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Management'’s Financial Analysis
Outlook

Strategic Plan

In early 1994, Centerior Energy Corporation (Centerior
Energy), along with The Cleveland Electric Hluminating
Company (Company) and The Toledo Edison Company
(Toledo Edison), created a strategic plan to achieve the
twin goals of strengthening their financial conditions and
improving their competitive positions. The Company and
Toledo Edison are the two wholly owned electric utility
subsidiaries of Centerior Energy. The plan's objectives
relate to the combined operations of all three companies.
To meet these goals, we seek to maximize share owner
return on Centerior Energy common stock, achieve profit-
able revenue growth, become a leader in customer satis-
faction, build a winning employee team and attain
increasingly competitive supply costs, During 1996, the
third year of the eight-year plan, w. made strong gains
toward reaching some plan objectives but need significant
improvement on others.

A major step taken to reach the twin goals was Centerior
Energy's agreement to merge with Ohio Edison Company
(Ohio Edison) to form a new holding company called
FirstEnergy Corp. (FirstEnergy). The proposed merger,
vombined with good aperating performance, a successful
price increase and the accelerated pavdown of debt,
resulted in a significant stock price gain, such that the
total return to Centerior Energy common stock share
owners during 1996 was 33%. The merger is expected to
better position the merged companies to meet coming
competitive challenges

Revenue growth is a key objective of the plan, from
pricing actions as well as market expansion,

In April 1996, The Public Utilities Commission of Ohio
(PUCO) approved in full the $119 million price increases
requested by the Company and Toledo Edison ($84 mil-
lion and $35 million, respectively). The primary purpose
of the increases was to provide additional revenues to
recover all the costs of providing electric service, includ-
ing deferred costs, and provide a fair return to Centenior
Energy common stock share owners. The additional reve-
nues also provided cash to accelerate the redemption of
debt and preferred stock.

For the second year in a row, the Company's total
kilowatt-hour sales increased. Although kilowatt-hour
sales to our retail customers decreased by 1% compared 1o
1995 results, our wholesale sales increased by 27% from
1995 as a result of the good availability of our generating
units and a more aggressive bulk power marketing effort,
Adjusted for weather, kilowati-hour sales to residential
and commercial customers increased by 1% and 0.8%,
respectively, from 1995,

Another key element of our revenue strategy is 1o offer
long-term contracts to large industrial customers who
might otherwise consider changing power suppliers. Dur-
ing 1996, we renewed and extended for as long as ten
veurs contracts with many of our large industnial custom-

ers, including the five largest. While this strategy has
resulted in lower prices for these customers, in the long
run. it is expected 1o maximize share owner value by
retaining our customer base in a changing industry. Prior
to these renewals, 61% of our industrial base rate
(nonfuel) revenues under contract was scheduled for
renewal before 1999. Following the renewals, the compa-
rable percentage is 18%. At year-end 1996, 51% of our
industrial buse rate revenues was under long-term
contracts

Our continued emphasis on economic development activi-
ties is adding 1o our opportunities for revenue growth, In
1996, we gained commitments on 24 economic develop-
ment projects, representing almost $6 million in new and
retained annual base rate revenues and nearly 4,000 new
and retained jobs for Northeast Ohio.

Under the strategic plan, Centerior Energy and its subsid-
laries are structured in six siraiegic business groups 1o
better focus on competitiveness. During 1996, the Com-
pany reduced employment from about 3,600 to 3,300
Further reduction in our work force to about 3,100 is
planned by year-end 1997. We also plan 1o reduce
expenditures for operation and maintenance activities
(exclusive of fuel and purchased power expenses) and
capital projects from $593 million in 1996 to approxi-
mately $560 million in 1997 by continuing to streamline
operations. We will continue to reduce our unit cost of
fuel used for generating electricity, while safely improving
the operating performance of our generation facilities.

Reducing fixed financing costs is another primary objec-
tive in strengthening our financial and competitive posi-
tion. In 1996, we reduced our fixed obligations for debt,
preferred stock and generation facilities leases (partially
offset by the new accounts receivable securitization) by
$145 million. See Notes 1(}) and 2. Interest expense and
preferred dividends dropped $10 million. In the last three
vears, fixed obligations were reduced by $246 million.

In 1996, we reported earnings available for common stock
of $78% million compared to $141 million in 1995, The
decling in reported earnings 18 primarily attributable to
the delay in implementing cur price increase until late
April, while we began at the end of 1995 10 charge
earnings for operating expenses and amortization of defer-
rals which the price increase was designed to recover. The
price increase contributed approximately $33 million
(after tax ) more cash to our earnings in 1996. The change
in regulatory accounting measures resulted in an $85 mil-
lion decrease in reported earnings for [996 versus 1993, In
addivion, 1996 results included a noncash charge against
carnings of $11 milhon after tax for the disposition of
inventory. Excluding these factors, basic earnings from
operations in 1996 were the same as in 1995, however, the
quality of reported earnings improved. The full benefit of
our $84 million price increase, substantial reductions in
operation and maintenance expenses and a continuing
decline in interest charges are expected to result in
improvement in earnings and cash flow from operations in
1997
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The accompanying notes are an integral part of this statement

m d cwm The Cleveland Elvatric uminating Compansy' and Subsidtaries
. December 31,
1996 A998
tellions of dollars)
mum STOCK EQUITY:
m’;l;m shares, without par value: 108 million authorized: 79 6 million onzwlamimg in 1996 and
$1.241 §1.241
Other paid-in capi L %0 79
Retained earmngs (dnﬂcu) (276} _{193)
Total Common Stock Equity 1,045 1,127
1996 Current
Shares Call Price
PREFERRED STOCK:
Without par value, 4.000,000 preferred shares authorized
Subject to mandatory redemption:
§ 7.35 Senes C 120,000 § 10100 12 13
BRO0 Neries | 12.000 LO11.48 12 15
9025 Series N 150,000 100.00 15 30
91.50 Series Q $3.572 1.006.00 54 64
K00 Senes R 50,000 - 50 50
Y000 Series S 74,000 - 23 73
26 2458
Less: Current maturitics 30 30
Total Peelerred Stock, with Mandate ry
Redemption Provisions v o 186 - )
Not subject 10 mandatory rede !
$ 740 Series 500,000 10100 S0 50
7.56 Series B 450,000 102.26 45 45
Adjustable Senies L 474,000 10000 46 49 '
4240 Series T 200,000 - 97 97
Tatal Preferred Stock, without Mandatory
Redemption Provisions 23 _— |
LONG-TERM DERT.
First ¢ homd.:
7.625% 2002 195 245
1.375% due 2003 100 100
9.500% due 2005 - 300 300
R.750% due 2005 - 75 78
10 880% due 2006 — 50
9.250% due 2000 50 50
B.3758% due 2011 125 125
R.375% due 2012 75 5]
9.375% due 2017 300 300
10.000% due 2020 o 100 100
9.000% due 2023 : 130 150
L1470 ~L570
Tux-cscmpl ixsues secured by first mongm bonds:

7000 due 2006-2009 64 o4
6.000% due 2011** 6 6
6.000% due 200 1** 2 2
6.200% due 2013 4% ax
RO00% due 2013 79 79
1500% due 2015 40 40
6.000% due 2017%* | |
3500% due 2018** 73 73
6.000% due 2020** 4l 41
6.000% due 20207* 9 9
9750% duc 2022%%* 70 70
6.850% due 2023 30 30
BOO0% due 2023 73 13
7.625% due 2028 54 54
7.750% due 2025 45 45
2.700% due 2025 - _A4

e l
|
|
|
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Statement of Capitalization (counuee

TONG-TERM DEBT: (Continued )

Medium-term notes secured by first mortgage bonds:

£.700% due 1996

9.100% due 1996

9110% dire 1996

9.000% due 1996 .

91405 due 1996 .

9050% due 1996 .

B 9509 due 1996

9.450% due 1997,
9000% due 199% e

P T SR ARG SR =R =S PR TR NS

KAT0% due 1998 — o

B260% due 199K
EA30% due 1998 e—

B170% due 199% ...

KS0% doe 1998
R 160% due 1998

9.250% due 1999 e

9.300% due 1999 ___ . -

T670% due 1999 TH

7.250% due 1999 e

TRM0% due 1999 TS T JRN S |
T770% due 1999 e e

B290% due 1999 -

9.200%: die 3000 L .

