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revenues, costs and capital spending requirements indicate that we not only can sustain the
dividend at the new rate barring unforeseen circumstances, but we also will have the opportunity
to grow the dividend as we achieve our strategic objectives.

These decisions were made now because of the pressures imposed by a number of interrelated
factors. Legislatve and regulatory decisions have prompted increasing competition while
imposing higher operating costs on investor-owned electnic utilities, The recent action by several
security rating agencies to downgrade the ratings on securities of our operating companies,
Cleveland Electric and Toledo Edison, accented our financial difficulties,

We also decided that, once the deferral of expenses and acceleration of benefits under our

Rate Stablization Program are completed in 1995, we should no longer plan to use regulatory
accounting practices to the extent we have in the past. As a result, future carnings will be largely
cash earnings. This will further move us toward being a more competitive, market-driven
company. It also will provide a clearer picture of our progress and strengthen the Company s
financial integrity

Now that these decisions are behind us, we are better positioned to meet today’s econonue and
competitive challenges through implementation of our sweeping strategic action plan. At the heart
of the plan are these priorities:

® Maximize share owner return from corporate assets and resources
® Achieve profitable revenue growth.

® Rank among the nation’s top utilities in customer favorability

® Motivate employees to achieve corporate objectives

® Attain increasingly competitive power supply costs

As a major step toward increased competitiveness, we reduced our workforce by 19% in 1993,
largely through early retirement. We respect the decision made by the employees who elected
carly retirement, and we will miss them. Our streamlined management team includes new
members who have added a wealth of energy and ideas. Throughout the Company. we have
noted the emergence of skilled and expenienced employees who are showing the ability to take
responsibility and contribute to our progress.

The following pages provide additional highlights from 1993, an overview of our strategic
action plan and specific objectives through the year 2001, The plan is a bold and far-reaching
blueprint tor progress. Your Board and management are determined to make the plan succeed
so that we can meet the single greatest challenge in our history - making the transition from a
traditional utility to a more competitive, market-driven business whose profitability rewards
all share owners.

Sincerely,

Robeit J. Farling
Chairman, President and Chief Executive Ofticer

March 9, 1994




PERSPECTIVE SETTING THE STAGE FOR OUR

strategic action plan required a penod of
financial transition involving costly but
essential actions that had a major impact on 1993 earnings.

The asset write-offs were among those actions. One write-off involved
5598 million, after taxes, of previously deferred charges related to a

1989 rate agreement. The deferred charges were scheduled to be amortized
and recovered in the 19941998 period. However, current projections
show that revenues over that period would not provide for such recovery
as scheduled due 1o economic and competitive pressures. Accordingly, we
concluded it was necessary to write off the deferred balance. This action
moves us closer to reporting carnings on a cash basis with less reliance
on regulatory accounting measures. In addition, because we recognized
the charges in 1993, they will not have to be recognized in the

1994-1998 period.

The other write-oft was a $425 million, after-tax charge for Unit 2 of

the Perry Nuclear Power Plant. Based on our current assessment of power
requirements an our region, the partially built unit will not be completed or
sold. As a result, the investment must be written off,

Another essential action was the 19% reduction in our workforce, While
this will result in substantial savings annually beginning in 1994, the early
retirement program that enabled the reduction resulted in a one-time charge
against 1993 earnings of $87 million, after taxes.

Fhe write-ofts, the workforce reduction cost and $39 million. after taxes, of

other year-end charges contributed to a loss of $6.51 per share tor 1993,
However, our basic business remains stable, Without all of these charges.
carnings would have been $1.44 per share. compared with $1.50 per
share in 1992,

With these actions behind us, we now can focus on carrying out our
strategic action plan. The plan is designed to strengthen us financially
and competitively. It includes ambitious objectives and specific goals by
which we will monitor and measure our progress. The first priority of the
plan is to maximize total return to our share owners, who are deserving
beneficiaries of the plan’s success.

-




A KEY FOCUS OF OUR STRATEGIC ACTION PLAN
is the rebuilding of the Company’'s financial strength,

l:‘ [ N A N C E We will measure our success by the improvements we

achieve in total annual return to share owners, in terms of
hoth dividends and stock price appreciation, relative
1o the Standard & Poor’s Index of 500 stocks.

The reduction in the common stock dividend will reduce our cash outflow approximately $120
million annually, which we intend to use to pay oft debt more quickly. As a result. we will improve
both our capital structure and interest coverage ratios. thus creating opportunities for improved
credit ratings on our securities which were lowered by rating agencies in 1993, Improved credit
ratings and less outstanding debt will keep down our interest costs. Better credit ratings also will

) ) enhance the value of our stock by lowering its risk.
Objective:

[’,-()\'j(](: .\'/](”'() Our strategic action plan calls tor further reduction in our

owners da ,U’(l/ challenging because we already reduced those costs by
annual return nearly $80 million, or 9%, over the two years prior to
exXCeed /I'” Y ,h(; 1993, Last year. we experienced some madest increase i

.S{(l”(/(ll‘(/ (& I.’)( WS time charges. For 1994, we anticipate our operation and

3()() I”(/(" \. maintenance expenses will be around $745 million. a
$65 million reduction from the adjusted 1993 level. For

annual operation and maintenance expenses. This will be

those costs, excluding the previously mentioned. one-

the rest of the eight-year term of our strategic action plan, we expect to limit any increases in
annual operation and maintenance expenses to modest levels below the rate of inflaton.

As we work to control costs, capital expenditures will be limited ta high priority projects.

We have mothballed the last few units operating at our Acme and Lake Shore Plants. This allows
s 10 save some $80 million in capital expenditures while still keeping our reserve margin of
senersting capac.ty at an acceptable leve!. We have no plans to begin construction ol new
generating facilities until well bevond 2001, At the beginning of 1993, our 10-year capital budget
forecast averaged $350 million annually, including spending requirements to comply with tederal
clean-air legisiation. Today. the 10-year budget averages $230 million annually.

FIVE-YEAR COMPARISON OF CUMULATIVE TOTAL RETURN

. Centenor Common Stock l S&P 500 Index

Five-vear tonal return of $100 invested in Centerior Energy Common Stock at vear-end 1988 compared 1o total
return of Standard & Poor's 300 [ndex for the same peviod, assunmng all dividends were reinvested
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jobs and more than $7 mithion in annual revenues for us. For example, the Chrysler

Corporation received this incentive for starting up production of Dodge Dakota trucks in its
Toledo Assembly Plant

As we work 1o crease electricnty sales, we also are working to retain our customer base.

We have negotiated sole-supphier contracts covenng 75% of Toledo Edison’s industrial sales and
500 of Cleveland Electric's industrial sales. We have achieved major successes in stabilizing
municipalization activity. In 1993, we negotiated a new franchise agreement with the City of
Toledo and reached an accord with the Cleveland suburb of Brook Park to help prevent creation
of municipal electric systems in those communities. Officials in two other cities we serve decided
not 10 proceed at this tme with monicipalization activities after they examined the risks.

Cleveland Public Power continues its expansion into areas of Cleveland we now serve. CPP's
first phase of expansion has converted about 8,000 customers to date. At risk are an estimated
35,000 additional customers over the 1994-1996 period. The number is significant, but these
customers represent only about 3% of our total and less than 1.5% of our revenues. The municipal
system plans a second phase of expansion to pursue more of our customers starting in 1997,
Plans are incomplete and the potential impact on us is not yet known,

To retan our industrial and commercial customers in Cleveland, we are marketing a package

of incentives which includes energy-efficiency improvements and reductions in demand charges
for increased clectnenty use. These incentives are offered in return for sole-supplier agreements
with us, generally ranging from three to five years. Thus far, approximately 75% of the
customers who have made their decisions have elected to stay with us,

AS A HIGH-COST ENERGY SUPPLIER IN A
newly competitive industry, we recognize the need C
to become known for correspondimgly high quality S

USTOMER
ATISFACTIQN

service. As part of our strategic action plan, we will

continuously measure, analyze and work to increase
customer satisfaction with our service.

Good service has many interpretations to our customers. 1t may be the line mechanic atop a
utility pole restoning service after a thunderstorm. It might be the friendly voice answering a
customer’s telephone call. It may even be the heroic meter reader who crawls into a burning
house and carries two children to safety, as occurred in the Cleveland area this past autumn.
We are only as good as our custoraers think we are.

Each vear we retaimn a public opinioa research firm to ; ()hj()( nve.
conduct in-depth surveys of a representative sample of Raise our customer
our customers. We measure results against past surveys /'(”'()ral)i[," V ra”'” Y
and against 70 other utihities nationwide. Our overall . ; N
hmu‘:]hilit_\ rating in 1993 was 66% . This represents lo I/I.() ’()l’. (I”(” el
considerable improvement from the low of 45% recorded ()/ our l”dll.\'”'.\'.
in 1989, However, we still are three percentage poimnts

ander the 69% average of all 70 utihties. This puts us in the bottom half. We intend to be mn the
top quarter before the end of 2001,







EVEN IN THIS ERA OF HIGH TECHNOLOGY,

cmplovees remain our single most important resource

N serving customers and maximuzimng total return to B NI P L o Y E E S

share owners. We recogmize that the primary criteria

for success is not the number of employees but rather |
their skills, personal development and commitment, Management's task is to provide the |
tranming, leadership and cultural environment to support emplovee eftorts,

As aresult of the worktorce reduction in 1993 and carlier downsizings, we have cut our total
number of employees from 9.062 at year-end 1989 1o 6,748 at year-end 1993 In that time, upper
management was reduced tfrom 85 to S0, Responsibilities have been broadened and some |
executives are being challenged with entirely new

responsibilities, Our reduced numbers are consistent with ; ()/).IU( nve: |
other utthuies which also have been downsizing thei \ IH/)/I/\‘ (‘IIII)/()\'(’(‘ ‘
o g comnutment
Meanwhile, we are stressing accountability, As we have 10 ("()"l)()l'(lf(’
streambined management. so have we reduced direct ()/)/("( TVes.

supervision. We are empowering employees to handle
greater responsibilities and make more decisions. We also are developing training programs and

meentives o encourage every employee to be part of our sales team.

To prepare them for thewr expanded roles, we are estabiishing cross-functional teams of employees
toadentity and address Key corporite issues. No one knows the workings of our business better
than our employees: they are i the best position to propose solutions to problems and new wiys

toncrease etficiency and reduce costs. Management gives their views iull attention

Consistent with our expectations of employvees, we are developing a total compensation strategy
that provides cost-effective and appropriate rewards. The key 1o this strategy s incentive pay to

reward employees based on the achievement of corporate objectives.

