SHAW, PITTMAN, POTTS & TROWBRIDGE

800 M STREET, N W

WASHING N, €

May 24, 1985

Harold R. Denton, Director

office of Nuclear Reactor Regulation
U. S. Nuclear Regulatory Commission
washington, D. C. 20555

Re: The Cleveland Electric Illuminating Co.
(Perry Nuclear Power plant Units 1 and 2)
Docket Nos. 50-440 and 50-441

Dear Mr. Denton:

Ohio Citizens for Responsible Energy ("OCRE"), in &
"petition for Emergency Action" dated March 8, 1985, requested
that the Director of the oOffice of Inspection and Enforcement
take specified actions based on the allegations in OCRE's
pleading. The actions included:

1e Immediate suspension of the construction
permits for Perry Nuclear Power ~lant,
Units 1 and 2, "pending an adjudicatory
finding of [the Perry construction permit
co-holders' ("Permittees”)] financial
capability."

Halting of all nuclear fuel shipments to
the Perry site.

An investigation of whether the Permittees
are financially qualified to design and
construct the Perry facility and whether
actions resulting from Permittees' alleged
financial problems have caused or may cause
unsafe conditions at Perry.

Suspension of the operating license
proceeding pending an adjudicatory finding
of financial capability.

An investigation of the "+rue state of
readiness of Unit 1 for fuel load."

Institution of "a proceeding" to determine

Permittees' financial qualifications to

design and build the Perry facility.
8505290554 850524
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Your letter of April 24, 1985, acknowledged receipt of
OCRE's Petition and stated that it would be handled pursuant to
10 C.F.R. §2.206 by the Office of Nuclear Reactor Regulation.
Your letter concluded that OCRE's petition did not warrant any
emergency relief, pointing out that continued constructicn did
not of itself pose a public health and safety threat, that NRC
Staff had favorably assessed the design/construction quality of
the facility, and that the physical security for the nuclear
fuel had already been extensively reviewed. Your letter also
noted that you saw no reason to recommend suspension of the
operating license proceedings. A Federal Register notice of
OCRE's Petition was published on April 30, 1985, 50 Fed. Regq.
18332.

The five co-holders of the construction permits for the
Perry Nuclear Power Plant -- The Cleveland Electric
Illuminating Company, Duquesne Light Company, Ohio Edison
Company, Pennsylvania Power Company, and The Toledo Edison
Company -- have reviewed OCRE's Petition and submit that its
arguments are without merit. Based upon the information set
forth in the attached Affidavits of Edgar H. Maugans and Murray
R. Edelman, and the enclosed financial documents relating to
each of the Permittees (identified in Attachment 1 hereto),
Permittees respectfully request that OCKE's Petition be denied.

I. LEGAL STANDARDS

OCRE implicitly argues that the legal standard to be
applied is that if conditions now exist which would have
warranted a refusal by the Commission to grant the original
construction permits, then the construction permits should be
immediately suspended.

The Commission has rejected this standard and applied a
much more reasonable approach. In Maine Yankee Atomic Power
Company (Maine Yankee Atomic Power Station), CLI-83-21, 18
N.R.C. 157 (1983), the Commission rejected a similar petition
on the grounds that some nexus must be shownlyetween claimed
financial constraints and unsafe conditions.=' The Commission

1/ Although the Maine Yankee decision was issued in the con-
text of the 1982 financial qualifications rule (which
abolished financial qualifications reviews at both the

(Continued next page)
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held that

a showing that Maine Yankee was undergoing
financial difficulties would not by itself
require that the Commission halt operations at
that plant.

18 N.R.C. at 160. Absent "evidence [or a] claim of actual
hazards", there is no possible basis for enforcement action.
Id. There is no abuse of discretion "in refusing to take
enforcement action based on mere speculation that financial
pressures might in some unspecified way undermine the safety"
of the plant. Id. The Commission also ruled that even if
conditions exist which would have permitted denial of a license
in the first instance, license revocation is not required,
"especially where means short of license suspension are
available to provide continued assurance of public health and
safety." 1Id., n. 5.

These holdings are consistent with Director's Decisions
which have held that "[f]inancial 'straints, in a vacuum, are
an insufficient basis for initiating .how-cause proceedings
against a utility." Public Service Co. of New Hampshire
(Seabrook Nuclear Station, Units 1 and 2), DD-82-8, 16 N.R.C.
394, 395 (1982); Maine Yankee Atomic Power Co. (Maine Yankee
Atomic Power Station), DD-83-3, 17 N.R.C. 327, 330 (1983).

II. FINANCIAL QUALIFICATIONS

The bulk of OCRE's Petition is devoted to allegations that
the financial qualifications of the five Permittees have
"changed drastically” since the NRC Staff's 1977 determination
that Permittees were financially qualified to construct the
Perry facility. Petition at 2-4.

(Continued)

construction permit and coperating license stages), the
Commission made clear that its decision did not turn on
the effect of the 1982 rule. Thus, the Commission stated
that a showing of financial difficulties alone would not
suffice, "even had the Commission retained its financial
qualifications review requirements." 18 N.R.C. at 160.



SHAW, PITTMAN, POTTS & TROWBRIDGE

A PARTNERSHIP INCLUDING PROFESSICNAL CORPORATIONS

Mr. Harold R. Denton
May 24, 1985
Page 4

While many changes have undoubtedly occurred since 1977,
OCRE has failed to relate these changes to Permittees'
financial ability to complete construction of the Perry
facility. OCRE has totally ignored the fact that the largest
part of Unit 1 has already been financed. As shown in the
attached Affidavit of Mr. Maugans, as of March 31, 1985,
Permittees have already invested $3.347 billion (including $948
million in allowance for funds used during construction) in
Unit 1. Thus, it is of no relevance that the total cost of
Unit 1 may now be projected at $4.3 billion, compared to a 1977
projected cost of $2.181 billion for both units. OCRE Petition
at 2-3. The important fact ie that Permittees' projections
show the need to raise only an a991t10n51 $363 million to
complete construction of Unit 1.5

The appropriate issue to be considered, therefore, is
whether OCRE has shown any basis for believing that Permittees
cannot secure the $363 million needed to complete construction
of Unit 1. As shown in Mr. Maugan's Affidavit, 912, each of
the Permittees has identified sources of funds for its
construction program. Each Permittee has also arranged, or is
in the process of arranging, backup lines of credit to finance
the completion of Unit 1 construction even if other sources of
funds should become unavailable. The ability to raise the
remaining funds is also demonstrated by the financial documents
transmitted with this letter, as well as by each company's
ability to raise substantial funds through securities issues
(See Mr. Maugan's Affidavit, q1l1).

OCRE's attachments and arguments supply no basis for
questioning Mr. Maugan's data and conclusions. OCRE's Exhibit
1, a newspaper article on a state rate order denying Cleveland
Electric recovery of construction work in progress, says
nothing about Permittees' ability to fund the remaining
construction of Unit 1. OCRE's Exhibit 2, reporting a decision

2/ Since the only significant work being performed on Unit 2
is that needed to place Unit 1 in service, Edelman Affida-
vit, ¥4, Unit 2's status does not impact on OCRE's current
petition. The status of Unit 2 is under study, including
the possibilities of resuming full construction and can-
cellation. At such future time as a decision on its status
is made, consideration of a petition such as OCRE's might
then be appropriate.
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by the Public Utilities Commission of Ohio to examine the
prudency of Perry construction, is similarly irrelevant. OCRE
argues that its Exhibit 3, a March 1984 report by an investment
research company, shows that Permittees will be unable to raise
money through the sale of securities since "[i]nvestment
services have warned against investing in CAPCO." Petition at
4, Aside from being some 14 months old, the cited document
itself states that the rating on which OCRE relies "does not
constitute a recommendation to buy, hold or sell the shares of
a given utility." Exhibit 3, p.3 (original emphasis). OCRE'
conclusion is also rebutted by the $1.7 billion which
Permittees raised in 1984 alone. Maugan Affidavit, §1l1l.
Similarly failing to support OCRE's thesis are its Exhibits 4
and 5, both newspaper articles relying heavily on unnamed,
unidentified "analysts". Indeed, OCRE's Exhibit 5 merely
confirms Mr. Maugan's discussion of backup lines of credit
which would be available to fund the completion of Unit 1
construction in the event that developments occurred which
adversely affect the ability to access the identified sources
of funds. OCRE's dire predictions are refuted by Permittees'
demonstrated ability to raise substantial funds in the capital
markets. (Maugan Affidavit, 911).

III. SAFETY ISSUES

Notwithstanding the Commission's requirement for something
more than "mere speculation”", for some showing of "actual
hazards", Maine Yankee, supra, 18 N.R.C. at 160, OCRE has
provided only conjecture and unsupported supposition that
Permittees' asserted financial problems will result in any
danger to the public health and safety. The attached affidavit
of Murray Edelman makes this clear.

OCRE first claims that Permittees' "financial problems"
led to Cleveland Electric obtaining wage concessions from union
workers at Perry. Petition at 4. However, not even the
newspaper article relied on by OCRE (Exhibit 6) said that the
contract change was due to Permittees' "financial problems."

As explained in OCRE Exhibit 6 and in the Edelman Affidavit,
¥5, the change from a construction-type to a maintenance-type
contract was governed by the status of completion of work at
Unit 1.

OCRE next alleyes that, based on "confidential sources",
employees of the painting/coating contractor at Perry have
threatened to mix coatings incorrectly so that they will flake
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off. Mr. Edelman's Affidavit, 96, shows that any improper
mixing is very unlikely and that if it occurred it would be
readily detected. In any event, OCRE does not even allege that
more than "talk" is involved.

OCRE further alleges that CEI has taken delivery of its
nuclear fuel too early, which "could expose it to sabotage from
disgruntled workers." Petition at 5. Aside from its reliance
on misinformation provided bxlan unidentified "fuel rod expert"
to unnamed "OCRE's sources",= OCRE's allegations are shown by
Mr. Edleman's Affidavit to be without substance. The fuel load
deliveries are being made on a reasonable schedule. Affidavit,
¥7. And the security plan, inspected and approved by the NRC
Staff, provides appiypriate assurances against OCRE's
speculative threat.=" Affidavit, ¢8.

Finally, OCRE asserts that because of Permittees'
"desperate need" to place Unit 1 in service by the end of 1985"
the "potential exists that the remaining construction and
testing may be rushed and compromised."™ As in the rest of its
Petition, OCRE has substituted unsubstantiated possibilities
for the evidence or claim of actual hazard. Cf Maine Yankee,
supra, 18 N.R.C. at 160. The NRC inspection program, including

ts on-site resident inspectors, provides a more direct and
appropriate method to guard against the situation which OCRE
postulates than does the relief proposed by OCRE.

3/ OCRE apparently believes that nuclear fuel is being deliv-
ered too early because a "fuel rod expert" told "OCRE's
sources" that Unit 1 would not be ready for commercial
operation until late 1986. Petition at 5. Needless to
say, the timing of nuclear fuel deliveries is not based on
commercial operation dates.

4/ The Atomic Safety and Licensing Board in the operating
license proceeding, in rejecting OCRE's late-filed conten-
tions on nuclear fuel delivery, observed that OCRE's "ar-
gument that [Permittees'] economic condition is so shaky
as to endanger its ability to care properly for
unirradiated fuel lacks credibility." Memorandum and
Order (Late Contentions: Special Nuclear Material License
Application), dated July 12, 1983, slip op. at 4. The Li-
censing Board also found that OCRE had provided no basis
for calling into question Permittees' program for safe-
guarding its fuel. 1Id. at 3.



SHAW, PITTMAN, POTTS & TROWBRIDGE

A PARTNERSHIP INCLUDING PROFESSIONAL CORPORATIONS

Mr. Harold R. Denton
May 24, 1985
Page 7

IV. CONCLUSION

OCRE's Petition for Emergency Action sets forth no
supportable grounds justifying any of the actions called for by
OCRE. For the resons set forth herein and in the Affidavits
and documents attached hereto, Permittees respectfully submit
that OCRE's Petition be denied.

Vv truly yours,
)
D L/u@‘ !

S rg
1 fFor Permitt

JES:L
Attachments
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PROSPECTUS

50.000 Shares
The Cleveland Electric Illuminating Company

Common Stock
(Without Par Value)

The Company’s Common Stock, including the shares offered hereby, is listed on
the New York, Midwest and Pacific Stock Exchanges.

\
In the opinion of counsel for the Company, the Common Stock is exempt from existing ;
Pennsylvania personal property taxes. |

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON
THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRE-
SENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

The shares of Stock are to be sold from time to time through McDonald & Company Securities,
Inc., as sales agent for the Company (“Sales Agent”), by means of (i) ordinary brokers’ transactions
on the floor of the New York Stock Exchange, the Midwest Stock Exchange, the Pacific Stock
Exchange or any other exchange on which the Common Stock may be admitted to trading, including
the Boston, Cincinnati or Philadelphia Stock Exchanges (“Exchanges”), (ii) block transactions
(which may involve crosses) on the floor of an Exchange, in the over-the-counter market or other-
wise, in accordance with the rules of the Exchanges, in which McDonald & Company Securities, Inc.
may attempt to sell shares as agent but may position and resell all or a portion of the blocks as
principal, (iii) "fixed price offerings” off the floors of the Exchanges in accordance with the rules of
the Exchanges or (iv) a combination of any such methods of sale, in each case at market prices
prevailing at the time of sale in the case of transactions 2 an Exchange and at negotiated prices
related to prevailing market prices in the case of transactions off the floor of an Exchange. In
connection therewith, distributors’ or sellers’ commissions may be paid or allowed to or through
McDonald & Company Securities, Inc. which will not exceed those customary in the types of
transactions involved. This Prospectus will be supplemented to set forth the terms of any such “fixed
price offerings”. If McDonald & Company Securities, Inc. purchases shares of Stock as principal it
may resell such shares by any of the methods of sale described above. See “Manner of Offering”.

In making this offering on behalf of the Company, McDonald & Company Securities, Inc. and
any other broker or dealer may be deemed to be “underwriters”, within the meaning of the Securities
Act of 1933, as amended ("Act”), and the compensation of McDonald & Company Securities, Inc. and
any other broker or dealer may be deemed to be underwriting commissions or discounts. The
Company has agreed to indemnify McDonald & “ompany Securities, Inc. against certain civil
liabilities, including liabilities under the Act.

The Company will receive all of the net proceeds from the sale of the Stock. The expenses of the
registration and the offerings contemplated hereby are estimated to be $4,000 and will be paid by
the Company.

"+ CDONALD & COMPANY
SECURITIES, INC.
The date of this Prospectus is April 8, 1985.




No dealer, salesman or other person has been authorized to give any information or to make
any representation not contained in this Prospectus and, if given or made, such information or
representation must not be relied upon as having been authorized by the Company or the Sales
Agent. This Prospectus does not constitute an offer to sell or a solicitation of an offer to buy any
of the securities offered hereby in any jurisdiction to any person to whom it is unlawful to make
such offer or solicitation in such jurisdiction. The delivery of this Prospectus at any time does not
imply that the information herein is correct as of any time subsequent to its date.

AVAILABLE INFORMATION

The Company is subject to the informational requirements of the Securities Exchange Act of
1934 ("Exchange Act”) and in accordance therewith files reports, proxy statements and other
information with the Securities and Exchange Commission (“"Commission”). Such reports, proxy
statements and other information can be inspected and copied at the public reference facilities
maintained by the Commission at its principal office at Judiciary Plaza, 450 Fifth Street, N.W.,
Washington, D.C. 20549-1004; Everett McKinley Dirksen Building, 219 South Dearborn Street,
Chicago, I1l. 60604; Federal Building, 26 Federal Plaza, New York, N.Y. 10278: and 5757 Wilshire
Boulevard, Los Angeles, Calif. 90036-3640. Copies of such material can also be obtained at pre-
scribed rates from the Public Reference Section of the Commission at its principal office. The
Common Stock of the Company is listed on the New York, Midwest and Pacific Stock Exchanges
Reports, proxy statements and other information concerning the Company can be inspected at the
offices of those Exch inges

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE
The Company hereby incorporates in this Prospectus by reference the following document
heretofore filed with the Commission, pursuant to the Exchange Act, to which reference hereby is
made

1. The Company’s Annual Report on Form 10-K for the year ended December 31, 1984
(“Form 10-K™)

The consolidated financial statements of the Company and its subsidiaries as of December
31, 1984 and the report (which is subject to the outcome of incertainty with respect to Perry
2 as discussed in Note L to the financial statements) of Price Waterhouse dated February 8,
1985 both included in the Form 10-K and incorporated by reference in this Prospectus should
be read in conjunction with the matters discuss2d under Item 1 "Business — Construction and
Financing Program — Construction Program” and “Business -— Operations — Electric Rates”
in the Form 10-K incorporated by reference in this Prospectus

All documents filed by the Company pursuant to Section 13(a), 13(c), 14 or 15(d) of the Exchange
Act after the date of this Prospectus and prior to the termination of this offering shall be deemed
to be incorporated in this Prospectus by reference and to be a part hereof from the date of filing of
such documents

The Company hereby undertakes to provide without charge to each person to whom a copy of
this Prospectus has been delivered, on the written or oral request of any such person, a copy of any
or all of the documents referred to above which have been or may be incorporated in this Prospec-
tus by reference, other than exhibits to such documents. Requests for such copies should be
directed to E. Lyle Pepin, Secretary, The Cleveland Electric Illuminating Company, P.0. Box
5000, Cleveland, Ohio 14101, or telephone (216) 622-9800.

IN CONNECTION WITH THIS OFFERING, THE SALES AGENT MAY OVER-ALLOT OR

COMPANY'S COMMON STOCK AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE
PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS MAY BE EFFECTED ON THE
NEW YORK STOCK EXCHANGE OR ANY OTHER STOCK EXCHANGE ON WHICH THE
SECURITIES HAVE BEEN ADMITTED TO TRADING PRIVILEGES, IN THE OVER-THE-
COUNTER MARKET OR OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE
DISCONTINUED AT ANY TIME.
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2 is that necessary t» place Unit 1 in service. That work should be completed sometime in 1985. See
"Additional Informai'on — Perry Unit 2 AFUDC Accrual”.

If Perry Unit < .. .ancelled, the Company will seek authorization from The Public Utilities
Commission of Ohio ("PUCO") to recover its investment in that Unit (and cancellation costs, if any)
from its customers in rates over a period of years. Ohio law currently allows recovery of such costs
as described in “Additional Inforination — Investment in Terminated Nuclear Projects”. Other
methods of recovery also may be available. However, the Company has no assurance that recovery
would be allowed if Perry Unit 2 were cancelled. If, at the time of such a cancellation, it appears
unlikely that recovery would be allowed, then the Company's investment in Perry Unit 2 (including
AFUDC and any cancellation costs) would have to be written off, after adjustment for taxes. The
amount to be written off would be reduced to exclude equipment usable for Perry Unit 1 or other-
wise. The Company estimates such a write-off as of December 31, 1984 would have been about
$200,000,000. Based on the Company's current financial position and level of annual income, a
write-off of such a magnitude would have a material adverse effect on income in the period in which
it were to occur and on retained earnings, but the Company’s ability to continue paying dividends
would not be impaired solely because of such a write-off.

In September 1983, the Ohio Office of Consumers’ Counsel, the City of Cleveland, the Commis-
sioners of Geauga County, Ohio, and certain community groups petitioned the PUCO and the Ohio
Power Siting Board to investigate thie need for Perry Unit 2. The petition requests an order to cease
construction of Perry Unit 2. to cease accruing AFUDC on that Unit and to prohibit the use of
proceeds of securities issues | finance Perry Unit 2. The Company believes the petition is without
merit and will oppose it vigorously. Under some circumstances, the request of the petitioners, were
it to be granted, could require cancellation of the Unit.

Nuciear generating projects in the electric utility industry, including those of the CAPCO
Group companies, have experienced substantial cost increases, construction delays and, in the case
of some non-CAPCO Group utilities, licensing difficulties. These have been caused by various
factors, including inflation, required design changes and rework, allegedly faulty construction,
objections by groups and governmental officials, limits on the ability to finance, limits on the use
of proceeds of security issues, difficulty in obtaining needed rate increases, reduced forecasts of
energy requirements and economic conditions. This experience indicates that the risk of significant
cost increases, delays and licensing difficulties remains present through to completion of any project,
including Perry Units 1 and 2 and Beaver Valley Unit 2.

The successful completion of the CAPCO Group construction program requires the continuing
ability of the CAPCO Group companies to pay for their shares. To do so, each CAPCO Group
company must continue to obtain adequate and timely rate relief. There can be no assurance that
such rate relief always will be forthcoming or that some other event will not adversely affect
financial markets or nuclear projects generally, or a CAPCO Group company or nuclear project in
particular, so as to impair the ability of a CAPCO Group company to pay for its share. Ifany CAPCO
Group company does not pay for its share, any or all of the other CAPCO Group companies could,
as a practical matter, be forced to accept a solution involving substantial losses or additional
financial burdens.

The financial conditions of the CAPCO Group companies and their abilities to finance their
respective construction programs vary. The disclosure documents of each CAPCO Group company,
including their respective 1984 Form 10-Ks, should be examined for information regarding the
ability of each CAPCO Group company to meet its CAPCO Group construction program commit-
ments.

Some regulatory authorities have u.idertaken proceedings to determine whether recovery in
rates of part of the cost of a completed construction project should be disallowed or deferred, due to
findings of excess capacity or imprudent management of the project or due to a desire to phase in
over a period of time the rate increase otherwise allowable. In the announcement of the rate increase
recently granted the Company discussed under “Additional Information — Rates”, the PUCO stated

5




that it would start an investigation soon to determine whether any Perry Unit 1 costs are excessive.
It also plans in the near future to conduct a study of possible excess electric utility capacity in Ohio
and to begin to develop a working policy regarding any such excess capacity. It is possible that an
investigation of the costs of Beaver Valley Unit 2 (or Perry Unit 2, if completed) also will be
conducted. The Company believes that any disallowance or deferral of recovery of its share of the
costs of those Units would be unjustified. except such deferral of recovery as may be provided by the
PUCO under the construction work in progress law of Ohio as described under "Additional Informa-
tion — Rates”.

As part of its February 19, 1985 decision in Toledo Edison’s recent emergency rate case, the
PUCO ordered Toledo Edison to analyze the feasibility of reducing the CAPCO Group’s generating
unit construction program and Toledo Edison’s participation in it and to file a report on such
analysis by May 1, 1985.

As discussed above, the CAPCO Group nuclear generating unit construction program involves
numerous risks in the areas of construction, completion and licensing, the continuing ability of the
CAPCO Group companies to pay for their shares and the recovery through rates of the Company's
total investment in the units involved. As indicated above, the likelihood of a significantly adverse
event occurring in any of these risk areas and the potential severity of any adverse impact of such
an event on the Company varies. It should be recognized that an event could occur which could have
a material adverse impact on the financial condition and or results of operations of the Company.

Assuming adequate and timely rate relief, the Company expects to finance, depending on the
size of its construction program, about one-third to one-half of its 1985-1989 construction program
through the issuance of securities, with larger percentages in the earlier years. The Company’s 1985
financing plans include the sale of First Mortgage Bonds and Serial Preferred Stock and the
tax-exempt financing of pollution control facilities. The Company expects to continue to raise funds
through the sale of Common Stock under its employee stock purchase plans and its Dividend
Reinvestment and Stock Purchase Plan. The types, amounts and timing of other future financings

have not been determined.

In addition to funds required for the construction program, funds will be required for the
retirement of $290,627,000 of debt and preferred stock during the 1985-1989 period. The Company
also is required to offer to purchase $127,600,000 of preferred and preference stock during the
1985-1989 period.

The issuance of additional First Mortgage Bonds is limited by two provisions of the Company’s
Mortgage and Deed of Trust. Under the more restrictive of these provisions, the Company would
have been permitted at December 31, 1984 to issue approximately $912,000,000 of add tional First
Mortgage Bonds. The amount of First Mortgage Bonds which may be issued fluctuates depending
upon future bondable property additions, earnings and interest rates. If Perry Unit 2 had been
cancelled at the end of 1984, the amount of additional First Mortgage Bonds which could have been
issued at that time would have been reduced by about $225,000,000. There are no restrictions on the
issuance of authorized Serial Preferred Stock or Serial Preference Stock.

COMMON STOCK DIVIDENDS

On February 15, 1985, the Company paid a quarterly dividend of 63¢ per share. The Company
has increased its dividend payments for 26 consecutive years and has paid cash dividends for 84
consecutive years. The payment of dividends will depend upon future earnings, the financial condi-
tion of the Company, business conditions and other relevant factors. At December 31, 1984, all
earnings retained in the business ($471,163,000) were available to pay dividends.

EFFECT OF ISSUANCE OF COMMON STOCK

The book value of Common Stock as of December 31, 1984 was $21.51 per share. For every
dollar below book value that the Common Stock offered hereby is sold, the book value of the Common
Stock currently held by share owners will be reduced by less than 0.1¢ per share.
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ADDITIONAL INFORMATION
Rates

Effective March 12, 1985, the PUCO granted the Company an increase in electric rates of
$19,500,000, or 1.6%. The Company had requested an increase of $150,000,000. The allowed rate of
return is 12.99% on rate base and 16.85% on common stock equity. The PUCO did not allow any
construction work in progress ("CWIP”) in rate base for Perry Unit 1. Previously, the Company had
been receiving approximately $30,000,000 of annual revenue for Unit 1 CWIP which had been
included in rate base. The Company will request the PUCO to reconsider the denial of CWIP and
other matters.

