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Highlights 1978 1977 % Change
Common Stock
Earnings per weighted averageshare . ......c it veiivinaneranns $2.46 $2.12 16
Number of shares (000's)
Weighted average <. .o vv it inecnaesnntnasonceancoananoenans 13,774 12,474
Pro forma weighted average after stock dividend paid in following year
(SeelNOte) cu v niiniiiensseanss e s a e 14,187 12,848
Actual numberatDecember31 ...... v e ceennen-. e aeneenns 14,733 12,890
Number of shareholders . ............. e e e 48,148 44,135
Price range (Sales on New York Stock Exchange) High  Low High  Llow
TS QUANET & o v iv v v v e i e nanaensnorsnnns N reeeteae e .. 2% 17% 20% 17%
2N QUATET . i vt v ne e e e hee e 18% 17% 20% 18 ’
rdquarter. ., cv v i i P vesevesaaerent e ve. 19% 18 - 21% 19%
Athquarter ...t vivcvacevsoosnen e taasethe it fer 18% 16% 21% 19%
Cash dividends paid (100% taxable)
Tstquarter «...vvvvven. Praean Ve raavene e cesrr s eaaes $35 332
2N QUANEr- « v v st e e v e e e et e Vesvoasatromernas .35 .32
Brdquarter . . cvonecsaannanan Cenensaeee et rarae s . © 36 35
Athquarter v. oo ccvermannsas S hesdaraesenaareaaa 36 .35
Stock dividend paid (SeeNote) v. v v comr v aanne .. A hacaserdaavs 3% 3%
Sales and Revenues '
Electricity to customers
Kilowatt-hours (000s) .. . .. Cheraraavens Cerrereeane cvsaar e » 5,102,923 4,938,362 3
Revenue (000'5) . .« «v'v v v e Caaeaaes e Ceeaes ceeenan $202,631 $179,940 13
Electricity to other utilities »
Kilowatt-hours (000%) . ... ...... e reraracevaan feeaae s P 1,445,391 1,453,590 O]
Revenue (000%S) . .. . v v v v v evs . e cna e eamaens Cereae $ 28,676 $ 26,403 9
Gas .
Therms (000%) ...... e e e PR 433,324 420,438 3
Revenue (000%) .. .... Vaeaaes S T T T veenn $118,531 $105,797 12
Steam
Pounds (000%S) .+ «.veveuvens crxens e aranad s e  ema 2,963,500 2,950,287
Revenue {(000%) . ........cc... e avanew P eemeaet it . ‘$ 19,110 $ 19,004
Total revenues $368,948 $331,144
Operating Expenses (000s)
Electricand steamfuels .......... Chrexesesarsaeeaa s $ 58,140 $ 56,993 2
Purchased electricity ............. e D 19,337 13,635 42
Purchased natural gas . . . .. An S se st ssatsiar sy e - 71,109 62,086 15
Wages and benefits . .......... treeraeracuann aes s Ve 54,390 50,318 8
Depreciation ......ccivuieiiunianrncenanannn Cratcrwrae I 22,206 21,053 5
Taxes—local, stateandother .. . .. .. .. .. Ceeanreans henae e 45,935 43,876 5
Federal income taxes chargedtooperations . .......... o0 vsoanas . 11,041 3,858 186
Otherexpenses . ....vveeevscesasnn Ca s tmceansrasambansenae 37,541 34,548 9
Total operating expenses . ....... PR e aree e s $319,699 $286,367 12
Capital Expenditures, less allowance for funds used during construction (000%) . $112,552 $ 98,091 15
Net Utility Plant at December31(000%5) .. .. ... .. ... Cheeaeneanmaran $810,016 , $722,780 12
Number of Employees .......... Meterrastacacseamn P . 2,622 2,624
Note: The 20th annual stock dividend was paid February 23,1979 at the rate of three percent.




WA

To Shareholders:

After a disappointing year in 1977, common
stock earnings in 1978 rebounded to $2.46 per
share. This represents an increase of 34 cents, or 16

ercent more than the 1977 earnings of $2.12 per
share; a substantial improvement, especially since
there were 1.3 million additional shares outstanding
during 1978.

Earnings continue to be affected by the weak
economy of the State, by inadequate rate relief, and
by increasing costs, including those due to inflation
and government regulation. Although earnings have
improved, they are not at the level we believe they
should be. On the plus side, some encouragement
can be taken from the State goyernment’s more
serious efforts to retain and attract business and
industry.

Dividends paid per common share for the year
totaled $1.41, 12 cents more than the $1.29 paid
the previous year. Additionally, a three percent
common stock dividend was paid in February 1979.
This is the 20th consecutive year in which a stock
dividend has been paid.

Total customer revenues for 1978 were $340.3

"million, a 12 percent increase over 1977 customer
revenues of $304.7 million. Revenue from electric
sales to other utilities rose 8.6 percent in 1978 and
totaled $28.7 million. The gain resulted from a
sustained strong market for RG&E’s coal-fired elec-

‘fcity through the New York Power Pool to utilities

at would otherwise have to rely on the more
expensive oil-fired electric generation. These sales
brought total revenues for the year to $369.0 million,
an 11 percent increase over 1977.

Kilowatt-hour sales of electricity to customers
increased 3.3 percent for the year. Industrial kilo-
watt-hour sales led gains with a six percent increase
over 1977, a relatively strong growth. Residential
kilowatt-hour sales increased 2.5 percent.

Natural gas sales in therms were up 3.1 percent
over 1977. The gain is attributed primarily to colder
than normal weather and the addition of more than
2200 gas space heating customers following the
1977 lifting of a New York State Public Service
Commission (PSC) prohibition on additional gas
service, ‘

The performance of the Ginna nuclear power
plant was excellent: The plant was available 81
percent of the time during the year and had
regained its maximum dependable capacity of
470,000 kilowatts following the May 1978 installation
of a new turbine rotor. Thus the nuclear power plant
economically provided 60 percent of the electricity
on our own system and, when compared with an
equivalent amount of energy generated by a coal-
fired plant, saved our customers $32 million in fuel

sts for the year.

Operating expenses rose 11.6 percent, going to
$319.7 million in 1978 from $286.4 million in 1977.
Fuel expense, including purchased electricity and
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Keith W. Amish

Francis E. Drake, Jr.

gas, went up 12.0 percent, an increase of $15.9
million. Employee wages and benefits expense
increased 8.1 percent, or $4.1 million over 1977. The
total number of employees, 2622, was reduced by
two over the year while the number of customers
continued to increase, resulting in improved
productivity. Employee overtime was kept to a
minimum. Taxes, including Federal income tax,
increased $9.2 million over 1977, or 19.4 percent.

Capital expenditures for 1978 were $112.6
million, excluding Allowance for Funds Used
During Construction (AFDC). This was 15 percent
more than the 1977 capital expenditure of $98.1
million.

A total of $38.7 million was required during
1978 for additional electric generating capacity. This
included $3.6 million capital investment in our
proposed Sterling nuclear power plant project,
$12.2 million for a 24 percent share of Niagara
Mohawk Power Corporation’s Oswego 6 oil-fired
plant, and $22.9 million for 14 percent of its Nine
Mile Point %2 nuclear plant. The Niagara Mohawk
plants have been rescheduled to be operational in
1980 and 1984 respectively. These later operational
dates will not affect the Company’s ability to meet
projected increased customer electric demand
unless we should experience an increase in the
present growth rate of electric use.

Plans for a proposed 1,150,000 kilowatt nuclear
power plant at Sterling, New York await reinstate-
ment of a certification from the New York State
Board on Electric Generation Siting and the Envi-
ronment. In January 1978 this Board granted a
construction certificate for the Sterling plant with an
operational target for the year 1986. The Board
suspended the certificate in May 1978 and
requested further proof of “need” for the unit.
Based on updated load growth projections that

. showed lower electric load growth in the State as a

whole, the Siting Board felt there was a question as
to the necessity for the unit in the time frame origi-
nally requested. The four partners in the Sterling
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project subsequently advised the Siting Board that
the operational date for the plant could be
extended to 1988 if the updated growth estimates
proved to be accurate.

RG&E continues to pursue the authorization for
timely construction of the Sterling plant based on
state-wide needs as well as customer needs on the
Rochester system. Although construction cost esti-
mates in an inflationary economy have greatly
appreciated due to the delays in completion date of
the project, it is our opinion that this plant repre-
sents the best and most economic option for
meeting electric energy demands in New York State
and the Rochester system.

We petitioned the PSC in May 1978 for rate
increases amounting to a total of $48.7 million in
additional revenue, consisting of an 8.9 percent gas
rate increase and a 17.8 percent increase in electric
rates. The proceeding is in its final stages and the
PSC decision is expected to be rendered in late
April with the new rates to take effect in May.

The September 1978 sale of an additional
1,250,000 shares of common stock realized $23.4
million in new capital. In December 1978 RG&E
completed the private placement with institutional
investors of $40 million in first mortgage bonds at
9.5 percent interest. '

More than 18 percent of holders of common
stock are now participating in the Company’s Auto-
matic Dividend Reinvestment Plan as compared
with 11 percent when the Plan was initiated in 1974.
During 1978, they invested more than $3.7 million in
206,427 new shares of common stock.

We have consistently expressed support for
the creation of Empire State Power Resources, Inc.
(ESPRI). This plan would have allowed power
companies in New York State to join in common
power plant licensing, financing and plant opera-
tion, yet sustain the autonomy of the companies.
The plan would have benefited customers through
lower generating costs than would otherwise be
possible. The projected savings to RG&E customers
alone through the year 1998 would approach $1
billion. In February 1979, after five years of lengthy
deliberations, the PSC took an informal poll that
indicated that the proposal would be disapproved.
We are still awaiting the formal decision. The
verdict is very disappointing, and the higher costs it
will produce for the long-suffering consumers
cannot be justified, in our opinion.

Once again, the PSC reported that RG&E had
the lowest number of customer complaints per
capita of any power company in New York State.
These figures are supported by our own consumer
surveys that show customers give the Company
very high marks for the quality and reliability of its
service. The credit goes to our fine employees.

We anticipate modest increases in demand for
both electricity and natural gas in 1979. Gas supplies
are sufficient and we will continue to expand gas

space heating service while balancing known
supply with anticipated demand. Total kilowatt-
hour sales of electricity to customers are projected
to increase 3.1 percent. Our service area is expected
to realize this growth despite the adverse economic

factors that have significantly diminished load .
growth in other areas of the State.

Expenses will continue to increase, with taxes
estimated to go up by 7.7 percent. Capital expendi-
tures will go up to $115 million, excluding AFDC.

Although we retain a markedly positive view of
the future in our service area, efforts to improve
performance as a utility are regularly hampered by
events and circumstances largely outside our
control. The costs associated with virtually every
segment of our business continue to rise, and infla-
tionary pressures will undoubtedly necessitate
further increases in our rates for natural gas and
electricity.

The cost problems are compounded by a regu-
latory environment that frustrates our attempts to
build the generating capacity that will be required if
there is to be economic growth in New York State.
Along with increased taxes, the burdens of exces-
sive regulation and extraordinary regulatory delays
are passed on to our customers as increased prices,
and this further compounds the problems faced by
businesses and consumers within our service area.

These problems are so important that we have
taken the unusual step of preparing a special
section to this report that can be found on page
eight. We hope you will take the time to read it. .

¥
.

Francis E. Drake, Jr.
Chairman of the Board and
Chief Executive Officer

Paul W. Briggs
President

Keith W. Amish
Executive Vice President

March 15, 1979
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Electric Operations

Generation Over the past few years,
three incidents of blade failures in one
of the rows of a low pressure turbine
rotor at the Ginna nuclear power

Q:ant had reduced plant availability—

e percentage of time the plant is in
service. In 1976, for example, the
plant’s availability was only 58
percent. A temporary modification to
the turbine following the third blade
failure allowed continued plant
operation, but only at 86 percent of
capacity.

RG&E worked with the manufacturer
in redesigning blades for a new
turbine rotor to solve the problem.
The new rotor was installed in May
1978 and it has performed very well,
The plant is once again operating
economically and efficiently at full
capacity, providing more than half of
the electricity for the Company’s
system. During the seven-month
period from the time the rotor was
replaced to the end of the year, the
Ginna nuclear power plant recorded a
remarkable 98 percent availability. For
the entire year, the plant’s availability
was a noteworthy 81 percent.

For further reliability, the original rotor
has been rebuilt with the improved
blades and was replaced in the
cond low pressure turbine unit

uring the 1979 annual refueling,
maintenance and inspection shut-
down. The displaced rotor will be
rebuilt and kept at the nuclear power »

following a major redesign of blade
configuration, this new, 80-ton low pressure
turbine rotor was installed at the Ginna nuclear
power plant.

plant as a spare to significantly reduce
shutdown time in the event of any
future, unforeseen rotor problem.

Distribution In the Rochester vicinity,
a substation was constructed to meet
electric demand at the new manufac-
turing plant at Rochester Products,
Fuel Systems Division of General
Motors. An additional overhead trans-
mission line was constructed to the
Xerox Corporation facility in Webster
providing greater capacity for Xerox
and other area customers. As part of
the 115 KV transmission construction
project in the Rochester area, a major
circuit was reconstructed in western
Monroe County that increased
capacity to suburban customers in the
Town of Gates, including the
expanding Apparatus Division of
Eastman Kodak Company located
there.

RG&E continued its construction
program extending 34.5 KV distribu-
tion facilities in the Genesee District,
south of Rochester. The Canandaigua-

Finger Lakes District expanded 115 KV -

facilities in meeting sustained growth
in its area. A new 12.5 KV service was
installed at the recently completed
Voplex plant in Canandaigua.

In the Lakeshore District to the east,
plans call for the construction of a

115 KV transmission line along the
recently acquired right-of-way section
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of the Hojack Line railroad to meet
growth in that outlying district.

Streetlighting modernization
programs in 1978 resulted in more
than 2000 older incandescent lamps
being replaced with high pressure
sodium units in the northern part of
the City of Rochester. This project,
paid for by the City, increases lighting
efficiency and enhances public safety.
A streetlighting modernization
program was completed in the Village
of Mt. Morris, and another is
undenway in the Village of Webster.

Electric and gas facility relocation on
public property became a larger-than-
normal undertaking in 1978 due to the
extensive activity in road construction
and highway improvement. The $7
million expense for this work must
ultimately be borne by the Company’s
customers since there is only occa-
sional and very minor reimbursement
from government agencies that order
the relocations.

This electric transformer replaced a unit that
failed in service in 1978. It is one of two
transformers at an interconnection that reduces
345,000 volts to 115,000 volts for transmission in
the RG&E system.

4%



Electric Kilowatt-Hour Sales
to our Customers by Classes

Yotal Electric
KWH Sales
In Millions

Year TYotal
1978 5103
1977 4938
1976 4806
1975 4521
1974 4408
1973 4540
1972 4292
1971 3982
1970 3802
1969 3578

millions

Other

1969 70 7172 73 74 75 76 77 78

)
*
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Gas Therm Sales

toeg'ur Customers by Classes

Tota) Gas
Therm Sales
In Millions

Year Total
1978 433
1977 420
1976 468
1975 424
1974 454
1973 435
1972 469
1971 442
1970 425
1969 403

milligns
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1969 70 7172 737475 76 77 78

RG&E engineers designed an uncommon type
of gas pipeline support in this bridge that
crosses the Barge Canal. The support cables are
underneath the pipe instead of above.

Gas Operations

Supply Adequate RG&E’s supply of
natural gas, under contract with
Consolidated Gas Supply Corpora-
tion, remains adequate. Deliveries of
liquefied natural gas (LNG) from
Algeria to our supplier continue on
schedule, adding 15 percent to the
supplier’s capacity. This, combined
with increasing yields from the
supplier’s Louisiana offshore wells,
provides assurances for adequate gas
volumes in meeting existing and
projected demands.

New Gas Service RG&E installed
more than 1300 gas service lines to
new residential, commercial and
industrial customers in 1978. including
heating system conversions, more
than 2200 gas space heating
customers were added during 1978.
This expansion followed Public
Service Commission approval in 1977
of the Company’s petition to lift the
prohibition on accepting new or addi-
tional gas service. The additional
services have helped slow the decline
in total gas deliveries seen over the
last several years that resulted from
customer attrition and conservation.
RG&E estimates that more than 3400
space heating customers will be

-added in 1979 including new homes,

commercial establishments and
heating system conversions.

Therm Billing Liquefied natural gas
(LNG) has a higher heat value (BTU’s
per cubic foot) than the domestic gas
we have previously received. When
LNG is mixed with domestic gas, as in
the supplier’s delivery to RG&E, the
thermal value varies. For this reason,
RG&E has changed its gas billing from
hundreds of cubic feet to therms, one
therm being one hundred thousand
BTU’s. Starting in May 1979, a gas
customer’s bill will be calculated
according to the average heat value
(therms) used during the billing
month. While this new system should
have no effect on the amount of the
customer’s bill, it ensures that the
Company’s gas revenues will more
accurately reflect the heat value of the
gas sold.

1 )

Research and Development

In 1978 RG&E invested $2.8 miillion in
research and development projects.
Half of that amount was directed to
nation-wide utility industry supported
research organizations as well as the
research arm of New York State ‘
utilities, known by the acronym
ESEERCO. One such ESEERCO

program helps support the nuclear

fusion experiments at the University

of Rochester. The New York State

Energy, Research and Development
Authority directly assessed RG&E
$600,000 for state government spon-
sored research and development
projects.

The other half of the research and
development funds was allocated to
Company-sponsored and -coordi-
nated projects such as the gas furnace
demonstration program in which a
number of residential gas furnaces
have been modified for test purposes
in an attempt to improve efficiencies.

. So far, an average gas saving of 17

percent has been achieved in the test
homes while maintaining comfortable
heating levels.

A broad, national program to
encourage development of nuclear
steam generation equipment and

_maintenance improvements was

initiated in 1978 and is co-sponsored
by RG&E. The research on a novel
backhoe safety shutoff system that
will prevent accidental damage to
underground cable and pipeline has
produced a prototype that will be
field-tested this year. In another
research area under RG&E coordina-
tion, data collected from several
utilities were analyzed to determine
spawning habits of fish along the
southern shoreline of Lake Ontario. In
all, RG&E directly supported more
than 40 research and development
projects in 1978.

Management Appointment

1 Joseph J. Hartman was

4 elected to the position

et of Vice President, Gas

and Transportation by

8 the board of directors

2 effective December 1,
1978. He succeeded

Elvin A. Skibinski who

4 retired after 33 years of

d service.

Mr. Hartman joined RG&E in 1946 as a
co-op student in the Gas Departmen

He held a series of engineering posu-b
tions in the Gas Department until

1974 when he was appointed Superin-
tendent of General Maintenance.

RN
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In the Laboratory for Laser
Energetics of the College of
Engineering and Applied Science
at the University of Rochester,
experiments are conducted in an
attempt to harness thermal
energy from nuclear fusion.
Powerful laser beams are focused
through mirrors and converge on
a minute hydrogen pelletinside a
target chamber (photo inset), The
project is supported in part by
RG&E, and the experiment may
one day lead to a virtually
inexhaustible source of thermal
energy for the generation of
electricity,. 33
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The cost of living has gone up drastically over the
years, and we know it will continue to rise until inflation,
at least, is brought under control. But, it’s not just the cost
of livfx?t% that’s gone up, it’s the cost of doing business, too.
The inflationary economy has adversely affected business
and industry as well as the individual. Despite efforts to
minimize expenses, the rising cost of doing business has
affected RG&E, particularly on costs over which the
Company can exert little or no control.

This special section of the 1978 annual report is
intended to portray, in plain talk, the rising costs and their
effect on RG&E, its customers and shareholders.

Before getting into specifics on the cost increases,
let’s take a look at the overall impact on RG&E customers
in éeneral. From 1970 to 1978 the cost of electricity to
RG&E customers had risen 84.5 percent, and the cost of
gas went up 109 percent. How has the higher cost of
electricity and gas affected most RG&E customers? Based
on wage figures published by the New York State Depart-
ment of Labor, our records show that in 1970 the typical
Rochester production worker paid 1.6 percent of his or

Gross Pay 1978 Hectricity— 17%
st 1.¥iA
1978
SCHN Q. PUSUC §545%
POCHESTER,N.Y.
#0000 20 €OLLIOCA ML #ILQ 000026 Vo / %
Tax — 26.7% Gas— 3.0%

her gross income for electricity. In 1978, despite more
than a ten percent increase in electric use by the average
residential customer, the same worker still paid just 1.
percent of gross pay for electricity. If that worker was a
gas space heating customer, he or she paid 3.1 percent of
gross income for gas in 1970, and only 3.0 percent in
1978, In the meantime the tax bite (property, income,
social security and sales) out of that same gross pay went
from 23.9 to 26.7 percent.

Most pay has kept pace with the inflationary impact
on prices, Even though more actual dollars are needed to
pay for electricity and gas, these forms of energy absorb
about the same amount of gross income as they did nearly
ten years ago. The problem is that government taxes are
:lalﬁng greater amounts of the devalued gross paycheck

ollars.

We're certainly not saying that all of our customers
have incomes that have kept pace with escalating inflation.
The senior citizen, for example, on low, fixed income is
having an extremely difficult time meeting the continually
increasing costs of all essentials for living, including heat
and electricity. :

The plight of a senior citizen in the situation
described above is a very complex social problem that
stems from rampant inflation. And, as a social problem, it
is one that should not be placed upon any one segment of
the economy or any one industry, whether it be a regulated
natural monopoly or not. Recognizing this social problem,
we at RG&E have expressed our support for an energy
stamp program and have even offered to help develop such
a fglan. But, so far, the authorities have not accepted the
offer. Further, we have contended that residential heat and
electricity are just as essential to our customers as food,
and should be tax-exempt. In that regard, the State did
xl'%q]usce sales tax on electricity and gas by one percent in

On the subject of rising costs, pressure groups and
consumer activists often suggest that utilities, like RG&E,
should hold the line on “their” rising costs and maintain
existing rates or even lower them by reducing “profits.”
Well, tﬁe fact is, RG&E has no control over most of the
costs that comprise the rates. And as for “profits,” there

really aren’t any profits in a strict sense of the word as
we'll point out later. Let’s take a look at the costs in
RG&E’s business.
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Fuel expense consumes the largest portion of the
revenue dollar. Today 40 cents of each revenue dollar go to
pay for the fuels used in the generation of electriciry,
steam, and for the cost of natural gas. Over a nine-year
period through the end of 1978, the cost of coal per ton
more than doubled while oil and natural gas had tripled in
cost. Nuclear fuel, processed and ready for use in a power
plant, had a fourfold cost increase, yet it still remains the
most economical fuel for electric generation as seen in the
accompanying chart that compares fuel cost ona BTU or
heat value basts.

