/

L MMM ELL Al

-/‘} Lowth

7¢
.
i

' lli

-

28 D
B, . i ; 'r- A
- — 4 . “ —ie
Hi-=} I "ITE
!

L

-

wtan's talea
LSt The _TaXewmne




i 7,47 eaoL's mell Doy il

WORRY it Stuplsr CompDTly
\‘ /

-

)T .

O Al /
Vleurmanad - edles

e L

“Wih I NTE ina 7P naq
@0

““‘»»‘(d’[( L /‘}h_(
‘ f ONT M. | ({.((/(,‘r,m‘. 7

| 2 v’
e ar Tmend Qe

i Celuary
) L







7/
w
§ S ML Ao Z Al ‘™
»\t*v AL £ LML Mma 4
4 .
S e
< A -
Wiritmd e %y sx% “_.‘ -y i~y
g . - { ) ] {4
3 Vel
A AREe 1 == =0
-
" =
.;,
"'7“ \ -
v ¥
» '\ | )]
- -’- s .

‘,5{‘\\ s Al - Sy

. . - PRt

'Y s Tudeny

Hae™



ANAVESNE YR RN

TOo OUR Today's Pittsburgh regior is growmng _regaining measurable strength as

SHAREHOLDERS it continues a transformation and diverstfication from an cconomy
based primarily on heavy industry to an incressingly knowledge
orierted economy.

This year's annual report cover iltustiation shows
just some of the exciting new developments throyghout the 800 square
mile termitory we serve -the installation of one of the largest supercom-
puters in the nation, pioneer work in medical transplant procedures,
robotics, biotechnology. and computer software. Each rypifies a region
forging a new future

Likewise 1987 zetail demand for our product
increased with the improving local economy Our annual sys em
peak load wos seven percent higher than the previous year's, und
sales to retail customers increased 4 4 percent, to almost 11 billion
kilowart-hours

Consiscent growth in demand frotn eur commercial
segment reflecis v changing nature of our region’s economy.: la 1981,
commercial sales represented 30 percent of our retail sales total, in
1987, that shiare was 45 percent. Meanwhile, sales to ather utilities

reached a new high of 2 5 billion kilowatt-heurs, a 16 percent in-

Crease over the previous year, resulting in overall sales of 135 billion

kilowatt hours l
0ur DUQUESNE PILAN business strategy, initiated 1

in 1986 to help revitalize our Company and the communities we serve,

provided the foundation for our achievements in 1987 Highlights of

the year inviude

® the completion and start up of Beaver Valley Unit 2 and Perry Unit 1
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® the innovative sale and l:aseback arrangement for our 13 74 percent
interest in Beaver Valley Unit 2, which will help us strengthen our
financial position by enablieg us to buy back a portion of our com-
mon stock and to repurchase certain high coupon aebt secunties;

® Beaver Valley Unit 1's new continuous operation record 185

days 15 high availability and employee exnphasis ou safety and
excellence make it one of the better plants in the nation;

® the quality service we provided all year, parucularly last summer
when we set our hughest annual re*ail peak in six years,

® the continued strong performance in off system sales, which seta
new all time high and registered a 1,100 percent increase since 1981, s

® the creative sale of 400,000 ons of fly ash from our coal-fired power
plants for use in the largest of its kind road embankment in the United
States. resulting in savings of up to $1 million in dispusal costs;

® three consumer advisory panels created 1 give us the benefit of
additional customer feedback.

® our new marketing emphasis to meet the challenge of increasing
competition,

® our expanded use of ceonomic development rates,

® further downsizing of our work force~approximately 13 percent
fewer employees since 1984 and

& conunuation of cost cutting measures, begun in 1985, which so
far have reaiizcd more than $100 million in savings.

The cover of last year's annual 1eport summarized
Duquesne Light's business strategy to become more efficient, more
competitive, more market driven, more customner oriented, and more

profitable. [ am pleased to report we are making excellent progress m

pesidomng ourselves to meet our objective
1988 marks the first year tn more than two decades
Duquesne Light Company will not be involved 11 power plant con-

structton. With this construction program complete, capttal expendi-
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Power Plant Construction Program Completed

Innovative Sale and Leaseback Arrangement



Major Rate Case Filed

through rates lower than
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1986 Interest on the unpaid balunce of the refunds 1s
being recorded over the refund period and amounted
to $1.6 million in 1987

On December 30, 1987 the Company deposited
$308 million in an escrow account established for repay-
ment of substantially all of the unpaid principal amount
of refunds and interest accrued through December 31,
1987 This transaction has been accounted for as an
extinguishment of debt. Accordingly, the liability for the
refunds is not included in the Company’s balance sheet
as of December 31, 1987

D LOSS ON CANCELLED GENERATING UNITS
In 1980 the CAPCO companies cancelled the consiruc-
tion of four nuclear generating units. The Company
received approval from the Federal Energy Regulatory
Commission and the PUC to amortize and recover from
its customers its share of *he accumulated costs of the
cancelled units ($34 3 mullion) over a ten-year penod
which began in 1983 The PUC's order approving the
recovery of those costs, which was appealed by the
Consumer Advocate to the Pennsylvania Commonwealth
Court, was afrirmed by that Court in 1985

On October 15, 1987 the Pennsylvania Supreme Court
issued an opinion as the result of a further appeal by the
Consumer Advocate and other intervenors. The Court
found that the Pennsylvania Pubiic Utility Code pro-
hibited the recovery of the cancelled generatingunits’
costs because such units never provided service to the
Company's customers. The Court remanded the matter
to the PUC for proveedings consistent with its opinion

'n January 1988 the Company appealed the Pennsyl-
vania Supreme Court's decision to the United States
Supreme Court. Pending further proceedings in this
matter, the Company recorded 3 loss in September
1987 equal to the onginal inves tment in the units of
$34 3 mullion. The effect of recording this loss was to
reduce eamings, net of income¢ wxes of $155 mllion,
by $188 million. or $ 26 per share, in 1987

E. BEAVER VALLEY UNIT NO. 2 SALE AND
LEASEBACK

On October 2, 1987 the Company sold its 13.74% interest
in Beaver Valley Unit No. 2, exclusive of transmission and
common facilities. The total sale price was $5379 million,
which was the appraised value of the Company's interest

in the property. Simultaneous with the sale, the Company

leased back its interest in the Unit for a term of 294 years
The leases provide for semiannual payments and are
accounted for as operating leascs The semiannual lease
paymenits for 1988 will be $26 4 million. Additionally, the
Company will be required to pay fees for a letter of credit
related to the sale and leaseback. Such fees wiil vary dur-
ing the lease term and are estimated to be $1 7 million for

1988 The Company remains responsible under the terms
of the leases for all operation, maintenance and decom-
missioning costs of the Unit

Due to the difference between the Unit's cost at comple-
tion and its appraised value, the Company recorded a
book loss of $23 8 million. or $33 per share, in September
1987 Because AFC was not included in the tax basis of
the Unit, the sale resulted in a taxable gain. The Company
received permission from the PUC to recover the related
taxes through rates over the termn of the leases. The Com-
pany also received the benefit of centain lessors’ invest-
ment tax credits resulting from the sale of the Unit
See Note G

Proceeds from the sale were deposited with the trustee
under the Company's first mortgage bond indenture and
are being withdrawn in accordance with the terms of the
indenture At December 31, 1987 $3453 million remained
on deposit with the trustee

The letter of credit referred o above secures the lessors’
$116 3 million equity interest in the Unit In addition, the
Company was involved in the 1ssuance of $421.6 million
of collateralized lease bonds by an unaffilated corporation
for the purpose of financing the lessors’ purchases of the
Unit Upon the occurrence of certain specified events, the
leases could terminate and the letter of creditand/or the
bonds would become direct obligations of the Company:

F SHORT-TERM BORROWING AND REVOLVING
CREDIT ARRANGEMENTS

The Company has two revolving credit agreements with
two groups of banks totaling $2 25 million, available
May 15, 1988 and December 15, 1988 in the amounts of
$125 milliow and $100 million, respectively At December
31, 1987 no loans were outstanding under these agree-
ments Under certain conditions, borrowings outstanding
under the two agreements may be converted to term

notes. Interest rates fluctuate during the revolving and
term periods, depending on the period of borrowings,

at the prime rate and at percentages it. excess of prime,
Euro-rate and centificate of deposit rates. There 1s a com-
mitment fee of %% per annum on the average daily unbor-
rowed amount of each commitment. The commitment fee

on the $125 million agreement increases to %% per annum

on the average daily unborrowed amout upon the first
bor.owing against this commitment

During 1987, 1986 and 1985, the maximum short-term
bank and commercial paper borrowings outstanding was
$465 million, $120 million and $23 mullion, the average
daily short-term borrowings outstanding was $15.4 mul-
lion, $59 4 million and $ 3.6 million, and the weighted
average daily interest rate applicable to such borrowings
was 7%, 66% and 8 2%, respectively

W TSI OS T Re
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H. EMPLOYEE BENEFITS
The Company has trusteed retirement plans to provide
pensions for all full-ime employees, except coal mine
employees who are covered under a plan administered
by the United Mine Workers of America (UMW) Upon
retirement, employees receive a monthly pension based
on length of service and compensation. Pension costs,
excluding the UMW plan, are funded in accordance with
federal regulations and include amortization of most prior
service costs over 30 years and prior service costs related
to the Company’s 1984 one-time early retirement pro-
gram over 15 years. Peasion costs charged to expense or
construction for 1987, 1986 and 1985 were $12 3 million,
$13.5 million and $13.4 million, respectively. Costs
related to the UMW plan were $3.1 million, $2 9 million
and $2 7 million for 1987, 1986 and 1985, respectively

The Company adopted the provisions of Statement
of Financial Accounting Standards No 87, "Employers’
Accounting for Pensions,” as of January 1, 1987 Adopting
this Statement did not have a material effect on the Com-
pany's pension expense {or 1987

The following sets forth the funded status of the plans
and amounts recognized on the Balance Sheet at Decem-
ber 31, 1987 Since the MW plar is a multi-employer
plan, information conceming such plan is not determin-
able by the Company and 1s notincluded in the informa-
tior: below

{Thousands of Dollars)
Actuarial present value of benelit abligations

Vested benefits $191.665
Nonvested benefits 14.212
Accumulated benefit obligations $205877
Plan assets—at fair value $244 060
Actuarial present value of projected benefit
obligations _ 266,389
Projected benefit obligation in excess of
plan assets $(22,329)
Unrecognized net gain $ 24417
Unrecognized prior service cost (15.159)
Unrecognized net transition liability (30,160}
Net pension liability per balance sheet (1.427)
Total $(22.329)

The projected benefit obligarion was determined using
assumed discount rates of 7 5% and 8% as of January 1
and December 31, 1987, respectively The assumed
change in compensation used was 5.7% and the long-
term rate of return on plan assets was 75% Plan assets

consist primarily of common stocks, United States obliga-
tions and corporate debt secunities. Net pension cost for
1987 was computed as follows.

w (Thousands of Dollars)
Service cost—benelits eamed during 1987 $ 8449
Interest on projected benefit obligations 18,645
Return on plan assets (22:458)
Net amortization of deferrals 7.662

Net pension costs $ 17,298

The actuarial present value of accumulated plan bene-
fits as of January 1. 1986 was $174 million. of which
$165 million was vested, and net assets available for
benefits were $ 189 million The assumed rate of return
used in determining the actuanal present value of
accumulated plan benefits was 8%

1. LEASES
December 31,
1987 1986
(Thousands of Doliars)
Nuclear fuel $261 444 8243230
Electric plant (pnncipally butldings
and data processing equipr-ent) 29,463 20491
Total 290,907 272.721
Lessaccumulated amomzation 112,643 85,563
Property held under capital
leases—net $178,264 5187158

Leased nuclear fuel is amortized as the fuel is burned
The amortization of leased electric plant is based on the
rental payments made. Amortization of leased property
amounted to $276 million, $195 million and $24 9 million
for 1987, 1986 and 1985, respectively

Lease payments in 1987, 1986 and 1985 amounted to
$599 million, $386 million and $436 million, respec-
tively. of which $54 1 million, $35.3 mailion and $41 2
million uncluding deferred nuclear fuel lease payments),
respectively, were charged to operating expenses.

The nuclear fuel leases may be terminated by the lessees
or lessors with notce as defined in the agreements or by
casualty or certain other contingencies, including default
by the lessees. In certain situations uwvalving a termination.
the lessees may be required to purchase the leased fuel at
the higher of fair market value or unamontized cost At
December 31, 1987 the Company’s share of the lessors’
unamortized cost of the leased fuel was $152 million, and
the Company expects to finance an additional $43 million
of such costs under current leasing ammangements. Approxi-
mately $70 million of the credit agreements supporting
these leasing arrangements are scheduled to expire in
1988 The Company expects to enter into replacement
agreements
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$372 million was deemed to be .1ecessary. the Company s
share of which would be $31 million. While the ALJ indi-

cated that the disallowance should be offset by $24 million,

the Company believes that a $33 million adjustment was
previously recognized in connection with the sale and
leaseback of the Unit. See Note E

The AL)'s recommended decision is not binding on the
PUC, which is scheduled to issue its final order in the rate
case in late March 1988

This excess capacity adjustment makes it unlikely that
the Company'’s rates will be sufficient to recover all of the
Unit’s lease and other operating expenscs until the adjust-
ment is eliminated or substantially reduced. The adjust-
ment will have an adverse effect on results of operations
and cash flow unul the Unitis no longer considered to be
excess capacity

Further, a finding by the PUC that all or part of Perry
Unit No 1 constitutes excess capacity or a disallowance
for alleged imprudence in the construction of the Unit for
the period after the date that fuel was loaded (March 21,
1986) could have a material adverse effect on the Com-
pany’s results of operations and financial position

Beaver Valley Unit No. 2
Construction Management Audit
The PUC directed that an outside consultant perform a
construction management audit of Beaver Valley Unit No
2 to determine, among other things, whether project costs
were reasonable and proper. The Company hasa 13 74%
leasehold interest in the Unit and 1s the CAPCO company
responsible for its construction and operation

On September 17, 1987 the PUC released the audit
report which concluded that the Company “did perform
most of its overall duties in a reasonable manner”, with
the exception of “certain specific technical issues™ The
consultant estimated that the technical issues unneces-
sarily increased the Unit's cost by $219t0 $271 million,
which is five 1o six percent of the $4 4 billion total cost
of the Unxt

In addition, the consultant concluded that the CAPCO
companies extended the Unit's construction schedule
due to financial, regulatory, capacity, load and technical
considerations. The report quantified the cost of these
extensions as being between $312 and $488 million
The report did not characterize these extensions and
costs as avoidable or unreasonable

The Company does not agree with the consultant’s con-
clusions concerning avoidable costs and has challenged
those conclusions m its pending rate case. See “1987 Rate
Case’ on page 28 The Company 1s unable to predict what
action the PUC will take as a result of the audit If the PUC
concludes that any of the Unit's costs were imprudently
incurred it could further disallow recovery of the lease
expense related to the Unit

Deferred Coal Costs (Mansfield)

The PUC directed the Company to limit its recovery of
the cost of coal delivered to the Bruce Manstield Plant
(Mansheld coal) 1o the market price of similar coal, rather
than the actual cost of Mansfield coal The Company is
required to defer the excess of the actuai cost of Mansfield
coal over the cost allowed to be recovered through its
energy cost rate.

The Company believes that the total amount of deferred
coal costs may vary during the term of the Mansfield coal
sales agreement which expires in 1999 See Note K. Fluc-
tuations may result depending on actual Mansfield coal
costs, market price of coal and other factors. The unrecoy-
ered cost of Mansfield coal paid by the Company was
$99 million and $11 7 million (as adjusted) at December
31, 1987 and 1986, respectively The Company believes
that the deferred costs will ultimately be recovered.