Under Ohio law, the PUCO has discretion to include CWIP in rate base for construction projects
which are at least 75% complete. The amount includab!le for all projects is limited to 10% of rate base
excluding CWIP, except that up to 20% can be included for sulfur and nitrous oxide pollution control
projects. CWIP may be included for a period not longer than 48 consecutive months, plus any time
needed to comply with changed governmental regulations, standards or approvals, plus up to
another 12 months for good cause shown. When the project is completed and included in rate base,
an amount equal to the CWIP is excluded from rate base for a period equal to the time it had been
included, resulting in lower revenues during that period. During the period of exclusion, the equiv-
alent of AFUDC accrues on the excluded portion to be recovered in rates over the useful life of the
completed project. The effect of this provision is to phase into rate base the total cost of a project over
a period starting when CWIP is first included in rate base and ending when the exclusion period
ends. If a project is cancelled or is not completed within the allowable period of time after inclusion
of its CWIP has started, then CWIP must be excluded from rate base and any revcnues which
resulted from suc: prior inclusion must be offset against future revenues over the same periud of
time as the CWIP had been included.

Perry Unit 2 AFUDC Accrual

As stated under "Construction and Financing Progran:”, the minimal work being performed on
Perry Unit 2 should be completed sometime in 1985. Even if the CAPCO Group companies do not
decide during 1985 to increase construction significantly at Perry Unit 2, the Company plans to
continue capitalizing AFUDC for that Unit as construction work in progress because it believes that
cost should be recovered through rates if and when the Unit is completed. However, if Perry Unit
2 is cancelled, recovery of AFUDC for the Unit would be less certain as described in “Additional
Information — Investment in Terminated Nuclear Projects”. In consideration of these factors, the
Company plans to credit AFUDC for Perry Unit 2 to a deferred credit reserve instead of continuing
to credit it to income. Absent a change in circumstances, the Company expects to start such
accounting deferral about mid-1985. Such deferral would not affect cash flow, but it would cause an
equal reduction in reported earnings from what they otherwise would be. Such reduction could be
material depending on the duration of the deferral. The AFUDC for [ »rry Unit 2 is expected to
average about $3,000,000 per month in 1985.

Investment in Terminated Nuclear Projects

In January 1980, the CAPCO Group companies terminated their plans to construct four nuclear
generating units which were in various stages of construction start-up. Ohio law does not permit
recovery of these costs through rates as an operating expense. However, the Company’s rate case
orders provide specific revenue to recover these costs through the method used to calculate the
allowed rate of return on rate base and authorize the Company to amortize the unamortized
terminated unit costs over a period of about 15 years starting in 1983. Accordinrgly, these costs are
being amortized over that period. The unamortized amount at December 31, 1984 was $46,089,000.
The unamortized costs of the terminated units are not included in the Company’s rate base.
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DESCRIPTION OF COMMGN STOCK

The following is a summary of certain term the Common Stock. For a complete statement
of the terms of the Common Stock, reference is made to the Amended Articles of Incorporation of the

Company, as amended, and the General Corporati

Dividend Rights

Holders of Common Sto k are entitl ( :nds as, when and in the amount declared Dy the
Board of Directors, but if and so long as { is any arrearage in the payment of any dividend on,
or any required sinking fund redemption of, any o andi Serial Preferred Stock or Serial
Preference Stock, only dividends payable in st iunior to the stock on which the dividends or

sinking fund redemption are in arrea may ; 1 the Common Stock

The supplemental In ) Overing 11 of outstanding First Mortgage Bonds of the
Company issued prior to 1971 contain a co nt which under certain circumstances can operate to
restrict the amount of the Company s earning 1 1 the business available for the payment

of div l’il‘Yl(i\

Voting Rights
Each share of Common Stock is entitle one vo hareholders have the right to cumulate

votes for the election of directors if notice is given as provided by law If the Company should default
in the payment of six full quarterly divider ls on any series of Serial Preferred Stock, the holders
of all the Serial Preferred Stock would be entitled to elect two directors of the Company until all
Qerial Preferred Stock dividends in arrears are paid. Similarly, if the Company should default in the
1l

payment of six full quarterly dividends on any series of Serial Preference Stock, the holders of a

.
the Serial Preference Stock would be entitled to elect two directors of the Company until all Serial

Preference Stock dividends in arrears are paid

The consent of the holders of at least two-thirds of the Serial Preferred Stock is necessary (1)
to change the Amended Articles of Incorporation or the Regulations of the Company in a manner
adversely affecting the preferences or voting or other rights of the Se rial Preferred Stock or (2) to
authorize any shares of a class ranking prior to the Serial Preferred Stock. The consent of the holders
of at least a majority of the Serial Preferred Stock is necessary for (1) the sale of substantially all
the assets of the Company or its consolidation with or merger 1nto another corporation, unless the
resulting or surviving corporation will have no shares ranking prior to or on a parity w ith the Serial
Preferred Stock in addition to those outstanding prior to the consolidation or merger or (2) the
authorization of any shares ranking on a parity with the Serial Preferred Stock or an increase in

the authorized shares of Serial Preferred Stock

The consent of the holders of at least two-thirds of the Serial Preference Stock is necessary to
change the Amended Articles of Incorporation or the Regulations of the Company in a manner
adversely affecting the preferences or voting or other rights of the Serial Preference Stock. The
consent of the holders of at least a majority of the Serial Preference Stock 1s necessary for (1) the
sale of substantially all the assets e \panv or its consolidation with or merger into another
corporation, unless the resuiting or s vin rporation will have no shares ranking prior to or on
a parity with the Serial Preference Sto« k in addition to those outstanding prior to the consolidation
or merger or (2) the authorization of any shares ranking prior to or on a parity with the Serial

Preference Stock or an increase in the authorized shares of Serial Preference Stock

Liquidation Rights
In the event of liquidati f th wpany, holde » Common ¢ are entitled to the
assets of the Company ) rata, which remain a itisfaction of all habil : he liquidation

rights of




Issuance of Additional Stock

The balance of the shares of authorized Common Stock which are not outstanding (other than
the shares which have been reserved for issue under the Dividend Reinvestment and Stock Purchase
Plan, Employee Thrift Plan, Employee Savings Plan, Key Employee Incentive Stock Plan and 1978
Key Employee Stock Option Plan) may be issued, from time to time, for such amount of con-
sideration as may be fixed by the Board of Directors.

Miscellaneous

The Common Stock does not have any pre-emptive or subscription rights, conversion rights or

redemption or sinking fund provisions. The Common Stock offered by this Prospectus will be, when
issued, fully paid and non-assessable.

Transfer Agents and Registrars

The Company is the transfer agent and AmeriTrust C ompany is the registrar for the Common
Stock in Cleveland, Ohio. Wells Fargo Securities Clearance Corp., 45 Broad Street, New York, New

York 10004, is authorized to receive and transmit to the Company requests for transfer of Common
Stock.

MANNER OF OFFERING

The shares of Stock offered hereby are to be sold from time to time through McDonald &
Company Securities, Inc., as exclusive sales agent for the Company, by means of (i) ordinary brokers’
transactions on the floor of an Exchange, (ii) block transactions (which may involve crosses) on the
floor of an Exchange, in the over-the-counter market or otherwise, in accordance with the rules of
the Exchanges, in which McDonald & Company Securities, Inc. may attempt to sell shares as agent
but may position and resell all or a portion of the blocks as principal, (i11) “fixed price offerings” of
shares off the floors of the Exchanges in accordance with the rules of the Exchanges or (iv) a
combination of any such methods of sale, in each case at market prices prevailing at the time of sale
in the case of transactions on an Exchange and at negotiated prices related to prevailing market
prices in the case of transactions off the floor of an Exchange. In connection therewith. distributors’
or sellers’ coramissions may be paid or allowed to or through McDonald & Company Securities, Inc.
which will not exceed those customary in the types of transactions involved. If McDonald & Com-

pany Securities, Inc. purchases shares as principal it may resell such shares by any of the methods
of sale described above.

From time to time McDonald & Company Securities, Inc. may conduct a “fixed price offering”
of Stock covered by this Prospectus off the floors of the Exchanges. In such case McDonald &
Company Securities, Inc. would purchase a block of shares from the Company and would form a
group of selected dealers to participate in the resale of the shares. Any such offering would be

described in a supplement to the Prospectus setting forth the terms of the offering and the number
of shares being offered.

In making this offering on behalf of the Company, McDonald & Company Securities, Inc. and
any other broker or dealer may be deemed to be "underwriters”, within the meaning of the Act, and
the compensation of McDonald & Company Securities, Inc. and any other broker or dealer may be
deemed to be underwriting commissions or discounts. The Company has agreed to indemnify
McDonald & Company Securities, Inc. against certain civil liabilities, including liabilities under the
Act. The Company has also agreed to reimburse McDonald & Company Securities, Inc. for expenses
incurred in connection with this offering. Those expenses are expected to be insignificant.
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LEGAL OPINIONS

The legality of the Common Stock offered hereby will be passed upon for the Company by Victor
F. Greenslade, Esq., General Counsel and Director of Governmental Affairs of the Company, or
Theodore J. Horvath, Esq., Assistant General Counsel and Principal Corporate Counsel of the
Company. As of February 28, 1985, Mr. Greenslade owned 833 shares and held options to purchase
9,382 additional shares of the Company’s Common Stock and Mr. Horvath owned 3,383 shares and
held options to purchase 4,384 additional shares. Also, as participants in the Investment Program
of the Company'’s Employee Savings Plan, Mr. Greenslade and Mr. Horvath owned 1,448 shares and
4,555 shares, respectively, of Common Stock held by the trustee for that Plan.

EXPERTS

The statements as to matters of law and legal conclusions under the headings “General
Regulation”, “Environmental Regulation”, “Title to Property” and "Legal Proceedings” in the Form
10-K, under the headings “Additional Information” and “Description of Common Stock” in this
Prospectus and under the heading “Indemnification of Directors and Officers” in this Registration
Statement are made on the authority of Victor F. Greenslade, Esq. or Theodore J. Horvath, Esq., as
an expert. The statement on the cover page of this Prospectus as to the exemption of the Common
Stock offered hereby from existing Pennsylvania personal property taxes is made upon the opinion
of Victor F. Greenslade, Esq. or Theodore J. Horvath, Esq., who is relying upon the opinion of
McNees, Wallace & Nurick, Pennsylvania counsel.

The consolidated financial statements, as of December 31, 1984, included in the Form 10-K,
which statements are incorporated by reference in this Prospectus, have been so incorporated in
reliance on the report (which is subject to the outcome of an uncertainty with respect to Perry 2 as
discussed in Note L to the financial statements) of Price Waterhouse, independent accountants,
given on the authority of said firm as experts in auditing and accounting.
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ltem 1. Business

THE COMPANY

The Cleveland Electric Illuminating Company ("Company”) was incorporated
under the laws of Ohio in 1892 and furnishes electric service to an area of
approximately 1,700 square miles in northeastern Ohio, including Cleveland,
extending about 100 miles along the south shore of Lake Erie west from
Pennsylvania. The Company derives approximately 70% of its total electric
revenue from customers outside the City of Cleveland. The Company also pro-
vides steam service for .eating and other purposes in the downtown area of
Cleveland. Approximately 994 of the Company's operating revenues is derived
from its electric operations. On February 28, 1985, the Company had 5,921
employees,

The Company operates its electric and steam business pursuant to franchises
granted by the State of Ohio and, in some instances, by municipalities. Where
the law of Ohio requires the Company to obtain the consent of a municipality
to install overhead or underground facil es 1 its streets, such consent has
been obtained.

INDUSTRY PROBLEMS

'he Company has experienced and in the future may experience some of the prob-
lems confronting the electric utility industry in general, such as the need to
construct and finance large amounts of additional facilities, the high cost of
capital, difficulties in obtaining adequate and timely rate relief, adverse
changes in rate making law, increased costs of and delays in construction,
increased costs of complying with evolving environmental and nuclear plant
regulations, changes in customer demand and uncertainties associated with the
construction and operation of nuclear units.

Also, a major accident at any nucle plant could have a material adverse
effect on the operation, constructi )r licensing of Company nuclear plants

and ultimately on the Company's fi ial condition.

CONSTRUCTION ANI FINANCING PROGRAM

CAPCO Greup and Ot ! AT

The Company is a member of the Central Area Power Coordination Group (" CAPCO

Group”), a power pool cieated in 196/ with Duquesne Light Company ("Duquesne

Light"), Ohio raison Company ("Ohio Edison”), Pennsylvania Power Company
("Pennsylvania Power"), which is a subsidiary of Ohio Edison, and The Toledo
Edison Company ("Toledo Edison"). This pool affords greater reliability and
lower cost of providing electric service through rdinated generating unit
maintenance and generating reserve back-up among the five companies. In addi-
tion, the CAPCO Group has undertaken programs to construct larger, more
efficient electric generating units and to stre then interconnections within
the pool. Since 1980, the CAPCO Group has dis tinued joint planning with
respect to construction of future generating units.
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*lusive of the common facilities, is about 44% complete. In-
of the common facilities, Perry Unit 2 is about 57% complete.
had been scheduled for completion in 1988 and the Company's 375,000~
share of its cost had been estimated at about $800,000,000, including
'he CAPCO Group companies are reviewing several alternatives with respect
Unit 2, including resumption of full construction, with a revised esti-
ion date, or cancelation. 1In the meantime, the only work
that necessary to place Unit 1 in service. For further
his review, the continuation of AFUDC accruals for Perry
Perry Unit 2 is canceled, and a petition relating to the

1

see Note L o "Notes to Consolidated Financial Statements”.

"Business--General Regulation--Nuclear Regulatory Commission" re-
status of licensing proceedings for Perry Units 1 and 2 and Beaver

)
L

ympany regularly monitors its constructi plans and cost estimates. There
be no assurance that the scheduled compl 1 dates of the generating units
met or that the estimated cost of the pany's 1985-1989 construction

particularly with respect to the ge iting units, will not be exceeded.

nouncement of the most recent rate increase granted to the Company which

5 discussed under Item 1, "Business--Operations—-Electric Rates”, The Public

tilities Commission of Ohi gco™" tated that {1 ld st in investigation
determine whether any cos t Perry Unit | are excessiv It also plans
future C 't ly of possible excess electric utility capacity
policy regarding any such excess
the costs of Beaver Valley
conducted. The Company bel
S ts of tt

be pr )\'i ir‘\].
»d heading.

, 1985 decision in Toled 1's emergency rate case,
Edison to ar 7 Z€ } feasibility of reducing the CAPC
g '

construction program and Toledo Edison's participation in

n such analysis by May 1, 1985,

As discussed under thi ad and in , of "Notes to Consolidated Financial
Statements”, the CAPCO ‘oup nuclear ge ting unit construction program in-
lves numerous risks in the areas of mstruction, completion and licensing, the
mtinuing ability of the CAPCO Group companies to pay for their shares and the
recovery through rates of the Company's total investment in the units involved.
i hose discussions, the likelihood of a significantly adverse
)f these risk areas and the potential severity of any ad-
in event on the Company varies. [t shoul be recognized
yecur which could have a material adverse impact nn the fi-

)r results of operations of the Company

ing Program

Assuming adequate an nely rate relief, the Company plans to finance, depend-

m the size of it onstruction program, about one-third to one-half of its

1985-1989 construction program through the issuance of securities, with larger
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Under Ohio law, electric rates are adjusted every six months, after a PUCO hear-
ing, to reflect changes in fuel costs. Any difference between actual fuel )Sts
during a six-month period and the fuel revenues recovered in that period is de-
ferred and is taken into account in setting the fuel recovery factor for a sub-
sequent six-month period.
[n June 1983, the Company increased wholesale electric rates by § 1o, . is
increase is being collected subject to refund pending the itcome of hearings
by the Federal Energy Regulatory Commission ("FERC").
Jperating Statistics
Year Ended December 31,
1980 1981 1982 1983 1984
Customers at end of period)
Electri
Residential 642,845 642,925 641,705 643,06 644 904
Commercial 60,071 60,714 61,86 62,075 61,934
Industrial Vo » 261 239 1,274 fa92]
jther 432 425 421 419 409
T[otal Electric 710,557 711,325 711,222 712,833 714,768
‘tean 348 337 3 27 4
es
lectri (in thousands of
xilowatthours)
identia 4,463, 14 4,375,732 4,335, ¢ 4,412,15 4,446,352
mmerci al “,.N‘,L}) .,'1“\"4’)9 4,‘)-.‘1“ 4"'» - 5 3.396.395
[Industrial “"'r\"}‘f u’\~“"|‘ ".g’.">,\1 ‘\;l‘ ) 29 /
ther i,.*‘_\,u hf'.,‘w'_% 353,114 446,621 +33, 31
Total Electric 18,159,754 17,507,864 16,165,157 16,637,472 17,273 7
steam (i t usands of 1,979,397 1,612,151 1,5 yO077 1,281,499 . 306.626
la )
M i 15 )
Ve N in thousands of
iollars
lectr
Kes ler 1] S "‘.' ® S “A ,0“4 &"" > (7\“ /¢ 375 597
Commercial 22 y O 26 608 3 +,001 334,66 ?ﬁx,"u.
Industrial 323,764 386,805 193,794 430,209 +41,285
s b 65, } 39,912 7 24,21 +4,958
Tot al ectric 878, : s y 134 y 194,162 2 +65
tean 15, 12, 19¢ 17,517 16, 154 14,888
ot al lectri and
Steam 893,566 $1,012,93 1,108, 1,210,31¢ L 353
St )f Fuel Burned-
¢/Million Btu (Elect 0. 9¢ 175.1¢ 174.7¢ 169.1¢ 163,3¢




ectric Generation and Fuel Supp

In 1984, approximately 874 of the Co wy's electric generation was produced
from its coal-fired and pumped storags vdroelectric units, J from the Davis-
Besse Nuclear Power Station ("Davis-Besse”) and an insignificant amount from

the Compauy's oil-fired units.

he time of the Company's peak load in 1984, it had a capacity margin of
wer the 1985-1989 period, the Company forecasts capacity margins at the

the prJ]uC[vd system pvqk loads ranging tfrom 21%Z to 26%.

1984, the Company burned 6,171,41 ons coal for electric genera-

Company normally maintains a reserve supply of coal sufficient for
of normal operations. On March 1, 1985, this reserve was
about 71 day ) is gradually being returned to normal following resolution

of labor mer in the al mining industry in 1984,

Company currently obtains most of its coal from deep mines in southeastern
coal fields. About 69% of the Company's coal requirements are purchased
s~term contracts with the longest remaining term being 15 vears. In
these contracts provide for adjusting the price ot »>al on the
changes associated with coal quality and mining costs. The sulfur
coal purchased under tl long-term contracts, including those
ranges from less than 14 to about 44%. [he balance of the

purchase 1 the ¢ narket with sulfur content ranging

is with The NACCO Mining

American Coal Corporation,
least ‘\J‘j" Nacco has

-
b

1e Company has agreed
extent necessary to enable
payments on its long-te.m debt and

lncurred ; develop the mine and on it

8 working
t the coal sales agreement is terminated for any
he i )ility to use the coal, the Company must assume

ligations. The rincipal amount of ¢ and termi-

I
by the Company's agreement to make

1985,

Leased 1| w',)'-r{\.' covered

yans was $26,353,000 at February 28,

have rally guaranteed debt and lease obliga-

npany ("Q P another subsidiary of The North
American al Corpo 1 o develop, equip and operate deep mines

1N south P ONni 4 nti »illvl’\[itit“» of hignh-sulfur coal to

Plant gl least ‘ Each of the CAPCO Group companies

18 agreed, severally ar \ ointly, to guarantee a porti of the loan and
lease obligations, e Company share being 13.984 at December 31, 1982.
starting Jamary 1, I { wapu:;'ﬁ share of the guarantee of any new

juarto rinancing entered into after 1987 ‘reases in equal annual amounts to

1 maximum ot efiective January | 1986. At February 2t 1985, the Com—-
pany's share he guaranteed amour f $363,124,000 was $52,508,

Lompany expects Chat t he revenues ot Juarto Com 1les of coal to the

s TOUP pat § il ontinue to be sutficient Juarto to meet 1its
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Federal EPA has proposed new stack height regulations which do not allow

credit for the actual height of a stack for sulfur dioxide emission
purposes, Final regulations are 1eduled to be issued in June 1985.
mpany cannot predict what the effect will be if the proposed stack

regulations are made final or whether a change in sulfur dioxide
limitations applicable to its Avon Lake and Eastlake Plants would
such regulations. (See below for a discussion of the possible

*h regulations and associated costs.)

s idering bills which would amend the Air Act to require var-

including Ohio to reduce sulfur dioxide emissions significantly.

innot predict whethe )r when such legislation might be adopted,
such legislatiion ld result in substantial capital invest~-

expenses, unless an alternate funiing mechanism is provided

ipon the time al lowed ¢ Company to achieve compliance, more
11fur dioxide reg tions or legislation could ultimateiy require

1

use more low-sulfur coal, which would have to be obtained
utside Ohio, or to install scrubbers. It is expected
more low-sulfur coal would be significantly less than
nd operating scrubbers. The Company believes that the
and scrubbers eventually would be recovered
sary for the Company Xer
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standards could require construction of substantial additional waste water
rreatment facilities. In February 1978, the Company appealed the validity
of the new standards to the Ohio Envirommental Board of Review (“"EBR").
After litigation on procedural matters, the EBR is reviewing the standards
on substantive grounds.

In March 1985, the Ohio EPA again revised its 1975 water quality standards.
The Company will appeal the adoption of these new standards to the EBR.

The cost of retrofitting ccoling towers on all of the Company's existing
electric generating plants in Ohio to comply with the Federal and Ohio regu-
lations described above could be substantial. Several cooling towers would

be necessary if retrofitting were required for all of the Company's fossil

fuel generating plants on Lake Erie. Also, the Company probably would have

to construct substantial additional generating capacity to replace generating
capacity which would be used to operate such closed-cycle cooling on units
which had been designed to use once-through cooling. No cost of retrofitting
cooling towers on such units is included in the Company's construction program.

In May 1976, the Federal EPA adopted regulations which could affect the de-
sign of cooling water intake and discharge facilities for existing and new
power plants in order to protect aquatic wildlife. Such regulations could
require new facilities, such as cooling towers, or modifications of existing
or planned intake facilities at costs which could be substantial. These
regulations were declared invalid by the United States Court of Appeals for
the Fourth Circuit because administrative rule-making procedures were vio-
lated. The Federal EPA has not yet issued revised regulations. However,
the Company is conducting a study to demonstrate that its existing cooling
water intake facilities minimize adverse environmental impact in accordance
with the Water Act.

Water cooling towers have been constructed at Davis-Besse and the Mansfield
Plant, and cooling towers are being constructed for all generating units
currently being built.

The Federal EPA is considering whether to issue regulations controiling the
discharge of certain toxic pollutants by power plants. The Company is un-
able to predict whether any such regulations would affect the Company.

”

Waste Disposal

The Federal Resource Conservation and Recovery Act exempts certain electric
utility waste products from hazardous waste disposal requirements until the
Federal EPA has completed a study of these wastes and existing disposal
methods. The Company is unable to predict whether the results of the study
would affect the Company or, if affected, the costs relating to any required
changes in the Company's operations.

The Ohio legislature is considering revisions to Ohio law which could subject

tly ash to more stringent Ohio regulation. The Company is unable to predict
the effect of the proposed revisions, if enacted.
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EXECUTIVE

Each executive officer has been employe

in the executive or management positior

Age as of
Reme March J1, 196>
Robert M. Ginn 6l

Richard A. Miller

Williams
Ede lman

Charles C.

Andrew R, Felmer




The present term of office of each of the above executive officers extends to
the organization meeting of the Company's Board of Directors after the next
annual election ot Directors (scheduled to be held April 23, 1985).

No family relationship exists among any of the directors and executive officers
of the Company.

Item 2. Properties

GENERAL

The electric generating facilities of the Company include all or a portion of
25 units at five fossil fuel plants, a 452,000-kilowatt share of Davis-Besse
and a 305,000-kilowatt share of a pumped storage hydroelectric plant (the
Seneca Power Plant), all located in Ohio and Peunsylvania. These seven plants
provide the Company with a net demonstrated capability of 4,379,000 kilowatts
during the winter.

The net system capability expected to be available to the Company during the
summer of 1985 is 4,322,000 kilowatts. The net 60-minute peak load of the
Company's service area, excluding interruptible load, occurred on July 21,
1983 and was 3,366,000 kilowatts. Including interruptible load, the Company's
net b0-minute peak load occurred on July 9, 1981 and was 3,447,000 kilowatts.

The Company owns and operates two steam plants having a total capability of
1,224,000 pounds per hour. They supply steam for heating and other purposes
to customers in the downtown area of Cleveland.

The Company owns the facilities located in the area it serves for transmit-
ting and distributing power to all its customers. The Company has intercon-
nections with Ohio Edison, Ohio Power Company and Pennsylvania Electric Com-
pany ("Penelec”). The interconnections with Ohio Edison provide the means
for interchange of electric power with the other CAPCO Group companies and
for transmission of power from the tenant-in-common owned CAPCO Group gen-
erating units. The interconnection with Penelec prcvides for transmission
of power from the Company's Seneca Power Plant. In addition, these inter-
connections provide the means for the interchange of electric power with
other utilities.

