) 622-9800

PO, Box 5000
Cleveland, OH 44101

Robert |. Farling* President and Chief Operating
Officer of Centerior Energy Corporation and
Centerior Service Company.

Edgar H. Maugans** Vice President and Chief
Financial Officer of the Company and The Toledo
Edison Company and Executive Vice President

of Centerior Energy Carporation and Centerior
Service Company.

Richard A. Miller*** Chairman and Chief Executive
Officer of Centerior Energy Corporation and
Centerior Service Company.

Lyman C. Phillips, President and Chief Executive
Otficer of the Company, Chairman and Chief
Executive Officer of The Te'edo Edison Company
and Executive Vice President of Centerior Energy
Corporation and Centerior Service Compary.
*Elected Chatrman. President and Chief Executive Officer of

Centerior Fnergy C orpuocation and Centerior Service Company
effective March 1, 1992

**Eleced Director of the Company and The Toledo Edison
Company effective March 1, 1062

***Retired from these capacities effective March 1, 1992
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Management's Financial Analysis

..........................

RESULTS OF OPERATIONS
Cverview
The January 1989 PUCO rate order for the Company,
as discussed in Note 6, was designed to enable us to
begin recovering in rates the cost of, and sarn a fair
return on, our allowed investment in Perry Unit 1
and Reaver Valley Unit 2. The rate order, which
provided ror three rate increases, improved revenues
and cash flows in 1989, 1990 and 1991 from the 1988
levels. However, as discussed in the first four
paragraphs of Note 6, the phase-in plan was not
designed to imgmve earnings because gains in
revenues from the higher rates and assumed sales
growth are initiaily offset by a corresponding
reduction in the deferral of nuclear plant operating
expenses and carrying charges and are subsequently
oftset by the amortization of such deferrals,

Although the phase-in plan had a positive elfect
on revenues and cash flows. there are a number of
factors that exerted a negative influence on earnings in
1991 and will continue to present significant earnings
challenges in 1992 and beyond. One such factor is
related to facilities placed in service after February
1988 and not included in rate base. The Company is
required to record interest charges and depreciation
on these facilities as current expenses even though
such items are not vet recovered in rates. We also are
facing the challenge of competitive forces, including
new initiatives to create municipal electric systems
The need to mee. competitive threats, coupled with a
desire t0 encourage economic growth in the service
area, is prompting the Company to enter into an
increasing number of contracts having reduced rates
with certain large customers. Factors beyond our
control also having a negative influence on earnige
are the economic recession, the effect of inflatt . and
increases in taxes, other than federal income taxes

The Company has taken several steps to counter
the adverse effects of the factors discussed above. We
have implemented most of the recommendations ot
the management audit discussed in Note 6 and have
taken other actions which reduced other operation
and maintenance expense by approximately
$44,700,000 in 1991, As discussed in the Summary of
Significant Accounting Molicies and Note 12, we

fht and received PUCO approval to lower our
nuclear plant depreciation expense in 1991 to a level
more closely aligned with th> amount being
recovered in rates. In addition, we have increased our
efforts to sell power to other utilities which, in 1991,
resulted in approximatelv $30,200,000 of revenues in
excess of the cost of providing the power.

Despite the positive aspects of the meastres
discussed above, more must be done to maintain
earnings. Continuing cost-reduction efforts will be
necessary to lessen the negative pressures on
earnings. The Company is aggressively seeking
long-term power contracts with wholesale customers
to further enhance revenues. To counter the effects
of delays in recovering new investment since 1988
and related costs in rates, we have requested PUCO

approval 1o accrue post-in-service carryving costs and
defer depreciation for fa<lities that are in service but
not yet recognized in rates. PUCO action on this
request has been postponed under the joint
recommendation approved by the PUCO discussed
below.