Other Deferred Coal Costs

In accordance with a 1981 PUC order, the cost of coal
from the Company's wholly-owned Warwick Mine in
excess of the average market price of similar quality coal
purchased by Pennsylvania utlities may not be recovered
through the energy cost rate, but mus* be deferred and
recovered to the extent the cost of the coal falls below such
market price. In April 1987 the PUC expanded this hmit
on the recovery of fuei costs 1o mclude all coal delivered o
the Company's wholly and jointly owned power stations
(except the Mansfield Plant). Such deferred costs amounted
to $63 million and $78 million at December 31, 1987 and
1986, respectively The Company believes that the deferred
costs will ultim tely be recovered. Additionally, the PUC
eliminated the Warwick Mine from the Company s rate
base in 1981 The exclusion from rate base was $491
million at December 31, 1987

Property Held For Future Use

The PUC approved the Company's requests to place most
of the Brunot Island sad Phillips Power Stations in “cold
reserve’. The Company's net investment in the cold-
reserved units was $106 million at December 31, 1987
and 1s included in the Balance Sheet as " Property held

for future use” $36 million of this investment had been
removed from rate base at December 31, 1987. The PUC's
orders provide that the approvals are not to be considered
precedent for excess capacity 1ssues in the 1987 rate case
(see "1987 Rate Case” on page 28) or in subsequen: rate
proceedings. The Company believes that its investment
in the cold-reserved units eventually will be recovered

K COMMITMENTS AND CONTINGENCIES

Construction

The Company estimates that it will spend $545 million
on construction, exclusive of nuclear fuel and AFC,
duning the peniod 1988 through 1992
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NOTES (continued)

Quarto Mining Company
The CAPCO companies oniginally entered into a long-
term coal supply arrangement with Quarto Mining Com-
pany (Quarto), an unaifiliated company. As part of this
arrangement the individual CAPCO companies severally,
not jointly, guaranteed their proportionate shares of
Quarto's debt and lease obligations incurred in connec-
tion with the development uad equipping of Quarto's
coal properties. At December 31, 1987 the Company had
guaranteed $46 million of Quarto debt as well as lease
obligations relating to $13.3 million of capital equipment
In general. the purchase prices paid for the coal received
under the foregoing arrangements included amounts
sufficient to service the guaranteed obligations.

The Company's estimated future minimum payments
under the coal supply contract are

Year Ending December 31 (Thousands of Dollars)

1988 $ 8672
1989 8.337
1990 8.002
1991 7.668
1992 7455
After 1992 43,246

Total $83,380

Pursuant 1o an assignment from the CAPCO companies
on March 11, 1987, Consolidation Coal Company (Consol)
acquired all the common stock of Quarto On April 10,
1987 the existing contract for the delivery of coal from
Quarto was substantially amended, restated i its entirety
and incorporated into a contract with Consol. Under this
contract, Consol is obligated to deliver up to 5 million
tons of coal annually through December 31, 1999 The
restated contract also includes a stated unit price (subject
to-escalation) for the coal rather than a cost-plus arrange-
ment. The several guarantees of the CAPCO companies
described above were not affected by these changes Itis
expected that these new arrangements will make the sup-
ply of coal more secure and economical over the period
of the contract Total pavments unde: these contracts
were $258 million, $289 million and $29.4 million in
1987 1986 and 1985 respectively.

Shareholder Suits

Subsequent to the reduction of the quarterly dividend on
th. company's common stock in 1986, five complaints
were filed against the Company and or its directors. Two
of the complaints have been dismissed without prejudice
While the remaining three complaints are not identical,
they collectively seek compensatory and punitive damages

in an undetermined amount for alleged violanons of secu-

rities laws, as well as common law fraud and negligent
misrepiesentation

The cases have been consolidated for all further pro-
ceedings While discovery has commenced. no class
has yet been certified inany of the claims Although the
Company is unable to predict the ulumate outcome of
these matters it is continuing to contest the three com-
plaints, and believes that the complaints are without
merit and that resolution of this matter will not have a
material adverse effect on its financial position or results
of operations

Nuclear Insurance
The CAPCO companies maintain a nuclear insurance
program to the maximum extent available This program
currently provides $750 million of primary and excess
property insurance and $775 million of decontamination
lability and excess property insurance coverage for the
$56 billion interest in Beaver Valley Units Nos 1 and 2.
The companies also have similar property insurance for
the $58 billion interest in Perry Unit No 1. The com-
panies are subject to various retrospective premium
adjustments in the event of accidents at these units or at
certain other utilities” nuclear piants. Based on its current
interest in three operating nuclear reactors, the Company's
share of any such assessment would be approximately
$4 million per year

The Price-Anderson Amendments to the Atomic Energy
Actlimit hability to third parties to $720 million for each
nuclear incident Coverage for such liability is provided
by $160 million of insurance and $560 million of retro-
active assessments against all operating nuclear reactors
in the United States Based on its present interest in three
operating reactors, the Company’s maximum potential
assessment under the Amendments would be $7 5 mil-
lion per year. The current Amendments expived on
August 1, 1987, however, licensees continue to be covered
under the Act's expired provisions. Congress has tenta-
tively agreed to increase the liability to third parties o
approximately $7 billion for each nuclear incident.

LTV Steel

The Company has been involved in various regulatory
and court proceedings with LTV Steel Company, In¢
(LTV), which filed for reorganization under Chapter 11 of
the federal bankruptcy laws in 1986. On August 13, 1987
the federal bankruptcy court approved a Compromise
and Setiement Agreement hetween LTV and the Company
Under the terms of the Agreement, the amount of the
Company's claim in bankruptcy for $9 7 million for past
service and $358 million under a long-term electric serv-
ice contract was set at a total of $30 million. The Agree-
ment also permitted the Company to offset LTV's share of
refunds related to the 1981 option order (see Note C~
"RATE REFUNDS~198] Option Order”) against the
amount of the claim_ Recovery of all or part of this

$30 million unsecured claim will depend upon the
amount of funds ultimarely available to pay all of LTV's
unsecured creditors
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Fuel Purchase Commitments

The Company is obligated to purchase minimum quan-
tities of coal and nuclear fuel under various fuel supply
arrangements. Prior years' purchases from an unaffiliated
coal supplier were less than the minimum quantities
specified in the contract and resulted in a total shortfall of
417000 tons at December 31, 1987 The Company 1s cur-
rently making up this shortfall at the rate of approximately
50,000 tons per month

Other

The Company is involved in various other legal proceed-
ings. The Company believes such proceedings will not
have a matenal adverse effect on 1ts financial position

or results of operations. See Note ] for a description of
various other contingencies related to rate matters

L NEW ACCOUNTING STANDARDS
In 1986 the Financial Accounting Standards Board (FASB)
issued Statement No. 90. “Regulated Enterprises—
Accounting for Abandonments and Disallowances of
Plant Costs” The Statement prescribes how the Company
must account for abandoned plants and disallowances of
costs associated with newly-completed plants. The Com-
pany will adopt Statement No 90 in the first quarter of
1988 and restate previously-1ssued financial statements
Adoption of the Statement will reduce the Company's
investment in Perry Unit No. 2 at December 31. 1987 by
$35 million. As restated, net income for 1986 will decrease
by $20 million and increase by $3 million in 1987 and by
decreasing amounts over the remainder of the recovery
period See Note B
The FASB issued Statement No 9. “Regulated
Enterprises—Accounting for Phase-in Plans’, in August
1987 This Statement spectfies how utilities must account
for rate orders that gradually increase electric rates when
anew plantis placed in service. Utilities whose plans do
not meet the requirements of the Statement will be re-
quired to record expenses immediately, rather than defer-
ring such expenses to later years when they would be
recovered through rates. The Statement also permits the
capitalization of an equity return on plant investment
only during construction or in connection with phase-in
plans that meet the requirements of the Statement
Although the Company currently does not have any
phase-in plans in effect. it has proposed such a plan as
part of its 1987 rate case See Note ] Itis possible that a
resolution of the rate case could result in the PUC's adop-
tion of 2 phase-in plan which does not meet the criteria of
Statement No 92 and which would have an adverse effect
on the Company's results of operations until the entir.
rate increase has been reflected in rates
In December 1987 the FASB issued Statement No 96,
"Accounting for Income Taxes” which changes the
method of accounting for income taxes. The Company
must adopt the provisions of the Statement by January 1,
1989 The Company is currently determining what effect
this Statement will have on its financial statements

M. CAPITALIZATION

Common Stock

The Company has paid a regular quarterly common stock
dividend each year beginning in 1953 The dividends for
the first two quarters of 1986 were 51%: cents per share.
Dividends for the last two quarters in 1986 and for each
quarter in 1987 were 30 cents per share.

Divicends may be paid on the common stock to the
extent permitted by law and as declared by the Board of
Directors, subject to the provisions of the Company's
Restated Articles which restrict the payment of cash
dividends or other distributions on, or the purchase of.
its capital stock ranking junior to its preferred stock.
Pennsylvania law provides that dividends on common
stock may only be paid out of positive retained eamings

No dividends or distributions may be made on the
common stock if dividends or sinking ot purchase fund
obligations on the prsferred or preference stock are
accumulated and unpaid. Further, the aggregate amount
of junior stock payments is generally limited to certain
percentages of net income and by the ratio of common
stockholders’ equity to total capitalization. No portion of
retained earnings at December 31, 1987 was so restricted

During the fourth quarter of 1987, the Company repur-
chased 3032600 shares of common stock at a total cost
of $34 8 million. The Company expects to purchase addi-
tional shares during 1988

In 1987 the Company's shareholders approved a Long-
Term Incentive Plan through which the Company may
grant options to management employees to purchase up
to a total of 3 mullion shares of its common stock during
the period 1987-1997 The exercise price of each option
may not be iess than the market price of the stock on the
date of the grant. As of December 31, 1987 active grants
totaled 1.053845 shares at an exercise price of $12 3125
per share. Stock appreciation rights (SARs) have been
granted in connection with all options outstanding
None of these options or SARs may be exercised prior
to January 1, 1989

High/low stock prices for 1987 and 1986 were as follows

1987 1986
Quarter High Low High Low
1st _ S14%  $12%  $10% 3816
2nd 13% 1% 8% 13
3rd 12%4 1% 15% 12%
4th 12%  10% 134 1 2%

The principal trading market for the Company's
Common Stock is the New York Stock Exchange. The
stock also is listed on the Philadelphia Stock Exchange

— mm——









0 U QU E S N E

L

| O |

C O M P A N Y

NOTES (continued)

Principal Amount Outstanding

First Mortgage Bonds: at December 31,
1987 1986

Series due April 1, 1988 (3%%) 15.000,000 $ 15,000,000
Series due March 1, 1989 (4%4%) 10,000,000 10,000,000
Series due March 1, 1991 (13%%) 49,500,000 50,000,000
Series due December 1, 1992 (10%%) 75,000,000 75,000.000
Senies due June 1, 1995 (10%%) 50,000,000 50,000,000
Series due February i, 1996 (5'4%) 22 800.000 22,800,000
Series due February 1, 1997 (5%%) 24,600.000 24,600,000
Series due February 1, 1998 {6 %%) 34,700,000 34,700,000
Series due January 1, 1999 (7%) 30,000,000 30,000,000
Series due July 1, 1999 (7%%) 28,947,000 28.947.000
Series due March 1, 2000 (8%%) 30,000,000 30,000,000
Series due March 1, 2001 (74%) 35,000,000 35,000,000
Series due December 1, 2001 (7%%) 26,461,000 26,461 000
Series due June 1, 2002 (7%2%) 28,470,000 28,470,000
Series due January 1, 2003 (7%4%) 32,670,000 32,670,000
Sertes due July 1. 2003 (7%%) 35,000,000 35,000,000
Series due April 1, 2004 (8%%) 44,100,000 44 100.000
Series due March 1, 2005 (9%:%) 50,000,000 50,000,000
Senes due June 1, 2006 (9%) 80,000,000 80,000,000
Series due April 1, 2007 (8%%) 97.400,000 97,400,000
Sertes due February 1, 2009 (10%%) 100,000,000 100,000.000
Series due January 1, 2010 (1 214%) 57,400,000 60,000,000
Series due May 1.2012 (16%%) 2,597,000 3,.277.000
Series due April 1, 2013 (12%%) 57.914,000 60,000,000
Series due December 1, 2013 (13%) 49,500,000 50,000,000
Sertes due February 1, 2015 (11%%) 39,000,000 39,000,000
Series due December 1, 2015 (11%%) 123,750.000 125,000 000
Series due December 1, 2016 (9%4%) 100,000,000 100,000,000
Series due February 1. 2017 (9%) 100,000,000 -

Total 1.429.809.000 1,337.425,000

Less: Current maturities—Series due April 1, 1988 (3%%) 15,000,000 =
Current sinking fund requirements 13,140,000 11.290,000
_TotwlFirst Mortgage Bonds $1.401.669.000  $1.326 135000

During 1986 and 1987 the Company reacquired a total of $26.1 million of first mortgage bonds. The difference between
the purchase prices aind the net carrying amounts of the bonds was $2 9 million and has been included in the Balance
Sheet as “Unamornzed loss on reacquired debt” The Company amortizes and recovers these losses through rates

The trust indenture securing the first mortgage bonds provides that no additional bonds may be issued unless the
“earnings applicable to bond interest’’ as defined by the indenture, are at least twice the annual interest requirements on
the addinonal bonds and on all bonds outstanding At December 31, 1987 this restriction precluded the Company from
issuing additional bonds However, a separate provision of the indenture permitted issuance of $198 millic n of addinon.!
bonds at December 31, 1987 on the basis of previously-issued bonds which have been retired
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NOTES (continued) ,

A JOINTLY-OWNED GENERATING UNITS ) A

The Company, together with other electric utlities, primarily the CAPCO companies, has an ownership or leasehold
interest in certain jointly-owned units. Under the terms of the arrangements with th~ other owners of these jointly-
owned units, the Company is required to provide its share of financing he costs of =aih units. The Company's
share of the direct expenscs (fuel, maintenance and other operation expenses) of the jointly-owried units i-
included in the corresponding operating expenses in the Statement of Income. Information regarding the
Company's share of such jointdy-owned units as of December 31, 1987 is as follows (thousands of dollars):

Compan, s Interest

4

Percentage " Uiliy Pliog Accumulated Censtraction
Unit Interest Megman s in Service - Depieciation Work in Progress
Fort Martin No | 500 276 $ 51302 % (986 $ 6,030
CAPCO Units: '
Eastlake No. 5 32 0 t 53057 16930 11,901
Sammis No. 7 31.2 187 713.44¢ 17945 2,186
Bruce Mansfield No 1 29 3 228 . T400L 23,681 123
Bruce Mansfield No 2 0o 62 i 20,588 3.87¢ ~ 103
Bruce Mansfield No 3 1374 10 72.807 16,102 , (59)
Bruce Mansfield Zommon
and Shaved Facihaes _ 458 21.219 429
Beaver Valley No 1 475 385 152250 93955 6203
Beaver Valley No 2 TLT4 114 5,094 0 0
Beaver Valley Common Facilities 193557 124¢4 1,244
Perry Ne: 1 ' 13.74 165 742343 0 0
Total 1,729 51733830,  $228147 $28 160
== a3 L IEEm RS ===y =i

O QUARTERIY FINANC /AL INFORMATION (Unaudived
The followng i- & summary of selected quarterly tnancial data (thousands of dobars, except per share amon nts):

/ Operating Operating et Earnings Per
fharerénded __Revenues Income Income ; Share
March 31, 1986 3232006 $47,215 $42.875 8N
June 3, 1986 214,579 43461 37,543 44
September W, (636 227,345 48315 45993 %6
Lecember 31 ivoo 322,333 48,523 23.015(1) 2T(1)
T T T S s T s == AR
March 31 1987 $215.528 $47.599 $45.210 35
June 30, 1987 212,199 45,908 47 806 59
Septembar 30, 1967 240,955 59.4/ 13,995 12
December 31, 1987 218922 29814 44.305(2) 95(2)
- e - == = == AR

(1) In the fourth quarter of 1986, the Company r corded refunds 1o cugiomtess »lated to a 1981 Opaon Order which
reduced fouvis, Juarter carnings by $21 1 metllion, crapproximatesy $30 . - “are. See Now C 1

(27 o the fourth quarter of 1987, the (o' pany recorded approximately 221 million of investment (ax credits related
w the sale and leaseback of Beaver Valley Unit No 7 (see Nowe EYwhich incersed fourth quarter sarnirgs by
% . 9 per share

/
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MANAGEMENT'S DISCUSSION

AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF Oi :_\:EI_ONS

CAPITAL RESOURCES AND LIQUIDITY
Construction

Construction exjpenditures during 1987, exclus.ve of AFC
and nuclear fuel, were $155 miilion and were primanly
for the construction of Perry Unit No. | and Beaver Valley
Unit No. 2, both of which went into commercial operation
in November 1987 Expenditures were also made to im-
prove and expand production, transmission and distribu-
tion systems and for pollution control equipment In 1987
the Company completed an extensive construction pro-
gram largely related te the construction of new generating
facilities.