Foday's worktoree 1s more diverse than any we have had in the past. Our employees are much
more challenged than their predecessors. The past few years have been characterized by rapwd
change. uncertainty and increasing demands. Nevertheless, our employees have maintained their
dedication to the job, concern for customers and loyalty to the Company and its mission. With
their continuing commitment, we are contident we can successtully achieve the objectives of
OUr strategic acton plan

!
EMPLONYEES ( Vear Eod |
\
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VARIABLE POWER SUPPLY COSTS INCLUDFE

fuel expenses and operation and mamtenance expenses

P O w E R S U P P LY for our generating units, as opposed to the fixed costs

resulting from construction. Our strategic action plan
calls upon us to reduce our variable power supply costs
on a three-year rolling average from the 1993 level of 2.5 cents per Kilowatt-hour to 2.2 cents by
the end of 1998 We then will limit subsequent increases so that they do not exceed 2.3 cents per
kilowatt-hour at year-end 2001

By reducing our production costs per kilowatt-hour, we become more conpetnve in our own
service aren and in the wholesale energy market. This will become increasiagly important as
deregulation provides new opportunt ies tor independent

()/7./(’( e power producers and encourages mors wholesale
I\’("/“( ‘¢ \'(II“I-( //)/(' wheeling of power and, possibly, retatl wheeling beyond
/)’ mwer \,“/ ’/ ,/ v traditional service area boundaries

COSIS To d more We will achieve our cost-reduction goal by improving
(' ),”/)( ']j”'\'(' /(' \ {/ plant performance and reducing outage times, These will

be achieved through ethiciency-enhancement projects
and improved maintenance and scheduling. We also will use technological upgrades and
experimentation when appropriate

® [ 1993, for example, we completely computerized the control room of a 132-megawatt unit
at our Bastlake Plant, which greatly improved the unit’s operations

® This year, we are experimenting with a process called oxygenated boiler-water treatment to
: E YE
protect against boiler tube corrosion, thus reducing maintenance needs

The cost-reduction goal will also be achieved by lowering tael costs, which are a little more than
halt of our variable power supply costs. We expect the unit cost of our nuclear fuel to decline
33% by the end of 2001, We have used most of our inventory of higher-priced urantum fuel and
can now take advantage of the lower-cost fuel purchased more recently. Our coal costs per ton
are expected to come down 15% by the end of 1995 because of the lower-cost purchases we are
able to make on the spot market.

Typically, about 40% of our generating output comes from our three nuclear units, The fongest-
running of the three is the Davis-Besse Nuclear Power Station, which continued its fine level ot

performance 1993, Davis-Besse received its highest marks ever from the Nuclear Regulatory
Commission 1n its most recent Systematic Assessment of Licensee Performance. Also continuing

S=E=

Cents Per Kilowate Howr ( Threee Year Rolling Average )

PRODUC THON COSTS
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MANAGEMENT'S
STATEMENT OF
RESPONSIBILITY FOR
FINANCIAL STATEMENTS

The management of Centerior Energy Corporation is
responsible for the consolidated financial statements in
this Annual Report. The statements-were prepared in
accordance with generally accepted accounting principles,
Under these principles, some of the recorded amounts
are based on estimates which are, in turn, based on an
analysis of the best information available.

We maintain a system of internal accounting controls
designed to assure that the financial records are substan-
tially complete and accurate. The controls also are de-
signed to help protect the assets and their related records.
We structure our control procedures such that their costs
do not exceed their benefits.

Our internal audit program monitors the internal account-
ing controls. This program gives us the opportunity to
assess the adequacy and effectiveness of existing controls
and to identify and institute changes where needed. In
addition, an examination of our financial statements is
conducted by Arthur Andersen & Co., independent public
accountants, whose report appears below.

REPORT OF
INDEPENDENT
PUBLIC ACCOUNTANTS

To the Share Owners and ARTHUR
Board of Directors of ANDERSEN

Centerior Energy Corporation: w

We have audited the accompanying consolidated balance
sheet and consolidated statement of preferred stock of
Centerior Energy Corporation (an Ohio corporation) and
subsidiaries as of December 31, 1993 and 1992, and the
related consolidated statements of income, retained earn-
ings and cash flows for each of the three years in the
period ended December 31, 1993, These financial state-
ments are the responsibility of the Company's manage-
ment. Our responstbility is to express an opinion on these
financial statements based on our audits.

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

-

Qur Board of Directors is responsible for determining
whether management and the independent public ac-
countants are carrying out their responsibilities. The
Roard is also responsible for making changes in manage-
ment or independent public accountants if needed.

The Board has appointed an Audit Committee, comprised
entirely of outside directors, which met two times in
1993, The Committee recommends annually to the
Board the tirm of independent public accountants to be
retained for the ensuing year and reviews the audit ap-
proach used by the accountants plus the results of their
audits. It also oversees the adequacy and effectiveness
of our internal accounting controls and ensures that our
accounting system produces financial statements which
present fairly our financial position,

/«‘74/7 R. Jodel

GARY R, LEIDICH
Vice President and
Chief Financial Officer

ouf ). (Bt

PAUL G. BUSBY
Controller and
Chief Accounting Officer

disclosures in the financial statements, An audit also
includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation,
We believe that our gudits provide a reasonable basis for
our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial posi-
tion of Centerior Energy Corporation and subsidiaries as
of December 31, 1993 and 1992, and the results of their
operations and their cash flows for each of the three
years in the period ended December 31 1993, in con-
formity with generally accepted accounting principles.
As discussed further in Notes | and 9, changes were made
in the methods of accounting for nuclear plant deprecia-
tion in 1991 and for postretirement benefits other than
pensions in 1993,

ol Clonclovaens T (o

Cleveland, Ohio
February 14, 1994




MANAGEMENT’S
FINANCIAL ANALYSIS

Results of Operations
1993 vs, 1992

Factors contributing to the 1.5% increase in 1993 operat-
ing revenues are as follows:

Millions

Increase (Decrease) in Operating Kevenues of Dollars
Sales Volume and Mix $ 65
Buse Rates and Miscellaneous (1%8)
Fuel Cost Recovery Revenues AL
Total ’____3_6

The net revenue increase resulted primarily from the
different weather conditions and the changes in tiie com-
position of the sales mix among customer categories.
Weather accounted for approximately §53 miilion of the
higher 1993 revenues. Hot summer weather in 1993
boosted residential, commercial and wholesale kilowatt-
hour sales. In contrast, the 1992 summer was the coolest
in 56 years in Northern Ohio. Residential and commer-
cial sales also increased as a result of colder late-winter
temperatures in 1993 which increased electric heating-
related demand. As a result, total sales increased 3.1% in
1993. Residential and commercial sales increased 4.6%
and 3.1%, respectively. Industrial sales increased 1.2%.
Increased sales to large automotive manufacturers, petro-
leum refiners and the broad-based, smaller industrial
group were partially offset by lower sales to large steel
industry customers. Other sales increased 5.9% because of
increased sales to wholesale customers. Base rates and
miscellaneous revenues decreased in 1993 primarily from
lower revenues under contracts having reduced rates
with certain large custorners and a declining rate structure
tied to usage. The contracts have been negotiated to
meet competition and encourage economic growth, The
net decrease in 1993 fuel cost recovery revenues resulted
from changes in the fuel cost factors. The weighted
average of these factors increased slightly for The Toledo
Edison Company (Toledo Edison) but decreased 5% for
The Cleveland Electric IHluminating Company (Cleve-
land Electric).

Operating expenses increased 13.7% in 1993. The increase
in total operaticn and maintenance expenses resulted
from the $218 million of net benefit expenses related to
an early retirement program, called the Voluntary Tran-
sition Program (VTP), other charges totaling $54 illion
and an increase in other operation and maintenance
expenses. Other charges recorded at year-end 1993 re-
lated to a performance improvement plan for Perry
Nuclear Power Plant Unit 1 (Perry Unit 1), postemploy-
ment benefits and other expense accruals. The increase
in other operation and maintenance expenses resulted
from higher environmental expenses, power restoration
and repair expenses following a July 1993 storm in the
Cleveland area, and an increase in other postretirement
benefit expenses, See Note 9 for information on retire-

ap

ment and postemployment benefits. Deferred operating
expenses decreased because of the write-off of the phase-
in deferred operating expenses in 1993 as discussed in
Note 7. Federal income taxes decreased as a result of
lower pretax operating income.

As discussed in Note 4(b), $583 million of our Perry
Nuclear Power Plant Unit 2 (Perry Unit 2) investment
was written off in 1993. Credits for carrying charges
recorded in nonoperating income decreased because of
the write-off of the phase-in deferred carrying charges in
1993 as discussed in Note 7. The federal income tax
credit for nonoperating income in 1993 resulted from the
write-offs.

1992 vs, 1991

Factors contributing to the 4.8% decrease in 1992 operat-
ing revenues are as follows:

Millions
decrease in Operating Revenues of Dol
Sales Volume and Mix $ 7N
Base Rates and Miscellaneous R 32
Fuel Cost Recovery Revenues - 11
Total S $122

The revenue decreases resulted primarily from the differ-
ent weather conditions and the changes in the composi-
tion of the sales mix among customer categories.
Weather accounted for approximately $77 million of the
lower 1992 revenues. Winter and spring in 1992 were
milder than in 1991, In addition, the cooler summer in
1992 contrasted with the summer of 1991 which was
much hotter than normal. As a result, total kilowatt-hour
sales decreased 1.1% in 1992, Residential and commer-
cial sales decreased 4.5% and 1.3%, respectively, as
moderate temperatures in 1992 reduced electric heating
and cooling demands. Industrial sales were virtually the
same as in 1991 as sales increases to steel producers and
auto manufacturers of 10.9% and 2.7%, respectively,
offset a decline in sales to other industrial customers.
Other sales increased 2.3% because of increased sales to
wholesale customers, Operating revenues in 1991 in-
cluded the recognition by Toledo Edison of $24 million
of deferred revenues over the period of a refund to
customers under a provision of its January 1989 rate
order. No such revenues were reflected in 1992 as the
refund period ended in December 1991, The decrease in
1992 fuel cost recovery revenues resulted from the good
performance of our generating units, which in turn
decreased our fuel cost factors. The weighted averages
of these factors decreased approximately 3% for Cleve-
land Electric and Toledo Edison (Operating Companies).

