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UsS, Nuclear Regulatory Commission
Document Control Desk
Washington, D. C. 20555

Perry Nuclear Power Plant
Docket No. 50-440
Annual Financial Report-1987

Dear Sir:

Attached i{s the 1987 Financial Report submitted by Centerior

Energy Corporation. This report satisfies the conditions as
specified under 10 CFR 50.71(b).

If you have any questions, please feel free to call.
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ighlights of 1987 ¢ The Public Utilities Commission
of Ohio granted four rate increases
totaling $1¢4 million per vear to

our operating subsidiaries

® Davis-Besse Nuclear Power Station
was available 84 percent of the
time, the best operating per-
formance in the plant’s 10-year
history

® Beaver Valley Unit 2 achieved
commercial operation on
November 17 A day later, Perry
Unit 1 went commercial

¢ Completion of beaver Valley Unit 2
and Perry Unit 1 erabled us to
Stop issuing new conmon siock

® Customers set a new record for
electricity demand on July 22
The peak demand of 5,173
megawatts was three percent
higher than the previous record

¢ Centerior Energy completed a
$1.7 billion sale and leaseback of
generating units on September 30
It was the largest transaction of
this type in electric utility history
and helped us retire $860 million of
high-cost debt and preferred and
preference stock

® A Svivania, Ohio family became
our one millionth customer in May

inancial Summary

1987 1986 Change
Earnings Per Share of Common Stock § 282 § 3.04 (7.2)
Dividends Declared Per Share of Common Stock ) 256 § 2.49 2.8
Book Value Per Share of Common Stock at Year End ) 22.10 § 22.13 (0.1)
Common Stock Share Owners at Year End 207.758 210,293 (1.2)
Common Stock Shares Outstanding at Year End (000 140,706 135,197 4.1
Operating Revenues (000) $1,948.541 $1917.730 1.5
Operating Expenses (000) §1,861,931 §1,557.92% 0.3
Net Income (000) $ 390,383 § 491 893 (0.4)
Return on Average Common Equity 12 8% 15./% (06)
Kilowatt-hour Sales (Millions of Kilowat-hours)
Residential 6,689 G527 2.0
Commercial 6.35%0 6,239 18
Industrial 11,988 11,409 5.0
Other 1.348 1.151 17.%
Totai 206,342 26,326 40
Emplovees at Year End 8.891 9,306 (4.5)

Quuarterly Range of Centerior Energy s Common Stock Prices
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car Share Owner:

For Centerior Energy, 1987 was a year of solid progress
We took aggressive actions to resolve many problems;
other challenges remain

The foremost challenges concern the resolution of the
various issues that bear upon improving earnings and
cash flow and determining appropriate long-term
dividend policy.

During our first full year of existence, we
¢ Completed a large nuclear construction program,

* Set new performance records at the Davis-Besse
Nuclear Power Station,

¢ Diligently cut operating costs,

¢ Executed the largest sale and leaseback of generating
units in electric utility history and

¢ Revitalized efforts to improve service to customers

These accomplishments provide the cornerstone for
future growth. They position us to operate successfully
in today's highly competitive energy business. We are
concentrating on improving our financial situation now
that the nuclear construction program is behind us

We also can devote more resources to retaining existing
customers and to attracting new businesses to Northern
Ohio. We are not just a utility that provides reliable
electricity, we are a valuable source of information,
research and advice. In particular, we will continue to
help industnial customers operate more efficiently and
compete more effectively in the global marketplace.

Completion of the construction program was a vital
step toward achieving the long-term success of vouy
Company. As a result, we expect cash flow and the
quality of earnings to improve significantly over the
next few years. The downside is that 1988 earnings are
expected to be lower than the $2 82 per share earned
in 1987, although any decline is anticipated to be
primarily in noncash accounting credits

Future earnings also may be affected by several other
factors, including The Public Utilities Commission of
Ohio’s attempt to disallow about $800 million of the
construction costs of Perry Unit 1. Our share is sbout
$410 million. The disallowance was considerably
higher than recommendations of the PUCO's consultants

and staff We are vigorously contesting this ruling and
will appeal the order to the Ohio Supreme Court.

A major challenge is to obtain rate increases that will
improve our financtal performance without harming
customers. In early 1988, phase-in proposals were filed
with the PUCO. Under these innovative proposals,
customers would not pay immediately for the bulk of
our new generating capacity, even though they would
get the immediate advantages of the lower fuel costs and
improved reliability that result from using that capacity.

We will continue to increase efficiency and improve our
competitive stance, but the PUCO's future actions in
allowing us to recover operating and capital costs of
our new nuclear units hold the key to our continued
profitability

Another way to hold down electric bills is to squeeze
every possible benefit out of the Cleveland Electric-
Toledo Edison affiliation. For example, centralizing
additional functions at Centerior Energy enabled us to
offer a voluntary early retirement program that was
accepted by 544 employees (nearly six percent of our
workforce)

Where achievements are concerned, the employees of
Centerior Energy have received far less credit than they
deserve Our employees have strongly supported
corporate cost-cutting efforts while maintaining an
excellent level of customer service and continuing to
find time to help make their communities a better place
to live. They give definition to the care and concern for
which Centerior Energy stands.

Sincerely,

Toheck 9 AL

Robert M. Ginn
Chairman

Ak TP

Richard A Miller
President

February 22, 1988
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In 1987, your Company completed
its extensive capacity construction
program and realized greater-
than-expected benefits from the
first calendar vear of the affiliated
operations of Cleveland Electric and
Toledo Edison. Events over which
we had less control, especially in
the regulatory arena, did not turn
out as well

Nuclear Program Progress

On consecutive davs in Nover iber.
Beaver Valley Unit 2 and Perry Unit |
were brought into commercial
operation. Our third nuclear unit,
Davis-Besse. recorded the best vear
in its 10-vear operating history

These three nuclear units assure
Northern Ohio of a reliable electricity
supply that not only will serve the
growing needs of our current
customers, but also will help atrract
new bBusinesses to our service area
The availability of a reliable supply
of electricity will become increas-
ingly important in the 1990s when
various regions of the country are
expected to experience shortages

The balanced mix of generating
capacity will enable us to avoid the

problems that can result from
reliance on one fuel source. Nuclear
power provides a hedge against the
costly emission control expenditures
that contemplated acid rain legis-
lation would require.