7.420% due 2001 . i

9.050% due 2001

K6R0% due 2001 L

B.540% due 2001

8.560% due 2001

K.550% due 2001 T

TARSO% due 2002

B 130% due 2002 - 2

77508 due 2003 St

9.520% due 2021 -l

Tax-exempt notes:
6.500% due 1996 o

55008 due 1997 sl

6.700% due 2006

5.700% due 2008

6.700% due 2011

5875% due 2012

Bunk loans secured by subordinate mortgage:
T500% due 1996 .

Unamortized premium (discoumt), net

Less; Current maturities .

Total Long-Term Debt

TOTAL CAPITALIZATION =

* Denotes debi of dess than 81 million

** Dencites variable rate issue with December 31 1996 imterest rate shown
¥ Subsect to aptional tender by the owners an November 1, 1997,
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Notes to the Financial Statements
(1) Summary of Significant Accounting

(a) General

The Company is an electric utility serving Northeast Ohio
and a wholly owned subsidiary of Centerior Energy The
Company's inancial statements have listorically included
the accounts of the Company’s wholly owned subsidiaries.
which in the aggregate were not matenal. In 1995, the
Company formed a wholly owned subsidiary, Centerior
Funding, to serve as the transferor in connection with an
secounts receivable securiization completed m 1996 as
discussed in Note 1(j). In 1994, the Company transferred
s investments in three wholly owned subsidianes to
Centerior Energy at cost (526 million) vig property divi-
dends. All significant intercompany items have been elim-
inated in consolidation,

The Company follows the Uniform System of Accounts
prescribed by the FERC and adopted by the PUCO,
Rate-regulated utilities are subject to SFAS 71 which
governs accounting for the effects of certain types of rate
regulation. Pursuant 10 SFAS 71, certain incurred costs
are deferred for recovery in future rates. See Note 7(a).

The preparation of financial statements in conformity
with generally accepled accounting principles reguires
management 0 make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues
and expenses, and the disclosure of contingent assets and
liahilities, The estimates are based on an analysis of the
best information avamlable. Actual results could differ
from those estimates

The Company is & member of the Central Area Power
Coordination Group (CAPCO). Other members are
Toledo Edison, Duguesne Light Company, Ohio Edison
and its wholly owned subsidiary, Pennovivania Power
Company. The members have constructed and operite
generation and transmission facilities for their joint use.

{b) Related Party Transactions

Operating  revenues, operating < xpenses and interest
charges include those amounts for transactions with affil-
fted companies in the ordinary course of business
Opergtions.

The Company’s transictions with Toledo Edison are pni-
manly for firm power, inlerchange power, transmission
line rentals and jointly owned power plant operations and
construction. See Notes 2 and 3 As discussed in
Note 1{j). beginning in May 1996, Centerior Funding

began sorving as the transferor in connection with the

i e e e

accounts receivable securitization for the Company and
Taoledo Edison,

Centerior Service Company (Service Company), a
wholly owned subsidiary of Centerior Energy, provides
management, linancial, administrative, engineering. legal
and other services Jt cost 1o the Company and other
afilisied companies. The Service Company billed the
Company $149 miilion. $141 million and $136 million in
1996, 1995 and 1994, respectively, for such services,

(c) Revenues

Customers are billed on a monthly cvcle basis for their
energy consumption based on rate schedules or contracts
authorized by the PUCO. An accrual is made at the end
of each month 10 record the estimated amount of unbilled
revenues Tor kilpwatt-hours sold in the current month bt
not hilled by the end of that month.

A fuel factor ts added to the base rates for electric service.
This factor s designed to recover from customers the
costs of fuel ancd most purchased power. It is reviewed and
adjusted semiannually in a PUCO proceeding. See Man-
agement’s  Financial  Analysis — Outlook-FirstEnergy
Rate Plan.

(d) Fuel Expense

The cost of fossil fuel is charged 10 fuel expense based on
inventory usage. The cost of nuclear fuel, including an
interest component, is charged to fuel expense based on
the rate of consumption. Estimated future nuclear fuel
dispesal costs are being recovered through base rates.

The Company delers the differences between actual fuel
costs und estimated fuel costs currently being recovered
from customers through the fuel factor. This matches fuel
expenses with fuel-related revenues,

Owners of nuclear penerating plants are assessed by the
federal government for the cost of decontamination and
decommissioning of nuclear enrichment facilities oper-
ated by the United States Department of Energy. The
assessments are hased upon the amount of enrichment
services used in prior years and cannot be imposed for
more than 18 years (10 0071 The Company has acerued
a liability for its share of total ussessments. These
costs have been recorded as a regulatory asset since the
PUCO is allowing the Company 10 recover the assess-
ments through its fuel cost fuctors. See Note 7(a).

(e) Depreciation and Decommissioning

The cost of property, plant and equipment 1s depreciated
over their estimated useful lives on a straight-line basis.
In its Zipril 1996 rate order, the PUCO approved changes

15

—— MIJH-JII‘j



T ——

R R B

in depreciation rates for the Company. An increase in the
depreciation rate for nuclear property from 2 5% 10 2. 88%
increased annual depreciation  expense  approximately
$13 milion. A reduction in the composite depreciation
rate for nonnuclear property from 3.34% 1w 323%
decreased annual deprecation expense by a proximately
$3 million. The changes in depreciation rates were effec-
tive in April 1996 and resulted in o $7 taillion net increase
in 1996 depreciation expense

The Company accrue. the estimated costs of decommis-
sioning ity three nuclear generating units. The accruals
ure required to be funded in an external trust. The PUCO
requires that the expense and payments to the external
trusts be determined on a levelized basis by dividing the
unrecovered decommissioning costs in current dollars by
the rematming years in the Gcensing period of each unit.
This methodology requises that the net carnimgs on the
trusts be reinveted therein with the intent of having net
carmings offs 4 inflavon. The PUCO requires that the
estimated costs of decommussioning and the funding level
be revicwed at least every five vears.

In April 1996, pursuant to the PUCO rate order, the
Company decreased 1ts annual decommissioning expense
accruals 1o $12 milhion from the $13 million level in 1995,
The accruais are reflecied in carrent rates. The accruals
are based on adjusiments 1o updated. site-specific studies
for cach of the units completed in 1993 and 1994, These
estimates reflect the DECON nethod of decommission-
ing (prompt decontamination ), and the locations and cost
charactenstics specific 1o the units, and include costs
associated with decontamination and dismantlement for
each of the units, The estimate for Davis-Besse also
includes the cost of site restoration. The adjusiments 1o
the updated studies which reduced the annual accruals
beginming in April 1996 were attributable 10 changed
assumptions on radioactive waste burial cost estimutes
und the exclusion of site restaration costs for Perry Unit |
and Beaver Valley Unit 2. Afer the decommissioning of
these units in the future, the two plant sites may be usable
for new power production facilities or other industrial
purposes.

The revised estimates for the units in current dollars and
in dollars at the time of license expiration, assuming a 4%
annual inflation rate, are s follows:

License
Eapiration Future
Generating Uinit _g'.sw, . Amognl  Amopnt
{millions of dollars)
Dawvis-Besse 2017 $176 § 45
Pery Vs v 2026 132 K2
Beover Valley Unit 2 027 L 203
Towl R FINRIY
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The classification, Accumulated Depreciatiun and Amaor-
hzation, 10 the Balance Sheet at December 21, 1996
includes $85 million of decommissioning costs previously
expensed and the carnings on the external trust funding.
This aumount exceeds the Balance Sheet amount of the
external Nuclear Plant Decommissioning Trusts because
the reserve began prior to the external trust funding. The
trust earmings are recorded as an increase 1o the trust
assets and the related component of the decommissioning
reserve  (included w Accumulated Deprecigtion and
Amaortization ),