Operating expenses decreased 4% in 1992, Lower fuel and
purchased power expense resulted from less amortization
of previously deferred fuel costs than the amount amor-
tized in 1991 and lower generation requiremenis stem-
ming from less electric sales. A reduction of $17 million
in other operation and maintenance expenses resulted
primanly from cost-cutting measures. Federal income




taxes decreased because of the amortization of certain tax
benefits under the Rate Stabilization Program discussed
in Note 7 and the effects of adopting the new accounting
standard for income taxes (SFAS 109) in 1992, These
decrease, were partially offset by higher depreciation
and amortization, caused primarily by the adoption of
SFAS 109, and by higher taxes, other than federal income
taxes, caused by increased Ohio property and gross
receipts taxes, Deferred operating expenses increased as a
result of the deferrals under the Rate Stabilization
Program.

The federal income tax prevision for nonoperating income
decreased because of lower carrying charge credits and a
greater tax allocation of interest charges to nonoperating
activities, Credits for carrying charges recorded in non-
operating income decreased primarily because of lower
phase-in carrying charge credits. Interest charges de-
creased as a result of debt refinancings at lower interest
rates and lower short-term borrowing requirements.

Outlook

Recent Actions

In January 1994, we announced a comprehensive strate-
gic action plan to strengthen our financial and competi-
tive position. The plan established specific objectives
and was designed to guide us through the year 2001.
While the plan has a long-term focus, it also required us
to take some very difficult, but necessary, financial ac-
tions at that time. We reduced the quarterly common
stock dividend from $.40 per share to $.20 per share
effective with the dividend payable February 15, 1994,
This action was taken because projected financial results
did not support continuation of the dividend at its former
rate. We also wrote off our investment in Perry Unit 2
and certain deferred charges related to a January 1989
rate agreement (phase-in deferrals). The aggregate af-
ter-tax effect of these write-offs was $1.023 billion
which resulted in a net loss in 1993 and a retained
earnings deficit. The write-offs are discussed in Notes
4(b) and 7. We also recognized other one-time charges
totaling $39 million after taxes related to a performance
improvement plan for Perry Unit 1, postemployment
benefits and other expense accruals.

Also contributing to the net loss in 1993 was a charge of
$87 million after taxes representing a portion of the VTP
costs, We will realize approximately $50 million of
savings in annual payroll and benefit costs beginning in
1994 as a result of the VTP.

Strategic Plan

The objectives of our strategic plan are to maximize share
owner return from corporate assets and resources,
achieve profitable revenue growth, become an industry
leader in customer satisfaction, build a winning team and
attain increasingly competitive power supply costs. To

achieve these objectives, we will continue controlling our
operation and maintenance expenses and capital expendi-
tures, reduce our outstanding debt, increase revenues by
finding new uses for existing assets and resources, im-
plement a broad range of new marketing programs, in-
crease revenues by restructuring rates for various
customers where appropriate, improve the operating per-
formance of our plants and take other appropriate
actions.

Common Stock Dividends

The indicated quarterly common stock dividend is $.20
per share. We believe that the new level is sustainable
barring unforeseen circumstances and that the new strate-
gic plan will provide the opportunity to grow the divi-
dend as the objectives are achieved. Nevertheless, future
dividend action by our Board of Directors will continue
to be decided on a quarter-io-quarter basis after the
evaluation of financial results, potential earning capacity
and cash flow.

The lower dividend reduces our cash outflow by about
$120 million annually, which we intend to use to repay
debt more quickly than would otherwise be the case, This
will help improve our capitalization structure and interest
coverage ratios, both of which are key measures consid-
ered by securities rating agencies in determining credit
ratings. Improved credit ratings and less outstanding
debt, in turn, will lower our interest costs.

Competition

Our electric rates are among the highest in our region
because we are recovering the substantial investment in
our nuclear construction program. Accordingly, some of
our customers continue to seek less costly alternatives,
including switching to or working to create a municipal
electric system, There are a number of rural and munici-
pal systems in our service area. In addition, we face
threats of other municipalities in our service area estab-
lishing new systems and the expansion of an existing
system. We have entered into agreements with some of
the communities which considered establishing systems.
Accordingly, they will not proceed vith such develop-
ment at this time in return for rate concessions and/or
economic development funds. Others have determined
that developing a system was not feasible. Cleveland
Public Power continues to expand its operations into areas
we have served exclusively. We have been successful in
retaining most of the large industrial and commercial
customers in those areas by providing economic incentive
packages in exchange for sole-supplier contracts. We
also have similar contracts with customers in other areas.
Most of these contracts have remaining terms of one to
five years. We will continue to address municipal system
threats through aggressive marketing programs and em-
phasizing to cur customers the value of our service and
the risks of a municipal system.




The Energy Policy Act of 1992 (Energy Act) will provide
additional competition in the electric utility industry by
requiring utilities to wheel to municipal systems in their
service areas electricity from other utilities. This provi-
sion of the Energy Act should not significantly increase
the competitive threat to us since the operating licenses
for our nuciear units have required us to wheel to munici-
pal systems in our service area since 1977. The Energy
Act also created a class of exempt wholesale generators
which may increase competition in the wholesale power
market. A further risk is the possibility that the govern-
ment could mandate that utilities deliver power from
another utility or generation source to their retail
customers.

Rate Matters

Our Rate Stabilization Program remains in effect, Under
this program, we agreed to freeze base rates until 1996
and limit rate increases through 199%. In exchange, we
are permitted to defer through 1995 and subsequently
recover certain costs not currently recovered in rates and
to accelerate the amortization of certain benefits, The
amortization and recovery of the deferrals will begin with
future rate recognition and will continue over the aver-
age life of the related assets, or approximately 30 years.
The continued use of these regulatory accounting mea-
sures will be dependent upon our continuing assessment
and conclusion that there will be probable recovery of
such deferrals in future rates

Our analysis leading to the vear-end 1993 financial ac-
tions and strategic plan also included an evaluation of our
regulatory accounting measures. We decided that, once
the deferral of expenses and acceleration of benefits
under our Rate Stabilization Program are completed in
1995, we should no longer plan to use regulatory account-
ing measures to the extent we have in the past.

Nuclear Operations

Qur three nuclear units may be impacted by activities or
events beyond our control. Operating nuclear generating
units have experienced unplanned outages or extensions
of scheduled outages because of equipment problems or
new regulatory requirements. A major accident at a
nuclear facility anywhere in the world could cause the
Nuclear Regulatory Commission (NRC) to limit or pro-
hibit the operation or licensing of any nuclear unit. If one
of our nuclear units is taken out of service for an
extended period of time for any reason, including an
accident at such unit or any other nuclear facility, we
cannot predict whether regulatory authorities would im-
pose unfavorable rate treatment. Such treatment could
include taking our affected unit out of rate base or
disallowing certain construction or maintenance costs. An
extendeu outage of one of our nuclear units coupled with
unfaverable rate treatment could have a material ad-
verse effect on our firancial condition and -esults of
operations.

We externally fund the estimated costs for the future
decommissioning of our nuclear units. In 1993, we in-
creased our decommissioning expense accruals for revi-
sions in our cost estimates. We expect the increases
associated with the new estimates will be recoverable in
future rates. See Note 1(¢).

Hazardous Waste Disposal Sites

The Comprehensive Environmental Response, Compen-
sation and Liability Act of 1980 as amended
(Superfund) established programs addressing the cleanup
of hazardous waste disposal sites, emergency prepared-
ness and other issues. The Operating Companies have
been named as “potentially responsible parties” (PRPs)
for three sites listed on the Superfund National Priorities
List (Superfund List) and are aware of their potential
involvement in the cleanup of several other sites not on
such list. The allegations that the Operating Companies
disposed of hazardous waste at taese sites and the
amounts involved are often unsubstantiated and subject to
dispute. Superfund provides that all PRPs to a particular
site can be held liable on a joint and several basis.
Consequently, if the Operating Companies were held
liable for 100% of the cleanup costs of all of the sites
referred to above, the cost could be as high as $400
million. However, we believe that the actual cleanup costs
will be substantially lower than $400 million, that the
Operating Companies’ share of any cleanup costs will be
substantially less than 100% and that most of the other
PRPs are financially able to contribute their share. The
Operating Companies have accrued a liability totaling $19
million at December 31, 1993 based on estimates of the
costs of cleanup and their proportionate responsibility
for such costs. We believe that the ultimate outcome of
these matters will not have a material adverse effect on
our financial condition or results of operations.

1993 Tux Act

The Revenue Reconciliation Act of 1993 (1993 Tax
Act), which was enacted in August 1993, provided for a
35% income tax rate in 1993, The 1993 Tax Act did not
materially impact the results of operations for 1993, but
did affect certain Balance Sheet accounts as discussed in
Note 8. The 1993 Tax Act is not expected to materially
impact future results of operations or cash flow,

Inflation

Although the rate of inflation has eased in recent years,
we are still affected by even modest inflation which causes
increases in the unit cost of labor, materials and services.

Capital Resources and Liquidity
1991-1993 Cash Requirements

We need cash for normal corporate operations, the
mandatory retirement of securities and an ongoing pro-

-



gram of constructing new facilities and modify'ng existing
facilities. The construction program is needed to meet
anticipated demand for electric service, comply with
governmental regulations and protect the environment.
Over the three-year period of 1991-1993, these construc-
tion and mandatory retirement needs totaled approxi-
mately $1.4 billion. In addition, we exercised various
options to redeem and purchase approximately $900 mil-
lion of our securities.

We raised $2.2 billion through security issues and term
bank loans during the 1991-1993 period as shown in the
Cash Flows statement. During the three-year period,
the Operating Companies also utilized their short-term
borrowing arrangements to help meet their cash needs.

Although the write-offs of Perry Unit 2 and the phase-in
deferrals in 1993 negatively affected our earnings, they
did not adversely affect our current cash flow.

1994 and Beyond Cash Requirements

Estimated cash requirements for 1994-1998 for Cleveland
Electric and Toledo Edison, respectively, are $791 mil-
lion and $249 million for their construction programs and
$715 million and $324 million for the mandatory re-
demption of debt and preferred stock. Cleveland Electric
and Toledo Edison expect to finance internally all of their
1994 cash requirements of approximately $239 million
and $109 million, respectively. About 15-20% of the
Operating Companies’ 1995-1998 requirements are ex-
pected to be financed externally. If economical, additional
securities may be redeemed under optional redemption
provisions.

Qur capital requirements are dependent upon our imple-
mentation strategy to achieve compliance with the Clean
Air Act Amendments of 1990 (Clean Air Act). Cash
expenditures for our plan are estimated to be approxi-
mately $128 million over the 1994-1998 period. See Note
4(a).