Fuel Expense
(Fuel costs per million BTU’S)

$2.50 =
200~ 120
150
1001~
o b 52 “
16
0 e
70 78 70 78
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The market price of fuels is beyond the influence of
RG&E'’s prudent and aggressive purchasing procedures.
Rising inflation gradually boosted fuel prices. The single
most devastating factor, though, was the 1973 Arab O1l
Embar%o that not only caused the price of oil to double in
a year, but also illustrated that the United States had
become dangerously dependent on foreign oil sources.
This dependence, combined with the rapid cost increases,
produced trade deficits that have setiously eroded the
value of the American dollar and have helped promote
uncontrolled inflation. It’s a serious situation and one that
is increasingly agitated by a glut of self-defeating laws,
regulations and taxes enacted by the federal and state
governments.
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More importantly, RG&E employees are qualified, dedi-
cated and productive people who are entitled to fair return
for their efforts.

The ratio of RG&E customers to employees in 1970
was 168 to one. In 1978 there were 186 customers for each
RG&E employee. This means that our emgloyets have
increased their productivity as their contribution in the
su'u%glc against inflation. Productive, competent
employees provide for the best interest of the shareholder
and the customer.

RG&E will continue to exercise control of wage and
benefit expenses, and we are observing the current volun-
tary anti-inflationary guidelines.

RG&E’s tax expense has tripled since 1970 going
from $19 million to $57 million in 1978. And, the 1978
- figure doesn’t even include the $15.5 million in sales tax
RG&E had to collect from customers in their bills for the
State and local governments. Aside from the visible sales
tax, “hidden” taxes in the customer bills account for more
than 15 cents of every dollar the customer pays to RG&E.
When sales taxes are included, the typical residential
customer’s bill is more than 22 percent tax. And that’s a
cost of government, not of energy.

Tax Portion of 1978 Customer Bill — 22.5%

R P AR A T R AR SRR
Tax is another examYIe of expense where RG&E can
exercise little or no control. Of course, it could be pointed
out that property taxes do mount up as we expand facili-
ties such as substations, transformers and power lines. But,.
even here there is no option, We are obligated to meet
growth, and are required by PSC law to serve the instant
energy demands of customers regardless of the amounts
called for. And just like every other property owner, we
pay high tax rates on inflated values. The effect is
cumulative,

2o Al FE Yy, S 18T Aarler it bl
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In addition to the expenses just discussed, seven
percent of the 1978 revenue dollar was used to pay for
miscellaneous materials and services. Among other items
this category includes fees assessed by rgfulatory agencies,
expenses for regulatory compliance, legal counsel, and
building and grounds maintenance. Here, too, there is

really little choice, We do, however, request bids where we
can and look for the best price in the marketplace.

* 30/40/50 MVA Electric
Transformer

Expense for employee wages and benefits has
increased 80 percent since 1970, a relatively small increase
compared to other items mentioned. This is an area where

RG&E may and does exercise control—reasonable control.
And it has to be reasonable if the Company is to retain
competent personnel and remain competitive in the labor
and professional employment market. Let’s face it, we’re
in a highly complex, technical business. Low or inade-
quate wages would produce nothing but a false economy.

1970-$127,500 "~ 1978-$278,000
Percentage increase—118.0%
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to serve customers. So, when it comes right down to it,
RG&E'’s “profit,” or the interest cost of money, is a cost of
doing business, and it’s certainly one over which we have
little control.

2 ey
2,

s
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. Gas and electric companies constitute the most

capital-intensive industry in the entire economy. The

average manufacturing concern, for example, invests

75 cents in plant for each dollar of gross income while
RG&E has had to invest more than three dollars for each
gross income dollar. Large amounts of money are required
to pay for facility expansion, improvement and replace-
ment. Prices for materials and labor have gone up, and so
has the cost of borrowing the money to finance the new
facilities. For the most part, these costs cannot be
controlled by us. Just as inflation has driven up costs in the
markets where people shop, it has also affected the
markets where utilities purchase their hardware and
money.

Annual Capital Expenditures in Millions of Dollars,
Excluding Allowance for Funds Used During
Construction

Millions
$120

0 71 72 73 74 75 76 78

In 1978, $112 million were needed to cover the cost
of new facilities required to serve customers.. Although 40
percent of that capital was raised internally, the rest had to
come from a highly competitive money market. There is
no alternative. Regardless of market conditions we cannot
and would not elect to ignore necessary additions to serve
customer energy needs. To compromise on improvements
and replacements that Jxotect the energy systems is to
gamble on efficient and reliable service to our customers,
and we won’t do that.

Cost of capital is 2 major area where we can exercise
little or no control other than continuing to employ effi-
cient methods for raising funds in the capital marketplace
where costs are rising rapidly. In March 1979, for
example, we had to replace a maturing $16.7 million three
Yeroent interest bond with short-term notes at more than

1 percent interest.

Although this may seem a little
strange at first, RG&E’s “profits” are actu-
ally an expense. Our “profit” is nothing
more than the amount that the New
York State Public Service Commis-
sion (PSC) allows us to pay for the
money we have to borrow to
build the facilities needed to
serve customers. Put another way, &}
we are allowed to earn a “rate of g
return” on the capital invested oy
in plant used to serve the public.
The rates of return are set by
the PSC, but are in no way
guaranteed. Without the
ability to pay the cost of
money in interest and share-
holder dividends we would
not be able to raise the
capital necessary to continue
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RG&E has a responsibility to supply electricity, gas
and steam to its customers at the most economical prices.
But, try as we may, we have little control over most of the
expenses incurred in fulfilling this responsibility. We have
consistently applied sound management policies and prin-
ciples in attempting to minimize the amount of rate
increases while maintaining the Company as a sound
investment and reliable supplier. It’s very discomforting to
realize that uncontrollable costs have accounted for more
than 80 percent of customer cost increase since 1970!

The cost of doing business, especially power
company business, is high, and it continues to go higher,
driven by unbalanced federal and state budgets. Most of
the cost 1s in fuels, taxes, capital expenditures and the cost
of money. And, part of the cost is a resuit of heavy regula-
tion by all layers of government. We are not saying that
regulation is unnecessary. Some of it is beneficial. But, like
everything else, regulation has 2 d?;ice.

Since 1970, RG&E’s spending for capital improve-
ments just to comply with regulatory requirements and
laws approaches $100 million. This expense amounts to
almost 2 $20 million annual cost to customers. To this we
can add at least another $10 million a year in operational
expense to comply with various other federal and state
regulatory requirements. Thus, a very conservative esti-
mate of the annual cost of government regulation to our
customers is $30 million, a very real part of the rising cost

of ene{’gy.

e have taken this opportunity to present a story to
you our shareholders, and hopefully to many of our
customers. It is not a unique story because each of you is
experiencing the same pressures, the same cost increases,
the same inflation, over-regulation and taxes. But, because
utilities are sometimes regarded by the uninformed as

unaffected by such pressures,
we thought it important to
spell out how these same

have little or no control,
are driving up the abso-
lute cost of energy.
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Average Annual Use Per Residential Electric Customer Average Annual Use Per Residential Space Heating Gas Customer
Kilowatt - Hours Therms*

1969 70 71 72 73 74 75 76 77 78

*Adjusted for normalized weather by degree days.

Earnings and Dividends Per Common Share
in Dollars

246

Earnings per Common Share
B Cash Dividends per Common Share 2%
(Adjusted for Stock Dividends) 212 212
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R_&?}a@ ROCHESTER GAS AND ELECTRIC CORPORATION Year Ended December 31
Statement of Income nousands of Dottars) 1978 1977
Operating Revenues (Note 1)
B eCtriiC @ v v i it i ittt s tnemssannsasansas s ntronaasotionasetsnanssasnasans $202,631 $179,940
T T e s e e er e asaa e s e s e e e e 118,531 105,797
Steam .. v iuv e n e Gt et e e iaceeeea e e e EPTITEEE 19,110 19,004.
340,272 304,741
Electric sales to other utilities .. ... ... Wwn e e s ean e aaaenenrtare e s e na e ane s 28,676 26,403
Total Operating Revenues . ... ........ e s s e eseaaneeatted ettt araann0 s 368,948 331,144
Operating Expenses (Note 1)
Operation
Electric and steamfuels ........ iicieaasascaenaenas S e cedeseer A LT 58,140 56,993
Purchased electriCity « .« v c v v wenevnassoeacmsnssarsoncasasasnnssosannas een e 19,337 13,635
Purchased naturalgas ...... Chaeaeas feesaseateasssnacaea et aeaes e aas 71,109 62,086
Other...svmcsensns e e dsvassasaaearet e e v ensennrencnsasansane 65,685 62,494
Maintenance .......... et vir e adesenanven Ceesaans Wttt sasseessanannnaa 26,246 22,372
Depreciation .....evivcevrvecasnss e earsu e Mertearrasneaaraarssasnns 22,206 21,053
Taxes—local, state.andother.. . . . . .. ... et e eamteveaesaear et o et st n s o 45,935 43,876
Federalincome tax—current (Note@3) . . ¢ e v s ce et ecnensntansonans trct e 5,166 961
~deferred (NOte@3) . .o e e vwvveievencvaanannan i e rana s sa e 5,875 2,897
Total Operating Expenses ...... et dserena e P ererirasaanenanneus Y 319,699 286,367
OperatingIncome . ...cvvsvvecvestacan e ama e e neaaeaas e asecaacas s 49,249 44,777
Other Income and Deductions ‘
Allowance for other funds used during construction (Note 1) ... ... ..... Cesenaeraeans I 8,705 6,473
Other-net .. ... ccvivuuenan G h e vesneeane ey e e e a et da st ae e 4,418 1310
Total Other Income and Deductions ... ........ besaeeaean e Ceecieeseaninas T 13,123 7,783
income before InterestCharges . ., ........ Ceesnen s P edea e aaeua Nieesenan 62,372 52,560
Interest Charges
‘Long-termdebt. .. s v i v i i escaamea e F e st saresse s 25,594 22,542
Short-termdebt ..,.. Ceeaean . e saceranesasn e e et 1,588 1,319
Other-=net . . v ovivnrnaveervanaas e aareaaaen kst eas e asan s Ceeaas 416 L 494
Allowance for borrowed funds used during construction (Note1) ... .. et aeaa e reeaea . (4,812) ,(4,84‘
Total Interest Charges . . .. . .. P et adaaananan 22,786 19,511
Netlncome .......c.oc... e reeadreeaa s e e PP 39,586 33,049
Dividends on Preferred and Preference Stock, at requiredrates .. .. v .o.vov oo o. .. Ceneas -.. " 5678 6,512
Earnings Applicable to Common Stock ...... e masana aaee e neseseaaaneiseaaa.. S 33908 $ 26,537
Weighted average number of shares outstanding in each period, adjusted for stock dividends (000s) .. 13,774 12,474
Earnings per Common Share (Note) «v.c..rcavveeracns v ese.s feeavsansssaeiaas.  $246 $2.12
Cash Dividends per Common Share, adjusted for stock dividends (Note1) ....... Cer e e -$1.41 $1.29
Statement of Retained Earnings noussads of Dotarsy 1978 1977
Balance at beginning of period ....... crere s enan PR wrsedevarraaa PR . $70819 $ 67,812
Add ‘ . o ‘
Netincome ...... v iaaaea A T T LAY er e, W n i i nas e 39,586 33,049
Total ...... Aawavesavasvenae P T 110,405 100,861 .
Deduct ‘ ,
Issuance costs of preferredstock (Note4) , . v o v anoannanss ceneen Pheane e 701
Dividends on capital stock
Cumulative preferred stock, at required rates (Note4) . .. ... P esasaean ensde e cacas 3,550 6,453
Preference stock (Noted4) ....... S av e eN s s enverere e Cene e e 2,128 59
Common stock
Cash(Note1) .. ........ vem e cieean Cdeveveasnnarasaresnasaasannnean 19,269 16,009
Stock(Noted4) ........... e s av et e G eneeereecaer e fea s s . 8120 6,820
Total <<exrcecicizs reiiereies e titiiiiicecciiiiiione. Ciiiiio-. 33,067 3004
Balanceatendof period . .. ... vienanassana e e s an e e teeteseciaeans $ 77,338 $ 70,819




m‘{g ROCHESTER GAS AND ELECTRIC CdRPORATION ‘At December 31
Balance Sheet gnousands of Dotars) , 1978 1977
ASSETS '
Utility Plant, at original cost (Note 1)
Electric v v v ts v iincssenataransnsaness P aer et Ceerena Cr s e e aaee $669,104 . $609,387
. Gas t.iiiniiriiiaeaenn creraa Merrr e srreensananann rreeas fareaas ey 171,120 162,946
Steam v .. v v e PN e e e R e 17,735 17,442
857,959 789,775.
Less—Accumulated depreciation and amortization . . v s vt v v v v v i v as e P eee s s 261,477 229,122
i , 596,482 560,653
Construction work in progress ., ....... f e MMM ceaevaaaee s B 213,534 162,127
NetUtilityPlant .. ............. fveeaes e e erean e Caeraee meena e e e 810,016 722,780
Investment in subsidiary, at equity ..... et ieanenenas e i 1,996 1,947
Current Assets . ‘
Cash (NOE5) v v caeiee i iceinannnnns feeenae P e, . 11,777 6,617
Accountsreceivable . . . ... L. L i i i i ettt s e Cee e 31,700 30,332
Materials and supplies, at average cost
Fossilfuel . ...... vewane Cesteracenssas e AN ams et erasats e 12,673 10,787
Construction and othersupplies ... vvveceveasa. Vi v e rsmaarara s sa ke 9,643 9,724
Prepayments ............. Cae e r e Neaavane haeas, » et aana e vena 1,160 927
Total Current Assets , .. o v ... P e dn e e deme e e r e e daaes s Frecvermtenna 66,953 58,387
Deferred Debits ‘
Unamortized debtexpense . . o ey e vivyvvwsnvn.n Ceravaesaisaan ixearevas Veerasan 3,620 3,348
Deferred fuelcost (Note1) « v vvrieeininrinncnesnanes P ereaae s me e Cee e 5,362 6,338
Other (Noted) ...... e e P eanaaan Meeee e f o er i aanaa Cr v 5439 5,574
Total Deferred Debits . . .. ... P W esevar e e Ceeean ivcrenseae 14,421 15,260
Total Assets . .. ... ieinearanenroaans Cereenn Pt e e e aecn et $893,386 $798,374
CAPITALIZATION AND LIABILITIES
Capitalization (Note 4)
Long-termdebt......... hede v e aneen Cervaersene et We e aen neesee. 5384303 $361,022
Preferred stock ....... e s ey Cr et aea et e N 67,000 67,000
Preferencestock «.......... e r e ar e e e e AP 28,000 28,000
Common shareholders’ equity
Commonstock .................. Mesaeawenas . et 246,938 212,533
Retainedearnings . . . «..nveven.. et ane e anern e ey aean vena 77,338 70,819
Total common shareholders” equity « v v v v it i h ettt ii e e ie i tsnerenanencnnnnnenons 324,276 283,352
Total Capitalization ......... 0000 inieeacvens I I T . Pew e 803,579 739,374
Current Liabilities
Short-termdebt (NOte5) ... it iiiierieevercrsanonseroroecnanennssnnsanoans 9,000
Long-term debt due withinoneyear ... ........... e e e . e 16,677
Accountspayable ............ ..o i Feseserasenena Ceseeasasasanens 29,021 18,635
Taxes accrued, including incometaxes . .. ..o eeininn e rhessessaensa fereeaasaean 11,335 4,610
Interestaccrued ..... Ceansterane e e ee e Pr e es i reraaa e e s e et 7,667 7,355
Payrollaccrued ........... i ca s et P erans s Crerenns s 2,596 2,388
Other ........... T I T T T T 1,066 825
Total Current Liabilities .. ... vv v e i neeeenn h i d e et e e st s e e 68,362 42,813
Deferred Credits and Other Liabilities
Accumulated deferred income taxes (Notes Tand3) ........ Ceanaens Veeaae Yeecanaas . 18,394 15,233
L L T 3,051 954
Total Deferred Credits and Other Liabilities . . . . ... .. .0t iemennnn P 21,445 16,187
Commitments and Other Matters (Note 6)
Total Capitalization and Liabilities ........... P I N T T T T e $893,386 $798,374
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R 72 ROCHESTER GAS AND ELECTRIC CORPORATION Year Ended December 31
Statement of Changes in Financial Position (houand: of Dotaes 1978 1977
Sources of Funds
Operations
NetiNCOMe . . ettt ittt enosraanenenesenenatoeeaassnaaanssansnnness $ 39,586 $ 33,049
Principal non-cash charges (credits) to mcome
9 7Y o} (Yol T 1o o 22,206 21,033
Amortization of nuclearfuel ....... i e nac et e e 15,746 14,386
Deferred fuel CoSts + . oo v et ittt vttt i it ensnroasnacnaassnasaasanns 976 (2,886)
Deferred incometaxes—=net. ... ....cvousues s d e et eseesaan et - 3,161 2,675
Allowance for funds used during CONSITUCHION , & . . vt ettt v s e ninoeranennnnnans ‘- (13,517) (11,317)
Other—=net . ... ieiinrtennreeaanavan TR ErY et s bt et e se e 1,204 757
Total from Operations ........ revaes fenaeae N e P 69,362 57,717
Financing ‘ o '
Sale of long-termdebt . . . ........ Cr st tnavieeas e Ceeasean e seamaaas 40,000 50,000
Saleofcommonstock. ... vl ae s Pt ee ey e dieae e Ceereean 27,186 24,579
Sale of preferencestock .........cc..00uan C e esa e et aaeareasas e e aae 28,000
Total from Financing ........... P .. 67,186 102,579
Total Sourcesof Funds . . . .. ............. M I $136,548 $160,296
Uses of Funds.
Utility plant .
Plantadditions . v vv e v cevevaeann s arame e enveascsact s arr e ana .. 5105191 $ 94,958
Nuclearfueladditions . . « .« co i inne i iicinraanen Aherasieavesar e aana R, 20,878 14,450
Less: allowance for funds used during ConStrUCtioON , v« i 4 sv e v v cawevoconnosaoansnansa 13,517 11,317
Net Additions to Utility Plant . .......... Ceaaeean areareerarean Seeeraanes 112,552 98,091
Dividends on preferred stock .. ... e e evaeanaanaaann ev e eheaeaan 3,550 6,453
Dividends on preferencestock ....... Mean e G eeaes e v tasvssaaeraaainanseanns 2,128 59
Dividends on commonstock . ... v . onvuane Caereaanas Aeneas G eteereasranaannanns 19,269 16,009
Reduction of short-term debt—-net . ..... i e e e avetneat s v e aran s 9,000 9,051
Retirement of long-termdebt . ....,..J. ... .. ... ... T <. 16,677 333
Redemption of preferred stock, mcludlng callpremium ... i, enciian.n.. fe e . 27,750
Capitalstock expense . ..,..... P P N 902 - 167
Expense of issuing long-termdebt .. ........cciiiieiinn, et enecnas Chane 490 892
Other~net .. ... f e h P e ae s raenaa s e s At N et PR (2,037) 1,406
Increase (decrease) in working capnal (excludmg short-term debt) ............. v h it eaeaena (25,983) - 85
TotalUsesof Funds . . . ... ..... e s e e s e s atavet e e a ey «.. $136,548 $160,296
Changes in Components of Working Capital :
Increase (decrease) in current assets
Cash ........ e v+ S 5160 $ 188
Accounts recelvab!e Ch e ims v er e e At ariaesestaerananabaanaan . 1,368 (3,474)
Materials and supplies .
Fossilfuel ., .......... e adreaaen e Cs N st e e R, 1,886 (49)
Construction and othersupplies , .. ....... ... oaven v Aeeaan eaae 81 351
Prepayments ...,........ e YTy S as s e m s ane e encriaanan 233 281
Total +.nnann e e as i e h ey e ke et e 8,566 (2,703)
Increase {decrease) in current liabilities {excluding short-term debt)
Accountspayable .. ..o i i i it i e I T 10,386 482
TaXes v o cnuirenvrneadnins s e s e eEaaveneasaaananann Canaas s a e 6,725 1,651
Accruedinterest and payroll ....... O e eannnas .- 520 1,234
Long-term debt due within one year ....... K v et i v ea e e 16,677 {6,000)
Other—net . ......ceun.. e A e TP Ve 241 {155)
TOA) w v et v e v en cn e ma e e e e e a e neeeaae e v neaanan 34,549 (2,788)
Increase (decrease) in Working Capital excluding short-termdebt .. ...... e cves.  $(25,983) $ 85




Notes to Financial Statements

<

Note 1. Summary of Accounting Policies

Service Commission of the State of New York (PSC) with
respect to its rates for service and the maintenance of its
accounting records. The Company’s accounting policies
conform to generally accepted accounting principles as applied
to New York State public utilities giving effect to the-
rate-making and accounting practices and policies of the PSC.

‘General. The Company is subject to regulation by the Public

A description of the Company’s principal accounting policies
follows. :

Utility Plant and Depreciation. The cost of additions to utility
plant and replacement of retirement units of property is
capitalized. Cost includes labor, material, and similar items as
well as indirect charges for engineering, supervision, etc. The
Company capitalizes an allowance for funds used during
construction approximately equivalent to the cost of capital
devoted to plant under construction. Replacement of minor
items of property is included in maintenance expenses. Costs
of depreciable units of plant retired are eliminated from utility
plant accounts, and such costs, plus removal expenses, less
salvage, are charged to accumulated depreciation and
amortization.

Depreciation in the financial statements is provided on a
straight-line basis at rates based on the estimated useful lives of
property, which have resulted in provisions of 3.0% and 3.1%
perannum, of average depreciable property in 1977 and 1978,
respectively.

Jointly-Owned Facilities. The following table sets forth the
ajor electric generation projects currently planned which will

add to the Company’s present generating capability. Each

participant must provide its own financing for these projects.

