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Docket Nos. 50-440 JENNFER M. SHRIVER
50"3{06 Tressrer o Secreary

50_612 {419) 248 5083

March .4, 1988

Mr. Ira Dinitz

Nuclear Regulatory Commission
State and Licensee Affairs
Office of Stare Programs
Fashington, D.C. 205%5

RE: Retrospective Premium Guarantee for Perry Unit No. 1,
Davis-Besse Unit No. 1, and Beaver Valley Unit No. 2

Dear Mr. Dinitz:

The Ti.ledo Edison Company hereby provides the documents described below
and enclosed herewith zs eviaence of its guarantee of ite share of the
retrospective premiums which may be levied against the Perry Unit No. 1,
Davis-Besse Unit No. 1, and Beaver Valley Unit No. 2 reactor licensees,
in the amounts of $1,991,000, $4,862,000, and $1,991,000, respectively,

1) A copy of The Toledo Edison Company's certified financial statements
for the calendar year 1987.

2) A Certificate of the Company, signed by Jennifer M. Shriver,
Treasurer, stating that the Company will guarantee payment of
deferred premiums by maintaining a cash reserve as permitted by 10 CFR
Section 140.21(e),

At December 31, 1987, the Company had a cash reserve in the amount of
$599.1 million, in cash and short-term instruments. Total cash and
short-term investments at year-end 1987 are shown on page 8 of the
Company's ce.tified financial statements.

Sincerely,
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CERTIFICATE OF THE COMPANY
THE TOLEDO EDISON COMPANY

Guarantee of Payment of Deferred Premiums

The Toledo Edison Company hereby certifies that it elects to
guarantee its share of payment of deferred premiums which may be levied
against the Perry Unit No. 1, the Davis-Besse Unit No, |, and Beaver
Valley Unit l.o. 2 by maintaining a cash reserve as permitted by 10 CFR
Section 140,21 (e).

The Company had cash, invested in shnrt-term instruments, at
December 31, 1987, in excess of $8,844,000, its share of the deferred
premiums for Perry Unit No. 1, Davis-Besse Unit No. 1, and Beaver Valley
Unit No. 2. The deferred premiums for each unit are $1,991,000,
$4,862,000, and §.,991,000, respectively, based on the Company's
ownership shares of 19.91%7 _f Perry Unit No. 1, 48.627 of Davis-Besse,
and 19.91% or Beaver Valley Unit No. 2. The Company agrees to maintain
cash reserves totaling $8,844,000 in cash and short-term instruments, for

the year covered by this filing.
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— GRAPHIC 1S CONSISTENT WITH TEXT

Sumuw-y of Significant Accounting Policies

General

The Toledo Edison Company (the Company) is a
wholly-owned subsidiary of Centerior Energy Corpo-
ration (Centerior Energy). The Company’s common
stock was acquired by Centerior Energy on April 29,
1986, as a result of 2 June 25, 1985 affiliation agree-
ment with The Cleveland Electric [lluminating Lom
pany (Cleveland Electric) approved by the share
owners of both companies on November 26, 1985,

The Company foliows the 'niform System of Ac-
counts prescribed by the Federal Energy Regulatory
Commission and adopted by The Public Utilities
Commission of Ohio (PUCO).

Reclassifications
Cerain reclassifications have been made to the prior

years’ financial statements to conform (o current year
presentations

Related Party Transactions

Operaung expenses include those amounts for trans.
actions with affiliated companies in the ordinary
course of bus'ness operations

The Company’s transactions with Cleveland Electric

are pumanily for interchange power, transmission line
rentals and jointly owned power plant operations and
construction. See Note 1.

Centerior Service Company (Service Company), a
wholly owned subsidiary of Centerior Energy, was
formed in May 1986. The Service Company provides
management, nancial, administrative, engineering,
legal and other services to the Company and other
affiliated companies at cost. The Service Company
billed the Company $21,000,000 and $6,000,000 in
1987 and 1986, respectively, for such services.

The Company is a member of the Central Area Power
Coordination Group (CAPCO). Other members in
clude Cleveland Electric, Duquesne Light Company
(Duquesne ), Ohio Edison Company (Ohio Edison)
and Pennsylvania Power Company (Pennsyivania
Power). The members have constructed and operate
generation and transmission facilities for the use of
the CAPCO companies.

Revenues

Customers are billed on a mcathly cycle basis for
their energy consumption, based on rate schedules
authorized by the PUCO. These revenues are re
corded in the accounting perind during which meters

|

are read. A fuel factor is added (o the base rates for
electric service. This factor is designed to recover
fuel costs from customers. [t is changed semiannually
after a hearing before the PUCO.

Fuel

The Company Jefers the differences berween actual
fuel costs and estimated fuel costs currently being
recovered from customers. This matches fuel ex.
penses with fuel related revenues

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

Carrying Charges and
Deferred Operating Expenses

The PUCO has authorized the Company to defer
interest carrying costs, cufrent operating expenses
(including rental payments) and depreciation for
Beaver Valley Unit 2 from its commercial in-service
date through December 31, 1988 or until that Unit's
costs are included in rates, whichever occurs first.
The PUCO also has authorized the Company to defer
current operating expenses and depreciation for
Petry Unit | from June 1, 1987 through December 22,
1987, the date when these costs began to be recov
ered in rates, and has authorized the deferral of
interest and equity carrying costs, exclusive of those
associated with operating expenses and depreciation,
for this Unit from June 1, 1987 through December
31, 1987 and deferral of interest carrying costs from
January 1, 1988 through December 31, 1988 or until
such interest carrving costs are included in rates,
whichever occurs first. The PUCO determined that
Perry Unit | was considered “"uscd and useful’” on
May 31, 1987 for regulatory purposes. For financial
reporting purposes, the amounts deferred for Perry
Unit | pursuant to the PUCO accounting orders have
been included in property. plant and equipment
through the November 18, 1987 commercial in ser
vice date. Subsequent to that date, amounts deferred
have been recorded as deferred charges. The PUCO
did not authorize deferral of any equity carrying
ccits after November 17, 1987 for Beavet Valley Unit 2
or after December 31, 1987 for Perry L « 1. See Note
7 for a discussion of regulatory matters relating to
the Companv's investments in these Units

EPC ARE COMPATIBLE WITH NEXT PCN © 002.00.00.00
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Depreciation and Amortization

The cost of property, plant and equipment, excep: for
the nuciear generating units, is depreciated over
their estimated useful lives on a straight line basis.
Annual straight line 4derrzciation provisions ex
pressed as a percent of average depreciabie utility
plant in service were 3.6% in 1987 and 3.5% in 1986
and 1985, Depreciation expense for the nuclear units
is based on the units-of production method. This
includes provisions for future decommissioning costs.
These provisions are estimated at §59,000,000 in
1986 dotlars for the Davis Besse Nuclear Power Sta-
tion (Davis Besse) and $28,000,000 each for Perry
Unit 1 and Beaver Vaiiey Uni 2 in 1987 doilars. There
are no restrictions on the use of the amounts cur
rently being recovered from customers through rates
for decommissioning of Davis-Besse and Perry Unit

1. The sale and leaseback agreement for Beaver Valley
Unit 2 requires the external funding of the leasehold
interests’ share of the Unit's decommissioning costs
starung by September 1992. See Note 2.