Liguidity

Additional first mortgage bonds may be issued by the
Operating Companies under their respective mortgages
on the basis of property additions, cash or refundable first
mortgage bonds. Under their respective mortgages, each
Operating Company may issue first mortgage bonds on
the basis of property additions and, under certain circum-
stances, refundable bonds only if the applicable interest
coverage test is met. At December 31, 1993, Cleveland
Electric and Toledo Edison would have been permitted to
1ssue approximately $78 million and $323 million of
additional first mortgage bonds, respectively. After the
fourth guarter of 1994, Cleveland Electric’s ability to
issue first mortgage bonds is expected to increase substan-
tially when its interest coverage ratio will no longer be
affected by the write-offs recorded at December 31, 1993

As discussed in Note 11(e), certain unsecured debt
agreements contain covenants relating to capitalization,
fixed charge coverage ratios and secured financings. The
write-offs recorded at December 31, 1993 caused
Centerior Energy Corporation (Centerior Energy) and
the Operating Companies to violate certain of those
covenants. The affected creditors have waived those viola-
tions in exchange for our commitment to provide them
with a second mortgage security interest on our property
and other considerations. We expect to complete this
process in the second quarter of 1994. We will provide the
same security interest to certain other creditors because
their agreements require equal treatment. We expect to
provide second mortgage collateral for $219 million of
unsecured debt, $228 million of bank letters of credit and
a $205 million revolving credit facility. For the next five
years, the Operating Companies do not expect Lo raise
funds through the sale of debt junior to first mortgage
bonds. However, if necessary or desirable, the Operating
Companies believe that they could raise funds through
the sale of unsecured debt or debt secured by the second
mortgage referred to above. The Operating Companies
also are able to raise funds through the sale of preference
stock and, in the case of Cleveland Electric, preferred
stock. Toledo Edison will be unable to issue preferred
stock until it can meet the interest and preferred dividend
coverage test in its articles of incorporation. Centerior
Energy will continue to raise funds through the sale of
common stock,

The Operating Companies currently cannot sell commer-
cial paper because of their low commercial paper ratings
by Standard & Poor’s Corporation (S&P) and Moody's
Investors Service, Inc. (Moody's) of “B" and “Not
Prime”, respectively, We have a $205 million revolving
credit facility which will run through mid-1996. However,
we currently cannot draw on this facility because the
write-offs taken at year-end 1993 caused us to fail to
meet certain capitalization and fixed charge coverage
covenants. We expect to have this facility available to us
again after it is amended in the second quarter of 1994 to
provide the participating creditors with a second mort-
gage security interest.

These financing resources are expected to be sufficient for
the Operating Companies’ needs over the next several
years. The availability and cost of capital to meet our
external financing needs, however, also depend upon such
factors as financial market conditions and our credit
ratings. Current credit ratings for both Operating Com-
panies are as follows:

S&pP Maody's
First mortgage bonds ___ BB Ba2
Unsecured notes B+ Bal
Preferred stock B bi

These ratings reflect a downgrade in December 1993, In
addition, S&P has issued a negative outlook for the
Operating Cempanies,




l N (‘ O M E S T A T [’.‘. N‘ [1 N T Centerior Energy Corporation and Subsidiaries

_For the years ended December 31,
4993 - 1992 199

(milliens of dollars,
except per share amounts)

Operating Revenues $2.474 $2438 $2.560
Operating Expenses |
Fuel and purchased power 474 473 500 |
Other operation and maintenance 811 784 801 |
Early retirement program expenses and other 272 -— —
Total operation and maintenance 1,557 1,257 1,301
Depreciation and amortization 258 256 243
Taxes, other than federal income taxes 312 318 305
Deferred operating expenses, net 23 (52) (6)
Federal income taxes 11 122 138
2161 -1.901 _1.981 |
Operating Income 313 337 379 |
Nonoperating Income (Loss)
Allowance for equity funds used during construction S 2 9
Other income and deductions, net (6) 9 6
Write-off of Perry Unit 2 (583) = o
Deferred carrying charges, net (649) 100 110
Federal income taxes — credit (expense) 398 A (30)
_(833) 104 -
Income (Loss) Before Interest Charges and Preferred Dividends (522) 641 674
Interest Charges and Preferved Dividends
Debt interest 359 365 381
Allowance for borrowed funds used during construction (5) (1 (5)
Preferred dividend requirements of subsidiaries 67 65 61
_421 429 43
Net Income (Loss) $ (943) $ 212 $ 237
Average Number of Common Shares Qutstanding (millions) 1449 141.7 1391
Earnings (Loss) Per Common Share 51) $ 150 171
Dividends Declared Per Common Share $ 1.60 $ 1.60 $ 1.60
RETAINED EARNINGS
r d D I
1993 1992 1991
(millions of dollars) |
Reteined Earnings at Beginning of Year $ 652 $ 669 $ 655 ]‘
Additions ‘\
Net income (loss) (943) 212 237 |
Deductions
Common stock dividends (231) (226) (222)
Other, primarily preferred stock redemption expenses of subsidiaries (1) —d® (1)
Net Increase (Decrease) (1.175) (17) 14
Rerained Earnings (Deficit) at End of Year $ (523) § 652 $ 669

The accompanying notes are an integral part of these statements. |
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Centerior Energy Corporation and Subsidiaries

—December 31,
1993 | 1992
(millions of dollars)
CAPITALIZATION AND LIARILITIES
Capitalization
Common shares, without par value (stated value of $345 million and $274 million for 1993
and 1992, respectively): 180 million authorized; 147 million (excluding 2.7 million shares
in Treasury) and 142.9 million (excluding 2.7 million shares in Treasury) outstanding in

1993 and 1992, respectively $ 2,308 $ 2,237
Retained earnings (deficit) _(523) __ 632
Common stock equity 1,785 2,889
Preferred stock
With mandatory redemption provisions 313 364
Without mandatory redemption provisions 451 354
Long-term debt 4019 3,694
6568  __ 7301
Other Noncurrent Liabilities
Nuclear fuel lease obligations 254 303
Other 195 119
449 422
Current Liabilities
Current portion of long-term debt and preferred stock 127 368
Current portion of nuclear fuel lease obligations 111 118
Notes payable to banks and others — 50
Accounts payable 188 143
Accrued taxes 378 368
Accrued interest 87 84
Other 15 39
Deferred Credits
Unamortized investment tax credits 329 353
Accumulated deferred federal income taxes 1,579 2,035
Unamortized gain from Bruce Mansfield Plant sale 551 578
Accumulated deferred rents for Bruce Mansfield Plant and Beaver Valley Unit 2 128 116
Other 140 76
2021 _3.158
Total Capitalization and Liabilities $10.710  $12071




(‘ A S }’l F L O “” S Centerior Ene gy Corporation and Subsidiaries

For the years ended
December 31,

4993 1992 1991

(milhions of dollars)

Cash Flows from Operating Activities (1)

Net Income (Loss) $(943) § 212 § 237
Adjustments to Reconcile Net Income (Loss) to Cash from Operating Activities:
Depreciation and amortization 258 256 243
Deferred federal income taxes _ (452) 95 85
Investment tax credits, net — (14) 43
Deferred and unbilled revenues (10) (6) (51)
Deferred fuel . S | 18
Deferred carrying charges, net 649 (100) (110)
Leased nuclear fuel amortization 86 126 123
Deferred operating expenses, net 23 (52) (6)
Allowance for equity funds used during construction (5) (2) (9)
Noncash early retirement program expenses, net 208 - —
Write-off of Perry Unit 2 583 - —
Changes in amounts due from customers and others, net | 7 14
Changes in inventories 26 (10) (22)
Changes in accounts payable 45 (5) (49)
Changes in working capital affecting operations 25 8 19
Other noncash items ¥ 18 3 1
Total Adjustments 1,460 307 299
Net Cash from Operating Activities 317 519 536
Cash Flows from Financing Activities (2)
Bank loans, commercial paper and other short-term debt (50) 50 (110)
Debt issues:
First mortgage bonds 300 600 —
Secured medium-term notes 128 138 285
Term bank loans and other long-term debt 40 135 108
Preferred stock issues 100 74 125
Common stock issues 71 53 32
Reacquired comrion stock 1 (3) —
Maturities, redemptions and sinking funds (434) (1,013) (312)
Nuclear fuel lease obligations (106) (117) (116)
Common stock dividends paid (231) (226) (222)
Premiums, discounts and expenses (13) (14) (7)
Net Cash from Financing Activities (194) (323) (217)
Cash Flows from Investing Activities (2)
Cash apphed to construction (209) (200) (189)
Interest capitalized as allowance for borrowed funds used during construction (5) (1) (5)
| Sale and leaseback restructuring fees — (43) -
| Other cash received (applied) 23 (36) (1)
| Net Cash from Investing Activities (191) (280) (195)
| Net Change in Cash and Temporary Cask Investments 132 (84) 124
| Cash and Temporary Cash Investments at Beginning of Year 93 177 53
| Cash and Temporary Cash Investments at End of Year $ 225 $ 93 $ 177

(1) Interest pard (net of amounts capitalized) was $295 million, $299 million and $339 million in 1993, 1992 and 1991,
respectively. Income taxes paid were $50 million, $32 million and $57 million in 1993, 1992 and 1991, respectively.

(2) Increases in Nuclear Fuel and Nuclear Fuel Lease Obligations in the Balance Sheet resulting from the noncash
capitalizations under nuclear fuel agreements are excluded from this statement.

The accompanying notes are an integral part of this statement.