In December 1991, the PLUCO approved a joint
recommendation of the Company, Toledo Edison and
customer representative groups involved in the 1989
rate case settlement The joint recommendation
sought to secure an interim resolution of then-
pending accounting applications in 1991 and to
establish a framework for resolving accounting issves
and related matters on a longer-term basis (i.e., 1992-
1995). As part of this joint recommen. ation, the
Company and Toledo Edison agreed to limit their
combined 1992 other ope-ztion and maintenance
expenses and capital expend: ures ta $1,050,000,000,
exclusive of compliance costs retated to the Clean Air
Act Amendments of 1990 (Clean Air «.1), Other
operation and maintenance expenses and capital
expenditures on a consolidated basis for Centerior
Energy totaled $1.005,000,000 in 1991, The Company,
Toledo Edison and the customer representative
groups also agreed to an ongoing review of our
business operations, financial condition and
accounting practices. This effort, with the participation
of the PUCO staff, is directed at the maintenance and
ultimate improvement of our fin. acial condition, the
improvement of the efficiency of our . perations, and
the delay and minimization of future rate increases
The Company and Toledo Edison also agreed not to
see,. any base rate increase that would become
effective before 1993,

The Company continually faces competitive
threats from municipal electric systems within its
service territory, a challenge mtensified by municipal
access to low-cost power currently available on the
whaolesale market. As part of our competitive
strategy, we are sirengthening programs that
demonstrate the added value inherent in our service,
beyvond what one might receive from a municipal
electric system. Such programs include providing
services to communities to help them retain and
attract businesses, providing consulting services to
customers to improve their energy efficiency and
developing demand-side management programs. To
counter new municipalization mitiatives, we are also
stressing the financial risks and uncertainties of
creating a municipal svstem and our superior
reliability and service

Annual sales growth is expected to average abor:t
2% for the next several years, contingent on future
economic events. Recognizing the limitatons
imposed by these sales projections and current
competitive pressures, we will utilize our best efforts
to minimize future rate increases through cost-
reduction and quality-of-service efforts and exploring
other innovative options, Eventually, rate increases
will be necessary to recognize the cost of our new
capital investment and the effect of inflation
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__For the years ended December 31,
o . | 1990 1989
{thousands of dollars)

DOPErating REVERNES .. . . .\ hiiiansoniainos 1iinnins $1,825738 $1.691,159 $1,634,227
Operating Expenses
Fuel and purchased power (1) ... ... .. 455,055 412,397 427108
Other operation and maintenance . 469,530 514,186 508,151
Depreciation and amortization e R 170,571 169526 187,614
Taxes, other than federal income NaXES ... 215,908 197,454 183,120
Phase-in deferted Operating expenses ... ... (16,426) (33,960) (52.020)
Amortization of pre-phase-in deferred costs 9.586 10,076 ¥.553
Faderal income taxes . SO L el 105,824 75099 85,275
1,410,048 1344778 1,348,801
Operating Income ... ................ ... .. 415,690 346,381 285426
Nonoperating Income
Allowance for equity funds used during construction . . 7,852 4531 8.362 |
Other income and deductions, net vl : 5.809 1,836 7,934
Phase-in carrying charges ... ... .. .. ... . g i ‘ 87,615 161,598 216,851 |
Pre-phase-in carrying charges . . ‘ x e sl - - 17.937
Federal income taxes — credit (expeme) ..... (24,311) (20,401) (55,699) ‘
76,965 147 564 195,385 |
Income Before Interest Charges. T 492,655 493945 480811 ‘
Interest Charges |
Debt interest ... . T PPy AT S g . 250,799 254.936 238.042 ‘;
Allowance for borrowed funds used duning construction ___(4302) _(3319) __(7.450) ‘1
246497 251617 230,592 |
Net Income . . W ] 246,158 242,328 250,219 ‘
Preferred md Preference Dmdcnd chmmnems ..... 35857 36682 40227
Earnings Available for Common Stock ... ... . § 210301 $ 205,646 § 209992

(1) Includes purchased power expense of $127,691,000, $111,761,000 and $114,123,000 in 1991, 199C and 1989,
respectively, tor purchases from Toledo Edison.

Retatsed Earnings

............................

1991 _ 1990 1989
{thousands of dollars)
Balunce at Beginning of Year ... . § 563,559 $ 507,375 $ 459,709
Additions
DEREADEOINE .\ v i ieiinis TETL W A A5 246,158 242,328 250,219
Deductions
Dividends declared:
COMMIDA MK . . i s g (194,306) (149,199) (161,662)
Preferred stock Ui e (36,389) (36,205) (40.76% )
Preference stock AT W N e —_ - (124)
Other, primarily preferred stock redefmpmm expenses . ... ____(816) ___(740) T
Net Increase .. .................... 14,647 56,184 47666
Balance at End of Yeur § 578,206 $ 563,550 $ 507,375

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

For the years ended December 31,
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CAPITAL RESOURCES AND LIQUIDITY

In addition to our need for cash for normal corporate
operations, we continue to need cash for an ongoing
am of constructing new facilities and modifying
existing facilities to meet anticipated demand for
electric service, comply with governmental
regulations and protect the environment. Cash 1s also
needed for the mandatory retirement of securities.
Over the three-year period of 1989.1991, these
construction and mandatory retirement needs totaled
approximately  $800,000,000. In addition, we
exercised various options to redeem and purchase
approximately $270,000,000 of our securities.