Costs associated with four CAPCC nuclear generating
units cancelled in 1980 are being amortized and
recovered in rates through 1991 in accordance with
PUCO rate orders. The ™ ~O does not allow the
Company to earn a  the unamortized bal
ance. A new accoun: indard will require the
discounting of this balan  in 1988, This discounting
will not materiallv impact the Company's financial
statements

Federal Income Taxes

The Company has deferred the federal income taxes
for the differences between straight-line depreciation
and wx depreciation for property additions since
1973, In addition, the tax effects of certain other
uming differences have been deferred. This treatment
is consistent with the methods used for rate making
purposes. The Compuany has also deferred the tax
effect of the net gain and loss relating to the sale and
leaseback transactions. See Ncte 2. The remaining
timing differences are nor deferred. They are recog:
nized for book purposes, and in rates, in the year they
affect taxes payable. At December 31, 1987, the
cumulative income ax timing difference for which

oeferred income taxes have not been provided
amounted to §151,000,000. Based on PUCO and Ohio
Supreme Court decisions, such taxes can be recov-
ered in future revenues.

For cenain property, the Company rer eived invest
ment rax credits which have been accounted for as
deferred credits. Tax credits utilized are reflected as
reductions to tax expense over the life .f the related
property. See Note 8 for federal income rix details
and a discussion of 2 new accounung standarc for
income taxes.

Interest Charges

Interest on long term debt reponed on the statement
~f Results of Operations includes interest on nuclear
fuel obligations for fuel in the reactor. [nterest on
nuclear fuel obligations for fuel under construction is
capitalized. See Note S,

Propzarty, Plant and Equipment

Property, plant and equipment are stated at original
cost. Included in the cost of construction are items
such as related payroll taxes, pensions, fringe bene
fits, management and general overheads and an al
lowance for funds used during construction
(AFUDC). AFUDC represents th~ estimated compos
ite debt and equity cost of funds used to finance
construction. This ~oncash allowance is credited o0
income, except for AFUDC for Perry Unit ™. Since Julv
1985, Perry Unik 2 AFUDC had been credited 10 a
deferred income account. Cffective January |, 1988,
the pracuce of accruing AFUDC on Perry Unit 2 was
discontinued. Se¢e Note 3. The AFUDC rates, net of
the income tax effect, were 10.97% in 1987, 10.71%
in 1986 and 10.50% in 1985

Maintenance and repairs are chuged to expense as
incurred. Cenain maintenance and repair expenses
for Periy Unit | and Beaver Vailey Unit 2 have been
deferred pursuant to the PUCO accounting orders
discussed above. The cost of ~eplacing plant and
equipment is charged to the utility plant accounts
The cost of property retired plus removal costs, after
deducting any salvage value, is charped to the accu
mulated provision for depreciation

EPC ARE COMPATIBLE WITH NEXT PCN : 003.09.00.00
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Mmmt'u Firancial Analysis

Results of Operstions

Operating revenues incieased by 5.2% in 1987,
following a decrease of 0..% in 1986 2nd an increase
of 7.9% in 1985. The £31,000,000 increase in electric
revenues in 1987 from 1986 resulted from a
$29,000,000 increase in bas: rates and other revenues
and a $15,000,000 increase from kilowatt-hour sales
growth offset by a $13,000,000 decrease in fuel cost
recovery revenues.

Kilowatt-hour sales increased by 3.9% in 1987 follow:
ing modest gains in 1986 and 1985, Sales to indus-
trial customers increased by 3.1% in (987 from the
level in 1986. Industrial sales growth was broad-
based, particularly in the metal fabricating sector.
Residential and commercial sales increased 1.9% and
2.5%, respectively, in 1987 from 1986 levels, largely
because of a substantially warmer-than-normal sum-
mer in 1987, Lower fuel revenues in 1987 resulted
from increased use of our nuclear units.

Operating expenses increased by 2.8% in 1987, 2.7%
in 1986 and 6.3% 1n 1985. The increases in operiting
expenses in 1985 and 1986 were derived panly from
the effects of an 18 month outage at Davis-Besse. This
outage resuited in the use of more coal and pur-
chased power at unit ptices which exceeded the unit
price of nuclear fuel generation. Other operation ynd
maintenance expenses in 1985 and ! 986 increased
principally for the r :furbishmenit of Davis-Besse. [n
1987, fuel and purchased powe. e~pense dropped as
Davis-Besse came back on line and Ferry Unit 1 and
Beaver Valley Unit 2 went into service. Thy reduc-
tior in fuel and purchased powet expense, lower
federal income taxe< and savings fiom cost reduction
programs were about offset by sale and leaseback
rental expense and higher units-of production depre
ciation at Davis-Desse

Earnings available fo: common stock decreased by
7.0% in 1987 following a decrease of 0 4% in 1986
and an increase of 11.5% in 1985

AFUDC and deferred carrving charges have repre.
sented an increasing proportion of earnings — 145%
in 1987, 130% in 1986 and 105% in 1985. Al the same
time, cash fiows have been impacted by the cost of
additionai debt and equity financing for the comple-
tion of the two nuclear uaits. AFUDC for th= Beaver
Valley Unit 2 investment was discontinued on the
portion sold in the sale and leaseback transaction on
September 30, 1987 and on the remaining portion
when this Unit became operational in November
1987. AFUDC tor the Perry Unit | investment wus
discontinued on January 1, 1988 pursuant to a PUCO
accounting order. Subsequent to the November 1987
and January 1988 dates, inzerest carrying charge: on
our investments in these iwo Units are being credited
10 ircome at 3 rate luwer than the full AFUDC rate,
Consequently, carnings are #xpected to be lower in
1988, although the quality of eamings and cash flow
are expected to improve. Deferral of interest carrying
charges will be discontinued as the investments are
recognized in rate base

Effect of Inflation

[nflation continues to affect our business. Over tlie
three vear petiod 1985 1987, nur average electric
rates have increased more than the Consumer Price
Index. In this period, increases ‘1 the cost of labor,
matesials and services used in operations were moder
ated by a downward trend in the cost of coal.