In 1987, nuclear power provided 25
percent of our generation and coal-
fired units 75 percent. As we rely
increasingly on our existing nuclear
units in the future, the percentage
of generation provided by nuclear
cower will rise. However., coal will
remain our primary fuel source

A Delicate Balance

With completion of the new units
comes a new challenge: earning a
fair return on our investment by
achieving a delicate balance betwe :n
the need of customers for reason. oly
priced electricity and the need or
share owners for improved financial
performance by the Company. We
have developed a three-pronged
stralegy to do this

¢ An innovative sales improvement
program,

@ An aggressive Cost containment
program and

® A Creative rate moderation
program

These programs are discussed in the
following sections

ncreasing Sales

Increased sales will spread our fixed
costs over more kilowatt-hours and
reduce our need for rate increases
We expect kilowatt-hour sales to
increase an average of 1.6 percent
per year over the next 20 years.
Innovative rate designs, knowledge
of customers’ businesses and
providing superior service are the
ways we intend to increase sales

Innovative Rate Designs

Our rate structure ¢an be modified
S0 customers can use the particular
operating characteristics of their
facilities to lower their electric
energy costs. Following are three
examples of how we have retained
existing bus.ness and added

new business

A Cleveland area titanium producer
decided not to close a large sodium
plant after Cleveland Electric
created a rate design that lo aers the
customer's rates in any month when
the plant surpasses predetermined
energy usage levels Sodium is used
as a catalytic agent in making titanium
Without this special rate structure,
the producer probably would have
bought sodium elsewt.ere and closed
the 28-megawatt facility

A special contract for additional
load encbled a metals manufacturer
to restart an arc furnace to make
ferro-silicon. The unusual operating
characteristics of the furnace enabled



us to offer energy prices that were
extremely competitive with rates
available to the customer’s plants in
other regions and in other countries.
The restarted arc furnace added
$660,000 a month to our revenues
and 50 new jobs to the Ashtabula
County economy.

Another special rate design helped
attract a steel company to Toledo.
That company plans to start building
a $150 million steel rolling mill in
1988. This wili eventually add 33
megawatts to Toledo Edison’s load

Knowledge of Customers’
Businesses

Our marketing representatives work
hard to understand the operations
and needs of customers. They
combine this knowledge with their
expertise in electricity applications
to advise industries on new pro-
duction techniques that can reduce
their costs, enhance their competitive
stance and add to our sales

We are assisting with inswllation of
the world’s first commercial plasma
torch technology at the General
Motors foundry near Defiance
Plasma torches can yield tem-
peratures in excess of 10,000
degrees Fahrenheit while the limit
in fossil fuel combustion is about
2,800 degrees F This will facilitate
the melting of iron and the processing
of other materials. The plasmatorch,
which is expected to be in operation

by mid-1988, will add eight mega-
watts to our load.

We helped improve productivity at
the plant of a maker of specialty
molds and precision patterns. After
getting advice from Toledo Edison
and the Center for Materiais Fabri-
cation in Columbus, the manufacturer
installed a full-scale computer-aided
design and manufacturing system.

We have long been active in
promoting economic development
in Northern Ohio. Now, more than
ever, we are helping industrial
customers increase their pro-
ductivity by getting the utmost out
of the dollars they spend on eiectric
energy Such efforts will help fulfill
our pledge that businesses will not
leave our service area becauze of
high electric rates

Providing Superior Service

The third strategy for increasing
sales is to provide the kind of service
that makes customers eager to do
business with us.

In the residential sectof, our sales
efforts stress the convenience,
comfort and value provided by
electricity, with special emphasis on
all-electric hiving and outdoor
lighting. We also will continue infor-
mational programs to help people
use appliances more efficiently

@&

In 1988, we will switch from postal
card billing to envelope billing. This
will enable us to insert a return
envelope for the convernience of
customers to pay their bills. We also
will be able to insert a new newsletter
with monuly electric bills. This is a
cost-effective way to inform
customers how to get the greatest
value out of the electricity they use.

We have added customer service
offices in several communities to
make it easier for customers to pay
bills and arrange for electric service.
These offices also enable us to
distribute helprul tips on such topics
as the most effective use of electric
appliarces In 1988, we will take
this convenience even more directly
to customers by having a customized
van make regularly scheduled
appearances at shopping centers,

We emphasize quality in all corporate
endeavors. All employees are aware
of their responsibiliiies to the
customers who depend on us, and
the daily actions of employees reflect
that care and concern. The net
result of providing superior service
is an increase in kilowatt-hour sales
that improves the Company s
bottom line










Reducing operating costs is a key to
improving financial performance
and minimizing rate increases.
Significant cost reductions achieved
in 1987 undk rscored the success of
the Toledo Edison-Cleveland Electric
affiliation. Most of these savings
would not have been possible for
either company if they still operated
independently

More long-range decision making
was centralized at Centerior Energy's
headquarters. This centralization
and other steps to eliminate redun-
dancy allowed the implementation
of a voluntary early retirement
program. Nearly six percent of the
workforce retired, resulting in an
initial annual savings of $28 million
in payroll and benefit costs

Generation dispatching. coordination
of power plant operations and
engincering and tecinical support
were consolidated at Centerior
Energy, as was planning for sub-
stations and transmission lines. The
operating subsidiaries continue to
be responsible for day -to-day
operation of power plants and for
customer-related activities. This
arrangement helps Cleveland Electric
and Toledo Edison retain the
customer good will they have
developed over the past century

The affiliation enabled the opcrating
companies o increase coordination
of electricity dispatching. This,
along with the addition of new
capacity, allowed us to retire one of
the five units at Cleveland Electric's
Avon Lake Power Plant. An en-
gineering study concluded it was
more economical to de .ommission
the 192-megawatt unit than to
spend money to keep it operating.

Financial Restructuring

Our standing in the financial
community was strengthened by a
financial restructuring. We redeemed
or refunded $860 million of high-cost
bonds and preferred and preference
stock in 1987 This reduced our
annual interest and preferred and
preference dividend requirements
by §123 million. Sce the chart on
this page for the impact on our
embedded costs of capital. Our
stronger balance sheet showed $165
million less in long term debt,
preferred and preference stock at
the end of 1987 than at year-end
1986, We expect to redeem at least
another $130 million of debt und
preferred stock in 1988

A considerable portion of this debt
and equity retirement program was
made possible by the sale and lease-
back of generating units. We sold
virtually our entire interest in the
three-unit Bruce Mansfield coal-
fired plant for $1 billion. Toledo

Edison sold 92 percent of its interest
in Beaver Valley Unit 2 for $715
million. Toledo Edisor would not
have been able to sell and lease back
that much capacity without our
ability to bolster Toledo Edison’s
credit rating with Cleveland Electric's
stronger rating. The resulting lcwer
interest cost was another example
o1 Toledo Edison customers reaping
the benefit: of the affiliation.

The transaction will result in the
removal of our Bruce Mansfield
investment from rate base (the
property value upon which regulators
allow us to earn a return). The
portion of Beaver Valley Unit 2 that
we sold will not be placed in rate
base. Instead, we will pay rent to

Embedded Costs of Long-Term Debt
and Preferred and Preference Stock
( Year End Annualized )
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the investors for the right to continue
to use the generrting capacity
Removing these investments from
rate base will permit the placement
of the capital coste of Perry Unit |
and Beaver Valiey Unit 2 in rate base
without the substantial rate increases
that o.herwise would be required.
In effect, the sale and leaseback
transaction gives customers a long-
term budget plan to pay for

these units.