The Company cuniently estimates that its construction
expenditures, exclusive of AFC and nuclear fuel, will be
$115 8100, $105, 8110, and $115 million for each of the
year: 1988 through 1992, respectively These estimates
assume, among other things, that there will be no new
environmental regulation, such as “acid rain” legislation,
which would require large capital expenditures.
Financing
The Company anucipates that funds for construction
expenditures in the next several years w'll be provided
from cash becoming available from operations and.
to a minimal extent, the issuance of additional securities

The percentage of internally generated funds for 1988
will be a direct result of the outcome of the Company’s
pending rate case and whether a phase-in plan is ordered
by the PUC See Note |

On February 11. 1987 the Company 1ssued $100 mullion
of 9% first mortgage bonds. senies due February 1, 2017
Por tions of the net proceeds from this transaction were
used o pay short-term indebtedness incurred principally
for construction purposes. The balance was used for
general corporate purposes There were no issuances
of the Company s equity secvrities in 1987

The Company finances its nuclear | el requirements by
leasing an- other arrangements whereby it may finance
up to $208 million of nuciear fuel. As of December 31,
1987 $165 million of nuclear fuel, including interes* stor-
age and other costs, was financed under these amangements

In 1987 §12 5 million was required for mat irities of
long-term debt and sinking fund and stock purchase
requirements. It is anticipated that $22 9 million will
be required in 1988 for similar purposes

Interim financing has been and will continue 1o be
provided through bank borrowings and sales of commer-
c1al paper See Now F

The Restated Articles of the Company require that as

acondition for the 1ssuance of preferred stock. eamings
(after income taxes) available for interest chaiges be at
least 1 5 times the sum of interest charges on all indebt-
edness plus preferred stock dividend requircments. This
restriction currenty precludes the Company fromr tssuipg
preferrzd stock There s no similar restriction upon the
ssuance of the Company's preference or common stock
Also see Note M

In order to maintain camirgs adequarc to £ rance con-
situction expenditures and funding requirements, the
Company requires rate increases sufficien. 3 offser
increased costs and provide & fir rate of return to us )
stockholders,

On October 2, 1987 the Co:ﬁpan) completed the ufe
and leaseback of its tterest in Beaver Vodey Unit No. 2.
See Note E. The Compasy irtcads to use th fproceeds to
refund, refimance or repurchase its outstanding securities
and for general corpordie P Aposes.

During the peric ! fror 4 October 2. 1987 1o February 29,
1988, the Company rey wichased nearly 4 million shares
of its common stock . 4 approximately $47 miltion and

spent approximate’y ;1 + million to reuire certain first
mortgage bonds .

These tre asactions reduce [interest expens shd other
costs associated with the Unitand increased the Com-
pany’s firgncial fexibility.

Rate Matt s

As discussed in Note |, the outcore of prudcnce and
excess capacity issues related w the construction of Perry
Unit No 1 have created uncentainties as to whether the
Company will recover and earn a retu. a on its entire in-
vestment in that Unit, and that an excess capacity penalty
will apply to Beaver Valley Unit No 2 until at least 1991
Additionally. the PUC's final dectsic #n the 1987 rate case
and iz furure raw cases will determing whether the Com-
pany fully recovers its invesuments and oy erating costs
related to these units. An adverse outcome of these and
other rate matters could have a matenial adverse eflect on
the Company s financial position and results of opertans

Effects of Inflation
Because the Company s rates are regulated, any increases
in its cost of service will not be included in rates charged
to customers until it can implement new rates through a
proceeding liled with the PUC

The Company, by holding assets such as receivables.
prepayments and inventory, suffers a loss of purchasing
powet during petiods of inflation because the amoun* pf
cash received in the future for these items will purct.ae
less Conversely by incurnng monetary I sfilities, primar-
ily long-term debt, the C ompany b '-ﬁu pecause repay-
ments in the fisture will be ma_le with loifars having iess
purchasing power

The regoitory process limits the amount r‘{deprﬂwmn
expense recoveved through rates and limns . hln)rr intin
rate base to original cost. Such amounts pro yice caty
flows which are inadequai "o replace such property
preserve the purchasing puwer of equ'py ca \tal pm'u,.s“v
invested While this effec” s partially m ngated by the
benefit derved from incurring long-tern giebt, the Com-
pany has a net purchasing power loss which is bome by
the common stockholders and can only be overcome by
adequare rate rehef

B
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MANAGEMENT s DISCUSSION
AND ANALYSIS

D RISULTS OF OPERATIONS (conunued?

Outlook A,
Because ! < Company 1s no longer recording AFC on
Perty Unit1so | and Be_ ! zr Valley Unit No 2, the Com-
pany « fecm that it wtl’sg‘pcntmc declines in net in-
come Wngd eamings per st.are of common stock in 1988
ridever, si ‘e AFC is a noncash item, the Company's
cash flow and thus s liquidity is not expected to be
mat Aally affected. The loss of AFC will be partially offset
by th - srec~eching of carrying charges applicable to these
Units through Marck 1988

The extent to which f sds from operations will con-

' stinue to be available - pay Qivic’ nids and finance the

Company's capital needs depends upon its financial con-
Aiion eamings, businiess prospects ¢he regulatory climate
ny is concerned
about further unfavorable decisicns in nute-relared pro-
ceedings, recent changes in accovqung principles, and
other problems which it and the . }\-:ric utility industry is
experiencing in bringing new generar‘ag capacity on line
and fully into rate base. The Compan. ! & particularly con-
cerned about the Pennsyivania “Suns.& Legislation” dis-
cussed in Note }, and the ncreased uhcenainty associated
witn \he regulation of electric rates These uncertzinties
could have a material adverse effect or: the Comparv's
revenues, net income and cash flow and its ability to
obtain financing and pay dividends

RESULTS OF OPERATIONS

Operating Revenues

Operating revenues increased (decreased) in the years
1985 through 1987 over the respective preceding years,
for the following reasons

1987 1986 1984
‘ (Millions of 1" » .1':3‘

General rate increases (decreases) $ (7.6) $ 1/ A & 273

Ele *gical consumption 108 (233 (194)

Fnergy cos! rate revenues (109) (99 | 6
State tax adiistment and other (.‘.1\_) 6 U8
Revenues fron. sther utilities 6.5 (5 ‘14 6

Total $ (83) s(222 $ 213

———— Fau:rr =. -F:‘

Ope-ating revennes are based on rates authonzed vy the
P1IC fand are designed to recover operating expenses, plus
) {of return on the investment in utility rate base

vhe peneral rate decrease in 1987 resulted from the final
o rin the 1986 rate case See Note | There was no rate
intreas~.a 1986 In 1985 the Company was permitted
“Jie ircreases in January and November which were esti-
m 4 to increase annual revenues by $31 4 m.dion and
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$108 million, respectively The fluctuations in electrical
consumption resulted from changes in kilowatt-hour
sales to industrial customers The fluctuations in energy
cost rate revenues were due o changes in kilowau-hour
sales and in the energy cost cate. The decrease (n state tax
adjustment revenues in 1987 was due to a reduction in
the state corporate net income tax rate effective January 1,
1987 Favorable capacity « *uations and the requirements
of neighboving urilities 1o s lted in increased sales to other
utilities during,t'se three- year penod.
Operation and Maintenance Expenses
Total operation expenses (fuel, purchased power and
other operation) increz «d in 1987 due to increas:s in
deferred energy costs and general and admimstrative
expenses and rent expense associated with the Beaver
Valley Unit No. 2 lease. See Note E. Total operation
expenses decreased slightiy in 1986 compared to 1985
due to decreases in deferred energy costs, which were
substannally offset by increases in general and adminis-
trative expenses and transmission expenses

Maintenance expense was significantly higher in 1986
san in 1987 and 1985 because of scheduled outages of
the Cheswicl Station and Beaver Valley Unit No 1 in 1986
Depreciat 1 ¢ and Taxes
Deprecianon and amortization increased in 1987 due to
the amortization of Perry Unit No 2 beginning in July 1987,
See Note B Depreciation decreased in 1986 compared to
1985 due 10 a s “yice life study which increased the
expected service lives of certain of the Company’s assets

The decreases in income taxes were primanily due o
decreases in taxabie income in 1987 and 1986 and to
lower federal and state income tax rates and the amor-
tization of deferred investment tax credits in 1987 The
effective income tax rates for 1987, 1986 and 1985 were
12%), 10% and 29%, respectively

Other Income and Deductions and Interest Charges
AFC decreased signif cantly when Beaver Valley Unit
No 2 was soid in - Ytober 1987 and Perry Unit No | was
plac A \n commerd al operation in November 1987 This
decrease was latg Ay offset by $11 1 million of carrying
charges applicable to these Units included in other
anceme The increase in AFC in 1986 compared to 1985
was wue to increased construction costs

interest income increased because of greater amounts of
cash available for investments and $7 2 million of interest
accrued on the proceeds of the sale of Beaver Valley Unit
Na 2

The adverse effects on 1987 net income and earnings
per share of the loss on cancelled generating units and the
loss on sale and leaseback of Beaver Valley Unit No 2 are
discussed in Notes Dand E The adverse effects of two
date refunds recorded in 1986 are discussed in Note C

R ——
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SELECTED FINANCIAL DATA AND STATISTICAL SUMMARY

(Thousands of Dollars, Except Per Share Amounts)

1987 1986 1985 1984 1983 1982
SUMMARY RESULTS OF OPERATIONS:
Residential revenues $299.562 $297520 $286,260 $280647 8267110 $238496
Commercial revenues 345,583 347364 335012 314,129 290370 263374
Industrial revenues - 165530 178425 225692 244970 221,107 225292
Other revenues _ 25,289 27435 25447 25955 25663 22418
Total revenues fror- customers 835986 850,744 872411 865,701 804,250 749,580
Revenues from other utlities 52,018 45519 46,049 31,439 10471 28,686
 Total operating revenues ~ 888004  B96263 918460  BO7140  Bl4721 778266
Operation and maintenance expenses ~ 499.796  481.71° 472956  466.329 400762 431331
Nepreciation and amortizauon 82,172 74325 Bloee 77532 73,682 62939
Taxes other than income taxes 67,442 70987 72614 70,279 60651 57476
Income taxes ‘ (15./79) 17536 72,440 74.600 76.194 53,307
Interest charges, net of allowance
for borrowed funds used during
construction i36000 127634 127010 116333 X916 100344
Other income. principally allowance
for equity funds used during
construction 92 888 B4.63% 83583 64,727 50,955 44,328
Loss on cancelled generating units 34.263 - - - - o
Loss on sale and leaseback 23,828 - - - -~ -
Rate refunds (including interest expensc) 1,854 57278 -~ - - -
Income from continuing operations
before extraordinary gain 151,316 151 426 175,957 156,704 145,226 117,197
Loss from discontinued steam
heating operations - -l = T = 9.924(1)
Income before extraordinary gain 151,316 151 426 175957 156,794 145226 107,273
Extraordinary gain - - - - - 9.609(2)
Net income 151.316 151,426 175.957 156,794 145226 116,882
Dividends on preferred
and preference stock 19.788 20,547 21,250 21955 22411 22,701
Eammg for common stock $131,528 S$130879 §$154707 $134839 $122815 $94.181
= —=
Average number of common
shares outstanding (000) 72845 72930 68,543 61,054 55883 48,236
Earnings per share of common stock
Income from continuing operations $1.81 $1.79 $2.26 $221 $2.20 $1.96
Eamings for common stock 181 1.79 2.26 w21 2.20 195
Dividends declared on common stock 1.20 1415 206 206 200 190
Property, plant and equipment $4.007,551 $4312047 84168093 $3799499 $3203481 $3024554
Accumulated depreciation
and amortization 908 654 821 448 748,860 659 745 555.641 504,680
Property, plant and
equipment—net $3.098.897 $3490599 $3420133 $5139.754 $2.737340 $2519874
=Sy
Total assers $4.191 318 $4039,127 $3854468 $3530310 $3145811 $2883424
p——_—— —— =
Book value per share $17.61 $1675 $16 36 $16.26 $1641 $16.29
B e ————— ===

(1) Loss from Company's steam heating subsidiary which discontinued steam service effective May 31, 1983
(2) Extraordinary gain of $9609.000. or $ 20 per common share. resulting from the exchange of 1 406898 shares of
common stock for approximately $29852.000 principal amount of first morgage bonds
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* Davis-Besse Nuclear Power Station
was available 84 percent of the
time, the best operating per-
formance in the plant’s 10-year

ighlights of 1987

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

history

¢ 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
geaerating units on Septemiber 30'
It vvas 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 Sylvania, Ohio family became
our one millionth customer in May

inancial Summary

Earnings Per Share of Common Stock

Dividends Declared Per Share of Common Stock
Book Value Per Share of Common Stock at Year Ena
Common Stock Share Owners at Year End

Common Stock Shares Qutstanding at Year End (000)

Operating Revenues (000)
Operating Expenses (200)

Net Income (000)

Return on Average Common Equity

Kilowatt-hour Sales (Milhions of Kilowatt-hours)
Residential
Commercial
Industrial
Other

Total

Emplovees at Year End

¢ The Public Utilities Commission
of Ohio granted four rate increases
totaling $104 million per year to

our operating subsidiaries

¢ Completion of Beaver Valley Unit 2
and Perry Unit 1 enabled us to

SLOP issuing new common stock

L 22.10
207,755
140,706

$1,945,541

$1,561,931

§ 390,353

12.8%

6,659
6,350
11,985
1,348

26,342
8,891

Uy

()

1986 Change
5 3.04 {7.2)
s 2.49 2.8
s 22.13 (0.1)
210,293 (1.2)
135,197 4.1
$1.917,730 1.5
$1,557,925 03
$ 391,893 (0.4)
13.7% (6.0)
6,527 2.0
6,239 1.8
11,409 5.0
__ LISt a7
25,320 4.0
9.3006 (4.5)

Quarterly Range of Centerior Energy’s Common Stock Prices

O ist*
2nd
drd
4th
R? I8t
a1 v_Pm
ird 15 18Y%
4th | ISR
Qur / l
/815 20

*Centenior Encrgy s (

nmmon Stock traded for the first tin

on Annd S0, 1980




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 carnings and
cash flow and determining appropriate long-term

dividend policy

During our first full year of existence, we

* Completed a large nu nstruction program

t new performance records at the Davis-Besse
1
Nuclear Power Sat

vuigently cut operating

Executed the largest sale and leaseback of generating

inits 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
1 today's highly comp

centrating on improving our financial situation now

energy business. \We are

he nuclear construction program is behind us

can devote more resources to reaining existing
ymers and to attractung new businesses to Northern
10t just a utility that provides reliable
we are a2 valuable source of information
1d advice In particular, we will continue «
mers operate more efficiently and

vely in the ,1', Dal marxkepiace

\ program was a vital
p toward achieving ng-term success of your
ipany. As a result, we expect cash flow and the
Juality of earnings to improve signi.icantly over the
ext few years. The downside is that 1988 earnings are
expected to be lower than the $2 82 per share earned

n 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 Perrv Unit 1. Our share is about
$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 financial performance without harming
customers. In early 1988, phase-in proposals were filed
with the PUCO. Ur.der 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 aad
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

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 Cengerior 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

orporate cost-cutting efforts while maintining 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 stand

sincerely
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Robert M. Ginn

Chairman
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Richard A Miller

President
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dbove, the insideofa
Reneratoris inspected as
partofour program lo keep
our older plants operating
efficiently so as lo posipone

bullding expensive new unils

At right, Brian Nyerges, a
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Year of Progress

In 1987, your Company completed
its extensive capacity construction
program and realized greater-
than-expected benefits from the

first calendar year 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 A

On consecutive days in November,
Beaver Valley Unit 2 and Perry Unit |
were brought into commercial
operation. Our third nuclear unit
Davis-Besse, recorded the best year
in its 10-year 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 attract
new businesses 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
xpected (o experience shortages

'he 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 contermplated 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
power 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 between
the need of customers for reasonably
priced electricity and the need of
share owners for improved financial
performance by the Company. We
have developed a three-pronged
strategy to do this

¢ An innovative sales improvement
program,

® An aggressive cost conainment
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 can be modified
SO customers can use the particular
operating characteristics of their
facilities to lower their electric
energy costs. Rollowing are three
examples of how we have retained
existing business 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 lowers 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 ¢ »ecial rate structure
the producer probably would have
bought sodium elsewhere and closed
the 28-megawatt facility

A special contract for additional
load enabled a2 metals manufacturer
o restart an arc furnace to make
ferro-silicon. The unusual operating
characteristics of the furnace enabled
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us to offer energy prices that were
extremely competitive with rates
available to the customet's plants in
other regions and in other countries.
The restarted arc furnace added
$660,000 2 month to our revenues
and S0 new jobs to the Ashtabula
County economy.

Another special rate dcstg'} helped
attract a steel company to Toledo.
That company plans to start building
a $150 million steel rolling mill in
1988 This will 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 knowleJge with their
expertise in electricity applications
1o 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 installation of
the world's first commercial plasma
torch technology at the Ceneral
Motors foundry near Defiance
Piasma 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 plasma torch,
which is expected to be in operation

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

We helped improve productivity at
the plant of 2 mak. r of specialty
molds and precision patterns. After
getting advice from Toledo Eaison
and the Center for Materials 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 electric
energy. Such efforts will help fulfill
our pledge that businesses will not
leave our service area because of
high electric rates.