STATEMENT OF

P R b F E R R E D S T O C K Centerior Energy Corporation and Subsidiaries
Current
1993 Shares Call Price .. December 31,
CLEVELAND ELECTRIC (millions of dollars)

Without par value, 4,000,000 preferred shares authorized
Subject to mandatory redemption:

$ 7.35 Series C 150,000 $ 101.00 $15 $ 16
88.00 Series E 21,000 1,022.96 21 24
Adjustable Series M ) 200,000 100.00 20 30
9.125 Series N 600,000 103.04 59 74
91.50 Series Q 75,000 — 75 75
88.00 Series R 50,000 — S0 50
90.00 Series S 75,000 - 74 14
314 343
Less: Current maturities 29 29
_285 314
Not subject to mandatory redemption:
$ 7.40 Series A 300,000 101.00 50 50
7.56 Series B 450,000 102.26 45 45
Adjustable Series L 500,000 103.00 49 49
Remarketed Series P e —— — 9
42.40 Series T 200,000 — 97 —
241 15
Less: Current maturities - 9
241 144
TOLEDO EDISON
$100 par value, 3,000,000 preferred shares authorized and $25 par value,
12,000,000 preferred shares authorized
Subject to mandatory redemption:
$100 par $9.375 100,150 102.47 10 12
25 par 281 1,200,000 25.94 L 80 _50
40 62
Less. Current maturities i 35 o
28 350
Not subject to mandatory redemption:
$100 par $ 4.25 160,000 104.625 16 16
4.56 50,000 101.00 5 5
4.25 100,000 102.00 10 10
8.32 100,000 102.4% 10 10
1.76 150,000 112,437 15 15
7.80 _ 150,000 101.65 15 15
10,00 190,000 101.00 19 19
25 par 221 1,000,000 25.25 25 25
2.365 1,400,000 21.75 35 35
Series A Adjustable 1,200,000 25.75 30 30
Series B Adjustable 1,200,000 28.715 _ 30 .30
210 210
CENTERIOR ENERGY
Without par value, 5,000,000 preferred shares authorized, none outstanding L ——
Total Preferred Stock, with Mandatory Redemption Provisions $313 $364
Total Preferred Stock, withour Mandatory Redemption Provisions $451 $354

The accompanying notes are an integral part of this statement,
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(¢) Depreciation and Amortization

The cost of property, plant and equipment is depreciated
over their estimated useful lives on a straight-line basis.
The annual straight-line depreciation provision for non-
nuclear property expressed as a percent of average depre-
ciable utility plant in service was 3.5% in 1993 and 3.4%
in both 1992 and 1991. Effective January 1, 1991, the
Operating Companies, after obtaining PUCO approval,
changed their method of accounting for nuclear plant
depreciation from the units-of-production method to the
straight-line method at about a 3% rate. This change
decreased 1991 depreciation expense $36 million and
increased 1991 net income $28 million (net of $8 million
of income taxes) and earnings per share $.20 from what
they otherwise would have been. The PUCO subse-
quently approved in 1991 a change to lower the 3% rate to
2.5% retroactive to January 1, 1991,

Pursuant to a PUCO order, the Operating Companies
currently use external (unding for the future decommis-
stoning of their nuclear units at the end of their licensed
operating lives. The estimated costs are based on the
NRC's DECON method of decommissioning (prompt
decontamination). Cash contributions are made to the
trust funds on a straight-line basis over the remaining
licensing period for each unit. The current level of annual
expense being recovered from customers based on prior
estimates is approximately $8 million. However, actual
decommissioning costs are expected to significantly
exceed those estimates. Current site-specific estimates for
the Operating Companies’ share of the future decom-
missioning costs are $92 mitlion in 1992 dollars for
Beaver Valley Unit 2 and $223 million and $300 million
in 1993 dollars for Perryv Unit | and the Davis-Besse
Nugclear Power Station (Davis-Besse), respectively. The
estimates for Perry Unit | and Davis-Besse are prelimi-
nary and are expected to be finalized by the end of the
second quarter of 1994, The Operating Companies used
these estimates to increase their decommissioning ex-
pense accruals in 1993, Tt is expected that the increases
associated with the revised cost estimates will be recover-
able in future rates. In the Balance Sheet at December
31, 1993, Accumulated Depreciation and Amortization
included $74 million of decommissioning costs previ-
ously expensed and the earnings on the external funding.
This amount exceeds the Balance Sheet amount of the

external Nuclear Plant Decommissioning Trusts because
the reserve began prior to the external trust funding.

(f) Property, Plant and Equipment

Property, plant and equipment are stated at original cost
less amounts ordered by the PUCO to be written off.
Construction costs include related payroil taxes, pen-
sions, fringe benefits, management and general overheads
and allowance for funds used during construction
(AFUDC). AFUDC represents the estimated composite
debt and equity cost of funds used to finance construction,
This noncash allowance is credited to income. The
AFUDC rates averaged 9.9% in 1993, 10.8% in 1992 and
10.7% in 1991,

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

(g) Deferred Gain and Loss from
Sales of Utility Plant

The sale and leaseback transactions discus: ed in Note 2
resulted in a net gain for the sale of the Bruce Mansfield
Generating Plant (Mansheld Plant) and a net loss for the
sale of Beaver Valley Unit 2. The net gain and net loss
were deferred and are being amortized over the terms of
leases. These amortizations and the lcase expense
amounts are recorded as other operation and maintenance
expenses,

(h) Interest Charges

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

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




(i) Federal Income Taxes

The Financial Accounting Standards Board (FASB) is-
sued SFAS 109, a new standard for accounting for
income taxes, in February 1992, We adopted the new
standard in 1992, The standard amended certain provi-
sions of SFAS 96 which we had previously adopted.
Adoption of SFAS 109 in 1992 did not materially affect
our results of operations, but did affect certain Balance
Sheet accounts. See Note 8.

The tinancial statements reflect the liability method of
accounting for income taxes. This method requires that
delerred taxes be recorded for all temporary differences
between the book and tax bases of assets and habilities.
The majority of these temporary differences are attributa-
ble to property-related basis differences. Included in
these basis differences is the equity component of
AFUDC, which will increase future tax expense when it
is recovered through rates. Since this componen: is not
recognized for tax purposes, we must record a liability for
our tax obligation. The PUCO permits recovery of such
taxes from customers when they become payable. There-
fore, the net amount due from customers through rates
has been recorded as a deferred charge and will be
recovered over the lives of the related assets.

Investment tax credits are deferred and amortized over
the lives of the applicable property as a reduction of
depreciation expense. See Note 7 for a discussion of the
amortization of certain unrestricted excess deferred taxes
and unrestricted investment tax credits under the Rate
Stabilization Program.

(2) Utility Plant Sale and
Leaseback Transactions

The Operating Companies are co-lessees of 18.26% (150
megawatts) of Beaver Valley Unit 2 and 6.5% (51
megawatts), 45.9% (358 megawatts) and 44.38% (355
megawatts) of Units 1, 2 and 3 of the Mansfield Plant,
respectively, all for terms of about 292 years, These
leases are the result of sale and leaseback transactions
completed in 1987,

Under these leases, the Operating Companies are respon-
sible for paying all taxes, insurance premiums, operation
and maintenance expenses and all other similar costs for
their interests in the units sold and leased back. They
may incur additional costs in connection with capital

improvements to the units. The Operating Companies
have options to buy the interests back at the end of the
leases for the fair market value at that time or to renew
the leases. Additional lease provisions provide other
purchase options along with conditions for mandatory
termination of the leases (and possible repurchase of the
leasehold interests) for events of default. These events
include noncompliance with several financial covenants
discussed in Note 11(e).

In April 1992, nearly ail of the outstanding Secured Lease
Obligation Bonds (SLOBs) issued by a special purpose
corporation in connection with financing the sale and
leaseback of Beaver Valley Unit 2 were refinanced
through a tender offer and the sale of new bonds having a
lower interest rate. As part of the refinancing transaction,
Toledo Edison paid $43 million as supplemental rent to
fund transaction #xpenses and part of the tender pre-
mium. This amount has been deferred and is being
amortized over the remaining lease term. The refinancing
transaction reduced the annual rental expense for the
Beaver Valley Unit 2 lease by $9 million.

Future minimum lease payments under the operating
leases at December 31, 1993 are summarized as follows:

Year Amount
R (millions of
dollars)
1994 $ 166
1993 165
1996 iK%
1997 165
1998 - 165
Later Years 3412
Total Future Minimum Lease Payments $4.261

Rental expense is accrued on a straight-line basis over the
terms of the leases. The amount recorded in 1993, 1992
and 1991 as annual rental expense for the Mansfield
Plant leases was $115 million. The amounts recorded in
1993, 1992 and 1991 as annual rental expense for the
Beaver Valley Unit 2 lease were $63 million, $66 million
and $72 million, respectively. Amounts charged to ex-
pense in excess of the lease payments are classified as
Accumulated Deferred Rents in the Balance Sheet.

Toledo Edison is selling 150 megawatts of its Beaver
Valley Unit 2 leased capacity entitlement to Cleveland
Electric. We anticipate that this sale will continue
indefinitely.




(3) Property Owned with Other Utilities and Investors

The Operating Companies own, as tenants in common with cther utilities and those investors who are owner-participants in
various sale and leaseback transactions { Lessors), certain generating units as listed below. Each owner owns an undivided
share in the entire unit. Each owner has the right to a percentage of the generating capability of each unit equal to its
ownership share. Each utility owner is obligated to pay for only its respective share of the construction costs and
operating expenses. Each Lessor has leased its capacity rights to a utility which is obligated to pay for such Lessor’s share of
the construction costs and operating expenses. The Operating Companies’ share of the operating expenses of these
generating units is included in the Income Statement. The Balance Sheet classification of Property, Plant and Equipment
at December 31, 1993 includes the following facilities owned by the Operating Companies as tenants in common with
other utilities and Lessors:

In- Plant Construction
Service Ownership Ownership Power n Work in Accumulated
Generating Unit Date Share Megawatts Source Service Progress Depreciation
(millions of dollars)
Seneca Pumped Storage 1970 80 00% 351 Hydro $ 67 $— s 2
Eustlake Unit § e 1972 68.80 411 Coal 156 2 -
Perry Unit | 1987 51.02 609 Nuglear 2.832 11 473
Beaver Valley Unit 2 and

Common Facilities (Note 2) 1987 26.12 214 Nuclear 1,480 L _255
Tatal $4,53% $18 $750

Depreciation for Eastlake Unit 5 has been accumulated with all other nonnuclear depreciable property rather than by

specific units of depreciable property.

(4) Construction and
Contingencies
(a) Construction Program

The estimated cost of our construction program for the
1994-1998 period is $1.08% billion, including AFUDC of
$48 million and excluding nuclear fuel.

The Clean Air Act will require, among other things,
significant reductions in the emission of sulfur dioxide in
two phases over a ten-year period and nitrogen oxides by
fossil-fueled generating units,

Qur compliance strategy provides for compliance with
both phases through at least 2005 primarily through
greater use of low-sulfur coal at some of our units and the
banking of emission allowances. The plan will require
capital expenditures over the 1994-2003 period of ap-
proximately $222 million for nitrogen oxide control
equipment, emission monitoring equipment and plant
modifications. In addition, higher fuel and other operation
and maintenance expenses will be incurred. The antici-
pated rate increase associated with the capital expendi-
tures and higher expenses would be about 1-2% in the
late 1990s. Cleveland Electric may need to install sulfur
emission control technology at one of its generating
plants after 2005 which could require additional expendi-
tures at that time. The PUCO has approved this plan.
We also are seeking United States Environmental Protec-
tion Agency (U.S. EPA) approval of the first phase of
our plan,

We are continuing to monitor developments in new tech-
nologies that may be incorporated into our compliance

strategy, If a different plan is requirea by the U.S. EPA,
significantly higher capital .xpenditures could be re-
quired during the 1994-2003 period. We believe Ohio
law permits the recovery of compliance costs from cus-
tomers in rates.