The Company also has interconnections with the Painesville Municipal Light
Plant and Muny Light.

TITLE TO PROPERTY

The generating plants and other principal facilities of the Company are located
on land owned in fee by the Company, except as follows:

(1) Most of the facilities of the Lake Shore Plant are situated on artifi-
cially filled land, extending beyond the natural shoreline of Lake Erie
as it existed in 191U, As of December 31, 1984, the cost of the Com-
pany's facilities, other than water intake and discharge facilities,
located on such artificially filled land aggregated approximately
$103,959,000, Title to land under the water of Lake Erie within the
territorial limits of Ohio (including artificially filled land) is in
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Suit Challenging Sulfur Dioxide Emission Limitations Applicable to the Company--
See ltem 1, "Business--Envirommental Regulation--Air Quality Control--Compliance
with Federal Sulfur Dioxide Regulations for Ohio".

Petition to Cease Construction of Perry Unit 2--See Item l, "Busi 3==~Con~

struction and Financing Program-—-Construction Program™, and Note I f “"Notes
to Consolidated Financial Statements”.

Applications for Operating Licenses for Perry Units 1 and 2 and Beaver Valley
Unit 2--See Iltem 1, "Business--General Regulation--Nuclear Regulatory Commission".

Intent to File &LL}i‘atluﬂ tor Rehearing with Respect to Elecicic Rate Case
- :
A

Decision--Item 1, "Business--Operations—-Electric Rates”.

ltem 4. Submission of Matters to a Vote of Security Holders

matters were submitted to a vote ot security holders, through the solicita-

)f proxies or otherwise, during he fourth quarter of 1984,




PART 11

Item 5. Market for Registrant's Common Equity and Related Stockholder

Matters

MARKET PRICE

The Company's common stock is traded on the New York, Midwest and Pacific Stock
Exchanges. The quarterly prices, as reported on the consolidated tape, for the
last two years were as follows:

1984 1983
High Low Close High Low Close
lst Quarter 19-3/8 16-1/2 17-3/8 21-1/2 18-3/4 20-7/8
2nd uarter 17-3/8 13-3/4 15-3/4 21-1/4 19~-1/2 20-5/8
3rd Quarter 18-1/8 14-3/4 18 21-1/4 18-3/4 21-1/4
4th Quarter 20-1/4 17-3/4 19-1/2 23 16-5/8 18-5/8
SHARE OWNERS

As of February 28, 1985, the Company had 106,755 common stock share owners of
record.

DIV IDENDS

The quarterly dividend rate per share of common stock was increased from 57¢
to 60¢ in September 1983 and to 63¢ in September 1984, The Company has in-
creased its dividend payments for 26 consecutive years and has paid cash
dividends for 84 consecutive years. The payment of dividends will depend
upon future earnings, the financial condition of the Company, business con-
ditions and other relevant factors. At December 31, 1984, all earnings re-
tained in the business ($471,163,000) were available to pay dividends.
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Item 6. Selected Financial Data

Year Ended December 31,

1980 1981 1982 1983

1984

(thousands of dollars, except per share amounts)

Operating Revenues $ 893,566 $1,012,930 $1,108,571 $1,210,316
Operating Expenses $ 743,051 §$ 820,226 $ 879,644 S 951,954
Net Income § 125,383 § 155,734 § 208,964 $ 246,026
Earnings Per Share $ 2.26 § 2,52 § 3.01 § 3.28
Dividends Declared Per

Share $ 2,00 § 2,08 § 2.19 $§ 2.31
Total Assets $3,094,462 $3,406,075 $3,872,909 $4,267,427
Long=Term Debt $1,211,528 §$1,328,404 $1,441,822 $1,518,883
Preferred and Preference

Stock:

With Mandatory Redemp-—
tion Provisions $§ 200,500 § 325,000 $ 322,000 $ 318,000

Without Mandatory Re-
demption Provisions § 95,071 § 95,071 § 95,071 $ 144,021
Common Stock Equity $ 912,731 §1,002,206 §1,227,095 $1,355,488

$1,215,353
$ 953,242
$ 291,632
$ 3.64

$ 2.43

$4,926,441
$1,883,648

$ 292,818

$ 144,021
$1,592,810

Item 7. Han;gpnent’s Discussion and Analysis of Financial Condition and Results

of Operations

CAPITAL RESOURCES AND LIQUIDITY

We carry on a continuous program of constructing new facilities to meet an~-
ticipated demand for electricity in our service area, to replace worn-out
facilities and to comply with pollution control regulations. For the three
years ended December 31, 1984, our capital requirements for our construction
program were approximately $1.5 billion, including AFUDC. For a discussion
of our commitments and related risks at year-end 1984, including those in-
volved with our construction program, see Note L of “Notes to Consolidated
Financial Statements”.

As discussed under Item |, "Business--Construction and Financing Program--
Construction Program”, the cost of our 1985-1989 construction program is
estimated to range from $1.9 billion to $2.4 billion (including AFUDC, but
excluding nuclear fuel). Substantial additional expenditures may be neces-
sary if we are required to modify or add to our existing facilities to com—
ply with future pollution control regulations.

To finance construction, we rely on external sources of money to supplement
our internally generated funds. Over the 1982-1984 period, we raised about
60%Z of our construction expenditures through bank borrowings and security
sales. At year-end 1984, we had about $130,000,000 of cash and temporary
cash investments available. Assuming adequate and timely rate relief, we
expect to finance about one-third to one~half of our construction program
over the next five years through the issuance of securities, with large.

proportions in the earlier years.
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The amount of first mortgage bonds the Company can issue is limited by our
Mortgage and Deed of Trust. See Note E of "Notes to Consolidated Financial
Statements” for a discussion regarding the amount of additional first mort=-
gage bonds we were permitted to issue at December 31, 1984. There are no
restrictions on issuing additional authorized preferred stock and preference
stock.

We use short-term financing such as bank lines of credit and the sale of
commercial paper to give us flexibility in timing our loag-term financings.
Money raised through these short-term arrangements is primarily used to
finance temporarily our construction program. We have a total short-term
borrowing capability of $206,300,000 in the form of bank lines of credit

and revolving loan commitments. Some of these lines are held in reserve

to ensure that we will be able to pay off commerical paper and variable in-
terest notes when they are due. See Note J of "Notes to Consolidated Finan-
cial Statements” for details of our credit arrangements.

RESULTS OF OPERATIONS

The following table shows the factors which have aftfected our electric rev-
enues in each of the last three years.

1982 1983 1984
(millions of dollars)
Change in Rates $131 $lll $=11
Change in Fuel Costs 9 -22 “i3
Change in Kilowatthour Sales =50 14 29
Change in Electric Operating
Revenues $ 90 $103 $ 6

The economic recovery in our service area which began in 1983 continued
through 1984, Evidence of this recovery in our local economy is that in
1984, for the second straight year, we experienced growth in kilowatthour
sales to our industrial customers. After a 14.5% decline in industrial
sales in 1982 as a result of the recession which began in 1981, our indus-
trial sales were up 6.1% in 1983 and 6.4% in 1984, The 1984 gain in in-
dustrial sales reflects continuing improvement in the local manufacturing
sector.

The harsh winter our service area experienced in early 1984 more than off~-
set the effect of a relatively mild summer, thereby contributing to increases
in residential and commercial sales in 1984 of 0.8% and 3.1%, respectively,
over the 1983 levels., Total sales increased 3,8% in 1984, The improving
economy and an extremely hot summer in 1983 had benefited residential and
commercial sales that year. Residential sales were up l.8%Z in 1983 after

a 0,9% decline in 1982, Sales in the commercial sector grew 1.7% in 1983
compared with 0,44 growth in 1982, Total sales in 1983 increased 2.9%

versus a /.7% decline in 1982,

The PUCU granted us electric rate increases of JUZ in March 1982 and 7.4% in
January 1983, In October 1983, electric rates were reduced l%Z. For further
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For a discussion of how we are affected by inflation, see "Supplementary
Information Concerning the Effects of Inflation”.

Item 8, Financial Statements and Supplementary Data
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MANAGEMENT'S STATEMENT OF
RESPONSIBILITY FOR FINANCIAL STATEMENTS

The management of The Cleveland Electric Illuminating Company is responsible for
the consolidated financial statements which appear in this Form 10-K. The state-
ments were prepared in accordance with generally accepted accounting principles
which are appropriate in the circurstances. These principles require that certain
amounts must be recorded hased on estimates. Such estimates are based on an
analysis of the best information available regarding the amounts to be estimated.

We maintain a system of internal accounting controls. The control procedures are
designed to assure that the financial records are reasonably complete and accurate.
They also are designed to help protect the assets and their related records. We

make an effort to ensure that the costs of our control procedures do not exceed
the benefits.

We have an internal audit program which monitors the internal accounting controls.
This program is designed to examine whether the controls are adequate and effec-
tive. Also, an examination of the financial statements is conducted by Price

Waterhouse, independent accountants, whose opinion _ppears ~lsewhere in this Form
10-K.

The Board of Directors of the Company is responsible for determining whether
management and the independent accountants are carrying out their responsibil-
ities. The Board has appointed an Audit Committee, comprised entirely of out-
side directors. The Audit Committee recommends to the Board, the firm of inde-
pendent accountants to be retained for the ensuing year and reviews the results

of their examination of the Company's financial statements and the audit practices
employed by them and the Company. The Committee oversees the establishment and
administration of effective internal accounting controls and an accounting system

designed to produce financial statements which present fairly the financial posi-
tion of the Company.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and the Share Owners of

The Cleveland Electric Illuminating Company:

We have examined the consolidated financial statements of The Cleveland Elec-
tric {lluminating Company and its subsidiaries listed in the accompanying
index. Our examinations of these statements were made in accordance with
generally accepted auditing standards and accordingly included such tests

of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.

As discussed in Note L to the consolidated financial statements, the Company
cannot now predict when, if ever, or at what cost Perry 2 will be completed;
and, if not completed, whether The Public Utilities Commission of Ohio will

allow recovery of costs associated with the Unit,

Ia our opinion, subject to the effects on the 1984 consolidated financial
statements of such adjustments, if any, as might have been required had

the outcome of the uncertainty referred to in the preceding paragraph been
known, the financial statements referred to above present fairly the finan-
cial position of The Cleveland Electric Illuminating Company and its subsidi-
aries as of December 31, 1984 and 1983, and the results of their operations
and the changes in their financial position for eac'sof the three years in
the period ended December 31, 1984, in conformity weth generally accepted
accounting principles consistently applied.

Cleveland, Ohio Price Waterhouse
February 8, 1985
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LLUMINATING O
INCOME STATEMENT

OPERATING REVENUES

Electric

Steam

Total Operating Revenues

JPERATING EXPENSES

Operation

Fuel

Purchased power

Jther

Maintenance
Depreciation and amortization
Taxes, other than Federal income tax
Federal income tax
Total Operating Expenses
NET OPERATING INCOME
INOPERATING INCOME

Allowance for equity funds used during
construction
wr income and deductions, net
Federal income tax - credit
wperating 1

\ncome
COME BEFORE INTEREST CHARGES
INTEREST CHARGES
Long-term debt
Short-term bank loans, commercial paper

and other
Allowance for borrowed funds used during
construct fon

Total Interest Charges

requi rements
preference stock

EARNINGS AVAILABLE FOR COMMO!

EARNINGS PER COMMON SHARE
DIVIDENDS DECLARED PER COMMON SHARE

RETAINED EARNINGS STATEMENT

ik

For the Year Ended December 3}
1984 1983

(Thousands of

BALAN AT BEGINNING OF YEAR

ADDITIONS

Net income

DEDUCT LONS

Dividends declared
Preferred stock
Preference stock

Common stock

Costs of {ssuing equity securities

Total Deductions

E AT END OF YEAR

The accompanying notes are an {ntegral part o ncial statements,




THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
BALANCE SHEET AT DECEMBER 31

ASSETS
1984 1983
“{Thousands of Dollars)
PROPERTY AND PLANT
Utility plant
Electric in service $2,864,332 §2,794,873
Steam in service 44,561 43,262
Le lated depreciation and Lzatd '798.979 Toat'se
8s accumula preciation amortization 2,492
’ » !.“5.6“
Construction work in progress 2,113,650 1,616,653
»
Nuclear fuel in trust sﬁua : Sl:S”
Other property, less accumulated depreciation 27,859 Tlé’i";%
. ’ , ’
POLLUTION CONTROL CONSTRUCTION FUNDS - unexpended 61,622 18,618
CURRENT ASSETS
Cash and temporary cash {nvestments 130,711 42,693
Amounts due from customers and others, net 116,477 111,928
Materials and supplies, at average cost 31,028 29,640
Fossil fuel inventory, at average cost 78.033 58,870
Taxes applicable to succeeding years 101,678 99,884
Other 3,802 3,612
461,729 346,627
DEFERRED CHARGES
Unamortized costs of terminated projects 46,089 49,154
Accumulated deferred Federal income taxes 7,597 12,240
Other 30,763 38,348
84,449 99,742

S4 44 $4,267 427

CAPITALIZATION AND LIABILITIES

CAPITALIZATION (See statement of Capitalization)

Long-term debt §1,883,648 §1,518,88)
Serial preferred stock
With mandatory redemption provisions 247,218 261,000
Without mandatory redemption provisions 144,021 144,021
Serial preference stock with mandatory redemption
provisions 45,600 57,000
Common stock equity 1,592,810 x,;s%,ou
] 1 ’ » n’
OTHER NONCURRENT LIABILITIES 81,361 68,941

CURRENT LIABILITIES
Current portion of long~term debt and preferred stock 49,483 59,410

Notes payable to banks and others 19,100 19,100

Accounts payable 143,378 121,198
Accrued payroll and vacations 17,904 16,119
Federal income taxes 10,860 12,301
Other taxes 129,402 125,016
Interest 40,272 36,322
Other 6,932 7,251
417,331 396,717
DEFERRED CREDITS

Unamort ized investment tax credite 265,365 218,589
Accumulated deferred Federal income taxes 215,362 192,483
Other 3%.725 54,305
514, 65,377

COMMITMENTS AND CONTINGENCIES ~ See Note L
$T.926.30) SETAT

The accompanying notes are an integral part of these financial statements,
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
CAPITALIZATION AT DECEMBER 31

1984 1983
(Thousands of Dollars)

LONG-TERM DEBT(a)

First mortgage bonds - maturing through

2020 at rates of 2-3/4X to 16-5/8%

(Less $43,291,000 in 1984 and

$55,000,000 in 1983 classified

as curreat) $1,609,800 81,315,191
Collateral pledge notes - secured by

First Mortgage Bonds maturing in

2012 at semiannual equivalent rates

of 11.722 to 14,572 47,120 43,370
Term bank loans - maturing 1986-1993

at variable rates (Average rates were

11,492 in 1984 and 10.10% in 1983) 175,000 106,000
Pollution control notes - maturing

through 2012 at rates of 5.6% to 6.7

(Less $410,000 in 1984 and 1983

classified as current) 57,020 57,430

Other - net 5,292) 3,108)
Total Long-term Debt ﬁ&f‘a%,. 1,518,883

SERIAL PREFERRED AND PREFERENCE STOCK -
cumulative, without par value,
4,000,000 and 3,000,000 authorized
shares, respectively

Preferred Stock without mandatory re-
demption provisions

Annual 1984
Dividend Shares
Series Rate Outstanding
A §7.40 500,000 50,000 50,000
B $7.56 450,000 45,071 45,071
L Adjustable(b) 500,000 48,950

Preferred and Preference Stock with mandatory
redemption provisions (Less $5,782,000 in 1984
and $4,000,000 in 1983 classified as current)

Annual Mandatory Redemption

Provisions(c)
res

to be
1984 Shares Redeem—
Annual Shares to be ed at
Ser- Dividend Out~ Begin- Pe- Holders'
ies Rate standing ning On Price deemed Option
Preferred:
C § 7.35 230,000 8-1-84 § 100 10,000 =~ 23,000 24,000
E § 88,00 45,000 6-1-81 §1,000 3,000 ~ 45,000 48,000
F $ 75,00 50,000 11-1-85(d) §1,000 =~ 16,667 50,000 50,000
G § 80.00 32,000 8-1-84(d) $1,000 =~ 8,000 32,000 40,000
H $§145.,00 26,718 6~1-85 $1,000 1,782 - 26,718 28,500
I $145,00 31,500 6-1-86 $1,000 1,969 - 31,500 31,500
J  $113,50 29,000 6~1-87 $1,000 5,800 - 29,000 29,000
‘ -

$113.50 10,000 6-1-91 $1,000 10,000 10,000 0

»
Preference: - 2
1 $ 77.50 45,600 &~1-84(d) 81,000 ~ 11,400 45
Total Proio"d and Preference Stock :ﬁ m
COMMON STOCK EQUITY
Common ehares, witiout par value,

85,000,000 authorized; 74,040,175
and 65,198,089 outstanding in 1984

end 1983, respectively 1,121,647 967,271
Retained earnings(e) 471,163 388,217
Total Common Stock Equity P ) )
TOTAL CAPITALIZATION S L}
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(») long-term debt matures during the next five years as follows: $43,701,000 in
1985 (classified as a current liability on the consolidated Balance Sheet),
840,410,000 1in 1986, $13,410,000 in 1987, $14,410,000 in 1988 and $124,510,000
in "".

(5) The adiustable rate is based on the highest of certain factors but not more
th 1.5 or less than 7%. The average rate was 12.892 in 1984,

(e) An unts o be paid for preferred stock which must be redeemed during the next
fiv. years are: §5,782,000 in 1985 (classifed as a current liability on the
corjolidated Balance Sheet), $7,751,000 in 1986 and $13,551,000 in 1987, 1988
and 1989. In addition, the Company must offer to purchase preferred stock
having a redemption price up to $19,400,000 in 1985, $36,067,000 in both 1986
and 1987, $36,066,000 in 1988 and none in 1989,

(d) This is the date the Company must of fer to redeem. Any resulting redemption
would occur four months later.

(e) As of December 31, 1984 there was no restriction on the right of the Company
to pay dividends in any amount up to all of the earnings retained in the business.

The accompanying notes are an integral part of these financial statements,




THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
CHANGES IN FINANCIAL POSITION

For the Year Ended December 31
1 1983 19A1
T (Thou sands of Dellars)
FINANCIAL RESOURCES PROVIDED
Net Income $291,632 $246,026 $208 ,964
Items not affecting working capital
Depreciation and amortization 95,625 94,33 86,622
Deferred Federal income tax 73,467 89,125 72,103
Allowance for equity funds used during
construction (130,421) (87,052) (76,896)
Other 783 620 918
Total financial resources provided CeewT—
from operations 331,086 343,055 291,711
Sales of securities
First mortgage bords 337,900 125,000 277,600
Preferred stock - 48,950 -
Common stock 154,377 65,638 179,711
Total sales of securities 492,277 m 457,311
Term bank loans and collateral pledge
notes 72,750 37,270 6,100
Nuclear fuel trust obligations 8,819 5,848 52,751
Pollution control funds expended 66,196 - 18,559
Working capital decrease(a) - 59,957 -
Other - 7,591 6,007
Total Financial Resources Provided $971,128 m Sm
FINANCIAL RESOURCES USED
Additions to utility plant $582,288 $490,705 $422,170
Allowance for equity funds used during
construction (130,421) 87,052) 76,.896)
Retirement of debt and preferred stock 78,810 99,105 121,600
Dividends 208,686 183,130 163,786
Pollution control coustruction funds
deposited 109,000 840
Deferred fuel costs 9,79 - -
Nuclear fuel in trust 8,819 5,848 52,751
Decrease in short-term debt and other
borrowings - 40 76,200
Working capital increase(a) 84,560 - 72,828
Other i 693 ~
Total Financial Resources Used Sﬁ S
SUMMARY OF CHANGES IN WORKING CAPITAL(a)
Cash and temporary cash investments $ 88,018 $(16,624) $ 34,621
Amounts due from customers and others, net 4,549 10,070 7,451
Fossil fuel i{nventory 19,163 (16,533) 6,630
Taxes applicable to succeeding years 1,794 12,754 23,520
Accounts payable and accrued payroll and
vacations (23,965) (30,782) 12,120
Federal income and other taxes payable (2,945) (17,157) (8,229)
Other 054) 1,685) (3,285)
Change 1n Working Capital(s) s sm sT2.828

(a) Other than short-term borrowings and current portion of long-term debt.

The sccompanying notes are an integral part of these financial statements.
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

We are required to follow the accounting principles and rules set by The Public
Utilities Commission of Ohio (PUCO) and the Federal Energy Regulatory Commis-
sion (FERC). A description of our significant accounting principles follows.

Consolidation

Our financial statements include the accounts of three wholly-owned sub-
sidiaries, which in the aggregate are immaterial.

Property and Plant

Electric and Steam Utility Plant is carried on the books at original cost as
defined by the FERC. The costs of maintenance and repairs are charged to
Operating Expense as incurred. The cost of replacing or improving property
is charged to Property and Plant. The cost of property retired, plus any re~-
moval cost, less any salvage realized, is charged to Accumulated Depreciation
and Amortization.

Depreciation

We report depreciation expense on our income statement as a current cost of
doing ‘usiness to account for the normal using up of our property. Depreci-
ation is deducted in equal amounts over the estimated useful life of the prop-
erty., For example, if we estimate that an item will be useful for 10 years,
we charge one-tenth of its value to depreciation expense each year. However,
in the case of the Davis-Besse Nuclear Power Station (Davis-Besse), we utilize
the units-of-production depreciation method which bases depreciation on the
ratio of the amount of electrical energy it produces in the accounting period
to its total estimated energy production over its useful life.

Terminated Projects

Costs assoclated with terminated nuclear generating units are being amortized
over a period approximating 15 years, which began in 1983, See Note D.

Allowance for Funds Used During Construction

The PUCO and the FERC allow us to include as part of the total cost of con-
structing ncw assets the cost of money paid on funds which are tied up in
construction projects. This is called Allowance for Funds Used During Con-

struction (AFUDC).

When a construction project is completed or, to the extent the PUCO allows
it in rate base after it is at least 75% completed, the funds invested in
it are no longer considered tied up in construction and we stop recording
AFUDC, The cost of the project at that time, including AFUDC, is treated
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont'd)

as a new asset and i{s included in a subsequent rate case to determine the rates
we charge our customers for service. Because the resulting rates include a
factor for all these costs, we are being allowed to recover in cash all costs
of the property, including AFUDC, over the useful life of the property.

The amount of AFUDC for an accounting period is determined by applying a rate
of AFUDC to the funds tied up in construction., The annual AFUDC percentage
rate is determined by a formula set by the FERC. The rate represents an
average of the cost of money paid on funds tied up in construction. The rate
is compounded semiannu: ly. The part of the rate which represents interest
is reduced to recognize that interest is tax deductible,

The amount of AFUDC is reflected in two parts of our income statement: ad -
jiition to Nonoperating Income as the Allowance for Equity Funds Used During

Construction and a reduction of Interest Chargee as the Allowance for Borrowed

i
Funds Used During Construction, On the balance sheet, the AFUDC becomes part

Work in Progress,

The amount of AFUDC recorded in each accounting period varies. The variation
occurs because of (1) the number of dollars spent on construction, (2)

length of the construction period and (3) the rate used in computing

The rates were 10,66% in 1984, 10.35% in 1983 and 10. in 1982,

Fﬁﬂ:[ﬁl Income T:
The depreciation expense we report on our income statement is different from
the depreciation expense we use to calculate Federal income tax. There ar«
several reasons for this difference. First, AFUDC and certain overheads are
excluded from the cost of assets which we are allowed to depreciate for tax
purposes., However, these costs are included in the cost of assets we depre-
ciate on our income statement (book depreciation). Second, the portion of
jepreciation expense representing nuclear unit decommissioning costs (see
Note C) is not deductible for tax purposes until cash paymer ire made

the period of time over which the Internal Revene *vice (IRS)

the cost of assets to be depreciated is shorter than the period of
time (useful life) we use, Finally, the IRS allows some of the depreciation
we are entitled to in future vears to be used early. Beginning with property
additions made in October 1976, the tax reductions resulting from these
ferences are not applied to reduce tax expense on the income statement
periods we obtain them, They are deferred for allocation to income
useful life of property through a procedure 1l led normalization, At

December 31, 1984, the cumulative net amount of 1COf t timing differe

which deferred income taxes have not been

When we place new property n s during

credit agalinst taxes due f 2 of the in
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asset., This is called the investment tax credit. We record Federal income
tax on our income statement as though it were not reduced by this credit.
We recognize the tax savings from this credit over the life of the property
involved through the normalization procedure,

Our Federal income taxes are lowered because we can deduct our interest charges
from income., This reduction of taxes is split between Uperating Income and
Nonoperating "ncome. The tax reductions resulting from interest actually paid
on funds inve.ced in property curremtly being constructed are recorded in Non-
operating In:ome. The tax reductions of interest paid on all other funds are
recorded in Operating Income.

Revenues

Customer meters are read or estimated and billed on a monthly basis. Operating
revenues are recorded in the accounting period during which the meters are read.

A fuel factor is added to our base rates for electric service, This fuel fac~-
tor is designed to recover from customers what we actually pay for fuel. It
is changed every six months after a hearing before the PUCO. Our steam fuel
rate is adjusted each month for what we paid for fuel in the preceding month,

Fuel

When we make a payment for coal or oill, it is recorded on the balance sheet as
Fossil Fuel Inventory. When we make a lease payment for nuclear fuel, we re-
cord it on the balance sheet as Deferred Charges - Other. As the fossil and
nuclear fuel is used, we transfer the cnst to the income statement as fuel ex-
pense, Nuclear fuel expense also includes a factor for the cost of the ulti-
mate disposal of spent nuclear fuel which is being recovered through rates.