The effex of inflation on the cast of much of our new
facilities has yet to be recognized in the rate making
process. Cenerally, we have to raise new capital to
meet growth needs at indated costs of construction
and to replace worn-out items at higher replacement
costs. If rate adjustments fail to compensaie for the
cost of new capital, an erosion cf our return on equity
will occur. As a result, there will be a continuing need
for rate increases

We continue to seek adequate and timely rate in.
creases and a regulatory environment whi<h is respon
sive to the effect of inflation on our investment

EPC ARE COMPATIBLE WITH NEXT PCN - 004000002
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Operating Expenses

T'uel and purchased power
Other operation and MAINIENANCE ... ...oovuiieanerarianenses :

Depreciation and amortization. . . .........

Taxes, other than federal income taxes ...............ovueerensn

Perry Unit 1 and Beaver Valley Unit 2 deferred operating

W e P ap e el I e e R e
Federt] I0COME BABOS ... . .o ouvioniveserastnsosonsesssbineisnis

oo TR T T S S R S N S e

Noaoperating Income

All~wance for equity funds used during construction
Other income and deductions, net
Perry Unit 1 and Beaver Valley Unit 2 carrying charges
Federal income taxes — credit

Income BHefore Interest Charges

Incterest Charges

RABE IO OB - ¢ - {45505 14 n S L ERE b s kiin s B e st s e btanaychie

Short-term debt

Net Income

Preferred dividend requirements

Earnirgs Avatlable for Common Stock . ... ... ..

The Toledo Edison C. mpany

For the years ended December 31,

1987 1986 198RS
(thousands of dollars )
$625,222 $594.421 $589,172

-— — 5,761
625.222 594 421 594,933
140,176 158,763 158,990
223,307 167,319 141,608

65,503 37,832 44,338
60,617 52,440 48698
(39,797) - —
30,428 50,763 61412
480,234 467,117 455,046
141,988 127,304 139 887
112,529 119,954 97.72%
(16,904) (1.627) 10,669
14,693 - -
e 52.029 38.167
153044 170,356 146,561
29 132 297,660 286,448
179,565 168,275 150,021

3,297 3675 4518
(50,001) (51,207) (41 604)
132,861 120,743 112,935
165,171 176917 173,513

42,749 45,243 41,362
$122l422 $131.674 $132.151

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

— GRAPMIC IS CONSISTENT WITH TEXT
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anagement's Financial Analysis

Capital Resources and Liquidity In addition to the construction program funding re
quirements (as discussed in Note 3), we will require
We carry on a continuous program of constructing

new facilities and modifying existing facilities to meet
anticipated demand for electric service and to ¢

$415,000,000 for the retirement of debt and pre
ferred stock during the 1988.1992 penod. See Note
11 fa further information concerning the Arst mont

sly with governmental regulations. The capital re
) B
age bonds and the preferred and preference stock of
3 F P

quirements for this construction program over the
tuee year period 1985.1987 touled approximately

the Company. Our available shortterm Dorrewing

: arrangements are explained in Note 12
$1.200,000,000, excluding nuclear fuel. This amo g P T
includes AFUDC. The capital required to inance our Our ability to meet our inancing needs depend

INSIrUction program is obained from funds Jener btaining sufficient and timely rate increases ar
ated internally as well as from extemal source upon availability of capital. See Note

* Y rate increase ~*quests. The availability
About 70% of the ¢ t i wogram capital re ' »
. e meet our external Anancing needs depends upx
quirements for 1985 and 1986 was raised througt .
% 4 . such factors as Anancial market condit
bank borrowings, sales of securities and equity contn
e 2 our ability to pay dividends, the size of

butions from the parent company. In 1987, we issued # 3
tion program and our credit ratin

f unsecured notes and debentures pangs 4 .
e encies lowered their ratings
$50,000,000 of preferred stock and $41,000,000 of PR i e
of the Company. This made our ¢ fcapita

first mortgage bonds. In September 1987, we sold and

. : expensive Standard and Poor’'s Corpx
leased back certain interests in three generating units
" ration raised our hArst rigage bonds and prelerred
as discussed in Note 2. A substantial portion of the
stock ratings to BEB~ and BB =, respectively. Those
net proceeds from these transactions has been used («
ratings have not changed through 1987 Standard and
rt-term debt incurred to finance (Rings Have Dot CRENGEA thIoURN Ayn7. SIEHTA &
Poor's rates our unsecured notes BB+ Moody's
redeem outstanding
x vestors Service rates our bonds Baal, unsecured
rities
notes Bal and preferred stock Bal
neral corporate purposes
1ds from the sale and (easeback transaction t For discussion of the cash li
program, mandatory ar Reform Act of 1986, see Note

irements and gen
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Rmined Earnings The Toledo Edison Company
For the years ended December 31,
1987 1986 1985
(thousands of dollarsy)
Ralance at Beginning of Ye@r. . ..............ccooivviviiiiiiinainins $ 305,130 § 276588 § 221486
Additions
MREREOBERE L 5k ) 0 il o3 e n e s VEvaF T R E A AR PR L E TS R £ 165,171 176,917 173,513
Deducti
Dividends declared:
CORMBE TR « o ok s i i samsne buab ot nnb e stheh E8sabs sEbA (111,%00) (102918) (76,566)
T T e e PR O RS S A A M (40,212)  (45457)  (41,845)
Preferred stock redempPLion EXPensSes ... ....c.ccvvervrneis veirsis (21,368) — —
Eamings Reinvested During the Year ........ooovivviiiiiieianie, (7,909) 28,542 $5,102
T T R R L e e e e e $ 297,221 3§ 305.130 § 276,588

Souuc of Funds Invested in Plant, Facilities and Special Deposits

For the years ended December 31,
__1987 1986 1985

{thousands of dollars)

Provided from Internal Sources

SO0 IR - 150 5 5 5 Lo ATt e mn A aih 55 0 E N 00 p Rk ATE bR 5B PN En e $ 165171 $ 176917 § 173,513
Principal Non-Cash [tems:
Depreciation and amoOrtization, NeT . .........ccocevoriisnriinesons 57,628 37,832 44,338
0000 DOCTAI ANCOMR DRICS . . o s 5ivs s vos ob 5 Kbe bibassy3oasmas ('43,036) 32,037 12801
EOVEMORRY SR COBEIE. IMEE + .o shvinsnsosok chmisnonesaiions Nk F ey 79,332 (21,558) 6,512
Allowance for equity funds used during construction .............. (112,%29) (119.954) (97,725)
Funds Provided from Operations .............oversvenicsoanss 46,566 105,274 139439
Dividends paid. . . .vsssesvsirasesirsarssassarsirasrssivisusscasss (155,515) (148,382) (139,072)
Net proceeds from sale and leaseback transactions .................. 1,075,988 - — —
Increase in reserve for Perry Unit 2 allowance for funds used during
GOBREPURHION v 0605040 0npemapr R T, W o P e 32,158 27,079 12,460
Net change in worka capital and other aCCOUNLS ..........cevvrenn 4,195 22,608 3.90%
Allowance for equity funds used during CONSLIUCTION . .....ovvvvvnnns 112,529 119.954 97,123
Funds Provided from I[nternal Sources. .............c.. ¥ % forss 1,115,921 126,533 114,457