(b) Perry Unit 2

Perry Unit 2, including its share of the facilities common
with Perry Unit 1, was approximately 50% complete
when construction was suspendcd in 1985 pending con-
sideration of various options. These options included
resumption of full construction with a revised estimated
cost, conversion to a nonnuclear design, sale of all or part
of our owneiship share, or cancellation.

We wrote off our investment in Perry Unit 2 at December
31, 1993 after we determined that it would not be
completed or sold. The write-off totaled $583 million
($425 million after taxes) for our 64.76% ownership share
of the unit. See Note 14.

(¢) Hazardous Waste Disposal Sites

The Operating Companies are aware of their potential
involvement in the cleanup of three sites listed on the
Superiund List and several other waste sites not on such
list. The Operating Companies have accrued « liability
totaling $19 million at December 31, 1993 based on
estimates of the costs of cleanup and their preportionate
responsibility for such costs. We believe that the ulti-
mate outcome of these matters will not have a material
adverse effect on our financial condition or results of
operations. See Management's Financial Analysis —
Outlook-Hazardous Waste Disposal Sites.




(5) Nuclear Operations and
Contingencies

(2) Operating Nuclear Units
Our three nuclear units may be impacted by activities or
events beyond our control. An extended outage of one of
our nuclear units for any reason, coupled with any
unfavorable rate treatment, could have a material ad-
verse effect on our financial condition and results of
operations. See discussion of these risks in Management's
Financial Analysis — Outlook-Nuclear Operations.

(b) Nuclear Insurance

The Price-Anderson Act limits the liability of the owners
of a nuclear power plant to the amount provided by
private insurance and an industry assessment plan. In the
event of a nuclear incident at any unit in the United
States resulting in losses in excess of the level of private
insurance (currently $200 million), our maximum poten~
tial assessment under that plan would be $155 million
(plus any inflation adjustment) per incident. The assess-
ment is limited to $20 million per year for each nuclear
incident. These assessment limits assume the other
CAPCO companies contribute their proportionate share
of any assessment.

The CAPCO companies have insurance coverage for
damage to property at the Davis-Besse, Perry and Beaver
Valley sites (including leased fuel end clean-up costs).
Coverage amounted to $2.75 billion for each site as of
January 1, 1994. Damage to property could exceed the
insurance coverage by a substantial amount. If it does,
our share of such excess amount could have a material
adverse effect on our financial condition and results of
operations. Under these policies, we can be assessed a
maximum of $25 million during a policy year if the
reserves available to the insurer are inadequate to pay
claims arising out of an accident at any nuclear facility
covered by the insurer.

We also have extra expense insurance coverage. It in-
cludes the incremental cost of any replacement power
purchased (over the costs which would have been in-
curred had the units been operating) and other incidental
cxpenses after the occurrence of certain types of acci-
dents at our nuclear units. The amounts of the coverage
are 100% of the estimated extra expense per week during
the 52-week period starting 21 weeks after an accident
and 67% of such estimate per week for the next 104
weeks. The amount and duration of extra expense could
substantially exceed the insurance coverage.

{6) Nuclear Fuel

Nuclear fuel is financed for the Operating Companies
through leases with a special-purpose corporation. The

total amount of financing currently available under these
lease arrangements is $382 million ($232 million from
intermediate-term notes and $150 million from bank
credit arrangements). Financing in an amount up to $750
million is permitted. The intermediate-term notes ma-
ture in the period 1994-1997, with $75 million maturing
in September 1994, At December 31, 1993, $370 million
of nuclear fuel was financed. The Operating Companies
severally lease their respective portions of the nuclear
fuel and are obligated to pay for the fuel as it is consumed
in a reactor. The lease rates are based on various
intermediate-term note rates, bank rates and commercial
paper rates.

The amounts financed include nuclear fuel in the Davis-
Besse, Perry Unit | and Beaver Valley Unit 2 reactors
with remaining lease payments of $110 million, $78
million and $46 million, respectively, at December 31,
1993. The nuclear fuel amounts financed and capitalized
also included interest charges incurred by the lessors
amounting to $14 million in 1993, $15 million in 1992
and $21 million in 1991. The estimated future lease
amortization payments based on projected consumption
are $111 million in 1994, $97 million in 1995, $87 million
in 1996, $77 million in 1997 and $69 million in 1998,

(7) Regulatory Matters

Phase-in deferrals were recorded beginning in 1989 pur-
suant to the phase-in plans approved by the PUCO in
January 1989 rate orders for the Operating Companies.
The phase-in plans were designed so that the projected
revenues resulting from the authorized rate increases and
anticipated sales growth provided for the phase-in of
certain nuclear costs over a ten-year period. The plans
required the deferral of a portion of the operating ex-
penses and both interest and equity carrying charges on
the Operating Companies’ deferred rate-based invest-
ments in Perry Unit | and Beaver Valley Unit 2 during
the early years of the plans. The amortization and
recovery of such deferrals were scheduled to be completed
by 1998,

As we developed our strategic plan, we evaluated the
future recovery of our deferred charges and continued
application of the regulatory accounting measures we
follow pursuant to PUCO orders. We concluded that
projected revenues would not provide for the recovery of
the phase-in deferrals as scheduled because of economic
and competitive pressures. Accordingly, we wrote off the
cumulative balance of the phase-in deferrals. The total
phase-in deferred operating expenses and carrying
charges written off at December 31, 1993 were $172
million and $705 million, respectively (totaling $598
million after taxes). See Note 14. While recovery of our
other regulatory deferrals remains probable, our current
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In August 1993, the 1993 Tax Act was enacted. Retroac-
tive to January 1, 1993, the top marginal corporate
income tax rate increased to 35%. The change in tax rate
increased Accumulated Deferred Federal Income Taxes
for the future tax obligation by approximately $90 million.
Since the PUCO has historically permitted recovery of
such taxes from customers when they become payable,
the deferred charge, Amounts Due from Customers for
Future Federal Income Taxes, also was increased by
$90 million. The 1993 Tax Act i5 not expected to
materially impact future results of operations or cash flow.

Under SFAS 109, temporary differences and carryfor-
wards resulted in deferred tax assets of $619 million and
deferred tax habilities of $2.198 billion at December 31,
1993 and deferred tax assets of $563 nullion and de-
ferred tax liabilities of $2.598 billion at December 31,
1992, These are summarized as follows:

993 1992
{mulhons of
dollars )

Propeity, plant and equpment $1.845  $2.125
Deferred carrving charges and operating expenses 206 363
Net operating loss carmylomwards (108)  (137)
Investment tax ¢redes (1833 (190)
Other IR AL T =S BRI Rl (1 A1

Net deferred tax habily $1.579 $203%

For tax purposes, net operating loss (NOL ) carryforwards
of approximately $309 million are available to reduce
future taxable income and will expire in 2003 through
2005. The 35% tax effect of the NOLs is $108 million.

The Tax Reform Act of 1986 provides for an alternative
minimum tax (AMT) credit 1o be used to reduce the
regular tax to the AMT level should the regular tax
exceed the AMT. AMT credits of $171 million are
available to offset future regular tax, The credits may be
carried forward indefinitely.

(9) Retirement and
Postemployment Benefits

(a) Retirement Income Plan

We sponsor a noncontributing pension plan which covers
all employee groups. Two existing plans were merged
into a single plan on December 31, 1993, The amount of
retirement benefits generally depends upon the length of
service. Under certain circumstances, benefits can begin
as early as age 55. Our funding policy is to comply with
the Employee Retirement Income Security Act of 1974
guidelines

In 1993, we offered the VTP, an early retirement pro-
gram. Operating expenses for 1993 included $205 million
of pension plan accruals to cover enhanced VTP benefits
and an additional $10 million of pension costs for VTP
benefits paid to retirees from corporate funds. The $10
million is not included in the pension data reported below.
A credit of $81 million resulting from a settlement of
pension obligations through lump sum payments to al-
most all the VTP retirees partially offset the VTP
expenses.

Net pension and VTP costs (credits) for 1991 through
1993 were comprised of the following components:
1993 1992 1991
(millions of dollars)

Pension Costs (Credits)
Service cost for benefits earned dunng the

period $15 $15 § 14
Interest cost on projected benehit
abligatione 37 38 36
Actual return on plan assets (65) (24) (129)
Net amortization and deferral 4 _(45) __ 65
Net ponsion costs (credits) 9 (1) (14)
VIPgost N 205 - —
Settlement gan R .1 5
Net costs (credits) $115  $016) $.(14)
The following table presents a reconciliation of the funaed
status of the plan(s) at December 31, 1993 and 1992.
1993 1992
(mullions of
dollars)
Actuarial present value of henefit obligations:
Vested henefits $333  $310
Nonvested benefits 3 4
Accumulated benefit obligation . 3 350
Effect of futlure compensation levels 53 121
Total projected benefit obligation 423 47]
Plan assets at fair market value 386 754
Funded status (37) 282
Unrecognized net loss (gain) from vanance
between assumptions and experience A 1 (140)
Unrecognized prior service cost 10 12
Transition asset at January 1, 1987 being amortized
over 19 years ~43) _(99)
Net prepaid pension cost (accrued pension
lability) included in uther deferred charges
(credits! in the Balance Sheet $(59) $.56

At December 31, 1993, the settlement (discount) rate
and long-term rate of return on plan assets assumptions
were 7.25% and 8.75%, respectively. The long-term rate of
annual compensation increase sssumption was 4.25%.

At December 31, 1992, the settiement rate and long-term
rate of return on plan assets assumptions were 8.5% and
the fong-term rate of annual compensation increase as-
sumption was 5%.

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




(b) Other Postretirement Benefits

We sponsor a postretirement benefit plan which provides
all employee groups certain health care, death and other
postretirement benefits other than pensions. The plan is
contributory, with retiree contributions adjusted annu-
ally. The plan is not funded. A policy limiting the em-
ployer’s contribution for retiree medical coverage for
employees retiring after March 31, 1993 was imple-
mented in February 1993.