Oswego NineMile
Fossil  Point Nuclear Sterling
Unit #6@  Unit 220  Nuclear®
Estimated year of completion . ... 1980 1984 1988
Net megawatt capability ..,.... 850 1084 1150
RG&E’s share~megawatts . ..... 204 150 322
—-percent ... ... 24 14 28

{Mithons of Dollars)

Total estimated projectcosts® . . .. $2526® $1,441.4® $1,354.7®

RG&Esshare. ... ....... ve . 60.6 201.8 379.3
RG&E’s actual
construction costs®=1977 ., . ... 100 21.7 3.5
-1978 . . ... 122 29 35
®To be cc ted and operated by Niagara Mohawk Power Corporation.

@To be constructed and operated by Rochester Gas and Electric Corporation.

@Construction costs exclude allowance for funds used during construction and
certain overhead costs to be capitalized,

®Total project costs include $8.5 milfion for oil handling facilities, of which RG&E
has not agreed upon the percentage participation, and excludes common
facilities.

®Total project costs include $89.4 million for the initial nuctear fuel loading and
excludes common facilities.

®Total project costs include $114.7 million for the initial nuclear fuel loading.

Nuclear Fuel and Decommissioning Costs. The cost of nuclear
fuel and estimated permanent storage costs are charged to
operating expense on the basis of the thermal output of the
reactor. These costs are charged to customers through base

tes and through the fuel cost adjustment clause.

Due to a Federal government policy adopted in 1977, the
Company has changed its nuclear fuel cost computation to
reflect the costs of permanent storage of spent nuclear fuel.
Prior years’ nuclear fuel cost computations anticipated spent
nuclear fuel would be reprocessed. Cumulative prior years’ fuel
expenses would have been increased by approximately $8.0
million if they had been determined on the basis of current cost
estimates for permanent storage of spent nuclear fuel, rather
than on an estimated amount for reprocessing. If the
government’s permanent storage policy is continued, the
Company believes that such amount will be fully allowable for
rate-making purposes.

Decommissioning costs (costs to take the plant out of service in
the future) for the Company’s Ginna nuclear power plant

" cannot be estimated at this time. The Company believes that

the costs of decommissioning will be fully allowable for
rate-making purposes.

Allowance for Funds Used During Construction. The
Company capitalizes an Allowance for Funds Used During
Construction (AFDC) based upon the net cost of borrowed
funds for construction purposes and a reasonable rate upon
the Company’s other funds when so used. The rate-used for
this purpose was 8%%, which became effective in May 1976.
In accordance with the orderissued by the Federal Energy
Regulatory Commission, AFDC is segregated into two
component parts and classified in the Statement of Income to
disclose an Allowance for Borrowed Funds Used During
Construction as a credit to Interest Charges and an Allowance
for Other Funds-Used During Construction as a part of Other
Income. ’

In December 1977, the Company began computing AFDC on its
share of Nine Mile Point Nuclear Unit #2 and Oswego Fossil
Unit #6 at an average reduced rate of 6.85%, which is net of the
income tax effect of the interest portion of AFDC.

Rates and Revenue. Revenue is recorded on the basis of meters
read during the calendar year:

Tariffs for electric and steam service include fuel cost
adjustment clauses which serve to adjust electric and steam
rates from time to time to reflect changes in the average costs
of fuels used in electric and steam generation from the average
cost of such fuels during the base period. Tariffs for gas service
contain a comparable clause to adjust gas rates for changes in
the price of purchased natural gas.

Deferred Fuel Costs. Fuel costs which are recoverable under
the electric, gas and steam cost adjustment clauses included in
the tariff schedules of the Company are deferred until they are
billed to customers. A reconciliation of recoverable gas costs
with billed gas revenues is done annually as of August 31, and
the excess or deficiency is refunded to or recovered from the
customers during a subsequent twelve month period.

Federal income Tax. For income tax purposes, depreciation is
computed using the most liberal methods permitted. In
addition, certain costs capitalized for financial reporting
purposes are deducted currently for income tax purposes. The
resulting tax reductions are offset by provisions for deferred
income taxes only to the extent ordered or permitted by
regulatory authorities.
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The 10% investment tax credit rate, which had been scheduled
to return to 4% in 1981, has been made permanent by the
Revenue Act of 1978. The prior rate of 4% is applied to reduce
the current tax provision while, as recommended by the PSC,

normalized tax accounting is followed in the application of the
remaining 6%.

The Company uses the separate period approach in calculating

the interim quarterly tax provision.

Pension Plan. The Company’s retirement plan is

noncontributory and covers all regular employees. Current

service costs are funded annually. Past service costs are being

amortized over a 40 year period.

Retirement plan expenditures for the years 1977 and 1978 were
$9.2 million and $9.9 million, respectively. The actuarially

computed value of vested benefits at December 31,1978
exceeds the assets in the plan by approximately $15 million.

Earnings and Dividends Per Share. Earnings applicable to each
share of common stock are based on the weighted average
number of shares outstanding during the respective years,
adjusted for stock dividends. Assuming the 1,250,000 shares of
common stock issued on September 27,1978 were outstanding
at the beginning of 1978 and the proceeds were applied to
reduce the short term debt, the earnings per share for 1978
would have been $2.36. Cash dividends per share are based
on the shares outstanding at the time dividends are paid,
adjusted for stock dividends. Cash dividends per share at the
rates declared in each period amount to $1.34 for 1977 and
$1.42 for1978.

'

Note 2. Departmental Financial lnformatton (Thousands of Dollars)

The Company’s records are maintained by operatmg departments, i in accordance with PSC accounting policies, giving effect to the
rate-making process. The following is the operating data for each of the Company’s departments and no mterdepartmental
adjustments are required to arrive at the operating data included in the Statement of Income.

E Electric Gas Steam Yotal
Operating information-1978 )
.OPeratingrevenues o+ «» sy aan s s es v ennrsrtvamsnsasarcanedn '$231,307 $118,531 _ $ 19110 $368,948
Operating expenses, excluding provision forincometaxes . ... .. .vcov - 181,428 107,873 ' 19,357 308,658
Pretax operatingincome .. . v v v v nmaves - “reacaneanas e wn s 49,879 10,658 (247) 60,290
Provision fOrincometaxes . . v v v v e v e v v st v avssamevaaansoannan 9,244 1,966 (169) 11,041
Net operating income A $ 40,635 $ 8,692 S (78) 49,249
Otherincome—=net .« v v.vveseassns F et At AN E—— e —— 13123
CInterestcharges . 4 oo v i is it ana s e i s v e ’ 22,786
. Netincome perstalement Of ifCOME 1w« v s v csnsonsnansinoacrannns o $ 39,586
. Other information ) ‘ ‘
DEPIECIAON & v s v s mvrcw e e anam s nrar s nnes 516984 $ 4641 . 5 581 $ 22,206
‘Nuclearfuel amortization , « v c v e iova o vrmcansnrnbonnenrmnssn 15,746 ' ‘ 15,746
Capitalexpenditures , v« v v wsannessasnotoransnsnaarsasans 100,194 11,903 455 112,557.
_ Investment information—December31, 1978 -
1entifiable assets « « » v s xacy e s e sneaiscnasennanannarores - ST $146,299 $ 15,716 $873,932
Assets utilized for overall Company.operations (2) « «» « e v v o v v s s vv s o« - - - 19,454
Totalassetsperbalanceshcet.'...m,,..‘m.’.....'..,',...”.,...r, ) : , $893,386
Operatmg information-1977 ‘ - ‘ . : “
*\ 'Operating revenues ......”.....L,,.“‘.,-._-‘n.....,v»..‘ $206,343 $105797 $ 19,004 ' $331,144
] Operatmg expenses, excluding provns:on forincometaxes ... .o ax quan 165,858 97,465 19,186 , 282509
N Pretaxoperatmgincome N 40,485 T 8332 (182) 48,635
Provxslonformcometaxes“..‘..‘.....‘.......‘......”,...., ‘ 4,041 147 (330) ' 3,858
Net.operatinginCome . x v vs s s o nascnosvvaaneonnsasvayens $ 3644 S 8185 $ 148 44,777
JOtherinCoOmMe=—NEt «, v« v s s v xaoanareonssssdnamannarnsadse - == _ 7,783
lntereslcharges....,..,...i.‘...... Chdraasaaes 19,511
Netmcomeperstatementofmcome, P st wmssaava e e sy $ 33,049
Other information .
Deprecialion . .. . caiixenvorriusaasrtanescossainissan $ 15,333 $ 5,140 . § 580 $ 21,053
Nuclear fuel amortization .. «cves s e s nssmsnnsraponsserssdnvn 14,386 14,386
Capitalexpenditires’ « . o> vasvraavamevecorsnsnocnsavenvsan 90,722 6,943 426 98,091
tnvestment information~December 31,1977 ]
ldenuf‘able‘assets....,......,..,....;..,........,,...... $626,464 £$141,130 $ 16,619 $784,213
Assets utilized for overall Company OpPerations (8) «« c o x «esnvwsorvrnans - —_ - 14,161
Total assets perbalancesheet . , . v, cv v es cnvens A

- (a) Consists primarily of cash, prepayments and unamortized debt expense.

[
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Netincome. .

Federal income tax
Current, .. ...
Deferred .. , «iuv .«

s e

e

Computed tax expense . ,
Increases (reductions) in tax resulting from:
Excess of tax depreciation less amount deferred
Expenses capitalized for financial statements including interest, payroll
and use tax, etc.
Investmenttaxcredit , . . ...,
Property taxes on basis of date of taxable status . .. . , .
Cost of removal, less net amount deferred .« . .

2=

A v e o e

R T

T N )

Income before Federal income tax . . .".

L

.

Charged to operating expense . .. .«
Amort, of deferred investment tax credit .
AFDC net of tax rate difference .
Oher . v v v st cmen s vnnenenss-

Included in Other Income . .., ...
Actual Federal income tax expense . . ..

R

v

.

DI ]

LE T SN

Y

Note 3. Federal Income Tax Provision (Thousands of Doftars)

The following is a reconciliation for the years 1977 and 1978 of the difference between the-amount of Federal income tax expense
reported in the Statement of Income and the amount computed by multiplying the income before tax by the statutory tax rate.
' 1977

.

P

.

.

“ v r e s

R L R )

L L S N N

L N N NI
Wa e s

Yrwwa (ke

» e m ¢ a s s 8 43 b e oo

Revenue taxes (deducted whenpaid) .. ... ...
Miscellaneous items, net . . . ..

DR R L RN S R A A I A A

e awuas

Actual Federal income taxexpense .., ... .

Investmenttaxcredit . .. o0u v n-
Class life depreciation., . . .. .
‘uelcosts. vessaseanay
Nuclear fuel amortization.. . v« v . e v v cv v s ar v
Nuclear fuel storage costs . .. v v v es s v v uvasuen
Fossil plant abandonmentcosts . ... .., .

765 KV Transmission system abandonment costs
Other . ......

L I S O R R R

C v £ s s gy

e v

n
»
-
L N O I I ST A I
L LAY
»

L I L I R A

-

“ e e e
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A summary of the deferred amounts charged or (credited) to income is as follows:

1978
% of % of
Pretax Pretax
Amount’ Income Amount Income
. £39,586 $33,049
. 5,166 ’ %1
. 5,875 o 2,897 .
T L e i 3,858 | ot
a (513) - (222) Yo
ceeaas {2,201) T
. (2,501) (1,460) . ’
(5,215) " (1,682) ,
5,826 2,176
$45,412 $35,225
. $21,797 48.0 $16,908 480
. (3,525) (7.8) (3,580) {10.2).
(9361) (20.6) (7.765) (22.0)
. (4,955) - (o 9) (2,624) @4
. 224 : (254) (7).
. (724) . s) (655) 1.9 .
2,133 4.7
. - 237 5 146 4
e $ 5,826 12.8 $ 2,176 6.2
1978 1977
feeen $ 6,629 $ 2,003
e 1,763 1,379
S, (469) 1,386
. (142) (362)
feens (4,989) (3.346)
s : 2,160.
PR 850
ev e (481) (545)
$ 3,161 $ 2,675

Note 4. Capitalization

Bond premlum applicable to the years1977 and 1978'is 5677 702

LongTérmDebt - - (housandy . ‘and $635,667, respectively. |
N Principal Amount .~ Sinkin .
. . L g and |mprovement fund requxrements aggregate
F';s‘ Msoe',tif,a B¢ B°'};’:, ‘ ,‘;;,‘,”“’"3" 1977 = » $333,540 per annum. Such requirements may be met by
3 L OMan1,1979, v s e s us v m e s 5 16,677 5 16,677. certification of additional property or by depositing cashrwith-
2% M OAUZ 151980 L haaiisaaa s 12,0001 ¢ 12,000 - - theTrustee. The 1977 and 1978 requrrements were met by "
3% N Junet,1982.........,... 6000, 6000 i certification of additional property .
3% O Mar1,1985........... .~ 10,000 <" 10,000 L
4% R July1,1987 . ...« . oucvsea . 15000 "15,000,I"‘ w“ﬁ o
5 S Oc15,1989 . ......c.0.. 12000 12000~ Capital Stock. : l |
::2 J ?e (:)v' 112’1214 TRy :g’% ‘ :g%g : Preferred Stock (cumulatxve) Par value $100; 2,000,000 shares
53 V. May1,19%...... el . 18000 18000 Authorized: -
6% W Sept.15,1997 . ....c000en. 20,000 20,000 Shares De(cleml P“b’e’ 31 Redem
- . ption
6.7 X July1,1998 ............. 30,000 30,000 % Series Outstanding 1978 1977 (per share) (3)
8 Y Aug.15199....... v 30,000 30,000 4 F 120,000  $12000 $12,000 105 Atanytime
9% Z Sept.1,2000 ..... cesr s 30,000 30,000 410 H 80,000 8,000 8,000 101 Atanytime
10% AA  Aug.1,1983 s r e . 29,667 29,667 i I 60,000 6,000 6,000 101 Atanytime
9% BB June1s, 2(!)6 ........ v 50,000 50,000 410 } 50,000 5,000 5000 102.50 Atany time
8% CC Sept.15,2007...... . . 50,000 50,000 4.95 K 60,000 6,000 6,000 102 Atany time
9% OD Dec.1,2003 .......... <. _40,000 455 M 100,000 10,000 10,000 102 Before 3/1/80
400,344 360,344 750 N 200,000 20,000 20,000 108 Before 6/1/79 .
Less: SeriesLduein1979 . ......... 16,677 1" o] (b)
Total Long-Term Debt . , sh e e, $383,667 $360,344 670,000 $67,000  $67,000
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(a) Redeemable at the option of the Company on 30 days’
minimum notice, plus accrued dividends in all cases.

(b) Called for redemption on December 20, 1977. The issuance
costs related to Series O were charged to retained earnings, and
the call premium of $2,750,000 related to this series was
reported as other deferred debits and, beginning in January
1978, is being amortized in accordance with an order from the
pPSC.

The Company’s Certificate of Incorporation was amended on
June 1, 1977 to authorize 4,000,000 additional shares of
cumulative preferred stock, having a par value of $25 per share.
‘None of this preferred stock has been issued.

Preference Stock—Par value $1; 5,000,000 shares authorized:

(Thousands)
. Shares December 31,
%  Series Outstanding . 1978 1977 fssued
7.6 A 280,000 $28,000 $28,000 12/20/77

buring January1985,the Company must offer to purchase on -
October1,1985 all of the outstanding 7.6% Series A preference
stock at a price of $100 per share. The shares remaining

" outstanding after such offer are callable at $100 per share at the

option of the Company at any time after December 20, 1987.

Preference stock is subordinate to preferred stock but is senior
to common stock.

Common Stock—Par value $5; 25,000,000 shares authorized:

Pet (Thousands)
Share Shares Amount
Outstanding, December 31, 1976 11,366,111 $181,301
3% Stock Dividend . ... .. 20.00 340,984 6,820
SaleofStock . . v v vt hha 21.00 ° 1,000,000 21,000
TRASOP* ... ..ccenvres 20.91 24,300 508
Automatic Dividend 1831-
-ReinvestmentPlan , ... .. 20.94 158,236 3,071
Capital Stock Expense . . . .. (167)
Outstanding, December 31,1977 12,889,631 212,533
3% Stock Dividend .« . ... 21.00 386,689 8,120
Saleof Stock o v v v v v s v v v s 1875 1,250,000 23,438
Automatic Dividend 1719
ReinvestmentPlan . . ... . 19.25 206,427 3,749
., Capital Stock Expense ., ... (902)
Outstanding, December 31, 1978 14,732,747 $246,938

*Tax Reduction Act Stock Ownership Plan

The Company’s Certificate of Incorporation was amended on
June 11,1977 to authorize an additional 10,000,000 shares of
common stock, par value $5 per share.

At December 31, 1978 there were 415,797 shares of common
stock reserved and unissued under the Automatic Dividend
Reinvestment Plan. No other shares of common, preferred or
preference stock are.reserved for officers.and employees or for
options,warrants, conversions, and other rights,

1Note 5. Cash and Short-Term Debt

- At December 31,1978, the Company had $7 million in
_ temporary cash investments.

Under informal agreements with certain banks, the Company is
expected to maintain an average compensating balance of 10
percent of the lines of credit plus an additional 10 percent of the
principal amount of each borrowing. Under the agreements,
withdrawal of the compensating balances is not legally
restricted, and at December 31,1978 the balances amounted to
$4.4 million. Bank lines of credit aggregated $64 million and
borrowings are at current floating prime interest rates. The

Company also issues commercial paper at various discount
rates, usually maturing within 30-45 days.

Balances and average interest rates of short-term borrowings as
of December 31 for the years indicated were as follows:

1978 1977 .
Rates Amount Rates Amount
(Thousands) (Thousands)
Outstanding short-term
debt and average
interest rate at end of
period:
Notes Payable ... 700% $7000 .
Commercial Paper . 6.63 2,000
Maximum short-term
debt outstanding
during the period:
Notes Payable ... $15,500 25,000
Commercial Paper . 15,900 26,500
Weighted average ’
short-term debtand
interest rates during
‘the period:
Notes Payable ... 8.82% 7,769 6.42 10,960
. Commercial Paper , 784 9,450 535 11,148

The above.averages were based upon the daily balances and
interest rates in effect for the periods during which short-term
borrowings were outstanding and before giving effect to the
additional interest cost resulting from compensating balances.

-

Note 6. Commitments and Other Matters ¥

.
The Company’s capital expenditures program involves an

estimated expenditure of $115 million, not including allowance

for funds used during construction, in 1979 and the Company

has entered into certain commitments for purchase of materials.
and equipment in connection with such program.

Operations of the Company’s generating stations are subject to
various Federal, state and local environmental standards.

Under the Clean Water Act, the Company is required to obtain
permits to discharge pollutants into the waters of the United
States. The United States Environmental Protection Agency
(EPA) issued National Pollutant Discharge Elimination System

.permits for all the Company’s major generating facilities, but a

number of conditions relating to thermal and chemical
discharge limitations were contested by the Company in
adjudicatory hearing requests submitted to EPA. The Company,
the New York State Department of Environmental.Conservation
(which became a party to the adjudicatory hearings) and EPA
have settled the hearing requests as described below.

The Company has reached agreement with the regulatory

agencies on non-thermal effluent limitations and final permits
containing these agreed limitations have been issued and are

now in effect. Construction of treatment facilities is required to
enable Company compliance with permit limitations for two of

the Company’s generating stations. Pending completion of

these facilities, the regulatory agencies have agreed inan
Enforcement Compliance Schedule Letter to exercise their
prosecutorial discretion to refrain from prosecuting the

Company for violation of certain effluent limitation deadlines
contained in the Clean Water Act so longas the Company

adheres to a specified construction schedule for the facilities.
Construction of these treatment facilities is expected to require.
capital expenditures estimated at $10.5 million over the next

two years.
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The Company has pursued resolution of the coniested thermal ‘

limitations by submitting demonstrations in an effort to justify
less stringent limitations for three generating stations..The
thermal conditions of the permits remain stayed pending,
resolution of the thermal issues either through regulatory
gencies’ approval of the demonstrations and less stringent

thermal limitations or, in the absence of such approval, through
the resumption of the adjudicatory hearing process. If the
demonstrations and less stringent thermal limitations are not
approved for any of the three facilities, the Company could be

- required to install cooling towers which would involve capital
expenditures estimated at $53 million plus s:gmflcant operating
and maintenance expenses. } .

The Company believes that additional expenditures and costs
made necessary by environmental regufations will be fully'
allowable for rate-making purposes.

Through December 31, 1978, the Company has expended
approximately $28.4 million (excluding land) with respect to its
interest in the Sterling nuclear plant, The Company estimates
that if it were required to cancel all existing contracts relating to
the construction of this project, it could incur up to $6 million in
cancellation charges. The Company believes that, if it were
required to cancel the project, the PSC would permit it to
amortize all expenditures involved over a period-of several
years and to recover those expenditures through rate relief.

On December 1,1978, the PSC ruled that the case involving the
765 KV transmission facility that the Company had planned to
construct be dismissed. The Company has petitioned the PSC
requesting the amortization of the $2.1 million in expenditures
for the line over a 3 year period, and to allow the Company to
recover the unamortized costs through rate relief.

Sl 4 - N

Note 8 Replacement Cost Information’ (Unaudlted)

The impact of the rate of inflation expenenced in recent.years

has resulted in replacement costs of productive capacity greater , -
than the historical costs of such assets reported in the

Company’s financial statements. In compliance with reporting
requirements, estimated replacement cost information is

disclosed in the Company’s annual reportto the Securities and
Exchange Commission on Form 10-K.