Any difference between the cost of fuel actually used and the amount collected
from customers through the rate fuel factor is deferred. The deferred amount
is taken into account to adjust the fuel factor for a subsequent six-month

period.

Accounts Receivable

Amounts due from customers and others was reduced by the allowance for uncol-
lectible accounts of $3,226,000 and $2,247,000 in 1984 and 1983, respectively.

NOTE B - FEDERAL INCOME TAX

Federal income tax, computed by multiplying the income before taxes by the
statutory rate of 46X, is reconciled to the amount of Federal income tax re-

corded on our books as follows:
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X of % of % of
Pre~Tax Pre~Tax Pre-~Tax
1984 Income 1983 Income 1982 Income |
(Thousands (Thousands (Thousands
of of of
Dollars) Dollars) Dollars)
Book income before Federal
income tax $387,887 $350,165 $293,093
Tax on book income at statutory
rate $178,428 46.0 $161,056 46,0 $134,803 46.0
Decreases in tax due to:
Allowance for funds used during
construction 78,939 20.4 52,689 15.0 47,994 16.4
Other iteme 3,233 0.8 4,228 1.3 2,681 0.9
21.2 56,917 16.3 50,675

82,172
Total Federal income tax expense § !§:2§§

Federal income tax expense i{s shown in the income statement as follows:

1984
Operating Expenses
Current tax provision $ 56,029
Changes in accumulated de-
ferred Federal income
tax:
Accelerated depreciation and
amortization 23,957
Other items 4,594
Investment tax credit deferred,
less amounts amortized 46,775
Total charged to operating
expenses 131,355
Nonoperating Income
Current tax provision (33,240)
Deferred tax provision (1,859)
Total Federal income tax expense §_96,256

3104.!23 ;5,7 $ §§:§2§
1983 1982
(Thousands of Dollars)
$ 38,309 $ 34,279
20,727 19,498
3,387 1,461
65,007 51,144
127,430 106,382
(22,763) (22,254)
(528) -
$104,139 $ 84,128

The income tax we paid in 1984 and 1983 was reduced by investment tax credits

of $54,881,000 and $71,201,000, respectively.

C = DEPRECIATION

We compute book depreciation on all of our utility plant, with the exception
of Davis-Besse, using the straight-line method of deducting from revenue the
total cost of property in equal irnstallments each year over {ts estimated
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useful life. The amount depreciated takes into account our estimate of the
money expected to be received when we dispose of the property (salvage) and
cur estimate of the cost of dismantling and removing it (removal cost).

When a nuclear unit is retired from service, we will have additional costs
called decommissioning costs. For Davis-Besse, dec mmissioning is assumed
to occur in 2011 when the radiocactive components and structure will be
sealed in a vault-like enclosure and, at a later date, the entire facility
will be removed from the site. The depreciation for Davis-Besse which we
currently record on the books and recover in rates includes a factor for
our share of these decommissioning costs. The factor used during the 1982
through 1984 period was authorized by the PUCO in 1980 and is based on an
estimate of $27,000,000 representing such costs expressed in 1980 dollars.

At December 31, 1984, the reserve for Accumulated Depreciation and Amortiza-
tion includes $4,200,000 for such decommissioning costs. There are no re—
strictions on the use of funds currently being recovered from customers through
rates.

Annual depreciation provisions as a percentage of the depreciable cost of plant
ire as follows:

1984 1983 198
Electric Plant 3.3% 3 .47 }.2%
steam Flant 2.6% 2 6% 6%

NOTE D - TERMINATED PROJECTS

In January 1980, the CAPCO companies terminated their plans to construct
four nuclear generating units which were in various stages of construction
start-up. Jur rate case orders provide specific revenue to recover these
8ts through the method used to calculate the allowed rate of return on
rate base and authorize us to amortize the unamortized terminated unit costs,
hio law does not permit recovery of these costs through rates as an perating
expense., The unamortized sts of the terminated units are not included in

ur rate base,
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NOTE E -~ FIRST MORTGAGE BONDS
Condensed information on outstanding first mortgage bonds is as follows:

At December 31,

Year of Interest 1684 1
Maturity Rate (Thousands of Dollars)
1984 7.55% $ - $ 25,000
1984~A 12.25% - 30,000
1985 2,75% 25,000 25,000
1985-A 11.50% 18,291 18,291
1986 3.375% 25,000 25,000
1986-A and B 5.25% 5,000 5,000
1989 3.00% 20,000 20,000
1989-A 15.25% 40,000 40,000
1989-8 14.,375% 50,000 -
1990 Through 1994 10.58%(a) 296,970 171,970
1995 Through 1999 10.02%(a) 10,675 10,675
2000 Through 2004 8.39%(a) 18,675 18,675
2005 Through 2009 8.36%(a) 198,425 198,425
2010 Through 2020 10.72%(a) 945,055 782,155
-
. 1,653,091 1,370,191
Less amounts classified as current 43,291 55,000
51,609,800 $L315,191

(a)Percentages are weighted average rates for the period.

The first mortgage bonds are issued unc]cr our Mortgage which places a first
lien on almost ull the propeity we own and franchises we hold to secure the

repayment of the first mortgage bonds.

3

The issuance of additional first mortgage bonds is limited by two provisions
of the Mortgage. Under the more restrictive of these provisions, we would
have been permitted at December 31, 1984 to issue approximately $912,000,000

of additional first mortgage bonds.

This amount fluctuates depending upon

the remaining amount of bondable property and upon earnings and interest

rates. If Perry 2 had been canceled at the end of 1984, this amount would
less., See Construction Program under Note L
for a discussion of the status of Perry 2,

have been about $2725,000,000
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NOTE F - LEASES

We have existing agreements for the leasing of certain vehicles, unit trains
and other equipment, buildings and nuclear fuel.

When the PUCO determines what rates are to be charged to our customers, it
treats the rents on all the above leases as an operating expense., Accord-
ingly, we record those rents as an operating expense on the income statement.
Statements of Financial Accounting Standards No. 13 and No. 71 require that
not later thau 1987 we account for certain leased assets as though we owned
them. At that time, only our nuclear fuel leases will result in any signif-
icant increase in the assets and liabilities reported on our balance sheet.

All the rental payments we make for nuclear fuel and unit trains are recorded
initially in balance sheet fuel accounts. As the fuel is used, these costs
are transferred to fuel expense on the income statement. We paid rent of
$14,767,000 in 1984, $12,388,000 in 1983 and $8,180,000 in 1982 for nuclear
fuel and unit train leases. Lease payments under all other 'eases were not
material.

Some of our leases have noncancelable terms of more than one year. We have
to make the following payments under these leases after December 31, 1984:

Year Amount
(Thousands of Dollars)

1985 $ 4,130
1986 3,676
1987 3,048
1988 1,540
1989 1,501
Later Years 4,622

Total $18,517

We did not include in the above table the payments we must make under our
nuclear fuel leasing arrangements. Since the payments are made when fuel
is used, we do not know the timing or total amount of the rental payments.
See Nuclear Fuel under Note L for a description of our nuclear fuel leases
and commitments,
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NOTE G - SERIAL PREFERRED AND PREFERENCE STOCK WITH MANDATORY REDEMPTION PROVISIONS

We have assured the owners of our Series F Preferred Stock a minimum dividend
return of 6.96% on their investment after deducting any Federal income tax on
the dividends received on the stock. If certain income tax laws are changed
such that their after-tax return is lower, we would have the option to do one
of two things: buy back the Series F at $1,000 per share plus accrued divi~-
dends or exchange Series F for a new series of preferred stock with a dividend
rate high enough to provide a 6.96X after-tax return.

erence Stock which have mandatory redemption provisions. The redemption prices
(plus dividends accrued to the redemption dates) are as follows:

Price at
December 31, Eventual
Series 1984 Through Minimum
Breferred:
c $ 103.00 7-31-88 $ 100,00
E $1,088.00 5~31-86 $1,000,00
F $1,015.00 2-28-86 $1,000,00
G $1,026,67 11-30~-85 $1,000,00
H (a) 5~31-91 $1,000,00
[ (b) 5~31-92 $1,000.00
J (e) 5~31-87 $1,000.,00
Preference:
1 $1,019.38 7-31-85 $1,000,00

(a)Beginning June 1, 1990 at $1,068.68,
(b)Beginning June 1, 1991 at $1,068.68,
(e)Beginning June 1, 1986 at $1,050,44,

We can exercise our right to buy back Series E Preferred Stock before June 1,
1986 only under certain conditions., Series E Preferred Stock cannot be re-
deemed prior to June 1, 1986 as part of a refunding involving the use of pro-
ceeds of sales of debt, other preferred stock or stock ranking higher than the
Series E with an of fective annual cost of less than 8.8%, In addition, we may
not refund through the sale of stock which is junior to the Series E,

A total of 3,000 shares of Series E Stock was bought back and retired annually
in 1982, 1983 and 1984 pursuant to {ts mandatory redemption provision.

A total of 8,000 shares of Series G Stock was bought back and retired in 1984
pursuant to its mandatory offer to repurchase provision,

There are no restrictions on our right to issue and sell authorized shares of
Serial Preferred or Preference Stock.

|
\
1

We have the right to buy back and retire shares of Serial Preferred and Pref-

- §8 o
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NOTE H - SERIAL PREFERRED STOCK WITHOUT MANDATORY REDEMPTION PROVISIONS

In December 1983, we sold 500,000 shares of Series L Preferred Stock which did
not have mandatory redemption provisions. Series L Preferred Stock cannot be
redeemed prior to January 1, 1989 as part of a refunding involving the use of
the proceeds of sales of debt or preferred stock with an effective annual

cost of less than the annual dividend of the Series L Preferred Stock.

We have the right to buy back and retire Serial Preferred Stock which does
not have mandatory redemption provisions. The redemption prices (plus divi-
dends accrued to the redemption dates) are as follows:

Price at
December 31, Eventual
Series 1984 Through Minimum
A $102.50 11-30~-86 $101.00
B $103,78 7-31-87 $102,26
L 3111.36(.) 12’31-8‘(‘) 3100.00

(a)The redemption price of Series L changes on January 1, 1985 to $109.69
and remains in effect until December 31, 1985.

NOTE I - COMMON SHARES ISSUED AND RESERVED FOR ISSUE

Shares of Common Stock sold during the three years ended December 31, 1984 were
as follows:

1984 1983 1982
Public Sale « « o« « o ¢ ¢ ¢ o o ¢ o & 5,000,000 - 9,000,000

Dividend Reinvestment and Stock

Purchase Plan . « + « o o o o & 3.329.0[5 3.021.125 1.362.1“

Employee Savings Plan . + « « « « + 419,318 298,584 282,162
E.ploy‘. Thrift Plan b 0 0 s & ¥ ¥ ’2.53‘ 71.767 ’5.775
Key Employee Incentive Stock Plan . . 335 20,471 -
1978 Key Employee Stock Option Plan . 880 11,560 -
Total Shares 8,842,086 3,423,507 10,720,078
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Stock options held by employees to purchase unissued shares of Common Stock
under the Key Employee Incentive Stock Plan and the 1978 Key Employee Stock
Option Plan are granted at 100X of the fair market value on the date of the
grant. The shares which were actually bought during the three years ended

December 31, 1984 were sold at option prices ranging from $15.69 to $18.59.
Shares under outstanding options held by employees were as follows:

Key Employee
Incentive Stock Plan (a)
1984 1983 1982

Options Outstanding

at December 31
Shares 87,645 Y 148,642
Option Price $18.59 to §17.63 to

$22.43 522 .4 $22.43

1978 Key Employee
Stock Option Plan
1984 1983

Options OQutstanding
it December 31
Shares
Option Price

(a)Under the terms of the Key Employee Incentive Stock Plan, no further
ptions may be granted. Accordingly, only those shares relating to

options outstanding at December 31, 1984 may be 1issued.

We calculate earnings per share based on the average number of shares out

standing throughout the vear. The welighted average shares outstanding in

he last three ve: are y1lows :
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NOTE J - SHORT-TERM BORROWING ARRANGEMENTS s

Available bank credit arrangements are as follows:

At December 31,
Type LI 983
(Thousands of Dollars)

Bank lines of credit (borrowings at

or near prime interest rate) ., . . $156,300 $170,300
Eurodollar revolving credit

“rea‘nt & & 20 % 0 5 9 o8 $30.000 330'000
Variable interest note

agreements « o« « o o ¢ o o o o & » 320.000 320,000

Any borrowings under the Eurodollar agreement are made and paid back in U.S.
dollars. There are no requirements that minimum cash balances (compensating
balances) be maintained at the banks involved. However, a fee of 3/16% to 3/8%
per year is paid on any unused part of this borrowing agreement. The interest
rate on borrowings is 3/8% to 5/8% (depending on usage) above the rate which
specified banks pay for Eurodollar deposits in the London interbank market.

Borrowings under the variable interest note agreements must be paid back when-
ever the bank requests such repayment., Interest {s based on the rate for high
quality commercial paper in the 30-180 day maturity range.

Commercial paper and variable interest notes outstanding are backed by at
least an equal amount of unused bank lines of credit ro ensure our ability
to repay them,

The unused portion »f the above credit arrangements, after deducting $19,100,000
of outstanding borrowings under the variable interest note agreements and an
equal amount of bank lines held to cover such borrowings, amounted to
$168,100,000 at December 31, 1984,

Most borrowings under short-term bank lines of credit do not require compen-

sating balances but do require a fee of approximately 0,3X per year to be paid

on any unused portion of the lines of credit, The average daily cash balance

In our bank accounts satisfied informal compensating balance arrangements under

which we maintain balances at banks depending on what we borrow. |

NOTE K -~ PROPERTY OWNED WITH OTHER UTILITIES

Some of the generating units which we own or are building are owned with other
utilities. FEach company owns an undivided share in the entire wiit, All the
owners are tenants in common, This means that each company has the right to a
percentage of the generating capability of each unit equal to its ownership
share, We are obligated to pay for our share of the construction and operating
costs of each unit, We are not responsible for the other owners' shares., See
Construction Program under Note L.
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Utility Plant at December 31, 1984 includes the following facilities owned as

tenants in common with other utilities:

C any Ownership

lectric Construction
Plant Work
Facility Percent in Service in Progress
(Thousands of Dollars)
Davis-Besse 51.38 $460,259 $ 14,556
Bruce Mans field 1 6.50 25,977 179
Bruce Mans field 2 28.60 117,151 647
Bruce Mansfield 3 24,47 156,851 465
Beaver Valley 2 24,47 - 640,435
Perry | and Common Facilities 31.11 - 981,991
Perry 2 3l.11 - 321,988
Eastlake 5 68.80 114,238 1,731
Seneca Pumped Storage
Hydroelectric Plant 80.00 54,840 366

$929 316 $1,962,358

Separate depreciation records are kept for Davis-Besse property and Seneca prop-
erty. The accumulated depreciation for Davis-Besse at December 31, 1984 was
$67,284 ,000, The accumulated depreciation for Seneca at December 31, 1984 was
$13,415,000, Depreciation on all other in-service property owned with other
utilities has been accumulated on an account hasis along with all other depre-
ciable property rather than by specific units of depreciable property. Our
share of the operating expense of properties owned with others is included in

our income statement,

NOTE L - COMMITMENTS AND CONTINGENCIES

Construction Program

We carry on a continuous program of constructing facilities needed to meet

anticipated demand for electric service, The major part of our current con-

struction program {s our share of three nuclear generating unit projects =
Perry | and 2 and Beaver Valley 2, They are being constructed by the five
CAPCO companies, including the Company, Duquesne Light Company (Duquesne),
Ohio Edison Company, Pennsylvania Power Company and The Toledo Edison Com-
pany., The scheduling, voluntary delay or cancelation of a project must

be approved by all the CAPCO companies, We are constructing Perry | and 2
and Duquesne is constructing Beaver Valley 2 for the CAPCO companies., Our
share of three units and the amounts we invested in them (including AFUDC)
at December 31, 1984 are set forth in Note K,

Perry | and the facilities to be used 15 common with Perry 2 are about 97%

complete and are schieduled for completion around the end of 1985, The es~
timated cost of our }75-megawatt share is about 51,2 billion, including

.
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AFUDC. The completion schedule for Perry | and common facilities is tight,
but we believe it is achievable., The operating license proceedings are well
along. However, a few issues remain to be resolved, perhaps with hearings

in which intervenors may participate and could appeal resulting in delay.

We believe, based on our knowledge of the quality of construction, recent
inspections and reviews by the Nuclear Regulatory Commission and other regula-
tory agencies and the merits of the issues, that we should be permitted to
load fuel and receive a full operating license without significant delay.

Beaver Valley 2 is about 83% complete. In early 1985, the CAPCO companies
decided to reduce their 1985 expenditures for Beaver Valley 2. As a result,
our estimated 1985 expenditures for the Unit are reduced by $25,000,000 to
$86,000,000, excluding AFUDC. Because of the reduced level of expenditures
and also to recognize construction delays encountered to meet regulatory
requirements, the estimated completion date of the Unit was delayed from late
1986 to about the end of 1987, The effect was to increase the estimated
total cost of Beaver Valley 2, The estimated cost of our 204-megawatt share
increased by $100,000,000 to about $1 billion, including AFUDC. Approximately
$70,000,000 of the increase represents AFUDC. Beaver Valley 2 is progressing
toward completion with no reason to believe at this time that an operating
license will not be issued.

Perry 2, exclusive of the common facilities, is about 44% complete, Including
fts share of the common facilities, Perry 2 is 57% complete. The Unit had
been scheduled for completion in 1988 and our 375-megawatt share of its cost
had been estimated at about $800,000,000, including AFUDC. The CAPCO com-
panies are reviewing several alternatives with respect to Perry 2, including
resumption of full construction, with a new estimated cost and completion
date, or cancelation. Many factors are being taken into account in this
review. These include the increasing costs of construction, the high cost
and difficulty of financing and the increased risks associated with construc-
tion and licensing. On the other hand, also included are the potentially
greater capacity needs nationwide due to increasing demand and cancelations
of other generating projects, the probable high cost of retrofitting fossil
fuel units to satisfy possible acid rain pollution control regulations and
the comparatively low cost of completing Perry 2. It is uncertain when

this review will be completed,

In the meantime, the only significant work being performed on Perry 2 is that
necessary to enable Perry | to be placed in service., This work is expected
to be completed sometime in 1985, Even if the CAPCO companies do not decide
during 1985 to increase construction significantly at Perry 2, we plan to
continue capitalizing AFUDC for that Unit as construction work in progress
because we believe that cost should be recovered through rates {f and when
the Unit is completed. However, {f Perry 2 were to be canceled, recovery

of AFUDC for the Unit would be less certain as described in the next para-
graph, In consideration of the above factors, we plan to credit AFUDC for
Perry 2 to a deferred credit reserve Instead of continuing to credit it to
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income. Absent a change in circumstances, we expect to start such account-
ing deferral about mid-1985. Such deferral would not affect cash flow, but
it would cause an equal reduction in reported earnings from what they other-
wise would be. Such reduction could be material depending on the duration

of the deferral. The AFUDC for Perry 2 is expected to average about $3,000,000
per month in 1985,

1f Perry 2 were canceled, we would seek authorization from the PUCO to recover
our investment in that Unit (and cancelation costs, if any) from our customers
in rates over a period of years. Ohio law currently allows recovery of such
costs as described in Note D. Other methods of recovery also may be available,
However, we have no assurance that recovery would be allowed if Perry 2 were
canceled. 1If, at the time of such a cancelation, it appears unlikely that
recovery would be allowed, then our investment in Perry 2 (including AFUDC)
and any cancelation costs would have to be written off, after adjustment for
taxes. The amount to be written off would be reduced to exclude equipment
usable for Perry | or otherwise. We estimate such a write-off as of Decem~
bar 31, 1984 would have been about $200,000,000, Based on our current finan—
cial position and level of annual income, a write-off of such a magnitude
would have a material adverse effect on income in the period in which it were
to occur and on retained earnings, but our ability to continue paying divi-
dends would not be impaired solely because of such a write-off,

In September 1983, the Ohio Office of Consumers' Counsel, the City of Cleve-
land, the Commissioners of Geauga County, Ohio, and certain community groups
petitioned the PUCO and the Ohio Power Siting Board to investigate the need
for Perry 2. The petition requests an order to cease construction of Perry 2,
to cease accruing AFUDC on that Unit and to prohibit the use of proceeds of
securities issues to finance Perry 2. We believe the petition is without
merit and will oppose it vigorously. Under some circumstances, the request

of the petitioners, were it to be granted, could require cancelation of the
Unit.

Nuclear generating projects in the electric utility industry, including
those of the CAPCO companies, have experienced substantial cost increases,
construction delays and, in the case of some non-CAPCO utilities, licensing
difficulties. These have been caused by various factors, including infla-
tion, required design changes and rework, allegedly faulty constructlon,
objections by groups and governmental officials, limits on the ability to
finance, limits on the use of proceeds of security issues, difficulty in
obtaining needed rate increases, reduced forecasts of energy requirements
and economic conditions. This experience indicates that the risk of sig-
nificant cost increases, delays and licensing difficulties remains present

through to completion of any project, including Perry | and 2 and Beaver
Valley 2.

The successful completion of the CAPCO construction program requires the
continuing ability of the CAPCO companies to pay for their shares. To con~
tinue such ability, each CAPCO company must continue to obtain adequate and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont'd)

timely rate relief. There can be no assurance that such rate relief always
will be forthcoming or that some other event will not adversely affect fi-
nancial markets or nuclear projects generally, or a CAPCO company or nuclear
project in particular, so as to impair the ability of a CAPCO company to pay
for its share. If any CAPCO company were not to pay its share, any or all
of the other CAPCO companies could, as a practical matter, be forced to ac-
cept a solution involving substantial losses or additional financial burdens.

Some regulatory authorities have undertaken proceedings to determine whether
recovery in rates of part of the cost of a completed construction project
should be disallowed or deferred, due to findings of excess capacity or im=-
prudent management of the project or due to a desire to phase-in over a
period of time the rate increase otherwise allowable., There can be no as-
surance that such proceedings will not be undertaken with respect to Perry

I or Beaver Valley 2 (or Perry 2, if completed). We believe that any dis-
al lowance or deferral of recovery of our share of the costs of those Units
would be unjustified, except such deferral of recovery as may be provided

by the PUCO under the construction work in progress law of Ohio as described
in Note M,

Purchases

Material and services needed to build new plant and equipment must be ordered
in advance so that it will be available when needed. At December 31, 1984,
such commitments amounted to:

Construct ion program (including Perry 1 and 2 and Beaver ;
Vall&yZ).............--..-......$256,000.000
Nuclear material acquisition and processing into fuel . . . $199,000,000

Usually we can cancel advance orders but often we must pay the manufacturers
for what they have already spent for labor and materials and sometimes a
penalty,

Nuclear Fuel

We have lease and trust arrangements which are financing an inventory of nu-
clear material and fuel and which will assist in the financing of the commit-
ments for nuclear material stated above, We believe that this inventory

and these commitments will provide a nuclear fuel supply lasting into the
mid-1990's, When the future of Perry 2 is determined, a more definitive esti~
mate will be made as to how long the supply will last, Substantial additional
nuclear material will have to be obtained in the future to supply fuel over
the remaining useful life of these Units.

The maximum amount which can be financed by us under one leasing arrangement
is $280,000,000, It is a long~term lease with the existing lenders being
able to cancel their financing commitments to the lessor after three years'
notice. Our share of the other arrangement, leases and a trust combined,

is §90,000,000, subject to cancelation by the lessor after one year's notice.
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| material it owns to any of the lessors, the Company or a
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont'd)

Similar insurance will be obtained for Perry 1 and 2 and Beaver Valley 2.

Lawsuits

Several lawsults and governmental actions are pending. We believe, based on
the opinion of our counsel, that the ultimate disposition of these matters
will not have a material adverse effect on our financial condition or income.

NOTE M - RATE MATTERS

The PUCO allowed us to increase electric rates by 10Z on March 19, 1982 and by
7.4% on January 7, 1983, The PUCO ordered a 1% reduction in rates starting
October 1, 1983, The effect of the amount and timing of these rate orders oa
each year's change from the preceding year's electric operating revenue was

to decrease electric operating revenue by $10,600,000 in 1984, and to increase
electric operating revenue by $111,100,000 in 1983 and $131,400,000 in 1982,

On April 3, 1984, we filed an application with the PUCO for a $180,000,000, or
152, electric rate increase. Any increase granted is expected to be effec~
tive in early 1985. Approximately $50,000,000 of this rate increase request is
based on including more construction work in progress (CWIP) in rate base for
Perry 1. About $30,000,000 of our current annual revenue is derived from
Perry | CWIP already included in rate base,

Under Ohio law applicable to our pending rate case, CWIP can be included in
rate base when construction of the project is at least 75Z complete, but only
in the aggregate amount of up to 20% of rate base excluding CWIP., Such in-
clusion is at the discretion of the PUCO.