The stafl of the Securities and Exchange Commission
has questioned certain of the current accounting praciices
of the electric utility industry. including those of the
Campany, regarding the recognition, measurement and
clas ficanon of decommissioning costs for nuclear gener-
ating stations in the finuncial statements. In response 1o
these  questions, the Financial Accounting  Standards
Board (FASB) s reviewing the accounting for removal
costs, including decommissioning. Il current accounting
practices are changed, the unnual provision for decom-
missioning could increase: the estimated cost for decom-
missioning could be recorded as ¢ hability rather than as
accumulated depreciation: and trust fund income from
the external decommissioning trusts could be reported as
investment mcome rather than as a reduction 1o decom-
missioning expense. The FASB issued an exposure draft
on the subject on February 7, 1996 and continues 1o
review the subject,

(1) Property, Plant and Equipment

Property, plant and equipment are stated at original cost
less amounts disallowed by the PUCO. Construction costs
include related payroll taxes, retirement benefits, fringe
benefits, management and general overheads and allow-
ance for funds used during construction (AFUDC ).
AFUDC represents the estimated composite debt and
equity cost of funds used 1o hinance construction, This
noncash allowance s credited 1o income. The AFUDC
rate was 10.32% in 1996, 10.33% in 1995 and 9.68% in
1994,

Mamtenance and repairs for plant and equipment are
charged to expense as incurred. The cost of replacing
plant and equipment s charged 10 the utility plant
accounts. The cost of property retived plus removal costs,
after deducting any salvage value, is charged 1o the
accumulated provision for depreciation
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(g) Deferred Gain from Sale of Utility Plant

The sule and leasehack transaction discussed in Note 2
resulted in & net gain for the sale of the Bruce Munsfield
Generating Plant (Manshicld Plant). The net gain was
deferred and ix being amortized over the term of the
leases. The amortization and the lease expense amounts
are reported in the Income Statement as Generation
Facilities Rental Expense, Net.

(h) Interest Charges

Debt Interest reporied 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
redemption of long-term debt are deferred, consistent
with the regulatory rate treatment, See Note 7(a). 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 isiue when the proceeds of a
new issue are used for the debt redemption. The amorti-
zations are included in debt interest expense.

(i) Federal Income Taxes

The Company uses the nability method of accounting for
ncome taxes in accordance with SFAS 109, See Note K.
This method requires that deferred taxes be recorded for
all temporary differences between the book and tax bases
of assets and Habilities. The majority of these temporan
differences are attributable to property-refuted basis dif-
ferences. Included in these basis differences is the equity
component of AFUDC, which will increase future tax
expense when 1t is recovered through rates. Since this
component is aot recognized for tax purposes, the Com-
pany must record a liability for its tax obligation. The
PLICO permits recovery of such taxes from customers
when they become pavable. Therefore. the net amount
due from customers through ries has been recorded as a
regulatory asset and will be recovered over the lives of the
related assets. See Note 7(a)

Invostment tax credits are deferred and amortized over
the lives of the applicable property as a reduction of
depreciation expense.

(j) Accounts Receivable Securitization

In May 1996, the Company and Toledo Edison began to
sell on a daily basis substantially all of their retail cus-
tomer accounts receivable and unbilled revenue receiv-
ables to Centerior Funding pursuant to a five-year asset-
backed securitization agreement,

B e i P S ——
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In July 1996, Centerior Funding completed a public sale
of $150 miilion of receivables-backed investor certificates
in a transaction that qualifies for sale accounting treat-
ment for financial reporting purposes. Costs assoctated
with the sale totaling $5 million in 1996 are included in
Other Income and Deductions, Net in the income State-
ment. These costs are expected to be $11 million annually
over the remaining period.

(k) Materials and Supplies

In December 1996, the Company sold substantially all of
s materials and supplies and fossil fuel inventories for
certain generating units and other storage locations (o an
independent entity at book value, The buver now provides
all of these inventories under a consignment arrangement.
In accordance with SFAS 49 accounting for product
Bnancing arrang. ments, the inventories continue to be
reported as assets in the Balance Sheet even though the
buyer owns the inventories since the Company has guar-
anteed to be a buyer of last resort,

(2) Utility Plant Sale and Leaseback
Transactions

Ihe Company and Toledo Edison are co-lessees of
I18.26% (150 megawatts) of Beaver Valley Unit 2 und
6.5% (51 megawatts), 459% (358 megawatts) and
A4.38% (355 megowatts) of Units 1, 2 and 3 of the
Munstield Plant, respectively. These leases extend
through 2017 and are the result of sale and leaseback
transactions completed in 1987,

Under these leases, the Company and Toledo Edison are
responsible 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 capi-
tal improvements to the units. The Company and Toledo
Edison have options 1o buy the interests hack at certain
times at 4 premium and at the end of the leases for the
fair market value at that “ime or to renew the leases. The
leases include conditions for mandatory termination (and
possible repurchase of the leasehold interests) upon cer-
tain events of default.

As co-lessee with Toledo Edison, the Company s also
obligated for Toledo Edison’s lease payvments. 1f Toledo
Edison is unable 1o make its payments under the Beaver
Valley Unit 2 and Manstield Plant leases, the Compuny
would be obligated to make such payments. No such
payments have been made on behalf of Toledo Edison.
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Future minimum lease puyments under the operating
leases at December 31, 1996 are summarized as follows:

For For
the Toledo
Year Company  Ediscn
tmllions of dollars )
& R SNSRI T . $ w2
4 O N S 63 2
s R el e R 0 108
R T e R T 13 i
e e et Ll 75 i
Later Years LRt T . 1496

Total Future Mintmum Legse

Poyments . ” 517 82238

Rental expense s acerued on a straight-line basis over the
terms of the leases, The amount recorded in 1996, 199%
and 1994 as annual rental expense for the Mansfield Plam
leases was $70 million. See Note |(g). Amounts charged
10 expense in excess of the lease payments are classified as
Accumulated Deferred Rents in the Balunce Sheet.

The Company s buying 150 megawatts of Toledo
Edison’s Beaver Valley Unit 2 leased capacity entitle-
ment. Purchased power expense for this transaction was
$99 milhon, $9% million and $108 million in 1996, 1995
and 1994, respectively. We anticipate that this purchase
will comtinue indefinitely. The future mintmum lease
payments through 2017 associated with Beaver Valley
Untt 2 aggregate $1.265 bifhion.

(3) Property Owned with Other Utilities
and Investors

The Company owns, as a temant in common with other
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 hus the
right 1o 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
construgtion costs and operating expenses. Each Lessor
has leased its capucity rights 1o a utility which is obligated
to pay for such Lessor's share of the construction costs
und operating expenses, The Company'’s share of the
operating expenses of these generating units is included in
the Income Statement. The Balunce Sheet classification
of Property, Plant and Equipment at December 31, 1996
includes the following facilities owned by the Company as
a tenant it common with other utilivies and 1essors;

8
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Praperty.
Flunt snd
Ownership Egquipment
J ‘ Megawatis  (Exclusive of  Accumulated
Generatng Unit A% Share)  Nuclear Fuel) Depreciation
{mithons of dollars)

Sencca Pumped Storage 351 (30.00%) § 65 L 7 .
Fastlake Unit 8 411 (68.50) 161 i
Davis-Besse 454 (5] 3% i 250 :
Perry Ui | A7 (A 1.774 2

Beaver Valley Unit 2 mnd
Casmon Facthities

(Note 2) o 0244 1379 e
Vo T

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 the Company’s construction pro-

gram for the 1997-2001 period 1s $624 million, including ?
AFUDC of $17 million and excluding nuclear fuel.

The Clean Air Act Amendinents of 1990 (Clean Air
Act) require, among other things, significant reductions in
the emission of sulfur dioxide and nitrogen oxides by
fossil-fueled generating umts. Our strategy provides for
compliance primarily through greater use of low-sulfur
coal @t some of our units and the use of emission
allowances. Total capital expenditures from 1994 through
1996 in connection with Clean Air Act compliance
amounted to $32 million. The plan will require additional
capital expenditures over the 1997-2006 period of apjrox-
imately $25 million for nitrogen oxide control equipment
and other plant process modifications. In addition, higher
fuel and other operation and mainienance expenses will
be incurred. Recently proposed purticulate und ozone
ambient standards have the potential to increase future
compliance Costs.