We adopted SFAS 106, the 2ccounting standard for
postretirement benefits other than pensions, effective Jan-
uary |, 1993. The standard requires the accrual of the
expected costs of such benefits during the employees’
years of service. Previously, the costs of these benefits
were expensed as paid, which is consistent with ratemak-
ing practices. Such costs totaled $9 million in 1992 and
$10 million in 1991, which included medical benefits of
$8 million in 1992 and $9 million in 1991, The total
amount accrued for SFAS 106 costs for 1993 was $i11
million, of which $5 million was capitalized and $106
million was expensed as other operation and maintenance
expenses. In 1993, we deferred incremental SEFAS 106
expenses totaling $96 million pursuant to a provision of
the Rate Stabilization Program. Sece Note 7.

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

Millions
of Dollars
Service cost for benefits earned $ 3
Interest cost on accumulated postretirement benefit
obligation 16
Amortization of transition obligation at January 1. 1993 of
$167 million over 20 years 8
VTP curtailment cost (includes $16 million transition
obligation adjustment ) - o 34
Total costs Sl

The accumulated postretirement benefit obligation and
accrued postretirement benefit cost at December 31, 1993
are summarized as follows:

Millions
of Doltars
Accumulated postretirement benefit obligation
attributable o
Retired participants $(229)
Fully ehigible active plan participants (1
Other active plan participunts _(28)
Accumulated postretirement benefit obligation (258)
Unrecognized net loss from vanance between assumptions
and experience 14
Unamortized transition obligation - 143
Accrued postretirement benefit cost included in other
noncurrent liabilities in the Balance Sheet ____ $(101)

At December 31, 1993, the settlement rate and the long-
term ¢ate of anneal compensation increase assumptions

were 7.25% and 4.25%, respectively, The assumed annual
health care cost trend rates (applicable to gross eligible
charges) are 9.5% for medical and 8% for dental in 1994,
Both rates reduce gradually to a fixed rate of 4.75% in
1996 and later years. Elements of the obligation affected
by contribution caps are significantly less sensitive to
the health care cost trend rate than other elements. If the
assumed health care cost trend rates were increased by
1% in each future year, the accumulated postretirement
benefit obligation as of December 31, 1993 would in-
crease by $11 million and the aggregate of the service and
interest cost components of the annual postretirement
benefit cost would increase by $1 million.

(¢) Postemployment Benefits

In 1993, we adopted SFAS 112, the new accounting
standard which requires the accrual of postemployment
benelit costs. Postemployment benefits are the benefits
provided to former or inactive employees after employ-
ment but before r=tirement, such 2s worker's compensa-
tion, disability bene!* and severznce pay. The adoption
of this accounting methoa did ot materially affect our
1993 results of operations or financial position.

(10) Guarantees

Cleveland Electric has guaranteed certain loan and lease
obligations of two mining companies under two long-
term coal purchase arrangements. Toledo Edison is also a
party to one of these guarantee arrangements. This
arrangement requires payments to the mining company
for any actual expenses (as advance payments for coal)
when the mines are idle for reasons beyond the control of
the mining company. At December 31, 1993, the princi-
pal amount of the mining companies’ loan and lease
obligations guaranteed by the Operating Companies was
$80 million,

(11) Capitalization
(a) Capital Stock Transactions

Shares sold, retired and purchased for treasury during the
three years ended December 31, 1993 are listed in the
following tables.
1993 1992 1991
(thousands of shares)
Centerior Energy Common Stock.
Dividend Reinvestment and Stock

Purchase Plan 3542 2,570 1,422
Employee Savings Plan ___ . 54 322 4%
Employee Purchase Plan __ e, 52 — R

Total Common Stock Sules 4138 2,892 1,770
Treasury Shares 2% 11y by

Net Increase . 4164 2,720 1759




1993 1992 1991
(thousands of shares)
Preferred Stock of Subsidianies Subject to
Mandatory Redemption
Cleveland Elecine Sules

$ 91.50 Series Q __ — — 75
ARO0 Seres R - — 50
9000 Sertes S - 75 -

Cleveland Elecine Retirements

$ 73 SertesC (10) (10) (10)
B8RO0 Series £ (3) (3) (3)
7500 Serjes F - — (2)
14500 Serpees 1 - - (14)
350 Series — — (10)

Adjustable Series M {100) 1100) (100)

9925 8Sertes N (I50) — .
Toledo Edison Retirements
$100 par S110GO0 - (25) (10)
0375 {im (17 (n
pac I8 (800) - -
Preferred Stock of Subsidianies Not
Subject to Mandatory Redemption:
Clevelund Electric Sales
$ 2408eries T 200 - -
Cleveland Electne Retirements
Remarketed Series P - A _ =
Net (Decrease) . ABBO)  __(B1) _(41)

Shares of common stock required for our stock plans in
1993 were either acquired in the open market, issued as
new shares or issued from treasury stock.

The Board of Directors has authorized the purchase in the
open market of up to 1,500,000 shares of our common
stock until June 30, 1994, As of December 31, 1993,
225,500 shares had been purchased at a total cost of $4
million. Such shares are being held as treasury stock.

(b) Common Shares Reserved for Issue

Common shares reserved for issue under the Employee
Savings Plan and the Employee Purchase Plan were
1,962,174 and 469,457 shares, respectively, at December
31, 1993,

Stock options to purchase unissued shares of common
stock under the 1978 Key Employee Stock Option Plan
were granted at an exercise price of 100% of the fair
market value at the date of the grant, No additional
options may be granted. The exercise prices of opticn
shures purchased duing ihe Uneo years ended December
31, 1993 ranged from $14.09 to $17.41 per share. Shares
ind price ranges of outstanding options held by employ-
ees were as follows:

1993 1992 1991
Options Outstanding at
December 31
Shares 37,627 93312 129,798
Option Prices__ $1409 10 3140910 $14.09 0
$20.73 $20.73 $20.73

{¢) Equity Distribution Restrictions

The Operating Companies make cash available for the
funding of Centerior Energy’s common stock dividends by
paying dividends on their respective common stock,
which are held solely by Centerior Energy. Federal law
prohibits the Operating Companies from paying divi-
dends out of capital accounts. However, the Operating
Companies may pay preferred and common stock divi-
dends out of appropriated retained earnings and current
earnings. At December 31, 1993, Cleveland Electric and
Toledo Edison had $125 million and $42 miilion, re-
spectively, of appropriated retained earnings for the pay-
ment of dividends. However, Toledo Edison is prohibited
from paying a common stock dividend by a provision in its
mortgage.

(d) Preferred and Preference Stock

Amounts to be paid for preferred stock which must be
redeemed during the next five years are $40 million in
1994, $51 million in 1995, $41 million in 1996, $31
million in 1997 and $16 million in 1998,

The annual mandatory redemption provisions are as
follows:

Shares To Price
Be Beginning  Per
ed __in__ Sharg

Cleveland Electric Preferred:
$ 7.35 Senes C 10,000 1984 $ 100
88.00 Series E 3,000 1981 1,000

Adjustable Series M 100,000 1991 100
9.125 Series N 150,000 1993 100
91.50 Series Q ____ 10,714 1995 1,000
B8.00 Series R 50,000 2001* 1,000
90.00 Series S _ 1%,750 1999 1,000
Toledo Edison Preferred:

$100 par §9.375 16,650 1985 100
25 par 28] 400.000 1993 25

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

In June 1993, Cleveiand Electric issued $100 million
principal amount of Serial Preferred Stock, $42.40 Series
T. The Series T stock was deposited with an agent which
issued Depositary Receipts. each representing a0 of a
share of the Series 1 stock.

The annualized preferred dividend requirement for the
Operating Companies at December 31, 1993 was
$68 million.

The preferred dividend rates on Cleveland Electric's Se-
ries L and M and Toledo Edison’s Series A and B
fluctuate based on prevailing interest rates and market
conditions. The dividend rates for these issues averaged
7%, 7%, 7.41% and 8.22%, respectively, in 1993. Cleve-
land Electric's Series P had a 6.5% dividend rate in 1993
until it was redeemed in August 1993,

€



Preference stock authorized for the Operating Companies
are 3,000,000 shares without par value for Cleveland
Electric and 5,000,000 shares with a $25 par value for
Toledo Edison. No preference shares are currently out-
standing for cither company.

With respect to dividend and liquidation nghts, each
Operating Company's preferred stock is prior 1o its prefer-
ence stock and common stock, and each Operating
Company's preference stock is prior to its common stock.

(e) Long-Term Debt and Other
Borrowing Arrangements

Long-term debt, less current maturities, for the Operating
Companies was as follows:

Agtual
or Average
Interest
Rate ut
December 31, December 31,
Year of Maturity 1993 . 1993 1993
{millions of
dollars)
First mortgage bonds
1994 - 4 178% 3 $ 25
199+ {378 . 4
1995 13.75 4 4
RPN o e T e o 700 1 1
o T TR gl 13.75 4 4
T e 7.00 ! 1
oy | o Sl g 10 88 t 6
1997 13.75 4 4
1997 _ 7.00 ! |
19497 N 6.125 31 31
1998 108X 6 6
1998 1375 4 4
1998 - 7.00 | ]
199% 10.00 1 I
19992003 789 S68 468
20042006 8 14 260 264
009200 0 7.6% 436 436
om0 X.07 813 513
2019-2023 L | P L 789 133 %83
2574 2387
Secured medium term notes due
19982021 SLLEEY 577 963 L
Ferm bank louns due 19951996 7.41 154 121
Notes due 19951997 963 43 60
Debentures due 2002 8.70 125 135
Pollution control notes due 1995
SRS e =y 10.11 i5% 13K
Other —net ___ &)y 3

Total Long-Term Debt

$4019 $3,694

Long-term debt matures during the next five years as
follows: $87 million in 1994, $317 million in 1995, $242
milhion in 1996, $94 milhon in 1997 and $117 millien in

1998,

The Operating Companies issued $5350 milhon aggregate
principal amount of secured medium-term notes during
the 1991-1993 period. The notes are secured by first
mortgage bonds

The mortgages of the Operating Companies constitute
direct first liens on substantially all property owned and
franchises held by them. Excluded from the liens, among
other things, are cash, securities, accounts receivable,
fuel, supplies and. in the case of Toledo Edison, automo-
tive equipment.

Certain unsecured loan agreements of the Operating
Companies contain covenants relating to capitalization
ratios, fixed charge coverage ratios and limitations on
secured financing other than through first mortgage bonds
or certain other transactions. Two reimbursement agree-
ments relating to separate letters of credit issued in
connection with the sale and leaseback of Beaver Valley
Unit 2 contain several financial covenants affecting
Centerior Energy and the Operating Companies. Among
these are covenants relating to fixed charge coverage
ratios and capitalization ratios. The write-offs recorded at
December 31, 1993 caused Centerior Energy and the
Operating Companies to violate certain covenants con-
tained in a Cleveland Electric loan agreement and the two
reimbursement agreements. The affected creditors have
waived those violations in exchange for our commitment
to provide them with a second mortgage security inter-
est on our property and other considerations. We expect
to complete this process in the second quarter of 1994,
We will provide the same security interesi to certain
other creditors because their agreements require equal
treatment. We expect to provide second mortgage collat-
eral for $219 million of unsecured debt, $228 million of
bank letters of credit and a $205 million revolving credit
facility.