As a result of the January 1989 PUCO rate order,
internally generated cash increased in 1989, 1950 and
1991 from the 1988 level. in addition, we raised
$1,049,000,000 through security issues and term bank
loans during the .989-1991 period as shown in the
Cash Flows statement. During the three-year period,
the Compary also utilized its short-term borrowing
arrangements (explained in Note 11) to help meet its
cash needs. Proceeds from these financings were
used to help pay for our construction program, to
repay portions of short-term debt ir irred to finance
the construction program, to retire, redeem and
purchase outstanding securities, and for general
corporate purposes,

Estimated cash requirements for 1992-1994 for the
Company are $693,000,000 for its construction
program and 3464.000,000 for the mandatory
redemption of debt and preferred stock. Additionally,
the Company has arranged to refund in 1992
$78,700,000 principal amount of its First Mortgage
Bonds, 13%% Series due 2012 by issuing an equal
principal amount of first mortgage bonds due 2013
having an cffective interest cost of 8.25%. We expect to
finance externally about 50% of our total 1992

U v o et eernadioyes, oo AR

construction and mandat,ry redemption
requitements of approximately $286,000,000. About
60-70% of the Company’s 1993 and 1994 requirements
are expected to be hnanced externally. If economical.
additional securities may be redeemed under
optional redemption provisions, See Notes 10(¢) and
(d) for information concerning limitations on the
issuance of preferred and preference stock and debt

Our capital requirements after 1994 will depend on
the implementation strategy we choose to achieve
compliance with the Clean Air Act. Expenditures for
our optimal plan are estimated to be approximately
$155,000,000 over the 1992-200) period. See Note
3(b).

We expect to be able te raise cash as needed. The
availability and cost of cap:tal to ‘neet our external
fnancing needs, however, depends upon such factors
as fnancial market conditions and our credit ratings,
Current securities ratings for the Company are as
follovs:

Standard Moody's

& Poor's Investors
Corporation Service

First mortgage bonds BBB~ Baa2
Prefenred stock BB+ baal

A write-off of the Company’s investment in Perry
Unit 2, as discussed in Note 3(c), would not reduce
retained earnings sufficiently to impair its ability to
declare dividends and would not alect cash flow.

The Tax Reform Act of 1986 (1986 Tax Act)
provided for a 34% income tax rate in 1988 and
thereafter, a new alternative minimum tax (AMT) and
other changes that resulted in increased tax payments
and a reduction in cash flow during ‘9t 1990 and
1991 because we wers subject to the AN
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Cash Flows mt u.rw uwn rm:mc ILLUMIN mwc mwum AND SUBSIDIARIES

..................................

__For the years ended December 31,
A 10 1989
{thousands of doliars)

Cash Flows from Operating Activities (1)