The Mansfield sale enabled us to
realize a sign‘ficant capital gain and
to use investment tax credits that
otherwise could not be used at this
time, minimizing the tax on the
capital gain

Qur financial situation will i.nf rove
as a result of completing construction
of the nuclear units. For the five-vear
period 1983 -87, construction
expenditures were §4.5 billion

Actual and Forecast Construction
Expenditures inciuding AFUDC (M

Forvcas! construction cnsis are less thar

baif of the level experienced in 1987 and
’

it oot thivd of the poalk level in [T

Over the next five years, construction
expenditures should be about §1.9
billion (see the chart on this page). An
important part of the construction
program will involve the renovation
of existing generating units to
extend their useful lives and
increase their operating availability:
This is a lower-cost option than
building new generating units

We do not expect to 1ssue any new
common stock in the foreseeable
future The dilution of per share
earnings from new common stock
sales that had been necessary

has ended

Despite this progress, financial
problems remain. Dividends paid
on common stock were $2 56 per
share in 1987, substantially higher
than cash flow per common share
(see the chart on page 13). Further-
more, earnings in 1988 are expected
to be lower than the $2 82 per share
earned in 1987 Future dividend
action will be determined on a
quarter-to-quarter basis in light of
the then recent financial results and
evaluation of the corporation’s future
earning ability and cash flow. That
in turn, depends to a significant
degree upon the success of efforts
to obtain regulatory ~ction to assure
to the maximum extent possible the
inclusion of the investment and
operating costs of Perry and Beaver
Valley i rates over the next several
vears (see the chart on page 14)

oderating Rates

In February 1988, the Company
proposed a rate moderation plan to
phase the construction costs of

the Perry and Beaver Valley units
into rate base. Our ownership share
is $4 billion. The rest is owned

and leased by our utility partners
in CAPCO (the Central Area Power
Coordination Group) and other
investors

Uni'er the rate moderation approach,
Cleveland Electric revenues would
increase 9.5 percent and Toledo
Edison revenues would rise 7.2
percent in the first year. These
increases would cover other costs
of doing business as well as a
portion of the nuclear construction
investment. Under normal pro-
cedures, any rate increase would
not go into effect before December
1988 We are, however, seeking to
negotiate an agreement earlier

To put Perry and Beaver Valley into
rate base in one step would result in
a rate increase of about 30 percent
for our customers. We realize that
price increases of that magnitude
could put industrial and commercial
customers at a competitive dis-
advantage, as well as be burdensome
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General

Centerior Energy was organized in 1985 and acquired
The Cleveland Electric Hluminating Company and
Subsidiaries (Cleveland Electric) and The Toledo
Edison Company { Toledo Edison) on April 29, 1986,
This business combination was accounted tor as a
pooling of interests. The historical hnancial state
ments of Cleveland Electric and Toledo Edison
(Centerior Utilities) have been combined and re
stated. The consolidated financial statements also in
clude the accoums of Centerior Energy’s wholly:
owned subsidiary, Centerior Service Company ( Ser
vice Company |, which was incorporated 1in 1986, The
Service Company provides, at cost, management, i
nancial, administrative, engineering, legal and other
services 10 Centerior Energy, Cleveland Electric and
Toledo Edison. The Centerior Utilities operate as
separate companies, each serving the customers in its
service area The hrst mongage bonds, other debt
obligations and preferred and preference stock of the
Centerior Utilities continue to be owmstanding securi.
ties of the Centerior Utilities. All signihcant in
tercompany  items  have been  elimirated in
consolidation

Centerior Energy and the Centerior Utilities follow
the Uniform System of Accounts prescribed by the
Federal Energy Regulatory Commission and adopred
by The Public Utlities Commission of Ohio
(PUCO) . The service Company follows the Uniform
svstem of Accoutits for Mutual Service Compaiiies as
presceibed by the S cunities and Exchange Commis
sion un-ter the Public Unility noing Company Act of
1935

The Cemterior Unlities are membe,s of the Central
Area Power Coordination Group (CAPCO ). Orher
members include Duguesne ight Company ( Du
quesne §, Ohio Edison Company (Ohio Edison) and
Pennsylvania  Power Company  (Pennsylvania
Power ). The members have ¢onsteucted and operate
genetation and transmission facilivies for the use of
the CAPCO compames

Revenues

Customers are billed on a monthly cyele basis b
their energy consumption, based on rate schedules
authonzed by the PUCO. These rey2nues are e
corded in the accounting period ducing which meters
are read, except tor the portion of tevenues which are
deferred under the mieror construction work-in
progress (CWIP) law discussed below A fue! tactor s
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factor is designed to recover fuel costs from custom:
ers. s changed semannually after a hearing betore
the PUICO

Fuel

The Centerior Unilities deter the differences between
actual fuel costs and estimated fuel costs currently
being recovered from customers. This matches fuel
expenses with fuel related revenues.

The cost of tossil fuel is charged 1o fuel expense
based on inventory usage. The cost of nuclear fuel,
including mterest, is charged 1o fuel expense based
on the rate of consumption. Estimated future nuclear
fuel disposal costs are being recovered through the
base rates.

Carrying Charges and Deferred Operating
Expenses

The PUCO has authorized the Centevior Utihities to
deter interest carrying costs, current aperating ex
penses (ncluding cental payments) and depreciation
for Beaver Valley Unit 2 trom its commercial in
service date through December 31, 1988 or until that
Unit's costs are included in rates, whichever occurs
first. The PUCO also has authorized the Centerior
Utilities 1o defer current operating expenses and de
preciition for Peery Unit 1 from June 1, 1987 through
December 22, 1987 the date when these costs be
san to be recovered in rates, and has authorized the
deferral of interest and equity carrying costs, exclu
sive of those associated with operating expenses and
depreciation, for this Unit from June 1, 1987 through
December 31, 1987 and deterral of inteest carrying
costs from January 1, 1988 through December 31,
1988 or until such interest cacrving costs are included
in rates, whichever ocours firse. The PUCO deter
mined that Perey Unit 1 was considered “used and
usetful” on May 31, 1987 for regulatony purposes For
fimancial reporting purposes, the amounts deferred
for Perry Unit 1 pursuant (o the PUCO accounting
orders have been included in property, plam and
equipment through the November 18, 1987 commer
clal in service date. Subsequent to that date, amounts
deferred have been recorded as deferred charges
The PUCO did not authorize deferral of any equity
carrying costs after November 17, 1987 for Beaver
Valley Unit 2 or after December 31, 1987 tor Perry
Unit 1. Sev Note 7 for a discussion of regulaory
matters relating o our investments in these Units.