Provided from External Sources

Sale of Securities.
1,333 BC BRS

COMMOR BRECE ;o vics oo nennitraanshsosproves s ds hakhes b bhnds i —
s T R - R R i, T | I R e BT 50,000 30,000 30,000
P DOIEREE IOOMEE « 2.« wixsv560) 6w i onsnsiranvvbsed fotbhedint e 41,000 100,000 96.800
Equity contributions from Parent .. ......ccoveveveinrernieerinnass 30,0C0 91,059 -
PRt RS (61 DU R ¢ 2 1 v i o oo imbinilos ssbborniliobngreskes iy 179,745 93,535 147.346
Net change in pollution control construction funds ................. 5,448 25,403 (10.512)
Net increase (decrease) in shorttermdebe............oovvvvvninnns 46,700 (7,700) 1,000
Net (increase) decrease in temporary cash investments, ............. (520,901) 41492 (31,599)
Redemption of bonds and preferred stock .........covvvviiiiiinans (459,708) {53.031) (52.823)
Net (decrease) increase in other noncurrent liabilities .............. (14,215) 42,047 33,486
Funds Provided from External SOUrces ...........coooevvnivnns (641,931) _ 364.138 294,583
TOMN SOMVCIN O PRI, . v vvvaio s srnsmima 6650 nbbuuby s Aa0 6 0o S A0LERRNY 8__4?2&'90 $ 490671 § 409,040
Invested In
Construction Expenditures ........... T T ST e $ 366,797 § 449432 § 378,045
Deposits in Trust, sale and leaseback proceeds ..................... 109,976 -— e
(Decrease) Increase in Nuclear Puel Inventory ........cocovivvvinnes (2,783) 41,239 30,995
Total Invested in Plant, Facilines and Special Deposits. ............... $ 473990 § 490671 § 409,040

The accompanying notes and summary of significant accounting policies are an integral pant of these
statements

— GRAPHIC IS CONSISTENT WITH TEXT ees  NEXT PCN : 007.00.00.00
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Bdu.u Sheet The Toledo Edison Company
December 31,
1987 1956
Assets (thousands of dollars )
Property, Plant and Equipment
Utility phmui: YRR PRIV | St LEC S e $2,562,093 $i442812
Less: accumulated depreciation and amortization ................... 419,149 415,745
2,142,944 1,027,067
Construction work in progress ... .............,, O e P ok 67,704 1,870,649
BOIRY SIBIR Ee ocoavbonns voinsnrash IV ELADEES s S oy 5¥hsdy FREA DS Swrs NS 5 570 275,088
2,517,218 317271
PUNRLIONE TR R O QUMD « o < €45 500 6 55.Cn o mbv ooy s 3 b AT 267 829
property, less accumulated depreciation .. ........ ... .......... 2,023 1,193
Special Deposits 2,784,287 3,441,793
Pollution control construction funds, u 883 633
Deposits in trust, sale and leaseback proceeds 109,976 —
Current Assets ——01.—-" 39 6331
Cash and temporary cash INVeSMENS ... .......ovveiiieiiiiiii, - $99,117 TH974
Amounts due from customers and others, net .. ................ Tk 62,866 $0,728
ATRORIIES OO0 TPOME BIBMIIADE &« i oxn a5 s mnw 5o s s woTdsdinn s s sn b sh s g 15,840 11,539
Materials and supplies, at Average COSt ............oovineriniinenrniies 21,272 11479
Fossil fuel inventory, at average cost 23,245 21,182
Taxes applicable 1o succeeding years. . 61,614 44,599
e S e R T PR TN T I S P 14,699 2,536
Deferred Cbarges 12883 —33L,007
Unamortized costs of terminated projects ... ..............c.ovieiinen. 17,223 22,408
Accumulated deferred federal incOme @XES. .. .............coovvvianes 218,030 11,223
Unamortized loss, Beaver Valley Unit 2sale .. ...............covuvunns 134,475 -
Umm:n&lm\:.ndnac?uwddeu el Bt b el ke v A zz:;’; -
Carrying ¢ nuclear operatin, expemcs ................... -~
Oae L ey dm o otld o b i 87,027 66,436
516,611 100,067
OB TN 2 2. &y b g m b e 3 g e S s 0 i o B 84210410 $3.769 528
Capitalizacion and Liabilicies
Captraitzation
Common shares, ’5‘?1! v:lue 600anwmomed 59!54000 :
outstanding in 1987 and 1986 ... .. ... . ..., ux vl $ 195087 $ 195647
Pmmum kR R T e PR T T et P A R 482,770 482,787
COUNDT DRITAR CUOMEE . . . o vvs o niis e nuan's 55 bis biiin s s abas vesons 121,059 91,059
IRRRONGE ST 5573 i.v'r 748 k4 TUETER o lp 9580 o }ioh banid Ko ¥ anw RPN 297,221 305,130
SOTRIRON SR CUINY > 5 5 2.2 5,67 3555 550,000 A3 98 L5005 ok v bm s o s 7 L 1,096,737 1,074 663
Preferred stock
With mandatory redemption provisions ... ....................... 73,340 148,797
Without mandatory redemption provisions .. .................. ; 240,000 260,000
RGP IR ) 2. s 15« 57 s s o s g ad s 08 a ik d b b 1,400,292 1,480 947

Otber Nomcurrent Liabilities, primarily nuciear fuel lease and trust obligations .

Current Liabilities
Current prmmnollmtermdtbundpnfemd stock .
Current portion 1 lease obnganom
Notes pavable 1o banks and others . iy S PO
ACEUUDEE DEVIDIE ' s 250 s in v grbnis s 6n6s 450 €5 6549 5 v ais R
Mtoumsmdnmeupowbklo:lﬁhaa L Yl bt pVRF e Ry | b
Accrued taxes ... ..
Accrued interest
Dividends declared .. .. A T o f A0
Accrued pavmllmdvxum$ ..........
CNEY 55 ssxs B4 Fart e Wa i mik e

Deferred Credits
Unamortized investment tax credits . .,
Accumulated deferred federal income taxes :
Reserve for Perry Unit 2 allowance for funds used durmg construction
mUmmxnd pnn Bruce Mansfield Plant sale .