Ohio law has been amended, effective April 10, 1985, to retain the current dis~
cretion of the PUCO to permit inclusion of CWIP in rate base when projects are
at least 75% complete, but to limit the amount included to 10% of rate base
excluding CWIP, except that up to 20% can be included for sulfur and nitrous
oxide pollution control projects., CWIP may be included for a period not longer
than 48 consecutive months plus any time needed to comply with changed govern-
mental regulations, standards or approvals, plus up to another 12 months for
good cause shown, When the project is completed and included in rate base,

an amount equal to CWIP is excluded from rate base for a period equal to the
time it had been included. The result is to credit back to customers after
the project is completed the revenues derived from including the CWIP in rate
base before completion. During the period of exclusion, the equivalent of
AFUDC accrues on the excluded portion and will be recovered in rates over

the useful life of the completed project. The effect of this provision is to
phase into rate base the total cost of a project over a period starting when
CWIP (s first included in rate base and ending when the exclusion period ends.
If a project is canceled or 1s not completed within the allowable period of
time after inclusion of its CWIP has started, then CWIP must be excluded from
rate base and any revenues which resulted from such prior inclusion must be

of fset against future revenues over the same period of time as the CWIP had
been included. These amendments do not apply to our current rate case and

any CWIP previously included in rate base.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Cont'd)

NOTE N - PENSION AND POSTRETIREMENT HEALTH AND LIFE INSURANCE BENEFITS

We pay the full cost of a pension plan for our employees. Under the plan, an
employee who has worked at the Company at least 5, 10 or 20 years (depending
on the person's age when leaving the Company) can begin receiving a pension
benefit at or after age 55. The amount of the person's benefit depends on
length of service and earnings. The benefit is reduced by a portion of social
security benefits. The benefit of an employee who retires after age 65 is
determined as if the individual were age 65, except in the case of a retired
employee who has been rehired. 1If the person retires before age 62, and in
certain cases before age 65, the employee's benefit is reduced. The plan
also pays benefits when an employee dies or is disabled,

We annually deposit money into the plan to fund the cost of benefits arising
from employee service and earnings in the current year. We also deposit money
to fund each year a portion of the cost of future benefits arising from past
service and earnings because of amendments to the plan., 1In 1984, our total
payment to the fund was $15,300,000, We deposited $15,300,000 in 1983 and
$12,100,000 in 1982, Of these amounts, we recorded on the income statement
$9,570,000 in 1984, $10,211,000 in 1983 and $8,014,000 in 1982, The remainder
was recorded on the balance sheet, mostly as construction costs.

The amount we deposited into the pension plan is determined by a method known
as the entry age normal method., It is used by many private pension plans.

This method takes into account estimated increases in employees' future earn-
ings in an effort to levelize the funding of pension benefits over their working
lives. The liability of the plan as of January 1, 1984 determined under this
method was slightly more than the value of the assets in the plan on that date.

Statement of Financial Accounting Standards No. 36 (FAS-36) requires us to dis-
close accumulated pension plan liability without consideration of future in-
creases in employees' earnings, as though the plan were terminated at the dates
shown in the table below. Therefore, the disclosures below, required by FAS-36,
compare liability of the plan determined on one basis with assets accumulated
on a different basis., We and our pension consultants believe that FAS-36 dis-
closures are very misleading because they understate the amount which the

entry age normal method tells us should be in the fund now to provide pension
benefits as they become payable under a plan intended to continue indefinitely.
We are making the following disclosures only because we are required to do so.
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At January 1,
1984 1983
(Millions of Dollars)

Actuarial present value of accumulated plan
benefits under FAS-36:

Vested $167 §143
Nonvested _16 _l4
Total $183 $157

Value of assets held in the plan $296 §244

Under both methods of determining the plan's liability, the one which we use
and the FAS-36 method, we estimated that the earnings of the plan would aver-
age about 6-1/2% per year over the life of the plan. During 1984, a new
mortality table was adopted for the plan to reflect current conditions. The
net effect of the change was to increase the present value of accumulated
plan benefits by $13,300,000 at January 1, 1984 which is reflected in the
above table.

In addition to providing pension benefits, the Company provides certain health
care and life insurance benefits for substantially all employees when they
retire with pension benefits. The cost of retiree health care and life in-
surance benefits is recognized as expense as premiums are paid. For 1984,
those coets totaled $823,000.
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NOTE O - QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following is a tabulation of the unaudited quarterly results of operations
for the two years ended December 31, 1984,

Quarters Ended
March 31 June 30 Sept. 30 Dec. 31
(Thousands, except per share amounts)

1983
Total operating revenues $299,600 $290,480 . $269,195
Net operating income 58,935 S 58,965 S $ 52,745
Net income 56,236 $ 52,192 $ 55,996
Earnings available for common

stock 46,690 42,668 S 7 $ 46,121
Average common shares 62,026 62,568 64,689
Earnings per common share $ b $ .68

1984

Total operating revenues $298,597 98, ( $333,183
Net operating income $ 67,710 0,2¢ S 81,814
Net income $ 72,878 5 ¢ 44 $ 87,637
Earnings available for common

stock $ 61,978 S 76,7¢€2
Average common shares 65,693 . 67,722
Earnings per common share S 94 el
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SCHEDULE V--PROPERTY, PLANT AND EQUIPMENT

Classification

Utility Plant:
Electric
Production:
Steam
Nuclear
Hydraulic
Other
Transmission
Distribution
General
Construction Work in Progress

Total Electric
Steam
Production
Distribution
Construction Work in Progress
Total Steam

Total Utility Plant

Other Plant

Total Property, Plant and
Equipment

Year Ended December 31, 1984

Balance at

Beginning of

Year

$1,149,412
441,820
52,788
6,263
480,445
592,839
71,305

1,615,940
4,410,812

26,052
17,211
713

43,976

4,454,788

70,144

$4,524,932

Additions

at Cost

$ 15,502
15,414
101

12,896
34,564
5,175

496,943

580,595

633
1,006
..

1,693

582,288

25,133

$607,421

(Thousands of Dollars)

Retirements Balance at
or Close
Sales (Credits) of Year
$ 5,084 $1,159,830

(84) 457,318
(3) 52,892

- 6,263
958 492,383
6,746 620,657
1,491 74,989
- 2,112,883
14,192 4,977,215
143 26,542
198 18,019

- 767
341 45,328
14,533 5,022,543
o 95,277
516,532 $5.ll7,820



THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SCHEDULE V--PROPERTY, PLANT AND EQUIPMENT
Year Ended December 31, 1983
Balance at Retrirements Other Balance at
Beginning of Additions or Charges/ Close
Classification Year at Cost Sales (Credits) of Year
(Thousands of Dollars)
Utility Plant:
Electric
Production:
Steam $1,158,230 $ 25,658 $34,476 $ - $1,149,412
Nuclear 419,080 22,568 (172) - 441,820
Hydraulic 52,788 - - - 52,788
Other 6,196 67 - - 6,263
Traasmission 410,302 71,150 1,007 - 480,445
Distribution 571,927 27,283 6,371 - 592,839
) General 66,106 9,748 4,549 - 71,305
2 Construction Work in Progress 1,284, 705 331,239 4 - 1,615,940
' Total Electric 3,969,334 487,713 46,235 - 4,410,812
Steam
Production 24,527 1,734 209 - 26,052
Distribution 15,645 1,57 5 - 17,211
Construction Work in Progress 1,026 (313) - - 713
Total Steam 41,198 2,992 214 - 43,976
Total Utility Plant 4,010,532 490, 705 46,449 - 4,454,788
Other Plaat 64,216 5,928 - = 70,144
Total Property, Plant and
Equipment $4,074,748 $496,633 $46,449 - $4,524,932
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THE

Classification

Utility Plant:
Electric
Production:
Steam
Nuclear
Hydraulic
Other
Transmission
Distribution
General
Construction Work in Progress

Total Electric

Steam
Production
Distribution
Construction Work in Progress

Total Steam
Total Utility Plant

Other Plant

Total Property, Plant and
Equipment

Year Ended December 31, 1982

Balance at

Beginning of

Year

$1,130,222
389,655
52,757
6,196
402,960
541,582
62,520

985,997

3,571,889

23,281
15,265
460

39,006

3,610,895

23,870

$3,634,765

Additions

at Cost

$ 35,820
31,854
31

8,994
37,851
6,641

298, 708

419,899

1,251
454
566

2,271

422,170

40,346

$462,516

CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SCHEDULE V--PROPERTY, PLANT AND EQUIPMENT

(Thousands of Dollars)

Retirements Balance at
or Close
Sales (Credits) of Year
$ 7,812 $1,158,230
2,429 419,080

- 52,788

- 6,196
1,652 410,302
7,506 571,927
3,055 66,106
- 1,284, 705
22,454 3,969,334
5 24,527

74 15,645

- 1,026
79 41,198
22,533 4,010,532
- 64,216
$22,533 $4,074, 748
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SCHEDULE VI--ACCUMULATED DEPRECIATION AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPHENT

Year Ended December 31, 1984

THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
|

Additions Deductions
Balance at Charged Retirements, Balance at
Beginning of Directly to Charged to Renewals and Close of
Description Year Expense Other Accounts(A) Replacements Other(B) Year

(Thousands of Dollars)

Utility Plant

Electric-Depreciation $708,351 $91,087 $4,458 $14,192 $5,568 $§784,136
~Amortization 2,053 153 - - - 2,206

Steam -Depreciation 12,088 1,125 11 341 246 12,637
Total Utility Plant 722,492 92,365 4,469 14,533 5,814 798,979
Other Plant-Depreciation 213 206 145(C) - - 564
$722,705 $92,571 $4,614 $14,533 $5,814 $799,543

Notes: (A) Salvage ($3,056,599) and Accumulated Depreciation charged to Work in Progress ($1,412,216).
(B) Removal Costs ($5,669,374) and transfer to Other Plant ($145,426).

(C) Transfer from Electric Utility Plant.



THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SCHEDULE VI--ACCUMULATFT™ DEPRECIATION AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

Year Ended December 31, 1983

Additions Deductions
Balance at Charged Retirements, Balance at
Beginning of Directly to Charged to Renewals and Close of
Description Year Expense Other Accounts(A) Replacements Other(B) Year
(Thousands of Dollars)
Utility Plant
| Electric-Depreciation $666,862 $89,874 $3,008 $46,235 $5,158 $708,351
| -Amortization 1, 760 293 - - - 2,053
| Steam -Depreciation 11,268 1,054 78 214 98 12,088
Total Utility Plant 679,890 91,221 3,086 46,449 5,256 722,492
" Other Plant-Depreciation 205 8 - - - 213
o erb— e O
~N
' $680,095 $91,229 $3,086 $46,449 $5,256 $722,705

Notes: (A) Salvage ($1,630,000), Accumulated Depreciation charged to Work in Progress ($1,456,000), and other.
(B) Removal Costs.
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Description

Utitity Plant
Electric-Depreciation
~-Amortization
Steam -Depreciation

Total Utility Plant

Other Plant-Depreciation

Notes: (A) Salvage ($1,964,000), Accumulated Depreciation charged to Work in Progress ($1,341,000) and

(B) Removal Costs.

THE CLEVELAND ELECTRIC ITLLUMINATING COMPANY AND SUBSIDIARIES
SCHEDULE VI--ACCUMULATED DEPRECIATION AND AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

Year Ended December 31, 1982

Additions Deductions
Balance at Charged Retirements, Balance at
Beginning of Directly to Charged to Renewals and Close of
Year Expense Other Accounts(A) Replacements Other (B) Year
(Thousands of Dollars)
$609,373 $82,588 $3,290 $22,454 $5,935 $666,862
1,507 253 - - - 1,760
10,473 1,007 - 79 148 11,268
621,353 83,848 3,305 22,533 6,083 679,890
196 9 - - - 205
$621,549 $83,857 $3,305 $22,533 $6,083 $680,095
other.



THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

SCHEDULE VIII - VALUATION
AND QUALIFYING ACCOUNTS

ACCUMULATED ALLOWANCE FOR UNCOLLECTIBLE ACCOUNTS

Years Ended December 31,
1984 1983 1982

Balance at Beginning of Year $2,247,000 $1,741,000 $1,126,000
Additions Charged Directly to Expense 5,011,596 4,441,923 3,953,509

Deductions From Reserve* 4,032,596 3,935,923 3,338,509

Balance at End of Year $3,226,000 82,247,000 $1,741,000

*Amount of accounts written off, net of recoveries totaling $765,176 in 1984, $658,705
in 1983 and $552,023 in 1982.



THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES

SCHEDULE IX - SHORT-TERM BORROWINGS

Details of short-term bank loans and commercial paper are summarized below:

Short-Term Borrowings
Bank Loans Commercial Paper

Maximum aggregate amount borrowed at any
month-end during the 12 months ended:

December 31, 1984 (March) . . $19,100,000
December 31, 1983 (June) . . $19,100,000
December 31, 1982 (September) $19,600,000

Average interest rate on amount

December
December

December

Average daily (a) amount borrowed during the
12 months ended:

December 31, 1984 $19,100,000
December 31, 1983 $19,100,000
December 31, 1982 $19,039,000

Average daily (a) interest
months ended:

December 31, 1984

December 31, 1983

December 31, 1982 o 27 12.1%

(a) Averages are based on the actual number of days during each period in which there

were outstanding short-term borrowings. The Company had outstanding bank loans on
366 days and outstanding commercial paper on 142 days during 1984, The Company
had outstanding bank loans on 365 days and outstanding commercial paper on 37 days
during 1983, The Company had outstanding bank loans on 365 days and outstanding com
mercial paper on 340 days during 1982.




THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDARIES

SCHEDULE X -~ SUPPLEMENTARY INCOME STATEMENT INFORMATION

A) Taxes, other than payroll and

Operating Expenses
Real and personal .
Ohio excise . . . .
otmr - - - - - . .

Nonoperating income . . + « . « &
Construction work in progress . .

Other current assets . + « + « &

income taxes, were charged as follows:

Year Ended December 31,
1983 1984

(Thousands of Dollars)

$ 54,349 $ 60,940 $ 64,104
PR T 44,174 55,305 57,044
e e S 1,398 3,132 2,873

99,921 119,377 124,021

L 1000 484 580
b S K- & e 1,263 1,631‘ 1,523
R 3,200 7,600 1,300

$104 ,784 $128,895 $127,424

B) During the above periods, expenditures for advertising costs did not exceed

1%Z of revenue.
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION CONCERNING THE EFFECTS OF INFLATION

STATEMENT OF INCOME FROM CONTINUING OPERATIONS
ADJUSTED FOR CHANGING PRICES FOR THE YEAR ENDED

DECEMBER 31, 1984
(THOUSANDS OF DOLLARS)

(UNAUDITED)

ReveBue o« ¢ + o ¢ o 5 o 5 & & »

Operation expense « « « o« o o
Maintenance expense . « « « o« o
Depreciation and amortization .
Taxes other than Federal income

Federal income tax . « « «
Nonoperating income . « « «
Interest expense

Net income-continuing operations

Increase in specific prices of property

t

ax

plant (b) - - . - . . . . . - . - - .

Adjustment to net recoverable cost . .

Increase in general prices

Increase in general prices in excess of
increase in specific prices after

adjustment to net recoverable cost
Gain from decline in purchasing power of

net amounts owed

Net price level adjustment

- - - - - - -
- - - . - Ll -

- - - . . . . - Ll . - -

Conventional

Historical
Cost

$1,215,353

503,975
90,325
95,274

132,313

131,355

(169,200)

139,679

923,721

$. 291,632

Current
Cost

Average
1984

bollars

81,215,353

503,975
90,325
226,793
132,313
131,355
(169,190)
139,679

1,055,250

$_160,103(a)

$ 64,580
151,890

(237,304)

(20,834)

96,206

$. 73,372

(a) Including the ad justment to net recoverable cost, net income for 1984 would have

been $311,993,000 in current cost dollars.

(b) At December 31, 1984, the current cost of property, plant and equipment net of
accumulated depreciation was $6,359,281,000 while original (net recoverable) cost

was $4,223,564,000.
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION CONCERNING THE EFFECTS OF INFLATIUN (Cont'd)

E FIVE~-YEAR COMPARISUN OF SELECTED SUPPLEMENTARY FINANCIAL DATA
ADJUSTED FOR EFFECTS OF CHANGING PRICES
(Unaudited)

Year Ended December 31,

1984 1983 1982 1981

1980

(Average 1984 dollars in thousands, except per share amounts)

Revenue
A8 reported « o+ o o s s 6 o o o s o » 81,215,353 §1,210,316 $1,108,571 $1,012,930

ad adjusted « « o« « ¢ ¢ o+ o ¢ o o o o $1,215,353 $1,261,827 $1,192,931 $1,156,837

Net Income - Continuing Operations
as teported A TREE-w > . e e e $ 291,632 S 246,026 s 208‘964 $ 155,73‘0
as adjusted + ¢« ¢« ¢ o o o e« o s o » $ 160,103 § 115,800 § 87,394 § 49,135

Income (Loss) per Common Share

.s teported - - - - . . . - . - . . .
‘dadjuﬂtedoooocooo-oooo

2.52
0.19

3.28
1.20

3.64
2.35

W A
Gy Ao
“ »
o
.
o
L]
W

Net Assets at Year End
as reported « s s s s o o » & s 5 » o 91,592,810 $1,355,488 $1,227,095 $1,002,206

as adjusted + « ¢ o ¢ » o o s o o o o $1,570,597 $1,389,431 $1,305,571 $1,107,589

Increase in general prices in excess of

increase in specitic prices after
adjustment to net recoverable cost . § 20,834 $§ (4,057)S (13,146)8 140,456

Gain from decline in purchasing power
of net amounts owed « « + ¢ ¢« ¢ o ¢ o S 96,206 $ 86,642 § 83,285 § 181,332

Cash Dividends Declared per Common Share

as teported T I $ 2.43 § 2.31 8 2:19 $ 2.08

as adjusted L S s 2.43 s 2.41 s 2.36 s 2.38
Market Price per Common Share at Year End

@as reported « ¢« o ¢ v ¢ s o 5 o s s s 9 19.50 § 18.63 $§ 19.75 § 16.00

as ad_justed L T S S R S R S s 19n23 $ 19009 s 21-01 S 17.68

Average Consumer Price Index . . . . . 311.1 298.4 289.1 272.4

$ 893,566
$1,126,371
§ 125,383
$ 30,617
$ 2.26
S (0.10)
$ 912,731

$1,098,880

$ 238,018
$ 237,786
$ 2,00
$ 2,52
$ 14.63
$ 17.61

246.8



THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION CUNCERNING THE EFFECTS OF INFLATION (Cont'd)

As required by the Financial Accounting Standards Board, we have prepared
information on the effects of inflation on operations. The methods used to
compute this data are experimental and subject to change by the Board. These
data do not reflect the "current value” of our assets. They do not measure
all the effects of inflation on our operations or predict our future cash

requirements. The effects described herein are not recognized for income
tax or ratemaking purpos~s.

General

Current cost data reflects the cost of current replacement of existing assets.
The currert cost of assets was estimated by applying the Handy-Whitman Index
of Public Utiiity Construction Costs to the original cost of structures and

equipment. Original cost of land was trended using the Consumer Price Index

for All Urban Consumers. Certain other property was trended to current cost
using other industry indices.

Revenues and Expenses

Revenues and expenses (except for depreciation) were assumed to accumulate
evenly throughout the year. No adjustments were made to the figures reported

in the primary financial statements. No adjustments were made to Federal in-
come tax expense.

Depreciation

A restated depreciation reserve was used to compute the current cost estimate
of property and plant net of depreciation. The reserve was obtained by apply-
ing current depreciation rates by account to restated property and plant fig-
ures by vintage year. The depreciation provision was obtained by applying

current depreciation rates to the average of beginning and end-of-year re-
stated depreciable property.

Materials and Supplies

Balance sheet items such as fuel in stock, materials and supplies were treated
as cash type items. Fuel inventory is subject to rapid turnover. As such, we
believe the original cost of this item fairly represents its current cost.

Adjustment to Net Recoverable Cost

Under Ohio law, we can recover only what we paid for plant and equipment, so

the values of these items under the current cost method were adjusted to re-
flect the original cost amount.
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THE CLEVELAND ELECTRIC ILLUMINATING COMPANY AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION CONCERNING THE EFFECTS OF INFLATION (Cont'd)

Increase in General Prices in Excess of Increase in Specific Prices After
Adjustment to Net KRecoverable Cost

The increase in general prices as measured by the Consumer Price Index for All
Urban Consumers during 1984 exceeded the overall increase in prices of our
property and plant. However, when the current cost of plant was adjusted to
reflect net recoverable cost, the difference between these price measures was
significantly reduced.

Gain from Decline in Purchasing Power of Net Amounts Owed

With inflation, holding cash type assets such as money and receivables results
in a loss in purchasing power. Holding cash type liabilities such as long-term
debt results in a gain in purchasing power. Preferred stock and deferred tax
balances were treated as cash type liabilities for this computation.

Effects of Inflation on the Company

Our 1984 revenue remained about the same as in 1983 despite an increase in
unit sales of electricity, while revenue in average 1984 dollars declined
somewhat., This happened because fuel cost per kilowatthour, a major compo-
nent of revemue, was lower in the current year and because there was a slight
decrease in base rates in October 1983. See Note M.

Net income from operations once again increased in 1984 on both historical
and current cost bases. These measures of income are different because we
are not permitted to recover the higher current cost depreciation through
rates. Ohio law restricts recovery of investment through depreciation
charges to the original cost of plant. The part of current cost we could
not recover was only partly offset by the gain from holding cash type
liabilities.

We have to raise new capital to meet growth needs at inflated costs of con-
struction and to replace worn-out items at higher replacement costs. If rate
adjustments fail to compensate for the cost of new capital, especially during
times of inflation, a regular erosion of the return on equity will occur. As
a result, there will be a regular need for rate relief.

We continue to seek proper and timely rete increases and a regulatory environ-
ment which is responsive to the effects of inflation on our investment.
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Item 9. Dllagteenents on Accounting and Financial Disclosure

None.

PART II1

Item 10. Directors and Executive Officers of the Registrant

Information regarding the Company's directors is contained in the Company's
1985 proxy statement dated March 14, 1985, which is incorporated herein by

reference. Information regarding executive officers is contained in Part I
of this Annual Report on Form 10-K.

Item 11. Executive Compensation

The information required by this Item is contained in the Company's 1985

proxy statement dated March 14, 1985, which is incorporated hereir by
reference.

Item 12, Security Ownership of Certain Beneficial Owners and Management

The information required by this Item is contained in the Company's 1985

proxy statement dated March 14, 1985, which is incorporated herein by
reference.

Item 13. Certain Relationships and Related Transactions

The information required by this {tem is contained in the Company's 1985

proxy statement dated March 14, 1985, which is incorporated herein by
reference.

PART IV

Item l4. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) Documents Filed as a Part of the Report

(1) Financial Statements. See Index on Page 30.

(2) Financial Statement Schedules. See Index on Page 30.

(3) Exhibits. See Exhibit Index on Page 73.

(b) Reports on Form 8-K

During the quarter ended December 31, 1984, the Company filed a Report
on Form 8~-K dated October 9, 1984 which reported, under "Item 5. Other
Events”, that Standard & Poor's Corporation had lowered its rating on
the Company's firet mortgage bonds.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the registrant has duly caused this report to be signed on its
beha'f by the undersigned, thereunto duly authorized.

THE CLEVELAND ELECTRIC ILLUMINATING COMPANY s
Registrant

By *ROBERT M. GINN, Chairman of the Board

March 28, 1985

Pursuant to the requirements of the Securities Exchange Act of 1934, this report
has been signed below by the following persons on behalf of the registrant and

in the capacities and on the date indicated:

Signature Title Date
Principal Executive Officer: )
*ROBERT M. GINN Chairman of the Board )
Principal Financial Officer: )
*E. H. MAUGANS Vice President-Finance )
Principal Accounting Officer: )
*CHARLES C, CHUPP Controller )
Directors: )
*LEIGH CARTER Director )
*ROBEKT M, GINN Director )
*RUY H. HOLDT Director )
*RICHARD A. MILLER Director ) March 28, 1985
*SR. MARY MARTHE REINHARD, SND Director )
*KARL H. RUDOLPH Director )
*CRALG R. SMITH Director )
*CHARLES E. SPAHR Director )
*HERBERT E. STRAWBRIDGE Director )
*ALLAN J. TUOMLINSON, JR. Director )
*RICHARD B. TULLLS Director )
*HARCLD L. WILLIAMS Director )
*WILLIAM J., WILLIAMS Director )

‘y *J, T. PERCIO

Je« Te PERCIO, Attorney-in-Fact
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EXHIBIT INDEX

*Indicates incorporation by reference.

Exhibit Number

3a

3a(l)

3a(2)

3b

4b(1)

4b(2)
4b(3)
4b(4)
4b(5)
4b(6)
4b(7)
4b(8)
4b(9)
4b(10)
4b(ll)
4b(12)
4b(13)
4b(14)
4b(15)
4b(16)
4b(17)
4b(18)

4n(19)

4b(20)
4b(21)
4b(22)
4b(23)

Document

*Amended Articles of Incorporation of the Company, effec-
tive May 28, 1981 (Exhibit 4(a), File No. 2-73788).

*Certificate of Amendment dated December 1, 1983 to

Amended Articles of Incorporation (Exhibit 4(a)(l), File
No. 2-76925).

*Certificate of Amendment dated May 21, 1984 to Amended
Articles of Incorporation (Exhibit 4(a), File No. 2-93459).