Net Income ... ... ... ... ... .. § 246,158 $ 242328 $ 250.219
Adjustments to Reconcile Net lnmmo 1o Cash from Operahng
Activities:
Depreciation and amortization ... ... . ... ... . 170,571 169,526 187,614
Deferred federal income taxes . .. ... .. .. .. . 50,934 111,029 108,261
Investment tax credits, net . . O 12,653 (17.224) (58)
Deferred and unbilled revenues . L R, (25,300) (38,134) (32,168)
Deferred fuel . ke e il e e e b 13,450 (11.410) 8827
Carrying chuges ctpiuhzed 25 b e g o i AT 4 8 e o 0d . (87,615) (161,598 (234,788)
Leased nuclear fuel amortization ... . .. .. . ... . 68.866 47,028 55,712
Deferred operating expenses, net ... ... . R (6.840) (23.884) (42,467)
Allowance for equity funds used during construmon TR Al (7.852) (4,531) (8.362)
Amortization of reserve for Davis-Besse refund obh;,atmns
R oy A R S A S Ny —_ -— (12.182)
Pension settlement gain ... ... . .. .. ... o — (34,517) -
Changes in amounts due from customers and others, ne( . 11,904 (16,878) (9.251)
Changes in inventories . ... ... ......... ... .......... (15,040) 22,494 (4,919)
Changes in accounts payable. .. .. ... ... ... ... . ..... ..., (23,667) 31,901 (13.844)
Changes in working capml aﬁﬂ‘ung oporatmns .......... 36,997 (5.195) 29,504
Other noncash items | y o o (13.3%) _(9.125) __(9.065)
Total Adjustments ... ... ... A ‘___@5 727 14494 22,834
Net Cash from Operating Activities, ... .. coiieieo 431,885 756,822 273,053
Cash Flows jrom Financing Activities (2)
Bank loans, commercial paper and other short-term debt .. (86,703) nh,68R 29
Notes payable to affiliates ... ... ... ... ... .. ... ... .. 7,000 (157.200) 90,200
Debt issues.
First mortgage bonds .. .. ... ... — 100,000 67,700
Secured medium-term notes ... 150,000 337,500 212,500
Term bank loans. . ... ... . Ll B s KT 0w o 6 o B N e — 16,000 40,000
Preferred stock ssues .. . ... 125,000 — -
Maturities, redemptions and ﬁmkam.. funds ......... o v v s {132,990) (211,810) (305,741)
Nuclear fuel lease and trust obligations . ... ... .. ... .. ... . (63,895) (56,129) (47.574)
DAVIAENAS PRI . . - ... oo vn s ein e e et (229,671) (185,851) (202,444)
Premiums, discounts and expenses .. .. ... .. oo {5,990) _ (5515) (1,697)
Net Cash from Financing Activities . . . R (237,249) (76,317) (147,027)
Cash Flows from Investing Activities (2)
Cash applied to construction ... ......... ... .. ... ... (137,851) (156,769) (149,043)
Interest capitalized as allowance for be rowed inds used
during construction . ... ... ... i (4,302) (3.319) (7,450)
Loans to affiliates . ........... 0000 0 ue.s g B et 5T sk n m 11,000 (11,000) -
Other cash received (apphed) o I Fiarbare's o Tl T 2,254 (6699)  {16840)
Net Cash from lnveshng Actwiues ....... , i (128,899)  (177,787) (173,333)
Net Change in Cash and Temporary Cash I» = stments. ... 857237 2718  (47,307)
Cash and Temporary Cash Investments at Beginning of Year . 31,048 28,330 75,637
Cash and Temporary Cash Investments at End of Year .. . $§ 96,785 $ 31,048 $ 28330

(1) Interest paid (net of amounts capitalized) was $221,000,000, $189,000,000 and $151,000,000 in 1991, 1990 and
1989, respectively. Income taxes paid were $49,536,000, $15,589,000 and $29.106,000 in 1991, 1990 and 1989,
respectively

(2) Increases in nuclear fuel and nuclear fuel lease and trust obligations in the Balance Sheet resulting from the
noncash capitalizations under nuclear fuel agreements are excluded from this statement.

The accompanying notes and summary of significant accoun....g policies are an integral part of this statement.
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THE CLL VELAND ELECTRIC lLLUMIhAT!N(: COMPANY Ar. D) SUBSIDIARIES

...........................................................

CAPITALIZATION AND LIABILITIES

CAPITALIZATION
Commaon shares, without par value: 105,000,000 authorized,

79,591,000 outstandmg in 1991 and 1990 ., ...
Other paid-in capital .. o e g TR
Retained earnings . . .. ............. ..o, .

Common stock equity . ......................
Preferred stock

With mandatory redemption provisions . .

Without mandatory redemphon provisions
Long-term debt . . e e

OTHER NONCURRENT LIABILITIES

Nuclear fuel lease obligations ... .. 7 il
T RN S ST

CURRENT LIABILITIES
Current portion of long-term debt 2nd preferred stock .. ... ...

Current portion of lease obligations . . ... ...
Notes payable to banks and others . .
Accounts payable . . ks T
Accounts and notes pavabie to afﬁhaws -
ARCPORT SRS -« o« (v i e n i g s S
Accrued interest ... .......... ... ... ..