- Reportof independent Accountants

To the Shareholders and Board of Directors of Rochester Cas
* and Electric Corporation '

In our opinion, the accompanying balance sheets and the
related statements of income, retained earnings, and of changes
in financial position appearing on pages 14 through 16 present
fairly the financial position of Rochester Gas and Electric
Corporation at December 31, 1978 and 1977, and the results of
its operations and the changes in its financial position for the
years then ended, in conformity with generally accepted
accounting principles consistently applied. Ourexaminations of
these statements were made in accordance with generally ‘
accepted auditing'standards and accordingly included such
tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

Sonie  Watidirwee » o

1900 Lincoln First Tower

, ‘ Rochester, New York 14604
.Jote 7. Interim Financial Information (Unaudited) January 26, 1979
In the opinion of the Company, the following quarterly + . . ’
information includes all adjustments, consisting of normal
recurring adjustments, necessary for a fair statement of the
results of operations for such periods. The variations in ,
operations reported on a quarterly basis are a result of the ,
seasonal nature of the Company’s business and:the availability .
of the Company’s Ginna nuclear plant, Earnings per common g ‘
share have been adjusted for stock dnvudends. W .
Quarter Ended (Thousands) . o \
Dec.31, ~Sept.30,  June30,  Mar31, '
1978 - 1978 1978 ~ 1978° o
Operating revenues . . $92,312  §73,665  $86,942° $116,029.. : . ‘ N
Operating income . . . 8,466 9,527 12009 19247 . o L
Netincome....... 7088 | 65% 9909 1593 ; ‘ ‘ g
Earnings on common : T ,
Stock .. uvun e ' 5,669 5175 849. 14574 :
Eamings per common B . . . |
share (in dollars) . . 38 37 63 1.09 v i |
Dec.31, Sept. 30, June 30, Mar.31, v ' |
1977 1977 1977 1977
Operating revenues . . $84,458  $67,199  $74,138 5105349
Operating income . . . 9,395 7,479 10,626 17,277 ¥ .
Netincome.... ... 6,444 4,619 7,775 14,21 -
Earnings on common
stock + ..o una. 4,657 3,044 6,200 12,636
Earnings per common - ‘ .
share (in dollars) ., . 35 24 51 - 1.04 —_— ’
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Management’s Discussion and Analysis of the Summary of Operations

The following financial review explains significant changes in the amounts of revenues and expenses between 1978/1977
and between 1977/1976. The Notes to Financial Statements on page 17 of this report contain additional related

information.

Operating Revenues

Changes in Operating Revenues
Increase or (Decrease) from Prior Year

(Thousands of Dollars)

Electric Department Gas Department Steam Department

1978 1977 1978 1977 1978 1977

Customer Revenues (Estimated) from: )
RateIncreases . «, v v v vvavasvasoaan eeenan ieaevacs 312181 $ 5312 $2555  $2683 $ - $ -
Fuel Cost Adjustment. . .. auvv v Pedeeeee ity 6,446 410 - 5582 12,475 (23) 1,824
Weather EffeCts + v v o v assn s .4 (82) 3,259 (1,144) - 367 (198)
CuStOMErSales . . v vuvar o unracnemar i 3,485 3,605 " (289) (7.631) (314) (997)
Other . s i a st essacnmacasusnsatansymansdnananns 358 137 1,627* (1,613)* 76 (8)
Total Change in CuStoMer REVENUES « v vy wr o v v e aoncasvesaya 22,691 97382 12,734 4,770 ‘106 621
"ElectricSalesto Other Utilities , « v o v oo v v ep s v v caranssonans 2,273 8144 - - - -
Total Change in Operating REVENUES « ¢ v« v s wm v o s avnsvsvs.a 524964  $17526 $12,734 $4,770 8106 $ 621

*Reflects a one-time $10 gas heating bill creditin the aggregate amount of approximately $1.6 million that was applied to residential customers in February 1977.The credit
was made by the Company on its own Initlative in order to alleviate the economic burden to customers who were faced with record high gas heating bills caused by the,
severe weather conditions in January 1977 and, In some cases, with reduced income due to plant shutdowns forced by natural gas curtailments.

. §

Revenues from electric sales to other utilities increased in both 1978 and 1977. Fluctuations in electric sales to other
utilities and in purchased electricity discussed under Operating Expenses below generally are related to the-output.and
availability of electric generation from the Ginna nuclear plant, ‘ .-

Operating Expenses ' ~

Changes in Operation and Maintenance Expenses
Increasc or (Decrease) from Prior Year

En {Thousands of Dollars)

- 1978 1977
ElectricandSteam Fuels . . v e avaa - 1,147 $10,632
Purchased Electrlcity ... conevavee. 5702 (4,560)
Purchased NaturalGas . ... v vaveuvwws 9023 5894
Other Operation v va v av s asavsennsaas 319 4817
Maintenance . . .. . reesavessannaas 3874 2,166
Total Change-in Operation and

Maintenance EXpense . .. <. nerv s s o 922937 $18,949

The1977 increase in electric and steam fuels expense was
mainly due to an increase in electricity generated.in 1977
and an increased fuel cost per kilowatt-hour generated by
nuclear fuel. Purchased electricity expense increased in
1978 due to both higher costs and higher kilowatt-hour
purchases while the decrease in 1977 reflected mainly
decreased purchases netted against a relatively modest
increase in the cost per kilowatt-hour.

Purchased natural gas expehse increased in both 1978 and
1977 as aresult of higher pipeline rates and increased
consumption due to colder weather in 1978.

“The increase in maintenance expense of $3.9 million in
1978 and $2.2 million in 1977 reflects increases in the cost
of labor and material to repair and maintain existing
facilities, and increased activity in the repair and upkeep
of transmission and distribution facilities.

A

Changes in Taxes
Taxes—local, state.and other increased $2.1 million in 1978
principally due to higher gross income taxes based on
increased revenues. The 1977 increase of $3.4 million was
also.due to highergross income-taxes as well as.higher '
property taxes resulting from the addition of new plant
and increased property taxrates. : -

Total Federal income taxes increased $3.7 million in 1978
" after declining $1.8 million in1977. See Note 3 to the
Notes to Financial Statements for a detailed analysis.

" Other Statement of Income Items

The increase in allowance for funds used during
construction of $2.2 million in"1978 and $3.8 million in
1977 was due to increases in utility plant expenditures in
both periods. See Note 1 to the'Notes to Financial
Statements. '

Other~other income and deductions increased $3.1
million during 1978 principally due to added
non-operating Federal income tax credits.

interest on long term debt increased $3.1 million in 1978
and $3.2 million in 1977 as a result of additional bonds
issued in December 1978, September 1977 and June 1976.

Dividends on preferred and preference stock decreased
$.8 million in 1978 due to the refunding in December 1977
of a series of preferred stock with the proceeds from the
sale of a series of preference stock having a lower
dividend rate.

- .




R:.:ir; ROCHESTER GAS AND ELECTRIC CORPORATION

YearEnded December31

*In 1974, the Company began deferring a portion of increased fuel costs to the period in which the related revenues were recorded.

r

Summary of Operations grousnsotoomny 1978 1977 1976 1975 1974% 1973
- Operating Revenues : ‘ ‘
Electric ... vvn v nnnn v eeaenes 9202637 $179,940 $170,558 $146,629 $127,560 $116,512
Gas .. ieiiiaainannn Pees s eeaemanen 118,531 105,797 101,027 82,478 75,463 64,633
Steam ........... e e W w e es e 19,110 19,004 18,383 17,337 16,321 10,014
340,272 304,741 289,968 246,444 219,344 - 191,159
‘ Electric sales to other utilities . . ... ... ..c.n 28,676 26,403 18,259 25,496 14,697 21,112
te Total Operating.Revenues ........,.....' 368,948 331,144 .308,227 271,940 234,041 212,271
Operatmg Expenses: o ' o ) SR
K Operatlon o . ‘ e " g
: Electric and steam fuels . “ieuvamenases v 58140 . 56,993 ! 46,361 46,268 36,693 25,612 .
g ‘Purchased electricity . ... .- '. S earerarnn R 19,337 -, 13635 ' 18,195 12,212 12,070 8,841 .
- Purchased naturalgas ...... Ceaenon voer - 71,7109 62,086 56,192 " 42,247 . 37,342 29,923
Other., .. v vvivs it et s vt ctacr e 65,685 . 62,494 57,677 50,629 44,356 . 40,999
. > Maintenance ........ P racsans Veeeane 26,246 - 22,372 20,206 © ' 19,700 17,966 15,888
Y- Depreciation L .ivesciemcenaness s ewas 22,206 21,053 ‘18,621 17,414 16,491 15,145
Taxes~local, state and olher vovaeraan creans 45,935, 43,876 40,502 , 36,157 32,410 29,993
.- Federalincome tax—current .. . ... Pavarenas 5,66 . . 961 (291) 4,162 ' (3.126) 6,724
—deferred .. ............ ' 5,875 2,897 5,656 1,133 4,277 915
Total Operating Expenses .. ......c.... 319,699 286367 263,119 = 229922 198,479 174,040
" OPerating INCOME .+ s < a v vvensiennauii, © 49249 43777, 45108 - ‘42,018, 35562 38231
'OtherIncome and Deductions. -~ ° I BRI e : ’
Allowance for other funds used during . o ‘ o ‘ C "
" construction . ,.......... veevssesneren .. 8705 6473 o .4,678 2,310 . 1,128 274
~Other=net v, vvveveoneeenennes  evamn e 4,418 1,310 © 1;128 537 670 715 .
' Total Other Income and Deductions ...,,., 13123 . - 7,783 5,806 2,847 1,798 989
* Income before Interest Charges . .. ... ..... , . 62,372 52,560 ° 50,914. 44,865. 37,360 39,220
Interest Charges ‘ L R . -

. Long-termdebt. . . ... e R 25,594 22542 . 19378 16,963 14,965 13,738
Short-termdebt ...... e e PR 1,588 1,319 1,054 . 1,568 2,255 1,246
Other—net . o it iiinrcencrre et rennon 416 494 - 246 1,227 210 103
Allowance for borrowed funds used during, : ’

CONSITUCHON os e o vt i vr e emvy e oannns (4,812) (4,844} (2,853) (1,264): (613) (173)
Total Interest Charges . . . v v v vnvsery e 22,786 19,511 17,825 18,494 16,817 14,914
Net Income. ., ...... frratamensemen ' 39,586 B 33,049 © 33,089 . 26371, 120,543 24,306
Dividends on Preferred and Preference Stock, at’ A ' e b o
requitedrates . ... .. ceurercnnen e 5,678 6,512 6,245 ‘4,054 3,550 3,550
Earnings Applicable to Common Stock , .. ... .. ' $33908 $26537 S 26,844 s 22,31?' $ 16,993 $.20,756.
Weighted average number of shares outstanding in . : . T
each period, adjusted for stock dividends (000s) 13,774 12,474 11,983 10987 - 10,628 9,753
Earnings per Common Sﬁare B, $2.46 $2.12 $2.24 $2.03 $1.59 $2.12°
Cash Dividends per Common Share, adjusted for - )
stockdividends ................ T $1.41 $1.29 $1.20 $1.15 - $1.09 $1.04
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RS ROCHESTER GAS AND ELECTRIC CORPORATION At December 31

Condensed Balance Sheet (housanss of oonars) 1976 1975
ASSETS
Utility Plant, atoriginalcost . . . ........ . ..o $857,959 $789,775 $727,687 $693,404 $659,308 $618,891
Less—Accumulated depreciation and
amortization ... .... (b e ssae s e 261,477 229,122 198,778 185,455 167,645 150,600
596,482 560,653 528,909 507,949 - 491,663 468,291
Constructionworkinprogress . . .. ..o a.. 213,534 162,127 120,702 79,381 39,324 24,542
Netutilityplant . . . .. o e v i v e s 810,016 722,780 649,611 587,330 530,987 492,833
Investment in Subsidiary, atequity ........... 1,996 1,947 1,911 1,871 1,834
CurrentAssets, . ....... rsere s 66,953 58,387 61,090 53,796 52,678 38,982
Deferred Debits ............. P e ae e 14,421 15,260 8,151 7,450 8,213 4,874
Total ASSeIS . o v v nwsecnrcecaenanann $893,386 $798,374 $720,763 $650,447 $593,712 $536,689
CAPITALIZATION AND LIABILITIES
Capitalization
Long-termdebt....... ... ... ..l ..o« 5384303 $361,022 $311,395 $267,314 $267,348 $237,382
Preferred stock . .. ... s seraaceaere e 67,000 67,000 92,000 89,000 67,000 67,000
Preference stock .. .. .. Aevasessnonannna 28,000 .28,000
Common shareholders’ equity |
Commonstock ..c.onearvnnenanaanns 246,938 212,533 181,301 173,586 154,758 148,566
Retainedearnings . « ., « « v o vaa v  eceeaa 77,338 70,819 67,812 60,502 53,568 52,184
" Total common shareholders’equity . . ..~ e v 324,276 283,352 249,113 234,088 208,326 200,750
* Total Capitalization ...........cca..s 803,579 739,374 652,508 590,402 542,674 505,132 ‘
k3 )
Current Liabilities ........... P ee s e anean 68,362 42,813 54,652 51,712 43,952 29,001 ‘
Deferred Credits-and Other Liabilities . ....... 21,445 16,187 13,603 8333 7,086 ST 2,466
Total Capitalization and Liabilities.. . . . . . .. 5893,386 $798,374 $720,763 $650,447 $593,712 $536,689 ‘
At December 31 ]
. . s .
Financial Data 1978 1977 1976 1975 1974 - |
o Capitalization Ratios (percent)
o tong-termdebt.................. fesas 47.8 48.8 47.7 45.3 49.3 47.0
Preferred and preference stock ..... eeaenn 118 129 14.1 151 123 133
Common shareholders’equity « . . . ... vo e v 404 383 38.2 39.6 384 39.7 -
Total o v vvsmvreacnnrnan Ceaaeae -100.0 100.0 100.0 1000 - 1000 . 100.0
Book Value per Common Share-Adjusted for Stock ‘ K
Dividends—YearEnd .....~..viveraeanan $22.01 $21.34 $20.89 $19.69 $19.55 51891
Internal Generation of Funds (percent) . ....... 395 359 4.6 4235 423 © 89.8
Rate of Return On Average Common Equity—
Year End (percent) . ... .... K aeee e 1122 10.02 1116 1018 8.44 11.35
Effective Federal Income Tax Rate (percent) ..... 12.8 6.2 _ 106 14.4 17 229
DepreciationRate~Electric . . ... ... . ccuns 3.09 , 300 2.90 2.79 2.79 271
—GaS siieirrervenacnan 279 267 2.63 2.60 2.60 . 248
Interest Coverages ' .
Before federal income taxes (incld. AFDC) . . .. . 2.65 245 279 256 220 3.09
(excld. AFDC). . ... 2.16 1.98 243 2.38 210 3.04
After federal income taxes (incld. AFDC) ...... 243 2.36 2.60 233 218 2.61
(excld. AFDC) . ..... 1.94 1.89 224 215 208 2.58
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R;:Jz.:.éag ROCHESTER GAS AND ELECTRIC CORPORATION Year Ended December31
Electric Department 1978 1977 1976 1975 1974 1973
Electric Revenue (000%) ’
Residential . . ........... ... ... 0v.n.n S 72854 S 64986 $ 61498 S 53904 S 45354 $ 42125
Commercial ........ ... iiinrnens 58,985 53,520 50,791 = 43,884 37,908 34,387
Industrial .. ... ... ... . i 48,792 41,783 39,402 33,244 30,858 27,597
Other «vvvie i iieneriisiiiinnnannnas 22,000 19,651 18,867 15,597 13,440 12,403
Electric revenue fromour customers .......... 202,631 179,940 170,558 146,629 127,560 116,512
Other electric utilities . . . . . C i asase e 28,676 26,403 18,259 25,496 14,697 21,112
Total electricrevenue ., ............ PR 231,307 206,343: 188,817 172,125 142,257 137,624
Electric Expense (000%) » .
Fuel used in electric generation ,...... e 45,093 44,010 34,247 33,442 25,739 19,461
Purchased electricity ................... 19,337 13,635 18,195 12212 12,070 8,841 .
Otheroperation ... ... oo vnn.., i e 47,602 45,011 40,930 35,662 32,177 28,378
MaintenanCe , ...uvvvmeronsceearnues .. 19305 - ' 16,339 14,796 14,282 © 12,390 11,029. -
Depreciation .......... e e wes e 16,983 15,333 13,865 12,731 11,977 11,026
Taxes—local, stateandother. . .. ....c...... 33,108 31,530 28,543 25,369 22,784 21,281 - -
Electric revenue deductions . .. ............. 181,428 165,858 150,576 133,698 117,137 100,016
Operating Income before Federal Income Tax . . . . 49,879 40,485 38,241 38,427 25,120 37,608
Federalincometax ........... Cean e 9,244 4,041 3,102 5,069 (433) 7,235
Operating Income from Electric Operations (0005) $' 40,635 S 36444 $ 35139 $ 33358 § 25553 $ 30373
Electric Operating Ratio % 56.8 57.7 © 573 55.5 579 49.2
Electric Sales=KWH (000%) B
Residential ... ... ... .o innnn 1,701,938 1660425 1618314 1,530,421 1,456,335 1,468,376
Commercial ....... raer s ve v s van .. 1417,624 1,392,023 1,366,094. 1,294,816 1,226,333 1,261,697
Industrial ............. e e esan 1,517,988 1,431,855 1,384,235 1,284,940 1,346,116 1,424,639
Other ......convivuunn.. s e i 465,373 454,059 437,097 411,122 379,379 385,243
Electric sales toourcustomers ......... «ere. 502,923 4,938,362 4,805,740 4,521,299 4,408,163 4,539,955
Otherelectricutilities . . .. ...v.0vveinne.. 1,445,391 1,453,590 1,187,942 1,864,050 1,182,902 2,269,686
Totalelectricsales . . . . ... oo ivniinnnnnn 6,548,314 6,391,952 5,993,682 6385349 5,591,065 6,809,641
Electric Customers at December 31-
Residential . . ........ G ensera e 251,645 250,121 249,177 246,613 244,063 241,032
Commercial ........ C e eei e 24,137 24,023 23,983 23,874 23,827 23,436
Industrial .. ....... hes s e se s 1,348 1,353 1,371 1,380 1,365 1,360
Other . it riie it isceencianans 2,423 2,328 2,271 2,305 2,316 1,995
Total electriccustomers . v .. .covevsnneenan. 279,553 277,825 276,802 274,172 271,571 267,823
Electricity Generated and Purchased—KWH (000%)
Fossil ..ovirnnmin i inr it i iianenns 2,025,645 2,272,182 2,060,186 1,731,723 1,961,453 1,869,079
Nuclear . ......... Py esesanans e 3,206,313 3,018,305 2,040,746 3,026,894 2,079,539 3,395,564
Hydro . . cv v ii i it ittt i e e naiaennnnn 192,278 222,391 277,010 265,401 234,568 243,582
PUMPEdStOrage ., .oveuevnrncneonen .. 133,287 193,340 118,716 98,743 131,311 57,801
Less energy forpumping. .. .. ... 00ruuan (189,453) (283,573) (180,317) (148,180) (192,311) (86,362)
Other . ...c..vviiinteiiiianananan 1,086 850 2,797 2,198 12,806 8,776
Total generated—=Net ................... 5,369,156 5,423,495 4,319,138 4,976,779 4,227,366 5,488,440
Purchased .............. e 1,579,863 1,400,505 2,106,904 1,888,091 1,836,911 1,709,420
Total electricenergy . .......c.cvvveennons 6,949,019 6,824,000 6,426,042 6,864,870 6,064,277 7,197,860
Electric Generation Costs (000’s)
Fossil ... oot iinenns $38,995 $40,557 $36,901 $33,120 $30,361 $18,099
Nuclear . ............ e e 25,561 22,330 13,485 14,191 7,980 10,368
Hydro....... e Ched e 1,229 1,132 973 1,030 1,085 1,083
Other .......... e s 57 44 118 63 321 123
Electric Department Fuel
Fossil —Total BTU (miillion) .............. 21,139,146 23,862,599 21,822,976 18,388,874 20,911,993 20,331,338
—Cents permillionBTU ............ 144.27 136.92 137.42 14218 117.05 62.12
Nuclear=Total BTU (million) .....,......... 35,812,171 37,822,209 23,837,620 33,128,471 22,909,968 36,683,359
—Cents permillionBTU ............ 43.97 38.04 25.69 2291 11.28 18.62
System Net Capability—KW at December 31
Fossil . ...t iennennnnas 443,000 443,000 452,000 452,000 452,000 457,000
Nuclear . ........ ittt i s inennns 470,000 470,000 470,000 470,000 470,000 420,000
Hydro. . ...ciiiii i i i cieier i nens 47,000 47,000 47,000 47,000 47,000 53,100
Other ...ttt ittt ittt sn s anannss 29,000 29,000 29,000 * 29,000 29,000 42,500
Purchased ........cuueiunmnanannnnnn 339,000 338,000 342,000 356,000 347,000 352,000
q‘otal systemnetcapability ................. 1,328,000 1,327,000 1,340,000 1,354,000 1,345,000 1,324,600
etPeakload—-KW ..................... 983,000 987,000 934,000 925,000 880,000 922,000
Annual toad Factor=Net% ................ 63.9 620 63.8 61.7 63.3 61.0
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R.E’J’_S ROCHESTER GAS AND ELECTRIC CORPORATION Year Ended December 31

Gas Department 1976 1975

Gas Revenue (000%)
Residential . . . .......cccvivennnn ceen. S 5,09 $ 4,828 $ 4,42 $ 3,94 $ 3,809 $ 3,627
Residential spaceheating. .. .......... . 74,425 66,900 63,974 52,584 47,758 40,453
Commercial .. ...t eeirennvennnnan 20,535 18,057 16,848 13,593 12,533 10,433
Industrial ... ..., . ittt nen 13,891 12,014 11,900 9,167 8,583 7,648'
Municipalandother., . . . . ...... ... ivvns 4,584 3,998 3,879 3,170 2,780 2,472

Totalgasrevenue . ........ Ceaaas e 118,531 105,797 101,027 82,478 75,463 64,633

Gas Expense (000%) R
Purchasednaturalgas . ... ....... Ceraarea 71,109 62,086 56,192 42,247 37,342 29,923
Other operation ....... feencaar e en .« 15,810 15,072 14,921 . 13,310 11,492 11,420
Maintenance <. ...+ v evurstsverrronvon 5,768 5,078 4,510 4,500 4,757 4,043
Depreciation . ....... MaArrte 4,641 5,140 4,194 4,137 3,978 3,615
Taxes—local, state and other. ... .. Cenarea. 10,545 10,089 - 9,729 8,715 7,937 7,281

Gas revenue deductions .. ..imvawssovnensan - 107,873 - 97,465 89,546 . 72,909 65,506 56,282

’ Operating Income before Federal income'Tax. . . . 10,658 78,332 - »",‘?11,481‘ . 9,569 L 9,957 8,351

Federal INCOMEtAX" + . v vvweevnewas P 1,966 a7t 2212 - o914 T 1221 840

Operating lncome from'Gas Operations (000s) .. :$ 8692 § 8185 ,°$ 9260 $ 8655 . § 8736 $ 7511

Gas Operating Ratio % . . . . .. PRTOUDU 782 777 ' 749 72.8 710 702
Gas Sales=Therms (000s) = - - ' P :
‘Residential . . , . . . . Samanianeennenwada o 13,465 13,833 " 714,404 14,328 . 14,903 15,141
Residential spaceheating . . . v . on v wia vl 255,951 - 252,923 1275582 - 249224 263290 - 245,368
Commercial .. cvvaniovenrsvamcnrecinasa 82,451 w 777751 . 86400 .. 78217- - 84,872 79,039
Industrial . .. LS i e iy s e dw e 63,709 ., 59956 - 72847 65,760 73926 ' - 78137
Municipal ... .iv it i e i i i 17,748 °© 15975 ©°  18598. - 16,705 © 16,696 17,148
Total Bassales .. u..snassonrassamanaaaoa 433,324 420438 ... 467,831 424,234 453,687 434,833
Gas Customers at December31 - - : Co - :
Residential . ... ... e 38013 39977 40,892 i 41,437 " 42,884 :45,95'
Residential spaceheating . v v v v i e v v et i e 154,366 152,856 153,583 153,848 151,154 144,847
Commercial .., ..viviivvrvrovinennraes 12,092 11,268 11,475 11,390 11,478 731303
C- Industrial . . .o ceiiuvivr o, s 759 - 746 757 756‘ 767 762
< 'Municipal . ...... .. R ‘ 1,084 989 936 957 1,024 T 865
Total gas customers . . . ... P TR . s 206,314 205,836 207,643 208,388 207,307 203,735
~Gas=Therms (bOO’s) ' ’ , ‘ : ,
Purchased for reforming.and mixing - .. ... - ' ©. -9,830 23,160 “31,518 30,834
Purchased forresale . « .« v . vvnvna et i 449,904 = 428,811 478,935 421,252 438,494 422,718
Other . ..... Pew a6t n s mas s s n e 13,178 10,123 7911 7,019 ‘7,063 " 6,535
Totalgasavailable , . .. ... .oivi i inann . 463,082 438,934 496,676 451,431 477,075 460,087
Costof gaspertherm....... P et a s 15.26¢ 14.43¢ 11.37¢ 10.19¢ 8.49¢ 7.13¢
Total Daily Capacity=Therms at December 31
Mixedgas ...... f e asv e de i 269,000 410,844 410,844
Straightnaturalgas .. ...cvivincennane » . 4,164,000 4,164,000 4,164,000 3,895,000 3,871,448 3,762,672
Total daily Capacity .. o v v v v v av v e mnacaneens 4,164,000 4,164,000 4,164,000 4,164,000 4,282,292 4,173,516
.o Maximum daily sendout<Therms . ... ... st 3,183,678 3,578,468 3,497,861 3,041,070 3,192,631 2,985,392
“, Degree-Days (Customer Billing) ‘ _ . '
Fortheperiod. .. v nncirreeieeomnesans 7,021 6,726 ° 6,905 6,211 6,808 5,883

Percent (warmer) colder thannormal .. ...... 45 0.3) - 1.6 (7.2) 13 (12.2)

o L]
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Year Ended Decémbér31

1974. .