Total Capitalization and Liabilities

260,429 274 644

36,932 28398
30,791 172,710
— 15,000
79,970 62,480
84,269 7,267
9:,264 46 686
43,675 42,958
7,497 11,300
8,116 R.929
17,000 11,518
401,514 282,743
101,566 33,890
237,103 1494 %4
71,697 39.539
275,618 -
52,114 14,551
73809 _1n7%
$4,210,410 $3.769.52%
- ——— "

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

— GRAPMIC 1S CONSISTENT WITH TEXT EPC ARE COMPATIBLE WITH NEXT PCN : 008 00.00.00
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Sumum of Cumulative Preferred The Toledo Edison Company
and Preference Stock
1987 Shares Current —December 31,
Qutsanding  Call Price 1987 1986
(thousands of dollar )
$100 sar value preferred, 3,000, ‘00 shares authorized; $25 par value preferred,
12,070,000 shares authorized: and $25 par value preference, 5,000,000 shares
authc. ‘zed — none outstanding
Subjecy "o mandatory redemption (less current maturities):
FID0 B SELO0 <o oo iinvsee s i 50,000 $103.50 $ 5,000 $ 5499
X ) R o 183,400 10543 18,340 20,008
¥ L S W e e -_ — — 11,248
L N AN - — - 18,225
G F e TS e Ny [ —_ - — 28,800
K IeEil W e R S - - - 30,000
Ny R PR - - — 35,000
e B R L 2,000,000 27.81 50.000 —
73,340 !l48l7z7
Not subject to mandatory redemption:
100 par U B R 160,000 104625 16,000 16,000
T e S S e e 50,000 101.00 5,000 5,000
B e s 7t sx ek v iy e in 100,000 102.00 10,000 10,000
T et R T 100,000 103.54 10,000 10,000
P Ry aa e e, e 150,000 103.377 15,000 15.000
B 505 A ks e h ik s 6eE 150,000 102.60 15,000 15,000
PO Ciaies v s i ek 190,000 101.00 19,000 19.000
25 par % M S TR 1,000,000 2590 25,000 25,000
77 R R R 1,400,000 2845 35,000 35.000
BB Vivinivriiivesrrens - — — 20,000
7 1 I rar R 1,200,000 3097 30,000 30,000
Series A Adjustable . ... .. 1,200,000 - 30,000 30,000
Series B Adjustable . ... .. 1,200,000 — 30,000 30,000
$240.000 !260,000

The accompanying notes and summary of significant accounting policies are an integral pant of this statement.

EPC ARE COMPATIBLE WITH NEXT PCN @ 009.00.00.00 -
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Nom to the Financial Suacamenn

(1) Property Owned with Other Utllities and lavestom

The Company owns, as & tenant (n coromon with other uiilities and those Investors who are owner. participants in
various sale and leaseback transactions (lessors), certain genersting units us listed below. Rach owner owns 4n
undivided share In the entire unit. Each owner has the right 10 8 percentage of the generating capability of each
unit equal to s ownenhip share. Each utility owner (s obligated 1o pay for only its respective shace of the
construction and operating costs, Bach lessee 1o obligated to pay for the related lessor's share of those conts, The
Company's share of the operating expenses Is Included In the Results of Operations. Property, plant and
equipment st December 31, 1987 includes the following faciiities owned by the Company a4 4 tenant In common
with other utilities and lessors: '

In: Plant Construction
o ; Bervice o-:;‘mhip awnmhlp .roovm " ll'\k | 'vork B
Qeneruting Uniy bm are egawnly yrce ervice n_Progre
Tihoussnds of delian)
I Service:
L T R e s 1977 8 82n a1 Nuclear § 503657 § 453563
Perry Unit | & Commen
PROIULI®d i v vasiiiininiceins g 1987 1951 40 Nuclear 1,097,023 -
Beaver Valley Unlt 3 &
Cormmmon Facllitles (Note 2) ... 1587 1.6 14 Nuclear 199,204 834
Construction Suspended (Note 3):
Perry Unit 2.,.,.. S A e ah e Uncerain 1991 200 Nuclear .- 10

1,755,884 1382967

(2) Udlicy Plane Sale and Lenseback Transactions The Company ls amortizing the applicable delerred
grin and losy associated with these sles of utility

On September 30, 1987, Cleveland Electric sold e plant over the period of the lease terms

sentially ali of ity 470.-megamunt undivided tenant-in.

cormmeon Interests In Units 1, 2 and 3 of the cosl- As co-lessee with Cleveland llmm.,tm Company it
fired Bruce Mansfield Plant (Mansfield Plant). Cleve. slso obligsted for Cleveland Blecuric's iease pay.
land Blectric had owned &£ 9%, 28.6% and 24.47%. ments. (f Cleveland Electric is unable to make it
respectively, of those three units. The sale price was payments under the Mansfield Plant lesses, the Com.
$625,500,000. On the sarme day, the purchasers lensed pany would be obligated to make such psyments
those Interests back to Cleveland Electric (with the The future minimum lesse payments required undet
Company as ¢o-lesses) for a term of about 29 these operating Jesses &. December 31, 1587 are
o summuized s follows

Also on September 30, 1987, the Company s0ld essen: Yot the Clc::l'md
tially all of ju 294.mey mart undivided tenant:in Yeur Company EBlectric
cormmon intererts in Units 2 and 3 of the ManaBield (thouswnds of dollan)

Plant, The Company hed omvned 17.3% and 19.91%, YOOl viicivnis Jiaatis § 88000 § 34,000
respectively, of those two units. The sale price was 1989 ..ooviiininiinn 111,000 71.000
1398.100,000. On the same day, the Company tlso g’gg ERLTRRTERRERRY Hg'ggg 7tggg
sold about 18.26% of Beaver Valley Unit 2. The Com. 13" Sy S 119.000 1000
pany had owned & 19.91% (164 meganars) undl: Later Years .. ... .. 3082000 _1,968,000
vided tenant.in.common Interest in Beaver Valley Towul Puture Minimum

Unit 2 and has retalned about 2 1.69% Interest | the Lewse Peymenu ... §3,385.000 gz.;ae 200
Unit. The sale price was §715,000,000. On the same

day, the purchesery lessed those (nterests in the twe No payments were made on behaif of Cleveland Elec:

p.ants back to the Compeany (with Cleveland Blectric tie In 1987, As discussed In Note 7, the Company is

44 co-lessee) for termae of about 29/ yenrs consideting propesing the wansfer of jtv Beaver Val.
10

- BRAFHIC IS CONSISTENT WilW TRXT §PC AAE COMPATIZLE WITH NEXT POY 034 20.00.00 |
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ley Unit 2 leased capacity entitiement 1o Cleveland
Electric. The related future minimum lease pay
ments assoclated with Beaver Valley Unit 2 aggregate
§1,134,000,000