(b) Hazardous Waste Disposal Sites

The Company is aware of its potential involvement in the
cleanup of three sites listed on the Superfund List and
several other sites. The Company has accrued a liability
totaling $7 million at December 31, 1996 bhased on esti-
mates of the costs of cleanup and its proportionate
respensibility for such costs, We believe that the ultimate
outeome of these matters will not have a material adverse
effect on our financial condition, cash flows or results of
operations. See  Management's  Financi ! Analysis —
Qutlook-Hazardous Waste Disposal Sites.
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(5) Nuclear Operations and
Contingencies

(a) Operating Nuclear Units

The Company's three nuclear units may be impacied by
activities or events bevond our control. An extended
outage of one of vur nuclear units for any reason, coupled
with any unfavorable rate treatment, could have a mate-
rial adverse effect on our financial condition, cash flows
and results of operations. See the discussion of these and
other risks in Management s Financial Analysis — Qul-
look-Nucleur Operations

(b) Nuclear Insurance

The Price-Anderson Act limits the public liability of the
owners of a nuclear power plant to the amoumt provided
by private insurance and an industry assessment plan. In
the event of u nuclear incident at any unit in the United
States resulting 10 1osses i excess of the level of private
insurance (currently $200 milion ), the Company's maxi-
mum potential assessment under that plan would be
$85 milhion per incident. The assessment is limited 1o
$11 million per year for each nuclear incident. These
assessment imits assume the other CAPCO companies
contribute their proportionate share of any assessment for
the generating units that they have an owaership or
leasehold interesy in

The utility owners and lessees of Davis-Besse, Perry and
Beaver Valley also have msurance coverage for damage to
property at these sites (including leased fuel and cleanup
costs ). Coverage amounted to $1.3 billion for Davis-Besse
and $2.75 billion for each of the Perry and Beaver Valley
sites ax of Junuary |, 1997, Damage to property could

exceed the insurance coverage by a substantial amount. If

it does, the Company’s share of such excoss amount could
have a material adverse effect on its financial condition,
cash flows and results of operations. In addition, the
Company can be assessed a maximum of $12 million
under these policies during a policy vear il the reserves
available to the insurer are inadequate to pay claims
arising out of an accident at any nuclear facility covered
by the insurer.

The Company also has extra expense insurance coverage,
It includes the incremental cost of any replacement power
purchased (over the costs which would have been
incurred had the umits been operating) and other inciden-
tal expenses after the occurrence of certain types of
accidents at our nuclear units. The amounts of the cover-
age are 100% of the estimated extra expense per week
during the 52-weck period starting 21 weeks ofter an
accident und XO% 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

Nucicar fuel is financed for the Company and foledo
Edison through leuses with u special-purpose corporation.
The total amount of financing currently svailable under
these lease arrangements is $273 million ($173 million
from intermediate-term notes and $100 million from bank
credit arrangements). The intermediate-term  notes
mature in the 1997 through 2000 period. The bank credit
arrangements tcianncte i October 1998, The special-
purpose corporation miy not need alternate financing in
1997 1o replace: $X3 mithor. of maturing intermediate-
term notes. At December 31 1996, $129 million of
nuclear fuel was financed for the Company. The Com-
pany and Toledo Edison severally lease their respective
portions of the nuclear fuel and are obligated 1o 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 1 and Beaver Valley Unit 2 reactors
with remaining lease payments for the Company of
$49 million, $51 million and $18 million, respectively, at
December 31, 1996, The nuclear fuel amounts financed
and capitalized also included interest charges incurred by
the lessors amounting to $3 million in 1996, $4 million in
1995 and $7 million in 1994, The estimated future lease
amortization payments for the Company based on pro-
jected consumption are $52 million in 1997, $40 million
in 199%, $38 million in 1999, $35 million i 2000 and $34
miltion in 2001.

(7) Regulatory Matters

(a) Regulatory Accounting Requirements and
Regulatory Assets

The Company is subject to the provisions of SFAS 71 and
has complied with its provisions. SFAS 71 provides.
among other things, for the deferral of certain incurred
costs that are probable of future recovery in rates. We
monitor changes in market and regulatory conditions and
consider the effects of such changes in assessing the
cominuing applicability of SFAS 71. Criteria that could
give rise 1o discontinuation of the application of SFAS 71
include: (1) increasing competition which significantly
restricts the Company’s ability to charge prices which
allow it 1o recover operating costs, earn a fair return on
invested capital and recover the amortization of regula-
tory assets and (2) a significant change in the manner in
which rates are set by the PUCO from cost-based regula-
tion 1o some other form of regulation. Regulatory assets
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represent probable futere revenues to the Company as<o-
vigted with cenain incurred costs, which it will recover
from customers through the rate-making process.

Effective January 1, 1996, the Company adopied SFAS
121 which imposes stricter eriteria for carrying regulatory
assets thun SFAS 71 by requiring that such assets be
probable of recovery at cach balance sheet date. The
criterty under SFAS 121 for plant assets require such
assets 1o be wiitten down if the book value exceeds the
prajected net future undiscounted cash flows.

Regulatory assets in the Balance Sheet are as follows:
December 31,

19%6 1995
(mulhons of
dollars )
Amoutts due from customers for future federal
meome taxes, net % 64 0§ 65
Unamaortized loss on rescguired debe S8 6l
Pre-phase<in deferrals* 120 13
Rute Stabilization Program deferrals o 313
Other e el 42
Vol o 3LAs0 sLau

* Ropresent defervals of operatiog expenses snd carvving charges for
Perry Unit | and Beaver Valley Unit 2 i 1987 and 198K which are
being amortized over the hives of the refuted property

As of December 31, 1996, customer rates provide for

recovery of all the above regulatory assets, The remaining

recovery pertods for about $1.2 billion of the regulatory
assets approximate 30 years. The remaining recovery
periods for the rest of the regulatory assets generally range
from about two (o 20 years. Regulatory habilities in the

Balunce Sheet at December 31, 1996 and 1995 totaled

$24 milhion and $17 million, respectively

(b) Rate Order

On April 11, 1996, the PLCO 1ssund an order for the
Company and Toledo Edison granting price increases
aggregating $119 million in annualized revenues ($84
million for the Company and $35 million for Teledo

Edison). The PUCO rate order provided for recovery of

all costs 1o provide regulated services, including amortiza-
tion of regulatory assets, in the approved prices. The new
prices were implemented in late April 1996, The average
price increase for the Company’s customers was 4.9%
with the actual percentage increase depending upon the
customer class. The Company and Toledo Edison intend
to freeze prices through at least 2002, although they are
not precluded from requesting further price increases.

The PUCO also recommended that the Company and
Toledo Edison reduce the value of their assets for regula-
tory purposes by an aggregate $1.25 billion through 2001
This represents an incremental reduction bevond the
normat! level in nuclear plant and regulatory assets. Imple-
mentation of the price increases was not contingent upon
a revaluation of assets. The PUCO invited the Company
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and Toledo Edison to file a proposal 1o effectuate the
PUCO's recommendation and expressed a willingness 1o
consider alternatives 1w its recommendation, The PUCO
stated in its order that failure by the Con.. uny and Toledo
Edison to follow the recommendation could result in a
PUCO-ordered write-down of assets for regulutory pur-
poses. The PUCO approved a return on common stock
equity of 12.59% and an overali rate of return of 10.06%
for both companies. However, the PUCO also indicated
the authorized return could be lowered by the PUCO if
the Company and Toledo Edison do not implement the
recommendation. In August 1996, various imervenors
appealed the PUCO rae order to the Ohio Supreme
Court. The Campany and Toledo Edison did not appeal
the order to the Ohio Supreme Court. In connection with
the PUCO order discussed i Management's Financial
Analysis — Outlook-FirstEnergy Rate Plan, certain par-
ties agreed 1o request a stay of their appeals until comple-
tion of the pending merger with Ohio Edison.

(c) Assessment

The Company and Toledo Edison agree with the concept
of accelerating the recognition of costs and recovery of
assels as such concept is consistent with the strategic
objective to become more competitive. However, the
Company and Toledo Edison believe that such accelera-
tion must also be consistent with the reduction of debt
and the opportunity for Centerior Energy common stock
share owners o receive a fair return on their investment.
Consideration of whether 1o implement a plan responsive
to the PUCO's recommendation to revalue assets by
$1.25 hillion 1s pending the merger with Ohio Edison.