- ' Steam Department 1978 1977 1976 . 1975 1973
‘Steam Revenue (0007%) ‘ - -
Commercial . .. ... e eaemare S 6087 $ 6352 S 6,401 $ 5668 $ 5419 - S 3,668
Industrial .. ... .o, . 10,732 10,455 9799 ' 9862 9,396 5,470
. Municipaland other. ... .. viteerannenane 2,291 2,197 2183 - . 1,807 + 1,506 -+ 876
Total steamrevenue ......... e 19,110 19,004 18,383 17,337 16,321 10,014
, Steam Expense (000%) o : e 7 S
?  Fuelusedinsteamgeneration ...;:.... L. 13047 12983, 1214 12,826 10954°", - 6,151
" Otheroperation .i.......cimeucnuan 2273 0 241 1826 | 1,657 | 687 . . 1,201 .-
¢ Maintenance ..., ... los e ol 1173, 955 . ‘900 . 918 . 8197 B16)
" Depreciation . ...... .0 i S0 S s s 581 . 580" 562" ..' 546 © 0536 -7, 504
: Taxes—local, stateand other. ., ......... e 2282 . - 2,257 722300 v 2,073 1,689 . 1437 LT
Steamrevenue deductions . . ... ccer s nenna 19,356 - 19,186 *.. ' 17,632 18,020 , 14,685 10,103
Operating Income before Federal income Tax., . . . (246) (182) 751 (683) 1636 . . (89)
Federalincometax ............. e (163) " (330) " 51 . (688) - 363 - . .(436)
Operating Income from Steam Operations (0005) . $ (78), «$ 148 $ 700 - S 5 $ 1273, § " 347 R
Steam OperatingRatio % ..........c...v.. 863 86.0 807 . 888 . 763 - .. 816, -
Steam Sales—Lbs. (000's) . - T B ,;’,’;j S ;'
Commercial .. ooviutiii i i 898,904 -~ - 933609 1,041,415« . 980,324 . 1,1607122 - : 1268917 "
Industrial ... ... e P v e ea ~»e« 1718565 1,682,033 . 1738391~ 1,839,402 2,127,837 - ‘;‘2,136,794 .
Municipal ....... Peaeas e 346,031 334,645 367,553 325,727 334,463~ 318323
Totalsteamsales ,..... ci0vuvennunnmee 2,963,500 2,950,287 3,147,359 3,145,453 3,622,422 . 3,724,034 |
Steam Customers at December 31 g ‘ ‘A ) :
Commercial ., ......... e 238 254, 271 - 281 - 292, 3027,
Industrial . . . ... P Ceamaenan - 70 . - 74 . 77 277 78. - 78, -
Municipal ............... e 31 32 P32 31 - 31 30
Otal Steam CUSIOMENS v v v v v v v v v s nam e e s 339. 360 380 0389 - 401 . 410 -
Steam Produced~Lbs. (000') IR IR | L o
Produced by steamdepartment . ........... 1,353,053 1,194,132 1,408,029 1,387,363 1,532,246 = 1,442,472
By-product steam from electric department . ... 1,987,638 2,133,853- 2,193,283 2,344,693 ' 2,588,120 2613321 -
Total steamproduced . .............cc.c.. 3,340,691 3,327,985 3,601,312 3,732,056  4,120366- 4,055,793
Steam Department Fuel ' : :  ,? T Col e,
Total BTU (million) .......v.c:s..... «.... 5705943 5548290  6,022360 6,230,767 - 6,807,500 6,849,830« .
Cents permillion BTU .. . . . [ R e 226.21" .« 23260 20335 . . ' 203.08 119631 "', 8980
et ot e e me et e et e N e
Rate Increases
Granted Amount of Rate of Rate of Pending Requests
Increase Returnon Returnon
Class of Effective (Annual Basis) Percent Rate Base Equity Class of Amount
Service Date of Increase (000s) Increase Authorized Authorized Service Date of Filing (0007s) Percent
Electric  October 25, 1972 $10,154 1M.5%  7.96% 12.00% Electric  May 26,1978 $37,946 17.8%
October 23, 1974 17,992 16.0 8.83 13.19 Gas May 26,1978 10,789 89
April 20, 1976 11,002 7.9 9.35 13.50
November 11, 1977 10,186 58 9.31 12.80
February 18,1978 3,000 1.6 9.31 12.80
Gas April 28, 1972 3676 _ 6.8 7.77 12.00
October 23, 1974 4,854 7.6 842 12.09
April 20, 1976 4,983 63 9.35 13.50
November 11,1977 2,536 24 9.31 12.80
' February 2, 1978 678 6 9.31 12.80
team  May 11,1972 897 114 648
November 12, 1973 500 5.1 7.25
April 15,1975 2,475 120 8.69
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Various reports filed with regulatory
agencies for the proposed New Haven
nuclear generating station dwarf
three-year-old Geoffrey Keltner, son of
Company nuclear engineer Wallace G.
Keltner. The project, a model of which is
in the foreground of the cover photo,
would be owned equally with Long
Island Lighting Company. Many of the
reports concem environmental studies
which have cost the two companies over
$30 million to date.
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THE ANNUAL MEETING of
stockholders will be held at the
Corporation’s General Office Building
on Route 13 (Dryden Road) in the

Town of Dryden, N.Y., on May 11, 1979
at 11 a.m. Formal notice of the meeting,

a proxy statement and form of proxy

will be sent to stockholders in early Apnil,




Highlights of theYear

1978 1977 increase Percent

Gross operating revenues (thousands) ............. $ 532,171 $ 459,452 $ 72,719 16
Income before interest charges (thousands) ....... $ 122,206 $ 97,767 $ 24,439 25
Earnings available for common stock (thousands) .. $ 57473 $ 46,851 $ 10,622 23
Earnings per share of common stock ............. $2.46 $2.21 $.25 11
Allowance for funds used during construction

per share of common stock ........ccvvvunnnn $.71 $1.20 $(.49) (41)
Dividends paid pér share of common stock ........ $1.68 $1.60 $.08 5
Taxes per share of common stock ................ $2.78 $2.34 $.44 19
Kwh sales to ultimate customers (millions) ........ 10,492 10,211 281 3
Mcf sales (thousands) ................ erereanaaa 38,271 36,863 1,408 4
. Cost of fuel for electric generation (thousands) ..... $ 118,384 § 87,181‘ $ 31,203 36
Total utility plant (thousands) ...........ccceuvnns $1,789,549  $1,673,083 $116,466 7
Expenditures for construction (thousands) ........ $ 115,098 $ 158,493 $(43,395) (27)
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To the Stockholders:
@

Wells P. Allen, Jr. (left) and Charles F. Kennedy

A milestone was reached in 1978 as total
revenues exceeded $500 million for the first time. In
addition, retum on common stockholders’ equity
reached a new high for recent years of 11.8%.
Despite the improvement, the retum remains below
levels allowed by the Public Service Commission.

While the quantity of eamings increased during
the year, the quality improved as well. A non-cash
item, allowance for funds used during construction
(AFDC), which constituted over half of 1977
eamings, was less than 30% of 1978 eamings. This
reflects to some extent the partial displacement of
AFDC with federal income tax benefits related to the
tax deduction for construction interest, which the
PSC permitted in a fall 1977 rate decision. :

Higher electric and gas rates granted in that 1977
ﬂsion were primarily responsible for the 1978

ings improvement. Although the full effect of
the rate increases was substantially realized during

the year, retumn on equity did not reach the 13%
which the Commission claimed the new rates would
yield. This shortfall occurred despite
colder-than-normal weather and unusually good
sales of interchange electric energy. The latter is
reflected as an offset to purchased power costs.

The shortfall in rate of retumn has become a
common occurrence for the Company in recent
years. It is in large measure typical of the regulatory
lag that has adversely affected utilities nationwide. In
some respects it is ironic because in rate proceedings
expert witnesses and others devote extensive time
and effort to developing a fair rate of retum. After
the regulatory process finally establishes that return,
it becomes somewhat academic as few utilities
receive the rates necessary to actually eam it.

In the Company’s pending application for higher
electric and gas rates, the administrative law judge
has recommended rate increases aggregating only




$42 million annually, based on projected sales
volumes. This is less than half the $94 million
requested by the Company. Adding to the problem
is the fact that the requested and recommended
increases are based on projected sales levels which
now appear to be high in light of energy
conservation by customers that has become
increasingly evident since the application was filed.
Depending on the adequacy of revenue relief finally
provided in the proceeding, it may be necessary to
consider a new application for incréased rates at an
early date.

The Public Service Commission has informally
rejected the New York utilities’ generating company
(ESPRI) proposal, which is reported on page 8.

In our view, this proposal would have been of
considerable help in keeping future rate increases to
a minimum. While there is no practical altemative in
sight, the Commission has indicated that it hopes

to propose one.

There has been much controversy within the state
as to future power needs. Some groups contend
.. there should be no need for additional power plants.
*\‘f"“ We believe that the state’s growing economy and
“ the desire of its residents to maintain and improve
% living standards will require the availability of
additional sources of clean energy. Our peak
demand has grown in the past five years by
437,000 kilowatts, or more than 25%. Although
nobody knows of course what degree of growth will
actually materialize, we are projecting growth in

... demand for electricity of between 4 and 5% per

‘year as our best estimate at this time. Given the
‘nation’s general energy situation, the evermore
indispensable uses of electricity, plus the present-day
stretch out by years that is encountered in creating
new generating plants, we believe that the public
interest will have been better served if we were to
find ourselves years hence on the high side rather
than the low side of electricity demand.

Improved gas supply to the Company and other
utilities is an encouraging development. In the near
term, we anticipate some recovery in sales growth,
particularly to industrial customers. Over the longer
term, sales will depend on national gas supply
developments.

Under legislation adopted in 1978, a new State
Energy Office is charged with developing forecasts
of the state’s future electric and gas needs. Its
findings will be binding on other state agencies
concemed with need for and siting of major
generation and transmission facilities. The Company
and the state’s other utilities are currently submitting

comprehensive energy data to this agency. After
public hearings, it is expected the State Energy
Office will issue its conclusions sometime in 1980.

Since last October, the Company’s operations
have been undergoing close scrutiny by a
management consulting firm selected by the Public
Service Commission. This management audit is
required every five years by state law. We are
working with the consultants in an effort to
determine any areas where improvements may be
made to increase operating efficiencies.

Keeping cost increases to a minimum was a prime
objective of management during the year and will
continue to be in the future. Operating expenses in
1978, excluding electricity production and )
purchased gas costs, increased 7% despite general
inflationary cost rises for all goods and services
which averaged 8% nationally.

Looking ahead to 1979 operations, there are the
usual number of imponderables, not the least of
which is the outcome of the pending rate
proceeding. We are hopeful that the PSC will
recognize that the Company must have adequate
eamings if it is to raise the large amounts of capital
needed to finance the construction program. Some
progress was made in the last rate case with the
result that eamings quality and cash flow have
improved. We look for a continuation of that
progress.

No annual report is complete without recognizing
the skill and diligence of our employees in
accomplishing their assigned tasks. They are as
conscientious a group as you will find anywhere.

May we take this opportunity to express
appreciation to our stockholders for their support
and continued confidence in the management.

FOR THE BOARD OF DIRECTORS,

Chairman and
Chief Executive Qfficer

Wi Pty

President and
Chief Operating Officer

March 1, 1979




Condensed Statement of Income

1978 1977 Increase

Thousands of Dollars
REVENUES ) |
Salesofelectricity ...........ccoiiviiin. $433,774 $374,456 $59,318 ‘
Sales of gas and miscellaneous income ....... 98,599 84,836 13,763 |
o] 7 532,373 ‘ 459,292 73,081 i
|
|
\
EXPENSES |
Wages and salaries of employees and contribu-
tions to retirement and insurance plans (exclu-
sive of $40,179,000 in 1978 and $37,518,000 in
1977 charged to construction, etc.) ......... 58,686 55,639 3,047
Fuel used to produce electricity ............. 118,384 87,181 31,203
Electricity purchased and interchanged ....... 19,059 46,599 (27,540)
i Gas puUrchased «..vvveenrinrnennnronsonns 63,896 56,284 7,612
Other materials, services and research ....... 54,309 45,615 8,694
Federal taxes .....evviiiniiivreenenncannns 10,569 1,438 9,131
State and local taxes ................. eeeaes 54,461 48,281 6,180
Depreciation .....c.ciiviriririvennnnennnas 41,462 34,544 6,918
0 LI - | 420,826 375,581 45,245
Income available to investors ................ 111,547 83,711 27,836
ALLOWANCE FOR FUNDS
USED DURING CONSTRUCTION .......... 16,655 25,363 (8,708)
INVESTORS' SHARE
Interestonbonds .......cviniiiiiniiinnnnn, 51,918 43,509 8,409
Interest on notes payable and other ........... 5,721 5,620 101
Dividends on preferredstock ................ 13,090 13,094 (4)
Dividends on common stock ............ oo 38,732 33,564 5,168
Total ..ttt i it i e 109,461 95,787 13,674
RETAINED IN THE BUSINESS .......e00vene $ 18,741 $ 13,287 $ 5,454
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Outstanding recreational facilities and

pleasant residential areas contribute to the quality

of life in the service territory. The Finger Lakes,

. Catskill Mountains and Southem Tier regions offer
a variety of leisure-time activities.

" General Review of theYear

Eamings and Dividends

Per-Share Earnings Rise 11%

Operating income in 1978 was $103
million, an increase of $20.3 million or
25% over 1977. Most of the increase
reflects higher electric and gas rates
which added about $45 million to
1978 revenues.,

Allowance for funds used during
construction (AFDC) declined as the
result of the start-up of a new generating
unit and the use of a net-of-tax AFDC
rate for major projects. The effect on

income of the latter was offset by higher
revenues permitted by the Public
Service Commission to offset the federal
income tax effect of the interest paid on
construction funds, thereby improving
interest coverage and cash flow. This
offset is reflected in Other Income as a
part of the federal income tax credit
which also reflects improved availability
of investment tax credits.

Interest charges of $57.6 million
were 17% higher largely as a result of
additional mortgage bonds outstanding
and higher short-term interest rates.

Eamings available for common stock
rose 23% to $57.5 million. On a
per-share basis eamings were $2.46,
based on a larger average number of
shares outstanding. This is 11% higher
than the $2.21 recorded in 1977.

Dividends paid per share were $1.68
which compares with $1.60 in 1977.
The quarterly dividend rate was
increased to 42 cents a share effective
with the February 15, 1978 payment.

After common stock dividends of
$38.7 million, eamings retained in the
business were $18.7 million.

An estimated 22% of 1978 common
stock dividends is a retum of capital for
federal income tax purposes and may
be excluded from dividend income.
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Dividend Reinvestment

Plan Now Includes Discount

With the February 15, 1979 dividend
payment, the Company instituted
a revised Dividend Reinvestment and
Stock Purchase Plan which features
a 5% discount on the purchase of
additional shares with reinvested
dividends. In addition, the lump-sum
share purchase option was increased
from $3,000 to $5,000 quarteriy.
The discount does not apply to lump-
sum purchases. There are no
commissions or service charges for the
purchase of shares.

he new plan has been well

ived by stockholders. Stockholder
participants have increased from

L e vt
oz e i

¥
WU

about 9% of total stockholders in 1978
to 14% currently.

During 1978 stockholders purchased
99,600 shares with $1.8 million of
reinvested dividends and 77,100 shares
with $1.4 million in optional cash
payments. Participants invested
quarterly an average of $80 with
dividends and $550 with
cash payments.

If you are interested in enrolling in the
plan, send for further information to
New York State Electric & Gas
Corporation, Shareholder Services, .
P.O. Box 200, Ithaca, New York 14850,
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Stockholders

Number of Stockholders
Increases 25%

Largely as the result of the sale of

new common stock, the number of
stockholders increased from 51,600 to
64,600, or 25%, during the year. The
number of shares outstanding at the end
of 1978 was 19% higher than a

year earlier.

A majority of the Company’s shares,
or 61%, is owned by individuals. About
a third is owned by institutions such as
bank trust accounts, pension funds and
insurance companies. The remainder is
primarily held by stockbrokers for
Individual accounts.

Of the individual stockholders, about
80% own 300 shares or less. This
means that at current market prices
most stockholders have less than $6,000
invested in the Company,.

Rate Matters

o

iH:gher Rates Pending

* - In May 1978 the Company applied to
- *the Public Service Commission for

higher electric and gas rates which are
needed to offset inflationary increases in

| costs, improve interest coverage, and

" provide a fair retum on stockholders’
investment. The proposed rates would

* increase annual electric revenues by
+ $87.4 million, or 18%, and gas revenues
‘by $6.3 million, or 6%, based on sales

projected for a test year ending April 30,
1980.

After a series of public hearings, the
presiding administrative law judge
recommended eatlier this year that
electric revenues be increased $40.5
million annually and gas revenues $1.8
million. The recommendation was
based on including $100 million of
construction work in progress in rate
base, which is $205 million less than the
Company has requested. It was also
based on interest coverage of 2.7 times
and a retum on common stock equity of
13.65%. The Company has requested
3.0 times coverage and a 15% retum
on equity.

The Commission is expected to
render a decision in the proceeding on
or before April 20, 1979.

Generating Company

PSC Informally Turns
Down ESPRI

After four years of deliberations,
including extended public hearings,
members of the Public Service
Commission indicated informally in
February 1979 that they would reject
New York utilities’ proposal to finance
and operate a generating company.
The company, known as Empire State
Power Resources, Inc. (ESPRI), would
have built and operated new generating
facilities on a statewide basis thereby
permitting thé sharing of risks, reduction
of.construction costs, and other means
of keeping future rate increases at

a minimum.

In early 1978, the presiding
administrative law judge issued a
decision recommending approval of
ESPRI with certain modifications.

He found that the generating company
proposal was in the public interest

and that it would provide potential for
reducing the need for future

rate increases.

Wooden utility poles are tested for
decay, moisture and condition as part of
Company research into using fumigants to
extend the life of poles and reduce,
replacement costs.

The PSC’s objections to ESPRI
apparently centered on two features of
the proposal: the regulation of ESPRI’s
wholesale power rates by the Federal
Energy Regulatory Commission and the
automatic recovery of ESPRI's costs
through an ‘‘automatic revenue
assurance mechanism.”

The sponsoring utilities believe that if
the entire ESPRI proposal is denied as a
result of the above objections, the
people of New York State will lose the
opportunity for significant savings in
future electric bills. As a result, the
utilities have formally requested the
Commission to approve ESPRI without
the revenue assurance mechanism and
subject to passage of federal legislation
that would permit exclusive PSC
jurisdiction over ESPRI’s rates or. in the
altemative, to hold its decision in
abeyance until such legislation could
be pursued.




TR T (T SO T LyTR | s g s R e |
TR LRI N AR B RN
R N f

s K
”"‘:-\»'rﬁ'»ﬂ%g: 4

-

Soll testing Is part of extensive
engineering studies conducted at site of
proposed Somerset generating station near
Lake Ontario.

New 115-kifovolt equipment is installed
(left) at Macedon Substation to meet
growing electricity demand in Geneva area.
More than $90 million was spent on such
improvements during 1978,
Ground-water samples are collected
(below left) from the ash disposal site
serving Milliken generating station and then
tested as part of efforts to safeguard the

environment.
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Independent Audit }

Management Review Begins

'

+ Under a state law adopted in 1976,

= % the state’s major utilities are required to

(U 28

.2¢ & undergo an audit of operations every

<*"* five years to evaluate the effectiven
of management in conducting
efficient operations.

ess

In October 1978 Theodore Barry &

Cost of Coal
used for

Generation
Cents Per Milion BTU

L
<

X SRR
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Associates, a nationwide management
consulting firm, was selected by the
Public Service Commission for a
management audit of the Company.
The first phase of the audit, expected to
be completed by April 1979, involves a
comprehensive overview of operations
to determine areas where there is
potential for cost savings and improved
efficiency. A second phase, if required,
would study in depth the areas
designated in phase one and make
recommendations for changes.