The amount recorded by the Company as rental ex
pense for the Mansheld Plant leases was §12,600,000
in 19R7. Rental costs for the Beaver Valley Unit 2
leases of §18,300,000 in 19R7 were recorded by the
Company in a deferted charge account

The Company and Cleveland Clectric are responsible
under the leases for paving all taxes, insurance pre
miums, operating and maintenance costs snd all
other sim ¢ all Interests in the Units sold
and leased back The Company and Cleveland Elec
tric may Incur additional costs in conn ar

capital inpravements 1o

$Ofs) may ¢l

lar costs

wiln
the Units. The ownets (les
eCt to make addit
with respect to the cost of any

on terms to be agreed upon and
Cleveland Electric have opti the Interests
back at the end of the leases for the fair market value
at that time or to renew the leases for a minimum of
two years. Additional lease provisions provide ¢
purchase options Ji;rg with conditions for mandatory
termination of the leases (
the leasehold Interests
events of default

1l eqguity Investinents
caplizl improvements
The Cownpany

18 1O DUy

and possible repurchase of

for obsolescence and

(3) Consteuction snd Contingencies

Construction Program

ny's construction
including AF
more

should
be
rain poliution
asts for this period
expected 10 inCrease substantiy However
thereafter. No
because jts

D2 and excluding nuclear fue
stringent regulations
adopted, particularly In the area of acid
control
are not

such costs could

environmental

construcuon program

amount is

ncluding i shar
about $8% ¢

50 Of severa
struction with 3 re
33 RO

None of these aliernatives may be

em

Ing or canceliation

GRAPMHI”

358919
PCh: 010

LR L L
Pay € MW MO
04.00.00 &

implemented without ti val of ¢ach of the

CAPCO comparies

¢ appe

If Perry Unit 2 Is cancelled. the Company will seek

tecaver ity invest

i
authorization feom the PUCO te
.

ment in the Unit in rat Ve have no assurance that
recovery would be allowed. In the event of such g
cancellation, if and when it were to appear probable
that recovery would not be allowed, the Company’s
investment in Perey Unit 2 (including ATUDC), plud
gny cancellation cosls, less any equ
elsewhere and less any resulting tax saving, would
have to be written off, We estiinate that such o write
off, based on the Company
as of December 31, 19R”
$172,000,000

pment usable

s invesunent in this Unit

woulld have been about

In April 1986, Duquesne announced that it no longer
needs the capacin
continuing to pav for its 13.74% ownership share of
maintaining Perry Unit 2 ugtion
pended. Duquesne has advised the Pennsyivania Pub
lie Utilities Commissian (PaPUC) that it wuil not

agree to resumption of construction of Perry Unit 2
We do not know what drrangements might be made
between Duquesne and the other CAPCO compa

nies if they want to complete Perry Unit
Duquesne does not change is p

of Perry Unit 2. Duquesne is

while consu I8 Sus

) amnd
« QNC

sdtion

(4) Nuclear Operttions and Contingencies
Davit-Heste Nuclear Pouwer St

of certain re

Jrred

In 19R7, the PUCO ordered
placement fuel and purch

and collected fromn custon Aring an
Davis - Besse in 19RS and

tefund requirement was b
sion that the outige was a ¢
management and mainten
Company. The amount

$33.595.000. The refund
over 8 period of 1R n
1988 through operation of the fuel cost rate adjust
ment. The Company has appealed the

tefund will reduce cash

COsts ing
outage at
The
the PUCO's conelu

of imprudes

nrerest

einthe

¢ of Davis Desse by the
the refund
s (0 De

s approximatein
made 10 cusomers

nthe beginning in February

order to the
Ohioc Supreme
flow

by the

that which o
that which O

refund will not ad

In January
(NRC

tion
Wilcox
Desse

of nuclear reactors

DA
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designed reactors can continue to operate safely
while its review is being done. The outcome of the
NRC'’s review and its impact on the Company cannot
be predicted.

In December 1986, the State of Ohio and an organiza
tion each separately requested the United States
Court of Appeals for the Sixth Circuit to prevent the
operation of Davis-Besse until the NRC has reviewed
the offsite emergency plan for Davis-Besse. That Coun
has not yet ruled on these requests but has ruled in
the Company’s favor in a similar proceeding involy-
ing Perry Unit 1.

Perry Unit 1

Perry Unit | was placed in commercial operation on
November 18, 1987. Although the Unit is in commer
cial operation, petitions are pending before various
jucicial and regulatory bodies to halt the operation of
Perry Unit 1 or modify or terminate the operating
license. We believe these petitions are unlikely to
succeed. See Note 7 for a discussion of regulatory
matters relating 1o the Company’s invescment in the
Unit.

Beaver Valley Unit 2

Beaver Valley Unit 2 was placed in commercial opera-
tion on November 17, 1987. See Note 7 for a discus-
sion of regulatory matters relating to the Company’s

investment in the Unit

Otber Nuclear Risks

The Company's interests in four nuclear units (Davis
Besse, Perry Units 1 and 2 and Beaver Valley Unit 2)
are also impacted by activities or events beyond the
Company's control. Operating nuclear genenting
units have experienced unplanned outages or exten-
sions of scheduled outages because of equipment
problems or new regulatory requirements. A major
accident at a nuclear facility anywhere in the world
could cause the NRC to limit or prohibit the opera
ton, construction o licensing of a nuclear unit.

(5) Nuclear Fuel

The Company has lease and trust armngements to
finance nuclear material and fuel. This nuclear fuel
inventory should provide an adequate supply lasting
into the mid-1990s. Substantial additional nuclear
material must be obtained in the future to supply fuel
for the remaining useful lives of Davis-Besse, Perry
Unit 1 and Beaver Valley Unit 2. More nuclear mate
rial and fuel wouid be required if Perry Unit 2 18
completed.

EPC ARE COMPATIBLE WITH NEXT PCN : 012.00 00.00

The maximum amount that the Company can finance
under one set of nuclear fuel leasing arrangements is
$215,000,000. It consists of a long term lease that
allows the lenders to cancel their inancing commit-
ments after three years' notice. The Company’s share
of the maximum amount available under another
arrangement, which includes leases and a tnist com-
bined, is $83,000,000. This arrangement is subject 1o
cancellation by the lender after one year's notice.