*Regulations of the Company, effective April 29, 1981
(Exhibit 4(c), File No. 2-75365).

*Mortgage and Deed of Trust between the Company and Guaranty
Trust Company of New York (now Morgan Guaranty Trust Company

of New York), as Trustee, dated July 1, 1940 (Exhibit 7(a),
File No. 2-4450).

Supplemental Indentures between the Company and said
Trustee, supplemental to Exhibit 4b(1), dated as follows:

*July 1, 1940 (Exhibit 7(b), File No. 2-4450).

*August 18, 1944 (Exhibit 4(c), File No. 2-9887).
*December 1, 1947 (Exhibit 7(d), File No. 2-7306).
*September 1, 1950 (Exhibit 7(c), File No. 2-8587).
*June 1, 1951 (Exhibit 7(f), File No. 2-8994).

*May 1, 1954 (Exhibit 4(d), File No. 2-10830).

*March 1, 1958 (Exhibit 2(a)(4), File No. 2-13839).
*April 1, 1959 (Exhibit 2(a)(4), File No. 2-14753).
*December 20, 1967 (Exhibit 2(a)(4), File No. 2-30759).
*January 15, 1969 (Exhibit 2(a)(5), File No. 2-30759).
*November 1, 1969 (Exhibit 2(a)(4), File No. 2-35008).
*June 1, 1970 (Exhibit 2(a)(4), File No. 2-37235).
*November 15, 1970 (Exhibit 2(a)(4), File No. 2-38460).
*May 1, 1974 (Exhibit 2(a)(4), File No. 2-50537).
*April 15, 1975 (Exhibit 2(a)(4), File No. 2-52995).
*April 16, 1975 (Exhibit 2(a)(4), File No. 2-53309).
*May 28, 1975 (Exhibit 2(c), June 5, 1975 Form 8-A,
File No. 1-2323).

*February 1, 1976 (Exhibit 3(d)(6), 1975 Form 10-K,
'11‘ NO. 1-2323)-

*November 23, 1976 (Exhibit 2(a)(4), File No. 2-57375).
*July 26, 1977 (Exhibit 2(a)(4), File No. 2-59401).
*September 27, 1977 (Exhibit 2(a)(5), File No. 2-67221).
*May 1, 1978 (Exhibit 2(b), June 30, 1978 Form 10-Q,
Fil. No. 1-2323)0
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4b(24)
4b(25)
4b(26)
4b(27)
4b(28)
4b(29)
4b(30)
4b(31)
4b(32)
4b(33)
4b(34)
4b(35)
4b(36)
4b(37)
4b(38)
4b(39)
4b(40)
4b(4l)
4b(42)
4b(43)
10a(1)
10a(2)

10b(1)(a)

10b(1)(b)

*September 1, 1979 (Exhibit 2(a), September 30, 1979
Form 10-Q, File No. 1-2323).

*April 1, 1980 (Exhibit 4(a)(2), September 30, 1980
Form 10-Q, File No. 1-2323).

*April 15, 1980 (Exhibit 4(b), September 30, 1980
Form 10-Q, File No. 1-2323).

*May 28, 1980 (Exhibit 2(a)(4), Amendment No. 1,

File No. 2-67221).

*June 9, 1980 (Exhibit 4(d), September 30, 1980

Form 10-Q, File No. 1-2323).

*December 1, 1980 (Exhibit 4(b)(29), 1980

Form 10-K, File No. 1-2323).

*july 28, 1981 (Exhibit 4(a), September 30, 1981

Form lO—Q, File No. l-2323).

*August 1, 1981 (Exhibit 4(b), September 30, 1981
Form 10-Q, File No. 1-2323).

*March 1, 1982 (Exhibit 4(b)(3), Amendment No. 1,

Fil. NO. 2‘76029).

*July 15, 1982 (Exhibit 4(a), September 30, 1982

Form 10-Q, File No. 1-2323).

*September 1, 1982 (Exhibit 4(a)(l), September 30, 1982
Form 10-Q, File No. 1-2323).

*November 1, 1982 (Exhibit 4(a)(2), September 30, 1982
Form 10-Q, File No. 1-2323).

*November 15, 1982 (Exhibit 4(b)(36), 1982 Form 10-K,
File No. 1-2323).

*May 24, 1983 (Exhibit 4(a), June 30, 1983 Form 10-Q,
File No. 1-2323),

*May 1, 1984 (Exhibit 4, June 30, 1984 Form 10-Q, File
No. 1-2323).

*May 23, 1984 (Exhibit 4, May 22, 1984 Form 8-K, File
No. 1-2323)-

*June 27, 1984 (Exhibit 4, June 11, 1984 Form 8-K, File
No. 1-2323).

September 4, 1984,

November 14, 1984,

November 15, 1984.

*Key Employee Incentive Stock Plan (Exhibit 4(d),
File No. 2-37309).

*1978 Key Employee Stock Option Plan (Exhibit 1,
File No. 2-61712).

®CAPCO Administration Agreement dated November 1,
1971, as of September 14, 1967, among all CAPCO
Group members regarding the organization and pro-
cedures for implementing the objectives of the
CAPCO Group (Exhibit 5(p), Amendment No. 1, File
No. 2"2230).

*Amendment No. 1, dated January 4, 1974, to CAPCO
Administration Agreement among all CAPCO Group
members (Exhibit 5(c)(}), File No. 2-68906, filed
by Ohio Edison Company).
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10b(2) *CAPCO Transmission Facilities Agreement dated
November 1, 1971, as of September 14, 1967,
among all CAPCU Group members regarding the
installation, operation and maintenance of
transmission facilities to carry out the objec~-
tives of the CAPCO Group (Exhibit 5(q), Amend-
ment No. l., File No. 2‘“2230).

10b(5) *CAPCO Basic Operating Agreement as Amended
September 1, 1980 among all CAPCO Group members
regarding coordinated operation of the members'
systems (Exhibit 10.24, 1980 Form 10-K, File No.
1-956, filed by Duquesne Light Company).

10b(4) *Agreement dated September 1, 1980 for the Termi-
nation or Construction of Certain Agreements by
and among the CAPCO Group members (Exhibit 10.25,
1980 Form 10-K, File No. 1-956, filed by Duquesne
Light Company).

10b(5) *Amendment No. 1, dated August 1, 1981, to CAPCO
Basic Operating Agreement as Amended September |,
1980 among all CAPCO Group members (Exhibit 10.27,
1981 Form 10-K, File No. 1-956, filed by Duquesne
Light Company).

1Ub(6) *Amendment No. 2, dated September 1, 1982, to CAPCO
Basic Operating Agreement as Amended September 1, 1980
(Exhibit 10.29, 1982 Form 10-K, File No. 1-956, filed
by Duquesne Light Company).

11 Inapplicable.

12 Statements regarding computation of ratios.

13 Inapplicable.

18 Inapplicable.

19 None.

22 Inapplicable.

23 Inapplicable.

24a Consent of Independent Accountants.

24b Consent of Counsel for the Company.

25 Powers of Attorney and certified resolution of the

Coupany's Board of Directors authorizing the sign-
ing on behalf of the Company pursuant to a power
of attorney.

28 None,
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Pursuant to paragraph (b)(4)(iii)(A) of Item 601 of Regulation S-K, the Com-
pany has not filed as an exhibi~ to this Form 10-K any instrument with respect
to long-term debt if the total amount of securities authorized thereunder does
not exceed 10% of the total assets of the Company and its subsidiaries on a
consolidated basis, but hereby agrees to furnish to the Securities and Exchange
Commission on request any such instruments.

Pursuant to Rule 14a-3(b)(10) under the Securities Exchange Act of 1934, copies
of exhibits filed by the Company with its Form 10-K reports will be furnished
by the Company to share owners upon written request and upon receipt in advance
of th2 aggregate fee for preparation of such exhibits at a rate of $.25 per
page, plus any postage or shipping expenses which would be incurred by the

Company .
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EXHIBIT 24a

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by reference in the respective Prospec-

tuses constituting parts of the Registration Statements on Form S$-3 (Nos.

2-87048 and 2-95286) and in the respective Prospectuses constituting parts of

the Registration Statements on Form S-8 (Nos. 2-37309, 2-61712, 2-73788 and |
2-76925) of The Cleveland Electric Illuminating Company of our report dated ‘
February 8, 1985 appearing on Page 32 of this Form 10-K. The consolidated |
financial statements of the Company and its subsidiaries as of December 31,

1984 and the report of Price Waterhouse dated February 8, 1985, both in- ‘
cluded in the Form 10-K, should be read in conjunction with the matters dis-

cussed under Item 1, "Business-~Construction and Financing Program--Construc-

tion Program” and "Business--Operations--Electric Rates” in such Form 10-K.

We also consent to the reference to us under the caption "Experts” in such
Prospectuses.

PRICE WATERHOUSE

Cleveland, Ohio
March 28, 1985
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EXHIBIT 24b

CONSENT OF COUNSEL FUR THE COMPANY

The statements as to matters of law and legal conclusions under the headings
"General Regulation"” and "Enviromnmental Regulation” in Item 1, and "Title to
Property” in Item 2, and under Item 3 of this Annual Report on Form 10-K for
the year ended December 31, 1984 have been prepared under my supervision and
reviewed by me and in my opinion such respective statements as to such matters
are correct.

L hereby consent to the use of my name in connection with the statements 1

have reviewed as stated in the preceding paragraph and to the incorporation

by reference of those statements into the respective Prospectuses constituting
parts of the Registration Statements on Form S-3, File Nos. 2-87048 and 2-95286,
and into the respective Prospectuses constituting parts of the Registration
Statements on Form $-8, File Nos. 2-37309, 2-61712, 2-73788 and 2-76925 of

The Cleveland Electric Illuminating Company, and to the reference to me under
the heading "Experts” in such Prospectuses.

Victor F. Greenslade
General Counsel and Director
of Governmental Affairs

March 28, 1985
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OHIO EDISON COMPANY

AND IDIARI
Consol Idated Statements of Income

(Unaud | ted)

Operating ROVENUSS, oussasssssvasssnsnssntsssssanssss

Operation and Malntenance Expenses....cveessssssnnnnas
Provision for Depreciation and Amortization ,eeseesses
Taxes = Goneral ,.ovessssasssssnssnsnssssnnsssnsssnnee

TOXOS = INCOMB.uosnsssnssntssssssrtssssnsnsssssssnsses

Operating INCOMB,.issssssssssnnsstsnsssasssssnsssnsses
Other Income:

AFUDC ~ Equity Funds,essssssscsssssssnnsnnsssnsnnnse
Miscel laneous =~ Net L ocisnssscerssssnssssssenansnes
Income Taxes = Credit ,.ceveneevessvesnesnsscrnennes
Total Other INCOMB,.ssssssssnssnssssnssssssnsnsnsse
Total INCOMB.usussssssssssssassncnssnssssssnssssnssnes
Net Interast and Other Charges:
INnTOrest EXpONS®..csvsscsscsssssssnssansssssssssnsnnse
AFUDC = Borrowed FundS,.oseseecssssssnsnssesssnnnsns
Dividends on Preferred Stock of Subsidiery .eeeeeses
Net Interest and Other Charges,.oessesssssssssesss
NOT INCOMB. sovvnnnnsssssnsssnsnsssnessnssssnsessansnss
Preferred and Preference Stock Dividend Requirements,,
M.” on Common STOCK ,.sesssssssssssnssnnnssnsenns

Welghted Average Number of Shares of Common Stock

QUTSTENdING sovvvvnnssssssnssnssnsssssonsonsssnssnss

M'm Per Share of Common ST0CK ,.eusessesnsvnsenne

STATISTICAL DATA ON REVERSE SIDE

Dated:

April 16, 198%

Months Ended March 31

12 Months Ended March 3,

1985

1984

(In Thousands, Excep* Per Share Amounts)

1985 1984
$453, 354 $420,453
235,724 218,270
35,731 52,777
36, 724 35,790
45,263 43,687
99,910 89,929
43,891 33,096
7,865 5,541
20,896 18,120
12,652 56,157
172,562 146,686
99,255 84,054
(27,865) (23,40%)
2,390 2,080
73,780 62,729
98,782 83,957
12,916 11,528

$1,670,005  $1,558,148
893,519 841,303
134,294 125,676
137,814 131,238
151,684 143,319
332,694 316,627
163, 362 126,826
31,292 22,412
85,159 67,478
279,773 216,776
632,467 533,403
377,849 321,434
(108,811) (87,979)
9,273 7,702
278,309 241,157
354,158 292,246
46,065

20,027
$_304,131

119!";
$2,55

5 “"‘:‘

103,839
pE




ELECTRIC STATISTICS

3 Months Ended 12 Months Ended
March 31, *
~ 1985 1984 Change 1985 1984 Change
~ (In Thousands) ~ (In Thousands) - i

REVENUES FROM SALES

ot sy $169,115 56, 72 9 § 584,264
Commercial 106,653 . 25 : 408 691
Industrial 118, 346 078 5 473’380
1H']"}1 13 ) f\’-)"\/‘}
412,397 186, TR0 BB T 525 505
Sales to Utilities 36,200 - :

Zu.ﬂ,{,L

KILOWATT-HOUR SALES
Residential....... 2,042,964 2,039,963 . 6,839,628 6,950,701
Commercial........ 1,355,240 1,339,339 ol 5,116,565 5,193,061
Industrial........ 2,218,812 2,335,428 (5.0) 9,044,688 8,820,367
361,945 352, 741 2.6 1,083,942 1,218,546
uﬂ )t 4 5.978,. 0581 6,067,474 (1.5) 22,0808 R23 27,182,675
Sales to ‘wmxw 1,494 018 1,110,993 4,973,877 3,668,246
7.872.979 ' u 1n, J ‘/ '»N 0 275,850,921




2,000,000 Shares

Ohio Edison Company
Common Stock

($9 Par Value)

The outstanding shares of Common Stock of Ohio Edison Company (the “Company™) are
listed, and the shares offered hereby will be listed, on the New York Stock Exchange and the
Midwest Stock Exchange.

In the opinion of Pennsylvania counsel, the Common Stock will be exempt from existing
Pennsylvania personal property taxes.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTLUS.

ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

The shares of Common Stock offered hereby (the “Additional Common Stock”) are to be sold
from time to tin.e through Goldman, Sachs & Co. as exclusive sales agents for the Company, by
means of (i) ordinary brokers’ transactions, (ii) block transactions (which may involve crosses) in
accordance with the rules of the New York Stock Exchange, the Midwest Stock Exchange or any
other exchange on which the Common Stock may be admitted to trading, including the Boston,
Cincinnati, Pacific and Philadelphia Stock Exchanges (such exchanges and the New York and
Midwest Stock Exchanges being herein referred to as the “Exchanges”) , in which Goldman, Sachs
& Co. may attempt to sell shares as agents but may position and resell all or a gortion of the blocks
as ipal, (iii) “fixed price offerings” off the floor of the Exchanges or “exchange distributions”
and “special oﬂ'eri:fs" in accordance with the rules of the Exchanges, or (iv) a combination of any
such methods of sale, in each case at market prices prevailing at the time of sale in the case of
transactions on the Exchanges, and at negotiated prices related to prevailing market prices, in the
case of transactions off the floor of the Exchanges. In connection therewith, distributors’ or sellers’
commissions may be paid or allowed which will not exceed those customary in the types of
transactions involved. Prospectus will be supplemented to set forth the terms of any such
“fixed price offerings,” “exchange distributions” and “special offerings.” If Goldman, Sachs & Co.
purchase shares of Additional Cornmon Stock as principal they may resell such shares by any of the
methods of sale described above. See ‘Manner of Offering.”

In making this offering on behalf of the Company, Goldman, Sachs & Co. and any other broker
or dealer may be deemed to be “underwriters” within the meaning of the Securities Act of 1933, as
amended (the “Act”), and the compensation of Goldman, Sachs & Co. and any other broker or
dealer may be deemed to be underwriting commissions or discounts. The Company has agreed to
indemnify Goldman, Sachs & Co. against certain civil liabilities, including liabilities under the Act.

The Company will receive all of the net proceeds from the sale of the Additional Common
Stock. The e(?:t“\m of the registration and this offering are estimated to be $148,000 and will be
pany.

paid by the

Goldman, Sachs & Co.

Exclusive Sales Agents

The date of this Prospectus is April 1, 1985,



IN CONNECTION WITH “FIXED PRICE OFFERINGS” CONDUCTED OFF THE
FLOOR OF THE EXCHANCES AND IN CONNECTION WITH "SPECIAL OFFERINGS”
CONDUCTED IN ACCORDANCE WITH THE RULES OF THE EXCHANGES OF THE
ADDITIONAL COMMON STOCK, THE SALES AGENTS MAY OVER-ALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
COMMON STOCK OF THE COMPANY AT A LEVEL ABOVE THAT WHICH MIGHT
OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS MAY BE
EFFECTED ON THE EXCHANGES, IN THE OVER-THE-COUNTER MARKET OR
OTHERWISE. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY
TIME.

INCORPORATION OF CERTAIN DOCUMENTS BY
REFERENCE AND ADDITIONAL INFORMATION

The Company is subject to the informational requirements of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), and in accordance therewith files reports and other
information with the Securities and Exchange Commission (the “Commission™). Information, as of
particular dates, concerning the Company’s directors and officers, their remuneration, the principal
holders of the Company’s securities and any material interest of such persons in transactions with
the Company is disclosed in proxy statements distributed to stockholders of the Company and filed
with the Commission.

The following documents, which have heretofore been filed by the Company with the
Commission pursuant to the Exchange Act or the Act, are incorporated by reference in this
Prospectus and shall be deemed to be a part hereof:

(1) Annual Report on Form 10-K for the year 1984 (which incorporates certain portions of
the Company’s 1984 Annual Report to stockholders and Proxy Statement relating to the
1985 annual meeting of stockholders) .

(2) Current Report on Form 8-K dated February 7, 1985.

All documents subsequently filed by the Company with the Commission pursuant to Section
13(a), 13(c), 14 or 15(d) of the Exchange Act prior to the termination of the offering made by this
Prospectus shall be incorporated herein by reference and shall be deemed to be a part hereof from
the date of filing of such documents (such documents, and the documents enumerated above,
being hereinafter referred to as “Incorporated Documents”; provided, however, that all documents
filed by the Company pursuant to Section 13, 14 or 15 of the Exchange Act in each year during
which the offering made by this Prospectus is in effect prior to the filing with the Commission of the
Company’s Annual Report on Form 10-K covering such year shall not be Incorporated Documents
or be incorporated by reference in this Prospectus or be a part hereof from and after such filing of
such Annual Report on Form 10-K).

Such reports, proxy statements and other information can be inspected and copied at the
offices of the Commission at Room 1024, 450 Fifth St., N.W_, Washington, D.C.; Room 1204, 219
South Dearborn Street, Chicago, lllinois; Room 1028, 26 Federal Plaza, New York, New York; and
Suite 500 East, 5757 Wilshire Boulevard, Los Angeles, California. Copies of such material can also
be obtained from the Public Reference Section of the Commission at 450 Fifth St., NW
Washington, D .C. 20549 at prescribed rates. Certain securities of the Company are listed on the
New York Stock Fxchange and the Midwest Stock Exchange, and reports, proxy statements and
other information concerning the Company can be inspected at the offices of such exchanges.
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Any statement contained in an Incorporated Document shall be deemed to be modified or
superseded for purposes of this Prospectus to the extent that a statement contained herein or in any
other subsequently filed Incorporated Document modifies or supersedes such statement. Any such
statement so modified or superseded shall not be deemed, except as so modified or superseded, to
constitute a part of this Prospectus.

The Company hereby undertakes to provide without charge to each person to whom a copy of
this Prospectus has been delivered, upon the written or oral request of any such person, a copy of
any or all of the documents referred to above which have been or may be incorporated by reference
in this Prospectus, other than exhibits to such documents. Written requests for such copies should
be directed to Ohio Edison Company, Stockholder Services, 76 South Main Street, Akron. Ohio
44308; oral requests may be made by calling (216) 384-5509.

THE COMPANY

The Company was organized under the laws of the State of Ohio in 1930 and owns property
and does business as an electric public utility in that State. The Company also has ownership
interests in certain generation and transmission facilities located in Pennsylvania. The Company
serves 488 communities and additional rural areas in Ohio, with a population of approximately
2,500.000. The Company owns all of the outstanding common stock of Pennsylvania Power
Company (“Penn Power”), a Pennsylvania electric public utility serving 139 communities and
additional rural areas in western Pennsylvania, with a population of approximately 350,000. The
Company and Penn Power (the “Companies”) also provide electric energy at wholesale to a total
of 26 municipalities. The Companies’ sources of generation during the vear ended December 31,
1984 were 90.4% coal and 9.6% nuclear. With a combined service area of approximately 9,000
square miles, the Ohio Edison System is the 18th largest investor-owned electric system in the
United States, based on total kilowatt-hour sales. The Company’s principal executive offices are
located at 76 South Main Street, Akron, Ohio 44308; telephone number (216) 384-5100.

USE OF PROCEEDS

The net proceeds from the sale of the Additional Common Stock will be applied to provide a
portion of the funds needed for the Company to continue its ongoing construction program and for
other corporate purposes.

FINANCING AND CONSTRUCTION PROGRAM

The Companies are engaged in a substantial construction program involving primarily the joint
construction with several other utilities of nuclear generating units. The Companies’ construction
costs for the five years 1985-1989 were estimated at the date of this Prospectus at $2.6 billion
(excluding costs of nuclear fuel), of which approximately $740 million is applicable to 1985.
Maturities of, and sinking fund requirements for, long-term debt, long-term obligations (including
nuclear fuel) and preferred and preference stock during the same five-year period will require the
expenditure by the Companies of $1.1 billion, of which approximately $79 million applies to 1985,
The Companies estimate that, for the period 1985-1989, external financing will provide a major
portion of their cash requirements.

During the course of the nuclear construction program in which the Companies are
participating there have been periodic revisions in the estimated completion dates for the units
being built as well as increases in cost estimates. In addition, the status of one of the planned units,
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Perry Unit 2, is under review by the constructing utilities and pending completion of the review,
work on the unit is primarily being directed to facilities which are also necessary to operate Perry
Unit 1 (the other unit being constructed at the site). Investors are strongly urged to refer to the
Incorporated Documents for information regarding the status of the Companies’ nuclear
construction program and its possible effects on the Companies’ business and financial condition. It
should be noted that material changes in that construction program can occur within a short period
of time so that investors should be familiar with the information contained in the Incorporated
Documents on a current basis when making an inyvestment decision.

For additional information concerning the Companies’ financing capabilities (including the
ability to meet various required coverage tests), the amounts and timing of proposed future
securities sales, the progress of and changes in the Companies’ financing and fuel supply programs,
rate proceedings and legal and environmental affairs, reference is made to the Incorporated
Documents.

DIVIDENDS AND PRICE RANGE OF COMMON STOCK

The Company has paid cash dividends in varying amounts on its Common Stock in each year
since its organization in 1930. Future dividends will depend on the future earnings and cash
requirements of the Company and other factors.

The following table indicates the high and low sale prices of the Common Stock of the
Company, based on reports published in The Wall Street Journal for Composite Transactions,
during the periods indicated.

Year Period High Low
IR T L b i s e e % #6488 15%4 11%
1983 First Quarter ................. 157 13%
Second CIIEIDN <o s = w'snie awn a 16 14%
Third Quarter . ....ooo0s 20050 15, 14
FourthQuarter............... 16 1174
1984 FirstQuarter ................. 13% 11%
Second Quarter............... 12 9%
Third Quarter ................ 12% 9%
FourthQuarter ............... 14% 11%
1985 First Quarter (through
DRI ivonsienienss vk ons 147 13%

The book value of the Company's Common Stock at December 31, 1984 was $15.93 per share.

DESCRIPTION OF STOCK
The Company is authorized under its Charter to issue 155,000,000 shares of Common Stock,
par value $9 per share. Each share of Common Stock is equal to every other share of said stock in
every respect.
The Common Stock of the Company is listed on the New York Stock Exchange and the
Midwest Stock Exchange, and the Company has applied for the listing of the Additional Common
Stock on both such Exchanges.



The Additional Common Stock, when issued and paid for, will be validiy issued shares of
Common Stock of the Company and will be fully-paid and non-assessable by the Company.

Certain provisions of the Charter and of the Indenture of Mr ~tgage and Deed of Trust, dated as
of August 1, 1930, between the Company and Bankers Trust Company, as Trustee, as amended and
supplemented (the “Mortgage™) , relating to the Common Stock are summarized below. A copy of
the Charter is filed as an exhibit to the Registration Statement of which this Prospectus is a part.
Unless otherwise indicated, whenever particular headings or paragraph designations are referred
to, they are headings and paragraph designations in Article Fourth of the Charter. The summaries
are, however, merely an outline, do not purport to be complete, do not relate to or give effect to
the provisions of statutory or common law, and are qualified in their entirety by express reference
to the cited and other provisions of the Charter and Mortgage which are incorporated herein by
such reference.

Dividend Rights: When full cumulative dividends upon the outstanding Preferred Stock,
Class A Preferred Stock and Preference Stock of all series of the Company have been paid or
provided for and when all presently required sinking fund redemptions of Preferred Stock and
Preference Stock (future series of Preferred Stock, Class A Preferred Stock and Preference Stock
may contain similar sinking fund provisions) have been made, dividends may be paid on the
Common Stock when and as declared by the Board of Directors, subject to certain limitations
hereinafter referred to. (Preferred Stock and Class A Preferred Stock, General Provisions (B):
Preference Stock, General Provisions (B): Common Stock.) Pursuant to cumulative sinking fund
provisions applicable to currently outstanding series of its Preferred Stock and Preference Stock,
the Company is required to make, from legallv available funds, annual sinking fund payments of
$8.212,500 plus accrued dividends.