We have evaluated the Company's markets, regulatory
conditions and ability 1o bill and coliect the approved
prices, and conclude that the Company continues to
comply with the provisions of SFAS 71 and its regulatory
assets remain probable of recovery. If there is a change in
our evaluation of the competitive environment, regulatory
framework or other factors, or if the PUCO significantly
reduces the value of the Company’s assets or reduces the
approved return on common stock equity of 12.59% and
overall rate of return of 10.06%, or both, for future
regulatory purposes, the Company may be required 1o
record material charges to earnings. In particular, il we
determine that the Company no longer meets the criteria
for SFAS 71, the Company would be required to record a
before-tax charge to write ofl the regulatory assets shown
above. In the more likely event that only a portion of
operations (such as nuclear operations) no longer meets
the criteria of SFAS 71, a write-ofl would be limited to
regulatory assets that are not reflected in the Company's
cost-based prices established for the remaining regulated




operations. In addition, we would be required 1o evaluste
whether the changes in the competitive and regulatory
enviromment which led to discontinuing the application of
SFAS 71 to some or all of the Company's operations
would also result in a write-down of property, plant and
equipment pursuant to SFAS 121,

See  Management's  Financial  Analysis — Outlook-
FirstEnergy Rate Plan for o discussion of a regulatory
plan for the Company and Taledo Edison and its effect on
their comphance with SFAS 71,

(d) Rate Stabilization Program

The Rate Stabihization Program hat the PUCO approved
in October 1992 allowed the Company to defer and
subsequently amortize and recover certain costs not being
recovered in rates at that time. Recovery of both the costs
no longer being deferred and the amortization of the
1992-1995 deferrals began in late April 1996 with the
implementation of the price increase granted by the
PUCO as discussed above. The cost deferrals recorded in
1995 and 1994 pursuant to the Rate Stabilization Pro-
gram were $76 milhon and $70 million, respectively, The
amortization of the deferrals began in December 1995
The total amortization was $12 million and $1 million in
1996 and 1995, respectively.

The regulatory accounting measures under the Rate Sta-
bilization Program also provided for the accelerated
amortization of certain benefits during the 1992-1995
period. The total annual amount of such accelerated
benefits was $28 million in both 1995 und 1994,

(8) Federal Income Tax

The components of federal income tax expense recorded
in the Income Statement were as follows:
1996 1995 |9
{millions of dollars)
Operating Expenses

Coereent _____ 83 s40 §5)
Deferred 20 4 D
Total Charged 10 Operiting Expenses 78 44 K2
Nonoperiting Income:
Cumony o . (1 (9) (17)
Deferred o (R e eyl 21
Total Expense (Credit) to Nonoperating
Income s 2 .
Total Federal Income Tax Expense L8 s LB

The deferred federal income tax expense results from the
temporary differences that arise from the different years
when certain expenses are recognized for tax purposes as
opposed 10 financial reporting purposes. Such temporan
differences relate principally 1o depreciation and deferred
operating expenses and carrving charges.

Federal income tax, computed by multiplying income
before taxes by the 35% statutory rate, is reconciled 1o the
amount of federal income tax recorded on the books as
follows:

1996 1995 1994
(millions of doliars)

Book Income Betore Federal Income Tan p AL 20 21
Tux on Book heome w1 Ststutory Rate  $ 65 5§ 9% § 95
Increase (Decrease) i Tux
Depreciation ___ -~ 8 L 6
Rate Stabiiization Program - (1% {1
Othernems S | SRR S
Totw) Federad Income Tax Expense — e L"g $.he

The Company joins in the filing of a consolidated federal
imcome tax return with its affiliated companies. The
method of tax allocation reflects the benefits and burdens
realized by cach company’s participation in the consoli-
dated tax return, approximating a separate return result
for each company.

For tax reporting purposes. the Perry Nuclear Power
Plant Unit 2 (Perry Unit 2) abandonment was recognized
in 1994 and resulted in a $204 million loss with a
corresponding $71 riillion reduction in federal income tax
liability. Because of the alternative minimum tax
(AMT). $40 million of the $71 million was realized in
1994, The remaining $31 million will not be realized until
1999 Additionally, & repayment of approximately
$29 mithon of previously allowed investment tax credits
was recognized in 1994,

Under SFAS 109, temporary differences and carryfor-
wards resulted in deferred tax assets of $420 million and
deferred tux habilities of $1.726 billion a1 December 31.
1996 and deferred tax assets of $425 million und deferred
tax liabilities of $1.723 billion at December 31, 1995,
These are summarized as follows:

December 31.

1990 1995
{mullions of
doliars)

Property, plant and equipment __ S1 482 S146K
Deferred carrving churges and operating expenses 134 139
Net operating loss cartyforwards - (26) (67)
Investment tax credits (95) {9
Sale ond leaseback transacvions (121 12y
Other e deR) 20
Not deferred tux lability o £L306 SL2%

For tax purposes, net operating loss (NOL ) carrylorwards
of approximately §74 million are available (o reduce
future taxable income and will expire in 2009 The 35%
tux effect of the NOLs is $26 million, Additionally. AMT
credits of $174 million that may be carried forward
indefinitely are available 10 reduce future tax.



{9) Retirement Benefiis
(8) Retirement Income Plan

Centerior Energy sponsors jointly with its subsidianes a
noncontributing pension plan (Centenior Pension Plan)
which covers all employee groups. The amount of retire-
ment benefits generally depends upon the length of ser-
vice. Under certain circumstances, benefits can begin as
carly as age 55, The funding poiicy is to comply with the
Employee Retirement Income Security Act of 1974
guidelines.

Pension costs (credits) for Centerior Energy and its
subsidiaries for 1994 through 1996 were comprised of the
following components:

1996 1995 1994

(millions of doflsrs)
Service cost for henelits earned furing the

period — $13 sle s 11
Interest cost on projected boaehit obligation 28 26 26
Actual return an plan assets (80) (53 (2)
Net smortization and defersal 2 9 (1)

Net costs (eredits) 34D &40 8.3

Pension costs (credits) for the Company and its pro rata
share of the Service Company's costs were $(5) million
for both 1996 and 1995, and $2 million for 1994,

The following table presents 4 reconciliation of the funded
status of the Centerior Pension Plan, The Company's
share of the Centerior Pension Plan's total projected
benefit obligation approximates 50%.

December 31
199 1993
Linillions of
dollars)
Actuanal present value of henetit obligations
Vested benefits $326¢ %34
Nonvested benehits e ——d
Accumulated benefit obligation 342 306
Effect of future comy ion levels 3 34
Total projected benefit ohligation . 195 A6l
Plan assets at far murket value LAY Ao
Funded status 26 23
Unrecognized net gein from vanance beiween
assumptions and expenence (56) (0K}
Uinrecognized prior semvice cost : 14 13
Transition asset at January 1, 19%7 being amortieed
over 19 years . - e oA38)  _(36)
Net acorued ponsion habiliy w) 23S

A September 30 measurement date was used for 1996 and
1995 reporting. At December 31, 1996, ihe settlement
(discount) rate and long-term rate of return on plan
assets assumptions were 7.75% and 1%, respectively, The
long-term rate of annual compensation increase assump-
tion was 3.5% for 1997 and 4% thereafter. At Decem-
ber 31, 1995, the settlement rate and long-term rate of
return on plan assets assumptions were 8% and 1%,
respectively. The long-term rate of annual compensation
ncrease assumption was 3.5% for 1996 and 1997 and 4%
thereafter. At December 31, 1996 and 1995, the Com-
pany’s net prepatd pension cost included in Regulaton

e e e L e e R —
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and Other Assets — Other in the Balunce Sheet was $15
million and $11 million, respectively,

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

(b) Other Postretirement Benefits

Centerior Energy sponsors jointly with its subsidiaries a
postretirement benefit plan which provides all employee
groups certain health care, death and other postretirement
henefits other than pensions. The plan is contributory,
with retiree contributions adjusted annually. The plan is
not funded. Under SEAS 106, the accounting standard for
postretirement benefits other ihan pensions. the expected
costs of such benefits are accrued during the employees’
years of service,

The components of the total postretirement benefit costs
for 1994 through 1996 were as follows:

1996 1995 1994
{millions of dollars)
Service cost for benefits earned during the

peniod 81 $1 51
Interest cost on accumulated postretirement
benefit abligation 12 1 il

Amortization af transition obligation ut
Junuary 1, 1993 of $104 million over

20 vears 5 5 §
Amottization of gain = Al =
Total costs 314 w m

These amounts included costs for the Company and its
pro rata share of the Service Company’s costs.