The lease and borrowing rates are based on bank
prime and commercial paper rates. The amounts capi-
talized included interest charges incurred by the
lessors amounting to $17,000,000 in 1987 and 1986
and $16,000,000 in 1985. Under the leases, rental
payments are made as the fuel is burned in a reactor
The estimated future lease amortization payments
based on projected burn are $32,000,000 in 1988,
$36,000,000 in 1989, $35000,000 in 1990,
$41,000,000 in 1991 and $48,000,000 in 1992. As
these payments are made, the amount of credit availa-
ble to the lessors is renewed and becomes available
to finance additional nuclear fuel

At December 31, 1987, a total of $273,000,000 is
committed under the leases and the trust for nuclear
material and costs of processing it into fuel for the
Cempany. This includes nuclear fuel in the Davis
Besse, Perry Unit | and Beaver Valley Unut 2
reactors with remaining payments of $25,000,000,
$34.000,000 and $26,000.000, respectively, as of
December 31, 1987

(6) Nuclear Insurance

The Price Anderson Act (Act) limite the liability of
the owners of 3 nuclear power plant. This limit is
covered by private insurance amounting to
$160,000,000 and an amount provided by an industry
assessment plan. Under the plan, if any unit in the
United Sates has an incident with losses in excess of
private insurance, up to $5,000,000 (but not more
than $10.000.000 per unit per year in the event of
more than one incident) must be contribued for each
licensed nuclear unit in the country by the licensees
of each unit to cover liabilities arising out of the
incident. Based on the Company’s present ownership
and leasehold interests in its three operat’..g nuclear
units, the Company’s maximum potential assess
ment under these provisions (assuming the other
CAPCO companies were to contribute their propor
tionate share of any assessment) would be $4.422,000
per incident but not more than $8,844,000 per calen

dar year




B  Gowse Integrated Trpewitmg System VAKYMS b | BCLIIWS 160N BOLoOFFT Te-Mar-8 0160
Style JIS0UAS ISTYLESSTYLEOOI BST 4  File DUSKISCRATOMBCL (PROD SCRATCHTT000021 4 fot  © 10 MO
Sq 4 Fe kad 200" pews. Mert wat 1300 viwt 211 JOB: LD4510  PCN: 012.00.0000 S/N:
TOLEDO CENT SERVICE BOWNE OF CLEVELAND (210 a1 8N4
! T

Cerain provisions of the Act expired on August 1,
1987 However, until new legislation is adopted, the
provisions of the Act relating to the industry assess
ment plan and the limitation of liability will con
tinue to apply. We cannot predict what action
Congress or the President might ultimately take re-
garding pending legislation or the Act. If the Act is
modified to increase or eliminate the liability limit,
the Company’s potential assessment in the event of a
nuclear incident could be significantly increased.

The Company has insurance coverage for damage to
its property at Davis Besse, Perry and Beaver Valley
(including leased fuel and clean up costs) in the
amount of $1,525,000,000 for each site. Damage to
the Company’s property could exceed the insurance
coverage by a substantial amount and thereby have a
material adverse effect on the Company's financial
condition and results of operations in the periods
following the loss. If the property damage reserves of
one of the insurers are inadequate to cover claims
arising out of an accident at any nuclear site in the
Uniied States covered by that insurer, the Company is
obligated to pay retrospective premiums up to
$6,530,000 for the current policy year

Insurance coverage is also held for the cost of any
replacement power purchased after the occurrence of
certain types of accidents at the Company's nuclear
units. The amount of the coverage is limited to 90%
of the estimated difference in replacement power
costs per week during the 52 week period stanting 26
weeks after an accident and 45% of such estimate per
week for the next 52 weeks. The cost and duration
of replacement power could substantially exceed the
insurance coverage. Also, if the insurer's reserves are
inadequate to cover claims arising out of accidents
atany nuclear units in the United States covered by
such insurance, the Company is obligated to pay
retrospective premiums up to $1,462.000 for the cur
rent policy year

(7) Regulatory Matters
Rates

During the three years ended December 31, 1987, the
PUCO granted incrrases in electric rates to the Com
pany as follows:

Annualized
Date Amount
(thousands of
dollan )
February 1985 $22,700
May 1987 43,000
December 1987 4,000

In December 1987, the PUCO granted the Company
an increase in electric rates of $4.000,000 annually. In
addition, the order made permanent the February
1985 and May 1987 emergency rate increases. The
rate increase includes a significant portion of the
requested annualized operating costs for Perry Unit 1.
The rate increase also reflects inclusion of a portion
of Perry Unit 1 cost as construction work in progress
in rate base. The new rates went into effect in late
December 1987,

In connection with the February 1985 rate order, the
Company was ordered to record a portion of its
AFUDC accruals to a reserve account (rather than to
income) in an amoun’ sufficient 1o offset the in.
crease in after-tax earnings resulting from the ate
increase. At December 31, 1987, this AFUDC deferral
amounted to $38,000,000. [1 is expected that when
Perry Unit 1 is considered for full inclusion in the
company's rate base, the PUCO will either reduce
rate dase by the amount of the reserve or include such
amount in rate base . If the latter option were chosen,
future revenues would be reduced by the interim
revenues collected, including carrying charges, over a
period equal to the period the interim rates were i
effect.

The Office of Consumers' Counsel (OCC) requested
a rehearing objecting to inclusion of Perry Unit 1
operating costs in the rate decision. The OCC also
filed 2 second request for reheart.g in the rate case on
other matters. The Company and other interested
parties also bave requested rehearings. The PUCO
denied the request for rehearing with re.~>ct to the
inclusion of Perry Unit 1 operating costs, The PUCO
also acted on the other requests by agreeing to rehear
specific issues raised in some of the requests. The
OCC appealed the issue raised in its first request for
rehearing to the Ohio Supreme Court and has re
quested a stav relating to inclusion of such costs. The
Company and the other parties filing requests for
rehearing may also appeal to the same court if the
PUCO denies their respective requests. We believe
OCC's request relating to inclusion of Perry Unit 1
operating costs is unlikely to succeed.

Rate Pbase-in Plans for Nuclear Investments

In Pebruary 1988, the Company filed a notice of intent
1o request a rate increase with the PUCO. Generally,
when a new electric generating unit is, or is about to
be. placed in commercial service, the Company re
Quests a rate increase to recover all allowable costs,
including current operating expenses, depreciation,
interest and 2 fair return on its investment in the unit
Because of the size of its ownership investments in

EPC ARE COMPATIBLE WITH NEXT PCN = 013000000
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Perry Unit 1 and Beaver Valley Unit 2, the Company
has proposed to the PUCO a gradual increase in rates.
These increases would “phase in" full recovery of all
such costs over a 10 year period. This plan would
defer costs in its initial years, but would ultimately
provide for full recovery of all allowable costs, includ-
ing all costs deferred pursuant to PUCO accounting
orders.