added o the hase rates for electric service. This l
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Preference Stock
1987 s Current _December 31,
Outstanding Call Price 19% 1
3 (thousands of dollars)
Wlﬂuw | 000,000 preferred 3 W0 pref
hout par value, 4,000,000 prelerred ana 3,000,0( :
rrence shares authorized
Subject to mandatory redemption (less curtent maturities )
Preferred:
B 735 SOHRE C . .iivininnes kidan 200,000 f 105.00 $ 20,000 $ 21,000
BB00 Senies B .o ooviiinviinin 36,000 1,045.91 36,000 39,000
YS00 Semes ¥ . ..onohinaninns 16,666 1.000.00 16,666 33,333
BODO Semies G . coviannisnsrain: 8,000 1,000.00 R8.000 16,000
14500 Segies B .o .oovvivnveiiisa 19,590 - 19,590 23,154
14800 Series | ..o inniiin s 23,624 - 23,624 27,562
LT R TR R M. - 23,200
RS0 SeHeE R v v arivering 10,000 - 10,000 10,000
Adjustable Series M . ... .......... 500,000 106.76 49,000 49,000
9125 Series N ..o..ooviianny, 250,000 109.13 73,968 73,968
. 250,848 _316,217
| Preference:
| 7780 SEHES 1 ooevrneriens 13,797 1,000.00 13,997 22,800
| Not subject to mandatory redemption:
| Preferred.
740 Series A ... 500,000 101.00 50,000 50,000
| .56 8¢ =B ..nv.io ba A anb R 450,000 102.26 45,071 45,071
1 Adjustable Sea.es L ... ooiiiviinnan $00,000 106 34 48,950 48,950
l Remarketed Series P ..., ... h ey e bians '$0 101,500 00 73213 -
' 217,334 144,021
| Toledo Edison
i $100 par value preferred, 3,000,000 shares authorized, $25 par value preferved, 12,000,000
' shares authorized, and $25 par value preference, 5,000,000 shares authorized — none
! outstanding
Subject to mandatory redemption (less current maturities )
' $100 par  $1100 ... ... ... .. ..., 50,000 103 50 5,000 5,499
| | J T T 183,400 105,43 18,340 20,008
o R T B Ty - - e 11,268
' 1268 . i, — e 18,225
| L O - - 25 BO0
| 25 par BYE vrvieninianinaas — - 30,000
e TR R — . - 35,000
1 T 2,000,000 27 81 50,000 —
] 73,340 148,797
| Not subject to mandatory redemption
100 par 425 . .. 160,000 104,628 16,000 16,000
456 50,000 101.00 5,000 5,000
1 R 100,000 102.00 10,000 10,000
BAE rininvisr ik ih 100,000 103.54 10,000 10,000
i T 150,000 103.377 15,000 15,000
g . 150,000 102.60 15,000 15,000
1000 . oo 190,000 101 00 19,000 19,000
25 par BBR s sariivs Yt Ry 1,000,000 23 )0 25,000 25,000
IR < i ann s b Ay b e 1,400 GO0 2845 35,000 35,000
4238 . e - — -~ 20,000
34T e 1,200,000 097 30,000 30,000
Series A Adjustable . . . 1,200,000 - 30,000 30,000
Series B Adstable . . . .. 1,200,000 30 000 30,000
Centerior Energy L §089
Without par value, $.000,000 preferred
shares authorized. . ... ... ... .. S - : ~- —
Total Preferved Stock with Mandatory Redemption Provesions .. . . 330 188 !%5'01!
Total Preferred Stock without Mandatory Redemption Provisions .. e 4 !497 I"ﬁ !mqlmﬂ
Twtal Preference Stock with Mandatory Redemption Provisions ... ... ...... b w m

The accompanying notes and summary of signibcamt accounting policies are an integral part of this statement.
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Centerior Energy Corporation and Subsidiaries
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(1) Property Owned with Other Utilities and lnvestors

The Centerior Utilities own, as tenants in common with other utilities and those investors who are owner
participants in various sale and leaseback transactions (lessors ), certain generating units as histed below. Each
owner owns an undivided share in the entire umit. Each owner has the right 1o a percentage of the generating
capability of each unit equal 1o its ownership share. Each utility owner is obligated to pay for oaly its respective
share of the construction and operating costs. Each lessee is obligated to pay for the related lessor's share of
those costs. Property, plant and equipment at December 31, 1987 includes the following tacilities owned by the
Centerior Utilities as tenants in common with other utilities and lessors

In Plamt Construction
Service  Ownership  Ownership  Power in Work
Generating Unit Date Share Megawatts  Source  Service in Progress
t thousands of dollars)
la Service
Seneca Pumped Storage .. . ..., 1970 B0.00% 305 Hydro § 5829 ¢ S4
Bastiake Unst S ......cooo0unin 1972 68 80 446 Coal 119,594 A 878
Perry Unit 1 & Common
Facilities ... ... ....ocoiiiiiins 1987 51.02 615% Nuclear 2,787,331
aver Valley Unit 2 &
Coramon?acnlmes {Note 2) ... 1987 26.12 218 Nuclear 1,350,801 9,388
Construction Suspended (Note 3):
Perry Unit 2., ..o ivaiismnnne Uncerain 51.02 615 Nuclear - TR3.028

!4,316,023 !823.548

The accumulated depreciation for Seneca at December 31, 1997 was §16,000,000. Depreciation on all other plant
in service vwned with others has been accumulated on an account basis with all other depreciable property
tather than by specific units of depreciable property. The Centerior Utilities’ share of the operating expense of
these generating units is included in the Results of Operations

(hio Edison and Pennsylvania Power have agreed to purchase 80 megawatts of Cleveland Electric’s 375 megawat
ownership interest in Perry Uait 1 over an 18 month period The purchase commenced with the commercial
operation of the Unit in November 1987,

(2) Udlity Plant Sale and Leaseback Transactions Unit. The sale price was $715,000,000 On the same
day, the purchasers leased those interests in the two
plants back to Toledo Edison (with Cleveland Elec
tri 8 co lessee) for terms of about 294 years

On September 30, 1987, Cleveland Electric sold es
sentially all of its 470 megawatt undivided renant-in
commaon interests in Units 1, 2 and 3 of the coal

fired Bruce Mansfield Plant ( Mansfield Plant). Cleve The Centerior Utilities are amortuzing the applicable
land Electric had owned 6 $%. 26 8% and 24.47%. deferred gains and loss associated with these sales of
tespectively, of those three units. The sale price was utility plant over the period of the lease erms
$625.500.000 On the same day. the purchasers leased Future minumum lease pavments under these operat
those interests hack 1o Cleveland Electric (with To ing leases at December 31, 1987 are summarized as
ledo Edison as co lessee ) for a term of about 29, follows:
years Year Amount
(thousands of dollaes )

Also on September 30, 1987, Toledo Edison sold R R e $§ 122,000
essentially all of its 294 megawan undivided tenant 1989 . .. TETTORS 182,000

i o IR K e S 182 000

in common interests in Units 2 and 3 of the Mansheld

! - = e, T %3000
Plant. Toledo Edison had owned 17 3% and 19914, i

; [ IO TR » 8O,
respectively, of those two units. The sale price was Later Years ... ....... 5,020,000
$398,100,000 ()n‘ (hc_ same day : Tnledﬁ Edt~«>tl also Total Futute Minimum
{()lq about 18 26% of Beaver Valley Unit 2 T”h.ld“ Lease Payments $5.875 000
Edison had owned a 19 91% (165 megawatts) undi
vided tenant in commaon imerest in Beaver Valley The amount recorded as rental expense for the Mans
Unit 2 and has retained about a 1 65% interest in the field Plant leases was $32,100,000 in 1987 Remtal
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We have insurance coverage for damage to our prop
erty at Davis Besse, Perry and Beaver Valley (includ
ing leased fuel and clean up costs) in the amount of
$1.525.000,000 for each site. Damage to our property
could exceed the insurance coverage by a substantial
amount and thereby have a material adverse eftect
on our financial cond‘tion and results of operations in
the periods following the loss. If the property dam-
age reserves of one of the insurers are inadequate o
cover claims arising out of an accident at any nuclear
site in the United States covered by that insurer, we
are obligated 1o pay retrospective premiums up to
$14.467,000 for the current policy year.