The accumulated postretirement benefit obligation and
accrued postretirement benefit cost for the Company and
its share of the Service Company’s obligation are as

follows:
Degember 31,
1996 1995
(millions of
dollars)
Accumuluted postretirement benefit obligation
attributable 10

Retired participanis SOI0K) $(124)

Fully eligible active plan partcipants i3 {2)
Other sotive plan participaits __(21) (%)
A, amulated postretirement henefit obligation . (132)  (14%)
Unrecognized net gan from variance hetween
assumptions and experience (31) (12
Unamortized transition ebligution 74 19
Accrued postretirement benefit cost _____ §_(89) § (7K)

The Balance Sheet classification of Retirement Benefits
al December 31, 1996 and 1995 includes only the Com-
pany’s accrued postretirement benefit cost of $73 million
and $65 million, respectively, and excludes the Service
Company’s portion since the Service Company’s total
accrued cost is carried on its books.

A Seprember 30 measurement date was used for 1996 and
1995 reporting. At December 31, 1996 and 1995, the
settlement rate and the long-term rate of annual compen-
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sation increase assumptions were the same as those dis-
cussed for pension reporting in Note 9(a). Al
December 31, 1996, the assumed annual health care cost
trend rates (applicable to gross eligible charges) were
7.5% for medical and 7% for dental in 1997, Both rates
reduce gradually to a fixed rate of 4.75% by 2003, Ele-
ments of the obligation affected by contribution caps are
significantly less sensitive to the health care cost trend
rate than other elements, 1 the assumed health care cost
trend rates were increased by one percentage point in
cack: future year, the accumulated postretitement benefit
obligation as of December 31, 1996 would increase by
$3 million and the aggregate of the service and interest
cost components of the annual postretirement benehit cost
would increase by $0.3 mullion.

(10) Guarantees

The Company has guaranteed certain loan and lease
obligations of a coal suppher under a long-term coul
supply contract, At December 31, 1996, the principal
amaunt of the loan und lease obligations guaranteed by
the Company under the contract was $19 million.

The prices under the contract which includes certain
minimum payments are sufficient to satisfy the loan and
lease obligations and mine closing costs over the life of
the contract, If the contract i1s terminated early for any
reason, the Company would attempt to reduce the termi-
nation charges and would ask the PUCO to allow recov-
ery of such charges from customers through the fuel
factor. See Management’s Financial Analysis — Outlook-
FirstEnergy Rate Plan.

(11) Capitalization
(a) Capita! Stock Transactions

Preferred stock shares retired during the three vears
ended December 31, 1996 are listed in the following table.
199¢ 1995 1994
{thousands of shares )
Subject 1o Mundatory Redemption

§ 7.35 Sepes C — L1y (1
BROOSeries € (3 (3 (3)
Adjustable Series M . (106 (100}
9,135 Series N e LIS (i {189)
91,50 Series Q (i) () -
90.00 Series S - - (1)
Not Subject to Mandatory Redemption:
Adjustable Semes 1. (26) = -
0 I S R ) 236) L3032

(b) Equity Distribution Restrictions

Federal law prohibits the Company from paying dividends
out of capital accounts. The Company has since 1993
declared and paid preferred and common stock dividends
out of appropnated current net income included in
retained earnings. At the times of such declarations and
payments, the Company had a deficit in its retained
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carnings. At December 31, 1996, the Company had
$130 million of appropriated retained carnings for
the payment of dividends. See Management’s Financial
Analysis — Capital Resources and Liguidity-Liquidity.

(c) Preferred and Preference Stock

Amounts 10 be paid for preferred stock which must be
redeemed during the next five vears are $30 million in
1997, $15 million m 1998, $33 million in both 1999 and
2000, and $80 million in 2001,

The annual preferred stock mandatory redemption provi-

stons are as follows:
Shares To Price
Be Beginning  Per
Redeemed _ in  Share

$ 7.35 Series C 100600 (984§ 100

KROD Series T 3000 1981 1000

9.125 Series N 150,000 1993 100
9150 Seres Q 1074 1995 1000
BE00 Series R - . S0.00 2000% 1,000
9000 Series S 1K, 750 1999 1 KK

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

In 1995, the Company purchased 1,000 shares of Senal
Preferred Stock. $90.00 Series S, which reduces the 2002
redemption requirement shown in the above table.

The annualized preferred dividend requirement  at
December 31, 1996 was $38 miilion.

The preferred dividend rate on the Company’s Series |
fluctuates based on prevailing interest rates and market
conditions. The dividend rate for this issue was 7% in
1996,

Preference stock authorized for the Company is 3,000,000
shares without par value. No preference shares are cur-
rently outstanding.

With respect 1o dividend and liguidation rights, the Com-
pany's preferred stock is prior to its preference stock and
common stock, and s preference stock 15 prior (o its
common stock.

(d) Long-Term Debt and Other Borrowing
Arrangements

Long-term debt which matures or is subject to put
options during the nest five vears is as follows: $115 mil-
lion in 1997, $68 million in 1998, $149 million in 1999,
$5 million in 2000 and $62 million in 2001.

The Company’s mortgage constitutes a cirect first lien on
substantially all property owned and franchises held by
the Company. Excluded from the lien, among other
things, are cash, securities, accounts receivable, fuel and
supplies.

Certain credit agreements of the Company contain cove-
nants relating 10 fixed charge coverage ratios and limita-
tions on secured financing other than through first




morigage bonds or certain other transactions. The Com-
pany was in compliance with all such covenants as of
December 31, 1996. The Compan; and Toledo Edison
nave letters of credit in connection with the sale and
leascback of Beaver Valley Unit 2 that expire in
June 1999, The letters of credit are in an aggregate
amount of approximately $225 million and are secured by
first morigage bonds of the Company and Toledo Edison
in the proportion of 40% und 60%, respectively.

(12) Short-Term Borrowing Arrangements

Centenor Energy has a $125 million revolving credit
facility through May 1997, Centerior Energy and the
Service Comipany may borrow under the facility, with all
borrowings jointly and severally guaranteed by the Com-
pany and Toledo Edison. Centertor Energy plans to trans-
fer any of its borrowed funds 10 the Company and Toledo
Edison. The credit “greement is secured with first mort-
gage bonds of the Company and Toledo Edison in the
proportion ol 40% and 60%, respectively. The credit
agreement also provides the participating banks with a
subordinate mortgage security interest on the properties
ol the Company and Toledo Edison. The banks’ fee is
0.625% per annum payable quarterly in addition 1o inter-
est on any borrowings. There were no borrowings under
the facility at December 31, 1996, Also, the Company
and Toledo Edison may borrow from each other on a
short-term basis, At December 31, 1996, the Company
had total short-term borrowings of $112 million from its
afliliates with a weighted average interest rate of 6.18%,

(13) Financial Instruments

The estimated fair values at December 31, 1996 and 1995
of financial instruments that do not approximate their
carrying amounts in the Balance Sheet are as follows:

e Decomber 31,
S || SRS | | —
Currying  Far Carrving  Far
Amount Value Amount Value

(miliions of dollars)

Capnalization and Libilities

Preferred Stock, with Mandutory
Redemption Provisions

Long-Term Debt

$ 216 § 320 § 243

§ 232
2562 6% 2819

2504

Noncash investments in the Nuciear Plant Decommis-
sioning Trusts are summarized in the following table. In
1996, the Compuany and Toledo Edison transferred the
bulk of their investment assels in existing trusts into
Centerior Energy pooled trust funds for the two compa-
nies, The December 31, 1996 amounts in the table repre-
sent the Company's pro rata share of the fair value of
such noncash investments,
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December 31,

1996 1993
(mllions of
dotiars)
Type of Sccutities
Pebt Securities
Federal Goverpment . §4 56
Mumieipsd el 14
o e o e B —
1] 40
Equity Secwnibes 56 -
Totad & w
Materities of Debt Securities
Due wathin one yeur [ 1o 3
Due woone wo bve years 1o 12
Due in six to 10 yeuns SR pia =R i) 4 I3
Dic alter WO yewrs ___—  —— —— — % 14
Towl TR |\ 540

The fair value of these trusts is estimated based on the
quoted market prices for the investment securities and
approximates the carrving value. The fair value of the
Company’s prelerred 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 values of all other financial instru-
m s wpproximate their carrving amounts in the Balance
Sheet at December 31, 1996 and 1995 because of their
short-term nature,

(14) Quarterly Results of Operations
(Unaudited )

The following 1s a tubulation of the unaudited quarterly

results of operations for the two years ended
December 31, 1996.
________ Quarters Ended

Muarch 31, Jung 30, Sept. 30, Dec. 31

(milhons of dollars)

1968
Operating Revenues $42K $434 $506 $422
Operating Ingome 76 L1 121 %
Net lngome 17 28 59 16
Earnings Avatlable lor
Common Stoek 7 (B 44 fi
1905
Operating Revenues $410 $424 §$526 408
Operating Income S 9 145 "
Net Income 14 3% G0 23
Earmings Available for
Common Stock p Ly 80 12

Earnings for the quarter ended September 30, 1996 were
decreased by $11 million as a result of a $17 million
charge for the disposition of materials and supplies inven-
tory. The sale and disposal of inventory was part of the
reengineering of the supply chain process.