The first phase of the audit is
estimated to cost $350,000. The
Company is required to pay the full
cost of the audit.

Power Supply

New Peak Load Established

In mid-February 1979 a new peak
electric load of 2,138,000 kilowatts (kw)
was established. It exceeded the
previous peak set in December 1976 by
3% and the 1977-78 winter peak by
5%. During the past five years, peak
loads have increased at an average rate
of about 4% a year.

The Company's power supply
capability to meet peak loads is

Management consulting firm and Public
Service Commission representatives visit
power supply center as part of a periodic
review of Company operations.

currently 2,567,000 kw. This comprise:
1,782,000 kw of generating capacity
(substantially all of which is coal-fired),
685,000 kw of purchases from the
New York State Power Authority and
100,000 kw of purchases from a
neighboring utility. Most of the
purchases from the Power Authority are
from the Niagara hydroelectric project
and are made under a contract
expiring January 1, 1990.

A third unit at Homer City Generating
Station, a 652,000-kw coal-fired facility
half-owned with Pennsylvania Electric
Company, began operation in
December 1977, It operated at an
average of 70% of full rated capacity
during 1978, which is unusually good
for first-year service. A coal-cleaning
plant at the station continues to undergo
development and testing and is
expected to be placed in full service
in 1981.




Future Power Supply

Load Growth Projected at
4 to 5% a Year

The Company is currently projecting
peak-load growth of 4 to 5% annually
over the next fifteen years. To meet this
growth, it plans to begin construction
this fall of an 850,000-kw coal-fired
generating station, Is participating
in construction of a nuclear unit, and is
planning, along with co-owner Long
Island Lighting Company (LILCO), the
construction of two nuclear
generating plants.

The coal-fired facility would be
located at Somerset near Lake Ontario

in westem New York. It was approved in’

late 1978 by a 5-0 vote of the state
iing Board and certain aspects of its
gn are currently awaiting approval

by federal regulatory agencies. It is
estimated to cost $980 million which
includes major expenditures for flue gas
desulphurization facilities. About $40
million has been spent to date for land,
environmental studies and licensing.
The projected in-service date was
recently changed from 1983 to 1984
due to delay in receipt of

regulatory approvais.

The Company is an 18% participant
in a 1,090,000-kw nuclear unit being
constructed by Niagara Mohawk Power
Corporation as a second unit at its Nine
Mile Point generating facility near
Oswego, New York. The Company’s
share is estimated to cost $312 million of
which $91 million has been spent to
date. In late 1978 the initial operating
date for the unit was rescheduled
from 1983 to 1984 because of
construction delays.

The other nuclear facilities would be
one-half owned by the Company and

Schoolchildren leam about energy from
market services personnel who made 163
school presentations to more than 15,000
children in 1978.

are planned for service in the late 1980s
and early to mid-1990s. One is a plant
with two 1,150,000-kw units proposed
to be built by LILCO at Jamesport,
New York, in Suffolk County. The other
would be built by the Company at New
Haven, New York, near Oswego, and
would have two 1,250,000-kw units.

At the end of 1978, the Company had
expended $58 million on the New
Haven project, to be matched by

~LILCO, and $52 million on Jamesport,

including outlays for nuclear fuel. These
plants are currently subjects of Siting
Board and other regulatory

agency proceedings.

To meet anticipated load growth in
the years prior to 1984, the Company
plans to purchase generating capacity
from neighboring utilities when required.

11




1978 Construction

Outlays Down From
Forecast Level

Construction outlays in 1978 aggregated
$160 million which includes $16.7
million of allowance for funds used
during construction. Expenditures were
down about 20% from forecasted

levels largely because of generating
project delays and reduced needs for
transmission and distribution

system reinforcements.

Net additions to plant were $132
million because of a transfer of $28
million to investment other than plant.
The transfer reflects LILCO'’s one-half
interest in the New Haven project.

Major expenditures during the year
included $32 million for the Company’s
share of Nine Mile Point 2, $20 million
for the New Haven project, $10 million
for the Company’s share of the
Jamesport project and $4 million for the
Somerset project. Slightly over $2
million was expended on nuclear fuel,
" %73The remaining $92 million was spent
fIfoxxgeneral improvements in electric
-and gas systems, including capital spent

->td'meet environmental requirements.
Minor projects of $25,000 or less
aggregated $39 million.

‘Future Construction

, \«Three-Year Program
@Record $858 Million

Construction expenditures for the three
years 1979 through 1981, including
AFDC, are projected to total $858
million, a record three-year program
for the Company,.

About 30% of the projected
expenditures, or $257 million, is
budgeted for construction of the
Somerset project. The Company's 18%
share of Nine Mile Point 2 will require
$110 million, Other large outlays include
$77 miillion for the Company’s share
of the Jamesport project and $33

12

million for its share of the New Haven
generating station. The purchase and
fabrication of nuclear fuel is estimated at
$23 million during the period.

The remaining $358 million is
required for general improvement of
electric and gas systems, additional
facilities to serve new customers, and
modifications and installations required
to meet environmental regulations.

a"

Financing

Third of Construction Needs
Provided Internally

Cash requirements for construction in
1978 were $143 million, of which $51
million, or 35%, was provided through
intemally-generated funds. With
repayment of $5.5 million in maturing
3% first mortgage bonds and a
reduction of $45 million in short-term
debt, total cash requirements were
$194 million.

In addition to the intemally-generated
funds, cash requirements were met

with proceeds of three secunrity issues
aggregating $119 million, about $21
million in reduced net working capital
requirements, and $3 million from

the dividend reinvestment plan. (w

The security issues included a sale
two million shares of common stock to
underwriters in March at $18.095 a
share. The stock was reoffered to the
public at $18.625 a share. Another
two-million-share issue of common
stock was sold to underwriters in
October at $16.275 a share and was
reoffered to the public at $16.875
a share.

In July, $50 million principal amount
of 9.35% first mortgage bonds due
2003 was sold through private
placement with 19 institutional investors.
The bonds have a mandatory sinking
fund giving the issue an average life of

" 17 years, and an option with respect to

the sinking fund which, if fully exercised

. Stone, clay and glass products .
Machinery, except electrical ...
Transportation equipment.....
Fabricated metal products ... ...

Primary metal industries ......
Food and kindred products....
Rubber and plastic products ...
Chemicals and allied products .
Paper and allied products . ....

Printing and publishing .......
Wood products, except fumiture
Petroleum and refining .......
Leather and leather products ..
Textile mill products ..........
Fumiture and fixtures
Metal mining ...............
Miscellaneous industries

Total ..oeviiiieaennns

Industrnal Electric Revenues

Electrical machinery and supplies . .....

Instruments and related products ......
Nonmetal mining, excluding fuels......

Unclassified (under 50 kw demand)....

1978 Percent

(thousands) of total

....... $ 10,824 13.3%
....... 8930 110
....... 7,885 9.7
....... 6,662 8.2
6,468 8.0
........ 6,361 7.8
....... 6,130 7.5
....... 5,239 6.4
....... 3,143 39
....... 2699 33
2,427 3.0
2,069 25
....... 1,857 23
...... 1,781 2.2
....... 1,186 1.5
....... 1,032 1.3
....... 847 1.0
........ 839 1.0
....... 793 1.0
....... 1,663 2.0
2497 3.1

....... $ 81,332 100.0%

....... $433,774 {
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by the Company, would give the issue

an average life of 11%2 years,

Work is under way to seek regulatory
. approval for the establishment of trusts
for financing nuclear fuel outlays which

currently aggregate about $20 million.

It is estimated that $128 million will be

required from extemal sources to

finance 1979 construction requirements
and to refund $10 million of 2.80% first
mortgage bonds due December 1. It is

presently anticipated that these funds

will be provided through sales of
additional debt and senior
equity securities,
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Vineyards flourish near Keuka Lake in
the scenic Finger Lakes region. Agriculture
Is an important part of the service area’s
economy.

Construction Program °
COMPLETED FORECAST
10 YEARS 3 YEARS
1979-1981

1969-1978
$1132,000000 $858,000,000
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Environmental Protection

Somerset Protection to Cost
$240 Million

The proposed 850,000-kw coal-fired
generating station to be built at
Somerset, New York, provides striking
evidence of the high cost of
environmental controls. Environ-
mental devices, notably flue gas
desulphurization equipment, will
account for $240 million, or about a
quarter of the total estimated cost

of the project.

The Company is continuing its efforts
to meet stringent federal and state air
and water quality standards at existing
generating stations. These activities
include improvements in water
treatment, air pollution controls and ash
disposal. Several studies conceming
stack emissions have been completed
and plans are under way to improve
emissions by mid-1979. Air quality

« monitoring efforts for state agencies
... will be continued at Jennison and
<. Hickling generating stations.
¥ During 1978 the Company
225 incurred an estimated $40 million in
{; environmental capital, operating and

maintenance expenses. For the next
three years (1979-1981) those expenses
are expected to total $160 million.

Conservation

ﬁ; Insulation-Financing

> Response Disappointing

Despite promotion through radio and
newspaper advertising and bill
enclosures, customer response to a
conservation program mandated by law
has been disappointing. The program,
which was initiated in October 1977,
provides for financing of home
insulation and the conduct of energy
surveys of residential premises for a $10
fee. To date only 40 insulation projects
have been financed and 90 energy
surveys completed. '
Other conservation efforts where
there are no fees or charges to
customers have been more successful,
Market services personnel address
civic and other groups on conservation
methods and the wise use of energy.
They work closely with home builders,
industries and commercial, municipal
and farm customers to promote efficient
utilization of energy. Free publications
on various energy conservation topics
are popular and are distributed widely.

14

The Revenue Dollar

Attic insulation is checked during

an energy audit of a customer’s

home. Such insulation is particularly

important in one-story homes where «
over half of heat lost escapes through

ceilings. ‘

1978

82% ELECTRICITY
18% GAS
100%
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New energy'management system is used
ontrol air handling and other equipment
Giobart College in Geneva. Market
services personnel help customers install
such systems,

[

Large-particle detector at the Wilson
Synchrotron Laboratory at Comell -
Unlversity in Ithaca contains this cylindrical
chamber where collisions of high-energy
particles are studied in basic research
conducted at the University.

Research and Development

-
x

Expenditures Rise 12%

Expenditures on research and
development in 1978 amounted to $3.8
million, a 12% increase over 1977.

About three-quarters of research
outlays reflect the Company's
participation in various research
organizations. The largest amount, $1.3
million, is contributed to the research
program of the Electric Power Research
Institute which is financed by private
and publicly-owned utilities nationwide.
The Institute’s research budget totals
over $200 million and is devoted
to such areas as nuclear safety,
direct-current transmission and
improved ways of generating electricity.

Participation by the Company
in research of the Empire State
Electric Energy Research Corporation
(ESEERCO) amounted to $670,000.
ESEERCO spent $4.5 million on
research and development in 1978,
including work on laser fusion
development, use of fuel cells and new
methods for insulating transformers,

Under state law, the Company is
required to finance, along with the
state's other electric and gas utilities, the
New York State Energy Research and
Development Authority’s research
program. The Company contributed
$820,000 in 1978. Its research projects
range from the use of solar energy to
the development of small hydro-
electric plants,

The remaining quarter of research
expenditures was devoted to intemal
research projects including improvement
of coal-cleaning at the Homer City
Generating Station, prevention of decay
in wood poles and improving
performance of electrostatic precipi-
tators used to remove dust from
stack discharges.
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Electric and gas sales growth
among industrial customers outpaced
other customer categories in 1978.
This new plant (above) near Aubum,
which created 210 new jobs, is
designed to produce up to two
million bottles a day for a nearby
brewery.

e o Electronics firm (right) near
Oneonta makes depth finders and
\ communications equipment, while
. another plant (far right) north of
Brewster extracts and packages
humus and topsoil for home
gardeners. These facilities are
typical of small industry in

the service area.

Electric Department

Kwh Sales Increase 3%

Kilowatt-hour sales in 1978 increased
3%. Revenues were up 16%, reflecting
higher rates which became effective
November 1, 1977 and fuel costs
included in customer billings.

Percent increases by principal
customer category were as follows:

Kwh Sales Revenues
Residential 2% 17%
Commercial 3 15
Industrial 5 16
Other - 12
Total 3% 16%

During the past five years, growth
in kilowatt-hour sales has averaged
about 4% a year.

Operating and maintenance expense,
excluding production costs, increased

16

$4.4 million, or 7%. Production costs,
which constitute 70% of operating and
maintenance expense, also increased
7%, and reflect greater sales and
reduced purchases of interchange
energy. Initial operations of Homer City
3 made relatively low-cost energy
available for interchange sales which
offset higher fuel and other expense.
Net sales of such energy are credited to
production costs. Average unit fuel
costs for generating facilities increased
15% to $1.23 per million Btu.

Gas Department

Over 600 Install Heating

Unit gas sales in 1978 increased 4%
over 1977. Use by space heating
customers increased only 1% despite
colder weather and the fact that over
600 customers installed space heating
equipment during the year Itis
evident that many customers have

improved insulation or otherwise
conserved energy.

Gas revenues rose 16% and now
total $97.8 million. Revenues reflect
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A worker uses natural gas to make

a part for a gas-turbine engine at an
expanding manufacturing facility near
Norwich, which recently increased its work
force from 500 to 700. Newark floral firm
added an acre of new greenhouses (left)
with sophisticated devices for controlling
temperature and moisture levels. Central
New York famer (below) discusses insulation
and electrical system for his new bam

with Company representative,

higher rates instituted in November
1977 and increased purchased gas cost
included in customer bills,

Sales and revenue increases by major
customer category were as follows:

McfSales R
Residential —_— 13%
Commercial 3% 15
Industrial 8 20
Total 4% 16%
With the increased availability of gas

from pipeline suppliers, the Company
has resumed limited promotional activity
in most operating areas and is adding
new customers where gas distribution
facilities are available.

Operating expense, excluding the cost
of purchased gas, rose 5%. Purchased
gas expense increased 14% and on a
per-unit basis was $1.66 per Mcf which
compares with $1.54 per Mcfin 1977.

17




LLE TN

New York State Electric & Gas Corporation
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Balance Sheet
ASSETS

UTILITY PLANT, at original cost (Note 1):
Electric......ce..
BS e eeonuennnnnsanasssosascsssssessssssssssssscssasessssensssestssssrocse
COMMON .uvveecsnnonsssnncnnss vesssasaasns
Less, Accumulated depreciation .......cccvencirerrictssarseenstsnnanns
Net utility plant In service ........ tetresaassesns
Construction Work In Progress ..eeecessscesssesessvoanssescscssnsaanns

OTHER INVESTMENTS (Note 5)

CURRENT ASSETS:
Cash.....
Speclal deposits .....

Accounts recelVable ..ueeecesconsvrssasecosssssscansscsssscsscsscrsssrcenee
Ul teveveensnunassansnsssescsssssosssasosesssasiansnossnanesnsescsonsnann

Materials and supplies, at average cost ...ccceveencennasccosescrsssssosncccccns
Prepayments ..... cecasssaansanns

DEFERRED DEBITS: '

Fuel costs defermed....ccoveeuecercnnsoscsasacsscasascsccsssasscsacsssansscans
Unamortized debt @Xpense ..ccvcerevecccecnncccscncccscscescssansescscsssscse

Olher coevenecarocnssceervosanessanrscasscnannnns cesessasasenans

CAPITALIZATION AND LIABILITIES

CAPITALIZATION:
Capital stock and retained earnings:
Proferred stock........ tetesasnssennnuee Ceteseseesessesrnnasesasasannanas
Common stock equity:
Common stock ........ seseasarunn tessecssatasessansaens trseasaasancans
Capltallnexcessoiparvalue........ ...........
Capltal StoCK eXPense ....cececescerssssannannns eveessvetassavennanunan-
Retalned @arnings v..ceeveeverncsarsatcsscasonssasaannanssassaansnne
Total cOMMON SOCK @GQUItY ... veerenreeseesosccnosssansansanas
Long-term debt ......cccineennnss tesestesssmseenseesatanasaaseseneraanaran
Total........... tesesssesssssanseuns
CURRENT LIABILITIES:
Long-term debt, due within one year .....ceveesrcrencsscnnsacscscanss
Notes payable (Note 6) «cccvevsen ceee
Accounts payable.....cccoves.. .. ..
Dlvldendspayableonpreferredstock........................ .
Penslons accrued..c.cceeas teeeecssassassasassesnessesusatssesresnnacarans
Taxes accrued........ ereeresescsrsaseanans
Interest accrued.......
Bl iveceancncnnanans
DEFERRED CREDITS: -
Accumulated deferred Investment tax credit (Note3) ...ceeececenrescccocssanes
Other....cooeeeesvreccarssenrnceccsaseassnsannnsanns
ACCUMULATED DEFERRED FEDERAL INCOME TAX (Note 3) ......... cesesssanan

The accompanying notes shown on pages 22 through 25 are an integral part of the financial statements.

December 31
1978 1977
Thousands of Dollars
$1,325,609 $1,265,796
115,577 112,764
39,058 37.617
1,480,244 1,416,177
376,933 350,014
1,103,311 1,066,163
309,305 256,906
1,412,616 1,323,069
48,453 19,668
4,550 7,178
10,915 9,702
53,606 47,142
18,907 - 32,686
16,272 14,153
8,802 8,613
113,052 119,474
14,059 12,144
6,654 6,292
8.591 9,215
29,304 27,651
$1.603,425 $1,489,862
$ 176,375 $ 176,463
171,166 143,322
181,375 137,293
(4.614) (4,403)
185,479 66,738
533,406 442,950
711,347 672,461
1,421,128 1,291,874
10,000 5,500
35,300 79,500
34,751 41,431
3,272 8,273
11,750 10,644
17,251 3,491
16,862 14,388
17,289 10,561
146,475 168,788
10,762 4,570
1,760 1,393
12,522 5,963
23,300 23,237
$1,603,425 $1,489,862




New York State Electric & Gas Corporation

Statement of Income

‘ !

OPERATING REVENUES:
Electric ..... Citereseeansrssestsesancarscacnansnen

GaS veenrriincnrans

Total o ueeiiiiiieiiiirtiitettenctannasnsesctsccsasccasnnenas

OPERATING EXPENSES:

Operation—fuel (Note 1) ....cvvieivinennnennreennnas Cieesesisstesesanesenn

=O0ther tivvirantarecseencrecnenncanns
Electricity purchased and Interchanged.......
Gas purchased ......... theessesssrrsesacenns crenes
Maintenance.......... retsanas
Depreclation ....ccciiiiiienirinsecnsaneennanennan
Federal Income tax (NOt83) ..u.veeeeurirsntnceucnceaesnsnessnacesanassasnes
Othertaxes (Not@ 7) vuvvverovescsanecnnmnnanansd et eeesctsessesesnresnsanns

] |

OPERATING INCOME . .iuuvuiieeuisesnrrostosnccsnarnenssococsncnssonssassnos

OTHER INCOME AND DEDUCTIONS:
Allowance for other funds used during construction (Note 1} ..vveeererrecencennss
Federal income tax credit (N0t 3) .......cevevevnvecnanns
Other.net ........ ceeenans seeresennasanas ceersssssanassnenn cetacnansaas

Income before Interest charges........eeeeeeeeasssscasoossans

INTEREST CHARGES:
Interest on Jong-term debt ......ceuereeeneeneroerecensossasensocsccsasancnne
‘ Other interest..... Creseensasesantsasestasanasanens
Allowance for borrowed funds used during constructlon (Note1) .voivvrnnnnnannes

Interest charges —net .....c.covvevenn..

NET INCOME. .. utuauintieienssauueesrorocnsososocscssssscsencnasassnnnsnns
* PREFERRED STOCK DIVIDENDS. . ceutirerusererncsoncscsssencacresancnonnnns

EARNINGS AVAILABLE FOR COMMON STOCK ....vcvveenenns. .

EARNINGS PER SHARE ..1.vviicieeinnvioenenonnanssensennes tessectisrennnns

1978

1977

Thousands of Dollars

$433,774
98,397

632,171

118,384
74,465
19,059
63,896
38,529
41,462
16,350
57,064

429,209

102,962

10,659
8,383
202

122,206

52,337
5,302
(6,996)

51,643

70,563
13,080

$ 57,473

$2.46
23,392,883

$374,456
84,996

459,452

87,181
67,544
46,599
56,284
33,709
34,544

330
50,645

376,836

82,616

14,056
1,255
(160)

97,767

45,119
4,010
(11,307)

37,822

69,945
13,094

$ 46,851

$2.21
21,208,145

Statement of Retained Earnings

Balance, beginning of ¥8ar .....iiiiiiieeercecerocceenccsccscccsossssssassases
Add, Net income ..... cactcneserssrsssassnsassacsansaane ceesecesncsscasacsenne

Deduct, Dividends on capital stock:
Preferred StocK ...cvevererenneacscnsnscncncnncaans

Common stock ($1.68 a share in 1978 and $1.60in 1977) .. cvvvereeaenan cessensn

0 Balance, end Of YOAr ...useersereectareosoecssareasnnnannsosansnsssasnnnnnsss

The accompanying notes shown on pages 22 through 25 are an integral part of the financial statements.