Providing Superior Service

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

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

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

We have added customer service
offices in several communitics to
make it easier for customers to pay
bills and arrange for electric service.
These offices also enable us to
distribute helpful tips on such topics
as the most effective use of electric
appliances. 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 responsibilities to the
customers who depend on us, and
the daily actions of employees reflec
that care and concern. The net
result of providing superior service
is an increase in kilowatt-hour sales
that improves the Company s
botiom line
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We raised §1.7 billion from

the sale and leaseback of tbe
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ontaining Costs

Reducing operating costs is a key to
improving financial performance
and minIMizing rate INCreases
Significant cost reductions achieved
in 1987 underscored 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 Enegy s
headquarters. This centralization
nd 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

eneration dispatching, coordination
f power plant operations and
engineering and technical 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
peration 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 centur

The affiliation enabled the operating
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. Anen
gineering study concluded it was
more economical o decommiission
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
ot refunded $860 million of high <ost
bonds and preferred and preference
stock in 1987 This reduced our
annual interest and preferred and
preference dividend requirements
by $123 million. See the chart on
this page for the impact on our
embedde 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 2° least
another $150 million of debt and
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 81 billion. Toledo

Edison scld 92 percent of its interest
in Beaver Valley Unit 2 for $715
million. Toledo Edison wouid 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 resuiting lower
interest cost was another example
of Toledo Edison customers reaping
the benefits of *he 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 £0ld will not be placed in rate
base. Instead, we will pay rent to

Embedded Costs of Long-Term Detx
and Preferred and Preference Stock
( Year End Annualized

|
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Embedded costs of long - term debt and
preferred and preference stock have boen
recluced from their 1985 peak levels
through redemptions and refundings



the investors for the right to continue
to use the generating capacity.
Removing these investments from
rate base wili permit the placement
of the capital costs of Perry Unit 1
and Beaver Valley Unit 2 in rate base
without the substantial rate increases
that otherwise 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 significant capital gain and
Lo use investment ax crcdﬁthal
otherwise could not be used at this
time, minimizing the tax on the
capial gain

Our financial situation will improve
as a result of completing construction
of the nuclear units. For the five-year
period 1983-87, construction
expenditures were $4.5 billion

Actual and Forecast Construction
Expenditures including AFLDC (Millions)

$0 200 400 600 800 1000 1,200
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Forecas! constrsction costs are less iban
balf of the level experienced in 1987 and
abow! one-third of the peak level in 1986
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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 to
increase their operating availability
This is 2 lower-cost option than
building new generating units

We do not expect o issue any new
common stock in the foreseeable
future. The dilution of per shar=
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-+0-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 action to assure
to the maximum extent possible the
inclusion of the investment and
operating costs of Perry and Beaver
Valley in rates over the next several
years (see the chart on page 14)

10

oderating Rates

In February 1988, the Company
proposed a rate moderation plan to
phase the constniction 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

Under 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 10
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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10 residential customers. We filed
notices in February 1988 for rate
increases of that magnitude © protect
our legal rights. However, our intent
is to work with The Public Utilities
Coramission of Ohio and other inter
ested parties to reach agreement on

our rate moderation plan

We are not relying solely upon rate '
increases o pre yduce the added
earnings we need. The aggressive
marketing and cost-cutling programs
described previously are important
elements of our strategy. Future rate

rease requests, as has always
been the case, will depend upon

» success of these efforts. We will

¢d a PUCO-approved plan to deal
vith the balance of our nuclear
investment. We believe we can kKeey
the average rate increase near the

expected rate of inflation over the

Regulatory Arena

PUCO granted disappointng
ate increases t leveland Electric
and Toledo Edison in 1987

increase granted in mid-1980. In
December, the PUCO granted an
additional increase of $28 8 million
per year. For the first 18 months,
however, the increase will be only
$17 million on an annual basis since
it will be offset by the “"payback ol
revenues previously collected
under Ohio’s construction- work

in-progress law

In May, the PUCO granted Toledo
Edison a $43 million emergency rate
increase. In December, that increase
and a2 $22.7 million emergency rate
increase granted in February 1985
were made permanent by the
PUCO. The December order also
approved an additional $4 million
per year

Over the past five years, the average
price paid for electricity by Cleveland
Electric customers has increased
less than one percent per year. The
average price paid by Toledo Edison's
customers has increased 3 2 percent
a year over that period. The annua
rate of inflation from 19831987 was
3.3 percent

Inadequate rate increases over the
past several years coupled with the
high cost of completing the nuclear
construction program have con
tributed to the decline in the amount

earnings. Utilities with inadec

and quality of Centerior Energy's
juate
T

rates are poor financial risks. Their
borrowing cosis go up because their

credit ratings are lowered. Like all

other expenses, these COSLS ultimals
are reflected in customers’ electri
bills. SO customers save money in
the long run when utilities are

allowed to charge reasonable rates

Perry Disallowance

In January 1988 the PUCO ruled
that $628 million of the costs of
building Perry Unit | were "im
prudently or unreasonably incurred
T'his disallowance applied to costs
incurred through the fuel loading
date of March 21, 1986 The PUCO
aiso required an upward adjustment
to this amount relating to allowance
for funds used during construction
(AFUDC) AFUDC is 2 noncash
credit to income that compensates
for money invested in facilities
which are not yet in rate base. We
estimate that this additional AFU X

related amount could bring the total

disallowance to $800 million, with
about $410 million being our share

Earnings, AFUDC and Carrying
Charges, Cash Flow and Dividends
Paid Per Common Share
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The PUCO ruling was in sharp
conflict with an earlier order by the
Pennsylvania Public Utilit;’ Com-
mission in 2 Duquesne Light
Company rate case. The PaPUC
determined that all of the costs of
Perry through fuel loading were
prudent. The PUCO's disallowance
also was much higher than¢he
recommendations of its own con-
sultants and staff.

We will appeal the PUCO's decision
to the Ohio Supreme Court. Among
other things, we will cite incon-
sistencies and errofs in the ruling
For example, the PUCO determined
that Cleveland Electric “was not
imprudent in its management” of
issues related to General Electric
Company, designer of the Unit's
reactor. The PUCO also conceded
its $264 million disallowance in

adequacy of GE's performance.
Nevertheless, the PUCO found that
Cleveland Electric was responsible for
the alleged costs of GE-related delays.

Investment Not in Rate Base and
Investment in Rate Base (Bulions)
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The PUCO also is investigating the
reasonableness of $1.2 billion of
costs incurred from the March 21,
1986 fuel loading to the start of
commercial operation on November
18, 1987. In another Duquesne Light
rate matter, a Pennsylvania admini-
strative law judge ruled in January
1988 that there was no imprudent
spending at Perry during that period.

The PUCO also is studying the
prudency of Beaver Valley Uiut 2 con-
structior.. The Pennsylvania admini-
strative law judge found in January
1988 that $372 million (eight per-
cent) of the cost of bui'ding the
Unit was impiudently spent. The
PUCO will review the Pennsylvania
investigations as part of that process

oving Forward With
Confidence

The 1980s will go down in the
pages of our corporate history as an
extremely difficult decade Never-
theless, the completion and
licensing of our nuclear units gives
us cause for optimism about our
future. The next several years will
provide a bridge to a future that will
be rewarding not only for Centerior
Energy, but for all of our con-
stituencies. There are many reasons
for this confidence

The perseverance we demonstrated
in completing our huge construction
program will see us througi the
challenge of securing a return on
this investment,

The wisdom of providing a reliable
supply of electricity for Northern
Ohio will be evident in the 1990s
when economic growth in some
regions is short-circuited by
shortages of electricity.

The flexibility to change na
changing business world vas
exemplified by the affiliation. With
uie benefit of operating ex »erience,
we have increased centrali ation
and efficiency. Greater employee
maobility among the subsidi. ries
creates a ‘cross-pollination” that
assufes the highest quality operation
throughout the organization.

The commitment (0 provide
outstanding service for residential,
commercial and industral customers
is reflected in all corporate activities.
In the highly competitive energy
business, an electric utility's greatest
asset is a satisfied customer We will
continue to merit that asset
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AMicon' Report

To the Share Owners and Board of Directors of
Centerior Energy Corporation:

we have examined the consolidated balance sheet
and consolidated statement of cumulative preferred
and preference stock of Centerior Energy Corporation
(an Ohio corporation) and subsidiaries as of Decem
ber 31, 1987 and 1986, and the related consolidated
statements of results of operations, retained earnings
and source of funds invested in plant, facilities and
special deposits for each of the three years in the
period ended December 31, 1987, Our examinations
were made in accordance with generally accepted
auditing standards and, accordifgly, included such
tests of the accounting records and such other audit
ing procedures as we considered necessary in the
circumstances. We did not examine the consolidated
financial statements of The Cleveland Electric
Iluminating Company, a company acquired by
Centerior in 1986 in a transaction accounted for as a
pooling of interests, for the year ended December
31, 1985 Such statements reflect total operating rev-
enues constituting approximately 70% of Centerior’s
consolidated operating revenues for the year ended
December 31, 1985. These statements were ex
amined by other auditors whose report thereon has
been furnished to us, and our opinion expressed
herein, insofar as it relates to the amounts included
for The Cleveland Electric Illuminating Company for
that period is based solely upon the report of other
auditors. The opinion of the other auditors is subject
to the outcome of regulatory uncertainties with re
spect to Perry Unit 1, Perry Unit 2 and Beaver Valley
Unit 2 insofar as they apply to The Cleveland Electric
IHluminating Company

As discussed further in Notes 3 and 7, significant
uncertainties exist with respect to the recovery of
investments, lease obligations and deferred costs re
lating to Perry Units 1 and 2 and Beaver Valley Unit 2,
including

1. The outcome of a request for rehearing pending
before The Public Utilities Commission of Ohio

Cleveland, Ohio
February 17, 1988

(PUCO) and if necessary an appeal to the Ohio
Supreme Court regarding Perry Unit 1 cost disal-
lowances ordered by the PUCO

| ¥

The outcome of further PUCO investigations re
garding the prudency of construction costs at Pecry
Unit 1 and Beater Valley Unit 2

3 The outcome of future PUCO regulatory proceed
ings to establish a rate phase-in plan to recover
the investments, lease obligations and deferred
costs relating to Perry Unit 1 and Beaver Valley
Unit 2.

4. The resolution of potential excess capacity issues

5. Whether Perry Unit 2 will be completed and
whether the investment will ultimately be recover-
able in rates charged to customers

As a result of the uncertainties referred to above,
management can give no assurance that the full in:
vestment in these units and a return thereon, applica
ble lease rental obligations and deferred costs will
ultimately be recovered in rates charged to
customers

In our opinion, based upon our examinations and the
report of other auditors referred to above, and subject
to the effects on the financial statements of such
adjustments, if any, as might have been required had
the outcome of the uncertainties discussed above
been known, the financial statements referred o
above present fairly the consolidated financial posi
tion of Centerior Energy Corporation and subsidiaries
as of December 31, 1987 and 1986, and the consoli
dated results of their operations and source of funds
invested in plant, facilities and special deposits for
each of the three years in the period ended Decem
ber 31, 1987, all in conformity with generally ac
cepted accounting principles applied on a consistent
basis

Arthur Andersen & Co




Summuy of Significant Accounting Policies

General

Centerior Energy was organized in 1985 and acquired
The Cleveland Electric Illuminating Company and
Subsidiaries (Cleveland Electric) and The Toledo
Edison Company (Toledo Edison) on April 29, 1986
This business combination was accounted for as 2
pooling of interests. The historical financial state
ments of Cleveland Electric and Toledo Edison
(Centerior Utilities) have been combined and re
stated The consolidated financial statements also in
clude the accounts of Centerior Energy's wholly:
owned subsidiary, Centerior Service Company (Ser
vice Company), which was Yncorporated in 1986. The
Service Company provides, at cost, management, fi
nancial, administrative, engineering, legal and other
services to Cemerior Energy, Cleveland Electric and
Toledo Edison. The Centerior Utilities operate as
separate companies, each serving the customers in its
service area. The first mortgage bonds, other debt
obligations and preferred and preference stock of the
Centerior Utilities continue to be outstanding securi-
ties of the Centerior Utilities. All significant in
tercompany items have been eliminated in
consolidation

Centerior Energy and the Centerior Utilities follow
the Uniform System of Accounts prescribed by the
Federal Energy Regulatory Commission and adopted
by The Public Utilites Commission of Ohio
(PUCO). The Service Company follows the Uniform
System of Accounts for Mutual Service Companies as
prescribed by the Securities and Exchange Commis-
sion under the Public Utility Holding Company Act of
1935

The Centerior Utiiities are members of the Central
Area Power Coordination Group (CAPCO). Other
members incluae Duquesne Light Company (Du
quesne ), Ohio Edison Company (Ohio Edison) and
Pennsylvania Power Company (Pennsylvania
Power) The members have constructed and operate
generation and transmission facil ‘s for the use of
the CAPCO companies

Revenues

Customers are billed on a monthly cycle basis for
their energy consumption, based on rate schedules
authorized by the PUCO These revenues are re
corded in the accounting period during which meters
are read, except for the portion of revenues which are
deferred under the mirror construction work in
progress (CWIP) law discussed below. A fuel factor is

18

added to the base rates for electric service. This
factor is designed to recover fuel costs from custom
ers. It is changed semiannually after a hearing before
the PUCO

Fuel

The Centerior Utilities defer 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 fossil fuel is charged to fuel expense
based on inventory usage. The cost of nuclear fuel,
including interest, is charged to fuel expense based
on the cate 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 Centerior Utilities to !
defer interest carrying Costs, current operating ex
penses (including rental payments) and depreciation
for Beaver Valley Unit 2 from its commercial in
service date through December 31, 1988 or until that
Unit's costs are included in rates, whichever occurs
first. The PUCO also has authorized the Centerior
Utilities to defer current operating expenses and de
preciation for Perry Unit 1 from June 1, 1987 through
December 22, 1987, the date when these costs be
gan 1o 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 deferral of interest carrying
costs from January 1, 1988 through December 31,
1988 or until such interest carrving costs are included
in rates, whichever occurs first. The PUCO deter
mined that Perry Unit 1 was considered “used and
useful” on May 31, 1987 for regulatory purposes For
financial reporting purposes, the amounts deferred
for Perry Unit 1 pursuant to the PUCO accounting
orders have been included in property, plant and
equipment through the November 18, 1987 commer
cial 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 afrer December 31, 1987 for Perny
Unit 1. See Note 7 for a discussion of regulatory
matters relating to our investments in these Units




Depreciation and Amortization

The cost of property, plant and equipment, except for
the nuclear generating units, is deprecmcd over
their estimated useful lives on a straight line basis
annual straight-line depreciation provisions ex
pressed as a percent of average depreciable utility
plant in service were 3 8% in 1987, 3.6% in 1986 and
15% tn 1985 Depreciation expense for the nuclear
units is based on the units-of production method
This includes provisions for future decoramissioning
costs These provisions are estimated at
$122,000,000 in 1986 dollars for the Davis Besse
Nuclear Power Station ( Davis-Besse) and $72,000,000
or Perry Unic 1 and 963,000.()0‘) for Beaver Valley
Unit 2 in 1987 dollars. There are no restrictions on
the use of the amounts currently being recovered
from customers through rates for decommissioning of
Davis Besse and Perry Unit 1. The sale and leaseback
agreement for Beaver Valley Unit 2 requires the
external funding of the leasehold interests’ share of
the Unit's decommissioning costs starting by Septem
ker 1992 See Note 2

Costs associated with four CAPCO nuclear generating
units cancelled in 1980 are being amortized and
recovered in rates through 1991 in accordance with
PUCO rate orders The PUCO does not allow the
Centerior Utilities to earn a return on the unamortized
balance A new accounting standard will require the
discounting of this balance in 1988. This discount
g will not materially impact our fnancial
statements

Federa! Income Taxes

Tsledo Edison and Cleveland Electric have deferred
the federal income taxes for the differences between
straight line deprcciation and tax depreciation for
property additions since 1973 and 1976, respectively
In addition, the tax effects of cenain other timing
differences have been deferred This treatment is
consistent with the methods usec [or rate-making
purposes The Centerior Utilities have also deferred
the tax « ftect of the net gains and loss relating to the
sale and leaseback transactions. See Note 2. The
remaining timing differences are not dererred They
are recognized for book purposes, and in rates, in the
year they affect taxes payable At December 31, 1987,
the cumulative income tax timing difference tor
which deferred income taxes have not been provided
amounted to $412,000,000 Based on PUCO and
Ohio supreme Court decisions, such taxes can be
recovered 1n future revenues

For certain property, the Centerior Utilities received
investment tax credits which have been accounted for
as deferred credits. Tax credits utilized are reflected
as reductions to tax expense over the life of the
related property See Note 8 for federal income tax
detuils and a discussion of a new accounting standard
for income taxes