The Charter limits payment of dividends on Common Stock, other than dividends in Common
Stock, to an amount which:

(1) Can be paid out of that part of earned surplus (i.e., retained earnings) which is in
excess of an amount equal to one and one-half times the annual dividend requirements on
outstanding shares of the Preferred Stock and Class A Preferred Stock (including senior or
equal ranking stock) or can be paid out of surplus earned subsequent to September 30, 1944.
(This limitation is applicable only while shares of the 4.40% Preferred Stock or of the 3.90%
Preferred Stock are outstanding and also serves as a limitation on the making by the Company
of any distributions of assets, by purchase of shares or otherwise, on Common Stock other than
dividends.) (Preferred Stock and Class A Preferred Stock, General Provisions (B).)

(2) In any one year period would not exceed (a) 50% of the consolidated net income for
the most recent twelve full calendar months’ period if the consolidated Common Stock equity
(including earned, paid-in and capital surplus other than premium on Preferred Stock and
Class A Preferred Stock) should be or would by such a dividend become less than 20% ot the
consolidated capitalization (i.e., capital, surplus and long-term debt), or (b) 75% of said
income if such ratio should be or would thereby become less than 25% but not less than 20%.
(Preferred Stock and Class A Preferred Stock, General Provisions (B).)

(3) Leaves the aggregate of the par value of the outstanding Common Stock, of the
premium thereon, and of the earned surplus and the capital and paid-in surplus, at least equal
to the aggregate amount payable on all outstanding shares of the Preferred Stock and Class A
Preferred Stock (including senior or equal ranking stock) in the event of involuntary
liquidation. (Preferred Stock and Class A Preferred Stock, General Provisions (E).) The
amount so payable on all shares of Preferred Stock now outstanding is the par value thercof.

The Charter provides that, without Charter amendment, the third of the foregoing limitations
can be waived by the affirmative vote of the holders of a majority of outstanding shares of the
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Preferred Stock and the Class A Preferred Stock, voting as a single class, and the second by a like
vote of the holders of 66%,% of such outstanding shares. (Preferred Stock and Class A Preferred
Stock. General Provisions (B) and (E).) The Charter contains no provisions for the waiver without
Charter amendment of the first limitation,

The Mortgage also contains various restrictions on the payment of dividends on Common Stock
so long as various series of bonds are outstanding thereunder under the most restrictive of which
(Twenty-fourth Supplemental Indenture, dated as of June 3(, 1976) $245,584,000 of the
Company's consolidated retained earnings at December 31, 1984 vvere unrestricted.

Voting Rights: The Charter provides that at all elections of directors of the Company, and on
all other matters, except as otherwise required by the Charter or by the laws of the State of Ohio,
the holders of the Common Stock shall have the exclusive right to vote; provided, however, that,
whenever and as often as four quarterly dividends payable on the Preferred Stock or Class A
Preferred Stock of any series shall be in default, in whole or in part, and thereafter until all defaults
have been cured, the holders of the Preferred Stock and the Class A Preferred Stock shall have the
exclusive right, voting separately and as a single class, each share of the Preferred Stock being
counted as one and each share of Class A Preferred Stock being counted as one-quarter, to elect the
smallest number of directors which shall constitute a majority of the directors of the Company; and,
provided further, that whenever and as often as six quarterly dividends payable on the Preference
Stock of any series shall be in default, in whole or in part, and thereafter until all defaults have been
cured, the holders of the Preference Stock (subject to any right of the holders of Preferred Stock
and Class A Preferred Stock to elect a majority of directors whenever four quarterly dividends
payable on any series of such stock shall be in default) shall have the exclusive right, voting
separetely and as a single class, to elect two directors of the Company. In the event of defaults
entitling the Preferred Stock and Class A Preferred Stock and/or Preference Stock to vote, the
holders of the Common Stock shall have the exclusive right, voting separately and as a class, to elect
the number of directors which shall not be required to be elected by the Preferred Stock and the
Class A Preferred Stock and/or Preference Stock, as the case may be. On all other matters, each
holder of Prefe-red Stock, Preference Stock or Common Stock shall be entitled to one vote for each
such share of stock held and each holder of Class A Preferred Stock shall be entitled to one-quarter
vote for each such share of stock held. At all elections of directors of the Company, each stockholder
entitled to vote may cast the whole number of his votes for one candidate or distribute them among
two or more candidates as he may prefer. (Voting Powers and Other Rights.)

The Charter also requires the approval of certain percentages of the outstanding Preferred
Stock and Class A Preferred Stock (and for certain limited purposes, the outstanding Preference
Stock) prior to effecting various changes in the rights of the Preferred Stock, Class A Preferred
Stock and Preference Stock, in the limitations on dividends on Common Stock, and in the
Company s capital structure; prior to certain mergers, consolidations or transfers of substantially all
the Company’s property; and prior to the Company’s issuing certain unsecured debt securities in
excess of specified limits, (Preferred Stock and Class A Preferred Stock, General Provisions (B),
(E), (F),and (G).)

Liquidation Rights: Upon any voluntary or involuntary dissolution, liquidation or winding up
of the Company, after payment to the holders of the Preferred Stock, the Class A Preferred Stock
and the Preference Stock of the full amounts to which they are entitled in preference to the
Common Stock, the remaining assets to be distributed, if any, are distributable among the holders
of the Common Stock, share and share alike. (Preferred Stock and Class A Preferred Stock, General
Provisions (C); Preference Stock, General Provisions (C): Common Stock. )
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Preemptive Rights: The holders of shares of Common Stock have no preemptive rights to
subscribe to any additional issues of shares of capital stock of the Company of any class, or any rights
to exchange shares issued for shares to be issued.

Pennsylvania Personal Property Tax: In the opinion of Pennsylvania counsel, the Additional
Common Stock will be exempt under Pennsylvania law from all existing personal property taxes in
Pennsylvania.

Transfer Agent and Registrar: The transfer agent for the Additional Common Stock will be
the office of the Company, 76 South Main Street, Akron, Ohio 44308, and the registrar will be
National City Bank (formerly BancOhio National Bank), Akron Area, Akron Center, One Cascade
Plaza, Akron, Ohio 44308.

MANNER OF OFFERING

The shares of Additional Common Stock are to be sold from time to time through Goldman,
Sachs & Co., as exclusive sales agents for the Company, by means of (i) ordinary brokers’
transactions, (ii) block transactions (which may involve crosses) in accordance with the rules of
the Exchanges, in which Goldman, Sachs & Co. may attempt to sell shares as agent but may position
and resell all or a portion of the blocks as principal, (iii) “fixed price offerings” off the floor of the
Exchanges or “exchange distributions™ and “special offerings” of shares in accordance with the
rules of the Exchanges, or (iv) a combination of any such methods of sale, in each case at market
prices prevailing at the time of sale in the case of transactions on the Exchanges and at negotiated
prices related to prevailing market prices in the case of transactions off the floor of the Exchanges.
In connection therewith, distributors’ or sellers’ commissions may be paid or allowed which will not
exceed those customary in the types of transactions involved. If Goldman, Sachs & Co. purchase
shares as principal they may resell such shares by any of the methods of sale described above.

From time to time Goldman, Sachs & Co. may conduct a “fixed price offering” of the
Additional Common Stock off the floor of the Exchanges. In such case Goldman, Sachs & Co. would
purchase a block of shares from the Company and would form a group of selected dealers to
participate in the resale of the shares. Any such offering would be described in a supplement to the
Prospectus setting forth the terms of the offering and the number of shares being offered. It is also
possible that Goldman, Sachs & Co. may conduct from time to time “special offerings” or
“exchange distributions” in accordance with the rules of the Exchanges. Any such offering or
distribution would be described in a supplement to the Prospectus at the time thereof.

In making this offering on behalf of the Company, Goldman, Sachs & Co. and any other broker
or dealer may be deemed to be “underwriters,” within the meaning of the Act, and the
compensation of Goldman, Sachs & Co. and any other broker dealer may be deemed to be
underwriting commissions or discounts. The Company has agreed to indemnify Goldman, Sachs &
Co. against certain liabilities, including liabilities under the Act. The Company has also agreed to
reimburse Goldman, Sachs & Co. up to 850,000 for certain expenses in connection with this
offering. Goldman, Sachs & Co. may engage in transactions with or perform services for the
Company in the ordinary course of business.

LEGAL OPINIONS

The legality of the Additional Common Stock has been passed upon by Russell . Spetrino, Esq |
Akron, Ohio, who is Vice President and General Counsel of the Company. Certain legal matters
concerning the offering of the Additional Common Stock will be passed upon for the Company by
Mr. Spetrino and by Winthrop, Stimson, Putnam & Roberts, 40 Wall Street, New York, \.Y. 10005,
also counsel for the Company, and for the Sales Agents by Simpson Thacher & Bartlett (a
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partnership which includes professional corporations), One Battery Park Plaza, New York, N.Y.
10004.

EXPERTS

The audited consolidated financial statements and related schedules thereto contained in
material incorporated by reference in this Prospectus have been examined by Arthur Andersen &
Co., independent public accountants, as indicated in their reports thereto. The audited
consolidated financial statements and schedules are incorporated by reference herein in reliance
upon the authority of said Firm as experts in accounting and auditing in giving said reports.
Reference is made to such reports dated on or before the date of this Prospectus in which the
opinions are qualified with respect to the recoverability of costs associated with Perry Unit 2 .n the
event that Unit is not placed into service.

To the extent that Arthur Andersen & Co. examines future financial statements of the
Company, and consents to the use herein of their reports thereon, such future financial statements
also will be incorporated by reference in this Prospectus in reliance upon the reports of said Firm as
experts.

Statements as to matters of law and legal conclusions herein under the caption “Description of
Stock™ and statements in the Company’s Annual Report on Form 10-K for the year 1984,
incorporated herein by reference, as to matters of law and legal conclusions relating to the
provisions of the Company’s Mortgage and Charter under the caption “Business—Financing and
Construction Program™ and relating to other matters under “Business™ and “Legal Proceedings,”
have been reviewed by Russell J. Spetrino, Esq., Akron, Ohio, who is Vice President and General
Counsel of the Company, and such statements have been incorporated by reference herein upon
his authority as an expert. The extent to which statements as to matters of law and legal conclusions
contained in future Annual Reports on Form 10-K will have been reviewed by Mr. Spetrino and
incorporated herein upon his authority as an expert will be indicated in such Annual Reports on
Form 10-K. Statements as to matters of law and legal conclusions relating to the exempt status of
the Common Stock offered hereby with regard to personal property taxes levied in the
Commonwealth of Pennsylvania have been reviewed by James R. Fdgerly, Esq., New Castle,
Pennsylvania, who is Vice President and General Counsel and a director of Penn Power, and such
statements have been included herein upon his authority as an expert.



No person has been authorized to give any
information or to make any representations
not contained or incorporated in this Pro-
spectus or a supplement to this Prospectus in
connection with the offering made hereby
and, if given or made, such information or
representations must not be relied upon as
having been so authorized by the Company or
by the Sales Agents. This Prospectus does not
constitute an offer of any securities other
than the registered securities to which it re-
lates. or an offer to any person in any juris-
diction where such offer would be unlawful.
Neither the delivery of this Prospectus nor
any sale made hereunder shall, under any cir-
cumstances, create any implication that the
information herein is correct as of any time
subsequent to the date hereof.
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PROSPECTUS

3,000,000 Shares
The Toledo Edison Company

Common Stock
($5 Par Value)

The Company’s Common Stock is listed on the New York, Midwest and Pacific Stock Exchanges. On
March 27, 1985, the last reported sale price of the Common Stock on the New York Stock Exchange was
$18% per share.

In the opinion of Pennsylvania counsel for the Company, the Common Stock is exempt from existing
Pennsylvania personal property taxes.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS,
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Price to | Underwriting 7 Proceeds to

Public | Discount(1) | Company(2)
PerShare $18.25 ‘ $0.54 $17.71
I X SNSRI S O . . $54,750,000 $1,620,000 $53,130,000

(1) See “Underwriting” for indemnification arrangements.
(2) Before deducting expenses estimated at $155,000 payable by the Company.

The Common Stock is offered by the several Underwriters when, as and if issued by the Company and
accepted by the Underwriters and subject to their right to reject orders in whole or in part. It is expected
that the Common Stock will be ready for delivery on or about April 4, 1985,

Merrill Lynch Capital Markets
The First Boston Corporation

Prudential-Bache

Securities

Dean Witter Reynolds Inc.

The date of this Prospectus is March 28, 1985,



IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
COMMON STOCK AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE
OPEN MARKET. SUCH TRANSACTIONS MAY BE EFFECTED ON THE NEW YORK, MID-
WEST OR PACIFIC STOCK EXCHANGES OR IN THE OVER-THE-COUNTER MARKET. SUCH
STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

AVAILABLE INFORMATION

The Company is subject to the informational requirements of the Securities Exchange Act of 1934
and, in accordance therewith, files reports and other information with the Securities and Exchange
Commission (the “Commission™). Information, as of particular dates, concerning directors and officers,
their remuneration, any options granted to them, any principal holders of securities of the Company and
any material interest of such persons in transactions with the Company is disclosed in the Company’s proxy
statements distributed to shareowners of the Company and filed with the Commission. Such reports, proxy
statements and other information concerning the Company can be inspected and copied at the public
reference facilities of the Commission at Room 1024, 450 Fifth Street. N.W., Washington, D.C.; Room
1204, Everett McKinley Dirksen Building, 219 South Dearborn Street, Chicago, Hlinois; Room 1028,
Jacob K. Javits Federal Building, 26 Federal Plaza, New York. New York; and Suite 500 East, 5757
Wilshire Boulevard, Los Angeles, California; and copies of such material can be obtained at prescribed
rates from the Public Reference Section of the Commission at 450 Fifth Street, N.W., Washington, D.C.
20549. Such matenial can also be inspected at the offices of the New York Stock Exchange. 20 Broad
Street, New York, New York 10005; the American Stock Exchange, 86 Trinity Place, New York, New
York 10006; the Midwest Stock Exchange, 120 South LaSalle Street, Chicago, Illinois 60603; and the
Pacific Stock Exchange, 301 Pine Street, San Francisco, California. 94104.

INCORPORATION OF CERTAIN DOCUMENTS
BY REFERENCE

There are hereby incorporated by reference in this Prospectus the following documents filed with the
Commission pursuant to the Securities Exchange Act of 1934 (the 1934 Act™):

I. The Company’s Annual Report on Form 10-K (the “Form 10-K™) for the fiscal year ended
December 31, 1984 ( which incorporates by reference certain portions of the Company’s 1984 Annual
Report to shareowners together with the report of the Company’s independent public accountants
whose opinion is qualified with respect to the recoverability of the Company’s investment in Perry
Unit No. 2. The Company's definitive proxy statement in connection with its Annual Meeting of
Shareholders to be held on April 23, 1985 is also incorporated by reference in the Form 10-K ).

2. The Company's Current Reports on Form 8-K, filed January 30 and February 21, 1985.

3. The Company's Form 8-A, filed January 7, 1985, which contains a description of its Common
Stock, $5 par value.

All documents filed by the Company pursuant to Sections 13(a), 13(c), 14 or 15(d) of the 1934 Act
subsequent to the date of this Prospectus and prior to the termination of the offering of the Common Stock
shall be deemed to be incorporated by reference in this Prospectus and to be a part hereof from the date of
filing of such documents. All information appearing in this Prospectus is quelfied in its entirety by the
detailed information and financial statements (including the notes thereto) anpearing in the documents
incorporated by reference.

THE COMPANY HEREBY UNDERTAKES TO PROVIDE WITHOUT CHARGE TO EACH
PERSON TO WHOM A COPY OF THIS PROSPECTUS HAS BEEN DELIVERED, ON THE
WRITTEN OR ORAL REQUEST OF ANY SUCH PERSON, A COPY OF ANY OR ALL OF THE
DOCUMENTS REFERRED TO ABOVE WHICH HAVE BEEN OR MAY BE INCORPORATED IN
THIS PROSPECTUS BY REFERENCE, OTHER THAN EXHIBITS TO SUCH DOCUMENTS,
REQUESTS FOR SUCH COPIES SHOULD BE DIRECTED TO DONALD H. SAUNDERS,
TREASURER, THE TOLEDO EDISON COMPANY, 300 MADISON AVENUE, TOLEDO, OHIO
43652, («19) 259-5170.
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THE ISSUE IN BRIEF

THE TOLEDO EDISON COMPANY

R PRI A A N Generation, transmission, distribution and sale of electric energy
BRI TRIINNG v it s cvihs e by i boansdapwins Approximately 2,500 square miles in northwestern Ohio
DR AT WO .. ... i sopmns hons foinns ssssmtnbopbesasms dussdsutay sses fud ivsonbis shnodotiitsss ssbmisent Approximately 750,000
Fuel Sources for Electric Energy— Year Ended December 31, 1984............ Coal (71%), Nuclear (29%)
THE OFFERING
ORI RMIRER . i i cininr st bt e SRt oS e AN P bR o £ 3,000,000 shares of Common Stock
Shares Outstanding after OFEring.............cooocovimiiiieniiiciniiiireises st Approximately 37.7 million
T o oot v s s Sony ol New York, Midwest and Pacific Stock Exchanges (Symbol: TED)
Price: Range duriag 1985 (through March 27) .............cccimisinmimimiosiisibiissmerens $18%-$16%
DGR NG SEENRIIBUCE. U, TIBE. ..o cininiiniis et bornsinssrabivss bhods sebssabntessss sisssdns Ebbs bodiant b RO ERA ST $23.76
Indicated Current Annal DIvIdentd RATE............c.oioisinmninuisaisimasssrssins saissssissessissiomsnssassoansen $2.52
Dividend Reinvestment Plan................ Optional Dividend Reinvestment in Common Stock Available(a)
-

FINANCIAL INFORMATION(b)

Year lldc‘l)ccmhr 31,

1984 1983 182 1981 1980
Thousands Except Per Share Data
Total Operating Revenues....................... $551.306 $504 616 $481.725 $442 284 $401 %68
OPerating INCOME ..o imivminimbiinisimminsvstammsmiess : $123.198 $115200 $109,082 $102,990 $ 80356
Total AFUDC ... o oS LN R $127.824 $ 96,028 $ 712101 $ 47 989 $ 43591
Earmings on Common Smck
Before Extraordinary Gain ... ... i $118.530 $ 98215 $ 79313 $ 59,595 $ 49157
After Extraordinary Gamn............. ‘ $1I8530 $ 9821S§ $ 79313 $ 70,402 $ 49157
Average Number of Common Shares Oumandmg . 32014 28,040 24917 21,507 19,226
Earmings per Common Share
Betore Extraordinary Gan . ] . sy $3.70 $3.50 $3.18 2.1 $2.56
After Extraordmary Gain.. ... TSI $370 $1.50 $3.18 $3.27 $2.56
Cash Diwidends Declared per Commun ﬁharc ! $2.52 $2 46 $2.38 $2.30 $2.20
CAFITALIZATION(b)
BRIRNE. . ..ol .. AR
... N . ] I
Thousands kxcept Percentages
Long-Term Debt ... . " ¥ e : $1.110,122 $t.210.122 49 6%
Preferred Stock ... el ol W] OB btV . $ 357828 $ 357828 14.6%
Common Swock Equity......... : : S ’ - . $ R13.895 $ 872,949 15 8%
Total Capiabization ... ... : , $2.281.845 $2.440 599 1060 0%

(a) See “Dividend Reinvestment Plan™.

(b) See “Selected Information” for information regarding the possible write-off of the Company’s
investment in Perry Unit No. 2 or creation of a reserve against Perry Unit No. 2 AFUDC accruals and the
qualification by the Company's auditors of their reports on the Company’s 1983 and 19%4 financial
statements.

(¢) Adjusted to reflect the issuance of $100 million of long-term notes in January 1985, the Common
Stock offered hereby and Common Stock issued through February 28, 1985 pursuant to the Company’s
Shareowner Dividend Reinvestment and Stock Purchase Plan.
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THE COMPANY

The Toledo Edison Company ( the “Company™) was incorporated under the laws of the State of Ohio
on July 1, 1901 and is a public utility engaged primarily in the generation, transmission, distribution and
sale of electric energy in Toledo and northwestern Ohio, covering an area of approximately 2,500 - nare
miles, with an estimated population of about 750,000. The Company also provides a relatively .mall
amount of natural gas service and, untl June 1, 1985, steam heating service. For the year ended
December 31, 1984, the Company’s operating revenues were $551,306,000, of which abow. 98% was
denived from the sale of electricity.

The principal executive offices of the Company are in the Edison Plaza at 300 Madison Avenue,
Toledo, Ohio 43652, telephone (419) 259-5000.

USE OF PROCEEDS

The net proceeds from the sale of the Common Stock offered hereby will be added to the general
funds of the Company and will be used primarily to finance the Company’s construction program.
Pending such use, the net proceeds may be invested in temporary cash investments or used to reduce short-
term debt.

CONSTRUCTION AND FINANCING PROGRAM

The Company curren''y estimates its 1985 construction costs to be about $358 million. About $210
airion of these costs are direct cash expenditures, almost all of which will require externa! financing.
“wdditional external financing will be required to meet 1985 sinking fund requirements and long -term debt
maturities of about $59 million. Approximately $106 million has been provided from the net proceeds of
external financings .ompleted through February 1985, In addition to the Common Stock offere.} hereby, it
is anticipated that additional external financing during 1985 will consist of a pollution control facilities
financing for Perry Unit No. | and common facilities in the first half of ihe year, issues of long-term debt
and preferred stock later in the year and regular common stock issuances under the Company's
Shareowner Dividend Reinvestment and Stock Purchase Plan.

The Company’s construction program during the five-year period 1985-1989, described in the table
below, is presently estimated to cost about $900 million (including $317 million for allowance for funds
used during construction (“AFUDC™), but excluding nuclear fuel ). However, pending completion of the
Perry Unit No. 2 studies discussed below, the levels of direct cash expenditures and AFUDC for that unit
beyond 1985 are indeterminable. Therefore, the construction program described in the table below does
not reflect such amounts for that unit beyond 1985. Approximately 80% of these costs are attributable to
nuclear generating units being installed as part of the Central Area Power Coordination Group
(“CAPCO”) power pool. The members of CAPCO are the Company, The Cleveland Electric llluminating
Company (“CEI"), Duquesne Light Company (*Duquesne”), Ohio Edison Company and Pennsylvania
Power Company. Perry Units Nos. | and 2 are being constructed by CEI and Beaver Valley Unit No. 2 is
being constructed by Duquesne. The Company has a 19.91% interest in each of these units. See “Selected
Information™ below regarding announced cost estimate increases and studies relating to the CAPCO units
and petitions filed to stop construction of Perry Unit No. 2 and possible creation of a reserve in connection
therewith. As with any nuclear construction program, it is probable that additional costs would be
incurred if completion of any of the CAPCO units under construction were to be delayed further.
Likewise, the cost estimates for such units are subject to increase. There can be no assurance that the costs
of all the CAPCO units under construction will ultimately be recovered in rates charged to customers.

1988 1986 1971989
Millions of Dollars
Generating Facilities................c.ccconeniiinioniimnnnscnscssssnn $329.8 $164.1 $240.5
Transmission Facilities .............cocovioviiriieiiiermsicssessssnisseses 2.6 1.6 48
Distribution Facilities .............cooooooioviiiiiiieiieeceeiiei 20.1 25.7 79.0
I 000 L Lot e s e b e bt RS by st s 53 6.5 I8.§
L A R e $357.8 $197.9 $343.1

Nuclear Fuel Costs..............cooovviriiiiiiiiiiieeiiiseiseieiinninn $ 193 $ 273 $ 542




Estimated nuclear fuel costs shown above include cost of acquisition, conversion, enrichment and
fabrication but exclude financing costs. The Company s presently a party to nuclear fuel financing
arrangements covering major portions of these costs.

The Company continues to rely heavily upon external financing in the public and private secunties
markets. External financing provided approximately 90% of the Company’s construction program cash
requirements during 1980-1984. The Company currently estimates that all of its esimated 1985-1989
construction program cash requirements, approximately $580 million, will require external financing. The
amount of external financing, and the Company’s ability to obtain such financing, will depend on, among
other factors, the iming and amount of rate increases, changes in the schedule and cost of the Company’s
construction program, the level of kilowatt-hour sales, the effect of general inflation on construction costs
and other expenses, financial market conditions and Company earnings. Recently, utilities having nuclear
construction programs, including the Company, have been finding it more costly and difficult to obtain
external financing because of investors’ increased concerns about the risks associated with nuclear
construction and licensing. If the Company were unable to obtain external financing in the amounts and at
the times required 1o pay construction expenditures, the Company would have to consider various options,
such as postponing construction expenditures, conserving internally generated cash and reducing other
cash outlays. See “Selected Information” below.