1978

1977

Thousands of Dollars

$166,738
70,563

237,301

13,090
38,732

51,822

$185,479

$153,451
59,945

213,396

13,094
33,564

46,658
$166,738
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New York State Electric & Gas Corp'oration'

Statement of Changes in l_*‘inancial Position

20

SOURCE OF FUNDS

Nt INCOMO . covrrreceercrcsnnssanccssscssnssosecsssocssscsnsessnsssonssse
Depreclation..cueceveeitoetesssssesssnsscsssnssnsosnsacsssasssssscsansanss
Amortization of deferred charges ...ccecescessescossscscssecessacscscssossscsces
Federal Income tax deferred—not......c.cceeceeecrocsccnascesscscsaasscssnranns
Investment tax credit deferred=—net .......c.ccieeecencncacsvonssccsccccsccsacee
Allowance for funds used during construction .....ccieeecccecrcccccecsccccans

Funds from oporations .cc.oceeeecsssascccosssscsscossrcnsacnsse
Proceeds from sale of first mortgage bonds. ...cveeeeieececnsecsncessceconcasns
Proceeds from sale of common StocK ..ceeeceancacccnes
Increase in notes payable .......ccceneninnnnens resrereacencrarans

Total funds avallable ..eveeccscscrvrescrvessassccssresncscssses

APPLICATION OF FUNDS

Additions to utillty plant .....cceeeececccsccacscscessesassscsrosasesescascns
Dividends on preferred StoCK ....vecuiivarecccsnnrsccrscccsaccsncassncssoncsans
Dividends on common stock ..........
First mortgage bonds becoming due within one Year ....ceececeesccccsacecenns
Fuel costs deferred ...ceevreeccrsccsscesaccsscesesscrsassnsscensasassanaanas
Other Investments ......ocveeeeeccnnncrcncannns feeseneaan
Decrease In.notes payable ......ccecevevnnnnnrenss vetaseseransanans ceneanee
Other debt—net....... seesesassssesesetsssssasatassaesorasasacescasscanas
Debt expense and other—net .....ccveeeecssecrsscecssssascnsscsccsscasssnese
Increase (decrease) In working capital (excluding changes in notes payable) ......

Total funds applied ..cvcveeveocssanensocccccanroscscsccnsnnee

"

The accompanying notes shown on pages 22 through 25 are an Integral part of the financial statements.

1978

1977 @D

Thousands of Dollars

$ 70,563
41,462
2,792
(1,337)
6,192
(16,655)

103,017
50,000
71,930

$224,947

$115,008
13,090
38,732
10,000
2,610
28,756
44,200
1,021
(251)
(28,309)

$224,947

$257,723

$ 59,945
34,544
3,045

(1,069)
973

(25,363)

72,075
110,000
36,648
39,000

$257,723

$158,493
13,004
33,564
5,500
1,283
2,350

13,964
2,701
26,774




New York State Electric & Gas Corporation

:
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Statement of Capital Stock and Long Term Debt

CAPITAL STOCK
Redemption Price

Eventual
Current  Through Minimum

B

Serial cumulative preferred stock, par value $100 a share, 1,963,750 shares authorized:

8.75% series .......00.n teeerennns resrennenes $104.00 - $104.00
4.50% sinking fund serles ......ceeveunne cescaan 105.25 - 105.25
4Y2 % series (1949) ....vvevrrennenen teessrenans 103.75 - 103.75
4.15% SEIBS tovvverineranernnnncnanes reennnes 101.00 - 101.00
4.40% series ....... . cesreereesann 102.00 - 102.00
4.15% series (1954) ........ feererrseasenennnaa 102.00 - 102.00
6.48% series .....cveeeneannn Cherraessananenas 103.00 2-1-83 102.00
8.80% Serles ....iiiiiiiiiereaatiraraanees 108,34 3-1-81 102.00
9.00% sinking fund series .........vcenvrrrene. 108.00 9-30.79 100.00
Serial cumulative preferred stock, par value $25 a share, 5,000,000 shares authorized:
8.4B% SOr18S +ovviivrniisennsennsroneanonnnes 27.82 2-1.79 25.70
8.50% sinking fund serles ....ccvvvnrreeecenses 25.91 7-1-79 25.00
9.10% sinking fund serles .....ceeeeeercnaaeans 28.75 7-1-84 25.00
Total preferred stock ..... sesstescsnans

Preference stock, par value $100 a share, 1,000,000 shares authorized
Common stock, par value $6.66% a share, 40,000,000 shares authorized*

December 31, 1978
Shares
Outstanding Amount
(Thous.)
150,000 $ 15,000
8,750 875
40,000 4,000
40,000 4,000
75,000 7,500
60,000 5,000
300,000 30,000
250,000 25,000
300,000 30,000
1,000,000 25,000
600,000 15,000
600,000 15,000
5176375
None

25,674,936 $171,166

* In 1978 the Company sold 4,000,000 shares of common stock (1,800,000 shares in 1977) by public offering and Issued 176,702
shares (112,254 shares in 1977) through its dividend reinvestment and stock purchase plan for net aggregate proceeds of

$71,930,000 in 1978 and $36,648,000 in 1977 (See Note 4).

0 LONG-TERM DEBT
First mortgage bonds:

Amount
(Thous.)

2.80% series, due DecomMbOr1, 1979, .t ot vveererearsesensnassssneseetnesnnsocassssnassssosssensss $ 10,000

2.80% serles, due December1,1980 ............ 12,500
7% % series, due August1,1981 ........... 60,000

. 10.60% series, due October 1, 1982, . .. triteeeeneseerennoasrsoasssssnssnnssssnsasssssscoosssase 50,000
. 3% % series,due May1,1984 ......... teesestesacassassannan teaesrcesasesacsnnna ceesancsrsonas 20,000
33 % serles, dud September 1, 1985, .. .uiivieaeereerrsrecoscsesocsenscsasocensssascancsssasncns 15,000
4% % series, dueMay 1, 1987 ....vvvivnrvennnnccanannes 25,000
3% % serles, due February 1,1988 ...... tettesasseasasnnssnanna cesaessesans 25,000
4% % series, duaMay 1,1991 ... .civvreernnnecens teaans 25,000
8% % series, due June 1, 1996 (issued 1977) ..... et eeensiteatetenesatrennesurrrasronanns £0,000
5% % series, due January 1,1997...ceevveccnnns ehtessesseseasensanananan 25,000
6% % series, due September 1, 1997 +.evveeerernnrnncns 25,000
6%2 % series, due September1,1998.......0.... 30,000
7% % series, due November1,2001.....cvvenenenenes 50,000
9.35% series, due July 1, 2003, (ISSUBA 1978). ... cevrernncnerrocsecasesosaonssesensasasnasosscenns 50,000
9% % serles, dUB March 1,2005 ..uuuuuieeaisieaesoorencessarsnsasssassossassersasassasonssnnses 75,000
9% % series, dUB JANUAIY 1,2008 . .oveeseene comeraseasonnncsennseestosnnsoansocsacasesassnans 75,000
7Y4 % series, due June 1,2006 v ccvvereronccnnonacnnesns 12,000
67 % series, due December 1,2008....... ..... 25,750
8% % series, due November 1, 2007 (issued 1977) ........ 60,000
Total first mortgage bonds ........ cecesssessesrnrtsrrenstsesceccenaannns 720,250

Other - principally unamortized premium on debt .. ..eeiieeeeenerecessncssnasoccnconcssnnsncsoascnnse 1,097
Totaldebt ...ovivvicnrernneocncencnns evessssannnas 721,347

Less, debt due within one year - included In current l1abilitles. « e .o ecveeeerreenececoconcacens 10,000

Total long-term debt.......ciiiiiiiiiieeeioetrncsnsnnsnsassssassscsssncssasessnnsanas $711,347

The mortgage indenture, as amended and supplemented, secures the first mortgage bonds which constitute a direct first

mortgage lien on substantially all utility plant.

The accompanying notes shown on pages 22 through 25 are an integral part of the financlal statements.
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Notes to Financial Statements

1. Significant Accounting Policies

a. Accounting records

The Company maintains its accounting records in con-
formity with the uniform system of accounts prescribed
by the Federal Energy Regulatory Commission and the
Public Service Commission of the State of New York (PSC).

b. Utlity plant

The cost of current repairs and minor replacements is
charged to appropriate operating expense and clearing
accounts; the cost of renewals and betterments, including
indirect costs, is capitalized. The original cost of utility plant
retired or otherwise disposed of and the cost of removal
less salvage are charged to accumulated depreciation,

c. Allowance for funds used during construction
(AFDC)

AFDC was capitalized during 1978 on a compound
basis at 634% (net of income taxes) on construction work
in progress (CWIP) related to construction of electric
facilities (in excess of $30 million CWIP allowed in rate
. base) limited to a base of $220 million. AFDC was also

Qt . capitalized on a compound basis during 1978 at 8%%

M
Lefwe
N
e
Y

(before income tax effect) on CWIP for electric facilities in
" excess of $250 million and on all other CWIP. AFDC was
capitalized at 9% (before income tax effect) during 1977
on CWIP in excess of $45 million included in rate base,
except for capitalization at 7% (net of income taxes) on
$220 million in December, concurrent with a reduction to
$30 million of CWIP included in rate base. AFDC is
apportioned in the financial statements as other income
and as a reduction of interest charges.

d. Revenue
Revenues from the sale of electricity and gas are
recorded on the basis of meters read. -

e. Retirement plans

The Company has noncontributory retirement annuity
plans which cover all officers and substantially all em-
ployees. The cost of these annuity plans and supplemental
payments made directly by the Company to retired em-
ployees was $12,069,000 and $10,854,000 for 1978 and
1977. The annuity plan costs are based on normal cost
and amortization of the unfunded liability as provided for
by the Pension Reform Act of 1974. The unfunded liability
(excess of actuarial liability over actuarial value of the fund)
as of December 31, 1977 was estimated to be
$52,000,000. The Company’s policy is to fund pension
costs accrued.

f. Deferred debits

Debt expense is deferred and amortized ratably over the
lives of the issues.

Pursuant to PSC policy, the Company defers certain
fuel and purchased gas costs which are subsequently billed
to customers through adjustment clauses in rates.
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At December 31, 1978, other deferred debits include
$2,800,000 of unamortized costs related to an abandon
nuclear power plant project. In a 1977 rate decision, t
PSC granted electric revenues sufficient to amortize the
deferred amount over a five-year period.

g. Depreciation

Depreciation of utility plant is provided for on a
“straight-line group method basis” (equivalent to 3.2% of
plant for 1978 and 1977).

2. Commitments and Proposed
Sales of Securities

It is estimated that 1979 costs for the Company's
construction program will approximate $190,000,000.
The program is subject to periodic review and revision,
and actual construction costs to be incurred may vary
because of revised load estimates, the imposition of addi-
tional regulatory requirements and the availability and cost
of capital. Proceeds from periodic security sales are used to
repay notes payable to banks and commercial paper,
the proceeds of which had been used for construction

purposes.

»

3. Federal Income Taxes

For federal income tax purposes the Company uses
sum-of-the-years-digits depreciation method and the A
Depreciation Range System (ADR). The PSC requires that
federal income tax reductions resulting from the use of
accelerated methods of depreciation be reflected currently
in income whereas reductions arising from the use of ADR
are deferred and, in general, are retumed to income over
the book life of the applicable property. Similarly, the
reduction in federal income taxes arising from the acceler-
ated amortization of certain pollution control facilities is
deferred and is being retumed to income over the tax life
of the facilities.

In an October 1977 rate decision, the PSC allowed
revenues equal to the federal income tax effect of the
interest on debt portion of AFDC on $220 million of test
year CWIP related to construction of electric facilities and
directed the Company to use a net-after-tax method to
calculate AFDC on that portion of CWIP. This net-after-tax
(imputed income tax) benefit ($4,312,000 for 1978 and
$367,000 for 1977) has been allocated to other income
and deductions.

Investment tax credits (ITC) based on the Revenue Act
of 1973 (4%) are reflected currently in income and are
shared equally between stockholders and customers for
rate making purposes. Increased ITC derived from the Tax
Reduction Act of 1975 are deferred. The Company has
estimated ITC carmry-forward of $12,874,000 at Decen“
31, 1978, which the Tax Reform Act of 1976 will allow
Company to utilize to reduce future federal income taxes




before taxes are decreased by current year ITC. Federal

é:ome taxes for 1978 and 1977 are as follows:
1978 1977

Federal income tax: (Thousands of Dollars)
Current......ovvvvvvnvnnnnn $ 3,040 $ (829)
Deferred-net: .

ADR and cost of removal .... (211) 24
Pollution control facilities . ... (197) 269
Fuelcosts ........covvunn.. 74 (391)
Other ... vvvviinnn.. (1,003) (971)

. (1,337) (1,069)
AFDC imputed income
tax benefit ................ 4,312 367
Investment tax credits:

Deferred (net of flow
through, $7,584,000

and $1,426,000) ......... 6,543 1,148
Shared ................... 3,792 713
Charged to operations ........ 16.350 330
Included in other income:
-. AFDC imputed
income tax benefit........ (4,312) (367)
Investment tax credits
—shared ............... (3,792) (713)
Tax on otherincome . ....... 72 —_
Amortization of ITC
o deferred in prior years ..... (351) (175)
(8,383) (1,255)
Total ...ovvvieeennn.. $7967 $ (925)

| Il%deral income tax provisions for 1978 and 1977 are
substantially less than the amount obtained by using the
48% statutory rate, primarily due to the following:

1978 1977
Statutoryrate .................. 48.0% 48.0%
Decrease:
Excess of allowable tax
depreciation and
amortization over book ‘ ‘
AMOUNES .. .viinevrenennnns (10.2) (14.8)
Costs capitalized on books,
expensed for income taxes:

AFDC .....cviiiii (10.2) (20.6)
Taxes, pensions and
insurance ............... (5.9) (7.3)
Investment tax credits ......... (9.4) (2.4)
Miscellaneous............c ... (2.1) (4.5)
Actualrate .......ccvinnnnn. 10.2% (1.6)%

4, Common Stock

’)n May 13, 1977 shareholders approved a 3-for-2 split
of common stock which became effective May 17, 1977.

Par value was reduced to $6.66% from $10 and total
shares authorized increased to 30,000,000 shares from
20,000,000. On May 12, 1978 shareholders approved an
increase in total shares authorized to 40,000,000 from
30,000,000. S

5. Other Investments

The Company has entered into long-term contracts for
the supply of coal to the Homer City Generating Station
and, in that connection, has agreed to make loans
(maximum aggregate amount of $23,150,000 approved
by the PSC) to the mining companies. These loans
(amounting to $19,375,000 and $18,750,000 at De-
cember 31, 1978 and 1977) are being made on first
mortgage notes maturing December 31, 1981 and bear
interest at 1%2% above the prime interest rate in effect from
time to time.

The Company and the Long Island Lighting Company
have each contributed $57,544,000 as of December 31,
1978 for a joint venture to construct a nuclear generating
station in the town of New Haven near Lake Ontario. The
Company has recorded $28,131,000 of its contribution in
other investments and the balance is included in construc-
tion work in progress.

6. Bank Loans and Other Borrowings

In 1976 the Company entered into a loan agreement
with eighteen New York banks which provides for borrow-
ing up to $75,000,000 through January 31, 1979 at the
prime commercial rate in effect from time to time at The
Chase Manhattan Bank, N.A. and the payment of a
commitment fee of one-half of one percent per annum on
the unborrowed amount. This agreement has been re-
newed to provide for borrowings through January 31,
1982. The average balance outstanding during 1978 was
$569,000 and for 1977 was $20,400,000 and there was
no balance at December 31, 1978. The loan agreement
does not require compensating balances; however, the
Company maintains balances which generally average,
over the life of the agreement, 15% to 20% of the
borrowed amount from each of the participating banks.

Interim financing in the form of short-term borrowings
on commercial paper ($35,300,000 at December 31,
1978) is also utilized to finance construction expenditures.
The average daily aggregate commercial paper borrowing
outstanding amounted to $47,500,000 during 1978 and
$54,200,000 during 1977 (calculated as the average of the
sum of daily borrowings) and the weighted average inter-
est rate was 7.9% in 1978 and 5.7% in 1977 (calculated by
dividing total interest expense by the average of the sum of
the daily borrowings). The maximum borrowing on com-
mercial paper at any time was $75,000,000 during 1978
and was $73,000,000 during 1977.
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(Mncluded In operating expenses.
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Notes to 1978 1977
. {Thousands of Dollars}
Financial Statements (contd)) Real estate and .
personal property ............ $24,982  $24,822
7. Supplementary Income Statement e G ) 28057 223
Information Social security ..........oeen.n. 4,747 4,169
ch ‘ int d . d4d o Miscellaneous.................. 3.133 2.715
arges for maintenance and repairs, and depreciation,
other than those set forth in the statement of income, 360919  $54.093
were not significant in amount. Neither advertising costs Charged to: -
nor research and development costs exceed 1% of total Tax expense ....oevvevvnnanes $57,064  $50,645
revenues and there are no royalties. Other accounts (principally .
Taxes, other than federal income taxes, and rental utility plant and
charges are classified as follows: clearing accounts) . .......... 3.855 3,448
: $60919  $54,093
Rentals, charged principally
to operating expenses ......... $ 3,038 $ 2360
8. Industry Segment Information
Certain information pertaining to the electric and gas operations of the Company is as follows:
on s 1978 1977 1976 1975 1974
w\;! ' {Unaudited)
Operating Revenues: Thousands of Dollars
Electric .......ccvvvnnnns, $ 433,774 $ 374,456 $ 330,870 $ 277,097 $237,955
Gas...iiiiiiiiiiiiiianan 98.397 84.996 77.397 63.688 58.049
Total ....oovviivninnne. 532.171 459,452 408,267 340.785 296.004
e,  Operating Expenses:
Electric .........ccvvnnn... 339,451 296,775 257,884 214,295 182,559
Gas..ciiiiiiiiiiiiinaeeas 89.758 80.061 70.885 57.750 51,998
Total ...ovvvvvevnnnnns. 429.209 376.836 328,769 272,045 234,557
Operating Income:
Electric ........cccvvvint, 94,323 77,681 72,986 62,802 55,396
GasS..iiieiiiiiiiiiaanaeas 8,639 4,935 6,512 5,938 6.051
Total ..voievvinnnean.. $ 102.962 M $ 79498 $_L_Z4_O $ 61447
Depreciation: A
Electric ........oovvient.. $ 38428 $ 31,718 $ 29820 $ 27,874 $ 26,159
€13 3.034 2.826 . 2.769 2,720 2,553
Total ...ovvvvvvnnnnnnn. $ 41.462 % HA S__ﬂ %
Construction Expenditures .
Electric ................... $ 110,784 $ 154,460 $ 190,288 $ 150,011 $107,164
GaS...iiiiiiiiiiieiaaes 4,314 4.033 3.259 3.225 5,250
Total ......cvvvnnnnn $ 115.098 $ 158,493 $ 193547 $ 153236 $112.414
Identifiable Assets:
Electric ..........ocvvent.. $1,418,038 $1,310,846 $1,151,977 §$ 973,002 $834,052
Gas..eviiiiiiiniiiaeas 95,022 95,029 93,147 92,250 89,918
Corporate ................ 90.365 83,987 78,858 62.359 52,132
Total ...l $1.603.425 $1.489.862 $1,323.982 $1,127.611 $976.102




9. Quarterly Financial Information (unaudited) . -

The following is a summary of quarterly results of Company operations as previously reported to stockholders:

‘ Earnings
Available Average Eamings
Quarter Operating Operating Net for Common Shares Per
Ended Revenues Income Income Stock Outstanding Share
978 (Thousands of Dollars) (Thousands) ‘
1
March31................ $162,784 $32,448 $24,470 $21,197 21,598 $.98
June30 ........eevinann 128,429 25,835 17,810 14,538 23,547 .62
September30 ............ 111,453 22,086 14,026 10,754 23,593 .46
December31 ............ 129,504 22,593 14,257 10,985 24,796 44
1977
March31................ $137,660 $24,103 $18,285 $15,011 20,457 $.73
June30.......... e 105,730 19,785 14,112 10,839 -+ 21,426 51
September30 ............ 96,368 17,700 11,974 8,701 21,453 41
December31 ............ 119,693 21,027 15,574 12,301 21,481 57

10. Replacement Cost (unaudited)

Replacement cost information is disclosed in the Company’s 10-K Report to the Securities and Exchange
Commission. The cost of replacing the Company’s utility plant in service at current prices would be significantly more
than the amount actually spent. The Company’s rates are determined by the PSC on an original cost basis and the
Company believes that as existing plant is replaced with higher cost plant these costs will be reflected in rates through the

‘regulatory process.

COOPERS & LYBRAND

N PRINCIPAL AREAS 1251 AVENUE OF THE AMERICAS
OF THE WORLD New YORrxk, N.Y, 10020

To the Stockholders and Board of Directors
New York State Electric & Gas Corporation
Ithaca, New York

-We have examined the balance sheets of New York State Electric & Gas Corporation as of December 31, 1978
and 1977 and the related statements of income, retained earnings and changes in financial position for the years then
ended and the statement of capital stock and long-term debt as of December 31, 1978. Our examinations were made
in accordance with generally accepted auditing standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the financial statements referred to above present fairly the financial position of New York State
Electric & Gas Corporation at December 31, 1978 and 1977, and the results of its operations and the changes in its
financial position for the years then ended. in conformity with generally accepted accounting principles applied on a
consistent basis.

February 1, 1979 |
e [MJUM M%M
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Discussion and Analysis of
the Statement of Income

Operating Revenues

Total operating revenues increased $72,700,000,
$51,200,000 and $67,500,000 respectively for 1978,
1977 and 1976 as compared with each of the previous
years. The increases are attributable principally to in-
creased fuel and gas adjustment revenue ($16,200,000,
$43,200,000 and $13,200,000) increased rates
($45,400,000, $5,000,000 and $36,500,000) and addi-
tional sales of electricity. Kilowatt-hour sales (excluding
sales to other utilities) increased 3%, 3% and 5% for the
years 1978, 1977 and 1976 over the comresponding prior
period. Unit sales of gas increased 4% in 1978, decreased
11% in 1977 and increased 7% in 1976.

Operating Expenses

During each of the past three calendar years, major
items of operating expense increased over the correspond-
ing prior period. Operation — fuel increased $31,200,000
(36%) in 1978, $14,600,000 (20%) in 1977 and

- $2,900,000 (4%) in 1976. The increase in 1978 is due

primarily to a third generating unit at Homer City Station
placed in service December 1977 and higher prices paid
for coal. The increases in 1977 and 1976 are due chiefly to
higher cost of coal. Operation — other increased between
10% and 17% in each period primarily due to increased

labor and material costs. Electricity purchased and inter--

changed decreased in 1978 due to increased Company
generation of power, increased in 1977 due to power
purchased to replace reduced deliveries of low-cost

. hydro-electricity, and increased in 1976 due to increased

purchases of power. Gas purchased reflects higher unit
costs for each period. During 1977 such higher cost was
partially offset by decreased units purchased.