Interest Charges

Interest on long term debt reported on the statement
of Results of Operations does not 1xclude interest on
nuclear fuel obligations Interest on nuclear fuel
obligations for fuel under construction is capitalized
See Note 5

Property, Plant and Equipment

Property, plant and equipment are stated at original
cost. Included in the cost of construction are items
such as related payroll taxes, pensions, fringe bene
fits. managenent and general overheads and an al
lowance for funds vsed during construction
(AFUDC). AFUDC represenis the esiimated compos
ite debt and equity cost of funds used to finance
construction. This noncash allowance is credited to
income, except for AFUDC for Perry Unit 2. Since July
1985, Perry Unit 2 AFUDC had been credited (o a
deferred income account Effective January 1, 1983,
we discontinued the praciice of accruing AFUDC on
Perry Unit 2. See Note 3. The AFUDC rates, net of
the income tax effect, averaged 10 7% in 1987 and
10.6% in 1986 and 1985

Maintenance and repairs are charged to expense as
incurred. Certain maintenance and repair expenses
for Perry Unit 1 and Beaver Valley Unit 2 have been
defer.2d pursuant to the PUCO accounting orders.
discussed above The cost of replacing plant and
equipment is charged to the utility plant accounts
The cost of property retired plus removal costs, aftee
deducting any salvage value, is charged to the accn
mulated provision for depreciation

Mirror Conctruction Work in Progress

The Ohio mirror CWIP law requires that revenues
authcrized by the PUCO and collected as a result of
including CWIP in rate base be refunded in a subse
quent period after the project is included in rate base
Such amounts are deferred and recorded as refund
obligations to customers AFUDC continues (o be
capitalized during the construction petiod The de
ferred revenues are then recognised as operating rev
enues in the Results of Operation: over the period of
the refund




ment's Financial Antlysis

Results of Opers.ons

Operating revenues increased by 1.5% in 1987,
following increases of 3.8% in 198 and A 7% in 1989
The $27.000,000 increwsws in elec < revenues in
1ORT from 1986 resulied from au $89 000 000 in
crease in base ter and other ceventiss and &
$50,000 000 increase from kilowatt hour sales growth
offset by a $56,000,000 decrease in fuel cost recove:,
revenues and a $46,000,0G0 decrease for mirror
CWIP refund provisions

Kilowati howur sales incicased by 4% m 1987 foilowing
an increase of | 8% in 199 and a slighi increase in
1985 Sales to industrial customers increased by 5%
in 1987 from the level in 1986 and 1985 ludustrial
sales growtiv was broad based, paniiilaly in the steel
sector. Residential and commercial yales increased
2% and | B%, respectively, in 1587 (rom i98< levels,
largely because of a substantially warmer-than-not
mal summer in 1987 Lower fuel revenues in 1987
tesulted from increased use of our nuclear unis

Operating expenses increased by 0.3% in 1987, 7.6%
in 1986 and 5% in 1985 The inCreases in operating
expenses in 1985 and 1986 were derived partly from
the effects of an 18 month outage at Davis Besse
This outage re:ulted in the use of more coal and
purchased power at unit prices which exceeded the
unit price of nuclear fuel generation Other operation
and manenance expenses in 1985 and 1986 in
creasvd poncipally for the refurbishment of Davis
Besse 1n 1987, fuel and purchased power expense
dropped as Davis Besse came back on fine and Perry
Iinit 1 and Beaver Valley Unit 2 went into service
The redguction in fuel and purchased power expen ‘e,
lower federal income taxes and savings from cost
reduction programs were acout offset by sale and
leaseback rental expense and higher units-of produc
ton depreciztion at Davis Besse

varnings per share were §2 82 in 1987, down 7 2%
from $3 04 in 1986 and 14 3% lower than $3.29 in
1985 The sale of Cleveland T lectric's steam system

reduced 1987 earnings by 13 cents per shure In
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creases 0 the average number of shares outstanclinig
ai30 contributed to ihe do (ines in per share resuits

£P1DC and delerred carrying chiarges have r¢ i
sented an increasing proportion of sarings -

1'% 4% in 1987, 105 3% in 1986 and B9 5% 1., 1988
At the same time, cash fiows have been ‘ampacted by
the cost of additionai debt and eguity hnans ng « >
the completion ol the two nuclear units. AFUDC for
the Beaver Vallev Unit 2 1 csstment was discortinued
when this Unit became operaional in November
LOR7  AFUDC for the Perry Unit | investment was
disconuinued on January 1, 1989 pussuant to a PUCO
accouming orde: Subseguen: to these (e dates,
interest carrying charges on these int - siments are
Leing credited (6 income *t 2 rate lower than the tull
AFUDC raie. Consequantly, earnings are expe.ted to
be lower in 1988, although the quality of earnings
and cash flow are expected 1o improve . Deferral o
intg rest carryieg charges will be discontinued as the
investments are recogrized in rate base

Effect of Inflation

Inflation continues o affect our business. Over the
three year peviod 1945 1987, our average electric
rates have increased leas than the Consumer Price
Index. In this period, increase: in the cost of 1zoor
materials and services used in operations were mode:
awed by A downwurd rend in the cost of coal

The effect of inflation on the cost of much of our new
facilities has yet 10 be recogiized in the rate making
process Gew - ally. w2 have 1o raise new capitl o
meet growth needs at inflated costs of consiruction
and to replace worn-out itews at higher replacement
¢ ats. 'f rate adjustoeats fail to compensate for Jhe
cost of new capiai, 2 ernsion of our return on equity
will occur. As a result, ere will be a continuing need
for rate increzses

We continue to seed adequate and timely rate in
creases for the Centerior Utilities and a regulatory
environment which i+ respor ive to the effect of infla
tion on our investment




Results of Operations

Operating Kevenue,
Electric.

Steam heatingand gas .............

Operating Expenses
Fuel and purchasea power . ..

Other operation and maintenance .. ...

Depreciation and ;nnomm‘jion. .

Taxes, other than federal income taxes .

Perry Juit 1 and Beaver Valley Unit 2 defecred operating
expenses

Federal income taxes . ...

Operating Income. . . .

Nonoperating Income
Allowance for equity funds used during construction
Other income and deducticas, net. . ..

Loss on steam system sale* ... ..

Perry Unit 1 and Beaver Valley Unit 2 carrving charges ..........

Federal income taxes — credit . ...

Income Befor. Interest Charges. . .

Interest Charges

Long-term debt. ... . ...
short-term debt

Allowance for borrowed funds used during construction

Income After Interest Charges . . . . ..

Preferred and preference dividend requirements of svbsidiaries . .

IXPL AWM s o055 50l P s 3057 &

Average Number of Common Shares Qutstanding (thousands, . .

Earnings Per Common Share

Dividends Declared Per Common Share

Ceriterior Energy Corporation and Subsidiatics

_For the vears ended December 31,

1987

1986

1985

(thousands cr dollars, excerd per share

w 4OUIS )

$1,932,170 $1,904,777 $1,828,13]
13,37 7293 18866
L945,54 . 10T K 1846997
470,766 522,281 510,844
642,594 S5(,874 450,376
214,421 141,009 141,333
208,480 195,967 182,046
117,623%) — —
113,593 147,794 163,362
1,561,931 1,557,925 1,447,961
183,610 339805 399036
297,239 298 781 260,632
(30,665) (8,108) 5,825
(27,156) -
39,303 —
_12L1d2 116,422 86,775
399843 407,095 353232
783,453 766900 752,268
«25,577 397,206 360,912
6,834 6,812 5917
(125,446}  (114,038) __ (98,777)
. 306,965 | 89980 268,052
176,488 476070 484,216
_ 86.135 35§17 82,829
$§ 39,353 § 391893 § 401387
138,395 128927 _ 121,898
s 282 4 3048 329
$ 2568 249 $ 2.20

* The one-time loss on the steam system sale reduced earnings per common share by

Note 11

The accompanying notes and summary of significant accounting polici >
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13 cents in 1987, See

are an inregral part of this stateme it




znagement's Financeal Analysis

C.piral Resources arid Liquidity purchase $38,000,000 of preferred and preference
stock during the ¢ * period. We expect to hnance

nstructing .

externally about one-half « thirds of these re

quirements. >ee B * 121 further information con

cerning the hrst mortgage honds and the preferred

; and preterence st I Cleveland Electric and
gram over the , ‘
loledo i Our available short term borrowing

do |
| te 13

ipproximately
irrangements are explained in N

This amount
fi
!

our

ivatiabiiny ol cay
needs depends upon
conditions, earnings, «

S12€ « e construct

ratings. In 1985, rating

r certan securities o
mada2 cur cost of capital more expensive
985, Standard and Poor's Corporatior

cred its ratings on the first «

ferred stock of Cleveland Electr

respectively. Standard and Poor

foledo Edison s hrst mortg




Reuined Earnings Canterior Energy Corporation and Subsidiaries H

For the vears ended December 31,

1987 1986 1985
(thousands of dollars)

Balance at Beginning of Year . ... .................... Coieeeiaieo.. 8 893616 8 820,756 $8 689,179
Additons

SR T AN S, S ey e | SN P P e e e Il 390,353 391,893 401,387
Deductions i

Common stock dividends declared . ... ...................... oy (352,715) (319,023) (269,804)

Other, primarily preferred stock redemption expenses of subsidiaries (22,643) (10) (6)

Earnings Reinvested During the Year . ........ ... ...oiiiviinn, 14,995 72,860 131,577

RATRIER BE-BRULE YRIE 5+ v x50, 08 50 A16.5 7 8 wr s o RS 43 ShTe oH AR AR 7 4 $ 908,611 § 893616 $ 820,756

Al
Source of Funds Invested in Plant, Facilities and Special Deposits

For the vears ended December 31,
1987 1986 1985

(thousands of dollars)

Provided from Internal Sources

Net INCOME ... v e ienennnnns o A P B R AR b %A 0 5 $ 390,353 § 391,893 § 401,387
Principal Non-Cash ltems: }
Depreciation and amortization, NE . ..........couriiiirirrnnnnns 193,646 141,009 141,333
Deterred federal income taxes................... B (272,133) 86,730 69,881
Investment tax credits, net .. ........... L g rhisc e S 132,699 (39,109) 18,483
Loss on steam system sale . .......... ...... LR o 27,156 — —
Allowance for equity funds used during construction . ............. (297,239) (298,781) (260,632)

Funds Provided from Operations ...... :
Common stock dividends ..........cocviiweiaraiinn,
Net prcceeds from sale and leaseback transactions . . .
Net proceeds from steam systemsale. ......... ... ... ... ... .....
Increase in reserve for Perry Unit 2 allowance for funds used during

....... L 500 § o g b s 174,482 281,742 370,452
el b snds (352,715) (319,023) (269.804) ‘

............ 1,690,816 ~ -

7,000 - L

COMMIUBLION - vy 3 o 38055 S € Bk bk ko0 3 R s o o el TN 4 2 aComirtn o 80,653 63,525 30,422
Net change in workinF capital and other accounts ................. (48,208) 34,802 (38,720)
Allowance for equity funds used during construction ... ............ 297,239 298,781 260,632

Funds Provided from Internal Sources . ....................... 1,849,267 359,827 352,982

Provided from External Sources
Sale of Securities:
Common stock

.......... 102,724 208,383 175,287

PICTCIOOU MOCK 1+ 10 20 765007 hoda b bissyoinnes s L T P 123,313 103,968 79,000
First mortgage bonds .......... ................... T 411,500 325,000 385,970
Net change inotherdebt ........................... ... ........ 166,542 84,306 114,188
Net change in pollution control construction funds ................. 26,964 56,449 (2,544)
Net (decrease) increase in short-termdebt .. ....................... (9,197) 16,807 (17,978)

Net (increase) decrease in temporary cash investments. .. ........... (504,720) 102917 12,344
Redemption of bonds, preferr= and preference stock . ......... ) O d (884,258) (127,825) (121,296)
Net increase in other noncurient liabilities ......................... 21,888 76,423 76,496

‘ Funds Provided from Evt=rnal Sources ....................... (545,244) 846,428 701,467
Fotal Sources of Funds. ...... ... ... ciiiiie $1,304,023 $1,206,255 $1,054,449

=l
Invested In
Construction Expenditures .... ............o.ooooiiiiiiiiiiiii.. $ 933,744 $1,120017 § 983,750
Deposits in Trust primarily sale and leaseback proceeds ............ 374,085 — o
(Decrease) Increase in Nuclear Fuel Inventory ................... . (3,806) 86,238 70,699

[otal Invested in Plant, Facilities and Special Deposits . .. ............, §l!304!023 $1,206,255 $1,054,449

The . )
he iccompanying notes and summary of s ificant accounting policies are an integral part of these statements.
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Assets
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Sheet
Dec ember 31
1987

)

Ol ¢

B

sands
Plant and Equipment
Utility plant 1n service

accumulated depre

K.349.690
1,324,446
1.025.250
224,679
783,028
8.032.957
609,545
46,805
8,689 307

Amortizati
imulated d

m

es AC(

epreciation

nstruct tund

and

s, unexpended

k proceed

101

‘085

5,800

primartly sale easeba

' 5

1,185,

46
493 ¢
134,475

50.748

89,094
209,304

1,032,318

$11,282 059
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Valley |

redd de
eQ Q

nit £ saie

- bt
acy .

uciear operating expense

(a1l Assels

n and Liabilities

‘A n

value of $191,172,000 and
y); 180,000,000 author
in 1987 and 1986
$ 2.200,449

908,611
3,109,060

330,188
157.334
13,797
3,718,249
7628628

33.000
S')&_A!’H
631,084

59,768
71,396
36,732
185,070
326,268
93,351
15,348
27,308
13.000
28 561
856,802

399,348
672,817
teserve for Perry Unit 2 allowance | 174,600

amortized gain, Bruce Manshe { sal 739910
ther 179.470

2,166,145
$11,282,659

payable 1
ts payable

vived
2eq

credits

federal inc

invesiment tax

mulated deferred
"

used during construction

npanying notes and summary of signihcant accounting poliCies are an integral pan of this statement
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Centerior Faergy Corporation and Subsidiaries

1985

llars)

4,639 542
1 367 662

1 RKR0
1,510,962
9
8,485,421
6133

39,2

137 OURS

271

102 %

|
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b
1
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q Smemeﬂt of Cumulative Preferred and Centerior Energy Corporation and Subsidizies
Preference Stock
3 1987 Shares Current December 31,
$ Outstanding Cali Price 1987 1986
(thousands of u. ars)
Cleveland Electric
Without par value, 4,000,000 preferred and 3,000,000 prei
erence shares authorized
Subject to mandatory redemption (less current maturities):
Preferred:
§ 735 Series C ...vin.ss T 200,000 H 103.00 $ 20,000 $ 21,000
8800 Series E ............. o 36,000 1,04591 30,000 39,000
7500 Series F ....... 16,666 1,000.00 16,666 33,333
80.00 Sevies ' ........... -t R 8,000 1,000.00 8,000 16,000
143500 Serier o civvivnioinhiens 19,590 - 19,590 23,154
, 14500 Sevies | ......... o000 23,624 23,624 27,562
\ 11350 SeriesJ ................. — 23,200
113.50 SeriesK ..... ....... £ 5 b 10,000 10,000 10,000
| Adjpistable Series M . . e g 500,000 106.76 49,000 49,000
9.125 Series N'............... _ 750,000 109.13 73 968 73,968
' 256,848 316,217
Preference
it e e e e A 13,797 1,000.00 13,797 22,800
Not subject to mandatory redemption
Preferred
740 Series A ....... TS T 500,000 101.00 50,000 50,000
756 Series B ..... T 450,000 102.26 45,071 45,071
! Adjustable Series L ........ .. ... 500,000 106.34 48,950 48,950
Remarketed Series P ... ... . .. ... o 750 101,500.0C 73.31% - -
217,334 144,021
Toledo Edison
$100 par value preferred, 3,000,000 shares authorized: $25 par value preferred, 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
;8 7 R P S 183,400 105.43 18,340 20,005
| D A e i e e — — - 11,268
MY v sreninpn iy rana - - — 18,225
1480 .............. 5 - -— — 28,800
25 par - 1 o R e e — - — 30,000
% 7 St - — — 35,000
G e 2,000,000 27.81 50,000 —
73,340 _148,797
Not subject to mandatory redemption:
100 par L e 2 T T 160,000 104.625 16,000 16,000
S 50,000 101.00 5,000 5,000
$.8% .. ochiician e 100,000 102.00 10,000 10,000
DR sonnin e nh e i 100,000 103.54 10,000 10,000
T T ioehaieimnnsen anol 150,000 103.377 15,000 15,000
P R R 150,000 102.60 15,000 15,000
10,00 ...cocviinininss : 190,000 101.00 19,000 19,600
25 par 7 R . 1,000,000 25.90 25,000 25,000
R 5 TS 1,400,000 2845 35,000 35,000
I e — -— - 20,000
I & e e e a T 1,200,000 30.97 30,000 30,000
Series A Adjustable . . ... 1,200,000 - 30,000 50,000
Series B Adjustable ... . . 1,200,000 - 30,000 30,000
Centerior Bnergy 240,000 260,000
Without par value, 5,000,000 preferred
shares authorized.................... ... -— — = -
Total Preferred Stock with Mandatory Redemption Provisions . ... ... ...... ... ... . $330,188 1465!014
Total Preferred Stock without Mandatory Redemption Provisions . ... ... .. . Jos s $457,334 8404!021
Total Preference Stock with Mandatory Redemption Provisions ... ... ... .. . . $ 13,797 $ 22800

The accompanying notes and summary of significant accounting policies are an integral part of this statement
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otes to the Financial Statements

(1) Property Owned with Other Utilities and Investors
who are owner

as tenants in common with other utilities and those investor

The Centerior Utilities own
pants in various sale and leaseback transactions (lessors), certain generating units as listed below. Each
Each owner has the right to a percentage of the generating

niy 1Its respecuve

{ivided share in the entire unit
its ownership share. Each utility owner is obligated (o pay tor
Each lessee is obligated to pay for the related lessor's share of

“,‘r¢‘:vH|'i-,; COSIS
rty, plant and equipment at December 31
common with other utilities and lessors

1987 includes the following facilities owned by the

nstruction
Work

in Progress
!