(15) Pending Merger of Centerior Energy
and Ohio Edison

On September 13, 1996, Centerior Energy and Ohio
Edison entered into an agreement and plan of merger to
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torm a new holding company, FirstEnergy. Following the
merger. FirstEnergy will directly hold all of the issued and
outstunding common stock of the Company, Toledo
Edison and Ohio Edison. As a result of the merger, the
common stock share owners of Centerior Energy and
Ohio Edison will own all of the issued and outstanding
shares of FirstEnergy common stock. Centerior Energy
share owners will receive 9.525 of a share of FirstEnergy
common stock for each share of Centerior Energy com-
mon stock owned. Ohio Edison shate owners will receive
one share of FirstEnergy common stock for each share of
Ohio Edison commaon stock owned.

FirstEnergy plans to account for the merger as a purchase
in accordance with generally accepted accounting pringi-
ples. If FirstEnergy elects to apply, or “push down™, the
eflects of purchase accounting to the financial statements
of the Company and Toledo Edison, the Company and
Toledo Edison would record adjustments tor (1) reduce
the carrying value of nuclear generating plant by
$1.25 hillion to fwr value: (2) recognize goodwill of
$865 mullion: (3) reduce common stock equity by
$401 millicn; (4) reset retained ecarnings of the Company
and Toledo Edison to zero; and (3) reduce the related
deferred federal income tax hability by $438 million.
These amounts reflect FirstEnergy's estimates of the pro
forma combined adjustments for the Company and
Toledo Edison as of September 30, 1996. The actual
adjustments to be recorded could be materially different
from these estmates. FirstbEnergy has not  decided
whether 1o push down the effects of purchase accounting
to the tinancial statements of the Company and Toledo
Fdison if the merger with Ohio Edison is completed, nor
has FirstEnergy estimated the allocations between the
two companies il push-down accounting is elected.

In addition to the approvals by the share owners of
Centerior Energy and Ohio Edison common stock, vari-
ous aspects of the merger are subject to the approval of
the FERC and other regulatory authorities. A rate reduc-
tion and economic development plan for the Company
and Toledo Edison has been approved by the PUCO.
From the date of consummation of the merger through
2006, the plan provides for rate reductions, frozen fuel
cost factors, economic development incentive prices, an
energy-efficiency program. an earnings cap and an accel-
erated reduction in nuclear and regulatory assets for
regulatory purposes. The plan will require the Company
and Toledo Edison 1o write off certain regulatory assets at
the time the merger becomes probable, which 1s expected
10 be afte. obtaining the aforementioned approvals of the
merger. The write-off amounts for the Company and

Toledo Edison to be charg :d against earnings, estimated
by FirstEnergy 10 total 2 pproximately $750 million, will
be determined based upon the plan’s regulatory account-
ing and cost recovery details to be submitted by
Firstbnergy 10 the PUCO staff for approval. The Com-
pany's share of the write-ofl is expected to be about
two-thirds of this amount.

If the merger 15 not consummated. the plan would be null
and void. See Management's Financial Analysis — Out-
look-Pending Merger with Ohio Edison and -FirstEnergy
Rate Plan for 4 discussion of the proposed merger and the
plan.

(16) Pending Merger of Toledo Edison
into the Company

In March 1994, Centerior Energy announced a plan to
merge Tolede Edison into the Company. The merger
agreement between Centerior Energy and Ohio Edison
requires the approval of Ohio Edison prior to consumma-
tion of the proposed merger of Toledo Edison into the
Company. Ohio Edison has not vet made a decision. All
necessary regulatory approvals have been obtained, except
the NRC's approval. This application was withdrawn at
the NRC's request pending Ohio Edison's decision
whether 1o complete this merger,

In June 1995, share owners of Toledo Edison’s preferred
stock approved the merger and share owners of the
Company's preferred stock approved the authorization of
additional shares of preferred stock. I and when the
merger becomes  effective, share owners of Toledo
Edison’s preferred stock will exchange their shares for
preferred stock shares of the Company having substan-
tially the same terms. Debt holders of the merging com-
panies will become debt holders of the Company.

For the merging companies, the combined pro forma
operating revenues were $2.554 billion, $2.516 billion znd
$2.422 billion and the combined pro forma net income
was $174 million, $251 million and $268 million for the
years 1996, 1995 and 1994, respectively. The pro forma
data is based on accounting for the merger on @ method
similar to a pooling of interests. The pro forma data is not
necessarily indicative of the results of operations which
would have been reported had the merger been in effect
during those years or which may be reported in the future.
The pro forma dita does not reflect any potential effects
related to the consummutica of the Centerior Energy and
Ohio Edison merger. The pro forma data should be read
in conjunction with the audited financial statements of
hoth the Company and Toledo Edison.
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Financial and Statistical Review

Operating Revenues (millions of dollars)

Total
Tow Tl Steam ¢ )p,-ul.mg
Y et Rendentinl { ommargiyl Industrial (thes Retail W tinlesnle Elegtne Heating Revenues
1996 $562 571 524 KX | 743 45 1 790 — $1 790
VRS 559 563 523 93 1 738 31 | 769 - | 769
9% 531 541 S0X 9K | 67% 20 | 69% - 1 69%
1] §39 536 510 9K | 6X3 68 1 751 — 1 781
D e 517 531 530 101 1 679 64 1 743 — | 743
1986 . . 410 83 461 6l 1 345 ¥ 1 323 13 1 336
Operating Expenses (millions of dollars)
Other Creneranton Amartization of
Fusl & Operahon Fagilities Depreciation Tuses Deferred Federa! Fotal
Purchased & Rentul Other Than Opernting Income Operating
Y our Power Maintenunce Eapoose, Net A rnartization FIt Fxpenses nﬁtl Tazes L xpenses
1996 $40% 426 56 210 230 26 75 $1 431
|, ¢ 413 418 56 196 230 (36) 94 1 371
5 19 394 56 195 2I8 (34) K2 | 302
wes .. . 423 59K (a) 56 152 221 27(b) Y - 1 829
() 414 410 83 179 226 (35) 89 1 358
7 — 2 38K - 103 144 - 971 1 104
Income (Loss) (millions of dollars)
Federa! Income
Other Delerred Ineume (Loss)
Income & Cumying Tuxes - Belore
Operating AFLIEX Deductions, Charges, Crudit Interest
Year Livume L quity Nl Nt { Expense | o harges
199 $159 2 (10) - 6 § 357
" S R 2 2 o' (2) 429
AL 196 4 6 325 t4) 427
i pp 4 (356)1¢c) (487) 1h) 270 (347)
o o et 3X8 | ¥ 59 (5) 448
(L —— 242 179 (7 6% 469
Income (Loss) (millions of dollars)
Earnngs
Preferted & (Loss)
Net Preference Available for
Db AFLIDC Ineeme Stock Cammon
Y eat Interest rehi { Loss) Dividends Stock
i $242 (2) 17 39 §
s o - S 248 {3) 1 %4 43 141
T = 247 (5) 1.5 45 140
¢ 244 (4) (587) as 1632)
1992 .. 243 - 205 41 164
L . 232 (63) 300 40 260

al Includes early retirémient program expenses and other charges of X165 wiillion

thi Includes write-cifi of phase-in defervals of $636 million. cousisting «f 117 miltion of deferred operating expenses and 8519 million of deperred

carrving charges
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Electric Sales (millions of KWH)

Flectric Customers
(thousands at year end)

The Cleveland Electric Nluminating Company and Subsidiaeies

Residential {sage

!
|
|
Averije Averige l
!