Maintenanceﬂincreased $4,800,000 (14%) in 19

'$4,000,000 (13%) in 1977 and $6,900,000 (30%) in 19 ]

largely due to periodic costs related to maintenance of
generating facilities,. Depreciation increased $6,900,000
(20%) in 1978 due primarily to the third generating unit at
Homer City Station. Higher real property and state gross
receipts taxes were largely responsible for increases in
other taxes. Federal income taxes increased $16,000,000
in 1978, decreased $7,400,000 in 1977 and increased
$2,600,000 in 1976. The changes in Federal income tax
are due primarily to variances in taxable income.

Other Income and Deductions

Allowance for other funds used during construction
decreased $3,400,000 in 1978 and increased $6,300,00)
in 1977 and $3,400,000 in 1976 due to corresponding
changes in the levels of construction work in progress.

Federal income tax credit increased in 1978 by
$7,100,000 due to an increase in the imputed income tax
benefit of AFDC and a larger credit for ITC shared due to
}r;%eased taxable income allowing for utilization of more

Interest Charges and Preferred Stock Dividends

Interest charges before offset for AFDC — borrowed
funds increased due to borrowings to finance the Co
pany’s construction program. The off-setting al]owancem
borrowed funds used during construction decreased in
1978 due to the use of a lower net of income tax rate and
lower amounts of construction work in progress and
increased in 1977 and 1976 due to higher amounts of
construction work in progress. Preferred stock dividends
increased in 1977 due to additional issuances of preferred
stock at higher rates.

COMMON STOCK — MARKET PRICE RANGE AND DIVIDENDS 1978 AND 1977
Price of Common Stock

New York Stock Exchange Compoéite

Dividends Paid
1978 1977 Per Share
High Low High Low 1978 1977
First Quarter ........... $1912 $1815 $21 $18% $.42 $.40
Second Quarter ........ 19% 17% 2072 187% .42 .40
Third Quarter .......... 19% 18V 21% 18% 42 .40
Fourth Quarter ......... 19 163 20 17% 42 40
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Financial and Operating Statistics

SUMMARY OF EARNINGS 1978 1977 1976 1975 1974 1973 1968
QRATING REVENUES: Dollars In Thousands
lectrlc vovvveiinnncennnns esees  $433,774 $374,456 $330,870 $277,097 $237,955 $203,485 $124,805
L T cheen 98,397 84,996 77,397 63,688 58,049 49,687 36,115
Total ............ . 532,171 459,452 408,267 840,785 296,004 253,172 160,920

OPERATING EXPENSES:

Operation—fuel ....... ceeecnan ees 118,384 87,181 72,621 69,741 58,059 35,789 12,864
—other ........ reessnes 74,465 67,544 60,132 51,346 46,052 40,456 25,321

Electricity purchased and
interchanged ...... eserrenens 19,059 46,599 33,679 15,884 4,108 9,336 12,500
Gas purchased ......... Cieesans 63,896 56,284 47,944 37,904 33,866 27,660 20,278
Maintenance ............. vevras 38,529 | . 83,709 29,757 22,887 22,047 20,337 8,835
Depreciation ............. P 41,462 34,544 32,589 30,594 28,712 26,870 17,648
Federal Income tax ..... creveanee 16,350 330 7,751 5,127 6,674 6,133 10,584
Other taxes ...eccvvernvenecsnns 57,064 50,645 44,296 38,562 35,039 31,732 19,278
Total .............. vreaen 429,209 376,836 328,769 272,045 234,557 198,313 127,308

OPERATING INCOME .............. 102,862 82,616 79,498 68,740 61,447 54,859 33,612

OTHER INCOME AND DEDUCTIONS:
Allowance for other funds used

during construction ........... 10,659 14,056 7,803 4,370 2,266 1,242 2,492
Fec{eral Income tax credit ........ 8,383 1,255 1,166 987 (51) 326 -
Other, net ......... chsrrerearane 202 (160) (158) 185 3,836 552 65

INCOME BEFORE INTEREST
CHARGES ....cvivvevinnannnnnss 122,206 97,767 88,309 74,282 67,498 §6,979 36,169

EREST CHARGES:
terest on long-term debt ........ 52,337 45,119 39,712 33,516 29,711 24,755 12,228
ther Interest ......... tecsacans 5,302 4,010 2,673 1,623 675 591 167
Allowance for borrowed funds used
during construction ............ (5,996) (11,307) (5,961) (4,536) (1,643) (804) (1.227)
Interest charges—net ...... 51,643 37,822 36,424 30,603 28,743 24,542 11,168
NET INCOME .......... ceeesenans 70,563 59,945 51,885 43,679 38,755 32,437 25,001
PREFERRED STOCK DIVIDENDS .... 13,090 13,094 10,465 10,402 8,610 5,643 3,196
. EARNINGS AVAILABLE FOR
COMMON STOCK ....ceennennes 57,473 46,851 41,420 33,277 30,145 26,794 « 21,805
COMMON STOCK DIVIDENDS ...... 38,732 33,564 28,375 21,780 19,800 19,121 15,137
i RETAINED EARNINGS ....... R $18,741 $ 13,287 $ 18,045 $ 11,497 S 10,345 $ 7673 S 6,668
Avérage number of shares of common
stock outstanding (thousands) ..... 23,393 21,208 18,181 15,450 13,500 13,500 11,241
Earnings per average share ...... ee $2.46 $2.21 $2.28 $2.15 $2,23 $1.98 $1.94
Dividends paid per share .......... . $1.68 $1.60 $1.60 $1.47 $1.47 $1.45 $1.35

INCOME STATISTICS

Income before interest charges—

percent of operating revenues ..... 24.1 23.7 23.1 23.1 234 228 23.2
~ Average common stock

equity per share ........ chtnaeas . $20.82 $20.17 $19.96 $19.76 $19.98 $19.24 $16.51
Return on average common stock

equity—percent ......... [ 11.8 10.9 11.4 10.8 11.2 10.3 11.8
Mortgage bond interest—

times earned .......... revessenae 2.5 25 2.6 2.6 3.0 29 4.7
Interest charges and preferred

dividends—times earned ..... ceees 1.8 1.8 1.8 1.7 1.8 1.9 24
Operating income before income taxes:
Qactrlc .......... eeaae hranane $110,625 $ 78,608 $ 79,706 $ 67,153 $ 61,375 $ 55,183 $ 39,146

@5 tiesrcenneansaneee sevasrens 8,687 4,338 7,544 6,714 6,746 5,809 5,050




Financial Statistics

1978 1977 1976 1975 1974 1973 1968

PROPERTY, PLANT AND EQUIPMENT: Dollars In Thousands
Additions:
Electric $ 124,746 $ 177,872 $ 202,685 S 156,406 $ 106210 S 73,605 § 92,845
Gas . s e e 3,759 3,623 2,961 2,659 4,142 6,041 5,014
Other . 3,248 2,361 1,665 3,077 5,971 3,636 2,547
Total . P 131,753 183,856 207,311 162,142 116,323 83,282 100,406
Retirements and adjustments:
Electric . . 13,359 11,065 7,791 7,757 7.372 8,166 4,916
Gas 667 609 644 582 563 500 571
Other , . ! 1,261 508 840 314 640 (1,096) 381
Total \ } 15/287 12,182 9,275 8,653 8,575 7,570 5,868
Balance end of year: ‘
Electric 1,631,797 1,520,410 1,353,604 1,158,710 1,010,061 911,224 637,518
Gas . .. . ‘ 117,168 114,076 111,062 108,745 106,668 103,089 83,696
Other S 40,584 38,597 36,743 35,918 33,155 27,823 25,368
Total . ..« $1,789,549 $1,673,083  $1,501,409 $1,303,373 $1,149,884 $1,042,136 $746,582

ACCUMULATED DEPRECIATION s 376,933 $ 350,014 S 324,852 §$ 300,862 S 278,913 § 254,926 $168,728 |
CAPITALIZATION:

Debt: |
First mortgage bonds .. . g 720250 | § 675750 § 578,750 $ 475700 § 450,700 S 370,000 $266,393 .
Debentures v..c.oovvvinuannans —_ _— — —_— —_— 18,637 21,796
Notes payable S e 35,300 80,500 55,500 74,500 32,000 60,000 35,000
Other v e sana 1,097 1,211 1,276 1,380 1,709 2,180 142

Total debt .......... e 756,647 757,461 635,526 551,580 484,409 450,817 323,331

Preferred stock v . 176,375 176,463 176,543 146,638 146,661 91,666 67,036

Common stock equity:

Common stock .ol 352,541 280,615 243,971 200,460 150,889 150,718 104,473
Capital stock expense ,. .. (4,614) (4,403) (4,238) (3,969) (3,715) (3,437) (2,305)
-~ Retained earnings .... . .. 185,479 166,738 153,451 140,406 128,909 118,564 86,372
< Total common stock equity 533,406 442,950 393,184 336,897 276,083 265,845 188,540

Total capitalization , .. .$1,466,428 $1,376,874  $1,205,253 $1,035,115 S 907,153 S 808,328  $578,907

CAPITALIZATION RATIOS (percent):

Mortgage bonds . 49.1 49.1 48.0 46.0 49.7 45.8 46.0
Debentures - — —_— —_ - 23 3.8
Notes payable and other debt 2.5 5.9 4.7 7.3 3.7 7.7 6.0
Prelerred stock e e 12.0 12.8 14.7 14.2 16.2 1.3 11.6
Common stock equity . . 36.4 32.2 326 32,5 30.4 329 32.6
RATIO OF MORTGAGE BONDS TO )
NET UTILITY PLANT (percent) . . 51.0 51.1 49,2 47.5 51.7 47.0 46.1
STOCKHOLDERS:
Common stock . e e e 64,579 51,580 45,146 40,033 32,216 30,061 18,328
Preferred stock . . , - 6,503 6,544 6,591 6,454 6,257 3,881 1,421
PAYROLL (including pensions, etc.):
Charged to operations . $ 58,686 $ 55639 $ 51,175 S 44,163 $39,271 $35,195 $21,592
Charged to construction and other
accounts e 40,179 37,518 34,419 30,592 29,332 26,009 14,905
Total . . § 98,865 $ 93,157 § 85594 § 74,755 $68,603 $61,204 $36,497
Number of employees—
end of year ... ... e 4,215 4,202 4,170 4,131 4,179 4,154 3,722




Electric Sales Statistics

1978 1977 1976 1975 1974 1973 1968
Kwh Sales (millions):
Residential s 4,297 4,203 4,093 3,864 3,647 3,560 2,454
Commercial s . 2,438 2,370 2,322 2,215 2,090 2,070 1,351
Industrial e - P 2,632 2,515 2,369 2,221 2,240 2,351 1,867
Street lighting P . 109 M 111 110 108 102 88
Public authorities and other .. .. 1,016 ., 1,012 1,001 a72 936 957 589
Other electric utilities . . , . 23 27 28 25 224 174 21
Total e . . 10,515 10,238 9,922 9,407 9,245 9,214 6,370
Operating Revenues (thousands):
Residential s oaner o wn se.c $197,024 $168,041 $151,790 $125,928 $109,841 $ 99,727  $ 62,600
Commercial ... rees s - 103,192 89,899 79,857 67.554 55,670 45,818 26,831
Industrial ., ..... .. ...... 81332 70,009 58,095 48,633 39,523 30,904 20,346
Street lightlng . . ..... ....... 6,967 6,742 5,971 5,516 5,269 5,086 3,774
Public authorities and other .. 38,712 34,034 29,837 25,285 20,246 16,598 8,726
Other operating revenues .. . 6,109 5,284 4,906 4,394 3.929 3,393 2,259
Other electric utilittes .. ... 438 447 414 387 3,477 1,959 269
Total operating revenues . $433,774 $374,456 $330,870 $277,097 $237,955 $203,485  $124,805
Sales Revenues per kwh (cents):
Residential ; . 4.59 4.00 3.7 3.26 3.01 2.80 2.72
Commercial 4.23 3.79 3.44 3.05 2.66 2.21 2.16
Industrial .. Co e P 3.09 2,78 2.45 2.16 1.76 1.31 1.26
eet lighting . ....vcvsvew ivn- 6.39 6.07 5.38 5.01 4.88 4.99 4.86
lelc authorities and other ..., 3.81 3.36 2.98 2.60 2.16 1.73 1.68
ther electric utilities .., ......... 1.90 1.66 1.59 1.55 1.55 1.13 1.21
Average revenue per kwh , .. 4.07 3.61 3.28 290 2.53 217 2.12
Total Customers (end of year) .. . 648,638 640,361 632,148 624,087 615,617 605,957 594,096
Number of Customers
(average for year):
Residentlal .. “ieans 578,982 571,701 564,502 556,622 548,635 538,521 525,615
Commercial .... ceesen 55,725 55,113 54,808 54,413 53,990 53,215 52,194
Industrial . Conseenas 1,298 1,284 1,279 1,235 1,192 1,198 1,205
Other ,. ..... . [ 9,226 9,042 8,633 8,292 7,906 7,844 7,694
Total ...... seaa o0 645,231 637,140 629,222 620,562 611,723 600,778 586,708
Annual Average Use (kwh):
Residential s e 7,422 7,352 7,252 6,942 6,647 6,610 6,432
Commercial .,.. .. . 43,751 43,003 42,366 40,707 38,710 38,899 36,155
Industrial (thousands) ., ....... 2,028 1,959 1,852 1,798 1,879 1,962 1,819
Annual Average BIll:
Residential - ve e aa 340 $ 294 $ 269 $ 226 $ 200 s 185 $§ 175
Commaercial .- 1,852 1,631 1,457 1,242 1,031 861 783
Industrial . . e ae a. 62,659 54,524 45,422 38,893 33,157 25,796 22,959
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Electric Operating Statistics

. 1978 1977 1976 1975 1974 1973 1968
PRODUCTION DATA:
System Capability (megawatts):
Net generating capability:
Steam ‘ 1,728 1,527 1,377 1,375 1,367 1,367 804
Hydro .. ‘ . 38 38 38 38 38 38 40
Internal combustion , . 14 14 14 14 14 14 10
Total ' 1,780 1,579 1,429 1,427 1,419 1,419 854
Purchased—f{irm contracts 812 924 1,048 839 706 527 545
Total system capability 2,592 2,503 2,477 2,266 2,125 1,946 1,399
Annual Load Factor (percent) 63.6 62.9 61.0 62.2 66.2 66.0 62.1
Coal Used (thousands of net tons) 4,430 3,720 3,395 3,288 3,564 3,397 1,842
Coal Quality (Btu per Ib.) J 11,141 11,056 11,123 11,082 10,927 11,418 12,018
Btu per Kwh Generated (net) 10,744 11,145 11,312 10,932 10,926 10,672 10,478
Kwh Production—net (millions): ¢
Generated . 9,350 7,606 7,046 6,870 7,344 7,493 4,414
Purchased .. 3,282 3,509 4,383 3,898 3,681 3,901 3,140
Interchanged L. (209) 201 (298) (420) (890) (1,281) (418)
Total . . 11,723 11,316 11,131 10,348 10,135 10,113 7,136
X Production Expenses (thousands): \ - -
N Generated ... $148,285 $110,448 $ 91,724 $ 85,655 $ 73,388 $49,353 $16,796
. Purchased ‘. 37,297 39,670 34,926 22,188 20,776 19,206 15,143
Interchanged (net) . .. (18,238) 6,929 (1,247) (6,304) (16,668) (9,870) (2,643)
Total . $167,344 $157,047 $125,403 $101,539 $ 77.496 £58,689 $29,298
Production Costs per Kwh (mills):
Generated . 15.86 14,52 13.02 12.47 9,99 6.57 3.81
Purchased . . 11.36 11.30 7.97 5.69 5.64 4.92 4.82
Average cost per kwh 14.27 13.88 11.27 9.81 7.65 5.80 4.11
. . ELECTRIC OPERATION AND
. MAINTENANCE EXPENSES
{thousands):
Production . $167,344 $157,047 $125,403 $101,539 $ 77,496 $58,689 $29,296
Transmission . . . 8,171 7,612 7,058 5,482 5,186 4,928 3,322
Distribution . . 22,644 22,544 21,569 16,928 16,307 14,992 9,813
Customer accounting . ‘ 9,467 8,527 7,672 6,633 5,730 5,074 3,552
Customer service ‘ . 2,887 2,605 2,507 2,288 2,487 1,578 1,963
Administrative and general .., 25,537 22,972 20,068 16,900 13,901 12,112 6,217
Total s ’ $236,050 $221,307 $184,277 $149,770 $121,107 $97,373 $54,163
ELECTRIC OPERATION AND
MAINTENANCE EXPENSES—
as a percent of electric
operating revenues:
Production . .. - 38.6 42.0 37.9 36.6 32.6 28.8 23.5
- Transmission S wrenn 1.9 2,0 2.1 2,0 2.2 24 27
Distribution . . . ... c00... 5.2 6.0 6.5 6.1 6.9 7.4 7.8
Customer accounting - . 2.2 2.3 23 2.4 24 2.5 2.8
Customer service .. . ... . .6 7 8 .8 1.0 .8 1.6
Administrative and general ... ., 5.9 6.1 6.1 6.1 5.8 5.9 5.0
55.7 54.0 47.8 43.4

Total e ows 54.4
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Gas Department Statistics

Mcf Sales (thousands):
Residential J
Commaercial .
Industrial . .
Public authorities and other

Total ..

Operating Revenues (thousands)
Residential ,

Commercial .. .. . . . ... ..

Industrial ... ...
Public authormes and o{her

Total sales revenues
Other operating revenues ... .

Total operating revenues

Sales Revenues per Mcf:
Residential . Veriesre s

»

Commercial . .. . cie e e

Industrial ... P
Public authormes and other e

Average revenue per Mct

Total customers (end of year) ..

Number of Customers
(average for year):
Residential with house heating
Residential without house heating

Commercial with space heating , .

Commaerciat without space heating
ustrial s s aweas
her P Comaneia

Total .. ........

Annual Average Use (Mcl)
Residential .
Commercial v e
Industrial ‘

Annual Average Bill:
Residential .. . . o “ s
Commercial . . ..... L
Industrial L e s

Cost of Natural Gas Purchased:
Amount (thousands) P
PerMef .. oiiiiiiiicnrarnnanes

Gas Operation and Maintenance
Expenses (thousands):
Production . . ......
Transmission and dlstnbutton
Customer accounting
Customer service
Administrative and general ... .

Total

Gas Operation and Maintenance
Expenses—as a percent of gas
operating revenues:

Production e s
Transmission and distribution
Customer accounting .
Customer service
Administrative and general

Total

1978 1977 1976 1975 1974 1973 1968
17,892 17,876 19,424 18,023 19,172 18,736 18,786
8,421 8,177 8,229 8,800 9,346 9,140 8,273
8,418 7,764 8,998 8.635 10,105 11,041 9,167
3,540 3,046 3,705 3,170 3,363 3,499 2,928
38,271 36,863 41,356 38,628 41,986 42,416 39,154
. $50,642 $ 44,895 $40,387 $ 33,745 $30,627 $26,152 $20,075
20,908 18,236 16,850 13,996 12,602 10,637 7,484
18,252 15,205 13,668 11,101 10,531 9,122 5,887
8,047 6,289 6,131 4,531 4,007 3,500 2,132
97,849 84,625 77,036 63,373 57,767 49,411 35,578
548 371 361 315 282 276 248
... $98,397 $ 84,996 §77,397 $ 63,688 $68,049 $49,687 §35,826
$ 2,83 $ 2.51 $ 2.08 $ 187 $ 1.60 $ 1.40 $ 1,07
2.48 2.23 1.83 1.59 1.35 1.16 91
217 1.96 1.52 1.29 1.04 .83 .64
2,27 2,07 1.66 1.43 1.19 1.00 .73

$ 2,56 $ 230 $ 1.86 $ 1.64 $ 1.38 $ 117 $ 91
. 125,492 125,450 126,027 126,507 126,563 125,937 118,886
97,469 97,082 97,496 97,091 95,532 94,357 85,327
12,124 12,630 12,812 13,329 14,442 15,003 16,639
12,752 12,809 12,985 13,109 13,220 13,187 12,626
1,233 1,234 1,266 1,282 1,302 1,318 1,487
371 380 384 389 397 404 393
1,185 1,241 1,142 1,157 1,136 1,146 1,049
125,134 125,376 126,085 126,357 126,029 125,415 117,521
163 163 176 163 174 171 184
602 582 648 611 644 630 586
22,690 20,432 23,432 22,198 25,453 27,329 23,327
$ 462 $ 409 $ 366 $ 306 $ 279 § 239 s 197
1,495 1,300 1,182 973 868 733 630
49,197 40,013 35,594 28,537 26,526 22,579 14,980
$63,896 $ 56,284 $47,944 $ 37,904 $33,866 $27,660 §20,278
1.66 1.54 1.14 . . .65 .51
$64,089 $ 56,923 $48,210 S 38,089 $33,956 $§27,710 $20,328
6,775 2 5,939 4,936 4,678 4,489 2,478
1,988 1,812 1,705 1,493 1,367 1,233 826
479 480 321 308 306 167 249
4,952 4,326 3,681 3,166 2,717 2,605 1,496

. $78,283 $ 70,010 $59,856 $ 47,992 $43,024 §36,204 $25,377
65.1 67.0 62.3 59.8 58.5 §5.8 56.7
6.9 7.6 7.7 7.8 8.1 9.0 6.9

2.0 2.1 2.2 23 2.4 25 23

5 .6 4 5 5 3 g

5.0 5.1 4.7 5.0 4.6 5.2 4.2
79.5 824 773 75.4 74.1 72.8 70.8
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General Counsel: Stockholder Records: Communications Securities Listed on the New York

Huber Magill Lawrence & Farrell, regarding stock transfer requirements or lost Stock Exchange:
99 Park Avenue, New York, N.Y. 10016 certificates should be directed to the transfer Common Stock

agent, Changes of address may be sent to 3.75% Preferred Stock
Transfer Agent for Preferred Stock: the Secretary. Inquiries on dividends and 8.80% Preferred Stock

dividend reinvestment should be directed to
Shareholder Services.

Chemical Bank
55 Water Street, New York, N.Y. 10041
Transfer Agent for Common Stock:

Manufacturers Hanover Trust Company
4 New York Plaza, New York, N.Y. 10015

8.48% Preferred Stock ($25 Par Value)
7% % First Mortgage Bonds due 1981
10.60% First Mortgage Bonds due 1982
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9%% First Mortgage Bonds due 2006
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The Company files an annual report
on Form 10-K with the Securities and
Exchange Commission. Stockholders
may obtain a free copy of this report
from the Secretary upon request.
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