The cost and availability of new capital to the Company is directly affected by the credit ratings of its
securities. In 1984, rating agencies lowered the Company's security ratings, making the cost of raising new
capital more expensive. Should further ratings reductions occur, it would be even more difficult and
expensive for the Company to obtain sufficient financing to meet its construction commitments and other
cash needs. Also, future financing could be more difficult and expensive to obtain if any other CAPCO
company were to experience difficulty in financing, or become unable to pay its share of the construction
costs of the CAPCO units under construction. See “Selected Information™ below. Availability of new
capital to the Company may also be adversely affected by the credit detenoration of other electric utilities.

The Company obtains new capital between external long-term financings by utilizing short-term debt
from commercial paper borrowing and $73 million of informal bank lines of credit. Generally, the banks
are not legally obligated to extend credit to the Company under such informal credit hines. The Company
also recently entered into a five year revolving underwriting facility agreement. This facility enables the
Company to sell up to $25 million in short-term notes from time to time upon compliance with certain
financial statement tests and other conditions. Although the Company has not yet drawn on the facility, 1t
may do so in the near future. The Company is currently authorized by The Public Uulities Commission of
Ohio (“PUCO") to issue up to $150 million of short-term debt. The Company’s short-term debt generally
bears interest at market rates prevailing at the ume of borrowing.

Under the coverage requirement in the Company's indenture of mortgage, the Company may not
1ssue, except for certain refunding purposes, additional first mortgage bonds unless net earnings as defined
( before income taxes), and calculated as provided in the indenture. are at least 2.0 times annual interest
requirements on outstanding first mortgage bonds plus any bonds being 1ssued. The Company’s coverage
under the indenture for the 12-month period ended January 31, 1985 was 2.12, which would entitle the
Company to issue up to $44 million of first mortgage bonds at an assumed interest rate of 15%. The
additional amount issuable at any given time in the future will depend on net earnings for any 12
consecutive months of the 15 months preceding the date of issuance and the interest requirement on any
additional first mortgage bonds to be issued.

The Company’s articles of incorporation prohibit the issuance of additional shares of preferred stock
unless gross income (after income taxes ), determined as provided in the articles, is at least 1.50 times the
aggregate of the annual interest requirements on long-term indebtedness and the annual dividend
requirements on the preferred stock to be outstanding immediately after the issuance of the additional
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shares of preferred stock. The Company's coverage under the articles tor the 12-month period ended
January 31, 1985, was 1.52, which would entitle the Company to issue approximately $21 million of
preferred stock at an assumed dividend rate of 15%, assuming no additional issuance of long-term debt
above that outstanding at January 31, 1985, The actual amount issuable at any given time in the future
will depend on gross income for any 12 consecutive months of the 15 months preceding the date of
issuance, the dividend requirement on additional preferred stock and the interest requirements on any
additonal long-term debt. Should the Company be required to write off its investment in Perry Unit No. 2
by an extraordinary charge against current earnings, the Company believes that its ability to issue first
mortgage bonds would not be affected, but such charge would reduce the amount of preferred stock
otherwise issuable or prohibit the issuance of preferred stock at least during the subsequent |12-month
period. The Company believes its ability to maintain its current common stock dividend would not be
impaired solely because of such a write-off However, any reduction in earnings reinvested resulting from
a write-off of Perry Unit No. 2 may require future financing programs to include common stock issuances
to a greater degree in order to achieve a balanced capital structure. Should the Company’s earnings be
reduced as a result of the creation of a reserve against Perry Unit No. 2 AFUDC accruals, the amount of
Preferred Stock otherwise issuable would also be reduced. See “Selected Information” for information
regarding Perry Unit No. 2.

Certain agreements under which term loan notes of the Company were issued contain provisio s,
among others, limiting its funded debt plus certain short-term debt (generally, that in excess of $150
million) to 65% of capitalization (as therein defined). The Company believes that a write-off of its
investment in Perry Unit No. 2 would not cause such limits to be exceeded, based upon December 31,
1984 capitalization and its current estimate of the potential write-off. Agreements under which certain
long-term notes were, and certain short-term notes may be, issued limit the night of the Company to
engage in secured financing other than first mortgage bonds.

SELECTED INFORMATION

CAPCO

The CAPCO companies announced in January 1985 the results of a review by their chief executives of
the esuimated completion dates of two of the three nuclear generating units under construction. Based on
the review, the estimated completion date of Perry Unit No. |, which is about 97% complete based on
measures of physical completion, remains around the end of 1985. The schedule required to meet this
completion date is tight; however, the CAPCO companies believe that the schedule can be met. The cost
of Perry Unit No. | and common facilities remains the same as announced in September 1984, The
September revision increased the Company's share of the total estimated cost of Perry Unit No. | and
common facilities to approximately $800 million, about an $85 million increase from the previous estimate
made in March 1984. The Company’s share of direct expenditures for the unit is estimated to be
approximately $550 million and AFUDC is expected to be about $250 million. The Company's total
investment in Perry Unit No. | and common facilities at December 31, 1984 was $642 million.

Also in January 1985, the CAPCO companies announced thot planned 1985 expenditures by the
CAPCO companies for Beaver Valley Unit No. 2 would be reduced by $100 million from $446 million to
$346 million. The estimated completion date of the unit, which is about 84% complete based on measures
of physical completion, was delayed from late 1986 to about the end of 1987, Total cash expenditures for
the unit would increase by $122 million, increasing the total estimated cost of the unit from about $3.5
billion to about $3.9 billion, including AFUDC. The Company's share of the total cost of the unit 1s
estimated to be approximately $890 million, including $530 mullion of direct expenditures and $360
million of AFUDC. As a result of the increases announced in March 1984 and January 1985, the
Company's share of the total costs of Beaver Valley Unit No. 2 increased over 1983 estimates by $237
million, including about $105 million in cash expenditures. At December 31, 1984, the Company’s
investment in the unit was $515 million



The estimated cost and completion timetable for Perry Unit No. 2 remains under review and the
CAPCO companies continue to consider all options with respect to that unit. In March 1984, the CAPCO
companies agreed to minimize work and cash expenditures on Perry Unit No. 2 and concentrate
construction efforts on the completion of Perry Unit No. 1. All alternatives with respect to Unit No. 2,
including accelerated or extended construction schedules, mothballing (including suspension of AFUDC
accruals) or cancellation, are being considered. The current work minimization will increase the cost of
the unit if full-scale construction is resumed.  The future of the unit, however, is still undecided.

Presently, the only significant work being performed on Perry Unit No. 2 is that necessary to enable
Perry Unit No. | to be placed in service. Moreover, absent a change in circumstances, construction activity
is expected to be reduced to such a level by about mid- 1985 that related AFUDC accruals would need
be offset, and a corresponding reserve established in the Company’s financial statements. Creation of such
a reserve at mid-1985 would not affect Company cash flow, but would reduce 1985 earnings per share by
about $0.35 from what they otherwise would be based upon the average number of shares expected to be
outstanding during 1985. AFUDC accruals are expected to average about $2 million per month in 1985
for Perry Unit No. 2.

If the construction of Perry Unit No. 2 were not completed and the PUCO, or applicable law, did not
provide the Company a means to recover its investment in that unit (including any cancellation charges
paid 1 contractors and other costs), and no other basis for recovery could be found or anticipated, the
Company would be required to write off that investment. At December 31, 1984, this write-off would have
been approximately $154 million, net of federal income tax effect, based upon the Company’s investment
in the unit of approximately $222 million. This amount does not reflect cancellation charges and other
costs payable if Perry Unit No. 2 were to be cancelled. Such charges and costs are not presently
determinable, but the Company believes they would be largely offset by possible cost reallocations and
sales of machinery and equipment. As a result of the uncertainty regarding the status of Perry Unit No. 2,
the Company's auditors have qualified their opnions on the Company's 1983 and 1984 financial
statements regarding the recovery of the Company's investment in Perry Unit No. 2.

The Company expects that it will ultimately need its snare of the additional generating capacity from
the three CAPCO units under construction. However, depending on when those units are placed in service,
the Company expects that its generatung capability will probably exceed its needs for varous in-
determinate penods of tme after each of such units i1s placed in service. Consequently, the Company is
undertaking efforts to sell temporanly as much as possible of this additional capacity pending its ultimate
need by the Company for sales to its own customers.

The United States Nuclear Regulatory Commission (“*NRC™) has scheduled a hearing for early April
in connection with the CAPCO companies’ application for an operating license for Perry Unit No. | in
order to hear concerns of opponents of the unit. The NRC staff had previously concluded that a hearing
would be unnecessary. One group has questioned aspects of the emergency evacuation planning; another
has raised 1ssues with respect to hydrogen control systems and backup diesel generators. The Company
has no information which would cause it to believe that an operating license will not be granted for Perry
Unit No. 1.

On March 21, 1985, the Davis-Besse Nuclear Power Station, owned by the Company and CEI, was
taken off line to repair a control rod drive mechanism. The reactor is expected to be placed back in service
by early to mid April, 1985. The Company cannot currently estimate the cost of the repair.

Rate Matters

The Company filed a request in late 1984 for a $45 mullion or an 8% permanent increase in its retail
electric rates. At the same tme, the Company requested the PUCO to implement the $45 million increase
immediately on an interim basis.  These requests were based on the Company's need to recover from the
lingering effects of past inflation, a heavy financing burden, the results of recent inadequate rate increases
and the Company’s high level of noncash earnings.



The PUCO on February 19, 1985 approved and adopted the Company’s stipulation with the Staff of
the PUCO and the intervenors in the intenm rate increase proceeding. The stipulation contains (1) an
allowance of $22.7 million in additional gross annual operating revenues by means of an emergency
temporary uniform surcharge, (2) provisions designed to ensure that revenues collected during the
surcharge peniod will ultumately result in rates in the future being lower than they otherwise would have
been, (3) a recommendation that the PUCO order the Company to analyze the feasibility of reducing the
CAPCO construction program and the Company's participation in such program and file a report thereon
with the PUCO by May 1, 1985, (4) an agreement that the Company's cost reduction and cash
conservation efforts be continued and expanded during the period of the emergency surcharge, and (5) an
agreement that the Company will withdraw its pending permanent rate case application and file another
application for permanent rate relief with a date certain of June |, 1985 The Company will be able to
reopen the interim proceeding by motion to request additional rate relief. The $22.7 million of additiona!
revenues are subject to refund in the event the level of revenues established in the permanent case to be
filed in June 1985 are less than the level of the temporary revenues established in the interim proceeding.

Notwithstanding the emergency rate increase granted by the PUCO on February 19, 1985, the
Company’s financial condition is expected to remain troublesome. The Company's earnings on its
common stock over the last five years have been composed entirely or almost entrely of noncash credits
rather than cash; this condition 1s expected to continue at least into 1986. The Company's low internal net
cash generation makes its financial viability dependent on external financings and additional rate
increases. The Company’s financing alternatives are adversely affected by its poor earnings quality and its
low internal net cash generation. In recent rate cases, the Company has obtained rate increases
significantly less than those requested.

On March 7, 1985, the PUCO announced, in a rate case involving another Ohio CAPCO company, its
intention to investigate the causes of the cost overruns at Perry Unit No. | in order to determine if those
costs are excessive. The PUCO also announced its intention to investigate the possible existence of excess
electric utility generating capacity in Ohio and to develop a policy on excess capacity for Ohio electric
utilities.

COMMON STOCK DIVIDENDS AND PRICE RANGE

The Company has paid cash dividends on its Common Stock in each year since 1922. The current
quarterly dividend rate is 63¢ per share. Future dividends will depend upon future earnings, the cash
position and capital needs of the Company and other relevant factors. The Company’s Board of Directors
declared on March 26, 1985 a Common Stock dividend to be payable April 29, 1985 Based upon an
anticipated delivery on April 4, 1985, the Common Stock offered hereby would be entitled to such
dividend. For information concerning certain restrictions on the payment of dividends, see " Description of
the Common Stock™.

Varying proportions of the dividends paid in the years 1975 through 1983 and 79.1% of the Common
Stock dividends paid in 1984 were estimated by the Company to be a return of capital and thus not taxable
for federal income tax purposes as dividend income. The Company anticipates that any Common Stock
dividends paid in 1985 will be fully taxable as ordinary income.

The book value per share of the Common Stock of the Company at December 31, 1984 was $23.76.
Since the price per share at which the Company will sell the Common Stock offered hereby is less than
such book value per share of the Common Stock, the book value of the Common Stock currently held by
shareowners will be diluted. Adjusted to give effect to the sale of the Common Stock offered hereby,
assuming net proceeds to the Company of $17.71 per share, book value at December 31, 1984 would be
$23.27 per share. In order to maintain a balanced capital structure. both debt and equity securities must be
issued in the course of financing the Company’s construction program  Accordingly, it has been necessary
for the Company t issue Common Stock at market prices below book value. The effect of the resulting
dilution on the Company's construction and financing program, rate base and rate proceedings, although
adverse, cannot be gquantified.



The high and low sales rices of the Common Stock of the Company reported as composite
transactions have been as follows:

Wi Low High Low
1983 1984
First Quarter................... $22% $20 First Quarter................... $18% $16
Second Quarter .............. 22'% 204 Second Quarter .............. 174% 13%
Third Quarter................. 217 19'% Third Quarter................. 17% 13%
Fourth Quarter............. 21% 17% Fourth Quarter .............. 187 16%
1985
First Quaner.............c.. 18% 16'%

(through March 27)

The reported last sale price of the Common Stock on the New York Stock Exchange on March 27,
1985 was $18% per share. Merrill Lynch, Pierce, Fenner & Smith Incorporated, The First Boston
Corporation, Prudential-Bache Securities Inc. and Dean Witter Reynolds Inc. have advised the Company
that on March 27, 1985 they made stabilizing purchases of 33,800 shares at $18.25 on the Pacific Stock
Exchange.

DIVIDEND REINVESTMENT PLAN

The Company's Shareowner Dividend Reinvestment and Stock Purchase Plan is available to all
common and preferred shareholders. This plan provides shareholders an opportunity to reinvest quarterly
dividends automatically in Common Stock of the Company without incurring any service charges or
brokerage fees. A five-percent (5%) discount on the price of Common Stock purchased from the
Company with reinvested dividends is offered under the plan.  Participants generally may make
supplemental cash contributions of not more than $5,000 per investment date under the plan. Share-
holders may join or withdraw from the plan at any time.

A tax benefit for reinvested dividends is provided in the Economic Recovery Tax Act of 1981 From
1982 through 1985, qualified individual participants in qualified public utility dividend reinvestment plans
will be permitted to reinvest up to $750 a year ($1500 on a joint return ) in dividends and defer paying any
federal income tax on those dividends until the shares are sold. Qualifying partcipants in the plan will,
generally, be eligible for long-term capitzl gain treatment on the sale of shares purchased with reinvested
dividends if they hold the stock for more than one year. The Company believes that qualified individual
participants in the plan will %< eligible for this tax benefit. While purchasers of the Common Stock offered
hereby will be entitled to receive the common stock dividend expected to be paid on Apnil 29, 1985, they
will be unable to reinvest quarterly dividends through the plan until the July 28, 1985 dividend payment
date.

DESCRIPTION OF THE COMMON STOCK

The following information is a summary of certain provisions of the Company's Amended Articles of
Incorporation, as amended (“Articles™), and certain other instruments to which reference is made for a
complete statement of the applicable provisions, and is qualified in its entirety by such reference.

The Articles authorize 40,000,000 shares of Common Stock, $5 par value, 5.000,000 shares of
Cumulative Preference Stock, $25 par value, 3,000,000 shares of Cumulative Preferred Stock, $100 par
value, and 8,000,000 shares of Cumulative Preferred Stock, $25 par value. At the Company’s Annual
Meeting of Shareholders to be held on April 23, 1985, the holders of the Company’s Common Stock will
be asked to amend the Articles to increase the authorized number of sharer ~f Common Stock from
40,000,000 to 60,000,000 and of Cumulative Preferred Stock, $25 par value, from 4,000,000 to 12,000,000
The record date for determining sharcholders eligible to vote at the meeting is February 22, 1985
Accordingly, purchasers of the Common Stock offered hereby will not be entitled to vote on these
amendments. All shares of Cumulative Preferred Stock (“Preferred Stock™) 1ank equally. The shares of
Preferred Stock, $100 par value, have one vote per share and the shares of Preferred Stock, $25 par value,
have one-quarter vote per share, for the purposes described below under “Voting Rights”. At February
28, 1985, there were outstanding 34,625,057 shares of Common Stock, 1,844,665 shares of Preferred Stock,
$100 par value, and 7,000,000 shares of Preferred Stock, $25 par value. The Company has no Preference
Stock 1ssued and outstanding.



Dividends

Subject to the preferental nghts of holders of Preferred and Preference Stock and to the restrictive
provisions hereinafter mentioned, dividends may be declared on the Common Stock out of ary assets
legally available therefor. The Articles contain provisions, applicable so long as any shares of 44%
Preferred Stock remain outstanding. limiting the amount of Common Stock dividends. distrib ations or
acquisitions which the Company may pay or make out of earnings for any twelve-month period if the rato
of common stock capital plus surplus to total capital plus surplus is less than 25%. Earnings reinvested
were not restricted by this provision as of December 31, 1984 Giving effect as of December 31, 1984 to
the issuance of the Common Stock offered hereby, and $100 million of long-term notes issued in January
1985, earmings would not be restricted by this provision. The Arucles also provide that any surp us used to
sausly certain tests contained in the Articles for the issuance of certain senior securities shall not be
available for dividends or other distributions upon or in respect of the Common Stock. Earnings
reinvested were not restricted by this provision at December 31, 1984, The Inde “wre relating to the
Company’s First Mortgage Bonds provides that the Company may not pay dividends o1 make ¢ istnibutions
on, or purchase any shares of its Common Stock if, as a result thereof, the cumulative aggregat: amount of
such dividends. distnbutions or purchases exceeds the amount of earned surplus ( computed and adjusted
as therein determined ) of the Company accumulated subsequent to March 31, 1947 Dividends from
earmings reinvested are not presently restricted by this provision. The Arucles and tye purchase
agreements relating to the Company's 9%% and 13%4% series of Preferred Stock, $100 par value (the
“Purchase Agreements™ ). contain provisions which prohibit dividends or distributions on and acquisition
of shares of, the Company's Common Stock unless sinking fund obligations with respect to certain
Preferred Stock series have been met. The Company is presently not restricted by these provisions.

Voting Rights

The holders of the Common Stock possess full voting power for the election of directors and all other
purposes, except as any Ohio statute expressly provides to the contrary and except as indicated below. The
record holders of the Common Stock have one vote for each share held and are entitled to cumulative
voting upon compliance with the requirements set forth in Ohio’s General Corporation Law at all elections
of dicectors.

If and when dividends payable on the Preferred Stock shall be in default in an amount equivalent to
four full quarterly dividends, the record holders of the Preferred Stock, voting as a class, shall be entitled to
elect the smallest number of directors necessary to constitute a majority of the Board of Duectors, and this
privilege continues until all such dividends in default have been paid. Pursuant to the Articles, the assent
of two-thirds of the voting power of the Preferred Stock is required in connection with: (a) the
authonzation or ssuance of any stock ranking prior to the Preferred Stock; (b) the issuarce of additonal
Preferred Stock unless certain income tests are met; (¢) the issuance of additional Preferred Stock or any
stock senior thereto or on a panty therewith unless certain capital and surplus tests are met; (d) the
authonization or issuance of any obligation or secunty convertible into or evidencing the right to purchase
Preferred Stock or stock senior thereto or on a parity therewith; or (e ) amending the Articles so as to affect
adversely any of the preferences or other nghts given to the Preferred Stock; and the assent of a majority
of the voting power of the Preferred Stock is required in connection with the authonzaton of additional
Preferred Stock or the authonzation or issuance of stock on a parnty therewith and certain mergers or
consolidations or sales of all or substantially all of the property of the Company.

If and when dividends payable on the Preference Stock shall be in default in an amount equivalent to
four full quarterly dividends, the record holders of the Preference Stock, voung as a class shall be entitled
to elect two directors, and this privilege continues until all such dividends in default have been paid. The
assent of two-thirds of the voting power of the Preference Stock is required in connection with: (a) the
authorization or issuance of any stock ranking prior to the Preference Stock, except for the authorization or
issuance of Cumulative Preferred Stock. (b) the authonzation or issuance of any obligation or security
convertible into or evidencing the right to purchase shares of Preference Stock or stock ranking prior to or
on a panty with Preference Stock in respect of dividends or assets; (¢) an amendment to the Articles which
affects adversely any of the preferences or other rights given to the Preference Stock: and (d) an
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amendment to the Company’s Code of Regulations which reduces the minimum number of directors to
less than five. The assent of a majority of the voung power of the Preference Stock is required in
connection with certain mergers or consolidations or sales of all or substanually all of the property of the
Company, the authorization of additional shares of Cumulative Preferred Stock or Preference Stock and
the authorization of stock ranking on a panty with the Preference Stock in respect of dividends or assets.

Other Rights

The holders of the Common Stock have pre-emptive rights upon the sale by the Company for cash of
any additional Common Stock or of any security convertible into Common Stock other than through a
public offering or an offering to or through underwriters or investment bankers who shall have agreed to
promptly make a public offering thereof  After satsfaction of the preferential hiquidation rights of the
holders of Preferred and Preference Stock, the holders of the Common Stock are entitled to share ratably
in the distribution of all remaining assets. The outstanding Common Stock is, and the shares of Common
Stock offered hereby when issued and paid for will be, fully paid and nonassessable.

Redemption of Common Stock

The Articles provide that the Company may not purchase or otherwise acquire any shares of Common
Stock unless the Company has paid or has declared and set aside all past and current dividends on all
shares of senes of the Company's Preferred and Preference Stock then outstanding.  The Company is
presently not restricted by this provision. In addition, the Purchase Agreements and Articles contain other
provisions which limit the Company in its ability to acquire shares of its Common Stock. The Company is
presently not restricted by these provisions. ( See “Dividends™ )

Pennsylvania Personal Property Tax

The Company has Lualified to do business as a foreign corporation in Pennsylvania in connection with
its interest in Pennsylvania generating units as described in the Form 10-K and has been advised by
Pennsylvania counsel that, in their opiion, the Common Stock 1s exempt from existing Pennsylvania
personal property taxes. (See “Incorporanon of Certain Documents by Reference”. )

Transfer Agent and Registrar
The transfer agent and registrar for the Common Stock is The Toledo Trust Company, Toledo, Ohio.

EXPERTS

The financial statements and schedules incorporated by reference in this prospectus and elsewhere in
the registration statement, to the extent and for the periods indicated in their reports, have been examined
by Arthur Andersen & Co. independent public accountants, as indicated in their reports with respect
thereto, and are included herein in reliance upon the authority of said firm as experts in accounting and
auditing in giving said reports. Reference 1s made to said reports in which the opinions are qualified with
respect to the recovery of the investment in Perry Unit No. 2

The statements as to matters of law and legal conclusions herein under *“Description of the Common
Stock™ have been reviewed by Fuller & Henry, Toledo, Ohio, counsel for the Company, and are made on
their authority as experts, except for the statements herein as to Pennsylvania personal property taxes,
which are made on the authonty of McNees, Wallace & Nurick, Harnshurg, Pennsylvania.

LEGAL OPINIONS

The validity of the Common Stock offered hereby will be passed upon by Fuller & Henry, Toledo,
Ohio, counsel for the Company and for the Underwriters by Sullivan & Cromwell, New York, New York,
who will rely upon Fuller & Henry as to matters of Ohio law.  The Company s relying on the opinion of
McNees, Wallace & Nurick, Harnisburg, Pennsylvania, as to certain matters of Pennsylvania tax law

Attorneys in the firm of Fuller & Henry own benefictally (including securities owned by their spouses
and other members of their households ) 2,180 shares of the Company's Common Stock and 10 shares of
its 4'4% Cumulative Preferred Stock



UNDERWRITING

The Underwniters named below have severally agreed to purchase from the Company the following
respective number of shares of Common Stock:

U nderwriter of Shares
Mernll Lynch, Pierce, Fenner & Smith
BN - e e e e U S AR S S AR R0 750,000
T T R S = XTI SN, S S SO SO 750,000
Prudential-Bache Securities Inc. ... A SRR/ N SRR L. NP S 750,000
Dean Witter Reynolds Inc. ..., hohesasindispseinay sl 750,000
e e T T Co TR o I N gl Ty, 3,000,000

The Underwriting Agreement provides that the obligations of the Underwniters are subject to certain
conditions precedent, and that the Underwriters will be obligated to purchase all of the shares of Common
Stock offered hereby if any are purchased.

The Company has been advised by Merrill Lynch, Pierce, Fenner & Smith Incorporated, The First
Boston Corporation, Prudential-Bache Securities Inc and Dean Witter Reynolds Inc.. the Underwriters,
that the Underwriters propose to offer the Common Stock to the public initnally at the offering price set
forth on the cover page of this Prospectus and that they may iniually allow a concession to certain dealers
of not more than $.34 per share, of which a discount not in excess of §.10 per share may be reallowed to
certain other dealers. The public offering price, concession and reallowance may be changed by the
several Underwriters after the initial public offering.

The Company has agreed to indemnify the Underwnters against certain civil liabilites, including
liabilities under the Securities Act of 1933
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No dealer, salesman or other person has
been authorized to give any information or to
make any representation not contained in this
Prospectus and, if given or made, such informa-
tion or representation must not be relied upon as
having been authorized by the Company or the
Underwriters. This Prospectus dees not con-
stitute an offer to sell or a solicitation oi an offer
to buy any of the securities offered hereby in any
jurisdiction to any person to whom it is unlawful
to make such offer in such jurisdiction,
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