DEFERRED CREDITS

Unamortized investment tax credits . . ... ... ..., ... ... ... ..

Accumulated deferred tederal income taxes . ... ... ... ..

Reserve for Perry Unit 2 allowance for funds used during
construction .. .. ......

Unamortize gain from Bru(e Mansﬁeld l"lam sale

Accumulated deferred rents for Bruce Mansteld Plam el ‘ :

e e o e s (IR e el :

Total Capitalization and Liabilities . . .. ... ..

1990

{thousands of doliars)

$1.240,570
78,625
578,206

1,897,401

268,368
217,334
2,682,805
5,065,908

197,362
33391
230,753

92,857
80,928

191

97,251
58,578
281,526
53,096

.. 34,499

698,926

258,318
1,203,722

124,398
375,076
64,194
45,285

2 070,993
$8,066,580

$1,242.074
78,625
263,359
1,884,258

171,162
217.334
2631911
4,904 665

246,460
33,39
279 30

97 988
64,554
86,894
120,918
59 884
225,666
53,113
37,697

746,714

252,759
1,159,199

124,398
389,658
57,045
30,869
2013928
§7.0.457

11




Statement of Cumulative
~ Preferred Stock THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

......................................................

1991 Shares Current December 31,
Outstanding Call Price 1991 1990

L (thousands of dollars)
Without par value, 4,000,000 preferred shares authorized
Subject to mandatory redemption:

I T e R 170,000 $ 10100 $17000 $ 15000
88.00 Series E........... il 27,000 1,030 61 27,000 30,000
700 Sertes ..o hone o is - - _— 2,384
14500 Series 1 . ... ... .. : — - — 13,779
11350 Series K ............ - - — 10,000
Adjustable SeriesM .. ... .. ... ot 4 400,000 102 00 39,200 49.000
9125 Series N ................ 750,000 105.07 73,968 73,968
9150 Series Q ... .. i ey i b 75.000 - 75,000 -
8500 Series R ............ .. 50,000 - _$0000
282,168 197,131
Less: Current maturities 13,800 25,969
Total Preferred Stock, with Mandatory Redemption Provisions $268,368 8171162

Naot subject to mandatory redemption:

$ 740 Series A ... ... L Lo 500,000 101.00 $ 50,000 $ 50,000

756 SeriesB..... .. .. e a5 450,000 102.26 45,071 45,071

Adjustable Serics L.. ... ... ... ..... 500.000 103.90 48,950 48,950
Remarketed Series P ... ... y da 750 100,000.00 73313 73313

Total Preferred Stock, without Mundatorv Redemption Provisions $217,33¢  $2173%4

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

------




(1) PROPERTY OWNED WITH OTHER UTILITIES AND INVESTORS

The Company owns, as a tenant in common with ather wulities and those investors who are owner- participants in
varioas sale and leaseback transactions (Lessors), certain generating units as listed below. Each owner owns an
undivided share in the entire unit. Each owner has the right to a percentage of the generating capability of each
unit equal to its ownership share. Each utility owner is cbligated to pay for only its respective share of the
construction and operating costs. Each Lessor has leased 115 capacity nights to a utility which is obligated to pay for
such Lessor's share of the construction and operating costs. The Company's share of the operating costs of these
generating units is included in the Income Statement. Property, plant and equipment at December 31, 1991
includes the following fadilities owned by the Company as a tenant in common with other utilities and Lessors.

Owner Construction
In- Owner- ship Plant Wark in
Service ship Mega Power in Progress and  Accumulated
Generating Unit Date  Shae  watis  Source Service Suspended  Depreciation
In Service. {thousands of dollars)
Seneca Pumped Storage . ; 1970 LY n2 Hydro $ 5778 § Lot $ 19,885
Fastlake Unit 5 ! 1972 6880 411 Coal 151150 2.199 -
Davis-Besse 1977 5138 454 Nuclear 680,121 21,058 150911
Perry Uni 1 and Commqm Facilities 1987 an m Nuclear 1,622 823 4201 191,227
Beaver Valley Unit 2 and Commaon
Facilities (Note 2} . 1987 Q47 am Nuclear L170,046 5461 143,750
Construction Suspended
Perry Unit 2 (Note 3(¢)) . Uncertain 3t ars Nuclear oy | SO7, 806 =l
51 b1 873 ﬁ‘l 743 $505 743

f—caa— ey

Depreciation for Eastlake Unit 5 has been accumulated with all other nonnuciear depreciable property rather
than by specific units of depreciable property.