Insurance coverage is also held for the cost of any
replacement power purchased after the occurrence of
certain types of accidents at our nuclear units. The
amount of whe coverage is limited to 90% of the
estimated difference in replacement power costs per
week dunng the 52 week period starting 26 weeks
after an accident and 45% of such estimate per week
for the next 52 weeks. The cost and duration of
replacement power could substantially exceed the
insurance coverage. Also, if the insurer's reserves are
inadequate to cover claims arising out of accidents at
any nuclear units in the United States covered by
such insurance, we are obligated 10 pay retrospective
premiums up to $3.042,000 for the current policy
year.

(7) Regulatory Matters
Kates
During the three yvears ended December 31, 1987, the

PUCO gramted increases in electric rates 1o the
Centerior Utilities as follows

Annualized
Date Company Amount

t thousands of
dollars )
February 1983 Toledo Edison $22.700
March 1983 Cleveland Electric 19,500
June 1986 Cleveland Electric 37,000
March 1987 Cleveland Electric 39,600
May 1987 Toledo Edison 43,000
December 1987 Cleveland Electric ZR BOO
December 1987 Toledo Edison 4,000

In December 1987, the PUCO granted Cleveland
Electric an increase in electric rates of §28 800 000
annually However, this increase will be reduced by
$11 800,000 on an annual basis for = prriod of about
18 months for the return of monies collected from
customers under the mirror CWIP law. The rate in
crease reflects inclusion of a significant part of the
requested annuahized operating costs for Perry Unit |
and the continued inclusion of a portion of Perry

Unit 1 cost as CWIP in rate base. The new rates went
into effect in late December 1987

In December 1987, the PUCO granted Toledo Edison
an increase in electnc rates of $4,000,000 annually.
In addition, the order made permanent the February
1985 and May 1987 emergency rate increases, The
rate increase includes a significant portion of the
requested annualized operating costs for Perry Unit 1
The rate increase also reflects inclusion of a portion
of Perry Unit 1 cost as CWIP in rate base The new
rates went into effect in late December 1987

In connection with the February 1988 rate order,
Toledo Edison was ordered to record a portion of its
AFUDC accruals to a reserve accoumt (rathor than to
income) in an amount sufficient to offset the in-
crease in after tax earnings resulting from the rate
increase. At December 31, 1987, this AFUDC deferral
amounted to $38,000.000. 1t is expected that when
Perry Unit 1 is considered for full inclusionr in Toledo
Edison’s rate base, the PUCO will either reduce rate
base by the amount of the reserve or include such
amount in rate base If the latter option were chosen,
future revenues would be reduced by the interim
revenues collected, including carrying charges, over
a period equal to the period the interim rates were
in effect.

The Office of Consumers Counsel (UCC) requested
a rehearing objecung to inclusion of Perry Unit 1
operating costs in each of the rate decisions. The
OCC also filed a second request tor rehearing in each
rate case on other maters. The Centerior Utilities and
other interested parties also have requested rehear
ings. The PUCO denied the requests for rehearings
with respect to the iuclusion of Perry Unit | operat
ing costs, The PUCO also acted on the other re
quests by agreeing to rehear specific issues raised in
some of the requests. The OCC appealed the issue
raised in its first requests for rehearings to the Ohio
Supreme Coutt and has requested a sty relating to
inclusion of such costs. The Cemterior Utilities and
the other parties iiling requests for rehearing may also
appeal to the same court if the PUCO denies their
respective requests We believe OCC's request relat
ing to inclusion of Perry Unit 1| operating costs is
unlikely to succeed.

Rate Pbase-in Plans for Nuclear Investments

In February 1988, the Centerior Utilites filed notices
of intent to request rate increases with the PUCO.
Generally, when a new electnc generating unit is, or
is about 10 be, placed in commercial service, the
Centerior Utilities request a rate increase o recover
all allowable costs, including current operating ex
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penses, depreciation, interest and a fair return on
their investment in the unit. Because of the size of
their ownership investments in Perry Unit 1 and Bea
ver Valley Unit 2, the Centerior Utilities have pro
posed to the PUCO a gradual increase in their rates.
These increases would “phase in” full recovery of all
such costs over a 10-year period. These plans would
defer costs in their initial vears, but would ultimately
provide for full recovery of all allowable costs, in
cluding all costs deferred pursuant to PUCO account:
ing orders.

Cleveland Electric's plan includes a request for an
initial increase in base rates which, when coupled
with a reduction in revenues from a decrease in the
fuel cost recovery factor and the return of CWIP
related revenues, would result in revenues being

9 5% higher than 1987 revenues, or $125,000,000
annually, followed by nine annual increases Toledo
Edison's plan includes a request for an initial increase
in base rates which, when coupled with a reduction
in revenues from a decrease in the fuel cost recovery
factor and the impact of the February 1985 emer
gency rate increase, would result in revenues being
7.2% higher than 1987 revenues, or $45,000,000 an
nually, followed by nine annual increases. In each of
the phase in plans, the amounts of the annual in
creases following the first year have vet to be final
ized They will be designed to provide for the tull
recovery of allowuble costs relating to our investments
in Perry Unit | and Beaver Valley Unit 2. Also, as an
alternative 1o the phase in plans, the Centerior Utili
ties inch ded in their notices of intent requests for
approximate 30% rate increases which reflect the in
creases necessary for full recovery of our investments
in Perry Unit 1 and Beaver Valley Unit 2 on a
nondeferred basis

Rate applications reflecting the phase in plans and the
nondeferred alternatives are expected to be filed with
the PUCO in March 1988 As a part of these applica
tions we are considering proposing the transfer of a
portion or all of Toledo Edison’s leased Beaver Valley
Unit 2 capacity entitlement and associated “ental
obligations to Cleveland Electric for an undeter
mined period The applications also will seek 10
recover our investments in facilities other than Perry
Unit 1 and Beaver Valley Unit 2 and higher operating
and capital costs. Irrespective of any action the PUCO
may take with respect 1o these applications, addi
tional rate increases may be requested in future vears
to recover our other investments in facilities and
higher operating and capital costs

The Chairman of the PUCO has stated that the PUCO
will sponsor . settlement conterence with the Center
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ior Unlities and intervenors in early March 1988 1o
begin discussions on the phase in proposals. It is our
intent to work with the PUCO and other interested
parties to reach an agreement sooner than December
1988, the earliest time when, under normal proce
dures, any rate increases from our expected March
1988 applications would go into effect.