(12) Short-Term Borrowing
Arrangements

In May 1993, Centerior Energy arranged for a $205
million, three-year revolving credit facility. The facility
may be renewed twice for one-vear periods at the option
of the participating banks. Centerior Energy and the
Service Company may borrow under the facility, with all
borrowings jointly and severally guaranteed by the Oper-
ating Companies, Centerior Energy plans to transfer any
of its borrowed funds to the Operating Companies,
while the Service Company may borrow up to $25
million for its own use. The banks’ fze is 0.5% per annum
pavable quarterly in addition to interest on any borrow-
ings. That fee is expected o increase to 0.625% when
the facility agreement is amended as discussed below.
There were no borrowings under the facility at December
31, 1993, The facility agreement contains covenants
relating to capitalization and fixed charge coverage ratios.
The write-offs recorded at December 31, 1993 caused
the ratios to fall below those covenant requirements. The

«»
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revolving credit facility is expected to be available for
borrowings after the facility agreement is amended in the
second quarter of 1994 to provide the participating
creditors with a second mortgage security interest.

Short-term borrowing capacity authorized by the PUCO
annually 15 $300 miilion for Cleveland Electric and $150
million for Toledo Edison. The Operating Companies
are authorized by the PUCO to borrow from each other
on a short-term basis.

At December 31, 1993, the Operating Com wnies had no
commercial paper outstanding. The Operating Compa-
nies are unable to rely on the sale of commercial paper to
provide short-term funds because of their below invest-
ment grade commercial paper credit ratings.

{13) Financial Instruments’
Fair Value

The estimated fair values a1 December 31, 1993 and 1992
of financial instruments that do not approximate their
carrying amounts are as follows:
Devember 31,
1993 1992
Carrying  Fair Carrying  Fair
Amount Value Amount Value

(millions of dollars)

Nuclear Plant Decommissioning
Trusts $ % $ 59§ 4% 4

Preferred Stock. with Mandutory
Redemption Provisions
{including current portion) 354 349 4038 40K

Loag-Term Debt {including
current portion) _ " 4,113 4260 4017 41007

The fair value of the nuclear plant decommissioning trusts
is estimated based on the quoted market prices for the
investment securities. The fair value of the Operating
Companies’ preferred stock with mandatory redemption
provisions and long-term debt is estimated based on the
quoted market prices for the respective or similar issues or
on the basis of the discounted value of future cash flows
The discounted value used current dividend or interest
rates (or other appropriate rates) for similar issues and
loans with the same remaining maturities.

The estimated fair velues of all other financial instru-
ments approximate their carrying amounts in the Balance
Sheet at December 31, 1993 and 1992 because of their
short-term nature.

{14) Quarterly Results of Operations
(Unaudited)

The following is a tabulation of the unaudited quarterly
results of operations for the two years ended December
31, 1993
—Quarters Ended
March 31, June 30, Sept 30, Dec. 31,

(millions of dollars,
except per share amounts)

1993
Operating Revenues ___ $598 $389 $709 § 578
Operatng Income (Loss) . $122 $126 $i106 § (42
Net Income (Loss) $ 38 $ M $ 17 §(1,009)

Average Common Shares
(millions) 1434 144 4 145.3 146 4

Earnings (Loss) Per

Common Share ______~ §.28 $.23 $.12 8 (7.02)
Dividends Paid Per

Common Share _____~ $.40 $ 40 $40 § 40

1992

Operating Revenues __ $5902 $581 $665 & 600
Operating Income __ $122 $115 $191 $ 109
Net Income $23 $ 20 $122 §8 47
Average Common Shares

{millions) 13006 1416 1420 1425
Earnings Per Commaon

Share ______ $.6 $.14 $8 § 13
Dividends Paid Per

Common Share $ 40 $ @ $40 § 40

Earnings for the quarter ended September 30, 1993 were
decreased by $81 million, or $.56 per share, as a result of
the recording of $125 million of VTP pension-related
benefits.

Earnings for the quarter ended December 31, 1993 were
decreased as a result of year-end adjustments for the
$583 million write-off of Perry Unit 2 (see Note 4(b)),
the $877 million write-off of the phase-in deferrals (see
Note 7) and $58 million of other charges. These adjust-
ments decreased quarterly earnings by $1.06 billion, or
$7.24 per share.

Earnings for the quarter ended September 30, 1992 were
increased by $41 million, or $.29 per share, as a result of
the recording of deferred operating expenses and carry-

ing charges for the first nine months of 1992 totaling $61
million under the Rate Stabilization Program approved
by the PUCO in October 1992, See Note 7.
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BOARD OF DIRECTORS

Richard P. Anderson (64) President and Chiet Executive
Officer of The Andersons Management Corporation. a
grain, tarm supply and retailing firm. 1986

Albert C. Bersticker (59) President und Chief Executive
Officer of Ferro Corporation, a pioducer of specialty
chemical matertals for manufactured products. 1990

Leigh Carter (68) Retired President and Chief Operating
Officer of The BFEGoodrich Company. a producer of
chemicals, plastics and aerospace products. Retired
Chateman of Tremco, Incorporated, a manutactirer of
specialty chenvcal products and a wholly owned
subsidiary of The BEGoodrich Company. 1986

Thomas A. Commes (5]) President and Chiet Operating
Officer of The Sherwin-Williams Company. a
manufacturer of paints and pamting supplies. 1987

Wayne R. Embry (56) Execuive Vice President and
General Manager of the Cleveland Cavaliers, a professional
basketball team. Chairman of Michael Alan Lewis
Company, a fabricator of hardboard, fiberglass and
carpeting materials for the automotive industry. 1991

Robert J. Farling (57) Chairman, President and Chief
Executive Officer of the Company and Centerior Service
Company. 1988

Number in parenthesis indicates age
Daie indicates first vear in which elected 1o Board

COMMITTEES
OF THE BOARD

Environmental
and Commpuenity
Responsibiliry

Capital
Audit Expendinires

Executive
and Nominating

George H. Kaull (62} Retired Chairman of Premix, Inc.,
a developer. manufacturer and fabricator of thermoset
reinforced composite materials. 1987

Richard A. Miller (67) Retired Chairman and Chief
Executive Officer of the Company and Centerior Service
Company. 1986

Frank E. Mosier (63) Retired Vice Chairman of the
Advisory Board of BP Amenica Inc.. a producer and
refiner of petroleum products. 1986

Sister Mary Marthe Reinhard, SND (64} Director of
Development for the Sisters of Notre Dame of Cleveland,
Ohio. Former President of Notre Dame College of Ohio. 1986

Robert C. Savage (56) President and Chief Executive
Officer of Savage & Associates, Inc.. an insurance,
financial planning and estate planning firm. 1990

Paul M. Smart* (65) Atorney and retired Vice Chairman

of the Company and The Toledo Edison Company. 1986

William J. Williams (65) Retired Chairman of Huntington
National Bank, 1986

Robert M. Ginn Chairman Emeritus
Jokn P. Williamson Chairman Emeritus

(%) Retired from the Board on Januwary 31, 1994

Human

Finance Resources Nuclear
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SHARE OWNER
INFORMATION

Dividend Remvestment and Stock
Purchase Plan and Individual Retirement
Account (CXelRA)

The Company has a Dividend Remvestment and Stock
Parchase Plan which provides share owners of record and
customers of the Company s subsidiaries a convenient
means of purchasing shares of Company common stock by
investing all or a part of their quarterly dividends as well
as making cash investments. In addition, individuals may
establish an individual retirement account (IRA) which
mvests i Company common stock through the Plan.
Information relating to the Plan and the CXeIRA may be
obtained from Share Owner Services at the Company.

CX*IRA Custodian

All communications sbout an existing CXeIRA should
be directed to the Custodian at the address or telephone
numbers histed below:

Society National Bank
Custodian, CX¢IRA

PO. Box 6477
Cleveland, OH 44101

In Cleveland arca 737-5745
Elsewhere in Ohio 1-800-362-0697. Extension 5745
Outside Ohio 1-800-321-1355, Extension 5745

Share Owner Services

Communications regarding stock transfer requirements,
lost certificates, dividends and changes of address should
be directed to Share Owner Services at the Company. To
reach Share Owner Services by phone, call:

In Cleveland area 642-6900 or 447-2400
QOutside Cleveland area 1-800-433-7794

Please have your account number ready when calling.

Investor Relations

Inguiries from security analysts and institutional
investors should be directed to Terrence R. Moran,
Manager-Investor Relations, at the Company’s mail
address or by welephone at (216) 447-2882,

Transfer Agent
Centerior Energy Corporation
Share Owner Services

PO, Box 94661

Cleveland, OH 44101-4661

Stock transfers may be presented at
Society Trust Company of New York
S Hanover Square, 10th Floor

New York. NY 10004

<«

Registrar

Society National Bank
Corporate Trust Division
P.O. Box 6477
Cleveland, OH 44101

Executive Offices
Centenior Energy Corporation
6200 Oak Tree Boulevard
Independence. OH
Telephone: (216) 447-3100
FAX: (216) 447-3240

Mail Address

Centerior Energy Corporation
P.O. Box 94661

Cleveland, OH 44101-4661

Independent Accountants

Arthur Andersen & Co.
1717 East Ninth Street
Cleveland, OH 44114

Common Stock

Listed on the New York, Midwest and Pacific Stock
Exchanges. Options are traded on The Pa.tfic Stock
Exchange. New York Stock Exchange symbol-CX.
Newspaper abbreviation-CentEn or CentrEngy.

Annual Meeting

The 1994 annual meeting of the share owners of the
Company will be held on April 26, 1994, Owners of
common stock as of February 25, 1994, the record date
for the meeting, will be eligible to vote on matters
brought up for share owners’ consideration.

Environmental Report
The Company will furnish to share owners, without

charge, a copy of a report on its environmental performance.
Requests should be directed to Share Owner Services.

Form 10-K

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

Audio Cassettes

Share owners with impaired vision may obtain audio
cassettes of the Company’s Quarterly Reports and Annual
Report. To obtain a cassette, simply write or call Share
Owner Services. There is no charge for this service.
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