Plant
n
Service

1S tenants in
In

Service

Date

Ownership

Ownershiy
Megawatts
&

Share

)

83 ()28

$823 348

$4.316,02

r Seneca at December 31, 1987 was $16,000 Depreciation on all other plant
been accumulated on an account basis with all other depreciable property
Utilities’ share ol the operating € X

o

14!

le property. The Centerior

eciat
the Results of Operations
wer have agreed to purchase 80 megawatts ot Cley el

The purchase commenced with the ¢

ver an 18-month period
'J"‘\’
nit. The sale price was $715.000,

tyv Plant Sale and Leaseback Transactions
he purchasers leased those interest

lay, (
ectric sold es
: lants back to Toledo Edison (with Cleve
i bt 20

f
I

iad ten P
| ied tenant-r
b | (ric as « jessee ) (or terms of al
) and 3 of » CO
iNag the Ccoa
Mansheld Plant). Cleve The Centerior Unlities are amortizing the apj
MALSHCIO il ) ! d
% 26 8% and 24 47% jeferred gains and loss associated with these
FAR N 1N b S )
utility plant over the period of the lease ter
Future minimum lease payments under

December 31, 1

those i1ts. The sale price was
the purchasers leased

To ing es al

n the same day

back to Cleveland Electric (with

{or

sold
1989

)4-megawatt undivided tenant
’ l"()“

3 of the Mansheld
1991

)% and 19.91%
q 199 1992
Later Years

;<{!\f' wdas
tal Future Minimum

nose ™w

Edison also o
) Toledo

Valley nit 2

On the same day

Lease Payments

165 megawatts) undi
-common in Beaver Valley The amount recorded as rental expense for
'
field Plant leases was $32,100,000 in 198

2 and has retained a 65% interest 1n the




costs for the Beaver Valley Unit 2 lease of
$18,300,000 in 1987 were recorded in a deferred
charge account,

The Centerior Utilities are responsible under the
leases for paying all taxes, insurance premiums, oper
ating and maintenance costs and all other similar
costs for all interests in the Units sold and leased
back. The Centerior Utilities may incur additional
costs in connection with capital improvements to the
Units. The owners (lessors) may elect to make addi-
tional equity investments with respect to the cost of
any capital improvements on terms o be agreed
upon. The Centerior Utilities have options to buy the
interests back at the end of the leases for the fair
market value at that time or to genew the leases for a
minimum of two years. Additional lease provisions
provide other purchase options along with conditions
for mandatory termination of the leases (and possible
repurchase of the leasehold interests) for obsoles
cence and events of default

(3) Construction and Contingencies
Construction Program

The estimated cost of our construction program for
the 1988:1992 period is $1,900,000,000, including
AFUDC and excluding nuclear fuel. Should more
stringen® environmental regulations be adopted, par
ticularly 1n the area of acid rain pollution control,
constructio:n: program costs for this period are not
expected to .increase substantially. However, such
costs could increase substantially thereafter. No
amount is included for Perry Unit 2 because its con-
struction has been suspended

Perry Unit 2

Perry Unit 2, exclusive of the facilities to be used in
common with Perry Unit 1, is about 44% complete
Including its share of the common facilities, it is
about 58% complete. Construction of Perry Unit 2 was
suspended in 1985 by the CAPCO companies pend
ing future consideration of several alternatives which
include resumption of full construction with a re
vised estimated cost and completion date, mothball-
ing or cancellation. None of these alternatives may be
implemented without the approval of each of the
CAPCO companies.

If Perry Unit 2 is cancelled, the Centerior Utilities will
seek authorization from the PUCO to recover their
respective investments in the Unit in rates. We have
no assurance that recovery would be allowed. In the
event of such a cancellation, if and when it were o0
appear probable that recovery would not be allowed,
then our investment in Perry Unit 2 (including

27

AFUDC), plus any cancellation costs, less any equip-
ment usable elsewhere and less any resuliing tax
saving, would have to be written off. We estimate that
such a write-off, based on our investment in this Unit
as of December 31, 1987, would have been about
$438,000,000.

In April 1986, Duquesne announced that it no longer
needs the capacity of Perry Unit 2. Duquesne is
continuing to pay for its 13.74% ownership share of
maintaining Perry Unit 2 while construction is sus
pended. Duquesne has advised the Pennsylvania Pub
lic Utilities Commission (PaPUC) that it will not
agree (o resumption of construction of Perry Unit 2
We do not know what arrangements might be made
between Duquesne and the other CAPCO compa
nies if they want to complete Perry Unit 2 and
Duquesne does not change its position.

(4) Nuclear Operations and Contingencies
Dauvis-Besse Nuclear Pouer Sra?(on

In 1987, the PUCO ordered a rekmd of certain re
placement fuel and purchased power costs incurred
and collected from customers during an outage at
Davis Besse in 1985 and 1986, plus interest. The
refund requirement was based on the PUCO's conclu:

sion that the outage was a result of imprudence in the™

management and maintenance of Davis-Besse by
Toledo Edison. The amounts of the refunds are ap
proximately $33,595,000 and $32,563,000 for Toledo
Edison and Cleveland Electric, respectively. The re-
funds are to be made to customers over a period of 18
months beginning in February and March 1988,
respectively, through operation of the fuel cost rate
adjustment. We have appealed the order to the Ohio
Supreme Court. The refunds will reduce cash flow in
1988 and 1989 up to the time of any reversal by the
Court and could require financing in addition to that
which otherwise would be required. The refunds
will not adversely affect future results of operations as
adequate reserves have been provided

In January 1986, the Nuclear Regulatory Commission
(NRC) undertook a review of the design and opera
tion of nuclear reactors designed by Babcock &
Wilcox (B&W) at several plants, including Davis-
Besse. The NRC staff has concluded that the B&W-
designed reactors can continue to operate safely
while its review is being done. The outcome of the
NRC's review and its impact on us cannot be
predicted.

In Lecember 1986, the State of Ohio and an organiza-

tion ~ach separately requested the United States
Court of Appeals for the Sixth Circuit to prevent the
operation of Davis-Besse until the NRC has reviewed




the off site emergency plan for Davis-Besse. That
Court has not yet ruled on these requests but has
ruled in our favor in 2 similar proceeding involving

Perry Unit 1

Unit 1
aced in commercial operation on

Although the Unit is in commer

Unit 1 was p

November 18, 1987

Clal
judicial and regulatory bodies to halt the operation ol
operating

peration, petitions are pending before various

Perry Unit 1 or modify or terminate the

license. We believe these petitions are unlikely to
'd. See Note 7 for a discussion of regulatory

I
ur investment in the unit

clear Kisks

ir nuclear units ( Davis-Besse, Perny
nd Beaver Valley Unit 2) are also

ities or events bey

{

r generating units

r exiensions

Nuclear Fuel
rior Utilities have lease and trust arrange

nuclear material and fuel. This nu

nnance
inventory should provide an adequate

lasting into the mid-1990s. Substantial addi
'

clear material must be obtained in the futu

f

live
HIVES

ly fuel for the remaining usefu

14

se, Perry Unit 1 and Beaver Valley Unit
required

clear material and fuel would be

t s completed

maximum amount that the Centerior Utililies car
inder one set of nuclear fuel leasing arrange

It consists of two long-term

nance
ments 1s $495,000,000
leases that allow the lenders to cancel their hnancing

mmitments after three years' notice
share of the maximum amoun. available

Utilities

nder another arrangement, which includes leases

T RRAN )
and a trust combined, is $173,000,000
t is subject to cancellation by the lender after

mer

one year s nouce

e

The Centerior

This arrange

The lease and borrowing rates are based on bank
prime and commercial paper rates. The amounts capi
talized included interest charges incurred by the
lessors amounting to $38,000,000 in 1987
$39.000,000 in 1986 and $38,000,000 in 1985

the leases, rental payments are made as the fuel is

Under

burned in a reactor. The estimated future lease amor

tization paymeats based on projected burn are
000 In 1989

1991

1988 $79,00(
$93 000,000 in

$74.000,000 n
$78,000,000 in
$106.000,000 in 1992

1990 and

As these payments are made
the amount of credit available to the lessors is re

1 Y

ewed and becomes available to hnance additional

lear tuel

nmitted under tl

iterial and co
Centerior |

Davis-Besse, Perry Ui 1gd Beaver Valley
f $51,000

) respecuvely, as o

ractors with remaining payments ¢
‘

‘-— 000 000 and “\‘ 00

ember 31. 1987

(6) Nuclear Insurance

Act (Act) limits the
This lim

Fhe Price Anderson

the owners of a nuclear power plant

nsurance amounting

vered by private

$160,000,000 and an amount provided by ar

issessment plan. Under the plan, if any unit it

1OSSES 1IN €eXCess

United States has an incident with ¢

private insurance, up to $5,000,000 (but no
than ’]Ht‘lllv Nnnon per uf it per vear in the event
re than one incident) must be contributed t

ensed nuclear unit in the country by the licensees
f each unit to cover liabilities arising out of the

incident. Based on our present ownership and lea

hold interests in our three operating nuclear

Ir maximum potential assessment under these pr
ns (assuming the other CAPCO companies were |
ntribute their proportionate share of any assess
ent) uld be $9

re than $19,540,000 per calendar year

770,000 per incident but not

ertain provisions of the Act expired on August

1987. However, until new legislation is adopte«

rovisions of the Act relating to the industry asse
ment plan and the limitation of liability will con

tinue to apply. We cannot predict what action

Congress or the President might ultimately take re
garding pending legislation or the Act. If the Act is
dified to increase or eliminate the liability limit

m

ur potential assessment in the event of a nuclear

incident could be significantly increased




We have insurance coverage for damage 1o 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 effect
«n our financial condition and results of operations in
the periods following the loss. If the property dam
age reserves of one of the insurers are inadequate to
cover claims arising out of an accident at any nuclear
site in the United States covered by that insurer, we
are obligated to pay retrospective premiums un (o
$14,467,000 for the current policy year

Insurance coverage is also held for the cost of any
replacement power purchased aft&r the occurrence of
certain types of accidents at our nuclear units. The
amount of the coverage is limited to 90% of the
estimated difference in replacement power costs per
week during the 52 week period 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 to pay retrospective
premiums up to $3,042,000 for the current policy
year

(7) Regulatory Matters
Rates

During the three years ended December 31, 1987, the
PUCO granted increases in electric rates to the
Centerior Utilities as follows

Annualized
Date Company Amount
(thousands of
dollars)
February 1985 Toledo Edison $22,700
March 1985 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 28,800
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 a period 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
fequested annualized operating costs for Perry Unit 1
nd the continued inclusion of a portion of Perry

29

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

In connection with the February 1985 rate orc'er,
Toledo Edison was ordered to record a portion of its
AFUDC accruals to a reserve account (rather 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. It is expected that when
Perry Unit 1 is considered for full inclusion in Toledo
Edison's rate base, the PUCO will Aither 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, oyer

a period equal to the period the interim rates were \\

in effect

The Office of Consumers' Counsel (OCC) requested
a rehearing objecting to inclusion of Perry Unit 1
operating costs in each of the rate decisions. The
OCC also filed a second request for rehearing in each
rate case on other matters. The Centerior Utilities and
other interested parties also have requested rehear
ings. The PUCO denied the requests for rehearings
with respect to the inclusion of Perry Unit 1 operat
ing costs. The PUCO also acted on the othe: 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 Court and has requested a stay relating to
inclusion of such costs. The Centerior Utilities and
the other parties filing requests for rehearing may also
appeal to the same court if the PUCO denies their
respective requests. We believe OCC's request 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 Utilities filed notices
of intent to request rate increases with the PUCO.
Generally, when a new electric generating unit is, or
is about to be, placed in commercial service, the
Centerior Utilities request a rate increase to r uver
all allowable costs, including current operating ex




penses, depreciation, interest and a fair return on
their investment in the unit. Beause of the size of
their ownership investments in Perry Unit |1 and Bea
ver Valley Unit 2, the Center Uti! iies have pro
posed to the PUCO a gradual rease in their rates
I'hese increases would “phase in" full recovery of all
such costs over a 10-year period. These plans would
defer costs in their initial years, but would ultimately
provide for full recovery of all allowaole ccsts, in
cluding all costs deferred pursuant to PUCO account
ing orders
Cleveland Electric's plan includes a request for an
ial increase base rates which, when coupled
eduction in revenue n Sase€ In (hf‘
1 ¢he return of CWIP
sult in revenues being
] revenues, or “A:; Q00,000
ne annual increases. Toledo
ides a request for an initial increase
when coupled with a reduction
2 decrease in the fuel cost recovery
the impact of the February 1985 emer
ency rate increase, would result in revenues being
cher than 7 revenues, or $45.000.000 an
ne annual increases. In each of
he amounts of the annual in
ng the Arst year have yet to be final
be designed to provide for the full

very ol all

wable costs relating to our investments

Perry Unit 1 and Beaver Valley Unit 2. Also, as an
alteinative to the phase-in plars, the Centerior Utili
ties included in their notices of intent requests for
30% rate increases which reflect the in

| recovery of our investments

Beaver Valley Unit 2 on a

ns reflecting the phase-in plans and the
ndeferred alternatives are expected to be filed with
e PUCO in March 1988. As a part of these applica
nsidering proposing the transfer of a
f Toledo Edison’s leased Beaver “alley

we are ¢

entitlement and associated rental
) Cleveland Electric for an undeter
he applicatinns also will seek t
investments in facilities other than Perry
nit 1 and Beaver Valley Unit 2 and higher operating
inid capital costs. [rrespective of any action the PUCO
may take with respect to these applications, addi
tional rate increases may be requested in future years
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 a settlement conference with the Center

ior Utilities and intervenors in early March 1988 to
begin discussions on the phase-in proposals. [t 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

988 applications would go into effect

F'he proposed phase in plans are expected to .atisfy
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 Anancial condition

would be adversely affected to the extent that allow

being deferred pur

ble costs, including all costs
not being

currently recovered

Potential Disallowance of Nuclear Investments

\
epenaing on tne uitimale outcome o jaency
Deg fing tt [timat tcome of prud
investigations and the related dppeals, we aay have
write off the disallowed costs or discontinue accruing
post in-service carrying costs on a portion of our
investments 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 statin®® «
that approximately $627,800,000 of Perry Unit 1 con
struction costs were \mprudently incurred or were
unreasonable and that the Centerior Utilities' share
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 t
correct the additional AFUDC component to refle
subsequent delays in the in-service date and to reflect
additional AFUDC associated with certain issues

The preliminary estimate of this additional am

based on the methodology used in the PUCO

is $174,100,00
amount is about $89,000,000

The Centerior Utilities' share of

Specifically, the PUCO concluded that Cleveland
Electric performed its project and management re
sponsibilities in an aggressive and effective manner
except for about $298,900,000 of costs which could
have been avoided through improved management
ana decision making, $263,600,000 of costs result
ing from delays caused by General Electric Company

in connection with the design and construction o

the nuclear steam supply system and $65,300,00(




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

should be disallowed

rhe PUCO will also consider the prudency and rea
sonableness of Perry Unit 1 construction ¢osto in
curred after the fuel load date which are estimated to

be about ’1 200 000 000

We believe all of our expenditures for Perry Unit 1
|

were prudently incurred and that the PUCO's finding
were in error. We have requested a rehearing with

peal

) January 1988, in 2 Duc
administrative
3

that there be n

SIS 1N«

In his January 1988 recommendation, the administra
law judge als« *d that the PaPU(
Valley Unit
irred during the
jetermined
nt management by Duques
st of the Unit is $4,700,000
ommendation, the administrative law judge
nsidered the report submitted by Canatom, In«
> engineering hrm selected by the PaPUC to evalu
Duquesne’s management of the construction of
Beaver Valley Unit 2 and to conduct an audit of
ject costs. Canatom concluded that Du

juesne pertormed most of its duties i a reasonable

manner, with the exception of cerain engineering
related and other matters which increased the cost of
Beaver Valley Unit 2 by an amount ranging from
$219,000,0

that those costs could have been avoided. The admin

)0 to $27) .0 00, Canatom concluded

istrative law judge recommended a disallowance of
ibout $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