The proposed phase in plans are expected to satisfy
the accounting standard for phase-in plans. If the
PUCO does not approve the phase in plans of either
of the Centerior Utilities or if a phase in plan is
approved that does not meet the accounting standard,
our results of operations and hnancial condition
would be adversely affected to the extent that allow
able costs, including all costs being deterred pursu
ant 1o PUCO accounting orders, are not being
currently recovered

Potential Disaliowance of Nuclear Investments

Depending on the ultimate outcome of prudency
investigations and the related appeals, we may have to
write off the disallowed costs or discontinue accruing
POSL in-service carrving costs on a portion of our
investuments in Perry Unit 1 and Beaver Valley Unit 2
See Note 3 for a discussion of Perry Unit 2

In January 1988, the PUCO issued an order stating
that approximately $627 800 000 of Perry Unit 1 con
struction costs were imprudently incurred or were
unreasonable and that the Centerior Utilities” shares
of these costs of about §320,000,000 must be written
off and not included in their respective rate bases
The PUCO's investigation covered the period of time
starting with the decision to build the Unit through
the date of fuel load on March 21, 1986 Approxi
mately $4,153,000,000 in construction costs of Perry
Unit 1 were incurred during this period. The order
also stated that further adjustments will be required to
correct the additional AFUDC component to reflect
subsequent delays in the in service date and o reflect
additional AFUDC associated with certain issues

The preliminary estimate of this additional amount,
based on the methodology used in the PUCO's order,
i $174,100 000 The Centerior Ltilities” share of this
amount is about 89,000 000

specifically, the PUCO concluded that Cleveland
Electric performed s project and management re
sponsibilities in an aggressive and effecrive manner,
except for about $298 900,000 of costs which could
have been avoided through improved management
and decision making, $263 600,000 of costs result
ing from delays caused by General Electric Company
in connection with the design and construction of
the nuclear steam supply system and $65, 300,000 of



costs resulting from delays caused by another con
tractor. Although the PUCO concluded that Cleveland
Electric did not act imprudently with respect to the
latter two costs, the PUCO concluded that these costs
should be disallowed.

The PUCO will also consider the prudency and rea-
sonableness of Perry Unit 1 construction costs in
curred after the fuel load date which are estimated o
be about $1,200,000,000.

We believe all of our expenditures for Perry Unit 1
were prudently incurred and that the PUCO's indings
were in error. We have requested a rehearing with
the PUCO and, if the request is denied, will appeal
the order to the Ohio Supreme Coart. We cannot
reasonably estimate the amount of loss, if any, that
may result from the resolution of this matter. Accord:
ingly, we have not written off any of our investment
in Perry Unit 1 at this time. 1f the PUCO's decision is
not reversed on appeal, we would be required 1o
write off the disallowed amounts

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

In his January 1988 recommendation, the administra
tive law judge also recommended that the PaPUC
disallow $372,000,000 of Beaver Valley Unit 2 con
struction costs which were incurred during the period
until fuel was loaded and were determined to be the
result of imprudent management by Duquesne. The
total estimated cost of the Unit is $4,700,000 000 In
his recommendation, the administrative law judge
considered the report submitted by Canatom, inc .
the engineering iirm selected by the PaPUC to evalu
ate Duquesne s management of the construction of
Beaver Valley Unit 2 and to conduct an audit of
related project costs. Canatom concluded that Du
quesne performed most of its duties in a reasonable
manner, with the exception of certain engineering
related and other matters whicli increased the cost of
Beaver Valley Unit 2 by an amount ranging from
$219.000,000 10 $271.000,000. Canatom congluded
that those costs could have been avoided. The admin
istrative law judge recommended a disallowance of
about $89 000 000 of the costs which Canatom had
concluded were avoidable and recommended a disal
lowance of $283 000 000 of costs which were not
considered avoidable by Canatom Canatom also con
cluded that the CAPCO companies delayed the con
struction of Begver Valley Unit 2 due 1o capacity. load,
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financial, regulatory and technical considerations re
sulting in additonal costs of $312,000,000 1o
$488,000,000 but did not characterize these delays
and costs as avoidable The adminiscrative law judge
recommended that these costs be allowed We and
Duquesne do not agree with the administrative law
judge’s recommendations regarding disallowances or
with Canatom's conclusions with respect to avoida
ble costs. Duquesne will challenge these recommen
dations in appropriate PaPUC proceedings. Neither
the administrative law judge s recommendations nor
the Canatom report are binding on the PaPUC, the
PUCO or the Centerior Utilities, and any decision of
the PaPUC will not be binding on the Centerior
Utilities or the PUCO However, the PUCO also will
investigate the prudency of the costs of the Unit and
will review the Canatom report in determining
whether to disallow the recovery by the Centerior
Utilities of any of their costs of the Unit. If it were to
appear probahle, as a result of any proceedings insti
tuted by the PUCO, that recovery in rates of any
portion of the construction costs, including a full
return thereon, of Beaver Valley Unit 2 will not be
allowed, then our share of such costs would have o
be written off To the extent a disallowance is atrib
uted to our leasehold interests in the Unit, we would
have to record a loss provision for the deferred and
future lease rental payments

PCO Reserve Capacity Standards

In November 1987, the PUCO issued an order adopi
INg a reserve capacity poiicy The policy states that an
appropriate generic benchmark for an electric util
ity's reserve margin is 20% A reserve margin oxceed
ing 20% gives rise (0 3 presumption of excess
capacity, but may be appropriate if it benefits the
customers or relates o unigue system characteristics
Appropriate remedies for excess capacity (possibly
including disallowance of costs in rates) will be
determined by the PUCO on a case by case basis We
believe that the Centerior Utihities' reserve margins,
both before and after Perry Unit 1 and Beaver Valley
Unit 2 went into service, are reasonable and prudent
under the citcumstances and are not excessive, al
though they are expected 10 exceed the 20% hench
mark for the foreseeable future. However, we are
considering proposing the transfer of Toledo Edison's
Beaver Valley Unit 2 leased capacity entitlement 1o
Cleveland Electric Moreover, since we are proposing
to phase in our investments 1o these Units, we be
lieve capacity not in rate base should not be included
in the 20% test We believe that. after giving effect o
these proposals. our reserve margins for each com
pany will not exceed the 20% benchmark. We canpot
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these unused credits is limited by provisions of the
Tax Reform Act of 1986 and the level of future taxable
income to which such credits may be applied.

The Tax Reform Act of 1986 provided for a 40%
average income tax rate in 1987 and a 34% income tax
rate in 1988 and thereafter, the repeal of the invest
ment tax credit, scheduled reductions in investment
tax credit carnforwards, less favorable depreciation
rates, a new alternative minimum tax and other items.
These changes have resulted in an increase in tax
payments and a reduction in cash flow during 1987
Most of the increase in tax payments is because the
alternative minimum tax reduces the amount of in
vestment tax credit allowed as an offset to federal
income tax payable.