Effective May 1, 1991, 1 cRC approved an agreement under which the Company is selling the power from its
share of the Seneca Power Plant 10 two subsidiaries of Genera! Public Utilities Corporation through 1993
Revenues from this transaction were $16.000,008 . 1991

Ohio Edison and Pennsylvania Power purchasee 80 megawatts of the Company's capacity entitlement in
Perry Unit 1 from November 1987 through May 1955, Revenues from this transaction were $31,831.000 in 1989

The ownership share of Perry Unit 2 set forth above does not reflect the Company's acquisition of Duguesne’s
13.74% ownership share in February 1992, See Note 3(c¢).

(2) UTILITY PLANT SALE AND LEASEBACK TRANSACTIONS

As a result of sale and leaseback transactions
completed in 1987, the Company and Toledo Edison
are co-lessees of 18.26% (150 megawatts) of Beaver
Valley Unit 2 and 6.5% (51 megawsits), 45.9% (358
megawatls) and 44 38% (355 me.awatts) of Umits 1, 2
and 3 of the Mansfield Plant, respectively, all for
terms ot about 294 years.

As co-lessee with Toledo Edison, the Company is
also obligated for Toledo Edison’s lease payments. If
Toledo Edison 1s unable to make its payments under
the Beaver Valley Unit 2 and Mansfield Plant leases,
the Company would be obligated to make such
payments. No payments have been made on behalf of
Toledo Edison to date.

Future minimum lease payments under these
operating leases at December 31, 1991 are summarized

as follows: For
For the Toleds
Year Company Edison
(thousands of dollars)
1992 $ &30 § 110000
1993 A3.000 111000
1594 . 31000 111000
1995 63,000 111.0%%)
1946 - ; 61,000 111,000
Later Years 1.516,000 2 AR (4N

Total Future Minimum

Lease Payments sl ()H 0x)

$1.531 000

semiannual lease payments conform with the
payment schedule for each lease,

Rental expense is accrued on a straight-line basis
over the terms of the leases. The amount recorded by
the Company in 991, 1990 and 1989 as annual rental
expense for the Mansheld Plant leases was
$70.008,002. Amounts charged to expense in excess of
the lease payments are now classified as accumulated
deferred rents on the Balance Sheet. Previously, the
excess was included i accounts payable,

The Company and Toledo Edison are responsible
under these leases for paving all taxes, insurance
premiums, operation and maintenance costs and all
other similar costs for their interests in the units sold
and leased back, The Company and Toledo Edison
may incur additional costs in connection with capital
improvements to the units. The Company and Toledo
Edison have options to buy the interests back at the
end of the leases for the fair market value at that ime
or to renew the leases. Additional lease provisions
provide other purchase options along with conditions
for mandatory termination of the leases (and possibie
repurchase of the leasehold interests) for events of
default. The.. events of default include
noncomphiance with several hnancial covenants
affecting the Company, Toledo Edison and Centerior
Energy contaired in an agreement relating to a letter
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(4) NUCLEAR OPERATIONS AND
CONTINGENCIES

{a) OPERATING NUCLEAR UNITS

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

(b) NUCLEAR INSURANCE

The Price-Anderson Act limits the 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 urit in the United States resulting in losses in
excess of the level of private insurance (currently
$200,000,000), the Company's maximum potential
assessment under that plan (assuming the other
CAPCO companies were to contribute their
proportionate share of any assessment) would be
$70,754.000 (plus any inflation adjustment) per
incident, but is limited to $10,696,000 per year for each
nuclear incident.

The CAPCO companies have insurance coverage
for damage to property at the Davis-Besse, Perry and
caver Valley sites (including leased fuel and clean-
up costs). Coverage amounted to $2,515.000,000 for
each site as of January 1, 1992, Damage to property
could exceed the insurance coverage by a substantial

amount. If it does, the Company’s share of such
excess amount could have a material adverse effect
on its bnancial condition and results of operations.