4

considered |

avoidable by Canatom Canatom also con
cluded that the CAPCO companies delaved the con

struction of Beaver Valley Unit 2 due to « apacity, load

financial, regulatory and technical considerations re
sulting in additional costs of $312,000,000 to
$488,000,000 but did not characterize these delays
ind costs as avuidable. The administrative 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
n the PaPUC, the

PUCO or the Centerior Utilities, and any decisior

the Canatom report are binding «

will not be binding « e Centerior

* the prudency of the ¢
review the Canatom repost in determining
whether to disallow the recovery by the Center
sts of the Unit. If it were t
appear probable 1 result of any proceedings insti
tuted by the PUCO, that recoveryNn rates of any
rtion of the construction costs, including a full
retvrn thereon, of Beaver Valley Unit 2 will not be
low *d, then our » of such costs would have to
* writt. n off. To the extent a disallowance is attrib
ted to ot *asehold interests in the Unit, we
nhave to reco.d a tor the deferred an
future lease re, tal

Pl

CO Reserve ( ap aci sfanc ards

November 1987, n.e
Ng a reserve capacity pc'i T'he policy
ippropriate generic benchmark for an electric
ty s reserve margin 1s 20%. A reserve margin excee
ng 20% gives rise to a presumption of excess
apacity, but may be appropriate if it benefits the
customers or relates to unique system characteristics
Appropriate remedies for excess capacity (possibly
ncluding disallowance of costs in rates) will be

letermined by the PUCO on a case-by-case basis. We

enterior Utilities' reserve margins

believe that the f
both before and after Perry Unit 1 and Beaver Valley
Unit 2 went into service, are reasonable and prudent
inder the circumstances and are not excessive. al
though they are expected to exceed the 20% bench
mark for the foreseeable future. However, we are
nsidering proposing the transfer of Toledo Edison

Beaver Valley Unit 2 leased capacity entitlement t

Cleveland Electric. Moreover, since we are proposing

'

to phase in our investments in these Units, we be
lieve capacity not in rate base sYould not be included
n the 20% test. We believe that, after giving effect t

these proposals, our reserve margins for each com

pany will not exceed the 20% be..chmark We cannot




predict what, if any, determinations will be made with
respect to generating capacity in the Centerior Utili-
ties' rate applications to be filed in March 1988,
However, if the PUCO disallows a portion of our
investment because of an excess capacity finding or
does not permit us to earn a full return on our
investment, the disallowed amount may have to be
written off.

Dividends and Financial Uncertainties

Permanent rate increases granted in 1987 and recent
years by the PUCO have been significantly less than
the amounts requested. Our Board of Directors de-
clared a quarterly dividend of 64 cents per share of
common stock on January S, J988‘ the same amount
as the previous quarter. This action was taken prior to
the PUCO order disallowing a portion of Perry Unit

1 construction costs. Future dividend action by our
Board of Directors will be decided on a quarter-to-
quarter basis after evaluation of financial results,
potential earning capacity and cash flow in light of the
anticipated outcome of our plans to phase in Perry
Unit 1 and Beaver Valley Unit 2 construction costs,
the potential for any material write-off of our invest-
ment in nuclear facilities and other factors.

The likelihood of the occurrence of any of the 1. atters
described in Note 3 “Construction and Contingen-
cies — Perry Unit 2, Note 4 "Nuclear Operations
and Contingencies — Other Nuclear Risks"”, Note 6
and this Note 7 which could have a financial impact
on us cannot be determined at this time Based on our
current financial condition and level of annual in-
come, a write-off of our investment in Perry Unit 2 or
our investment in Perry Unit | ordered to be disal-
lowed pursuant to the PUCO's January 1988 order
would have a material adverse effect on our results of
operations in the period in which it were to occur
and on retained earnings. Anv write off resulting from
the occurrence of any other of these matters could
have such an effect depending upon the magnitude of
such write-off. However, such a write off relating to
Percy Unit 2 or Perry Unit 1 incividually would not
reduce retained earnings sufficiently to impair our
ability to declare dividends but together could have
such an effect. A write-off due to the occurrence of any
one or more of these other matters could, depending
upon the magnitude and timing of such a write-off,
reduce retained earnings sufficiently to impair our
ability to declare dividends

(8) Federal income Tax

Federal income tax, computed by multiplying the
income before taxes by the statutory rates, is recon-
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ciled to the amount of federal income tax recorded on

the books as follows:
For the years ended
December 31,
1987 1986 1985
(thousands of dollars)

Book !.«come Before Fed

eral Income Tax . ... .. $468.959 $508,292 ”605803

Tax on Book Income at

Statutory Rate ..... .. $187,349 $233814 $257,969
Increase (Decrease) in
Tax Due to:
AFUDC and Carrying
GRS & .oovqivsns (184,564) (189,896) (165,328)
Accelerated Depreci
ation............. 15,852 5,361 4,336
Other Items ........ (26,166) (17,907) (20,390)

Total Federal Income Tax

Expense (Credit) ..... $ (7,529) 8 31,372 § 76,587

Federal income tax expense is recorded in the Results
of Operations as follows:

For the years ended
4 December 31,

1987 - 1986 1985
(thousands of dollars)

Operating Expenses
Current Tax Provision $203,513 § 87,802 § 85,309

Changes in Accumu \

lated Deferred Fed. “am
eral Income Tax: »
Accelerated Depre
ciation and
Amortization . . .. 133,158 82,130 30,207
Nuclear Fuel Inter
est Charges . .. .. 15,233 17,742 17,172
Sale and Leaseback
Transactions ... (356,584) — —
Property Tax Ex-
DD «nsisas 00 11,685 3,547 2,224
Deferred CWIP
Revenues ... ... (18,377) — —
Unbilled Revenues  (19,706) — —
Perry Unit 1 Oper-
ating Expenses . . 29,490 o -
Other ltems ... ... (22,030) (4,264) 1,661
Investment Tax Credits
. BT T TR 137,211 (39,163) _ 26,789
Total Charged to Oper
ating Expenses. .. .. 113,593 147,794 163,362
Nonoperating Income
Current Tax Provision (88,934) (101,102) (84,016)
Changes in Accumu-
lated Deferred Fed:
eral Income Tax:
Davis-Besse Replace.
ment Power ... ... (26,154) (6,026) —
Other Items ........ (6,034)  (9,294)  (2,759)
Total Federal Income Ta»
Expense (Credit) ..... $ 57!529) s 31!372 $ 76,587

approximately $27,000,000 of unused investment tax
credits are available and may be used to reduce
future tax obligatior.s. The unused credits expire in
varying amounts in 2001 and 2002. Utilization of




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 carryforwards, 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 1

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 liability
reported on the balance sheet. However, the increase
in this liability will be primarily offset by an increase
to a regulatory asset account also on the balance
sheet. We do not expect the adoption of this standard
to have any significant effect on our net income

(9) Retirement Income Plans and Other
Post-Retirement Benefits

We sponsor noncontributing pension plans which
cover all employee groups. The amount of retirement
benefits generally depends upon the length of ser
vice. Under certain circumstances, benefits can begin
as early as age 55. The plans also provide certain
death, medical and disability benefits. Our funding
policy is to be in compliance ‘ith the Employee
Retirement Income Security Act Guidelines.

In 1987, we adopted the new standard for accounting
for pensions. Aiso, during 1987 we offered a Volun:
tary Early Retirement Opportunity Program (VEROP)
which 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 years
1985 through 1987 were $21,400,000, $18,100,000
and $23,300,000, respectively. Net pension and early
retirement costs for 1987 were comprised of the fol
lowing components:
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Millions
of Dollars
Pension Costs:
Service cost for benefits earned dur-

ingthe period. ................... $16
Interest cost on projected benefit ob:

BRI s = & s e ey A Vo) e e ks 32
Actual return on plan assets ......... (37)
Net amortization and deferral ... ... .. (14)

Net pension Cost..........s4. (3)
NEROP SO - v vv s s 5hp ae s v S pwn 5is g in _26
Net pension and VEROP costs . . .. $23

The following table presents a reconciliation of the
funded status of the plans at Decem.per 31, 1987.

Millions
Actuarial present value of beneht obli
gations
Vestod DEORREE . o i iooivenonviossinsy $321
Nonvested benefits. . ................ 43
Accumulated benefit obligation . . .. 364
Effect of future compensation levels . . 116
Total projected benefit obligation . . 480
Plan assets at fair market value ......... 610
Unfunded (surplus) projected benefit
obligation........ SR KA B § ek > R W (130)
Unrecognized net gain due to
variance between assumptions and ex-
perience . : , (4)
Unrecognized prior service cost. ....... 7
Unrecognized VEROP cost ........ (6)
Transition asset at January 1, 1987,
being amortized over 19 vears ......... 158
Net accrued pension cost included in
other deferred credits on the Balance
7T S A P A P $ 25

Assumptions used for the actuarial calculations sum
marized above are as follows: settlement (discount)
rate — 7%, 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 plan benefits 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, guaranteed investment contracts
and real estate

In 1986, we began to fund the post-retirement medi-
cal benefits and premiums. In prior years such costs
were recorded when paid. The total amounts funded
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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
is also a party to one of these guarantee arrange:
ments. This arrangement also requires payments (o
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 Utili
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-tax loss of ap-
proximately $18,000,000 reduced Nonoperating In-
come in the Results of Operations. This one-time loss
reduced earnings per common share by 13 cents in
1987. The sale will not have a material impact on
future results of operations.

(12) Capitalization
(a) Capital Stock Transactions

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

reflect Cleveland Electric's 1.11 exchange ratio and
Toledo Edison's one-for-one exchange ratio for new

Centerior Energy shares.
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Common Stock:
PublicSales................
Dividend Reinvestment and

Stock Purchase Plan ... ..
Employee Savings Plan. ... ..
Employee Purchase Plan ..
Key Employee Incentive

SPOCK PRAN i cs anaai g oo
1978 Key Employee Stock

o Y !

Total Common Stock
T T O . .
Fractional Shares and Other

Adjustments on Exchange

of Shares
Treasury Shaces ............

NetChange ... ...,

Cumulative Preferred and Pref
erence Stock of Subsidiaries
Subject to Mandatory Re
demption:

Sales

Cleveland Electric
Preferred

Adjustable Series M . .. ..

$9.125 Series N

Toledo Edison
Preferred.
$25 par $2 81

Retirements

Cleveland Electric
Preferred:
$ 7.35 Series C
B8.00 Series E . ... .
75.00 Series F........
80.00 Series G ......
14500 Series H . ......
145.00 Series I ........
11350 Series ) ........
Preference:
$77.50 Series 1 ... .. ..

Toledo Edison

Preferred
$100 par $11.00. ...,
9.37%

T s e
3348 .. ...,

1Y RN

PN N
PLTR s i'ses

Net Change ........

Cumulative Preferred Stock of
Subsidiaries Not Subject to
Mandatory Redemption:
Sales

Cleveland Electric
Preferred:
Remarketed Series P .. ..

Toledo Edison
Preferred:
$25 par
Adjustable Series A . ..
Adjustable Series B . ..
Retirements
Toledo Edison
Preferred:
$25par $4.38 ..........

Net Change ........

1987 1986 1985
(thousands of shares)
— 4,000 3,000
4591 4597 5967

816 484 437

61 —_ 107
1 22 35
59 114 43

5528 9,217 9589

- (34) —

(19 (7)) -
5509 9,166 9,589
—— _— ——

. i 500
AT 750 —
2,000 . -

(10) 10y (Twa

(3) (3) (3
13y (O =
(8) (8) (8)
(4) (2) (2)
(4) () —
(29) — -
(9)y (11)y (1)
(5) (5) (5)
17y () (1Y)

(121) (9) -

(190)  (10)

(300) — -
(1,200) — v
(1,400) — .
(1,317) 656 444

1 o .

— — 1,200

— 1,200 —

(800) —- —

(799) 1,200 1,200




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-
ployee 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 Employee Incentive Stock Plan
and the 1978 Key Employee Stock Option Plan were
granted at an exercise price of M0% 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 1986 1985
Options Outstanding
at December 31:
SIHAMER i o vnnsi — 30,636 58,517
Option Price ..... — $20.21 $16.7510
$20.21

1978 Key Employee
Stock Option Plan

1987 1986 1985

Cptions Outstanding
at December 31:

Shares

Option Price

391,769 481,290 601,256
$14.09 to $14.09 to $14.09 1o
$20.73 $20.73 $20.73

(c) Equity Distribution Restrictions

At December 31, 1987, consolidated retained earn-
ings were comprised almost entirely of the undistrib-
uted retained earnings of the Centerior Utilities.
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 Centenor Utility to Centerior
Energy requires PUCO authorization unless it is

made in the ordinary course of business operations in
which the Centerior Utility acts for Centerior Energy.
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(d) Cumulative Preferred and Preference Stock

Amounts to be paid for preferred stock which must 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 1o purchase preferred and preference
stock having a total redemption price of
$38,000,000 in 1988.

The annual mandatory redemption provisions are as

follows:
Annual Mandatory
Redemption Provisions

Shares  Shares at Begin- Price
to be Holders' ning  Per
Redeemed Option in_ Share
Cleveland Electic
Preferred
$ 7.35 SeriesC... 10,000 — 1984 § 100
88.00 Series E .. .. 3,000 - 1981 1,000
75 .00 Series F . .. - 16,667 1985 1,000
80.00 Series G . .. - 8000 1984 1,000
145.00 Series H . .. 1,782 —— 1985 1,000
145.00 Series | . . .. 1.969 g 1986 1,000
113.50 Series K ... 10,000 — 1991 1,000
Adjustable Series M 100,000 — 1991 100
9.125 Series N ... 150,000 — 1993 100
Preference:
77.50 Series 1. ... — 11,400 1984 1.
Toledo Edison 000\
Preferred
$100 par $11.00 . .. 5,000 - 1979 100
9.375.. 16,650 - 1985 100
25 par 2.81.... 400,000 - 1993 25

The annualized cumulative preferred and preference
dividend requirement as of December 31, 1987 is
$73,000,000

The preferred dividend rates on Cleveland Electric’s
Series L and M and Tuledo Edison’s Series A and B
fluctuate based on prevailing interest rates. The divi-
dend rates for these issues averaged 7.89%, 7.48%,
8.55% and 9.43%, respectively, in 1987. The dividend
rate on Cleveland Electric’'s Remacketed Series P,
which was issued in July 1987, averaged 8.66% in
1987.