In December 1987, a new accounting standard for
income taxes was issued The standard requires a
change in the accounting and reporting for income
taxes from a deferral method to a liability approach
We do not anticipate adopting this standard before
the effective date of January 1989, The liability ap
proach establishes accumulated deferred income tax
liabilities for amounts recorded either net of tax or
after tax and flow through accounting items and rec
ognizes the effect of any changes to the income tax
rates. The change will result in a significant increase
to the accumulated deferred income tax labiliry
reponted on e balance sheet. However, the increase
in this Liability will be primarily offset by an increase
to a regulatory assel account also on the balance
sheet. We do not expect the adoption of this standard
1o have any significant effect on our et income

(9) Retirement Income Plans and Other
Post-Retirement Benefits
We sponsor noncontributing pension plans which
cover all employee groups The amount of retirement
benetits generally depends upon the length of ser
vice. Under centain circumstances, benefits can begin
as early as age 53 The plans also provide certain
death, medical and disability benefits. Our funding
policy 1s 1o be in compliance with the Employee
Retirement Income Security Act Guidelines

In 1987, we adopted the new standard for accounting
for pensions. Also, during 1987 we ofiered a Volun
tary Early Retiremnent Opportunity Program (VEROP)
rvhich was accepted by 544 of the 589 eligible
employees at an estimated cost of §31,800.000. Pen
sion and early retirement program costs for the vears
1985 through 1987 were §21,400 000, §18,100,000
and $23.300,000, respectively Net pension and early
retitement costs for 1987 were comprised of the fol
lowing components:
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Mitlions
of Dallars
Pension Costs:
service cost for benefits earned dur
ingthe period . «.....ovvoiveviviin $16
Interest cost on pwmedbemﬁt ob
BAORAOR &5 s v 50 e in Hch 30 ¥ 32
Actual return on plan assets ... ... ... (37)
Net amortization and deferral ... (14)
Net pension Cost, .. ........... (3
WEBE 00 5.0 5845 an 5% Do s Sr o B aik's _26
Net pension and VEROP costs ... .. $23

The following table presents a reconciliation of the
funded status of the plans at December 31, 1987

Millions
of Dollars
Actuarial present value of benefit obli
Rgations:
Vested benefits . ... .o oo $321
Nonvested benefits. . ... a4
Accumulated benefit obligation . . .. 364
Effect of future compensation Jevels .. 116
Total projected beneht obligation ., 480
Plan assets at fair macket value . ..., ... 610
Unfunded (surplus) projected henefit
ORI v 5.0 « o vy 3 s v s w03 e s - (130)
Unrecognized net gain due to
variance between assumptions and ex
POPERETE s oo s v v v ks e e S (4)
Unrecognized prior service cost. ..., .. 7
Unrecognized VEROP cost . ...... . ..., (6)
Transition asset at January 1, 1987,
being amortized over 19 years ... ... .. 158

Net accrued pension cost included in
other deferred credits on the Balance
T R P S AR

L
Assumptions used for the actuanal calculations sum
marized above are as follows. settlement (discount)
rate — "%, long term rate of annual compensation
increase — 5% and long term rate of return on plan
assets — 7%

At January 1, 1986, the fair market value of net assets
available for plun benetits was $550,000,000 and the
vested and nonvested actuarial present value of ac
cumulated plan benefits was $267 000,000 and
$26,000,000, respectively, assuming a 7% discount
rate and long term rate of return on plan assets

Plan assets consist primarily of investments in com
mon stock, bonds, guaranieed investment contracts
and real estate.

In 1986, we began 1o fund the post retirement medi
cal benefits and premiums In prior years such costs
were recorded when paid The total amounts funded

e e e
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in 1987 and 1986 were $850.000 and $4,100,000,
respectively.

(10) Guarantees

Under two long term coal purchase arrangements,
Cleveland Electric has guaranteed the loan and lease
obligations of two mining companies Toledo Edison
18 also a party to one of these guarantee arrange
ments. This arrangement also requires payments to
the mining company for any actual out of pocket idle
mine expenses (as advance payments for coal) when
the mines are idle for reasons beyond the control of
the mining company. At December 31, 1987, the
principal amount of the mining companies’ loan and
lease obligations guaranteed by the Centerior Utih
ties was $106,000 000

The Centerior Utilities have also guaranteed the debt
obligation of a supplier. At December 31, 1987, the
principal amount of the debt obligation guaranteed
by the Centerior Utilities was $4,000,000.

(11) Sale of Cleveland Electric Steam System

Cleveland Electric sold its steam system on December
30, 1987 for $7,000,000. A net after wax loss of ap
proximately $18 000,000 reduced Nonoperating In
come in the Results of Operations. This one time loss
reduced earmings per common share by 13 cents in
1987 The sale will not have a material impact on
future results of operations

(12) Capitalization

fa) Capital Stock Transactions

Shares sold and retired during the three vean ended
December 31, 1987 are listed below Common stock
activity prior to April 29, 1986 has been adjusted to

reflect Cleveland Electnic's 111 exchange ratio and
Toledo Edison’s one for one exchange ratio for new
Centerior Energy shares
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Net Change ... .. ..
Cumulative Preferred and Prel
erence Stock of Subsidiaries
Subject to Mandatory Re
demption
Sales
Cleveland Electric
Preterred
Adjustable Series M
$9 125 Series N

Toledo Edison
Preferred
$25 par $2 81

Retirements

Cleveland Electric
Prelerred
$ " SenesC ...
&8 00 Series F
75 00 Series F. ..
RO O Series G
145 00 Senes H ..
145 00 Series 1 .. .
113 50 series )
Preference
$77.50 Serjes 1.
Toledo Edison
Preferted
$100 par $11.00 .
L B354
13.2%
1265
14 8O
57%
372
Net Change

Cumulative Preferred Stock of
Subsidiaries Not Subject to
Mindatory Redemption
Sales
Cleveland Electric

Preferred
Remarketed Series p
Toledo Edison
Preferred

L
Acm;nhlc Series A

Adpstable Seres B
Retire menis

Toledo Edison
Preferred
$25 par 4 28

Net Change

25 par

1987 1986 1988
( thousands of shares )
- 1000 %000
4591 4597 s967
%16 AN aar
61 - 107
1 N 35
90 1 it
S528 9217 9589
‘ (44)
(19 a"
slm 9,166 9|§89
- 500
750 .
2,000 -
(1Y pm (10}
%) %) (%
1Y) 07N :
(8) (N) (®)
(4) (2 (2)
(4) (<)
(29)
(9 1 an
(5) (5) (%
(17} (") 4 b
“1d1) {(9)
(194) (10}
{ 4000
(1.200)
{1,400) -
(1,317) 656 LRE]
1
1,200
1.200
( WO ) -
(TN 1200 200
e E=—T1_"1 o=




No new shares of common stock will be issued for the
Dividend Reinvestment and Stock Purchase Plan or
the Employee Savings Plan Shares required for the
two plans are being acquired in the open market

(b) Common Shares Reserved for Issue

Common shares reserved for issue under the Em
plovee Savings Plan and Purchase Plan were
3,183,583 and 139,309 shares, respectively, at Decem:
ber 31, 1987

Stock options to purchase unissued shares of common
stock under the Key Emplovee Incentive Stock Plan
and 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. The Key Em
ployee Incentive Stock Plan expired in June 1987 No
additional options may be granted under the 1978
Key Employee Stock Option Plan. The exercise prices
of option shares purchased during the three years
ended December 31, 1987 ranged from $14 09 to
$20 73 per share, after adjustment for the exchange
ratio. Shares under outstanding options held by em

ployees were as follows:
Key Employee
Incentive Stock Plan

1987 198 1983
Options Outstanding
at December 1.
Shares ... .. .. — 30636 S8517
Option Price ... . 202, MH67S5w
§20 1
1978 Key Employee
Stock Option Plan
1987 1986 1985
Opuons Outstanding
at December 31
Shares ... . 391,769 481290 601 2%
Option Price . ... $14.09 to §15 09 to $§14 09 w0