The Company also has extra expense insurance
coverage which includes the incremental cost of any
replacement power purchased (over the costs which
wotilld have been incurred had the units been
operating) and other incidental expenses after the
occurrence of certain tyvpes of accidents at our
nuclear units. The amounts of the coverage are 100%
of the estimated extra expense per week during the
52-week period starting 21 weeks after an acadent,
67% of such estimate per week for the
next 52 weeks and 33% of such estimate per week for
the next 52 weeks. The amount and duration of extra
expense could substantially exceed the insurince
coverage

(5) NUCLEAR FUEL

The Company has inventories for nuclear fuel which
should provide an adequate supply into the mid-
1990s. Substantial additional nuclear fuel must be
obtained to supply fuel for the remaining usetul lives
of Davis-Besse, Perry Unit 1 and Beaver Valley Unit
2. Mere nuclear tuel would be required if Perry Unit
2 were completed as a nuclear generating unit.

In 1989, existing nuclear fuel fAnancing
arrangements for the Company and Toledo Edisen
were refnanced through leases from a special-
purpose corporation. The total amount of financing
currently available under these lease arrangements is
$509,000,000 ($309.000,000 from intermediate-term
notes and $200,000,000 from bank credit
arrangements), although financing in an amount up
to $900,000,000 is permitted. The intermediate term
notes mature in the period 1993-1997. The ban credit
= =aements are cancelable on two years notice by

wnders, As of December 31, 1991, $281,000,000 of
nuclear fuel was financed for the Company. The
Company and Toledo Edison severally lease their
respective portions of the nuclear fuel an. are
obligated to pay for the fuel as it is consumed in a
reactor. The lease rates are based on various
intermediate term note rates, bank rates and
commercial paper rates.

The amounts financed include nuclear fuel in the
Davis-Bescs Perry Unit 1 and Beaver Valley Unit 2
reactors with remaining lease payments of
$76.000,000, $54,000,000 and $18.000,000, respectively,
as of December 31, 1991. The nuclear fuel amounts
financed and capitalized also included interest
charges incurred by the lessors amounting to
$12.000,000 in 1991, $19,000,000 in 1990 and
$25,000.000 in 1989. The estimated future lease
amortization payments based on projected
consumption are $51,000,000 in 1992, $54.000,000 in
1993, $51.000,000 in 1994, $44.000,000 in 1995 and
$47,000,000 in 1996

(6) REGULATORY MATTERS

On January 31, 1989. the PUCQO issued a rate order
which provided for three annual rate increases fc he
Company of approximately 9%, 7% and 6% effective
with bills rendered on and after February 1, 1989,
1990 and 1991, respectively. As discussed below, the
6% increase effective February 1, 1991 was reduced to
4.35%. The resulting annuahized revenue increases in
1989, 1990 and 1991 associated with the rate order
were $120,700,000, $105,700.000 and $71.400,000,
respectively.

Under the January 1989 rate order, a phase-in plan
was designed so that the three rate increases, coupled
with then-projected sales growth, would provide
revenues sufficient to recover all operating expenses
and provide a fair rate of return on the Company's
allowed investment in Perry Unit | and Beaver Valley
Unit 2 fer ten yvears beginning January 1, 1989 In the
first five vears of the plan, the revenues were
expected to be less than that required to re~over
operatiag expenses and provide a fair return on
investment. Therefore, the amounts of operating
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e (8) RETIREMENT INCOME PLAN AND
& OTHER POSTRETIREMENT BENEFITS

; (a) RETIREMENT INCOME PLAN

The Company and Service Company jointly sponsor a
noncontributing pension plan which covers all
empluyee groups. The amount of retirement benefits
generally depends upon the length of service Under
certain arcumstances, benefits can begin as early as
age 55. The plan also provides certain death, medical
and disability benefits. The Company's and Service
Company's funding policy is to comply with the
Employee Retirement Income Security Act of 1974
guidelines.

In 1990, the Company and Service Company
offered a Voluntary Early Retirement Opportunity
Program (VEROTP"). Operating expenses for both
companies for 1990 included $&,000,000 of pension
plan accruals to cover enhanced VEROP benehits plus
an additional $20,000,000 of pension costs for VEROD
benefits paid to retirees from both companies’
corporate funds. The $20,000,000 is not included in
the pension data reported below. Operating expenses
for 1990 for both companies also included a credit of
$36,000,000 resulting from a settlement of pension
obligations through lump sum payments to a
substantial number of VEROP retirees.