(i Reduced by net energy wsed by the Yeneca Pumped Storage Plant for pumping

Average Price Revenue
: Industrial EWH Per Per Per
Year Residential L omnervisl Indostngl  Wholesale — Other Total Kesidential Commercial & Other  Totl { ustomes AWH Customaet
1996 495K 5 908 7977 2 155 832 21 5 [T 7 7 741 7 451 11.34¢ §845.12 j
1995 . 5063 5946 7994 1094 550 21247 670 12 7 749 7570 1104 83540 |
1994 . 4924 $770 7970 1073 375 - 20 3)2 H6¥ 72 7 747 7300 10.79 79511 |
1993 . 4934 S 65 7911 2290 532 21 301 669 71 ] 748 7373 10,93 805 .68 |
1992 . 4725 5 467 7 URK 1989 533 20702 670 71 ¥ 749 7071 1094 77377
1986 4 586 4 744 7 927 121 460 17 KX 651 63 B 723 6 810 K94 6ll.34
Load (MW & %) Energy (millions of KWH) Fuel
Net Effcioney
Seawonal Peak Cupuacits 1oad e Scompuny Genvratod Purchased Fuel Cost ﬂl”i"lv"l’;r
Y car L apability L oadl Matgin Fugior Fossil (o Nuclear Totul Power T okal Per KWH KEWH
1996 3922 193 (0.4)% H0.6% 14 411 6 %29 21 240 | €40 22 B8O 1.35¢ 10 357
s 4273 4 049 5.2 SKK 12 654 8175 20 B59 | 673 22 832 1.42 10 504
199 . 4 500 3 740 16.9 624 12 840 i 403 19 2458 2022 21 267 1.35 10 538
e . 4 500 3 862 142 599 15 §§7 5 644 21 201 | 454 22 655 1.37 10 339
| P 4 704 1605 234 630 12715 T 52 20 236 | 649 21 X5 1.47 10 456
1986 3 778 3 601 4.6 62.2 16 151 12 16 163 2984 19 147 .78 10 464
Investment (millions of dollars)
Conatruction
Wark In Total
Linbity Accumulated Progress Nuchear Property Litilin
Plani In Dgpsecintion & Net & Perry Fuel and Plant und Plant Towal
Y ear Nervive Anartization Pl Uit 2 Other Eyuipment Additions Assels
1996 $6 938 228 4 686 57 167 $4 910 S $6 7%
1998 6 872 2094 4778 73 180 5031 155 7152
1994 6 K71 2014 4 857 99 195 5 151 | 56 7 151
1993 . 6734 | 8§9 4 K45 141 243 3 229 1758 7159
1992 . 6602 1 728 4 874 S0l 261 5636 156 8123 }
1986 . 3197 982 2245 3013 is4 5 642 671 6 155 |
Capitalization (millions of dollars & %) |
l
Prelerred & Prelesunce Preferred Stock, without
Siock, with Mandutory Mumdutory Redemption
Y eur Common Sioek Fauiny Redemption Provisions Provisions Long-Term Dett 1 oty
1996 $1 045 27% 1%6 5% 23K 6% 2 44) 62% $3 910
1995 1122 26 215 . 241 6 2 666 61 4 249
9% | OSK 26 246 6 241 6 2 543 62 4 (K88
1993 1 040 24 285 7 241 5 2 793 64 4 359
| 1 B6S 19 34 6 144 3 2 518 52 4 §3K "
0 e | B44d 40 39 7 144 3 2 31 50 4 63% |
(¢} Inctudes writesoff of Perry Unit 2 of $351 nrillion J



INVESTOR INFORMATION

Share Cwner Information
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Share Owner Services
Communications regarding stock transfer
requirements, lost certificates, dividends
and changes of address should be directed
o Share Owner Services at Centerior
Energy Corparation. Correspondence
should be sent 1o the address indicated
below tor the Stock Transfer Agent

To reach Share Owner Services by

phone. call

In Cleveland area: 447-2400
Outside Cleveland ares: (800 433-7704

Please have yom secount number ready
when calling

Stock Transfer Agent
Centerior Energy Corporation
Share Owner Services

PO, Box 94661

Clevelund, OH 44101-4661

Stock transfers may be presented at
Harris Trust Company of New York
77 Water Street, Sth Floor

New York, NY 10005

Stock Registrar

KevBank Natonal Association
Corporate Trust Division

PO. Box 6477

Clevelund, OH 44101

Investor Relations

Inquiries from security analysts and
institutional tnvestors should be directed
to Ronald . Seeholzer, Manager-Investor
Relations, at Centerion Energy
Corporation. PO Box 94661

Cleveland, OH 44101-4661

or by telephone at (216) 447 31339
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Excharnge Listings

Preterred Stock Series A, B, L, and
Depositary Shares, 1993 Series A, are
listed on the New York Stock Exchange.

Dividend Reinvestment and Stock
Purchase Plan and Individual
Retirement Account (CX*IRA)
Centenior Energy Corporation has a
Dividend Retovestment and Stock
Purchase Plan which provides Cleveland
Electnic share owners of record and other
INVESLOrs a convenient means of purchias-
ing shares of Centenior commaon stock by
ivesting all or a part of their quarterly
dividends as well as making cash invest
ments, In addition, individuals may estab-
lish an Individaal Retirement Account
URA) which invests in Centenior common
stock through the Plan. Informatior:
reluting to the Plan and the CXelRA may
be obtained from Share Owner Services.

Independent Public Accountants
Arthur Andersen LLP

Suite 1800

200 Public Square

Cleveland, OH 44114

Environmental Report

The Company will turnish to share own-
ers, without charge. a copy of a report on
ils environmental performance. Reguests
should be directed 1o Share Owner

Services

Form 10-K

The Company will furnish 10 share own-
ers, without charge, a copy of its most
recent annual report to the Securities and
Exchange Commission, Reguests should
be directed to Share Owner Services.

Bondholder information

First Martgage Bond Trustee and
Paving Agent

The Chase Manhattan Bank. N.A.
Bondholder Services

4 Chase Metrotech Center, Box 3016
Brooklyn, NY {1245

Telephone: (800) 355-2663
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We have mude forward-looking stsiements in
this Annual Report with respect to the financial
condition. results of operations, strategic plan
and busmess of the Company. Centerior Energy
und Teledo Edison; und FirstEnergy following
the consummation of Centerior Energy's merger
with Ohio Edison, which mvolve certain nisks
and uncertainties. Forward-looking  statements
are statements abowt future performance or
fesults, ancluding any statements using the
words “helieve,” “expect.” “anticipate”™ or simi
lar words. For all of those statements, we claim
the protection of the safe harbor for forward-
looking stalements contamed in the Private
Secuwvities Litgation Reform Ag¢t of 19958
Factors that may cause actual results 1o differ
materiudly from those contemplated by such for-
ward-looking statements melude, among others,
the following possibihities: (11 expected cost
savings from the merger of Centerior Energy
and Ohio Edson are not fully realiced, (2)
regional competitive  pressure i the electric
(3) the
events  on the

utibity industry mcereases sigmificuntly
unanticipated
Company s and Toledo Edison’s expectations

effects  of

regarding Cost recovery or on the carrying value
of regulatory assets and on the Company's and
Toledo Edison’s ability to continue to ¢comply
with the provisions of SFAS 71 (as defined here-
M cause an imparrment of property, plant and
equipracnt or vanances trom the amounts dis
closed; (43 CONts or dithiculues
related 1o the integragion of the businesses of
Ohio Edison and Centerior Energy are greater
than expected, (31 state and federal regulatory
itarves are implemented that further imerease
competinon. threaten cost and investment recoy -
ery or unpact tate structures or divadends: und
(6 national and regional economic conditions

are less favorable than expected
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