Under its articles of incorporation, Toledo Edison
cannot issue preferred stock unless certain earnings
coverage requirements are met. Based on earnings 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
issuance of additional preferred stock in the future
will depend on earnings for any 12 consecutive




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 liquidation rights, each
company's preferred stock is prior to its preference
stock and common stock, and each company's prefer

ence Stock 1S prior to 1s common Stock

L 'lg Term Debt and Otber Borrowing

Arrangements

31

1986

ollars)
15.000
20 000
40 000
S0 00(
60 O

65

ans, 8.78%

te due 1989

)% average
1989.1997

11.25%, due

It nteo! notes
69% average rate, d

1989.2015 223,800

Other net 8. 696

lotal Long Term
bt ) }, 2 $3,792,402

Long term debt matures during the next five years as
follows: $50,000,000 in 1988, $150,000,000 in 1989,
$208,000,000 in 1990, $204,000,000 in 1991 and
$170,000,000 in 1992

T'he mortgages of Cleveland Electric and Toledo
Edison constitute a first mortgage lien on substantially
all their property and franchises owned. Excluded
from the lien are cashk, securities, accounts receiva
ble, fuel, supplies and, in the case of Toledo Edison
automotive equipment

The issuance of additional hrst mortgage bonds by
Cleveland Electric is limited by two provisions of its
mortgage. One relates to bondable property cover
age of the bonds and the other to earnings coverage of
interest on the bonds. The amount of additional
bonds issuable will depend upon unbonded b
able property, earnings and interest on the b

then outstanding and to be issued. Under these ||

Cleveland Electric would have been permitted t

\

issue approximately $803,000,000 of additional

bonds at December 31, 1987\

I'he issuance of additional Arst mortgage bonds by
Toledo Edison also is limited by provisions in its
mortgage similar to those in Cleveland Electric

mortgage. The morigage also permits the 1ssaaqgce of

refunding bonds in an amount equal to retired boMs

which have not served as the bas r the issue of

other bonds. Under these provisions at December 31

'
1987, Toledo Edison w i have been permitted t
issue approximately $241,00¢ f nonrefunding

bonds and $24,000,000 of refunding bonds

certain unsecured loan agreement
contain covenants limiting t f total

tion (as defined) the rt-term debt ir

excess of $150,000,00¢ limiting

secured hnancing other than through hrst mortgage

bonds anc¢ certain other transactions and requiring

Toledo Edison to maintain earnings (as defined) of a

bond

least 1.5 times interest on its Arst mortgage nds

The earnings coverage ratio applies to $349,500,00

of unsecured loans and was 2 it December 31

1987

Any required write-offs of the Centerior Utilities' plant
investments could significantly affect their ability t

[N

issue additional debt. See N 3 and




(13) Short-Term Borrowing Arrangements any unused borrowings. The interest rate on borrow-
Our bank credit arrangements at December 31, 1987 ings is 0.375% to 0.625% (depending on usage)
were as follows: above the rate which specified banks pay for Eurodol-
Cleveland Toledo  Service lar deposits in the London interbank markets.
Electric  Edison Company  Toual
(thousands of dollars) At December 31, 1987, Cleveland Electric had
Bank Lines of Sss0 S6EINE  BNiios IS4 $37,000,000 of commercial paper outstanding. Com-
R(e::;?\:(iﬁs Un Fats e 5 : mercial paper outstanding is backed by at least an
derwriting equal amount of unused bank lines of credit.
s i e BN rotedo Edison
Revolving

Credit Agree Toledo Edison's annual commitment fees range from
ment ....... 26,000 o - 26,000 0.25% to 0.5% on most of its lines of credit. The rest
of the lines of credit have informal compensating
balance arrangements. Banks expect Toledo Edison
to maintain average deposits equal to 5% of the line of
credit, depending upon the amounts borrowed. The
deposits provide operating balances for Toledo
Edison and are not restricted legally.

There were no borrowings under these bank credit
arrangements at December 31, 1“)81

Short term borrowing capacity authorized by the
PUCO is $300,000,000 for Cleveland Electric and
$150,000,000 for Toledo Edison.

Cleveland Electric :
Toledo Edison also has a commercial paper program
There were no such borrowings at.December 31,
1987.

Most borrowings under Cleveland Electric's short-
term bank lines of credit require a fee of approxi-
mately 0.3% per y=ar to be paid on any unused
portion of the lines of credit. For those banks without Centerior Service Company
fee requirements, the average daily cash balance in
the b2k accounts satisfied informal compensating
balance arrangements.

Fees for the Service Company’s lines of credit range
from 0% to 0.375%. There are no informal compensathg
~

ing balance arrangements for the banks which do
Any borrowings under Cleveland Electric's Eurodollar not require a fee.

agreement are made and paid back in United States
dollars. There are no requirements that compensating
balances be maintained at the banks involved. How- No formal short-term borrowing arrangements were
ever, a fee of 0.1875% to 0.375% per year is paid on established for Centerior Energy in 1987 or 1986

Centerior Energy Corporation

(14) Quarterly Results of Operations (Unaudited)
The following is a tabulation of the unaudited quarterly results of operations for the two years ended December

31,1987 Quarters ended
March 31 June 30 Sept. 30 Dec. 31

1987 (thousands of dollars, except per share amounts)
Operating REVENUES .......ccvvivsiirvass i & $487,499 $483,995 $561,076 $412971
QUPTAMEE EODOMIE | e ' 5 3 s 6ok i § ek S $101,514 $102,565 $131,772 $ 47,759
T R e L S T R A TN $106,936 $ 93,794 $128,305 $ 61,318
Average Common Shares (thousands) .............. 135,926 137,661 139,552 140,596
Eanings pet COMMON SNEN . ....vovvivivaiisvainny $ 79 ) 68 $ 92 ) EE!

%Dividends Paid per Common Share ................. ] 64 L] 64 ] 64 ] 64

!
DDETERANE ROVEOMRE . o« osoe'cvsss s vsi wwisn yihNus $484,229 $442,502 $520,752 $470,247
ODRIRUNT TACOM® .. ..o voicoiusinesviss bianssissies $100,326 $ 80,568 $113,133 $ 65,778
R L O N $ 99,549 $ 81,787 $118,125 $ 92432
Average Common Shares (thousands) ............... 126,732 128,052 129,197 131,519
Earnings per Common Share ....................... ] 79 ] 64 ] 91 ) 70
Dividends Paid per Common Share .............. v I 60 L] 61 ] 64 L] 64

Operating revenues and operating income for the quarter ended December 31, 1987 were reduced by approxi-
mately $32,000,000 and $18,000,000, respectively, resulting from the deferral of CWIP in rate base revenues
collected in prior quarters. Such deferrals were offset by the recording of AFUDC as discussed in the Summary of
Significant Accounting Policies which resulted in no change in net income.

Quanerly results of operations for the quarter ended December 31, 1987 differ from the unaudited amounts
previously reported because of year end adjustments and reclassifications made following the receipt of February
1988 PUCO accounting orders for Perry Unit 1 deferred costs and carrying charges as discussed in the Summary
of Accounting Policies.
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inancial and Statistical Review

Operating Revenues (thousands of dollars)

Residencal Commercal Irmjiusfrw

$629 663 $531 682 $689 959

516 Gl14
485 269
454 092

440 142

675 682
45
636 06

599 881

599
566
S48
546

445
o600
136
351

667

287 742 220 919 348 767

Oxher

§ 56 457

101 655
\;: ‘!1,
87 279
83 047

17 172

Centerior Energy Corporation and Subsidiaries

Operating Expeases (chousands of
1

Operation
A
Mauntenance

$642 594

550 874

176

dollars)

Diepreciatson

A

A mortizaton

421

009

45

333
245
334

B2

Taxes
Oxcher Than
FIT
$208 480

195 967

Wholesale

$24 409

11 381 |

16 036
14 866

18 421

24 857

i
i

Toed
l’kﬂnrtr

$1 932170

P04

1 828 131

T40 409
687 B4

920 057

Steam
Heating
& Gms

$13 371

12 953
18 BHO
24 324
25 399

15 749

Toeal
( perating
R evenues

$1 945 541

730
997
’33%
241

1 917
1 B4b
1 764
1713

235 BOS

Perry Unst |
& Beaver
Valkey
Uit 2

Deverred

$(87 623)

Federal
Income
Taxes

‘Y8113 593

\147

794

163
197 766
184 157

362

53 829

Tocal
Operaning
‘l;i"‘lﬂ

$1 561 931

1 7 925
1 447 961
1 379 432
1 39 679

TR8 |

Income (thousands of dollars)

PTG
Income

$183 610

159 ROS
100 0%
5 3

AFUIX
F@u}fv )

$297 239

298 781
260 632
213 1%7

152 637

60 035

$(57

Oxeher
Income
Net

821)

R 108)
S R28

554

Post
In-Service

Carrywng
(M_Eﬂ

$39 303

Income (thousands of dollars)

Preferred &
Preference
Seock
Drevdends

$86 135

85 027
82 829
78 349
68 55§

33 425

1977

Net
Lrcome

$390 353

391 893
401 387
166 809
305 815

126 958

Common Scock

A verage
Shasres
Oucscandang *
( chousands

138 395

128 927
121 898

)
109
10

622
I8 240

46 750

Federal

Income
Tax

Credss

$121 122
116 422
86 775
69 434
47 402

18 473

Income
Before
Incerew

_Charges
$783 453

166 OO0
752 268
679 448

9 023

13
i

| neeves

l,\“r.

$432 411

404
366 829

31

018

0 244

258 449

103 138

AFUDX

Dietx

$(125 446)

114
(98

18

InCome
Afrer
| nerest

$476 458

(dollars

272

per share & %)

14

Book

Value*

$22.10

NOTE

Darta for years prior to 1986 are the resule of combining and restating Cleveland Electric and Toledo Edison data

*Outstanding shares for the periods prior to April 29, 1986 have been adjusted for Cleveland Electric's 1.11
exchange ratio and Toledo Edison’s one-for-one exchange ratio for Centerior Energy shares
**1985 Dividends Declared declined because Toledo Edison's first quarter 1986 dividend declaration was
delayed from its usual date in 1985 to January 1986 in order to synchronize Toledo Edison's dividend
declaration and payment schedules with Cleveland Electric's prior to the affiliation

i8




Electric Sales (millions of KWH)

Resedential

6 659 6 350 11 985 399
409 24.
410 331
441 07

140

3

ommercial Indusinal Wholesale Oxher

Electr

949 903 365

QN9 g ) KROR SKR3
S 892 72
871 888 816

854 8 886 024

793 25 $54 B63 323

Compar

Fosul N

20 878

thousands of dollars)
Accumulaced
Depeecanon &
AMOrtLzaton

$1 324 446

157 662

264 931

Conserucnion
Work In
Progress

$1 007 707

213 541
¢80 584

978

talization ( chousands of dollars)

Preferred
Mok
wrthosc
Mandacory
R edempaion

Provissons

Customers (year end)

Resudential (

y Genersted

shens T

Nucken
Fuel and
Onher* .

$656 350

652 S64

o4 2

“"‘1'(1?\1 ~
Preterence
Scock warh
Mandacory
R edempan
Provssons

$343 985

ed because of extended generating

490 mw) and 1986

r restated for effects

(856 mw)

ol capitalization ol

Statement of Financial Accounting Standar«

Residential Usage

A verage
KWH Price
Per Per KWH

(cents)

Average
Revenue Per
Customer

( dollary )

9 46¢ $685.43

Efhcrency
BTU Per
KWH

10 461




oard of Directors

Richard P Anderson, President and Chief Executive
Ofticer, The Andersons Management Corporation, a

yrain, farm supply and retailing firm
g I

Leigh Carter, President and Chief Operating Officer ol
The BFGoodrich Compariy, a producer of chemicals
plastics and acrospace products. Also Chairman of
Tremco, Incorporated, a manufacturer of specialty
chemical products, a wholly-owned subsidiary of The

BFGoodrich Company

Thomas A. Commes, President and Chief Operating
Sherwin-W ams Company, a
nting supphie
Chester Devenow, Chairman and Chief Executive
Officer of Sheller-Globe Corporation, a manufacturer
O aulOmu ) ts and assemblies, electr al e Juipf e nt

and rdiation and environmental m ;1!!"(:f\.""'(l|.];‘(v‘.'.'\\\:

Edwin D. Dodd, Retired Chairman and Chief
Executive Officer of Owens-lllinois, Inc., a2
manufacturer of glass, plastic, paper and glass-ceramy

yJucts

Robert M Ginn, ( ef Executive Officer
ompany, The

ympany and The

oA :
) EALISO

Roy H. Holdt, Retired Chairman of White Consolidated

Industries, Inc , a manuvfacturer of products for the

home, principally major apphiances, and machinery

and equipment for industry

George H. Kawll, Chairman and Chief Executive Officer
a developer, manufacturer and fabricator

set reinforced composite materials

Richard A. Miller, President of the Company and

>ervice company

Frank E. Mosier, Ficsident of BP America [n¢. and
aind Chief Operating Officer of The Standard
Oil Company, 2 producer and refiner of petroleun

‘v{-x‘ul, (s

Sister Mary Martbe Reinbard, SND, President of

Notre Dame College of Ohio in Cleveland

Paul M. Smart, President of The Toledo Edison

Company and Executive Vice President of the Company

Herbert E. Strawbridge, Director and retired Chairman
of The Higbee Company, a department store in

Northern Ohio

William J. Williams, Chairman and Chief Executive
Officer of Huntington National Bank

ommittees of the Board

Audit Executive Nominating

Williams Mosier, Chimn
Dodd Anderson
Kaull 1§ Carter
Reinhard Commes
Devenow
Dodd

Ginn

Holdt

Kaull

Reinhard

Finance
compensaltion Miller Chmn
Carter, Chmn Anderson
Devenow Commes
Mosier

William
Strawbndg

Williams
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xecutives of the Company
and Subsidiaries

Centerior Energy Corporation

Chairman and

Chief Executive Officer
President
Executive Vice President
Executive Vice President
Senior Vice President
Vice President

& General Counsel
Vice President-Finance and

Chief Financial Officer
Treasurer
Secretary

Centerior Service Company

Chairman and
Chief Executive Officer
President
Senior Vice President-Finance
and Chief Financial Officer
Vice President-Fossil
Operations & Engineering
Vice President-Nuclear
Vice President
& General Counsel
Vice President-System
Engineering & Operations
Vice President-Administration
Vice President-Governmental
& Public Affairs
Controller
Treasurer
Secretary

Robert M. Ginn

. Ricbard A. Miller

Robert J. Farling
Paul M. Smart

. Lyman C. Phillips

Victor F Greenslade

Fdgar H Maugans
Gary M. Hawkinson
E. Lyle Pepin

Robert M. Ginn
Richard A Miller

Edgar H Maugans

Richard P Crouse
Murray R Edelman

Victor F Greenslade

William D. Masters
Stanley E. Wertheim

Alan [0 Wright
Paul G. Busby

Gary M. Hawkinson
E Lyle Pepin
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Operating Companies

The Cleveland Electric [lluminating Company

Chairman and
Chief Executive Officer
President
Senior Vice President .
Vice President-Marketing .
Vice President-Nuclear
Vice President-Finance,
Administration & Legal
Vice President-Distribution
& Services .
Vice President-Power Supply
Secretary & General Counsel
Controller .
Treasurer

The Toledo Edison Company

Chairman and
Chief Executive Officer
President
Executive Vice President
Senior Vice President -
Engineering & Operations
Vice President-
Customer Operations
Vice President-Marketing
Vice President-Finance
& Administration
Vice President-Nuclear
Controller
Secretary and Treasurer

Robert M. Ginn
Robert ] Farling
Alan D. Wright
Gary)J. Greben
Alvin Kaplan

Jobn S Levicki

William K. McClung
Richard A. Peterka
Carl E. Chancellor
Raymond ]. Jirousek
Te\mmce R. Moran

Robert M. Ginn =
Paul M. Smart
Lyman C. Phillips

Richard P Crouse

David L. Monseau
Thomas M. Quinn

Donald H. Saunders
Donald C. Shelton
James P Martin
Jennifer M. Shriver




Sharc Owner Information

Dividend Reinvestment and Stock Purchase Plan

The Company has a Dividena Reinvestment and Stock
Purchase Plan which provides share owners of record and
customers of the Company s subsidiaries a convenient
means of purchasing shares of Company common
stock by investing a part or all of their quarterly dividends
as well as making cash investments. In addition,
individuals may establish an Individual Retirement
Account (IRA) which invests in Company common stock
through the Plan. Information and a prospectus relating
to the Plan and the IRA may be obuined from Share
Owner Services at the Cogpany

Form 1C-K

The Company will furnish to share owners, without
charge, a copy of its most recent annual report to the
Securities and Exchange Commission (Form 10-K) and,
upon payment of a reasonable fee, a copy of each exhibit
to Form 10-K. Requests should be directed to the
Secretary of the Company

independent Accountants

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

Common Stock

Listed on the New York. Midwest and Pacific Stock
Exchanges New York Stock Exchange symbol —CX.

Registrar

AmeriTrust Company National Association
900 Euclid Avenue, Cleveland, Chio 44114

Transfer Agent

Centerior Energy Corporation
Share Owner Services
P O. Box 94661, Cleveland, Ohio 44101 -4661

Stock transfers may be presented at Wells Fargo
Securities Clearance Corporation, 45 Broad Street,
New York, NY. 10004
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Share Owner Inquiries

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

Local calls in
Cleveland area 6426900 or 447-2400
Outside Cleveland area  1-800-433-7794

Please have your account number ready when calling.

Audio Cassettes Available

Share owners with impaired vision may obain audio
cassettes of the Company ‘sQuarterly Reports and Annual
Report. To obuain a casscue‘simply write or call Share
Owner Services. There is no charge for this service.

Executive Offices

-~

Centerior Energy Corporation ™
6200 Oak Tree Boulevard, Independence, Ohio
Telephone Number (216) 447-3100

Mail A<!dress

Centerior Energy Corporation
P O. Box 94661, Cleveland, Ohio 44101 -4601

Annual Meeting

The annual meeting of the share owners of the Company
will be held April 26, 1988 Owners of common stock
as of February 26, 1988, the record date for *he meeting,
will be eligible to vote on matters brougnt up for share
owners' consideration.

Notice: The annual report and the financial statements
herein are for the general information of the share
owners of the Company and are not intended to be used
in connection with any sale or purchase of securities.

The Company is an equal opportunity employer.
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