The plan includes a request for an initial increase in
the Company's base rates which, when coupled with
a reduction in revenues from a decrease in the fuel
cost recovery factor and the impact of the February
1985 emergency rate increase, would result in reve
nues being 7.2% higher than 1987 revenues, or
$45.000,000 annually, followed by nine annual in
creases. The amounts of the annual increases follow-
ing the first year have yet to be finalized. They will be
designed to provide for the full recovery of aliowa
ble costs relating to the Company’s investments in
Perry Unit 1 and Beaver Valley Unit 2. Also, as an
alternative to the phase in plan, the Company in-
cluded in its notice of intent a request for an approxi
mate 30% rate increase which reflects the increase
necessary for full recovery of its investments in Perry
Unit 1 and Beaver Valley Unit 2 on a nondeferred
bas's.

A rate application reflecting the phase-in plan and the
nondeferred alternative is expected to be filed with
the PUCO in March 1988 As a pan of this application,
the Company is considering proposing the transfer of
a portion or all of its leased Beaver Valley Unit 2
capacity entitlement and associated rental obligations
to Cleveland Electric for an undetermined period.
The application also will seek to recover the Com-
pany’s investments in facilities other than Perry Unit 1
and Beaver Valley Unit 2 and higher operating and
capital costs. [rrespective of any action the PUCO
may take with respect to this application, additional
rate increases may be requested in future years to
recover the Company's other investments in facilities
and higher operating and capital costs

The Chairman of the PUCO has stated that the PUCO
will sponsor a settlement conference with the Com-
pany and intervenors in early March 1988 (o begin
discussions on the phase in proposal. [t is our intent
1o work with the PUCO and other interested parties
to reach an agreement sooner than December 1988,
the earliest time when, under rormal procedures, any
rate increase from the expected March 1988 applica
tion would go into effect

The proposed phase in plan is expected to satsfy the
accounting standard for phase-in plans. If the PUCO

EPC ARE COMPATIBLE WITH NEXT PCN

does not approve the phase-in plan or if a phase in
plan is approved that does not meet the accounting
standard, the Company’s results of operations and
financial condition would be adversely affected to the
extent that ailowable costs, including all costs being
deferred pursuant to PUCO accounting orders, are
not being currently recovered.

Potential Disallowance of Nuciear Investments

Depending on the ultimate outcome of prudency
investigations and the related appeals, the Company
may have to write off the disallowed costs or discon-
tinue accruing post in-service carrying costs on a
portion of its investments in Perry Unit | and Beaver
Valley Unit 2. See Note 3 for a discussion of Perry
Unit 2.

In January 1988, the PUCO issued an order stating
that approximately $027,800,000 of Perry Unit 1 con
struction costs were imprudently incurred cr were
unreasonable and that the Company’s share of these
costs of about $125.000,000 must be written off and
not included in its rate base The PUCO's investiga
tion covered the period of time starting with the
decision to build the Unit through the date of
fuel load on March 21, 1986. Approximately
$4.153,000,000 in construction costs of Perry Unit 1
were incurred during this period. The order also
stated that further adjustments will be required to
correct the additional AFUDC component to reflect
subsequent delays in the in service date and to reflect
additional AFUDC associated with cenain issues. The
preliminary estimate of this additional amount,
based on the methodclogy used in the PUCO's order,
is $174.,100,000. The Company's share of this amount
is about $35,000,000

specifically, the PUCO concluded that Cleveland
Electric performed its project and management re
sponsibilities in an aggressive and effective manner,
except for about $298.900,000 of costs which could
have been avoided through improved management
and decision making, $263,600,000 of costs result
ing from delays caused by General Electric Company
in connection with the design and construction of
the nuclear steam supply system and $65,300,000 of
costs resulting from delays caused by another con
tractor. Although the PUCO concluded that Cleveland
Electric did not act imprudently with respect to the
latter two costs, the PUCO concluded that these costs
should be disallowed

The PUCO will also consider the prudency and rea
sonableness of Perry Unit 1 construction costs in

0164.0000.00
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curred after the fuel load date which are estimated to
be about $1,200,000,000

We believe all of the Company’s expenditures for
Perry Unit 1| were prudently incurred and that the
PUCO’s findings were in error. The Company has
requested a rehearing with the PUCO and, if the
request is denied, will appeal the order to the Ohio
Supreme Count. We cannot reasonably estimate the
amount of loss, if any, that may result from the
resolution of this matter. Accordingly, the Company
has not written off any of its investment in Perry Unit 1
at this time. !f the PUCO's decision is not reversed on
appeal, the Company would be required to write off
the disallowed amounts.

In January 1988, in a Duquesne rate case, a Penn-
sylvania administrative law judge recommended to
the PaPUC that there be no disallowance of Perry Unit
1 construction costs incurred from the time fuel was
loaded until the Unit began commercial operation.
The recommendation is not binding on the PaPUC,
the PUCO or the Company

In his January 1988 recommendation, the administra-
uve law judge also recommended that the PaPUC
disallow $372,000,000 of Beaver Valley Unit 2 con-
struction costs which were incurred during the period
until fuel was loaded and were determined to be the
result of imprudent management by Duquesne. The
total estimated cost of the Unit is $4.700,020,000. In
his recommendation, the administrative law judge
considered the report submitted by Canatom, Inc.,

the engineering firm selected by the PaPUC to evalu
ate Duquesne’s management of the construction of
Beaver Valley Unit 2 and to conduct an audit of
related peoject costs. Canatom concluded that Du
quesne performed most of its duties in 2 reasorable
manner, with the exception of certain engineering
related and other matters which increased the cost of
Beaver Villey Unit 2 by a1 amount ranging from
$219,000,000 to $.71,000,000. Canatom coucluded
that those costs could have been avoiied. "he admin-
istrative law judge recommended a disallowance of
about $89,000,000 of the costs which Canatom had
concluded were avoidable and recommended a disal-
lowance of $283.000,000 of costs which were not
considered avoidable by Canatom. Canatom also con
cluded that the CAPCO companies delayed the con
struction of Beaver Valley Unit 2 due to capacity, load,
financial, regulatory and technical considerations re
sulting in additional costs of $312,000.000 to
$488,000,000 but did not characterize these delays
and costs as avoidable. The administrative law judge
recommended that these costs be allowed The
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Company and Duquesne do not agree with the admin-
istrative law judge's recommendations regarding dis-
allowances or with Canatom's conclusions with
respect to avoidable costs. Duquesne will chalienge
these recommendations in appropriate PaFl'C pro-
ceedings. Neither the administrative law judge’s rec.
ommendations nor the Canatom report are binding on
the PaPUC, the PUCO or the Company, and any
decisior. of the PaPUC will not be binding on the
Company ot the PUCO. However, the PUCO also wll
investigate the prudency of the costs of the Unit and
will review the Canatom report in determining
whether to disallow the recovery by the Company of
any of its costs of the Unit. If it were to appear
probable, as a result of any proceedings instituted by
the PUCO, that recovery in rates of any portion of the
construction costs, including a full return thereon,
of Beaver Valley Unit 2 will not be allo