Net pension and VEROP costs (credits) for 1989
through 1991 were compnised of the followirg
components: w1 0 19w
i Conts (Cradits): {mulhions of dollars;

Service cost for benefits eamed

during the period .

L $ 9 $ 10 $ 10
Interest cost on projected berefit

obligation. . .. ... .. 25 b 5
Actual return on plan assets . (e 3 (%)
Net amortization and deferral . . ... S0 _(50) 9
Net pension credits A (15) {11 (12)
VEROP cost § g 3o K L
Settlement gain . LY | = _(38)
Net credits . ULV TECI THF
* The following table presents a reconciliation of the
: funded status of the plan a! December 31, 1991 ard
TR __December 31,
1991 1990
(mill‘tlnm of
] Actuarial present value of beneht S}
) obligations:
I: Vested benefits ... . L $ 209 $
1 Nonvested benefits S S 18
1 Accumuiated benefit obligation m 7
Effect of future compensation
] levels .. , N : . 50
Total projected benefit obligation 3l 297
- Plan assets at fair market value . B85 502
: Surplus of plan assets over projected
1 benefit obligation .. . . 274 205
Unrecognized net gain due to variance
between assumptions and experience (137} (77)
Unrecognized prior service cost ! 8 %
Transitir asset af January 1, 1987
being amortized over 19 vears (88) _(94)
Net prepaid pension cost ... $ 57 !—12

e I e B e T L L e e

The settlement (discount) rate assumption was,
8.5% for both December 31, 1991 and December 31,
©EA The long-term rate of annual compensation

ase assumption was 5% for both December 31,
.o« and December 31, 1990, The long-term rate of
return on plan assets assumption was 85% in 199]
and 8% in 1990.

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

(b) OTHER POSTRETIREMENT BENEFITS

The Financial Accounting Standards Board has issued
a new accounting standard for postretirement
benefits other than pensions. The new standard
would require the accrual of the expected cost of such
benefits during the employees vears of service. T he
assumptions and calculations involved in
determining the accrual closely parallel pension
accounting requirements.

The Company currently provides certain
postretirement health care, death and other benehits
and expenses such costs as these benefits are paid,
which is consistent with current ratemaking practices.
Such costs totaled $6,000,000 in 1991, $5,200,000 in
1990 and $4,200.000 in 1989, which include medica
benefits of $4,900,000 in 1991, $4,100.000 in 1990 and
$2,900,000 in 1989,

The Company expects to adopt the new standard
prospectively effective lanuary 1, 1993. We plan to
amortize the discounted present value of the
accumulated postretirement benefit obligation tr
expense over a twenty-vear period. The Company has
engaged actuaries who have made a preliminary
review using 1990 aata. Based on this preliminary
review, the accumulated postretirement benefit
obligation as of December 31, 1991, measured in
accordance with the new standard, is estimated in the
range of $80,000,000 to $115,000,000. Had the new
standard been adopted in 1991, the preliminary study
indicated that the additional postretitement benefit
cost in 1991 would have been in the range of
$7.500,000 to $13,500,000 (pretax). We believe the
effect of actual adoption in 1993 may be similar,
although it could be significantly different because of
changes in health care costs, the assumed health care
cost trend rate, work force demographics, interest
rates, or plan provisions between now and 1993

The Company does not know what action the
PUCO may take with respect to these incremental
costs. However, we believe the PUCO will either
allow a means of current recovery of such incremental
costs or provide for deferral of such costs until
recovered in ~ates. We do not expect adoption of the
new standard to have a material adverse effect on
our financial condition or results of operations.

(9) GUARANTEES

Under two long-term coal purchase arrangements,
the Company has guaranteed certain loan and lease
obligations of two mining companies. One of these
arrangements requires payments to the mining
company for any actual out-of-pocket idle mine
expenses (as advance payments for coal) when the
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Yom — Commercil | Industngl Othor Ketal Wholesale(a)  Blecteic Heaung Revenue
1981 £547 408 438 795 Sdo o9 116 826 1 750 752 74 %8s 1 825 758 - $1 825 7\
- o 495 15K 494 470 f4A K13 122 01 1 686 042 8 117 1 691 149 - 1691 189
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Year w , Ay e Chiarger (hxpense) Chasgn
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T 346 W1 450 1 K36 161 S0 (20 401) 491 648
1989 285 426 # 362 7. 234 7HR {55 6990 480 K1
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