$2073  $2073 2073

(¢} Equity Distribution Kestrictions

At December 31, 1987, consolidated retained earn
ings were comprised almost entirely of the undistrib
uted retained earnings of the Centerior Utilines
substantially all of their retained earnings were avail
able for the declaration of dividends on their respec
tive preferred. preference and common shares All of
their common shares are held by Centerior Energy

A loan or advance by a Cencenior Utility 1o Centerior
Energy requires PUCO authorization unless it s
made in the ordinary course of business operations in
which the Centerior Utility acts for Centerior Energy

s

(d) Cumulutive Preferved and Preference Stock
Amaounts to be paid tor preferred stock which raust be
redeemed during the next five years are $10.000,000
in years 1988 through 1990, $30,000,000 in 1991
and $20,000,000 in 1992 In addition, Cleveland Elec
tric must offer to purchase preferred and prelerence
stock  having a total redemption  price  of
$38.000,000 in 1988

The annual mandatory redemption provisions are as

follows:
Annual Mandatory
Kedemption Provisions
shares  Shares al Begin  Price
to be  Holders ning Per
Redeemed Opu.~ i Share
Cleveland Electric
Preterred
$ 75358 SeviesC ... 10,000 — 1984 § 100
B8 00 Series E. 3 060 - 1981  1.000
7500 Series F . .. - 16,667  198% 1,000
RO 0D Series G - KOO0 1984 1,000
14500 Series H .. 1,782 - 198% 1,000
14500 Series 1 ., .. 1,969 - 1986 1,000
113 50 Series K . 10,000 - 1991 1,000
Adjustable Series M 100,000 - 1991 100
9128 Series N | 150 006 1993% 100
Preference
7750 Sertes 1. 11,400 1984 1,000
Toledo Edison
Preferred
$100 par $11 00 8,000 - 1979 100
93478 16,650 - 198% 100
Wpar 218, 400,000 - 1994 b

The annualized cumulative preterred and preference
dividend requirement as of December 31, 1987 is
#7 3,000,000

The preferred dividend rates on Cleveland Electric's
Series L and M and Toledo Edison's Series A and B
fluctuate based on prevailing interest rates. The divi
dend rates for these issues averaged 7 89%, 7 48%,

B 35% and 9 43%, respectively, in 1987 The dividend
rate on Cleveland Electric's Remarketed Series P,
which was issued in Julh 1987, averag.d 8 66% in
1987

Under its anicles of incorporation, Toledo Edison
cannot issue preferred stock unless cenain earnings
coverage requirements are met Based on eaimings for
the 12 months ended December 31, 1987, Toledo
Edison could issue at December 31, 1987 approxi
mately $336 000 000 of additional preferred stock at
an assumed annual dividend rate of 11%. Any re
quired write off by Toledo Edison of its plant invest
ment could adversely affect its ability to issue
additional preferred stock See Notes 3 and 7 The
tssuance of additonal preferred stock in the future
will depend on earnings for any 12 consecutive

fo i
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months of the 15 months preceding the date of issu
ance, the interest on all long term debt issued and
the dividends on all preferred issues.

There are no restrictions on Cleveland Electric's abil
ity to issue preferred or preference stock or Toledo
Edison's ability to issue preference stock

With respect to dividend and hiquidation rights, each

company’s preferred stock is prior to its preference
stock and coamon stock, and each company’s prefer
ence stovk is prior to its common stock

fe) Long Term Debt and Otber Borrowing
Arvarigements

Long term debt, less current maturities, for the
Centerior Utilities is as follows.

First mortgage sonds:

m'.ﬂ:ﬂ December 31,
Year of Maturity Interest Rate 1987 1986
' ; (thomsands of dollars )
1988 .. 400 % § —~ § 15000
1989 ... ...... &G0 20,000 20,000
1989 .. .. ... 1525 40,000 40,000
s PR 14.537% 803,000 £0, 000
1990 ,......... 7128 60 000 60,000
1990.......... 1400 65,000
o PR e 8378 45,000 15,000
1991 ... .00 1400 25,000 25,000
1991 ... ...... 15628 35 000
1991 .......... 1560 61,000 0,006
1992 ... 0o 1828 20,0600 20,000
1992 .. ... 16.12% (), 000
1993.1997..... &7 378,750 559 882
1998.2002 ..., 81§ 100,728 115,998
20032007 ., . 979 269475 284,748
00823012..... 93 HTR 650 G461, 0198
20132017 .. 10 30 K72 540 §72 550
2018.2022..... 902 205 500 93RO0
2825453 R 068073
Term bank loans, 8 78%
average rate, due 1989
A = - 179,166 214 843
Notes, 10 83% svetage
rate, Jue 1989 1997 157 000 277 .00

Debentures, 11.25%, duc
1997 : 125,000
Pollution wmml notes,
9 69% averige rate, due

1989 20158 223,290 223 BOO
Other — net ... .. .. K 440 X 696

Total Long Term
Detn ........ !2 ’I!ll)W 3,792,402

Long term debt matures during the next five years as
follows: $50,000,000 in 1988, §150,060,000 in 1989,
$208.000,000 in 1990, §204,000,000 in 1991 and
$170,000,000 in 1992

The mortgages of Cleveland Electric and Toledo
Edison constitute a hirst mortgage lien on substantially
all thetr property and franchises owned Excluded
from the lien are cash, securities, sccounts receiva
ble, fuel, supplies and, in the case of Toledo Edison,
automaotive equipment

The issuance of additional fiest morngage bonds by
Cleveland Electric is limited by two provisions of is
mortgage One relates to bondable propenty cover
age of the bonds and the other w earnings coverage of
interest on the bonds. The amount of additional
bonds issuable will depend upon unbonded bopd
able property, earnings and interest on the bonds
then outstanding and to be issued. Under these limits,
Cleveland Electric would have been permitted to
issue approximately $803,000,000 of additional
bonds at December 31, 1987

The issuance of additional hirst mortgage bonds by
Toledo Edison also is himited by provisions in its
mortgage similar to those in Cleveland Electric's
mortgage The mongage also permits the issuance of
refunding bonds in an amount equal 1o retired bonds
which have not served as the basis for the issue of
other bonds  Under these provisions at December 41,
1987 Toledo Edison would have been permined to
issae approximately $241.000,000 of nonrefunding
bonds and $24.000,000 of refunding bonds

Certain unsecured loan agreements of Toledo Edison
contain covenants limitng to 65% of wual capializa
ton (as defined) the total of s shor term debt in
excess of $150.000,000 and tunded debt. limiting
secured hnancing other than through hrst mongage
honds and certain other wansactions and requiring
Toledo Edison 1o meintain earnings (as defined ) of at
least 15 times interest on 1is Arst montgage bonds.
The earnings coverage ratio applies 1o $349,500. 000
of unsecured loans and was 2 71 &t December 31,
1987

Any required write offs of the Centerior Utilities” plant
inestments could significantly affect their ability to
issue additional debt See Notes § and °
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*Owned and leased jointly by various members of the Central Area Power Coordination Group (CAPCO)—The
Cleveland Electric Hluminating Company, The Toledo Edison Company, Duquesne Light Company, Ohio Edison
Company and its subsidiary Pennsylvania Power Company
* *Construction suspended indefinitely '
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